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Why retail banking needs a digital uplift
Retail banking is changing
Before the Covid-19 crisis, banks were facing fundamental
challenges to their business models from fintechs, big
techs and from customers themselves. Despite current
circumstances those challenges remain, along with a skills
gap in the industry.
Those skills include risk management, sustainability,
governance and ethics as well as digital banking and
managing customer relationships through remote channels.
Customers have higher expectations – and can more easily
switch providers – than ever before.
To keep your customers onside, you need to get a better
understanding of their needs, wants and aspirations.
That’s where the Certificate in Retail and Digital Banking
(CertRDB) can help.

If you hold our Certificate in
Retail Banking Conduct of
Business (CertRBCB) we can
offer CertRDB to you for 50%
off – that’s a saving of £175!
All you have to do is register for
the qualification and enter the
following promotional code
– RBCB50 – right before you
make a payment so it will take
50% off the price.

Key content areas
• New and emerging bank business models, retail products and
services.
• Changing customer expectations and behaviours and the
implications for customer delivery channels.
• Digital innovation in retail banking and how banks deliver
products, sales, marketing and customer support through
different channel experiences.
• The impact of enabling technologies on bank processes
(eg credit assessment, payments, money transmission).
• The capture, analysis and use of customer data by banks.
• Digital influences in financial services and the risk implications
for banks.
• How regulation and legislation affect financial services
organisations and their customers

Find out more libf.ac.uk/certrdb
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In this issue

In a world of change
B

ill Gates is supposed to have said back in 1994:
“Banking is necessary, banks are not.” Nearly thirty
years later, though banks are still very much with us,
the shape of financial services is starting to change. That’s
why this issue of Financial World examines some of the
latest developments in technology and what they might
mean for the structure of the sector.

Away from the main cover theme we unpick more familiar
challenges. The Pensions Dashboards Programme, for
example, faces an uphill task in getting the data on millions
of small pension pots online, as Richard Tomlinson reports.
Green mortgages should be encouraging more sustainable
housing but there is a risk of them becoming white
elephants, according to Richard Northedge.

Some of the new developments are still far away from
practical application, but they have the potential to be highly
disruptive. The short-cuts promised by quantum computing,
for example, could be revolutionary, as Michael Brooks
explains.

Sustainable productivity growth will be needed if the
economy is to thrive, which will demand much greater
inclusion. Andy Davis explores whether Shariah-compliant
finance in the UK can meet its promise of offering valuesbased, sustainable finance and increased financial inclusion.
Alison Maitland interviews a fintech CEO, Nadia Sood,
about what it takes for a woman to succeed at the top of
the sector. And Catherine Winter’s analysis of the findings
of LIBF’s annual Young Persons’ Money Index shows how
important financial education will be in helping young
people do well after Covid-19.

Quantum computing is genuinely strange, but advanced
technologies already in use – such as artificial intelligence
– also challenge the way we currently navigate the world.
The lightning-fast pattern recognition of AI supports
machine learning. That, as Rebecca Pool discusses, already
outperforms some conventional economic modelling, which
is one of the reasons why regulators are just as interested in
its capabilities as businesses are.
The automation that comes with machine learning promises
huge benefits – not least greater productivity and the ability
to free up staff to focus on the creative and empathetic
tasks that only people do well. But automating routine
decisions can also be problematic. Matthew Hutson explains
why it could supercharge our biases if we don’t proceed
with care.
The fourth industrial revolution promises to blur the lines
“between the physical, digital and biological”, according to
the World Economic Forum. Tim Green takes a look at what
this could mean in payments where smart machines on the
Internet of Things automatically pay one another as the
human principals go about their tasks. This trend towards
finance as an integrated part of another process has already
given us embedded payments. Christine Horton examines
the wider questions around ‘contextual finance’.
If we put all our faith in smart machines, can we be sure
that the system will be resilient? David Birch suggests
how we might build a more fail-safe national payments
infrastructure. And what will developments in retail banking,
such as open finance, mean for that most familiar of
financial services: the personal current account?
Ouida Taaffe takes a look at the potential deconstruction
of the PCA.
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Part of the government’s plan for building back better is the
new British Infrastructure Bank. Paul Wallace discusses what
roles it might fill as it grows to scale.
Sustainability is high on the policy agenda, but the devil will
be in detailed implementation. We take a look at whether
trade banks can boost sustainable business practices around
the world by helping their clients funnel supply chain
finance to green producers. The past year has brought a
lot of change to trade finance – including the acceleration
of digitisation and the exit of some banks from commodity
trade finance. The implementation of Basel IV regulations
promises to continue to shake the sector, as Christopher
Alkan reports.
In our regular columns, our careers feature describes what
hiring by fintech banks means for the incumbents. ‘Ask
Nadim’ tackles the thorny question of how to deal with
a discriminatory boss who believes he is being kind and
protective. And N2K, our legal column, reminds us of the
enduring importance of ‘caveat emptor’, as shown by the
ruling against the London Capital & Finance bondholders.
Last but not least, we also bring you the crossword.
Ouida Taaffe is the editor of Financial World

Comment

A climate cost worth paying
Bruce Davis explains how, far from being a cost, investment in reaching a carbon net-zero
economy will provide hope of a better economic outlook for future generations

S

ince the time of William Gladstone, it has been the role
of the UK Chancellor of the Exchequer to preach the
gospel of thrift in public finances and investment. But
despite radical changes in money creation since Victorian
times, we still cling to some of that era’s myths. First, the idea
that ‘real money’ is what we have saved up, after earning
it through ‘hard work’ and ‘entrepreneurship’. Second, that
spending on public services and investment either takes that
money away from the private individuals and businesses who
created it, or burdens them with debt to pay for it.
This peculiar obsession with the myth of ‘household
prudence’ in monetary and fiscal policy has very real
consequences. In particular, it will make it harder to reach a
carbon net-zero economy. And to paraphrase Gladstone: netzero delayed may be net-zero denied.

Investing in essentials
Philip Hammond, when chancellor, claimed that the cost of the
UK reaching net-zero by 2050 would be borne by taxpayers
and would ‘take money away’ from essential services.
But, far from being a cost, that investment would produce net
gains in terms of savings over the long term – as institutions
such as the Grantham Research Institute at the London
School of Economics and the government’s own advisers on
climate change, the independent Climate Change Committee
(CCC), have demonstrated. Yes, the savings will not be felt
immediately, but investing in net-zero will provide hope of a
better economic future for generations after us.
There are also short-term benefits. In particular, the economic
multipliers of investment in green infrastructure make netzero the ideal policy to build back better after Covid-19.
And the benefits will not just be growth, or sustainability.
The way that major economies have tackled Covid – with
lockdowns and huge government spending – means we need
to ensure that the recovery is not vulnerable to inflation when
excess savings are unleashed. Spending now to create green
infrastructure and green jobs will help offset that risk.

The price of everything and the true cost of nothing
But whatever the benefits of a net-zero policy, those who
can’t see the wood for the carbon offsets keep complaining
about cost. To be fair to the government, the Treasury has
made strides since 2017 to correct its sums and calculate

both sides of the cost-benefit equation more holistically. Rishi
Sunak, the current chancellor, has not only overseen changes
to the Green Book, which decides what makes good value
for money for the Treasury, but also instructed the Bank of
England’s Monetary Policy Committee to take account of
transiting to net-zero.
Academic studies are also now beginning to quantify the
cost of inaction, or slow action, on reaching net-zero. Their
findings challenge the models that advocate a grow now,
repair later strategy. It turns out that what looks like prudence
will prove costly later – and in more than just financial terms.

