Consumer
Focus

Campaigning for a fair deal

Consumer Focus response to the
BIS consultation on developing the
banking and financial services
available at the Post Office

February 2010




About Consumer Focus

Summary 4

Question 3: Do you agree that these are the right values for
banking at the Post Office ie universal, accessible, trusted

and sustainable? 6
Question 1: What do you value
existing financial, banking and payment services and what
determines whether you use them? 14

Question 2: Do the products or services offered by post banks
around the world provide any opportunities for the

development of banking or financial services at the Post

Office in the UK? 16

Questions 4 and 5: Do you think these are the right areas and
products to focus upon? What new financial services would
you like to see available at post offices? 21

Question 6: What other range of services could the Post

Office offer to support those on low-incomes and address

financial exclusion, and how could these best be made to

work together? 31

about



About Consumer Focus

Consumer Focus is the statutory consumer champion for England, Wales, Scotland and
(for postal consumers) Northern Ireland. We operate across the whole of the economy,
persuading businesses, public services and policy makers to put consumers at the heart
of what they do.

Consumer Focus tackles the issues that matter to consumers, and aims to give people a
stronger voice.

We don’t just dr aw—wdworkwith consomets and with a tahge ahs

organisations to champion creative solutionsthatmakeadi f f er ence t o consumer



Summary

Consumer Focus welcomes the Government’ s consul tation on developi
and financial services available at the Post Office. This response represents the work of

the Consumer Focus Post Office Policy Group and draws on the research and expertise

of Consumer Focus, Consumer Focus Post in Northern Ireland, Consumer Focus

Scotland and Consumer Focus Wales.

As our response sets out, the Paost Office is in a strong position to make a determined

expansion into the banking sector and to serve communitesasa‘ nei ghbour.hood ban
Such a move has considerable potential to deliver a number of positive benefits for

consumers, as well as contributing towards the long-term viability of the Post Office

network:

Positive for consumers

1 An expansion of Post Office banking would stimulate choice and competition in
the banking sector by offering a multi-channel, trusted alternative to High Street
banks

1 Ensure universal access to transactional banking services, which would be of
particular value to those communities where no bank is present (rural and urban
deprived communities in particular)

1 As part of its product portfolio, offer low-income consumers a custom account
that is designed around and responsive to their needs; as well as promoting
access to affordable credit and tailored savings products. Our response to
question 6 draws heavily on the major piece of research that Consumer Focus
has undertaken on the banking needs of low-income consumers and the
potential for these to be met through the Post Office

Positive for the network

1 An expansion of Post Office bankingwouldbui | d on Post Office Ltd
initial successes in offering financial services by broadening out the product
range in recognition of the diverse requirements of its (actual and potential)
customer base

1 Key to this proposition would be the development of core transactional banking
products for consumers who continue to require access to local, over the
counter services

1 In addition to developing targeted products, POL also needs to ensure they are
offered in a way that meets consumer expectations on flexibility and
convenience. This would include offering core banking services across the
11,500 branch network, by telephone and online

1 In combination, these steps would help realise the potential to create a
sustainable revenue stream that would make a significant contribution to the
viability of POL and the network

We have answered question 3 first because we believe defining the positive values,
brand qualities and attributes that are associated with and demonstrated by the Post
Office are fundamental to underpinning the neighbourhood bank concept outlined here,
as well as its positioning in the banking and financial services sector.



As highlighted at question 2, there is much to learn from new entrant post office banks in
other countries in this respect; and as outlined at question 6 the potential for a joint
venture with credit unions offers interesting possibilities for realising an effective social
banking offer that has universal reach.

However, despite the significant potential outlined in this response, Post Office banking in

t he UK wil!/ not be a case opfotertidthatresdltsfrom and t hey
the positive qualities and values that attach to the Post Office risk being undermined by

longstanding negative associations which relate to problems with the customer

experience, including queuing. These are discussed in detail in our response to questions

4 and 5. Addressing and being seen to address these concerns in parallel with any

expansion of banking services will be critical to the success of an expanded Post Office

banking offer.

Post offices still make an important contribution to the social and economic fabric of the
communities they serve. If the Post Office can get the equation right and fuse products
that set it apart with excellent customer service, banking can bolster the viability of the
network and, in turn, deliver benefits beyond the balance sheet by ensuring its branches
continue to play this important social and economic role.

Finally, while an expansion of banking at the Post Office can deliver significant positives,
it is not a panacea for the challenges facing the network. Both central and local
Government and POL must work to identify, develop and drive new services through the
network.



Question 3: Do you agree that these are the right values for
banking at the Post Office ie universal, accessible, trusted
and sustainable?

The Post Office has strong and longstanding associations with all four of the values —
universal, accessible, trusted and sustainable — listed in the consultation document. They
are prize reputational assets that set the Post Office apart from other banking and
financial services providers; and are the foundations on which a successful banking
proposition could be built.

The four values are derived in part from the size and reach of the branch network (it is
present nearly everywhere), from the breadth of its customer base (post offices are an
asset for all of the community); and also from the nature of the products and services it
has traditionally offered (catering to and used by all consumer segments). The Post
Office maintains strong associations with trust, including in relation to the provision of
financial services; and is unaffected by the crises that have tarnished High Street banks
and building societies and caused widespread consumer disenchantment with those
institutions. Against this backdrop, the Post Office has significant potential to appeal to
consumers by offering an antidote to discredited mainstream providers.

However, the Post Office brand also has strong associations with less positive qualities
that arise from persistent customer service problems. Furthermore, two closure
programmes in quick succession — the Urban Reinvention Programme and the National
Change Programme — combined with changing consumer behaviour, the loss of contracts
for flagship services and rundown branch environments, have created the perception for
some consumers that the Post Office is an institution in decline.

These negative associations must be addressed in parallel with the introduction of wider
banking services if the potential of the Post Office to act as a neighbourhood bank is to
be fully realised.

Addressing each value in turn:

Trust
Consumer trust in the UK’'s retail banking secto
bank and building society failures of recenttimes. The I nstitute of Credit M

(I C M’Nevember 2009 Crisis Index reported that out of the 16 countries surveyed, the

UK ranked 15™ on consumer trust in bank stability, with consumers here trusting their

banks less than even their Icelandic counterparts®. In January 2009, a financial

confidence survey reported that 60 percentofconsumer s didn’t believe th
institution was looking after their best interests, 49 per cent believed their bank to be

greedy and only four per cent of applied the term trustworthy®. As the Chair of the

Financial Services Authority recently noted:

@here is a perhaps surprising trust in financial company competence, but lower
scores when it comes to whether financi al Co
interests at heart8

1 ICM Crisis Index November 2009: http://www.icmresearch.co.uk/white-papers/icm-research-crisis-index-
nov09-global-report-171109.pdf

2 Cohn & Wolfe, Banking blues on 22 January 2009 at http://tinyurl.com/Cohn-Wolfe-trust; Edelman, Trust in

banks collapses as UK calls for greater regulation on 27 January 2009 at http://tinyurl.com/edelman-trust;

Unisys, Trust in banking: looking beyond the crisis (London: Unisys, 2007), 4 at http://tinyurl.com/unisys-trust

]Adair Turner speaking at the FSAy209fFullneatatci al capability c¢
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2009/0715_at.shtml
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Distrust in banks was a common outlook for low-income consumers prior to the financial

crisis and can only have been deepened by it. The lack of trust in banks was a recurrent

theme in the research that Consumer Focus carried out to establish low-income

consumers’ views of what a ptoakdke andhowwtheyt met t he
would feel about the Post Office being a provider of such a product (see question 6):

Maybe a couple of years back, yes, | was quite confident in the system, but now
just----showed i1, a bunch of children with swee
t hem. Theybve got tens of billions @f pounds

At a time when trust in banks has come as close to collapse as the institutions

themselves, the Post Office stands out as one of the HighSt r eet ' s most trusted
has a long association with financial services and is one of the few providers untainted by

the banking crisis. Indeed, it has been suggested that the Post Office was a beneficiary of

panicked consumers seeking a safe-haven for their savings when the fate of certain

banks hung in the balance®.

Research undertaken by Consumer Focus Post (Northern Ireland) in December 2008°
indicated that support for Post Office banking among consumers would be high. Findings
showed that eight in 10 respondents agreed they would feel comfortable managing their
financial transactions in the post office and over six in 10 people felt the Post Office
provided a better experience than the High Street bank. A similar survey by Consumer
Focus Scotland found lower levels of support, with 56 per cent of people agreeing they
would feel comfortable managing their financial transactions in the post office, and 29 per
cent ,?f people feeling the Post Office provided a better experience than the High Street
bank®.

While recognising the significance of the reach of the Post Office network as a

prerequisite for the delivery of *‘neighbourhood
Consumer Focus would assert that, in the current economic climate, trust is the most

significant value that the Post Office evinces. Trust is currently a scarce commaodity in the

banking sector, which leaves the Post Office in a unique position to stand out as the

antidote, much in the way that Kiwibank in New Zealand has (see question 2).

Trust is also where a competitive space in the retail banking sector appears to be
opening up, with new entrants looking to emphasise their credentials in this respect:

More than that, the British public has lost a lot of faith in their banks, blaming them

not only for the recession itself but also for niggardly lending throughout it. Sandy

Chen, a former bank analyst who will run Walton & Co, a new bank about to float

on the London Stock Exchange, puts integrity top of his agenda, to assure people

that 6é6the money thé&€y entrust to us is safeb

Capitalising on the strong degree of trust the Post Office attracts and linking this to the
other positive brand values discussed here, would be likely to work to the advantage of
the Post Office in this competitive space. Furthermore, changing consumer behaviour is
seeing increasing numbers of currently banked consumers manage their banking online,
something that will mean that the trusted brand is a critically important requirement for
any market entrant® seeking to exploit commercial financial products as part of its
offering.

* Mandelson: banks meltdown could save Post Office network, The Guardian, 11 November 2008
http://www.guardian.co.uk/politics/2008/nov/11/peter-mandelson-postal-services

Consumer Focus Post, Annual Survey 2008, pages 17 and 54: http://www.consumerfocus-
Eost.org.uk/publications

Forthcoming Consumer Focus Scotland research based on a survey of post office users across Scotland
! Tilting at Windmills, The Economist, January 28, 2010:
http://www.economist.com/world/britain/displaystory.cfm?story_id=15393642
® For example, see Virgin Money which has entered the banking sector with a strong brand but no branch
network. Its recent purchase of Somerset-based Church House Trust for £12.3 million, netted it 3,000
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Universal

@ traditional post office values of delivering local service to the maximum number

of ¢ us t afull eange éf easily-accessible products and services at

reasonable prices are available for those on the most modest incomes to the

weal thiestéand al | okaBangue Rostalehe , anywher e

Consumer Focus supports a Post Office banking proposition that is universal in the sense

that it would be open to all. However, as the consultation recognises, the Post Office has

a diverse customer base, both within and across communities. For example, forthcoming

research by Consumer Focus Scotland has established that consumers in all

demographic sub-groups™ use the post office at least once a week; and at least 70 per

cent of people in each of sub-group use a post office at least once a month. The banking

services offered by the Post Office therefore have to be responsive to the needs of

di fferent consumer segments. A universal approa
fitisall approach that seeks to offer the same thing

Consumer Focus has consistently made the case that the Post Office is uniquely placed
to act as a neighbourhood bank. We therefore support the stated intention of bringing
‘banking servicesbackto t he heart of p’eThgneighbosirhoodbankingni t i e s
role we have advocated for the Post Office would ensure local access to tailored
transactional banking products for those consumers who choose or need regular cash
based transactions and counter access. As set out in our response to questions 4, 5 and
6, three distinct groups in particular stand to benefit from this approach: low-income
consumers at the margins of financial inclusion; rural communities; and small businesses.
For low-income consumers and consumers in rural communities who require core, and
often cash based banking transactions, post offices are already often the only local
option. In rural areas, post offices are often the sole retail outlet for some distance; while
in urban deprived areas many people depend on post offices because there are few
alternative outlets for banking services and access to cash. However, in each instance
the range of products available to these customer segments is currently sub-optimal.

However, the development of bespoke products for low-income, rural and small business
consumers should not be at the exclusion of other groups. The fallout from banking
failures has frustrated many consumers, who have either lost faith in their bank of choice,
seen it subsumed by a larger competitor, seen their local branch close, or a combination
thereof. As stated, the Post Office should be a new, multi-channel entrant offering a local
presence and a trusted reputation untainted by the financial crisis. Customer service
issues notwithstanding (see questions 4 and 5), the Post Office is well-placed to offer the
convenience and flexibility that consumers want and expect, with an unparalleled branch
network coupled with the potential for further development of its multi-channel access
points.

On that basis, it is important that the universal appeal of the brand is nurtured and

preserved. Key to this is being able to recognise and respond to the differing needs of the

Post Office’s diverse cust oenPestalem&raneeis The et hos
instructive in this respect. I't markets itseldf

customers and a banking licence, but no branches: http://www.ft.com/cms/s/0/f064ccce-fc28-11de-826f-
00144feab49a.html

° See: https://www.labanquepostale.fr/index/groupe/english/about_us.html

10 Forthcoming Consumer Focus Scotland research based on a survey of post office users across Scotland.
These sub-groups are: men and women; under 25s, 25-44 year olds, 45-64 year olds and over 65s; disabled
people and people who are not disabled; ABs, C1s, C2s and DEs; those earning less than 15k, those earning
15-25k, those earning 25-50k, and those earning 50k+
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@ attentive customer care at the heart of its business delivering practical solutions
that are accessible to all, from sensible pricing to innovative products and services
tailoredtoindi vi dual s i t u aAlways availabde modistep, tha askédas
developed many different and complementary ways for customers to access its
products and services.&"

Accessible

The Post Office has the potential to ensure consumers have unrivalled access to banking
services: including through its counter network for those who prefer or need to undertake
face-to-face transactions, and for small businesses that rely on access to branch services
to deposit takings; as well as through online and other channels for the increasing
proportion of consumers who choose to bank in this way.

