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By Scott Corfe, Research Director  

This briefing paper explores the role that banks and building societies can play in 
bolstering financial resilience and improving outcomes for vulnerable customers. It 
also examines how the COVID-19 pandemic has impacted the financial situation of UK 
households and small- and medium-sized enterprises (SMEs). The paper has been 
informed by an expert roundtable held in November 2021, which brought together 
experts from the financial services industry, academia, and the third sector. The 
roundtable and this briefing paper have been sponsored by the Current Account Switch 
Service (CASS).  We are grateful to CASS and all roundtable attendees for their support 
with this research.  

KEY POINTS 
• The pandemic has seen already substantial gaps in financial resilience 

widen. Those on lower incomes were more likely to have reported winding 
down savings during the pandemic, while higher income households were 
more likely to have accumulated savings. 

• The self-employed were more likely to have reported a decline in income 
during the pandemic. As such, business owners should not be excluded in 
discussions about financial vulnerability. 

• Low current account switching rates are a driver of detriment for personal 
and business customers in the banking sector. High rates of inertia reduce 
pressure to: improve customer service, offer higher returns on deposits, 
and offer more attractive overdraft terms.  

• The FCA’s proposed Consumer Duty would strengthen the role of banks and 
building societies in improving financial outcomes for households, 
requiring financial institutions to support customers to pursue their financial 
objectives.  

• At present, the banking sector often acts to the detriment of financial 
resilience, especially among financially vulnerable customers. This 
includes through high overdraft-related costs, poor quality customer 
service, inadequate protection from scams, and loss of access to banking 
through branch closures. 

• Banks and building societies are uniquely placed to improve financial 
resilience as we emerge from the pandemic. These institutions hold timely 
and vast amounts of data on the income and expenditure of individuals, 
households, and businesses, meaning that they – perhaps more than any 
other type of institution – can accurately gauge financial distress and 
vulnerability, and thus help individuals access timely support.  
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• Increasing consumer consideration to choose a new current account. and
higher switching rates would improve financial outcomes for customers but
cannot be seen as a silver bullet. Regulatory measures are essential for
protecting financially vulnerable customers and setting out the duties and
obligations of banks and building societies to their customers.

RECOMMENDATIONS
For policymakers

• A “prompting” mechanism should be introduced in the current account
space, with banks required to prompt customers every two years about their
current account in order to have customers either re-affirm consent for the
continuation of their current arrangements, or to alert the customer to the
opportunity to re-evaluate what they have currently and whether there
might be gains from switching.

• Financial resilience partnerships and social prescribing should be used to
reduce the burden of financial vulnerability on the NHS. Financial difficulties
can have a detrimental impact on individuals’ mental health. New financial
resilience partnerships should be formed, bringing the NHS, financial
institutions, and third sector together to discuss joint approaches to
supporting the financially vulnerable. This should include social prescribing
of financial wellbeing tools by GPs.
For banks and building societies:

• Financial institutions should be actively competing with each other to offer
best-in-class financial wellbeing services. This includes apps and tools
providing spending plans, forecasted cash flows, automatic saving
functions, and expenses categorisation. These tools could be particularly
valuable for encouraging financially vulnerable customers to engage with
banking services. Competition in the financial wellbeing space may also be
increasingly important, given the persistence of the low interest rate
environment which limits the ability of banks to compete on financial
returns on deposits. A shift away from free-if-in-credit (FIIC) banking in the
future, with most/all banks charging for current account access, could also
lead to increased competition over the provision of such “value added”
services.

• Financial institutions need to continue to do more to empower customers
to share their vulnerabilities (e.g. a mental health issues or abuse from a
spouse or partner), allowing banks and building societies to provide
tailored support. This includes thinking more about how to assist customers
that are not aware of their vulnerabilities – for example someone that is not
conscious that they have an issue with compulsive gambling. There is
scope for firms to be more proactive, informing individuals about
concerning spending patterns.

Kindly supported by 
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INTRODUCTION 

The COVID-19 pandemic has had a profound impact on, not just lives lost, but also 
livelihoods, the economy, and household finances.  

In this Social Market Foundation briefing paper, sponsored by the Current Account 
Switch Service, we examine the impact of the pandemic on financial vulnerability. We 
argue that, while the headline data suggest a strengthening in financial resilience, the 
devil is in the details. Critically, the experience of the pandemic differs markedly across 
income groups, with those on lower incomes more likely to have wound down savings 
during the pandemic, while those on higher incomes were more likely to have 
accumulated wealth. The self-employed were also more likely to have been negatively 
affected, in financial terms.  