A welcome change in attitude
My own work over the past 20 years, studying the social life
of money as an anthropologist, has shown just how ingrained
our beliefs about money and cost are. We equate the savings
we have in banks with ‘money’ and anything that puts those
savings at risk as synonymous with gambling.
This is why many people think their pension pot is made up of
the cash they have squirrelled away through mechanisms such
as auto-enrolment and are genuinely shocked to find there is
more to it. They have never considered that a pension needs
to invest in company shares, bonds and other assets that will
(hopefully) pay off in the future.
And, as the campaign group Make My Money Matter
has illustrated recently, those same people are even more
shocked when they discover they are investing in companies
responsible for the bulk of the carbon emissions that
precipitated the climate crisis.
That has, thankfully, led to change. People are beginning to
vote with their money for the world they want to live in. They
are judging the future impact of investments made by them,
or on their behalf, to be as, if not more, important than past
performance. That will mean a long-overdue and wholesale
shift in the way everyone – from analysts to central bankers –
thinks about risk, return, cost and benefit.
Bruce Davis is Joint Managing Director of
Abundance Investment and a Director of the
UK Crowdfunding Association. He is also a
Visiting Research Fellow of the Bauman Institute,
University of Leeds, and a Senior Fellow of the
Finance Innovation Lab
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Comment

There is more to virtue than ESG
JC de Swaan argues that professional investors should use their skills and networks to drive
positive environmental and social change that goes beyond an ESG-labelled portfolio

E

mbedding environmental, governance and social (ESG)
factors into the construction of a portfolio has taken
the investment world by storm. Professional investors
with traditional mandates can now seek to maximise financial
returns while putting pressure on companies to be mindful of
their impact on society.
But is following ESG principles enough to make an investor
virtuous, in the sense of living up to humanistic values and
making a positive contribution to society? My research on
ethical role models in finance suggests more is needed. Finance
professionals face relentless pressure to deliver returns, often
over a short-term horizon. I focused on those who were
ambitious and successful while balancing their own interest
with the collective good.

From the study of their behaviour, a few paths to virtue
stand out.
1. They serve their clients faithfully, with their customers’
interests in mind.
2. They do so without extracting value from other stakeholders.
3. They treat their colleagues with dignity and fairness, and
promote diversity within their firms and the industry.
4. They utilise their financial skills and networks to pursue social
goals outside of their careers in finance.
The fundamental mandate of finance professionals is to serve
clients’ interests faithfully. Adopting ESG principles can help an
investor do well on this by mitigating portfolio risk. ESG also
speaks to the virtue of not extracting value from society and,
in the best-case scenarios, of creating social value. There is no
question that the rapid adoption of ESG guidelines represents
a material step forward for an industry that, until recently, had
paid scant attention to its societal impact. But embedding ESG
factors in investment processes isn’t a panacea.
Virtuous professional investors start with fundamental
humanistic values and apply them at home: in treating
colleagues with dignity and fairness and promoting diversity.
For example, John Montgomery, founder of Houston-based
Bridgeway Capital Management, involves colleagues in the
firm’s annual compensation process and typically sets a cap for
the compensation of the firm’s highest-paid partner at seven
times that of its lowest-paid individual. Virtuous investors often
recognise that their achievements are not theirs alone.
When Warren Hellman decided to retire from Hellman &
Friedman, the US private equity firm he co-founded, he did so
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without ‘cashing out’, in order to motivate future partners by
‘paying it forward’.
Virtuous investors can also use their seat at the table to change
other businesses. Natasha Lamb, for instance, co-founder of US
investment firm Arjuna Capital, has led a relentless shareholder
campaign in the US putting pressure on large listed companies
to publish their gender pay gaps and abide by contemporary
norms of diversity, which has gained remarkable traction.
Beyond the day job, virtuous investment professionals can
also contribute to society by using their skills and networks to
advance social causes – either in parallel to their professional
responsibilities or once they leave the industry.
There are many opportunities – from public service to not-forprofit initiatives. Arminio Fraga, a macro hedge fund manager
in the 1990s, left his position at Soros Fund Management to
head the Brazilian central bank. Mitt Romney left Bain Capital,
the private equity firm he had co-founded, to manage the
Salt Lake City Winter Olympics, eventually serving as governor
of Massachusetts, and is now a US senator. Pioneer venture
capitalist Sir Ronald Cohen focused on the collective interest by
helping to launch several socially oriented organisations in the
UK, including Social Finance and Big Society Capital.
Professionals don’t need to be high-profile masters-of-theuniverse to make a difference. David Webb, a small-cap
investor and corporate governance activist, has had a
disproportionate impact in Hong Kong by the sheer power of
his dogged campaigns. He targets cronyism, corruption and
breaches of minority shareholder rights (typically separate from
his own investment activities), underpinning his cases with
detailed, rigorous analysis made freely available to the public.
These examples remind us that, while ESG is a force for
good and one of the most energising developments in the
investment world of the past few decades with tremendous
potential for impact, it should not eclipse other paths to virtue
for professional investors.
JC de Swaan is a lecturer in economics at
Princeton University and a partner at Cornwall
Capital. He is the author of Seeking Virtue in
Finance: contributing to society in a
conflicted industry
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Comment

A bumpy regulatory path
What does the government’s ‘Global Britain’ policy mean for the UK’s approach to
international financial regulation? For now, because of the many tensions inherent in the
current position, there seem to be more questions than answers David Green says

T

he tensions that the UK faces in settling its position
on international financial regulation are not just down
to Brexit. It left the only significant free trade area in
the world in financial services, where it had a major role in
making the rules, because it didn’t want to follow those rules.
The UK says it wants to abide instead by global standards.
Why? Because it will have had a hand in making them. In
the next breath, it says it wants to be the most competitive
global centre in terms of regulation. And it also wants to tailor
regulation to better fit its ‘own markets’.

forced by external pressure to impose new rules they secretly
wanted.

It’s hard to see how all those circles can be squared. Is the
UK not sure what it wants, or is it deliberately sending mixed
messages? And what does this mean in practice? Or for
international credibility?

Given that allowing more ‘competition’ can attract business,
there is some excitement that the UK will soon embark on a
truly root-and-branch review of its competitiveness. But what
does that mean and how does it relate to the pursuit of global
standards? Which new global standards are actually under
discussion? And what new global standards might the UK
want to promote? We’re still in the process of implementing
reforms that followed the global financial crisis of 2008–09.
Industry hopes about rapid removal of strict EU standards on
bank and insurance capital have already been dashed.

“

The parties all pretended that
they were forced by external
pressure to impose new rules
they secretly wanted

Global standards
The EU common rule-book does what it says on the tin.
Global financial standards, in contrast, are often deliberately
fuzzy to allow local variation, and there is no mechanism for
enforcement. Attempts at enforcement, along the lines seen in
trading in goods, have won no support. Making the Financial
Stability Board a treaty-based organisation along the lines of
the World Trade Organisation, as Sir Howard Davies, chairman
of NatWest Group, explored in Global Banking Regulation:
the limits of voluntarism, is an obvious way to enhance the
status of global standards. But, again, that has got nowhere.
Everyone likes to praise global standards and avoid being
bound by them.
What is done depends, of course, on the standard. Prudential
supervisors and central banks, for instance, want to ensure
that foreign financial firms have adequate capital, both to
protect citizens and to stop ‘unfair’ foreign competition.
Pretending that those standards are simply a regrettable
outside imposition helps. That was the political background
to the first Basel capital accord, whose negotiation I observed
first-hand. The main protagonists all pretended they were
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There’s also a policy rationale for rejecting some common
rules. Conduct regulators, for example, want to make sure that
their national capital markets are as attractive and competitive
as possible. But common standards don’t help countries
stand out from the crowd – hence the present regulatory
competition to attract stock listings.