In terms of physical access, the post office branch network has a considerable advantage

over mainstream banking providers. The network retains an unparalleled local presence

and at 11,500 outlets strong, is greater than the combined total of around 10,000 bank

branches™. Its continued presence in those rural and urban-deprived areas that have

been deserted by the banking mainstream gives it unrivalled branch coverage and

underscores the Post Office’ s potential t o becomdoredamplenei ghbou
in rural communities, only four per cent of rural areas have a bank, but 60 per cent still

have a post office®®,

The difficulties in accessing key services from rural locations are particularly pronounced
in Scotland, Wales and certain English regions (such as the South West); and in some
instances can be compounded by the geography of the area — the Welsh Valleys and
Scottish Highlands and Islands, for example. Northern Ireland has a higher proportion of
the population (35 per cent™) residing in rural areas than anywhere else in the UK, with a
large number of rural dwellers living in small communities that retain access to a post
office outlet. The potential for neighbourhood banking through the Post Office to deliver
much improved and universal access to banking and financial services is clear. Given the
concentration of post office outlets in rural communities — especially in Northern Ireland
where Outreach outlets account for 11 per cent of the network — it is vital that these are
equipped to offer core transactional banking services™.

The Post Office also has advantages when access and accessibility are considered in the
wider sense. As our research with low-income consumers has shown (see question 6),
the Post Office is perceived as being more accessible than banks in the sense that it
better understands the needs of this segment. Particularly important for low-income
consumers is the fact that post office branches offer an environment with which they are
familiar, are comfortable undertaking financial transactions in and are trusting of.

As noted above in relation to changing consumer behaviours, offering Post Office
banking products through a range of channels and thus enabling consumers to utilise the
approach that best suits their needs, is important to ensuring the Post Office is accessible
and is at least as responsive to changing consumer behaviours as the products of other
banking providers.

1 https://www.labanquepostale.fr/index/groupe/english/about_us/strategy.html
2By i tish Bank e Branted Branshmetiorks in G@reat, Britain on 20 September 2007 at
http://tinyurl.com/BBA-branch-figures; Cf. Campaign for Community Banking Services:
http://www.communitybanking.org.uk/report_reduction_2009.htm
E Postcomm, Fifth Annual Report on the Post Office network (2005)

Census 2001
®The Royal Bank of Scotland, which operates 14 ‘mobile bar
interest in this respect — see: http://www.rbs.co.uk/personal/ways-to-bank-with-us/mobile-bank.ashx

9


https://www.labanquepostale.fr/index/groupe/english/about_us/strategy.html
http://tinyurl.com/BBA-branch-figures
http://www.rbs.co.uk/personal/ways-to-bank-with-us/mobile-bank.ashx

In relation to accessibility, important questions also need to be asked around the
suitability of the branch network to offer full banking services, particularly sub-post offices
and Outreach services. The size, condition, layout and opening hours of many branches
will mean they are currently ill-suited to offering a comprehensive banking service,
although a core range of transactional products could be offered through all branches.
Indeed, sub-post offices already offer access to a range of transactional products.

An obvious solution to these challenges would be for POL to adopt an approach that

of fers consumers ‘degrees of banking’. This wou
services, offer a core range of transactional banking services'®, delivering on the

Go v e r n nstated objective of using the Post Office network to put banking services

back into communities. Sub-post offices and Outreaches would also offer low-level advice

and effective signposting to {tishppoduets,artd Of f i ce’ s
would act as satellites to Crown offices, which would operate as local financial centres,

where specialist staff offered the full range of banking and financial services. Support for,

and access to, the full range of services would also be offered through telephone and the

internet; and mobile specialist Crown office staff would travel between sub-post offices

and Outreach services as necessary.

To some extent POL is already developing financial services along these lines (insurance

products and mortgages, for example). The Post Office offers multi-channel entry points

(including via the internet and telephone and through signposting from sub-post offices),

with Crown offices being the primary point for face-to-face access to the full range of

banking and financial services and advice. The Crown network is being upgraded in a

way that wil!/ make it better equipped for offer
Five2Eleven modernisation programme; and is recruiting staff with financial services

experience to keep pace with its growth in the sector.

It is also important to register that consumer behaviour is changing in relation to the

access and usage of banking services. Increasing numbers of consumers (particularly

mor e af f | u'econsumers)@reagn laedt at i ng f rborma ntcrha d ibtai noknianl g
and towards online arrangements. On that basis, both Government and POL have to

think outside of the branch and ensure Post Office bankingi s ‘ open to all’® and
through the channels that consumers now expect to be able to bank through. On this

basi s, there is much to |l earn frbomeLbaBhlhnghatPe
closest to its customers everywhere 24/ 7

Sustainable

However, the Post Off i ftaeckssibiligy dlsopose saygfieasit i n t er ms
challenges in terms of sustaining a network of this size and reach. Consumer Focus

research has detectedt hat an ‘' e x p e c-thetbélief that @ldcal brnohs ur e’

could still be subject to closure — exists in some instances'®. There is a risk this

perception could serve to undermine the appeal of the positive values and qualities

discussed above and deter consumers from signing up to banking products and services

at the Post Office.

A ‘catch 22’ play,svhigh has to befaddressedathe new products and
services that will secure sustainability for the network in the long-term, will only appeal to
consumers if they can be confident that the network itself is sustainable.

% our response to questions 4 and 5 sets out the range of core transactional products that should be offered
throughout the branch network

7 http://www.laposte.com/en/Everything-about-La-Poste/What-we-do/La-Banque-Postale

18 A theme that came through in the focus group stage of our research with low-income consumers on what a
banking product that met their needs would look like and how they would feel about using it through post
offices (the full research report is forthcoming)
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The Government and POL therefore need to communicate effectively that the Network
Change Programme has been completed; that no further managed closures are intended,;
and that a commitment to maintaining the current network at 11,500 branches strong is in
place. The introduction of a comprehensive neighbourhood banking service, founded on
the values discussed here and that learns from the positioning of international
counterparts, would send a clear signal that the network has a long-term future and would
help to foster a sense of confidence in its sustainability.

Consumer Focus recognises that banking wil!/l not
a sustainable network. As we have advocated elsewhere™ both POL and central and

local government need to establish and develop the services the Post Office is best

placed to offer and that will wunderpin the netw
international examples discussed at question 2 demonstrate, there is clear potential for

banking to make an important contribution to network viability.

As an institution, the Post Office is better able to balance out the traditional tensions that
conventional banking providers face between commercial and social objectives, and it is
not subject to the same pressures to drive out cross-subsidies. In developing the
neighbourhood banking proposition, it should therefore avoid an overly narrow focus on
higher margin, premium products; and instead develop a product portfolio that, in keeping
with the universal ethos, offers products aimed across all consumer segments. As
highlighted at questions 2, 4 and 5, the operating model of post office banks in other
countries, as well as the German Sparkassen (which are required to pursue a range of
social and economic objectives while operating on a commercial footing), could be
instructive here.

The crucial role the Post Office can play in bringing responsive banking to low-income

consumers (described in detail at question 6) should not therefore be ruled out as a low

margin enterprise, but instead be seen as part of the wider obligations placed on the Post

Office as it extends its banking and financial services offering. POL can be active on both

a commercial and social front simultaneously. Indeed, there is scope to regard the

banking and financial services offered through post offices in the same light as other

‘services of gener al economic interest’', the pr
with Government financial support.

In relation to the social role of the Post Office and its potential to offer an improved
banking proposition to low-income consumers, Government has to recognise the discrete
cost of offering social products at the Post Office as being lower than the wider costs of
not acting to offer these services through post offices (ie allowing for the wider costs
incurred by a failure to promote sustainable communities, financial and social exclusion
and costs borne to low-income consumers). While recognising the challenge in capturing
these costs as tangible balance sheet entries, it is vital that they form part of the equation
to fully determine the value of the Post Office banking proposition.

9 For example, the Consumer Focus evidence submission to the Business & Enterprise Select Committee
Inquiry on Post offices i securing their future:
http://www.publications.parliament.uk/pa/cm200809/cmselect/cmberr/371/371we29.htm
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The Post Office offers additional positive values, on which
its banking proposition should be builté

The Post Office has strong associations with a number of additional values that
complement and overlap those set out in the consultation. As the response to the closure
proposals during the Network Change Programme demonstrated, consumers value the
inherently local nature of post offices, particularly in those communities where the branch
is as an integral part of community fabric®. The local nature of post offices is an important
attribute that has a mutually reinforcing relationship with the values of accessibility,
universality, trust and community sustainability; and would underpin the neighbourhood
bank concept®. It also sets the Post Office apart from High Street banks and building
societies, which start to appear distant and impersonal as consolidation leads to closures
in the associated branch networks?.

The Post Office also has strong associations with simplicity, transparency, honesty and

fairness (Consumer Focus research® found that 92 per cent of Post Office Card Account

(POCA)hol ders agree that the Post Off)ceThdeal s w
gualities complement the high degree of trust the Post Office attracts and should be

cultivated — both in institutional and product range terms — in the development of Post

Office banking.

Consumer Focus would also emphasise the value of the subpostmaster, who in many
communities embodies the attributes of trust and localness that are associated with the
Post Office. Subpostmasters play a critical face-to-face information and guidance role,
especially for vulnerable consumers. As such, theyareone of t he Post Office’
assets and are valued by many consumers. The importance of this role and the trusted,
familiar branch environment that subpostmasters offer was especially evident during the
change in benefit payment provision under the Direct Payment scheme in 2005. At this
time, many consumers relied on their local subpostmaster to guide them through the
sometimes challenging process of applying for a POCA. The supportive role of the
subpostmaster in the success of a Post Office banking initiative within the UK should not
be overlooked — not least in relation to opening up transactional banking to those
consumers who would be taking this step for the first time.

In combination, it is these values, qualities and attributes that reinforce the potential for
the Post Office to offer consumers an antidote to mainstream banking and are the
building blocks on which a revival of banking at the Post Office should be founded.

€ but negative associations must be addressed

Consumers value their post office, but as outlined in our response to questions 4 and 5

there are longstanding frustrations relating to queue times and opening hours. The quality

of the branch environment in many sub-post offices and their suitability for banking,

particularly in relation to consumer privacy, will also be concerns in a number of

instances. With alternatives available to consu
t hey s i mpdsentimeatihatwill apply as much to banking as any other post

office transaction.

2 see: Post Office Closures: Impact of the Network Change Programme, Consumer Focus Wales, February
2010: http://www.consumerfocus.org.uk/assets/4/files/2010/02/CFW-Post-Office-Closures.PDF

z Forthcoming Consumer Focus Scotland research based on a survey of post office users across Scotland
research has found that 75 per cent of consumers normally use the post office branch nearest to their home
2 It is reported that Lloyds TSB are set to close a third of the Halifax branch network following its takeover of
HBOS

% Opportunity knocks, Consumer Focus, January 2010:
http://www.consumerfocus.org.uk/assets/1/files/2009/06/Opportunity-knocks-Jan102.pdf
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A truly sustainable Post Office network and successful Post Office banking enterprise

therefore has to attract a customer base that is wider than just those segments who are

reliant on it: it also has t tnlessttheseaondernc ust omer
are addressed, the array of positive values discussed above will be tempered by the

negative associations that consumers attribute to the Post Office. As Consumer Focus?®

and Consumer Focus Scotland® research has shown, these can act as disincentives to

in-branch banking at post offices and will serve to undermine the potential of the

proposition outlined here. Tangible and sustained improvements in the consumer

experience at post offices must therefore accompany the targeted product offerings and

distinctive positioning of the Post Office as the antidote to mainstream banking.

24 Opportunity knocks, Consumer Focus, January 2010:
http://www.consumerfocus.org.uk/assets/1/files/2009/06/Opportunity-knocks-Jan102.pdf
® Forthcoming Consumer Focus Scotland research based on a survey of post office users across Scotland
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Question 1: What do you value abc
existing financial, banking and payment services and what
determines whether you use them?

dhe public need to be convinced that this [will be] a genuine, proper bank: they
don't want half a bank, they want a full bank, they want all the services and they
want them delivered in a different manner.6Kiwibank Chairman, Jim Bolger,
commenting on the potential for a post office bank in the UK.

There is significant scope to expand and promote the Post
Office banking proposition

The reach of the Post Office network and the social and economic role it plays, mean the
Post Office already plays a vital role in ensuring access to cash for low-income
consumers and access to core transactional banking services for small businesses and
consumers in rural communities. However, there is significant potential for this role to be
expanded, and for its product offering to be developed and presented in a more coherent
way. Responsive banking products — offered in a consistent way and in concert with
improved customer service, and available through the channel the consumer chooses —
would result in the existing customer base being better served and the widening of the
appeal of the Post Office as a provider of banking services. These improvements would
be integral to making the neighbourhood bank we advocate a provider of first choice,
rather than only choice.

It is important to consider more widely what consumers value and expect from financial,
banking and payments services in general. Clearly, trust, transparency and convenient
access are all important qualities, particularly in the current economic climate. As set out
at question 3, the Post Office maintains strong associations with all of these qualities at a
time when banks do not. As international post office banks have shown (see question 2)
this creates clear potential for the Post Office to position itself as the antidote to
conventional banking. However, realising this potential will require a rethink of the current
product range and how this is presented to consumers.