This paper explores the role that banks and buildings societies are playing, and could 
play, in bolstering financial resilience and supporting financially vulnerable customers 
as we emerge from the pandemic. We argue that these institutions are uniquely placed 
to identify vulnerability and support individuals through financial difficulty, and we set 
out a range of recommendations for industry and policymakers to consider going 
forward. The report argues that outcomes in the financial services industry are best 
improved through a mixture of measures to increase customer engagement and 
(consideration of) current account switching, and regulatory interventions to protect 
vulnerable customers.  

FINANCIAL VULNERABILITY AND THE PANDEMIC 

Establishing what has happened to household finances since the start of the pandemic 
is somewhat difficult. While the Office for National Statistics (ONS) produces, relatively 
timely quarterly data on the household savings ratio1 (the proportion of household 
disposable income not spent), this is an aggregate figure for the entire population. It 
tells us little about the experiences of, for example, different income groups’ 
experiences during the crisis.  

The ONS data show that the household saving ratio almost tripled from 6.7% of 
disposable income in the first quarter of 2020, to 18.4% in the same quarter of 2021, 
with lockdowns and social distancing forcing many households to spend less and save 
more. In addition, the rise of remote working, and reduced expenditure on commuting, 
may have contributed to higher rates of saving in aggregate. Conceivably, part of the 
increase in saving could have been precautionary activity, with households winding 
back spending to prepare for potential job losses or pay cuts. Even as of Q3 2021, the 
latest quarter of available data, the saving ratio remained above levels seen just prior 
to the pandemic, at 8.6%. 

 

 

 

 



SOCIAL MARKET FOUNDATION 

4 
 

Figure 1: Aggregate UK households' saving ratio, % 

 

Source: ONS 

Bank of England-commissioned survey data during the pandemic suggests that this 
picture of increased savings does not, however, reflect all parts of the population. In 
its 2020 NMG Consulting survey of household finances, the Bank found that 28% of 
those surveyed had accumulated additional savings as a result of the pandemic, while 
20% had depleted their savings. The accumulation of savings was greatest for high-
income households. Over two-fifths (42%) of high-income employed households 
saved more during the pandemic, compared with just 22% of low-income employed 
households. Retirees also saved more: 36% of them had increased their savings. The 
reported income of households that had increased their savings was 25% higher on 
average than households that had decreased their savings, and their reported 
holdings of deposits were over two times greater.2 

The Money and Pensions Service has suggested that the impact of COVID-19 on 
financial resilience can be described with “three Ds”3: 

• The pandemic has been highly divisive. The pandemic has not impacted 
everyone in the same way, financially. Some have been able to save more, while 
others have suffered sharp income drops and have had to wind down savings. 

• Much of the financial impact has been deferred. There are questions over how 
households will fare now that furlough, mortgage holidays, and eviction bans 
have been wound down.  

• Digital access, skills and confidence have become more important. This has, in 
itself, been divisive. For example, the digitally excluded may have struggled to 
access banking services during the pandemic.  
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The increase in the savings gap between higher- and lower-income households 
suggests that the pandemic has widened disparities in financial resilience that were 
already significant across income groups in the UK. An SMF analysis of the 2019 NMG 
Consulting survey, prior to the pandemic, found that close to half (47%) of households 
in the lowest income quartile were saving no money each month, with close to a third 
(31%) having no bank or other savings they could draw on in an emergency. This 
compares with 14% and 8% respectively for those in the highest income quartile.4  

Figure 2: % of households with no money saved each month/no bank or other savings, by 
household income quartile (2019) 

 

Source: SMF analysis of Bank of England NMG survey 

One last point: we should not exclude businesses, particularly sole traders and SMEs, 
in our discussions about financial resilience. This is especially true as we emerge from 
the pandemic and many business-owners have struggled to stay afloat, and continue 
to struggle – for example, with the current issue of labour shortages in a wide range of 
industries, from hospitality to transportation.5  

Bank of England data, graphed below, show the self-employed among the most 
negatively affected in terms of household income during the pandemic. 
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Figure 3: Net balance of households reporting a change in income across income quintiles 
and employment status, reported in April and August/September 2020 and March 2021 

 

Source: Bank of England NMG Survey 

THE ROLE OF FINANCIAL SERVICES IN SUPPORTING FINANCIAL 
RESLIENCE 

The good… 
Banks and building societies are uniquely placed to improve financial resilience in the 
UK and, we believe, there is scope for them to do more as we emerge from the 
pandemic.  