Unleashing good competition

The most obvious area for new global standards is green
finance. But there is mixed enthusiasm in London for adopting
the EU’s green taxonomy, which could stymie matters. Other
areas much talked about include operational resilience. That is
the motherhood and apple pie of banking, but still a potential
source of tension between jurisdictions. Similarly, digital
finance and cybersecurity are essential but can be fraught.
There the gain is to learn from best practice.
Non-bank finance – so-called ‘shadow banking’ and the risk
it may pose through inadequate regulation – is another topic
that won’t go away. The UK hopes to attract non-bank fintech
companies by being an innovative regulator. But that’s not
without risks, as the recent Greensill Capital affair reminds us.

Playing nicely with other regulators
It’s not clear how consistent UK aims are with the pursuit
of global standards. Nevertheless, it is planning to include a
commitment in its boilerplate free trade agreements to work
bilaterally within international standards. But if each of the
UK’s counterparties has different interests, which is entirely
possible, progress will depend on the UK’s weight in the
relevant international forum. How this develops over time
remains to be seen. Indeed, the UK will only have a consistent

voice itself if its prudential and conduct regulators can
coordinate at home while engaging bilaterally with their peers
around the world.
We shouldn’t forget that the UK’s influence in recent years
has in part derived from its position as the leading financial
centre for the EU. It had a crucial influence in determining EU
policy, which helped give it the chair of several global working
groups. Brexit has changed that and it also means the loss of
the deep hinterland of EU savings. Now, the UK can only speak
for itself. It intends to follow a different regulatory path from
the EU, although in ways not yet specified. The road could be
bumpy.

What the UK wants
The UK has said that it will be asking for the opening up of
financial services opportunities in other markets. Negotiating
market access in financial services is a tricky, complex and timeconsuming business, as has been well set out by the recent UK
Finance paper on ‘International Trade in Financial Services’.
What will the UK ask for and on whose behalf? Will it just seek
to promote the interests of UK firms, or will it also go in to
bat for non-UK firms operating out of London? The larger UK
firms have little ambition any longer in Europe but are already
well established in some markets outside the continent – think
HSBC, Standard Chartered or Prudential.
Would the UK be willing to create a regime for large
international wholesale market players hosted in London
– with loosened prudential capital requirements – as some
are asking for? It was unable to persuade the EU to accept
regulatory equivalence post-Brexit, but could it get, say, the US
and Japan to do so?
We should remember that the UK is not the only country that
wants its regulators to fight its domestic corner – and that
local interests matter. I was involved when the UK was last
negotiating market access on its own account in the 1980s
and 1990s. Securing access to each of the US, Japanese
and Canadian markets involved navigating very different
local regimes, including regulators independent of finance
ministries, and dealing with parliamentary or congressional
committees with constituent interests to protect.
It’s also not just about UK access to other markets. Reciprocal
access is often crucial. There is mounting concern, for example,
about aspects of Chinese activity and policy. How should
regulators respond to that? Perhaps more importantly, we have
yet to find out how the US views the UK as a financial services
counterpart now that it is no longer a springboard into Europe.
Until negotiations progress further, it is difficult to tell what the
full range of trade-offs will be for each market.

As the UK Finance paper pointed out, trust is fundamental to
financial services. The UK government’s recent patchy record
on adhering to international commitments may not make
it easier for overseas supervisors to trust our policy makers.
Market trust in our regulators is also fundamental. The
financial centres that are most successful from the regulatory
point of view are not those with lower standards but those
where the supervisors are competent, consistent and userfriendly. Recent anecdotal reports of overreach at foreign firms
by UK regulators are a warning that there are many elements
in a successful approach to international financial regulation.

“

Brexit delivered a blow to
cross-border firms that
wanted the same rules for the
same business everywhere

What firms themselves actually want, as a recent report,
‘Global Solutions to Global Problems’, by the International
Regulatory Strategy Group, has reminded us, is global
regulatory coherence. Ideally, cross-border firms want the
same rules for the same business everywhere. Brexit has
delivered a blow to those aspirations. Will the strategy the
UK government plans to put in its place serve the interests of
those who take part in financial markets and, above all, those
who use them?
Brexit has meant a loss of ground but, given that, what
should the objectives be? The first should be to eliminate any
ambivalence about the UK’s commitment to global standardsetting and global regulatory coherence.
The second should be to determine which are the most
important standards (for example, environmental, social and
corporate governance) and to seek to rebuild alliances. That
will demand effective and informed financial diplomacy that
takes account of the UK’s changed position in the world.
The third should be to deliver effective, reliable, efficient,
coordinated and consistent domestic regulation and
supervision. These objectives, taken together, would go far in
serving the UK’s best interests.
David Green has had a career in monetary policy,
supervision and financial stability at the IMF, Bank
of England, FSA and Central Bank of Ireland. He is
co-author with Sir Howard Davies of Banking on
the Future: The Fall and Rise of Central Banking
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Comment

The Institute’s new risk centre
Olivier Beroud explains why the LIBF’s new risk centre has been set up to provide education
and training on issues of governance, risk and regulation to finance professionals

T

he London Institute of Banking & Finance (LIBF) has set
up a new Centre for Governance, Risk and Regulation
(CGRR). The centre has a simple purpose: to create a
community of experts who work together to discuss, explain
and provide education and training on issues of governance,
risk and regulation to finance professionals around the world.
The LIBF has been addressing these issues for a long time –
since its foundation some 141 years ago. Managing risk is
central to what banks do and it is why the institute can draw
on a community of professionals with deep experience and
knowledge of risk management from both the regulatory and
practitioner points of view.
So why set up a formal centre? The financial system has
become much more resilient and adaptable since the
2007–2008 financial crisis, but there are also new risks and
challenges that financial institutions – and banks in particular
– need to address with urgency. The pandemic has highlighted
some of them.
In the new centre, participants can come together to reflect
and take action on these issues and create focused, relevant
and easily accessible research and training programmes.
The centre will work on real-world problems – in all their
complexity. That is why it will collaborate with our existing
centres, especially those for sustainable finance and digital
finance, to look at problems in the round.
All the men and women in our virtual faculty are experienced
and involved day to day in the issues board members and
senior finance professionals tackle.
These issues include:
• How can boards meet their governance duties on pressing
issues such as climate change, social development and
cybersecurity?
• How can a risk appetite framework incorporate new
environmental, social and governance risks?
• What opportunities can organisations pursue in the new
digital and sustainable future while still managing risks and
ensuring enhanced compliance?
The centre is not a talking shop. We offer qualifications that
enable financial professionals to thrive in their careers in risk,
regulation and senior management. We deliver training for
boards and senior managers around the world to help them
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prepare for all aspects of bank crisis management, both
technical and personal.
Why personal? Because it can be an underestimated risk – as
the pandemic made clear. During lockdown, for example,
some technically excellent senior managers found that
their skills were ‘incomplete’ when it came to dealing with
distressed staff and customers and the regulatory challenges of
working from home.
Major changes in financial services are not going away. Senior
managers will need to be able to deal with new expectations
and demands from regulators, customers and employees – and
at a global level. To remain at the cutting edge of thinking and
research, and to benefit from different viewpoints, experiences
and techniques that banks around the world possess, we have
partners and trainers in Abu Dhabi, Singapore, Kuala Lumpur,
Tunis, Paris and London. We work with national experts to
ensure that we are both relevant locally and pertinent globally.
Our aim is to be easy to engage with and to make a difference.
The centre offers paid-for training courses, but also free
webinars, interviews, podcasts and articles. Please join us and
send us your comments and ideas. Everyone is welcome.
Olivier Beroud is a Visiting Professor at LIBF
and founder of the CGRR. He has over 30 years’
experience in finance, including as Head of
EMEA for Moody’s until 2016 and Global Head
of Ratings Advisory & Risk Appetite at Barclays
from 2006 to 2011