Post Office banking products should be developed and
promoted as a consistent and coherent offering

The Post Office already offers a range of banking and financial services products, but
these have been developed in an ad hoc way and have not been marketed or promoted
as a consistent, coherent offer. These products range from the POCA to mortgages and
even Overseas Property Money Transfers. The Post Office also offers counter access to
an incomplete range of High Streetbanks’ st andard and basic curre
and has its own current account in development. These products are offered under
different banners and in partnership with a range of providers, some of which have long
associations with the Post Office — such as National Savings and Investments — and
others that are less familiar to consumers, such as the Bank of Ireland. There is also low
visibility on many of the banking and financial products and services that are available at
the Post Office. This leads to confusion for consumers, who find it difficult to identify what
is available where and who the product is actually offered by, all of which can act as a
disincentive to banking there.

26http://WWW.thebanker.com/news/fulIstory.php/aid/7089/Former_prime_minister_.]im_BoIger_on_the_promis
e_of_Kiwibank.html?current_page=2
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Consumer confusion is further compounded by issues relating to the provision of ATMs at
post offices. Despite the fact that POCA holders will be able to withdraw money from free
to use Bank of Ireland/Post Office ATMs from spring 2010, the limited roll out of the
machines means they will only available at around one in six branches. Consumer Focus
understands that a number of these ATMs have been installed inside branches, which
undermines the potential for greater convenience through 24/7 access to cash. Matters
are made worse by some sub-post offices offering fee charging ATMs, which
disproportionately penalise low-income consumers making frequent withdrawals of small
denominations of cash. The situation is particularly pronounced in Northern Ireland which
has so far had only 20 Bank of Ireland/Post Office ATMs allocated to its network; and
where more than half of existing ATMs at post office locations are fee charging.

Attempting to usher in a new era of Post Office banking in the UK based solely on a

rebranding of this inconsistent, bric-a-brac approach, or on a limited extension of the Post

Office’ s exi st i ng wouldatbestrealisetameg e, hal f bank’ descri be
Bolger. It would not realise the potential of the Post Office to succeed as a coherent

neighbourhood bank that offers consumers an antidote to mainstream banking. Kiwibank

and La Banque Postale both entered their respective banking arenas in a wholehearted

manner. They offer cohesive, innovative product ranges that have injected choice and

competition for consumers in their respective markets. Crucially, in both instances the

identities and product ranges have been underpinned by an understanding of the need

for good customer service.

The PostOffi ce as access point for other

As discussed in detail at questions 4 and 5, consumer awareness of High Street bank

account s’ availability at post offices is | ow.
nature of account availability (not all banks make all accounts available) prevents POL

from being able to promote clear and simple messages on the ability to access bank
accountsatpostof fi ce counters. Again, talbbiracr dierflor oés
banking at the Post Office.

Facilitating universal access bank accounts through post offices could represent an
important revenue stream for subpostmasters, and therefore support the viability of the
network through which post office services are delivered.
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Question 2: Do the products or services offered by post

banks around the world provide any opportunities for the
development of banking or financial services at the Post
Office in the UK?

Lessons can and should be learnt

Allying a bank to the Post Office network is by no means a new idea®’, but as the
international examples below demonstrate, it should not be thought of as an
anachronism. Successful post office banks in other countries share in common an
approach that is predicated on delivering:

{1 a strong ‘open to all’, universal ethos, including a social banking offer

1 a product range that is responsive to the needs of consumers, offered in a
simple and straightforward way

1 good value and competitive pricing

1 arevenue stream that can support the viability of the network and therefore its
wider community roles

The success of new entrant post office banks in other countries, particularly France and
New Zealand, highlight the contemporary potential of Post Office banking to deliver the
range of consumer benefits set out in this response. Both have offered antidotes to
consumers who, for different reasons, have been left disenchanted by mainstream
banking options. In doing so, these post office banks have made a virtue of the values
discussed in relation to the UK Post Office at question 3.

As the following overviews demonstrate, both La Banque Postale and Kiwibank also
showcase the benefits a post office bank can deliver in terms of injecting choice and
competition into the banking sector and in creating a revenue stream that can support the
Post Office network. The common themes that underpin the approach of both of these
institutions to Post Office banking should be instructive to Government and POL in a
number of respects.

La Banque Postale

La Banque Postale was established in 2006 with a missiontobe6a bank as good as
ot hers but a b.anlkt | m&rek entos oittheagléf as ‘everyone’ !

0 éraditional post office values of delivering local service to the maximum number
of customersé a full range of easily-accessible products and services at
reasonable prices are available for those on the most modest incomes to the
wealthiesté and all at anytime, anywhere&®

La Banque Postale also emphasises the values of simplicity, transparency, honesty and
fairness in its business model:

&implicity, transparency, security and complianceé Responsible management
and attention to detail have ensured that La Banque Postale is less affected by
the crisis than any other French banké we have zero subprime, zero toxic assets
and zero Madoff&®

?"1n 1861 the British Government introduced the Post Office Savings Bank, which later became National
Savings & Investments, followed almost a 100 years later in 1968 by Girobank

2 https://www.labanquepostale.fr/index/groupe/english/about_us.html

2 https://www.labanquepostale.fr/index/groupe/english/financial_communication/results_2008.html
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The combination of these values—'vai tlhoclad RPasetse'ns
and wide reach t o al*-hasseabitegros to thé pointwrerefiu bl i ¢’

now serves over 11.2 million current account holders, attributing its sustained growth to

the:

@eputation and image La Banque Postale has built up and the values it promotes
in terms of its pricing policy, convenience, accessibility of its product offering and
security§*

By the end of 2008** La Banque Postale was able to report an impressive performance
that included:

T€4. 815 metbahkingimcomen

1 11.2 million postal bank accounts

1 9.53 million customers having La Banque Postale as first banking provider

1 480,000 business, local authority and non-profit customers

1 5,191 ATMs in France

17€270.6 billion in customer deposits
1 Over six million bank cards (11 per cent market share)

I n the same year La Banque Postale accounted al
consolidated turnover posted by the entire La Poste Group®; with a net operating profit of
€302.6 million making an even more significant

Kiwibank

Kiwibank has built its success on a similar template to La Banque Postale. The New

Zealand Post Office launched Kiwibank in 2002, offering products to all consumer

segments predicated on lower fees, better services and greater convenience. It has since

become one of that ¢ oufandwas ‘bankwobtisetyeapiondD@o>.ar banks

Kiwibank vigorously competes on fees and rates and is regarded as an important force
for competition in the New Zealand market. And since it operates the country's most
expansive distribution network, Kiwibank is able to act as a community bank reaching
underserved rural areas®.

It has stimulated competition in the sector by actively defining itself as the antidote to

mainstream banks — a stance that has been fundamental to its appeal. Although

disillusionment with mainstream financial services in New Zealand stemmed from

resentment with the perceived stranglehold and indifference of Australian owned banks,

Kiwibank has shown what can be achieved through offering disillusioned consumers a

genuine alternative to, rather than a mimic of, the mainstream. The current level of

consumer disillusionment with mainstream UK banks presents the Post Office with a

currentwi ndow of opportunity to follow Kiwibank’™s |
antidote here.

% http://www.laposte.com/en/Everything-about-La-Poste/What-we-do/La-Banque-Postale
31https://www.Iabanquepostale.fr/etc/medialib/fiIes/groupe/communiques_de_presse/ZOOQlMars.Par.14853.Fil
e.tmp/24032009_CP_2008Results_20090utlook.pdf
32https://www.Iabanquepostale.fr/etc/medialib/fiIes/groupe/communiques_de_presse/ZOOQlMars.Par.14853.Fil
e.tmp/24032009_CP_2008Results_20090utlook.pdf
33https://v\/ww.Iabanquepostale.fr/etc/medialib/files/groupe/(:ommuniques_de_presse/ZOOQlMars.Par.l4853.FiI
e.tmp/24032009_CP_2008Results_20090utlook.pdf

34 Chris Daniels, Bank on satisfaction in The New Zealand Herald on 8 April 2007 at
http://tinyurl.com/Kiwibank-satisfaction

% https://www.kiwibank.co.nz/about-us/press-releases/show-news.asp?story=130
36http://WWW.thebanker.com/news/fulIstory.php/aid/7089/Former_prime_minister_.]im_BoIger_on_the_promis
e_of_Kiwibank.html
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As with La Banque Postale, growth and results have been impressive. Kiwibank now
caters to 600,000 customers®’ (in a population of 4.3 million), holds nearly seven per cent
of all household deposits, 3.9 per cent of the residential mortgage market, and 4.6 per
cent of the credit card market; and now has a balance sheet of NZ$10 billion, giving it 'big
bank' status in New Zealand*®. Kiwibank also makes a healthy operating profit (NZ$52.5
million in 2009), enabling it to return a dividend to the Post Office (which, as a group of
businesses, pays a dividend to the exchequer).

Both La Banque Postal and Kiwibank demonstrate the importance of developing a
product range which mirrors the values that the Post Office signifies in France, in New
Zealand and in the UK (particularly trust, universality, accessibility, honesty and
straightforwardness). They also demonstrate that in order to succeed, those products
have to represent good value, understand and respond to the varied needs of their
customer bases and, crucially, fuse the public service ethos of the Post Office with
excellent customer service.

Wider lessons from international post office banks

Beyond lessons relating to products and services, there are key lessons for Government

and POL to learn from the similar ways in which La Banque Postale and Kiwibank have

positioned themselves in their respective markets. They have both taken the values,

qualities and attributes that set the Post Office apart from mainstream banking providers

and made a virtue of this difference. The Post Office should learn from this approach, and

in doing so avoid falling intothetrapof trying to mimic existing ret
of t he same, but under a different roof ' . As wi
genuinely offer ‘another way’' 6 -cedticancmg the oppo
disillusionment with High Street banks to provide a real alternative to consumers. This is

especially true for those low-income consumers who had already actively chosen not to

engage with High Street banks and are even less likely to do so now. As noted in our

response to question 1, trust is where the competitive space in the UK banking sector is

opening up and the Post Office is very well positioned to capitalise on this.

The international examples also demonstrate the important role the Post Office network
can play in ensuring de facto universal access to banking and financial services, not least
in those rural and urban deprived communities that are already dependent on the Post
Office for access to cash. International examples also demonstrate how the degrees of
banking approach discussed in our response to question 3 can be utilised to ensure the
availability of core transactional services throughout the network, with signposting to the
more comprehensive product range available at town centre branches and through
remote channels.

The Republic of I reland’ s Post Bank Il reland is
May 2007 it now has over 190,000 customers and is available through 1,000 post offices.

It operates in a range of different formats®*® depending on the size of the post office

branch:

1 The first category, mostly main county town branches have a section of floor-
space given over to banking and financial services

1 The second category have free telephone and internet connections to a central
location where transactions can be dealt with

1 The third is all the rest, where basic advice and information can be given and a
limited number of transactions carried out

37 https://www.kiwibank.co.nz/about-us/more-about-us
38http://WWW.thebanker.com/news/fulIstory.php/aid/7089/Former_prime_minister_.]im_BoIger_on_the_promis
e_of_Kiwibank.html

¥ see: http://locator.postbank.ie
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The operating model of post office banks in other countries

Broadly speaking, the approaches taken for establishing a post office bank by post office
companies in other countries fall into two categories:

1) A “fully f 1l edg e dpbstdfieercdmpany-htypicattylwigh thie direct
backing of its sponsoring government — develops a distinct range of banking
products, often with the objective of meeting the mass banking needs of a
population (Kiwibank, for example).

2) A “partnership’™ bank, whereby the post offic
in partnership with a commercial bank, which is then marketed to the consumer
under the Post Office brand. Such arrangements ally the strength of the Post
Office brand and the reach of its network to the expertise and regulatory
compliance of the banking partner (Postbank Ireland, for example*). In order to
allay the concerns of competition authorities, the partner is typically a foreign bank
that is not active in the home market.

La Banque Postale utilises an interesting hybrid of the above approaches. Instead of
binding itself to a single partner it has retained the freedom to develop its own sovereign
current and savings account products, and at the same time develops wider financial
services, such as insurance and lending, through joint ventures with a range of providers
who are selected on the basis of their experience and/or strengths in their respective
markets.

Corporate structures must support the extension into
financial services

In both the La Banque Postale and Kiwibank examples, the post office bank operates as
a separate entity within the wider group. In both instances they have service level
agreements with the post office company. The ex
corporate governance arrangements permit POL (and by extension any banking entity)
sufficient commercial freedom to determine its direction in banking and financial services
is unclear. Given the current strategic challenges facing Royal Mall, it is also questionable
whether its Board have the capacity and focus required to deliver such a proposition.
POL should therefore benefit from the establishment of its own Board, and the
implementation of the other proposed governance changes set out in the recent Postal
Services Bill, to ensure it is effectively positioned to benefit from the proposed extension
of its financial services offer.