These institutions hold timely and vast amounts of data on the income and expenditure 
of individuals, households, and businesses, meaning that they – perhaps more than 
any other type of institution – can accurately gauge financial distress and vulnerability. 
Harnessing their information in the right way, banks and building societies can help 
ensure financially vulnerable individuals receive support, advice, and guidance in a 
rapid manner.  

Further, with the rise of open banking, mobile apps, and other technological advances, 
there is increasing scope for financial institutions to offer more to improve financial 
wellbeing, help individuals meet their financial goals, and manage their expenditure. 
Already, we are seeing innovative uses of apps and online banking interfaces to 
provide spending plans, forecasted cash flows, automatic saving functions and 
expenses categorisation – helping households to improve their financial resilience.6  

Further, banks are likely to be required to do more for their customers going forward; 
the Financial Conduct Authority (FCA) is currently consulting for a second time on 
proposals to “set a higher standard of consumer protection in retail financial markets, 
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where firms compete vigorously in the interests of consumers.”7 This includes through 
the introduction of a new Consumer Duty, which we discuss later.   

… and the bad 
Yet, at the same time, financial services and how customers engage with them are 
often the cause of weakened financial resilience. This includes through: 

• High overdraft-related costs. 
• Foregone interest on current and savings account deposits due to customer 

inertia, meaning that few switch to products offering higher interest rates, 
cashback, and signing-on bonuses. 

• Poor-quality customer service. 
• Inadequate protection from scams and lack of support from a bank or building 

society after being scammed.  
• Loss of access to banking through branch closures, which disproportionately 

affects the elderly8 and those on low incomes.9 

• “Loyalty penalties” for mortgage holders that are rolled over from fixed rate 
mortgages to more expensive variable rate mortgages.  

Citizens Advice has estimated that the “loyalty penalty” for mortgages leads to 
consumers overpaying on housing costs by about £800 million, due to being on poor 
value variable rate mortgages rather than switching to better value fixed rate 
mortgages.  In addition, they also estimated a £1.1bn penalty on cash savings from 
customers not switching to products offering more attractive interest rates. This 
means that banking-related loyalty penalties account for over half (56%) of the £3.4bn 
aggregate loyalty penalty across consumer markets estimated by Citizens Advice.10  

The customer inertia problem in finance  
A key driver of some of the customer detriment described above is high rates of 
customer inertia in the banking sector. Prior to the pandemic, just 2% of current 
account holders switched provider each year, and this percentage fell in 2020. As SMF 
research has noted, this rate of customer switching is significantly lower than other 
consumer markets such as energy and telecoms.11  The issue of low switching rates is 
present in both the personal and business current account markets.12 
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Figure 4: Annual switching rates across consumer markets 

 

Source: SMF analysis of Ofgem, Ofcom, and Current Account Switch Service data 

This matters because the threat of customer departure places pressure on companies 
to offer superior products, better value, and improved customer service. In other 
words, the prospect of customers switching provider (and the speed and ease with 
which consumers can now switch) is what makes markets competitive. As one SMF 
roundtable participant put it: 

Switching is not an end in itself – but we can see from our research that there 
are a lot of dissatisfied customers who don’t switch – presumably because 
they see it as too difficult/too much hassle. Some level of switching is a sign 
of a healthy market – as it ensures businesses are penalised if they don’t offer 
an acceptable level of service.  

- SMF Roundtable participant 

If customer inertia is high and switching rates are low, this can create an environment 
in which pressure on firms to improve is limited, to the detriment of customer 
outcomes. Having said that, it is important to consider the reasons for customers 
“staying put”; if they are largely doing so because they have at least considered 
switching, and are using best-in-market products offering competitive interest rates, 
overdraft terms, app-based tools, and customer service, then cause for concern is 
more limited. If low switching rates coincide with customers not engaging with the 
market and being stuck on poor-quality/value banking products then it becomes much 
more of a policy concern.  

Data in the FCA Financial Lives survey sheds some light here, with the survey asking 
individuals how satisfied they are with the provider of the bank account they use for 
day-to-day payments and transactions. Overall, customer satisfaction levels are high, 
with an average score of 8 out of 10 given across the survey population. However, a 
not insignificant 15% of respondents reported a satisfaction score of six or less. 
Vulnerable individuals, those with low financial resilience and the over-indebted were 
much more likely to give such a satisfaction score, as shown in the chart below – 
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suggesting policy should focus on supporting these individuals to switch financial 
services provider. 