Counting down to net-zero
Paul Howard gives a top-level view of how increased regulatory pressures to reduce
greenhouse gas emissions will mean banks have to follow new governance requirements

T

here may still be arguments about the extent of, and
danger from, climate change, but what is not in dispute
is that regulatory pressure to reach net-zero on
greenhouse gas emissions has increased. The time horizon to
become compliant has also narrowed. Witness China setting a
target to be carbon neutral by 2060; the UK bringing forward
the ban on sales of new diesel and petrol-powered cars to 2030;
and US president Joe Biden’s plan to prioritise tackling climate
change and to rejoin the Paris Accord. You get the picture.
So what can the chief executive or board of a small bank or
financial institution do to stem the tide of global warming –
and what must they do to stay compliant? The honest answer
is that the regulator is still working on the details, but doing
nothing is not an option.
Climate change and the financial sector’s response to it are very
high up on the regulatory policy agenda. The UK government
wants to be the first G20 country to make climate-related
financial disclosures mandatory across the economy. Large banks
and building societies were invited last year to take part in the
Bank of England’s ‘Climate Biennial Exploratory Scenario’ ie a
stress test of climate related exposures, which runs this June.
But while there is increasing activity and practical thought
leadership by the UK regulator, it is worth going back a little to
the watershed moment that informed the direction of travel to
date. In April 2019, the Prudential Regulation Authority (PRA),
part of the Bank of England, published policy and supervisory
statements on managing the financial risks of climate change.
They required banks and financial institutions to adapt their
governance, risk management frameworks, stress tests and
more in response to climate change.
The financial risks were broadly categorised in two areas:
1. physical – relating to the impact of specific events, such as
extreme weather and flooding
2. transitional – risks relating to the adjustment towards a low
carbon economy, such as changes to law and regulation.
The paper also outlined the PRA’s expectations on the topic
in four broad areas: governance; risk management; scenario
analysis; and disclosure.

Regulation will get tougher
Sarah Breeden, an Executive Director at the BoE who has
oversight of the Bank’s work on the financial system’s resilience
to climate change, said in an early speech at the Climate

Financial Risk Forum: “It’s better to be roughly right now, not
precisely right when it is too late.” The implication is that the
regulator will take a ‘learn as you go approach’ and increase
the sophistication of climate change regulation as policy evolves
and matures. The supervisory statements, and the work since,
are wide ranging, but that doesn’t mean banks can skim over
issues until there is more detail. Their responses are expected to
be proportionate to the “nature, scale and complexity” of their
business. That said, there is acknowledgement that the banks’
approaches will continue to develop over time as their expertise
in this field grows.

Doing nothing is not an option
Although the regulator accepts that banks are still on a learning
curve, all of them, large or small, have to accept one simple
fact: inaction on climate change is not an option. They cannot
opt out and as a minimum they should have:
• assigned roles and responsibilities across the business for
tackling climate change – typically a senior management
function
• started to develop an internal body/venue of expertise on the
subject with senior level oversight – typically the board
• started to identify where climate risk arises on the balance
sheet -– once the methodology of identifying/codifying
‘green’ or ‘brown’ assets enables measurement to take place
then the next steps can be determined
• embedded it in their risk management framework by the end
of 2021 – typically the bank’s risk appetite statement under
the environmental, social and corporate governance section.
There is a degree of flexibility in approach allowed and it seems
that the regulator may be willing to ‘let a thousand flowers
bloom’, so that better and best approaches can emerge.
But, make no mistake, the ‘green train’ has left the station.
The need to remain closely engaged and act upon directives
and consider the wider impact is critical for banks’ senior
management and boards.
Paul Howard works as a Risk Management
Consultant after a 40 year career in banking.
He has held approved regulatory positions in
London, the Middle East and the USA as Chief
Credit Officer or Chief Risk Officer at a number of
international banks. He is currently Interim Chief
Risk Officer at Bank ABC in London

Financial World | May 2021 11

The fourth industrial revolution and financial services: introduction

A disruptive force for change
Ouida Taaffe introduces this special series of articles about the fourth industrial revolution
and financial services. The articles examine how technology is disrupting and transforming
the financial sector and what the changes may mean to people’s lives and careers

T

he first industrial revolution replaced hand-crafting with
mechanised production. It brought steam power, cheap
cast iron and machines that could make machines.
Productivity grew – even if there is debate about just how
much and when.
The fourth industrial revolution, the World Economic Forum
says, is: “Blurring the lines between the physical, digital and
biological” and will “disrupt almost every industry in every
country”. Instead of machines that make machines, it brings
software that can update itself. But will it also bring a real
increase in productivity and improved standards of living? And
what will it mean for financial services?

So-so technology
When it comes to boosting productivity, not all technology
is created equal. Academics Daron Acemoglu and Pascual
Restrepo, writing in the Journal of Economic Perspectives,
point out that some technologies are just ‘so-so’. That is,
they only bring small productivity gains, even though they
displace jobs.
The example they give is automated checkouts – where
shoppers scan goods themselves. Amazon has recently taken
this replacement of checkout staff to its logical conclusion
with ‘just walk out’ shops. These have no tills and scan the
goods automatically, using sensors.
The technology behind ‘just walk out’ is much more complex
than barcode scanners. It involves artificial intelligence and
machine learning. But does it offer large productivity gains?
Amazon is likely to benefit from using the data generated
by ‘just walk out’ shoppers in other business lines. The
stores could also be valuable testing grounds for ironing out
technology before it is used in riskier areas. But it doesn’t
seem, at least at first glance, to really change retailing.
Paul Volcker, when Chairman of the Federal Reserve in 2009,
joked that the ATM had been “the only real innovation
in banking for the past 20 years”. ATMs provided a big
productivity boost because they allowed staff to focus
on more lucrative services than dispensing cash. Artificial
intelligence has many more bells and whistles than the first
ATMs did. Does that mean it also helps bank staff to do more,
or could it mean the loss of jobs and the incursion of nonbanks into parts of financial services, such as payments?
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What artificial intelligence (AI) relies on is pattern recognition,
which it can deliver, without tiring, at speeds and levels
of accuracy that people cannot match. AI can now mimic
many human cognitive skills, including, as IBM points out:
‘Learning from examples and experience, recognising
objects, understanding and responding to language, making
decisions, solving problems – and combining these and other
capabilities to perform functions a human might perform,
such as greeting a hotel guest or driving a car.’
The ability to automate such capabilities could mean the
loss of jobs in financial services. According to a survey by
Cambridge Judge Business School and the World Economic
Forum, incumbent firms across financial services expect AI
to replace nearly 9% of all jobs in their institutions by 2030.
Investment management expects the biggest shift – around
24% of jobs replaced within ten years.