International lessons from other institutions

As highlighted in our response to questions 4 a
operated savings banks operating in all parts of the market. As part of their operating

regulations, Sparkassen are required to promote a set of universal banking objectives, or

“public mandate’ obligations, including offerin
promoting access to financial inclusion, and offering access to credit facilities primarily to

social customers and small and medium enterprises (SMEs). According to Besler et al

(2007) the Sparkassen can be seen as a state i
provision of financi al®. HosveverjSpakassea dornatepsraté he coun
at cost to the taxpayer or receive direct financial subsidy from German states: the

applicablel egi sl ative rules require the Sprakassen t
economically and to fulfil their public missionoutof t hei r b.wn profits’

0 See: https://lwww.postbank.ie/portal/start.asp
“I Bresler, N et al (2007) The Role of German Savings Banks in Preventing Financial Exclusion. In Anderloni,
!Iz(ed.) New Frontiers in Banking Services. Springer: Berlin

Ibid
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POL could effectively learn lessons from Sparkassen on how to introduce and offer a
range of universal banking services, including products aimed specifically at low-income
groups, while also operating according to a financially sustainable model. While
Sparkassen operate as commercial, largely free-standing entities, their extensive branch
network, high market share among retail banks and public mandate obligations mean
they account for almost 80 per cent of the basic bank accounts held by welfare recipients
in Germany™®.

Learning from previous Post Office banking initiatives

In addition to looking at international counterparts, there is much to learn from previous
incarnations of Post Office banking in UK.

Girobank played an instrumental role in democratising banking in the UK by bringing
transactional banking within reach of a significant proportion of the population. Its
universal ethos, transparent pricing, free current accounts and innovation (pioneering
telephone banking and an efficient back office based on computerised infrastructure) saw
Girobank provide a competitive stimulus to drive a transformation in the UK banking
sector in the 1960s and 1970s. By the time the sale of Girobank was announced in 1988
it was providing a range of cash transmission and other banking services to over two
million personal and business customers, and was the ¢ 0 u n tsiktlylargest bank in
terms of personal current accounts*.

However, whil e Girobank’ s—fquationd at leasts- ateadadf ser vi ces
the curve, the experience of banking in post office branches appears not to have kept
pace with consumer expectations. I't has also be

promotional strategies were ineffective. Both factors are likely to have impeded prospects
for growth®.

Girobank’'s spirit ofovaboa shkuldbarevived marghelv and of i n
incarnation of banking at the Post Office. However, if Post Office banking is to have any

chance in succeeding, POL has to look forwards rather than backwards and the

downsides of Girobank —which remain alltoopresent i n t oday -bavePtmbet Of f i c €
addressed in a way that is tangible and visible to consumers. Again, both Kiwibank and

La Banque Postale are instructive in showing how this can be achieved.

43 :
Ibid
* The Sale of Girobank PLC, NAO, London, HMSO 456, 199
“5 Benefits Segmentation for the National Girobank, International Journal of Bank Marketing, Volume 4, Issue
4,1986
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Questions 4 and 5: Do you think these are the right areas
and products to focus upon? What new financial services
would you like to see available at post offices?

The Post Office as a neighbourhood bank

Consumer Focus agrees that the POL should build on its key strengths — that it is trusted,
local and accessible — and argue that the Post Office should serve as a neighbourhood
bank: that it should offer a range of products that is built around and responsive to the
needs of the communities it serves. We also agree that the extension of banking services
through the Post Office offers significant potential to put banking services back into
communities that High Street banks have either neglected or deserted.

As our response to question 3 demonstrates, whi
banking sector is at an historic low, trust in the Post Office remains high. This presents

the Post Office with a considerable opportunity
genuine alternative, to mainstream retail banks*. As highlighted at question 2, post office

banks in other countries have provided the template on how this should be done.

Consumer Focus considers that any attempt to mimic the other High Street banks would

be likely to diminish the trust that consumers currently hold in the Post Office brand, and

would diminish the distinctiveness of the Post Office compared to other financial

institutions.

In extending its banking and financial services portfolio, the Post Office should seek to
ensure the commercial viability of the network, but also promote wider social banking and
community cohesion objectives. Commercial and social products can and should be
mutually supportive for the Post Office network, with commercial products offering
significant opportunity to cross-subside social banking products.

Transactional accounts should be the core offering

In extending the range of banking products to be offered through the Post Office, the
Government should commit to a number of new transactional, over-the-counter products.
These products are an important means of building the viability of the Post Office
network, could easily be offered across the post office branch network, and could
effectively contribute towards meeting wider financial inclusion objectives, including better
meeting the needs of the 1.75 million adults who currently lack access to such an
account.

Consumers should be able to access and open a core range of transactional accounts at
every branch in the network. This will ensure the availability of these products for
vulnerable consumers and those in rural areas. As referenced in question 3, there is
currently low visibility on many of the banking and financial products available at post
offices. We argue that increasing the range of transactional products would benefit POL
in this respect.

Increasing the range of transactional products offered by POL will also increase the
visibility of POL's financial services offering

Consumer Focus believes these products should include, but not be limited to:
1 the current account (as proposed in the consultation document)

i a custom account, which is responsive to and built around the needs of low-
income consumers. This option is discussed in more detail in response to
question 6

“ The Post Office branding of products will be important in this respect, particularly if products are to be
offered through or in partnership with the Bank of Ireland or another existing retail bank
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1 saving products: including standard saving accounts, ISAs, and the facility to
link the custom account to the Savings Gateway

Transactional accounts could easily be offered
would therefore provide a sustained revenue stream to underpin the network — which

consists largely of private businesses*’ — as well as strengthening the financial position of

POL. A range of transactional products offered through all post offices would therefore

help to underpin this critical national infrastructure, through providing direct transactional

income and generating revenue from associated footfall. It would allow banking services

to be put back into communities that banks have either ignored or neglected, particularly

in rural and urban deprived areas®.

Recent research for the National Federation of SubPostmasters (NFSP) indicates that

there is scope for the network to return to a more viable financial footing through

developing such over the counter transactional products: on average, subpostmasters

currently receive eight per cent of net pay from transactional products, but over 90 per

centof branches earn nothing from other ‘“premium’
credit cards, that do not necessitate in-branch transactions®.

Consumer Focus is concerned that t heasfaled ent e mp
to benefit the sub-Post Office network to the same extent as Crown offices, which are

better suited to offer complex financial products including insurance, credit cards and
mortgages. Clearly, the addit i onfinamdialserdamp | ex f i n
portfolio has proven to be a lucrative, and growing, revenue stream for POL. However,

Consumer Focus recognises that the viability of the Post Office network is contingent not

only on a profitable POL, but also on developing revenue streams that will support the

network of private businesses through which Post Office services are delivered. The

Government should therefore ensure that the commercial return from premium products

is used to underpin the viability of the sub-Post Office network, as well as the commercial

viability of POL, as we see in other countries with thriving post office banks. This means

that that the branch network would be supported through a combination of direct

transactional sales as well as from transactionsunderta k en t hr ough POL’' s ot he
channels.

Universal access to High Street bank accounts

The viability of post offices could be further bolstered if the Post Office was able to offer
universal access to High Street bank accounts over the post office counter. We are
deeply disappointed that the Government continues to insist this is a commercial decision
for the banks in question — despite the clear social and financial desirability of achieving
universal access through post offices.

If the remaining banks continue to refuse to allow access to their current accounts, which
account for approximately 40 per cent of the overall UK total, the Government should
compel this to happen. As of February 2010, Santander, RBS and HSBC continue to
restrict access to their current accounts through post offices. In Northern Ireland, two of
the four major banks, Ulster Bank and First Trust, refuse to allow Post Office account
access.

*7 97 per cent of the Post Office network consists of private branches, with the other three per cent being
directly managed Crown offices

“8 Research for the Commission for Rural Communities (2007) found that access to cash is a major problem
in rural communities: 300,000 people in rural England do not have a bank account, and less than 10 per cent
of ATMS are located in rural areas

“9 National Federation of SubPostmasters (2009) Subpostmasters Income Survey 2009
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The Government should also exercise maximum leverage over those High Street banks

that currently allow access to some but not all of their accounts over the post office

counter®. The concept of universal access is important for POL to be able to significantly

raise awareness of the High Street accounts that are already accessible at the Post

Office. This would enable POL to promote a simple message of universal accessibility.

Many consumers who may already be able to access their accounts at the Post Office

may be unaware of this option because of the ‘p
restrictions that currently apply.

As POL makes more determined moves of its own into banking services, the competitive
tension that already exists means certain banks resist making their accounts available
through the Post Office will increase. It is also likely that banks that currently offer Post
Office counter access may renege on these agreements. However, failure in the sector
has |l ed to consolidati émn&rsd ,t lwéhiacrhe avtiildn dafi viem
associated branch networks™. The changes in consumer banking behaviour, as outlined
below, will also erode the viability of maintaining bank branch networks at current levels®?.
These pressures on bank branch networks create an opportunity for POL to make the
business case for counter access through the network afresh: the Post Office already
plays a surrogate banking role in communities that banks have either deserted or
ignored.

Post Office banking services must be built around and
responsive to the needs of consumers

I f t he P cestansiod intd hacking services is to succeed, its products and
customer offering must be built around and responsive to the needs and preferences of
consumers of all segments. POL should also strive to develop a consumer experience
that is attractive for those who will choose, as opposed to those who currently rely on,
post offices to access banking products.

Our research into the banking preferences of low-income consumers demonstrates there
is considerable scope for POL to develop products aimed at low-income segments. The
following perceptual map, drawn from our research into the banking needs and
preferences of low-income consumers, illustrates the relationship between banking
providers and specific attributes. It suggests that among low-income consumers there is a
clear gap in the market which the Post Office should look to exploit: none of the existing
financial providers occupies the qualities that would appeal as an antidote to consumers
in the current economic cl i (tscomsiderédmtrustednt r ast |, P
brand, and a safe place in which to deposit money) suggests the Post Office is
strategically well-placed to enter the market as an antidote to the mainstream retalil

banks: as the neighbourhood bank.

% For example, Santander offers access to its Alliance and Leicester current account at the Post Office, but

not those of its Bradford and Bingley or main Santander (formerly Abbey) brands

*1 It is reported that Lloyds TSB is set to close a third of the Halifax branch network following its takeover of

HBOS

2The CEO of HSBC Hol di ngs, Michael Geoghan, |l ast year conc
retail networkdonot stack up’ . Statement to HSBC AGM 22 May 2009:
http://commercial.hsbc.com/1/PA_1_1_S5/content/assets/investor_relations/090522_agm_statements.pdf
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Figure 1: Correspondence mapping showing the relationship between financial
institutions (blue) and the extent of their association with brand attributes (red)
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It is also worth noting that low-income consumers have tightly clustered opinions of the

major Hi gh Street banks: in other words, a feelin
same’. This again represents a commercial oppor
POL could effectively break into the retail banking sector, providing it can offer

consumers a more attractive consumer experience, and a range of more responsive

products and services, than those currently provided by the major retail banks.

If these findings were replicated among other consumer segments, this would suggest a
considerable commercial opportunity for POL.

In developing its banking offer, POL should ensure its products are designed to offer the
convenience, flexibility and ease of access that consumers have come to expect from
financial services. Our research into the banking needs of low-income consumers
demonstrates that continued counter access is an important feature for transactional
accounts, but that these consumers equally value the flexibility and ease of access
provided by universal ATM functionality and a debit card facility.

In recent years, mainstream retail banks have arguably failed to demonstrate the types of
customer-focused innovation that consumers expect, or that market entrants have
offered®®. The Post Office could identify and exploit a major strategic opportunity by
looking to build in such innovation as a core part of its product offer. For example, POL
could look to champion faster payment services, pre-paid money management cards, and
the modified bill payment facility proposed as part of the custom account set out in
guestion 6.

On a commercial basis, and in order to ensure that its financial services offering is
attractive to consumers, POL should avoid adopting an overly conservative approach to
how and where its products can be accessed. Put simply, a business model built
exclusively on post office counter access is unlikely to succeed, and in terms of building
the widest possible customer base, this may actually prove counterproductive.

%3 For example, O2 has introduced its Cash Manager card, and as stated above competition and innovation in
the sector looks set to be led by new entrants such as Metro Bank, Virgin and Tesco
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For many consumers, the strength of the Post Office brand and its associated qualities
are likely to have more appeal than in-branch banking at post offices, particularly if that
branch is associated with queuing or other service problems. As such, POL should offer
consumers the means to access their accounts in the ways that are most convenient to
them. Consumers should be able to open or access accounts by telephone or online if
they choose to do so.

In this respect, it is important to note that two-thirds (68 per cent) of savers now have an

online savings account™, and ONS statistics show that almost half (49 per cent) of

internet users have engaged in online banking®. POL is already proving adept in the

multi-channel banking arena: it is reportedly the fastest growing entrant in the market,

with financial services forecast to contribute 33 percentt o POL’' s overall incom
However, NFSP research indicates this growth is, in the main, achieved outside of the

branch network.

POL should therefore ensure that additional banking products promote its own
commercial viability but, by extension, also support the long-term health of the network. In
conjunction with Government and the National Federation of SubPostmasters, POL
should make sure that remuneration for subpostmasters reflects the commercial return of
financial products to POL.

Consumer Focus argues that transactional products offered through the network of
11,500 branches could potentially attract a modified transactional fee, in order to support
the robustness of the sub-Post Office network and encourage subpostmasters to put
transactional neighbourhood banking at the core of their business offering.

Customer service issues must be addressed

POL will be unable to realise the opportunities of offering additional banking services
unless it commits to tangible improvements to the consumer experience in its branches.
While POL is well placed to offer a range of additional financial products, if it is to
encourage consumers to open accounts, it needs to be ready to tackle long queues and
improve the customer experience, which will otherwise blight the proposition.

In our research into the banking needs of low-income consumers, only 35 per cent
identified post offices as being places where y
participants told us:

&oucoul d be in there for three quarters of an
6The banks arMuamucduibek dred .