Figure 5: Overall how satisfied are you with the provider of the account that you use for your 
day-to-day payments and transactions? Score from 0 (not at all satisfised) to 10 (completely 
satisfied)  

 

Source: SMF calculations using the 2020 FCA Financial Lives Survey 

Barriers to switching current account 
Customer inertia may reflect continued barriers to switching: 

The fact that switching levels remain so low in the bank 
account market, when so many customers are underwhelmed 
by their bank, suggests that the barriers are still too high. 

- SMF roundtable participant 

These barriers are likely to be numerous, particularly among financially vulnerable 
customers including, (perceived or actual) hassle associated with switching provider 
product complexity and the belief that the gains from switching – such as a higher rate 
of interest on deposits – are not sufficiently great to bother going through the process. 
Another potential barrier for small businesses and sole traders is losing the relationship 
they have built up with their existing bank.  

Limited gains from switching may be a particular issue for financially vulnerable 
customers, who are less likely to hold significant deposits and thus stand to gain less 
in absolute terms from higher rates of interest. They may also lack sufficient income, 
or a regular income stream, and therefore not be able to access some of the best 
current accounts on the market – given that these often require a minimum amount of 
money deposited each month.
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One area where financially vulnerable customers might stand to disproportionately 
gain is through improved overdraft terms from switching provider. But overdraft users 
face particular difficulty in comparing accounts and establishing the best product for 
them. Until recently, banks often failed to advertise overdraft terms prominently or to 
present them in a standardised manner. In the past couple of years, regulation of 
overdrafts, requiring banks to price and display overdrafts in a simpler way, with a 
single annual interest rate, appears to have improved things somewhat. However, 
overdrawn consumers are often unsure about whether they can switch accounts; 
survey research has suggested that a significant proportion of individuals (48.1%) do 
not know if they can switch current accounts if they are using an authorised overdraft, 
while 14.8% feel unable to switch in such circumstances.13 This is not a marginal issue 
– around 45% of account holders use an overdraft14, and around one in eight are never 
in credit.15  

There is a more fundamental problem with trying to engage some overdraft users with 
bank switching. The very factors that lead them to dip into their overdrafts mean they 
may be less willing and able to engage in the sort of financial planning that switching 
bank accounts assumes. Moreover, they may fall prey to a sort of ‘optimism bias’ that 
leads them to underestimate their reliance on credit, and so downplay the importance 
of their overdraft in choosing an account.  

Current account inertia and wider financial services inertia 
Low switching rates for current accounts are likely to, in turn, translate into lower 
switching rates for other financial products such as mortgages and savings accounts 
– with associated loyalty penalties.  

Even for financial products that are not formally linked, some banking customers 
experience the problem of “lock-in”, where using a bank for one product (such as a 
personal current account) can make people more likely to choose them for other 
products (such as a business account, personal loan, or mortgage). The scale of this 
issue in the consumer market should not be overstated – around a fifth of consumers 
have current accounts with different banks,16 and most people do shop around for 
mortgages. However, in a minority of cases “lock in” can help entrench the position of 
bigger incumbents.  

This is especially true with respect to business banking where lock-in effects are more 
common. For example, the Competition and Markets Authority (CMA) identified a 
consistent relationship between consumer and business banking, with over half of 
entrepreneurs choosing the provider of their personal bank account for their start-up’s 
business account.17 Further, more than a third of start-ups appear to do so without 
searching the market for alternatives at all.17 The same CMA market study also 
discovered that a high proportion of businesses stay “loyal” to the bank providing their 
business current account, when it comes to accessing other business banking 
products. Research commissioned by the CMA found that around 9 in 10 SMEs use 
their business current account provider for overdrafts, business loans, and credit 
cards. It also found that more than two-thirds used their main bank for invoice 
discounting and factoring, and more than three-quarters for commercial mortgages. 18  
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Beyond switching: Where further measures are required 
Increased rates of current account switching should improve customer outcomes in 
the banking sector as a whole, driving up customer service, improving overdraft terms, 
and allowing consumers to access more favourable returns. In the business banking 
market, where “lock-in” issues are particularly pervasive, current account switching 
should also increase competitive pressure for banks to offer more to customers 
elsewhere – for example, loans on better terms.   

Yet, while policy should continue to strive to increase switching rates, and customer 
consideration of switching, this cannot be the sole focus of policy aimed at improving 
financial resilience through the banking sector.  