What do people really want from banks?
Banks support maturity transformation and payments. That is
why they are both necessary and highly regulated. But online
banking gives people access to payments 24/7, wherever
they are. And, if payments and credit are embedded in other
services, the bank potentially disappears from view.
If the notion that an essential regulated business could
become invisible sounds improbable, think of the telecom
industry. Yes, banks are different. They are where we put
our salaries and borrow money, and the failure of a large
bank can be sudden and catastrophic. In contrast, there
can’t be a ‘run’ on a telecom operator and if one fails, there
need not be much disruption. But there can be no internet
without telecom operators and that secure 24/7 connectivity
is not easy to provide. Nonetheless, few people consider the
essential role of telcos when they are using their iPhone or
searching Google Maps. It’s not unthinkable that banks could
become ‘utility’ providers.
Twenty years after technology started to disrupt many other
industries, it is having a transformational impact on financial
services. In the following pages, we look at some of the
big issues: artificial intelligence; quantum computing; open
banking; payments; and what the changes will mean
for careers.
Ouida Taaffe is the editor of Financial World
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We need to code for ethics
Matthew Hutson looks at ethical issues involved in the use of artificial intelligence
in financial services and highlights some of the benefits and risks

A

pproval for a loan or credit card can seem arbitrary.
Some obscure decision-making apparatus, whether
human or machine, lies behind this summary
judgment on our solvency and reliability. We assume
financial firms know how the decision was made, but
artificial intelligence (AI) can find patterns in data without
obvious explanation. And that can shape the intimate
decisions that we make about finance every day.
Some of those decisions are critical. Whether you can buy
a house, how you invest your retirement money and what
happens to your personal information can dramatically shape
the course of a life.
“An AI system’s ethical risks are related to not just the scale
at which they work,” says Lachlan McCalman, computer
scientist at Gradient Institute in Australia, “but also the
consequences of the actions that they take in the world.”
So, it’s worth exploring some of the ethical issues involved
in AI for financial services. Roughly, applications fall into
two categories, although they overlap: judging people and
advising people. Let’s look at each in turn.

Judging people
Talk of AI ethics often points to harms – bias, surveillance
and so on. But AI also brings benefits to the many. For
example, the US Consumer Finance Protection Bureau
reports that about 45m Americans can’t access credit
because of insufficient records. They often turn to predatory
payday lenders to cover bills. Machine-learning algorithms
can provide a fuller picture of applicants and customers,
which increases access to credit.
But the biases of human decision-makers can creep in. First,
the algorithms themselves may encode certain assumptions.
Second, the data embodies many forms of bias. Samples
from one group of people may not properly represent the
population as a whole; data may reflect not the ground truth
but previous decisions by biased individuals (for example,
for historical reasons, women might not own property at
the same rates as equally creditworthy men do); and, due
to missing context, software may group people with others
who are not like them.
Nizan Packin, a law professor at the City University of New
York, has found that judgments about people with a range
of disabilities, for instance, are often incorrect because those

people “don’t fit any of the existing boxes”.
Regulations in some countries restrict the use of certain
‘protected’ attributes, such as race and gender, when
making decisions, unless there’s a good business reason for
including them. But even algorithms blind to such attributes
can wind up disadvantaging certain groups based on proxies
such as post codes.
The risks can be reduced. Jay Budzik, Chief Technology
Officer of Zest AI, a company that makes software for
machine-learning-based credit scoring, says it uses a severalstep process to render the model transparent and reduce

“

Sometimes sacrificing a bit
of accuracy in a software
model can result in a lot
more fairness

bias. Zest employs an algorithm to identify how much
each factor affects an AI model’s decisions, and to pinpoint
those that reduce fairness. Using traditional models, a
typical lender may find that removing that factor leads to a
deterioration in performance and a potential loss, so it gets
retained.
“Most people kind of stop there,” Budzik says. “What we’ve
done is go a step further.” Zest software can create models
that weigh variables slightly differently to make different
accuracy/fairness trade-offs. (There are conflicting definitions
of fairness, such as equal opportunity or equal outcome;
Zest uses whichever the client chooses.)
Sometimes it turns out that sacrificing a bit of accuracy
affords a lot more fairness. “Being able to whistle past the
graveyard when there are these unfair outcomes just doesn’t
seem acceptable now that we have new maths to correct
them,” Budzik says.
Algorithms can judge people even before they apply for a
loan. Again, that has benefits. When marketing, AI may
help reach more people, or reach the right people – those
who won’t default and harm themselves and the service
providers. It can act as a defence along with credit scoring,
says McCalman, but it also provides another chance for bias,
particularly as marketers have more leeway on data use.
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Marketing can also be predatory. McCalman says companies’
marketing and credit-scoring systems may not always be
integrated, and marketing might merely try to increase
applications. Algorithms can also optimise pricing, extracting
more money from some groups than others.
Companies should balance profit and fairness, but even
quantifying the trade-offs presents a hard technical
challenge. “This stuff is difficult,” McCalman says. “All the
more reason to think it carefully through as it gets more
sophisticated.”

Advising people
Good financial advice is expensive, hence the rise
of automated advice. More than $1tn is under the
management of such robo-advisers in the US alone. They
can offer guidance on how much to save, how to stick to
plans, how to allocate investments and which services to
use, depending on local financial regulations. Some support
human counsellors, some advise clients independently and
some even carry out transactions, for instance to rebalance
portfolios. Compared with human advisers, they can be
cheaper and more transparent, and can also be more
competent and personalised, given the data they
can process.

consumers might become guinea pigs or sacrificial lambs. If
such a possibility is in the fine print, many won’t notice.
Increasingly, fintech apps and services collect data beyond
standard financial metrics. If we allow them, which is
sometimes a precondition for access, they can browse our
shopping, our search histories and our social media. One
might ask what we’re giving up by opening our online lives.
Packin presents one scenario: “I wouldn’t want my insurance
premiums to skyrocket just because I am ultra-clumsy and
I tend to bump into things, and I post about this on social
media.” AI might also scan our Facebook photos for images
of junk food. Such snooping would differentially harm those
who don’t know how to curate their online presence.

“

Fintech apps and services
can browse our shopping,
our search histories and
our social media

But robo-advisers can also identify the vulnerable and exploit
behavioural biases – to maximise profit, such as by raising
rates for people who don’t know better or are too lazy to
care, or by using bait and switch – and they can also learn
these tactics better than a human, says Benedict Dellaert, a
marketing professor at Erasmus University Rotterdam.

Also, being careful is probably not enough to ensure privacy.
Our friends can inadvertently give access to data they hold
on us and without our knowing. That gives platforms a lot
of power. China may show the future. It has introduced
social credit systems, in which behaviours such as writing
about censorship can disqualify citizens from receiving a
loan or buying an airline ticket. “We like to say that this
only happens in China,” Packin says. “I highly disagree.”
Facebook, for example, has applied for patents on making
financial judgments based on user behaviour.

Robo-advisers could also potentially experiment or seek
collective action at the expense of some users. Just as a
traffic app might send some people down detours to see if
the routes are any good, or to reduce congestion, so some

Data privacy laws in the EU promise protection from
exposure. The General Data Protection Regulation was set
up to ensure that consumers can control their own data.
For some breaches, firms can be fined up to €20m or 4% of
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annual worldwide turnover, whichever is greater. In the US,
however, consumers might not even know who is using their
data. Fintech apps aren’t required to share what factors they
use to make decisions, and they in turn rely on invisible data
aggregator companies, which can hold on to data even after
people cancel fintech services. “The data is leaking in all
directions,” Packin says.