6aB ks ar e] much quicker. Because post offi ce
they?20

Consumer Focus research into the quality of service offered at High Street post offices,

undertaken by Ipsos MORI®®, finds that queue times at High Street branches have

continued to deteriorate in recent years, with an average queue time in Crown offices of

six minutes seven seconds, an increase of 30 seconds since the research was

undertaken the previous year. Furthermore, the research indicated that no more than 60

per cent of counter positions in High Street branches were open at any one time. Given

the particular importance of Crown offices t o t he P o smhgprododitonc e’ s banki
investment is needed to secure improvements in the quality of service, capacity and the

suitability of the branch environment in branches that are still to be refurbished.

:: See: http://www.bankingtimes.co.uk/14042009-internet-banking-rises-in-popularity
Ibid
6 Ipsos MORI (2009) Customer Experience and Quality of Advice in High Street Post Offices.
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Research from Consumer Focus Scotland (2009) confirms that further work is needed to
ensure the in-branch proposition is attractive for consumers: only 55 per cent of
consumers surveyed reported that using a post office is a quick and efficient experience
(this falls to 37 per cent in urban areas), and 44 per cent considered that a post office’ s
premises encouraged them to go in and use services®’.

POL needs to respond to the appetite of consumers to access financial products in a
convenient and flexible way. Our research into the financial needs of low-income
consumers found that some POCA holders regularly withdraw their full account balance
because of the inconvenience associated with having to queue in post offices to access
cash:

60&meti mes itbés a nightmare if you have to g
upatthepost of fice. Someti mes youdve got no tim
up getting it all out rather than going backwards and forwardsé especially on a
Monday when the qQqueues are massivebod

Opening hours were also cited as problematic:

6You are onilwyt @abder tt@wi ypoareas at certain ti
offices that close early on certain days, then on Saturday it closesatoneo 6 ¢ | o c k

and then Sundays itdéds not open so then | ate
certain thingwoutoftheBostOfacaeaddd¢ c gent i 0 ta¢t heydd hav

have some money in the bankd

6To be honest thatdés the reason why most
postoffice. Because they canét get it after a ce

6Yes, b e c a u s Hicesshuha halp 12 rt a Saturday, so [| would like to
use my POCA at a cash machine] 6

Bill payment

Consumer Focus agrees with the widely accepted view that POL must continue to
position itself as a more competitive bidder, both to maintain its existing bill payment
contracts and seek additional contracts in future years. The Post Office remains
unparalleled in terms of its reach in rural and remote areas, although we recognise that
PayPoint and other bill payment providers offer considerable reach, particularly in urban
areas.

While we recognise that bill payment remains an important revenue stream for POL, we
remain disappointed that POL continues to insist on restrictions to the subpostmaster
contract, which prevent subpostmasters offering bill payment services such as PayPoint if
they so choose. This move weakens consumer choice, and also denies subpostmasters
opportunities to offer services over and above those available within the standard POL
contract, such as TV Licensing.

POL should also ensure that bill payment services are available in the most convenient
and flexible means for consumers: this means branches offering bill payment facilities
outside standard opening hours, including during evenings and weekends. The rollout of
the paystation network is a welcome first step in facilitating extended access to these
products, but without a concerted initiative from POL to increase the opening hours
across its branch network, Consumer Focus considers that the Post Office will represent
a less attractive and convenient proposition that other bill payment options for
consumers, which could restrict the potential of this revenue stream to underpin the
network generally.

57 Forthcoming Consumer Focus Scotland research based on a survey of post office users across Scotland
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Savings products

Consumer Focus sees significant potential in POL introducing a range of savings
products as part of its core neighbourhood bank offer. As discussed at question 6, closer
links with credit unions would also provide consumers with access to a wider range of
savings products. These accounts should include, but not be limited to: standard savings
accounts, ISAs, and a linkage between the custom account (aimed at low-income
consumers) and the Saving Gateway. As suggested in question 1, a consistent and
coherent Post Office branding will be an important factor in driving take-up of these
products.

The Chair of the Financial Inclusion Taskforce, Brian Pomeroy, has rightly noted that:

‘“there is a need for mor e pringanesatessandill ch are de
encourage a savings habit. The Post Office and third sector organisations are examples
of trusted, accessible providersthat can | ower b*Arriers to saving’

In our research to test the appeal of a custom account aimed at the needs of low-income

consumers, each of the low-income segments surveyed expressed considerable support

for a linkage between this product and the Saving Gateway, as shown in figure 2. Our

focus groups suggested that trust in the Post Office brand would be an important factor in
overcoming considerable wariness aboutbewhet her
true’, a per c e jprouaddresseds say damagd take-tp rates in respect of

Saving Gateway account openings.

Figure2: Low-i ncome consumersd6 interest in a |linkage
account and the Savings Gateway
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Whil e many respondents told us they didn’t have
the account, others recognised that the Gateway linkage offered the opportunity to build
up a ‘crisis fund’', to be used iouseholde event t ha

appliance or other similar situation.

8 Pomeray, B. (2010) Making Financial Services More Inclusive: What Can Be Done About the Poverty
Premium? Discussion paper for Consumer Focus
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Clearly, building up a cushion of savings is an important way for low-income consumers
to avoid getting into high-cost debt, which may otherwise be a likely outcome for
consumers in such instances.

POL could go further in developing a range of simple, no frills savings accounts aimed at
low-income consumers. We agree with the Chair of the Financial Inclusion Taskforce that

many consumers ‘feel wuncomfortable saving with
canbe embarrassed at the idea of depo®iting smal
However, post office branches would be well-placed to meet the needs of, and appeal to,

low-i ncome consumers. The ‘neighbourhood banking’

offering a range of everyday, no-frills products, similar to those offered by some credit
unions in the UK and Sparkassen in Germany®.

The Sparkassen present useful parallels in suggesting how POL could look to develop
savings products that are specifically aimed at children. Post Office accounts aimed at
children could promote the take up of and usage of transactional banking products from
an early age, including among children from low-income households. Sparkassen play an
important role in mainstreaming accounts for children across the population, which forms
part of their requirement under founding and operational regulations to promote financial
behaviour among children and young people®.

As Bresler et al (2007) note®?, Sparkassen play a key role in tackling financial exclusion in
Germany: this includes the deployment of tailored strategies to promote the take-up of
bank accounts among groups traditionally poorly served by banks that operate on a
wholly commercial as opposed to universal basis. The same universal principles could
encourage the take-up of everyday savings products among the range of consumers
served by the Post Office in the UK, although POL would need to ensure these products
could realistically appeal to the widest possible range of consumer segments, in order to
ensure the sustainability of the proposition.

POL could effectively follow the Sparkassen model and introduce a range of tailored

accounts aimed at specific consumer groups, 1inc
atthosesaving f or a house deposit, and ‘Bildungsspar ¢
saving for tuition fees and the wider costs of university education. If POL were to offer

these accounts, this would facilitate wide access to tailored savings products, but also

reinforce the universality of the Post Office brand.

POL should also look to develop a range of products that are responsive to consumers
across their life stages and that they can migrate between: for example, by offering a
range of products aimed at children, this could not only help to develop a savings habit
from an early age, it also presents POL with an opportunity to migrate these customers to
savings products, current accounts or insurance products at later life stages, including
from the Child Trust Fund upon its maturity.

%9 pomeroy, B. (2010) Making Financial Services More Inclusive: What Can Be Done About the Poverty
Premium? Discussion paper for Consumer Focus

&0 Sparkassen are publicly-owned savings banks, which promote themselves as universal banks and
therefore operate in all parts of the market. Sparkassen offer a range of tailored savings products aimed at
low-income consumers, with many offering in-branch features, including self-deposit coin machines aimed at
those depositing coins or other small denominations

61Thisrequirement forms part of the ‘' Sparkassengesetz’, the
requirements for Sparkassen in Germany. The Sparkassengesetz promote a set of universal banking
objectives, in the form of arepupasddnd operaticaal diractioa 6f, whi ch f or m

Sparkassen, including offering universal current account access, promoting services to small and medium
sized businesses, and promoting financial inclusion. The Sparkassengesetz can be accessed at:
http://rip.juris,de/rlp/SparkG_RP_P2.htm
Bresler, N et al (2007) The Role of German Savings Banks in Preventing Financial Exclusion. In Anderloni, L
ggd.) New Frontiers in Banking Services. Springer: Berlin

Bresler, N et al (2007) The Role of German Savings Banks in Preventing Financial Exclusion. In Anderloni,
L (ed.) New Frontiers in Banking Services. Springer: Berlin
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Services for small businesses

As part of its wider expansion into banking services, the Post Office should commit to

significantly expanding the banking products it offers for small businesses. Small
businesses stand to benefitcon si derably from the ‘neighbour hooc
Postwatch research into SME usage of post offices®® found that the closer a small

business is to a post office, the more likely it is to use it. Research from the Federation of

Small Businesses suggests that 20 per cent of its members use a post office every day,

and 47 per cent use it once a week®.

Post offices are critical for small businesses: continued access to Post Office services is
important for small and microbusinesses, including eBay traders, and should be
considered as a vital supporting requirement to ensure rural small businesses, and the
rural economy, can thrive.

According to the FSB, 25 per cent of small businesses already use the Post Office to
undertake financial transactions, but they are limited in the transactions they are able to
make®. Many small businesses use the Post Office to deposit their takings at the end of
the day, particularly in rural and urban deprived areas without access to other banking
services. The Post Office should therefore look to put in place a full range of business
banking products as soon as possible, and consider how its services and branch
environment can be designed to meet the needs of small business customers more
effectively.

For example, the Post Office should consider extending the services it currently offers to
small businesses through its Crown offices, including a dedicated counter space and
offering tailored product advice to the rest of the network where possible.

Post offices could play a key role in easing the credit problems currently faced by small

businesses through offering loan and credit facilities. The Chair of the Treasury Select

Committee has previously suggested that Government should deliver its lending

objectives through publicly owned institutions, including the Post Office, to sidestep

banks’ frozen credit Iines, an idea which retai
financial crisis®.

Similarly, the Post Office could be utilised to distribute the €15 billion Small Loans Fund,
established by the European Investment Bank, which is currently only accessible through
Barclays, Alliance and Leicester and Close Brothers. The FSB reports that the banks
have been short on knowledge and unwilling to promote these loans. Indeed, small
businesses in Northern Ireland have been unable to access the funds altogether, as
Barclays, Alliance and Leicester and Close Brothers do not have branches there®’.

®popstwatch (2008) SME'S Current and Future Postal Needs
2: Federation of Small Businesses (2009) FSB Postal Report

Ibid
zj Federation of Small Businesses (2009) FSB Postal Report

Ibid
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Banking services are i mportant
viability, but are not a panacea

While the extension of banking services could significantly boost the viability of the Post
Office network, Consumer Focus wishes to agree with and reiterate the comments of the
Public Accounts Committee that a truly sustainable network can only be achieved if
significant progress is made in respect of putting new Government services through the
Post Office network®.

Although revenues derived from the delivery of Government services remain a critical
component of turnover for POL, these continue to decline year-on-year (down from
almost 45 per cent in 2004/05 to 26 per cent in 2007/08)%°. However, for consumers who
do not have internet access, or who continue to make transactions in person — either

t

through choice or necessity — the Post Office remainswell-p| aced t o serve as
ndeed,

practitioner’ for Government s @gshOfficedosserve l
as a ‘digital bridge’™ for consumers who
transactions by electronic or other means, and in rural and urban deprived areas where
take-up of broadband services remains low because of lower levels of service
penetration’.

This could potentially become a significant revenue stream for POL, particularly in light of
the “Streaml i ni ntyeaSoutlired by the Rritné Ministeriint Diec&mber
2009

We do not propose to outline a full list of the opportunities to put Government services
through the Post Office as part of this consultation response, but instead wish to highlight
the necessity for Government at all levels to commit to support the network with
committed and intelligent action, that can safeguard the network and ensure its future
size. Without this there is a risk of being unable to sustain the network in the coming
years.

%8 public Accounts Committee (2009) 53" Report of Session: Oversight of the Network Change Programme.
London: House of Commons

%9 postcomm (2009) Annual Report on the Post Office network

" For example, in Glasgow, where only 39 per cent of households have broadband access. Ofcom (2009)
The Communications Market: Nations and Regions 2008

n Speech by the Prime Minister: Smarter Government (7 December 2009). Accessed at:
http://www.number10.gov.uk/Page21633
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Question 6: What other range of services could the Post
Office offer to support those on low-incomes and address
financial exclusion, and how could these best be made to
work together?

Low-i ncome consumers have been poorly skRostved by t
Office network is particularly well-positioned to offer a range of social banking products,

built around and responsive to the needs of low-income consumers. The Government

should therefore commit to an extension of the product range for low-income consumers,

aspartof POL' s wi der move into financial services. It
services are developed as a core rather than au
services suite.

The extension of these services therefore presents a significant opportunity to:

1 Drive financial inclusion through tailored products designed to meet the needs of
low-income and financially excluded groups

1 Put transactional banking services back into communities that banks have either
neglected or deserted

1 Deliver better access to cash for low-income consumers, including those in rural
and deprived urban locations

Tailored, transactional product should form the core offering
for low-income consumers

Consumer Focus research into the banking needs and preferences of low-income groups
makes the case for a new transactional product, provided by POL and offered through its
network of 11,500 branches.

Our research demonstrates this product should form the core offering for low-income
consumers: there is considerable appetite among low-income consumers for a new
account that is tailored to their needs, to be offered through an institution they trust.