Additional regulatory measures to protect vulnerable customers need to be 
implemented in tandem with further efforts to increase customer engagement. Indeed, 
it was argued at the roundtable that regulation and legislation, and the threat of further 
policy interventions, are necessary to maintain pressure on financial institutions to do 
more for vulnerable customers and ensure that they are not excluded from accessing 
banking services such as current accounts:  

Post-2008 financial crisis we made almost no progress in promoting financial 
inclusion and resilience. The one positive was basic bank accounts. Great 
work by [a range of individuals] really changed the thinking, as did positive 
action on the part of some banks. But the key was the threat of EU legislation 
which banks tried to stave off. This threat focused minds. And when the EU 
legislation came, it cemented real gains. 

- SMF roundtable participant 

A concern discussed at our roundtable was switching rates being higher among 
wealthier, less financially vulnerable groups. This could lead to an environment in 
which better products and services for the (more likely to switch) well-off are cross-
subsidised by poorer quality/more expensive products for the (less likely to switch) 
financially vulnerable – which requires appropriate policy intervention to correct.  

However, the extent to which this variation in switching rates is borne out in the data 
is mixed, with much depending on how households are segmented. According to the 
FCA’s Financial Lives survey, those having characteristics of vulnerability are less 
likely to have switched current account in the past three years than those not having 
such characteristics. Those with household incomes of less than £15,000 were less 
likely to have switched than those with incomes of £15,000-£50,000, though 
switching rates for this group are greater than the highest income group in the survey 
(>£50,000). There is little difference in switching rates between those with low 
financial resilience and those with higher resilience, while the over-indebted and 
those in financial difficulty are more likely to have switched bank in the past three 
years. In other words, the picture is complicated.   
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Figure 4: Proportion of individuals that have switched current account in the past three years, 
by household income and whether individual has characteristics of vulnerability  

 

Source: SMF calculations using the 2020 FCA Financial Lives Survey 

Figure 7: Proportion of individuals that have switched current account in the past three years, 
by financial resilience, indebtedness and whether in financial difficulty 

 

Source: SMF calculations using the 2020 FCA Financial Lives Survey 
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Regardless of switching trends, consumer outcomes in the financial services space 
are likely to be best maximised through a two-pronged approach: steps to improve 
customer engagement and increase competitive pressure need to be complemented 
with regulatory measures to protect the most vulnerable.  In our roundtable discussion, 
parallels were drawn with the energy market, where steps to improve customer 
engagement with the market have been complemented with a regulated price cap to 
protect consumers.   

In [the energy market] the benefits of switching need further price support 
from the Warm Homes Discount etc. to reduce fuel poverty... is more 
ambition needed in this direction with financial services? 

- SMF roundtable participant 

Demand-side intervention [i.e. increasing switching rate] can be effective in 
improving conditions for the mass market… [but] we need a combination of 
both approaches. 

- SMF roundtable participant 

Indeed, we have seen similar developments emerge in the financial services space; in 
April 2020, the FCA introduced new rules to make the costs of bank overdrafts clearer 
and easier to compare. This included allowing banks to charge overdraft users only a 
simple annual rate of interest, without additional fees and charges.19 The FCA was also 
recently exploring the case for a Single Easy Access Rate (SEAR) for savings, to make 
it easier for consumers to compare products and “allow longstanding consumers to 
benefit from firms competing more on the SEAR than they do on current rates for these 
consumers.” 

The FCA decided to stop pursuing this during the pandemic, as declining interest rates 
across savings products reduced the potential gains to consumers from introducing a 
SEAR. However, the FCA has left open the possibility of revisiting SEAR in the future20 
and it could be worth it if and when interest rates and differentials across products 
increase.  

Where next for regulation in the current account market? 
It was noted at the roundtable that the FCA’s recent interventions on overdrafts had 
removed many – but not all – of the issues in this part of the current account market. 
One roundtable attendee noted that that, therefore, the focus of regulation now must 
be on issues related to access to banking – such as branch closures: 

Regulation has removed a lot of the issues with overdrafts. The issues now are 
access to banking and branch closures. 