“

Any errors can persist
because algorithms capture
social patterns from which
other algorithms learn

The data might also be wrong. In a 2012 survey of 1,000
people by the Federal Trade Commission, a quarter reported
a ‘material’ error in at least one of three credit reports. With
more data, there’s more opportunity for error. If you actually
paid a bill on time, or if an algorithm misses the context of a
Facebook photo because it doesn’t understand Halloween,
you can’t easily correct the fintech app or data aggregator.
Any errors can persist for generations because algorithms
capture social patterns from which other algorithms learn.
Making algorithms explainable would go a long way
towards ameliorating these problems. If programmers or
consumers understood how algorithms operated and what
data they used, they would trust them, they could improve
their performance and they could correct any errors or
unwanted biases. Fortunately, in some ways, AI models are
less opaque than humans. We have methods to analyse their
inner workings, while brains are not so easily read.
Beyond reducing unwanted bias, explainability can also

reduce the false appearance of bias, says Leanne Allen,
head of data ethics at KPMG, the accounting and consulting
firm. “An algorithm might price insurance based on postal
code not because it correlates with ethnicity but because
it correlated with crime rates, a more acceptable basis for
judgment, as long as it’s explained,” she says.
Another worry about data privacy and AI is security risk.
The more data that passes between servers, the greater
the risk of hacking. Hackers can sometimes even reverseengineer trained models to extract the private data that they
processed. “You have so much that could go wrong with all
these different steps,” Packin says.
When finance, regulation and computer science meet,
you need service providers and regulators who understand
computers and computer scientists who understand finance.
These teams require a diverse personnel to avoid ethical
blind spots, Allen says. But regulation is not sufficient.
Companies could just box-tick. They need to abide by a set
of values.
Ethics is “should you do something, not can you do
something”, Allen says. She believes companies need diverse
panels actively searching for problems to fix and being
rewarded when they spot something. And they should share
what they find. “This isn’t about trade secrets, where if you
do well, everyone else fails,” she says. “These have to be
industry-wide solutions.”
Matt Hutson is a freelance science writer in
New York City who covers psychology and
technology for The New Yorker, Science, Nature,
Scientific American and other publications. He
is the author of The 7 Laws of Magical Thinking

Going deep to learn more
Rebecca Pool explains what deep learning is and how this form of artificial intelligence
is being developed by the finance industry to make light work of complex analysis

B

e it in chatbots, credit-scoring or fraud prevention,
artificial intelligence is on the rise across the finance
industry. Many use-cases rely on machine learning,
which, put simply, is a method of ‘training’ algorithms to find
patterns in large datasets so that machines can make better
predictions over time without being specifically programmed
to do so.
But the use of artificial intelligence goes beyond the quick and

easy credit check and mimicking live employees. There is a
growing appetite at banks and finance companies to find new
ways to use the process. In November 2020, for example,
Barclaycard Germany joined forces with Amazon to provide
and predict customised shopping and payment services by
using artificial intelligence.
Andreas Joseph, Senior Research Economist at the Bank of
England’s Advanced Analytics Division, is confident that
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artificial intelligence will be more widely adopted by the
financial sector. He highlights a 2019 survey carried out with
the Financial Conduct Authority on machine learning in UK
financial services to demonstrate his point.
Most organisations surveyed then, including banks, credit
brokers and investment managers, were already using
machine learning in some form. Many of the applications
had passed initial development phases. Fast forward to our

“

Covid-19 has convinced
many institutions to increase
efforts in data science and
machine-learning tools

pandemic present, and around half of the surveyed banks
now expect an increase in the importance of machine
learning following Covid-19.
Joseph says financial institutions see AI as strategically
important for the not-too-distant future. “And it seems
that Covid, with its impact on the economy and work
environment, has convinced many institutions to increase
efforts in data science and machine-learning tools,” he adds.

It is based on deep learning – a subset of machine learning
that weights ‘clues’ until it finds a match with the expected
output. For example, Google solved the problem of
recognising a picture of a cat using deep learning in 2012.
Squawk Bot can find information related to the performance
of particular stocks, which is much more challenging than
recognising ears and whiskers. That is why it is ‘multi-modal’ –
it takes data from multiple sources.
“So far, it has managed to find about 80% of text that is
relevant to the asset prices it has been trained for,” says Petros
Zerfos, Manager of the Next Generation Applications group at
the IBM Thomas J Watson Research Center. “Given the model
doesn’t use data labelled by humans, this is very significant
– we don’t manually tell it to find text that is relevant to, say,
Google or Apple – it will figure this out for itself.”
Squawk Bot isn’t intended to replace human analysts.
“Essentially the aim of Squawk Bot is to be used as an
aggressive filtering mechanism in conjunction with humans,”
says Zerfos.

The immediate benefits of AI to the finance sector are clear.
Fast, efficient and automated data processing in everyday
applications, such as credit scoring, underwriting and routine
customer interactions, promises to accelerate decisions,
streamline operations, reduce costs and boost profitability.

Equity analysts aim to assess how a stock might perform
in the future. But financial regulators are also faced with
prediction and forecasting problems. Researchers from the
Bank of England (BoE) have been investigating the use of
supervised machine learning to help with predicting UK
inflation. They have also been employing it to analyse the
funding patterns of start-ups to try to detect potentially
disruptive innovators in financial technology. More recently,
machine-learning techniques have been extended to assist
with predicting bank distress and financial crises.

Further on, AI has the potential to make light work of more
complex financial analysis. A case in point is ‘The Squawk Bot’
from IBM, which is under development.

According to Joseph, results so far indicate that machinelearning analysis generally outperforms more conventional
modelling approaches in prediction tasks. While such projects
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are still at the research stage, they could be used for real in
the next few years.
AI adoption does provoke some ethical concerns. For
example, AI models make decisions based on data they
digest – but this data has been shaped by decisions made by
people, which can be biased, whether consciously or not. [See
Matthew Hutson’s article for more details on this.]

Financial market fragility
Financial services also face problems in the use of AI that go
beyond ethics. Many AI models are based on similar designs
and may have been trained on similar data. That can reduce
the diversity of decision-making across institutions and
increase the risk of herding and flash crashes.
Late last year, Gary Gensler, MIT Professor of the Practice
of Global Economics and Management and Chair of the
US Securities and Exchange Commission, together with Lily
Bailey, Associate of Boston Consulting Group and past MIT
researcher, shone a light on these concerns in their working
paper, ‘Deep Learning and Financial Stability’.
Gensler and Bailey highlighted how deep learning could
raise interconnectedness between financial markets and
institutions, and outpace regulation, which could lead to
financial system fragility and economy-wide risks. Given this,
they argue: “An increase in systemic risk through even one
[financial sector] may position deep learning as a central
actor in the after-action reports of the financial crisis of 2027
or 2037.”