The tailored, responsive product would:

1 offer greater functionality than the current POCA, and offer an alternative to
basic bank accounts

1 operate around the core principles of simplicity, convenience and control
that low-income consumers tell us are essential to them, making the product an
attractive alternative to these consumer s

1 promote financial inclusion among POCA holders and unbanked groups
who report the alternative product would more effectively meet their needs

i drive the take-up of transactional accounts among low-income consumers
more widely

i present POL with an opportunity to maintain, expand and better serve its
existing POCA customer base: we propose that POL should operate the new
account, which represents an effective alternative for POCA holders in the event
that the DWP does not extend the POCA after 2015

According to the NFSP, the POCA accounts for between seven per cent and 12 per cent
of subpostmaster revenue, and for £2 billion of associated retalil footfall 2.

2 National Federation of SubPostmasters (2006, 2008) Income Surveys
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Our research suggests there is scope for the product to be attractive not only to existing
POCA holders, but also unbanked customers and those currently operating but
dissatisfied with basic bank accounts, suggesting that the account footprint could expand
considerably beyond that of the current POCA. The custom product could present a
commercial opportunity for POL.

A new account is needed because currently held products
dondt meet consumersod needs effecti

In January 2009, Consumer Focus published research into the banking needs and
preferences of low-income consumers’®. The research demonstrated that while
consumers operating a POCA appear broadly satisfied with the accounts they currently
hold (66 per cent of consumers with a POCA report they are very satisfied with the
account, and 56 per cent of those with a POCA and another account), the overall
satisfaction with the product should not be taken to suggest the Card Account
satisfactorily meets the needs of its account holders.

In fact, the apparent satisfaction is likely to stem from the low-expectations that many
low-income consumers may have of the financial products currently available to them. As
figure 3 demonstrates, while POCA holders reported that they particularly valued the
straightforward nature of the account (74 per cent of POCA holders are very satisfied with
the product in this respect), only 60 per cent of POCA holders were satisfied with the
ease with which the product allows them to withdraw their cash.

Figure 3: Satisfaction with attributes of account currently held by low-income
consumers

Access money when
needed

Account meets
needs

Branch convenience

Straightforward

® Banked (notreceivingbenefits) ® Banked (receivingbenefits) ®m POCA and other ®m POCA only

3 Consumer Focus (2010) Opportunity knocks: Providing alternative banking solutions for low-income
consumers at the Post Office
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Satisfaction decreases among those who operate a POCA in addition to another account:
only 58 per cent are very satisfied that the POCA meets their needs; 60 per cent are very
satisfied that the account allows them to withdraw their cash easily; and 63 per cent are
very satisfied that the account is straightforward and easy to use.

The lower levels of satisfaction with specific aspects of the POCA, and among those
consumers who operate a POCA in addition to another account, indicates that
satisfaction with the overall product conceals wider dissatisfaction with how effectively
POCA meets consumer s’ needs.

Low-income consumers, including POCA holders, were asked to identify a series of

account features they consider to be essential, and that would have to be present in an

account, for the product to meet their needs. The results of this exercise suggest that the

POCA will not fully meet the needs of its users. This is because the account does not

include therangeoff eat ures consi dered essential by POCA
functionality being expanded in 2010.

The research found that 57 per cent of POCA holders consider the ability to receive all

payments to be an essential feature of an account, 42 per cent consider the ability to

access cash through any free to use cash machine to be an essential feature, and 45 per

cent the ability to pay for goods and services with a debit card. The DWP has no plans to

introduce any of these features to the current POCA, suggesting that the 2010 product

will fall considerably shaions. of meeting consume

The new account should operate around the core principles
of simplicity, convenience and control

Consumer Focus proposes that the new account must be built around, and be responsive
to, the needs of low-income consumers, if the product is to achieve high take-up rates
among its potential customer base; and in particular if it is to deliver the benefits of
transactional banking to unbanked consumers and low-income consumers who currently
only operate a POCA.

Our research demonstrates that any new account should be designed around the
principles of simplicity, control, and offering convenient access to and management of
cash (including the ability to receive inward payments, making ATM and counter
withdrawals and direct payments). The account should therefore incorporate the following
features, which each of the five low-income segments surveyed in the research
considered essential:

1. Ability to receive inward payments from all sources: each low-income segment
identified that the ability to receive all forms of inward payment was the most essential
feature when choosing a new product. This was considered to be essential by 61 per
cent of respondents who are banked (and not receiving benefits), 57 per cent of
POCA holders and 55 per cent of respondents who are banked (but receiving
benefits).

Existing POCA holders reported often having to make circuitous arrangements to

cash cheques, or iif they dinldamod't bacies vet avamgak
alternative arrangements to receive wages and other payments. For example, many

POCA holders and unbanked groups told us they
accounts to deposit these payments.
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The introduction of an account that better me:
therefore encourages take-up of transactional banking accounts, could therefore

significantly reduce a major barrier to employment; enable consumers to receive a

wide range of inward payments, including the Feed-in Tariff or Renewable Heat

Incentive associated with uptake of renewable heat systems’; as well as significantly

increasing convenience for financially-excluded consumers who experience difficulties

in respect of receiving inward payments.

2. Ease of access to cash: low-income groups want to access their cash in a way that
is convenient and works for them — they want to withdraw money at a time of their
choosing and using whichever method they prefer. Consumers want the option to
withdraw their cash through the widest possible range of means. This includes free to
use ATMs, but access to counters through a branch network remains important,
including to allow low-income consumers to access their full account balance when
operating on a limited weekly budget.

Unsurprisingly, the need to access post offices was strongest among existing POCA
holders: 58 per cent of respondents with a POCA consider this essential. The ability
to access the counter of a High Street bank was strongest among those who already
have existing accounts through these providers: this is essential to 47 per cent of
banked customers, who are receiving benefits.

3. Convenience: consumers identify the ability to withdraw their cash from all free to
use ATMs as being an essential feature when choosing an account. This was
considered essential across all groups (41 per cent of all low-income consumers
consider this essential), but particularly among existing POCA holders (46 per cent)
who highlighted the inflexibility and inconvenience of only being able to withdraw cash
from post office branches during standard opening hours, or (from April 2010) through
a limited number of cash machines. Having a debit card to make purchases also
scored highly.

4. Control: across each low-income segment, it is striking that only a small proportion
of respondents deem e intdandeoverdrafttd de arfegsential zone’ or
account feature (12 per cent and nine per cent respectively). There was similarly little
appetite among POCA holders and the unbanked for an account that offered either
standing order or Direct Debit facilities. This highlights that low-income consumers
prefer to ‘operate within their means
any arrangement that could result in charges. The ability to maintain maximum control
of finances and minimise or avoid the risk of exposure to punitive bank charges that
disrupt carefully balanced money management routines is therefore important. The
following table indicates the features each of the low-income segments told us were
essential in opening an account:

by con:

™ These have the potential to play an important role in tackling fuel poverty, particularly in rural
areas that are not connected to the gas mains network
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Figure 4: Account features that low-income consumers deem essential

Ability to receive all payments
Access toa high-street bank counters/cash machine
Debit card

Access toall cash machines

Direct debit

Mini-statement

Monthly paper statement

Standing order

Check balance online

Access toPO counters/cash machine
Fre-pay card

Check balance by phone
B Banked (Mo Ben.)

B Banked (Ben.)
B POCAOther £500 Overdraft

£10-£20 Overdraft

BPOCA Only
B Unbanked

70

There is clear appeal for a new, tailored product

As part of our research, Consumer Focus designed and tested a customised account,
incorporating the features low-income consumers told us were essential to them. The
result is a product built on the principles outlined in the previous section: a product that
offers low-income consumers simplicity, convenience and control. The Government
should commit POL to introducing this account as an outcome of this consultation.

The proposed functionality of the custom account is shown in figure 5:
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Figure 5: custom account functionality

Consumer Focus custom account

Putting money in All payments
Taking money out Access to post office counters and all cash machines
Plastic card Debit card, enabling payment for goods and services and cash

machine withdrawals

Keeping track of my Monthly paper statement by post, with mini-statement on
account request; check account by Internet or by telephone

Paying my bills Modified electronic bill payment mechanism

Overdraft £10—£20 interest-free 'overdraft' to be paid back within 30 days

The custom account offers significantly enhanced functionality compared to the POCA,
but would remain an easy and straightforward product to use. The account differs from
existing basic bank accounts in the following ways:

1 the account offers wider options for consumers to access their cash than some
basic bank accounts presently allow

1 the account would require less onerous (but equally valid) identity requirements
than many banks typically require, particularly for consumers migrating to the
account from a POCA

1 the account would present limited exposure to penalty charges, including as a
result of a modified bill payment mechanism which would operate with
significant differences to existing Direct Debit facilities (see page 46: Weekly
budgeting account and the importance of control)

1 the debit card would require real-time clearance for transactions to be
undertaken, thereby avoiding the risk that the consumer draws upon funds in
excess of their account balance

1 there are significant differences between the custom account and the basic bank
accounts of particular providers eg Lloyds TSB does not allow ATM access
beyond its own network. The custom account offers a debit card, which HSBC’s
basic bank account does not

The modified bill payment facility would enable low-income consumers to make
automated bill payments for utility bills with confidence. The account holder would be able
to set the frequency of payments, including on a weekly or fortnightly basis and would
agree the level of payment with the utility provider. Outward payments would be
synchronised to follow the receipt of regular inward payments, and the payments would
only be made if the account holder had sufficient funds in their account.
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The account holder would not be liable for a fee from the account provider if a payment
was missed, therefore overcoming low-income consumers fear of punitive charges.

The account is designed to put the consumer firmly in control of their account outgoings.
Adi scussion of the merits of this feature, and
proposed budgeting account, is made later in this document.

The custom account was tested alongside both the 2010 POCA and a basic bank
account offered by one of the major High Street banks, with the aim of determining which
product low-income consumers preferred, and which product our five segments felt would
best meet their banking needs.

The research identified a clear preference among most low-income groups for the custom
account over the basic bank account and the 2010 POCA. Each of the most financially
excluded groups — the unbanked, POCA holders and those who operated a POCA in
addition to another account — expressed a preference for the custom account. This again
indicates that, while the two POCA segments record initial satisfaction with the POCA,
they have an appetite for an alternative product that offers improved functionality and is
operated through the Post Office. This also highlights the extent to which the current
POCA product fails to effectively meet the needs of these groups.

Only low-income customers with a bank account (and who were not receiving benefits)
expressed a preference for the basic bank account (53 per cent) rather than the custom
account. However, even among this segment a significant minority (46 per cent) still
opted for the custom account over the basic bank account. This suggests that the product
has significant potential to benefit not only those without a transactional account, but also
the considerable number of consumers who currently have a basic account but may be
dissatisfied with the product, or may not be using the product to take advantage of the full
range of benefits offered through transactional banking.

The research highlights that the introduction of this custom account could deliver
significant progress towards greater financial inclusion by driving the take-up of
transactional banking accounts among low-income consumers who are either reliant on
POCA, have opted to remain unbanked, or who are unwilling to open basic bank
accounts because of the real and perceived barriers associated with opening such an
account through a High Street provider.

For example, if the consumers expressing a preference for the custom account were
actually to open one, the research suggests that, on an extrapolated basis, almost half of
the 1.2 million low-income consumers with a POCA only could be lifted out of financial
exclusion and into transactional banking arrangements. Similarly, more than a third of
consumers — 360,000 of 900,000 — currently without any account whatsoever could be
lifted out of financial exclusion, if they acted on their preference for the account” .

> Consumer Focus (2010) Opportunity knocks: Providing alternative banking solutions for low-income
consumers at the Post Office
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Would the custom account better meet low-income
consumer so
As part of the research, low-income groups were also asked to determine whether the

custom account would better meet their needs than the account they currently hold, or, in
the case of unbanked consumers, whether the account would be better than their current

arrangements:

needs?

Figure 6: Comparison of the custom account to current arrangements
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The findings provide a strong indication that the product would be attractive across all five
low-income segments. In particular, a significant proportion of low-income consumers,

and a majority of those who are currently financially excluded (POCA only and

unbanked), say the custom account would better meet their needs than their current

arrangements. The custom account would better meet the needs of 74 per cent of
consumers with a POCA and 59 per cent of people with no account.

There is also a significant minority of existing banked customers who report the custom
account would better meet their needs than their existing basic or standard current

accounts (45 per cent of banked customers who receive benefits told us this, and 42 per
cent of banked customers who do not receive benefits).

This suggests that the product could also prove to be an attractive offering for customers
who already have existing bank accounts, but may be dissatisfied with their current
arrangements for a range of reasons. If POL were to operate the custom product, it would
offer an opportunity to expand its existing customer base. On that basis, our findings
suggest that, in addition to delivering social and financial inclusion objectives, the custom

account could also represent a commercial opportunity for POL, but also its network of

branches which are particularly reliant on transactional products. Such a move would see
the Post Office capitalise on the levels of trust held in the institution as reported in the
following section of this response.
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Consumers want the custom account to be offered through
the Post Office

Consumers strongly favour the Post Office to operate the custom account. This is
particularly the case for financially excluded consumers who currently use the Post Office
to access their cash. 72 per cent of respondents with a POCA, 40 per cent of those with a
POCA and another account, and 32 per cent of unbanked respondents favour the Post
Office to operate the account. There is little consensus among banked groups on a
preferred provider, which suggests a commercial opportunity for POL if both the product
offering and customer experience can surpass those of other potential providers.