- SMF roundtable participant 

A risk going forward is that the market, left to its own devices, will leave some 
households (such as the digitally excluded) lacking access to banking services as the 
number of bank branches diminishes. Since the mid-1990s, the number of bank 
branches in the UK has been falling steadily, whilst the number of building society 
branches has been more steady. Between 2012 and 2021, the total number of bank and 
building society branches in the UK fell by 34%.21 Beyond branch closures, another 



SOCIAL MARKET FOUNDATION 

14 
 

issue is declining access to cash through ATM machines. Between July 2018 and July 
2021, the number of ATMs in the UK fell by 12,986 or 20%.22   

A key driver of these trends is the rise of card payments and internet and mobile-based 
banking, reducing the need for “traditional” banking services. According to the FCA’s 
2020 Financial Lives survey, 74% of individuals now use online banking, with 58% 
using a mobile app. Further, the UK is now nearing four million open banking 
customers23, with associated benefits including faster access to credit, more control 
over personal finances and the ability to access services from different banks in one 
place using, for example, a mobile app.24  

But, although use of digital banking is considerable and brings with it a range of 
benefits, the FCA data implies a significant minority of individuals still do not use these 
services. And issues associated with the decline of traditional banking are known to 
disproportionately impact vulnerable groups. As noted earlier, the elderly and those on 
lower incomes are more likely to struggle to access financial services as a result of 
bank closures. With respect to a loss of ATM machines, the 2018/19 Access to Cash 
Review found that a shift towards a “cashless society” would disproportionately 
disadvantage those on lower incomes, as they are less likely to have digital access and 
a more likely to rely on cash for budgeting. Older adults are more likely to be “cash 
preferers”. Additionally, loss of access to cash is likely to be a particular issue for those 
that do not have bank accounts, such as those new to the UK, the homeless, or those 
living in extreme poverty.25 

Data from the Financial Lives survey suggest that digitally excluded and older 
customers are less likely to switch current account provider. This puts these 
individuals at the risk of loss of access to banking, or reduced access to banking, as 
the decline of the branch network and ATM machines continue.  

Figure 8: Proportion of individuals that have switched current account in the past three years, 
by digital exclusion status and individual’s age  

 

Source: SMF calculations using the 2020 FCA Financial Lives Survey 
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Government and regulators are already taking note, with the FCA exploring new rules 
to block bank closures.26 This is welcome, yet there is more to be done in this space. 

This includes continuing to monitor the future of free-if-in-credit (FIIC) banking, and 
the implications of a shift towards a model in which most (or all) banks charge 
customers for access to a current account. Notably, Starling Bank recently became the 
first UK lender to start charging some customers to place cash in a current account.27 

The long-term decline in global interest rates has placed pressure on the sustainability 
of the FIIC model, as has the squeeze on banks’ profits and revenue streams during 
the COVID-19 pandemic.28  The end of FIIC banking could have significant implications 
for UK households. Some may gain financially, while others will lose out. A transition 
away from FIIC may also act as a catalyst for further change in the current account 
market, such as a shift towards more bundled products.29  

Going forward, a key focus of regulation needs to be on ensuring that any move away 
from FIIC does not act to the detriment of financially vulnerable customers – e.g. 
leading to them facing higher costs or losing access to banking. Indeed, there is scope 
for regulation to help steer a shift from FIIC banking in a way that actually helps 
financially vulnerable customers, allowing banks and building societies to fund better 
services (such as budgeting apps) for such customers: 

In general we don’t pay for current accounts in UK … do we 
need to rethink this, to allow institutions to give better 
services to vulnerable consumers? 

- SMF roundtable participant  
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Establishing the duties of banks to customers 
Another area where regulation can help going forward is establishing the behaviours 
expected of banks and building societies, in terms of how they engage with their 
customers and support the financially vulnerable. 

As noted earlier, the FCA has consulted for a second time on a Consumer Duty that 
would set clearer and higher expectations for firms’ standards of care towards 
consumers. The proposed Duty consists of three key elements:  

• A Consumer Principle which reflects the overall standards of behaviour the FCA 
wants from firms, and which is developed by the other elements of the 
Consumer Duty. 

• Cross-cutting rules which develop overarching expectations that apply across 
all areas of firm conduct. 

• Outcomes which give more detailed expectations for the key elements of the 
firm-consumer relationship. 

These components of the proposed Consumer Duty are shown in the chart below. 

Figure 9: Consumer Duty structure 

 

Source: Financial Conduct Authority  
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As shown in Figure 9, the proposed Duty sets out three cross-cutting rules, in which 
firms must act in good faith toward retail customers, avoid foreseeable harm to retail 
customers, and enable and support retail customers to pursue their financial 
objectives. Including such requirements in the Consumer Duty could be a powerful way 
of improving financial outcomes for UK households and we believe the FCA’s proposed 
approach is a step in the right direction, giving consumers more confidence that the 
financial products and services they buy are designed to deliver the benefits they 
expect, and represent fair value. 