“

To mitigate risks, you will
need kill switches in place
to stop the operation of
an automated system

Should the industry be concerned? According to Zerfos, deeplearning models are, by their very nature, a black box, yet in
many financial applications, explainability is essential. But,
as he points out, inferences can be drawn based on model
inputs, outputs and the weight distributions that indicate the
strength of connections as learned by the model. “Deeplearning models tend to be thought of as more of a black
box...but this is an open area of research in its own right,” he
adds.
Joseph says he and BoE colleagues have been working on
explainability for some time, which he hopes will help banks
and regulators to make machine-learning models transparent

and interpretable. For instance, they have shown that
machine-learning models can be evaluated in a similar way to
traditional linear regression models.
“If, for example, we have a machine-learning model that
delivers tangible benefits, our technical approach is to then
work backwards and start to decompose these models so
you can make the implicit relationships learned by that model
explicit,” says Joseph. “We’re also taking a model-agnostic
approach so it doesn’t matter what model you’re working
with. This approach works for all of them.”
Zerfos doesn’t believe that a lack of explainability necessarily
raises system-wide risks. He points out that, in any closed
feedback system, introducing or amplifying systemic risk can
be a problem because of the extremely fast decisions being
made by market players. “Here you need the mechanisms
in place that temporarily halt these loops, as most financial
institutions already have...kill switches [that] literally stop the
operation of an automated system,” he says.
So where next for AI and financial systems? In their MIT
working paper, Gensler and Bailey highlight a range of
risk-mitigation measures, including regulators updating
frameworks to capture deep-learning models better
and financial institutions mapping all models to reveal
dependencies.
Joseph agrees that risk can be managed. “When cars were
introduced, seatbelts followed... and [concerns] will always
come hand-in-hand with the automation of processes,“ he
says. “It’s all about understanding your models and having the
right governance structure to see problems as they arise.”
Rebecca Pool is a science and technology
journalist with a doctorate in materials
science. Formerly an editor at the Institution of
Engineering and Technology and the Institute
of Physics, she writes about artificial intelligence,
exoplanets, the environment and more
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Get set for quantum leap in banking
Michael Brooks explains how quantum computing could revolutionise some banking
operations by making super-fast work of processing complex data sets

Y

ou have probably heard of quantum theory, the
strange science of the atomic world. But you may not
have heard that this theory of the microscopic could
have an impact on the macro world – and on the world of
finance in particular.

financial gains in a very short time.”

Banks have long been at the forefront of adopting new
technology. Barclays, for example, was one of the first
businesses in the UK to install mainframe computers. Now,
many banking and finance institutions are paying attention
to the revolutionary potential of quantum computing. In
a world where computing resources can make or break a
business, the potential of a quantum advantage is too great
to ignore.

“We started looking at quantum computing about two
and a half years ago because it was being talked about as
a potential way of achieving better optimisations,” says Lee
Braine, Director of Research and Engineering in Barclays’
chief technology office. He has been impressed by what the
bank has learned, but is also aware that people have to be
properly informed in order to keep things grounded.

Why quantum computing would be a revolution
The advantage comes because, in the quantum world, it is
possible for atoms to be put into ‘superpositions’ of two or
more different configurations at once. This makes it almost
as if they had multiple existences. They can also become
‘entangled’, which means that physically separated atoms
can still affect one another’s behaviour, even if there is no
physical connection and no signal passing between them.
These odd phenomena open up a world of opportunity.
Because quantum things behave so differently,
the mathematical laws that describe them are also
fundamentally different. This allows the atoms (and other
quantum objects) to encode calculations that are impossible
in the everyday ‘classical’ world. So, instead of calculating
using just one and zero, quantum computers can exploit
the multiple states of atoms to do exponentially more. This
results in a new kind of computing that makes quick work of
what have long been time- and resource-hungry algorithms.
“It’s completely different to classical computing,” says Stefan
Woerner, Quantum Applications Research and Software
Lead at IBM. “It finds shortcuts.”
Not, he adds, for all tasks. But there are a growing number
of interesting finance problems where quantum computing
has the potential to offer a significant speed-up. “Finance
is an important vertical for quantum computing,” says Joe
Fitzsimons, founder of Horizon Quantum Computing, a
quantum algorithms developer based in Singapore. “It’s a
place where you can turn computational advantage into
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That means there are many incentives to be an early
adopter. Those who have begun to look into it are cautiously
enthusiastic about their experience of quantum computing
so far.

“With something that seems too good to be true, you
need to explore it properly to work out where it offers
genuine value and what the timelines look like,” he says.
“There’s certainly potential for quantum computing to be
revolutionary in certain areas.”

“

Finance is a place where
you can turn computational
advantage into financial
gains in a very short time

In March this year, for example, Deutsche Börse published
the results of a trial of quantum computing’s advantages in
risk modelling. Forecasting the knock-on effects of external
influences, such as new regulations or significant economic
shifts, is difficult and time-consuming, but the Börse found
that a quantum algorithm could trim a standard ten-year
process down to around 30 minutes of quantum computing
time – albeit in a toy problem.
Others are finding similar speed-ups for a variety of financial
and banking applications. BBVA has partnered with Fujitsu’s
quantum computing arm and found in a proof-of-concept
demonstration that quantum tools significantly reduced
the resources needed to process complex data sets, such
as those involved with optimising investment portfolios.
“We can start using this advantage now,” says Carlos
Kuchkovsky, Chief Technology and R&D Officer New Digital
Business at BBVA.

Optimisation appears to be a particular strength for
quantum computing. Wherever classical computing
struggles to find solutions to questions asked of complicated
data sets – and there are many complicated data sets
in finance – quantum computing’s acceleration could
potentially cut through the problem.
Another area of interest is risk calculations. These tend to
be run overnight but Fitzsimons can see a day coming when
they are run much more frequently because of the speed
at which quantum algorithms can operate. “If you can do
them on an hour-by-hour basis, then you can be more agile
because you have better visibility of your current position,”
he says.

Machine learning accelerated
But the most impactful application of the quantum
advantage might come through quantum versions of the
machine-learning algorithms that occupy an ever-growing
slice of the decision-making space in finance.
The sheer volume of relevant data available to financial firms
can overwhelm even large teams of human decision-makers,
but, with minimal training, machine-learning algorithms
can process that data to uncover optimal trades, advice for
investors and to detect fraud, among other applications.
Here, too, there appears to be a quantum advantage coming
over the horizon. As with optimisation, the advantage lies
in the ability quickly and efficiently to scrape relevant facts
from large, unstructured databases. Kuchkovsky thinks
it’s clear that this will improve a bank’s ability to detect
problematic activity. “In fraud, it will have a great impact,”
he says.

Still a leap too far
For all the interest, it’s unlikely that any bank or stock
exchange will have its own quantum computer in the
foreseeable future. Although several companies and
university research groups are working on the hardware,
they are still a long way from harnessing the revolutionary
capabilities of quantum technology. No one even agrees on
the best way to build a quantum computer. IBM, Intel and
Google are pursuing materials called superconductors as
their technology of choice, but others think ‘trapped ions’,
photons (the quantum particles of light) or traditional silicon
are a better bet.

“

As a bank, we just need
to create algorithms and
understand what are the
advantages we can create

Not that it matters to the banks. “We are agnostic about
the hardware,” Kuchkovsky says. “As a bank, we are not
building hardware: we just need to create algorithms and
understand what are the advantages we can create.”
Nonetheless, the kinds of practical advantage available
will ultimately depend on the capabilities of the machine.
Quantum computers use quantum bits (‘qubits’, pronounced
‘kew-bits’) to process information. Not only are lots of
them required to do useful things, they also need to be
stable – quite a challenge when dealing with hardware
that can lose its data at the slightest vibration, temperature
fluctuation or interaction with other objects. Many of the
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vaunted applications of quantum computing will require a
few hundred, if not a few thousand, extremely well-isolated
qubits, but at the moment even the biggest quantum
computers tend to operate with no more than a few dozen.
These are not available for installation in your basement:
most are held in centralised laboratories, accessed via the
cloud.
These hardware issues mean that there are some
applications that will have to wait. Perhaps the most
ominous application of quantum computers is in breaking
public key encryption algorithms. Something called Shor’s
algorithm makes child’s play of breaking apart today’s
most secure cryptographic protocols because, with enough
quantum computing muscle, it can work out prime factors.
But to make a real impact will require thousands of qubits at
the very least. Given where we are with the hardware, the
concern over immediate implementations of Shor’s algorithm
– and undermining current cryptography – has been put on
hold for now. That said, it always pays to be cautious, and
mathematicians are already working to develop ‘quantumresistant cryptography’ that even a quantum computer
can’t break.