As stated, low-income consumers demonstrate an appetite for a custom product that is
simple, convenient and that offers the degree of control over their money that they
require. Our findings also clearly demonstrate that offering the custom account at the
right institution would be critical to its success. Among all our participants, POL ranks as
the second most trusted provider (trusted by 85 per cent of consumers to offer the new
account), scoring higher than the other High Street banks except HBOS, and significantly
higher than another new market entrant, Tesco (61 per cent). As shown in figure 7, when
the focus is narrowed to the responses of participants who had opted for the custom
account, the Post Office maintains its strong ranking on trust.

Figure 7: Most trusted providers for custom account
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The Post Office is also considered safer than other High Street banks, in particular
among POCA holders: 93 per cent consider the Post Office to be a safe place for their
money, honest and fair (92 per cent), and capable of understanding their account needs
(84 per cent).

These attributes are critical if low-income groups are to be persuaded to open an account
that better meets their needs: 90 per cent of current POCA holders would consider
opening this account at the Post Office.

In contrast to the Post Office, low-income consumers across all segments report distrust
in High Street banks, with a significant 59 per cent of unbanked consumers, and 42 per

cent of those who only operate a POCA, statingthey'don’”t trust banks

money'’
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While this trend has likely been exacerbated by the financial crisis, it clearly also pre-

dates this, reflecting the fact that 32 per cent of POCA holders and 54 per cent of

unbankedc ust omer s repodta thhaed dxaper i‘dmce with banks
includes difficulty meeting banks’' identificati
below. Put simply, many consumers do not feel comfortable in, or welcomed by,

mainstream providers:

0l tds horrendous, the questions they ask, an
youbve got &Bd itods stildl no

The research therefore confirms the real and perceived barriers which restrict low-income
consumers from opening accounts with High Street banks. As the Chair of the Financial

I nclusion Taskforce has stated: ‘mistrust of ©ba
been endemic among low-income consumers and represents a significant deterrent to
engagement with the mainstream commercial secto
However, the findings also highlight the potential to develop a fresh solution: a custom

account which is responsive to consumer s’ needs
offices.

As part of their commitment to promoting accessible and inclusive banking services,
banks should commit to supporting the set-up and operating costs for the custom
account, as they did in respect of the POCA following Direct Payment’’. This should be in
addition to, and should mutually reinforce, the wider support offered by banks to
community banking and accessible finance initiatives.

The banks clearly have a responsibility to serve the community as a whole, and
Consumer Focus considers they should continue to be encouraged to perform this
function. In addition to providing financial support for the custom account, we would
expect that banks should also continue to address the supply-side issues that restrict the
take-up and appeal of their accounts, for example through standardisation initiatives to
ensure that consumers are able to open a basic bank account, without obstacle and with
a positive in-branch experience, whenever they are eligible to do so.

Taken together, these measures would demonstrate that banks are committed to
promoting access and inclusion in the widest possible sense, through supporting the
range of institutional options — the Post Office, credit unions, CDFIs, and the banks
themselves — through which financial inclusion objectives can be achieved.

The custom account and financial inclusion

The recent slowing of progress towards driving up financial inclusion through the uptake
of basic bank accounts’® strengthens the case for an alternative account to be offered
through post offices, and that offers a genuine alternative to both the 2010 POCA and
existing basic bank accounts.

Consumer Focus is concerned that a decision not to proceed with the custom account
would seriously undermine further progress in the take-up of transactional accounts
among the 1.75 million adults who remain financially excluded. Our research
demonstrates that the real and perceived barriers that prevent these groups from
migrating to High Street banks appear significant and perhaps intractable for many low-
income consumers.

7 Pomeroy, B. (2010) Making financial services more inclusive: what can be done about the poverty

Eremium? Discussion paper for Consumer Focus

" Direct Payment was the transition from Giro cheque to electronic payment for benefits and pensions
ayments

98 Financial Inclusion Taskforce (2010) Mainstreaming Financial Inclusion: Managing your money and access

to banking
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The research also suggests that many consumers would remain deeply concerned about
any requirement to operate a High Street bank account to receive pensions and benefits,
even if they were still able to access this account solely through the Post Office network.

Concerns were expressed by a proportion of unbanked consumers and those who only
operate a POCA about the suitability of basic bank accounts and the High Street banks
that offer these. It therefore seems unlikely that some of these consumers would opt to
utilise and benefit from the full transactional functionality offered by High Street bank
accounts, even if they were compelled to migrate to them. In contrast, our research
demonstrates significant appetite among POCA holders and the unbanked for a product
operated by the Post Office that offers additional transactional functionality.

We therefore urge the Government to commit POL to developing the custom account,
and consider that this should form part of a broader Government approach to driving the
take-up of transactional accounts. This would see the custom account operated by POL
through the Post Office network offered in addition to credit union and High Street bank
accounts.

Utilising the Post Office as a neighbourhood bank will be particularly beneficial in respect
of driving financial inclusion. Meadows et al (2004) argue that the unbanked are
disproportionately drawn from social networks where few or no members have bank
accounts’®. Consumers in these social networks have little knowledge of the workings of
financial services, and consequentially tend to gain their knowledge of financial services
through social and community networks®®. The Post Office is therefore particularly well-
placed to offer a range of community-based banking products in a local, familiar
environment, offered by a familiar subpostmaster, that low-income consumers trust.

Our research demonstrates it is overly simplistic to consider that it is either possible or
desirable to migrate customers who currently operate only a POCA to basic bank
accounts before the current POCA expires in 2015. However, the consultation document
makes no firm commitment to a further extension to the POCA after this time, and the
Government has not set out alternative proposals for the payment of pensions and
benefits to financially-excluded groups, in the event the POCA is discontinued.

The significant barriers to further take-up of basic bank accounts among unbanked
consumers and those who only operate a POCA, as demonstrated by the research,
suggests that a Post Office custom account is the optimal means through which
financially-excluded groups should be migrated from the POCA towards an alternative,
transactional account. The creation of the custom account:

9 would help to support the viability of the Post Office network

1 could represent a significant opportunity to drive take-up of transactional accounts
among financially-excluded groups

9 would help to promote the usage of transactional account features among
potential account holders, maximising the potential benefits for low-income and
financially excluded consumers®

. Meadows, P; Ormerod, P; Cook, W (2004) Social Networks: Their Role in Access to Financial Services in

Britain. National Institute Economic Review, 189, p99-109. Co-operative Bank

& Jones, P; Barnes, T (2004) Would You Credit It: People Telling Stories About Credit

81 As referenced in response to question 3, it is striking that the Sparkassen — which offer universal access to

financi al services, and operate on a similar bas+s to the
account for 80 per cent of the basic bank accounts held by German consumers. See Bresler et al (2007)
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Costs associated with the custom account

There are a number of points that Consumer Focus would make in respect of the costs of
migrating to and operating the Post Office custom account.

We anticipate that POL may be concerned about the revenue implications of POCA
holders migrating to the custom account, and opting to withdraw their cash using the
LINK ATM network rather than through a Post Office cash machine or counter. However,
the availability of universal ATM access and a debit card facility would have a positive
bearing on the wider customer service problems, such as queuing, which if left
unchecked, have the potential to blight the commercial potential of the Post Office
banking proposition.

POL should therefore be prepared to accept an immediate loss of transaction volume
from customers migrating from the POCA to the custom account, and using ATMs rather
than post office counters to withdraw their cash, in return for the improvements to
consumer experience that could potentially be delivered through this trade-off®.

Transforming the consumer experience at post offices is an important prerequisite for
POL to realise the inherent commercial potential of extending its banking and financial
services, including overcoming the significant concerns about queuing and poor quality of
service that emerged from our recent research. See questions 4 and 5 for a further
discussion.

It is worth noting that all other card account providers give their cardholders universal
ATM access on the basis this is cheaper than providing a counter service®®, The costs of
running the custom account could therefore be reduced if account holders were granted
ATM access, which in addition to generating savings for POL could also result in lower
transaction fees for the DWP.

Consumer Focus expects that the operating costs for the custom account could be

significantly lower than those incurred by the DWP from the POCA, if the product was

operated directly by POL on its own banking platform, or utilised a shared banking

platform developed in conjunction with credit unions. POL would be able to draw on the
significant revenue associated with the clearan
accounts, which in the case of the POCA generates a return to the third party operator

(JP Morgan) but could otherwise be offset against the operating costs for the account.

We note that the Financial Inclusion Taskforce highlights that the scope for further

reduct i ons in the ‘unbanked’ may now be | imited, ¢
Survey data suggests the rate of progress is slowing down®. However, our research

suggests that if everyone who expressed a preference for the custom account were to

actually open one, on an extrapolated basis almost half of the 1.2 million consumers who

only hold a POCA could be moved into transactional banking, as could 360,000 of the

900,000 consumers who currently have no account arrangements whatsoever.

We therefore urge the Government to recognise the considerable social and economic
benefits of introducing a product in the form of the custom account, which could
encourage large numbers of low-income consumers into transactional banking
arrangements, and offset these costs against the ongoing detrimental impact and costs
associated with financial exclusion.

8 However, the installation of ATMs and granting cash machine access for the POCA may generate less
pronounced impacts for subpostmasters with a Bank of Ireland cash machine, and may actually produce a
net benefit. The NFSP 2009 income survey found that members with a Bank of Ireland ATM machine typically
made £336 in transaction income and fixed payments

8 |INK (2010) Response to this consultation

8 Financial Inclusion Taskforce (2009) Mainstreaming Financial Inclusion: Managing Your Money and Access
to Banking
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We would also encourage the Government to assess the financial contribution that banks
should be expected to make to support universal banking, in addition to their ongoing
financial support for the POCA®, and to require the High Street banks to support the set-
up and operating costs associated with establishing a custom account.

This would be appropriate on the basis that the new account could significantly drive
take-up of transactional banking facilities, and would reflect the supply-side barriers to the
take-up of basic bank accounts, as demonstrated by our research, which indicates that it
is unlikely that significant numbers of the remaining 1.75 million consumers without a
transactional account will be likely to open one at a mainstream retail bank.

Continuing financial support would also enable High Street banks to demonstrate their
ongoing commitment to promoting universal banking products, including accessible
transactional banking services for every consumer who wishes to operate such an
account. Once the custom account is established, and a significant number of POCA
hol ders have migrated to the product, it
directed towards the POCA could be diverted to supporting the custom account instead.

The costs of introducing and operating the custom account should be significantly offset
by the fact that much of the IT infrastructure, cash supply network, and physical branch
infrastructure needed to offer the account is already in place. While it is probable
additional IT and platform costs may be required to support the custom account, it is likely
in any event that much of this spend would be required anyway to enable POL to
introduce its current account and other products within its commercial transactional offer.

In determining the operating and associated start-up costs for the custom account, we
expect POL to avoid allocating costs against the custom account that would in any event
be incurred for the set-up and operation of its wider banking and financial services
portfolio.

Weekly budgeting account and the importance of control

As outlined earlier in the response, Consumer Focus proposes that a modified bill
payment facility should be incorporated as a key feature of the Post Office custom
account. This account feature would enable low-income consumers to make automated
bill payments for utility bills with confidence. The account holder would be able to set the
level and frequency of payments, including on a weekly basis, and the payments would
only be made if the account holder had sufficient funds in their account. The account
holder would not be liable for a fee from the account provider if a payment was missed,
overcoming the fear of punitive charges, and the consequences of a missed payment
would therefore be for the consumer to negotiate directly with the creditor.

This feature was designed to put the consumer firmly in control of his or her account
outgoings, and reflects the fact that our research demonstrates a pronounced wariness
among low-income consumers of anything that they perceive reduces their control over
finances, or leaves them susceptible to punitive penalty charges. The research suggests
that a marked set of barriers, real and perceived, exist in relation to account features that
low-income consumers feel reduces their overall control. Direct Debits, but also
overdrafts and buffer zones, were particular examples.

In its consultation response, the Government proposes a weekly budgeting account that
would enable low-income groups to ring-fence a proportion of their income to pay for
services by Direct Debit on a monthly or quarterly basis, including for utility bills that could
potentially enable low-income consumers to benefit from lower tariffs. As a more secure
payment platform, such an account would also benefit utility and other providers in
enabling greater certainty of payments.

% The POCA has been partly funded by the major High Street banks and Nationwide, who will have
contributed £180 million over the period 2003-08 (HC Deb 8 February 2006 c1228W)
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While we agree with the Financial Inclusion Taskforce that one of the reasons many low-
income consumers do not take advantage of Direct Debit is because of the mismatch
between weekly or fortnightly budgeting cycles on the one hand, and monthly or quarterly
Direct Debit billing facilities on the other®®, our research suggests the importance of
consumer control is an equally significant explanation in determining the current take-up
of Direct Debit facilities among low-income consumers.

As the proposed budgeting account will operate on the basis of offering a Direct Debit
facility, as opposed to a modified bill payment function, Consumer Focus has significant
concerns about the likely effectiveness and attractiveness of the budgeting account
among low-income consumers.

Our research suggests that a shadow account which draws money away from a primary
account, and which makes payments using a standard Direct Debit facility, is unlikely to
be an attractive feature for many low-income consumers: this is because it is neither built
around the principle of control, nor does it respond effectively to the significant perceptual
barriers associated with the inherent lack of transparency, uncertainty or perceived risk
associated with Direct Debit payments.

According to the research, only a small proportion of low-income people consider Direct
Debit to be an essential account feature. Only eight per cent of unbanked consumers, 15
per cent of consumers operating only a POCA, and 25 per cent of consumers operating a
POCA in addition to another account considered Direct Debits to be essential.