WHERE NEXT FOR INDUSTRY? 

I agree that we need to look at specific needs and problems and segment 
responses. Overcoming inertia is important but firms need to be proactive – 
the essence of the [FCA’s proposed] Consumer Duty is that firms shouldn't 
wait for customers to engage... they should actively look at what action they 
can take to improve value and outcomes. The policy question following this 
will be: what are the limits of what firms can deliver for vulnerable and low 
income consumers?  

- SMF roundtable participant 

Where do financial institutions need to go from here and how can they help financially 
vulnerable customers as we emerge from the pandemic?  How can they ensure they 
abide by the FCA’s proposed Consumer Duty? At our roundtable, a number of areas 
were discussed:  

Encouraging banks to compete on “financial wellbeing” services 
 

Banks need to think about a competitive offer on financial wellbeing 

- SMF roundtable participant 

 
To improve outcomes for financially vulnerable customers, banks and building 
societies need to think beyond their traditional product offers/offerings. For those with 
limited deposits, the prospect of a higher rate of return on savings from switching bank 
offers little appeal, particularly in a world of structurally low interest rates. 

Yet, there is likely to be significant value for these customers in having access to tools 
that can help them better manage their finances – e.g. budget forecasts and 
expenditure breakdowns that identify opportunities to make savings. This includes 
tools and services that can be accessed in person, as well as through apps.  

Outcomes for financially vulnerable households could be improved, and more 
customers may consider switching provider, if banks compete more in the financial 
wellbeing and budgeting tool space, rather than on conventional measures such as 
interest paid on deposits and overdraft rates. However, while such tools are being 
rolled out by financial institutions, the quality of this offer varies significantly. 
Furthermore, there is relatively little publicly available data related to who has access 
to and uses these tools. Our hypothesis is that it is likely to be the case that financially 
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vulnerable customers are currently less likely to be using budgeting and expenditure-
monitoring tools, for example due to digital exclusion or limited engagement with 
banking services.  

The FCA’s proposed Consumer Duty – with its requirement that firms enable 
consumers to achieve their financial objectives – could act as a catalyst for increased 
competition among banks on their financial wellbeing and resilience services.  

One issue will be how to ensure that financially vulnerable consumers engage with 
such services and opt to bank with providers offering best-in-class tools, particularly 
given lower switching rates for this group. One hope is that switching among less 
financially vulnerable groups may drive up quality of financial wellbeing tools across 
the market.  

Another hope is that, as discussed earlier, the introduction of charges for current 
account usage could allow banks to fund higher quality financial wellbeing services 
focused on more vulnerable customers – though these charges would need to be rolled 
out in a way that ensures that the fees themselves do not reduce access to banking 
(e.g. through retaining free basic current accounts). In addition, a current account 
market with a stronger focus on financial wellbeing tools may well be a market with 
higher rates of customer engagement and switching among the financially vulnerable 
– if these tools are seen as particularly valuable for this group. 

Helping the vulnerable 

 
We need to empower customers to be willing to share their vulnerability with 
[financial services] providers. 

- SMF roundtable participant 

It is hard to get customers to tell us about their vulnerability … we could do 
better as a country in sharing vulnerability information… but there are huge 
GDPR issues. Identity and verification is also a huge issue [when dealing with 
vulnerable groups such as the homeless]. 

- SMF roundtable participant 

As noted earlier, banks are well placed to identify financially vulnerable customers and 
provide timely support for such individuals. This includes through referring individuals 
to government services and third sector organisations that can provide such support.  

One point noted at our roundtable was the challenge that banks and building societies 
face in encouraging customers to inform firms about any difficulties they are facing. 
For example, customers may be concerned that speaking to their bank about their 
vulnerabilities may lead to a loss of access to financial services. It was also noted that 
difficulty with identify verification was a barrier to providing banking services and 
support to some vulnerable groups, such as the homeless.  