Two factors largely explain these findings: firstly, a perception that Direct Debit inhibits
control of outgoings, and works more to the advantage of the account provider and
creditor than the consumer:

ol donét | i ke peopl asmgasdounigandl liké togommyandaac c ount |,
one el se, but | am pretty good with bills so
over the phone with a debit card or whatever

0No, youodve gotDirecoDelmt.olrhely jusbwhip gourenoneyalout] at
the same ti mebo

0l just donodt | Dikeda Debits and stahding ordefs ard atwffilike g
that on my account . I just want to have cont
opposed to it just coming straight outofmy b ank 6

Secondly, there is a pronounced concern among low-income consumers that missing
payments will leave them vulnerable to incurring punitive charges, which in turn could
lead to the disruption and unravelling of carefully planned money management routines:

®irect Debits cost you money?d

Many consumers reported making a conscious trade-off in that they opted to pay bills by
cash or cheque, even though they knew this cost more than Direct Debit: this is because
tenabl ed them to ‘ kwhenmbudgetmg and crucibllg iyalsa trelped
them to minimise the risk of incurring unexpected charges for missed bill payments®’.

While our research demonstrated the significant perceived disadvantages and risks of
Direct Debits for many low-income consumers, and that this is often ill-suited to the needs
of these groups, there was considerable appetite for the modified bill payment feature as
a part of the wider custom account, and when compared to existing bill payment types:

% Cited in the BIS consultation document

87 We note that other bodies have al s o r ecognised the perceived concerns abou
Direct Debits among low-income consumers, and the dampening effect this has on Direct Debit take-up. For

example, National Energy Action (2009) highlight the effect of penalty charges on take-up in its report: What

Scope is there for the development of a new fuel payment method in the UK?: A solution for vulnerable

energy consumers

44



Figure 8: Appeal of the modified bill payment mechanism

Automated bill payment Modified bill payment | Direct Debit Standing
(interest) % (essential) % order

(essential)
%

Unbanked 37 8 8

POCA only 55 15 16

POCA and other bank account | 56 25 20

Banked (receiving benefits) 59 35 29

Banked (not receiving benefits) | 61 41 31

Clearly, this facility would need to be effectively communicated to potential users, such
that the differences between this modified bill payment mechanism and standard bill
payment products, including Direct Debit, is understood. However, the data suggests that
there is an appetite among low-income consumers to take advantage of the benefits of a
modified bill payment facility.

Our research therefore demonstrates the considerable potential of a modified bill
payment facility linked to a single transactional account designed for the specific needs of
low-income consumers. This facility would be built around and be responsive to the
importance of control, certainty, and in recognition of the considerable barriers to take-up
of facilities associated with lack of certainty and risk. By building a product around their
concerns and needs, such a product could deliver considerable benefits for low-income
consumers. As focus group participants told us in respect of the modified bill payment
option:

0fat would be amazingo

60h | would be [likely to use DieetDehitddi f i

e d

b

61t would be a [QecoDkbita | a®rfhati ae ktd&m concerne

alternativebo
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Credit unions could work effectively with POL to offer
financial products to low-income consumers, and could
complement each other

We wel come the Government's recognition of the
credit unions and the Post Office network. While the services offered through credit

unions vary, typically these provide access to financial products including transactional

accounts, savings accounts, affordable loans and access to the Growth Fund. The

development of a joint product suite, or usage of the Post Office network to offer universal

coverage to the services offered through credit unions, represents an important means of

offering social banking products targeted at low-income consumers and increasing

awareness of credit union services among consumers generally.

It is our understanding that further credit union services could be delivered through post
offices in two ways:

1 POL could establish a credit union in its own right. This would be a separate
legal entity from POL, but would operate on the basis of a management
framework agreement with POL to outline its operating arrangements, product
range and transactional costs, and wutilisin
access

1 We understand that discussions between POL and the Association of British
Credit Unions Limited (ABCUL) are ongoing: a useful output from these
discussions would be to consider the potential to develop a shared banking
platform that could be integrated into POL’
pl atform could supponanddedlawfsaceessn credi t un
agreements with local credit unions. This would enable POL and credit unions to
develop and offer joint products through the Post Office network, or at the very
least offer credit union services through the Post Office network of 11,500
branches.

The majority of Credit Union Current Account holders can currently access their accounts
through the Post Office network, because of the access arrangements in place between
participating credit unions and the Co-operative Bank. A shared platform between POL
and credit unions would offer further benefits by enabling credit unions to offer savings
products through or jointly with POL, and through the network of post office branches.

There may also be scope for POL and credit unions to investigate using a shared banking
platform to offer the custom account proposed in this response on a joint basis. The
existing Credit Union Current Account and our Custom Account are similar in a number of
respects, presenting the opportunity to consider whether the custom account could
develop out of the CUCA if the Post Office Credit Union option was pursued.

A credit union option could present POL with a relatively straightforward way of
introducing additional financial products, overcoming the regulatory and contractual
barriers that may apply if POL opted to develop and introduce these products itself.

Given the fact credit unions determine on an individual basis which services they will

offer, the option of the Post Office setting up its own credit union may be the optimal

means, on a UK-wide basis, of providing the widest possible range of credit union

products to consumer s, a rceeditunoaprodets.r e ami ng’ acce

While credit unions often represent an excellent means of providing services to low-
income consumers in the areas in which they operate, it can be difficult for consumers to
access credit union accounts if they live outside those areas. A partnership with POL, or
POL setting up its own credit union, would therefore offer universal reach for credit union
services, and would promote the growth of credit unions at the same time as offering
targeted products designed to benefit low-income consumers.
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While there is universal access to credit union services in Wales, and good coverage in
Northern Ireland, the Post Office offers scope for UK-wide universal reach.

Extending the reach of credit union services through post offices could deliver universal
access to the Growth Fund, other affordable lending and savings products aimed at low-
income consumers offered through credit unions, but which currently can only be
accessed in those locations where credit unions or community finance development
initiatives (CDFIs) operate. This move could also encourage Registered Social Landlords
(RSLs) to promote the take-up of credit union savings, affordable and low-cost insurance
products to social housing tenants. Many RSLs, particularly in England, do not currently
promote these because their operating areas do not map onto areas with credit union
coverage.

In addition to delivering universal accessibility of credit union services, a partnership
between credit unions and POL could also represent a strong commercial and
development opportunity for credit unions®. Our research suggests that credit unions are
popular when well understood among low income consumers, but that among those who
had not heard of them previously, there was a strong wariness about whether they were
between POL and credit unions, with the strong awareness of, and trust in, the Post
Office brand encouraging consumers to consider a credit union option when they
otherwise might not. As a focus group respondent told us:

@ecause you know more about the Post Office than these credit unions [some
agreement from other participants], you probably would trust the Post Offce mo r e 6

Take-up of credit union facilities is highest in Northern Ireland compared to other areas of
the UK. It is anticipated that the current Financial Services Bill will enable Northern
Ireland credit unions to offer a wider range of products including current accounts, like
their counterparts elsewhere in the UK. It is therefore disappointing that the two
governing bodies for Northern Ireland credit unions, the League of Credit Unions and the
Ulster Federation of Credit Unions, were not included in the list of organisations to which
the consultation document was issued. We call on the Government to ensure it engages
with these bodies as it explores the closer relationships between credit unions and POL.
This engagement should take place prior to the Government publishing its decision
document.

too good to be true'. There is conreadiggupenti all vy

The success of credit unions in Northern | relan

the community’ ethos, but also because-they
term viability requires that they attract a cross section of people from local communities,

not just those who are socially or financially excluded. In adopting a neighbourhood bank
approach, the Post Office should seek to learn from the success of the NI credit union
movement in this respect.

8 An excellent example here is Pollok Credit Union, which operates post office and credit union services from
shared premises in the Silverburn shopping centre on
already well-established in the area, and indeed awareness of credit unions is already considerable in the

city, the credit union membership has increased significantly since taking over the local provision of post

office services last year. The co-location of post office and credit union services has been well received by
customers
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The Post Office to offer access to high-cost credit
alternatives

Consumer Focus identifies significant scope for the Post Office network to offer access to

a range of alternative products to those offered by high-cost credit providers, including

doorstep lending and payday loans. Preferably, these services would be delivered

through the credit union options outlined above; otherwise POL could offer such products

in its own right. There is considerable potential for types of high cost loans of this nature

to result in problems for low-income consumers. Payday loans, for example, are generally

promoted as short-term loans, however the reality for a number of borrowers is that they

are renewed on a ‘rollover basis from month to

The OFT's research into the borrowing attitudes
high-cost credit® tends to support previous findings about the difficulties of introducing

competitiveness into the market, but also indicates the opportunities for POL to offer

social banking products that generate a sustainable financial return. The importance of

‘speed of arrangement t o ecamdsacurecthesredit)t he t i mesc
supports the view that these are people operating under considerable financial pressures,

and with only limited options available to meet their credit needs. The fact that most

consumers surveyed felt they had found the best deal, or a good deal, despite having

taken their decision to take out a high cost loan very quickly, and with only limited

information, is indicative of the restrictions on the forms of credit available to this group.

The research also demonstrates the inherentbar ri er s in getting these ¢
around’ for products, and seek the opti mal prod
terms of the monthly repayments but also the overall repayment amount.

Given its unparalleled reach across the UK, and the disproportionately high usage of the
Post Office network among low-income consumers, the Post Office would therefore
appear to be well-placed to offer access to more affordable, lower-cost loans to low-
income consumers. Such a move would draw on the penetration and visibility of the
extensive network of post offices, including in areas with a high concentration of low-
income consumers, to promote awareness and take-up of affordable credit among these
groups.

In effect, high-cost credit providers such as doorstop lenders could be circumvented by
an alternative neighbourhood provider, the Post Office, offering services — preferably
through a credit union option, but otherwise in its own right. This would draw on the Post
Of f i higlk levels of trust among low-income consumers to drive take-up of an
affordable suite of lending products.

As speed is such an important factor for many of those seeking this form of credit, the
procedures and delays associated with conventional credit present a barrier to those who
require a swift resolution of their debt problems. However, the Post Office offers capacity
to process applications and the technological means to transact applications promptly: its
Post Office Payout technology would enable successful applicants to receive confirmation
by text message, with the borrower then being able to access funds immediately through
any post office branch.

In the event of a partnership with credit unions, the Post Office could also integrate
Growth Funds and other credit union products into its affordable credit product suite,
and/or its Payout scheme.

8 For a full discussion of the OFT work, see Consumer Focus (2010) Response to the OFT Review of High
Cost Credit: Interim Research Report
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POL should be able to offer rates that are significantly better than those consumers pay if
taking out high-cost loans through conventional lenders, although clearly the interest
rates applicable would reflect the potential default risk associated with lending to these
groups. We appreciate that POL would want to carefully consider the branding associated
with such products, perhaps giving them a distinct identity that then sits under the same
umbrella as its wider banking financial services offer. CDFlIs frequently charge interest
rates of 45-50 per cent, which is significantly lower than the interest rates associated with
payday loans or other high-cost credit routes, although clearly significantly higher than
standard lending rates.

A move by POL into affordable credit products could potentially contribute significantly to
social and financial objectives, but could also represent a significant additional revenue
stream for the network. Due to being on a low-income, consumers in this category are
often categorised as ‘ hi gh ,low-isckme,consumerstattee basi s
more likely to default on loans. However, our research demonstrates that many low-
income consumers are actually careful money managers, and responsible borrowers,
which suggests that with effective individual assessment, the risk of default associated
with these products can be lowered®. However, we would stress the need for careful
lending requirements, based on an assessment of the individual circumstances of the
consumer concerned, to minimise the risk of inappropriate lending and ensure interest
rates applicable remained at the lowest possible level.

Social Fund

There are also opportunities for post offices in respect of delivering Social Fund
payments, which are currently administered by Jobcentre Plus. This could take two
forms: POL could directly assess and process Social Fund applications, or alternatively
POL could process applications following approval from Jobcentre Plus, with recipients
drawing funds from a post office branch using the Payout technology outlined above.

While the Post Office is well-placed to offer Social Fund payments, Consumer Focus
cautions that there would need to be considerable changes to the current operation of the
Fund, if it were to meet the growing level of demand for low cost credit among
consumers®. We would therefore call for any changes to the processing of Social Fund
payments to be in addition to, rather than instead of, POL introducing its own range of
affordable credit solutions.

The Post Officeas a host for OMoney Made C

POL should work with the Financial Services Authority (FSA) to identify which post offices

could serve as host premises forther ol | out of the FSA's ‘ Money Mad
When it is rolled out UK-wide, the service will offer free money guidance advice online,

over the telephone, or through face to face appointments delivered through partner

organisations and charities.

The Post Office network is well-placed to ensure that the Money Made Clear initiative
achieves universal coverage, with post offices particularly suited to hosting the service in
rural areas, where other community facilities may not be available, or where the service
could be operated cost-effectively on an outreach basis from a post office branch.

% Forthcoming Consumer Focus research will assess the usage of and behaviour of low-income consumers
who take up payday lending

% See the Consumer Focus response to the OFT review of high cost credit, in which we highlight concerns
about the restrictions on the eligibility and scope, the complexity of the applications process, and a high rate
of refusal and limitations on funding which have hampered the extent to which it can perform as an alternative
to high cost credit

49



Consumer
Focus

Campaigning for a fair deal

Consumer Focus response to the BIS consultation on
developing the banking and financial services available at
the Post Office

If you have any questions or would like further information about our response please
contact Andy Burrows, Principal Policy Advocate, by telephone on 0207 799 8016
or via email: andy.burrows@consumerfocus.org.uk
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