Several banks and building societies have made it easier for customers to notify them 
about vulnerabilities e.g. a physical or mental health condition, or abuse from a spouse 
or partner. For example, Monzo’s “Share With Us” service lets customers disclose 
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sensitive information safely with the company’s Vulnerable Customers team.  
Someone struggling with mental health issues while in overdraft may be given some 
breathing space to focus on their recovery, while an individual with a gambling 
addiction can receive help to block gambling spending from their Monzo account.30 

Banks and building societies should be more proactive in promoting the availability of 
such services to individuals – something that may indeed encourage a wider pool of 
customers to consider switching to a bank offering these services. They should also 
be offering more assurances to customers about the consequences of talking about 
any vulnerabilities they are facing – for example assurance that this will not lead to loss 
of access to banking or higher rates of interest charged on an overdraft.  

Financial institutions should also be thinking more about how to assist customers that 
are not aware of their vulnerabilities – for example, someone that is not conscious that 
they have an issue with compulsive spending or gambling. There is scope for firms to 
be proactive, informing individuals about unusual or concerning spending patterns. 
But this raises some interesting ethical questions: Where is the line drawn between 
proactively offering help and being intrusive? Is it more important to protect 
customers’ data or to protect them from detriment relating to vulnerabilities?31 These 
are complex questions, but not ones that companies, regulators, and governments 
should shy away from discussing. A bit more intrusion may be a price worth paying if it 
results in significantly more financial resilience in the UK. 

NEXT STEPS FOR POLICY 

The onus is not just on business to improve customer outcomes through the financial 
services sector; as we have argued, government and regulators must play a key role in 
shaping the market, reducing barriers to customer engagement and putting in place 
safeguards that recognise the limits of the free market in improving outcomes, 
particularly for vulnerable customers.  

Below, we set out a range of areas that, in our view, are worthy of exploration.  

Creating more prompt points to encourage current account switching 
A relatively distinctive feature of banking is that there is a lack of a natural “break 
point”, prompting customers to review their options and consider switching. Unlike 
energy and telecoms services, which are usually structured as contracts with a 
specified end date, banking relationships (at least for current accounts) tend to be 
more open-ended.  

The SMF has previously argued that it is time for regulators to go further and introduce 
customer ”prompts” as a mechanism, to encourage more consumer engagement and 
switching in the current account market.32  Basing their design on the findings of FCA-
commissioned research into this issue,33 banks should be required to prompt 
customers every two years about their personal current account or business current 
account that they have with a bank (or banks) in order to have current customers either 
re-affirm consent (either actively or passively through a roll-over mechanism) for the 
continuation of their current arrangements, or to alert the customer to the opportunity 
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to re-evaluate what they have currently and whether there might be gains from 
switching. 

The SMF has also previously called for the creation of a database of disengaged 
customers, similar to the one that Ofgem recently trialled for the energy sector34, which 
could be particularly useful for improving outcomes for financially vulnerable 
customers.  The database could include those that have not switched current account 
in more than three years, and additional measures could be taken to encourage such 
individuals to engage with the market – for example, they could receive product 
information from alternative banks (e.g. information about the financial wellbeing tools 
they provide), as well as more guidance and assurance on the switching process from 
the Current Account Switch Service.   

Social prescribing and financial resilience partnerships  

A huge amount of GP time is being taken up talking about 
financial issues … costs are being moved to the NHS ... we need 
financial resilience partnerships. 

- SMF roundtable participant 

Financial vulnerability is not just about money; its impact on individuals’ lives spills 
over into other areas, including their health and wellbeing.  Indeed, the link between 
mental health and financial vulnerability is bidirectional, with mental illness increasing 
likelihood of financial difficulty, and financial difficulty having a negative impact on 
mental health. 35 A study from the Royal College of Psychiatrists found that half of all 
adults with a debt problem are also living with mental ill-health. This ranged from a 
consistent feeling of anxiety and low mood to a diagnosed mental health condition.36 
Worrying about debt can affect your sleep, impacting one’s mental health.37 

A view expressed at our roundtable, illustrated in the quote above, is that the NHS is 
effectively bearing the costs of financial vulnerability, as these translate into worse 
mental health outcomes. 

There is a strong argument for considering household finances as part of efforts to 
improve public health, with the creation of “financial resilience partnerships” bringing 
together the NHS, financial services providers, and charities – possibly as part of an 
Integrated Care System (ICS).38 

There should be an expectation that banks and building societies will work 
collaboratively with healthcare providers to improve financial resilience and wellbeing, 
and reduce the burden of financial vulnerability on the NHS.  

As part of this approach, social prescribing of financial wellbeing tools offered by banks 
and building societies should be considered. For example, GPs could “prescribe” 
patients budgeting and financial wellness tools offered by banks, as well as services 
offered by the third sector (e.g. by debt charities). 
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