Big regulatory issues
A more immediate issue is the need for regulatory
understanding and approval, and that is nowhere near
ready. “Regulators have started looking at these things, but
it will be an interesting process,” Woerner says.
There are questions of insurance for the hardware provider,
guarantees of hardware performance, and checks and
balances to ensure that decisions based on quantum
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algorithms don’t become ‘black box’ issues where no one
can check for insider trading or instabilities that might
endanger markets and products.
Those developments will come, Braine suggests. “We’re
finding that governments and regulators are keen to find
out more about this space and explore it,” he says.
Barclays and others are very willing to help – indeed, they
are all sharing information even with competitors. “We’re
in a pre-competitive phase,” Woerner says. “Everyone can
profit more by being open about these results.”
That is, perhaps, an indication that the finance world’s
quantum revolution is still a way off yet. Certainly, no one in
the industry is keen to talk about precisely when quantum
computing will really take off. “It’s an interesting question,
and one that is very difficult to answer,” says Escolástico
Sánchez, Executive Director at BBVA.
At the moment, Braine says, Barclays is purely in an
experimentation and research mode. “We’ve been in that
mode since summer 2017, and it may well be another three
or more years before a ‘go live’ – and even that would be
very restricted,” he says. It may well be, he adds, that a fiveto ten-year timeframe is more realistic. “It really depends on
the speed at which hardware improves.”
Michael Brooks is a freelance writer and
broadcaster who holds a PhD in quantum
physics. He is the author of many books,
including The Quantum Astrologer’s
Handbook and the bestselling 13 Things That
Don’t Make Sense
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Let’s get phygital
Here is a vision of the future: millions of smart machines making billions of
micropayments to each other all the time. How likely is it and can new payment
structures play their part in making it happen? Tim Green reports

F

or English language snobs, the rise of new portmanteau
words has been hard to take. They have struggled with
bromance, manscaping and Brangelina. One can only
imagine how they will cope with ‘phygital’.
But they should steel themselves. Why? Because we will all
be hearing this monstrosity a lot more as technology blurs the
boundaries between physical ‘things’ and digital processes.
Payments will be part of this evolution. In the new phygital
world, machines will make payments on behalf of people in
physical settings. A customer might walk into a shop and,
instead of paying at a checkout, have his or her account
debited on the way out, for example.
It is easy to imagine some of these people-centred scenarios,
but the bigger revolution will exclude humans altogether.
It will involve billions of machines paying each other with

“

Amazon has staff-free stores
where shoppers buy what
they want and walk out.
Sensors debit their account

no direct human participation. Yes, it is a head spinner. But
autonomous machine-to-machine (M2M) payments are
an integral part of what the World Economic Forum calls
the fourth industrial revolution – an era in which artificially
intelligent machines make decisions independent of human
agency. (The first industrial revolution was unleashed by steam
power, the second by electricity and the third by digital).
So how big is the Internet of Things (IoT) payments market
now? A 2020 report by Mercator Advisory Group, a payments
consultancy, valued the space at $5.76bn in 2019 and
estimates it will hit $7.56bn by 2024. These are not huge
numbers but this is because Mercator is very specific about its
definitions. It says a true IoT payment must be fully automated
and rely on real-time data analysis. Simply using a smartwatch
to pay for something does not count.
For clarity, Mercator groups all transactions into four types.
They are as follows:
1. A person makes a purchase in a physical setting. The

element of data processing payment automation and data
processing here is virtually nil.
2. A person makes a purchase in an online setting. There is
more data analysis going on here, but the decisions are still
made by a human.
3. A system makes a recurring payment (a direct debit, say).
There is no direct human action here, but these
pre-authorised payments involve little or no data processing.
4. A machine pays another machine. The timing and the
amount of the payment are all determined by changing realtime data inputs. This is a true IoT payment.
As Mercator’s numbers imply, ‘real’ IoT payments are relatively
rare. But there are intriguing examples. Some of the best
come from Amazon. The e-commerce giant’s Amazon Go
stores have attracted a lot of attention. These staff-free stores
have no registers or cashiers. Customers walk in, pick out
what they want and walk out. Sensors tally the total and
debit the customer’s Amazon account. The first store is now
live in the UK.
But perhaps the more interesting Amazon experiment is Dash
Replenishment. This platform lets smart connected devices
re-order supplies based on variables such as pressure
flow, weight and other sensor arrays. There is no human
participation. Dash is already being used by machines to reorder ink, water filters, coffee and even pet snacks.
There are considerable technical hurdles to be overcome if IoT
payments are to flourish. In the Amazon store example above,
the ecosystem is closed. The machines and their credentials
are all registered to Amazon. The tags that are scanned at
the door reliably identify each object to be paid for. But in a
more generalised space, money will need to move instantly
between disparate machines across multiple vendors and
platforms. This raises the question of how to identify every
object and computing device on the network.
The card schemes have been thinking about this for years.
In 2016, Visa and Intel launched a project to help device
manufacturers build more secure payment functionality into
their products. In 2019, Visa launched its Visa Ready program
for IoT, highlighting the ability of tokenisation to virtualise
a payment card and embed it inside a machine. (Tokenisation
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refers to turning a sensitive piece of financial data into
a string of characters that is not useful if the system if
breached.)
Meanwhile, many newer blockchain companies are
exploring how distributed ledger technology can
create an alternative network better suited to hosting
machine payments. They include Ripple, IOTA and the
MXC Foundation. MXC’s M2M Payment Mechanism
allows for rapid transactions between devices without
requiring authorisation from the company owning it.
It also comprises features such as transaction history,
low-balance warnings, subscription management and
the ability to generate invoices.
Nick Telford-Reed, founder of Stormglass Consulting
and previously Director of Technology Innovation at
WorldPay, believes this multiplicity of standards is a big
hurdle for M2M payments.
“There is no single global platform – neither in the IoT
nor in the payments architecture,” he says. ”This is obviously
going to hold back the market. But I think regulators are
aware of this, which is why there is work being done on
updating systems and betting the farm on things like ISO
20022 for payments messaging.”
Telford-Reed is referring to the New Payments Architecture
(NPA) for the UK. The NPA process began in 2015, when
the Payments Strategy Forum set out its vision to replace

“

There is no single global
platform and this is
obviously going to hold
back the market

multiple platforms (Bacs, Cheque and Credit Clearing, Faster
Payments Scheme and others) with a single digital backbone.
It is a big challenge given that, in 2019 alone, these platforms
processed £7.4tn in transactions. The role of ISO 20022 in
this is as a universal message scheme. The Bank of England
says the first phase of its implementation in the UK across all
organisations will be in 2022.
The new system clearly has a retail focus: it should help
people and businesses send and receive payments faster and
with more transparency. But the Payments Strategy Forum has
also stated its desire to accelerate the adoption of emerging
concepts such as voice-activated transactions, purchases made
by wearables and ‘pure’ machine-to-machine payments.
Telford-Reed recognises that M2M payments are embryonic
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but sees experimentation across multiple industries. Like many
others, he believes the car industry could ‘break out’ first.
“The car has a lot going for it,” he says. “It has processing
capabilities, it stores power. And the motorist has a lot to
pay for: fuel, maintenance, parking, tolls, consumables. I also
think cars will come to be seen as reservoirs of power. In that
sense, they can be a source as well as a consumer of income
for the driver – a bit like a house selling power back to the
grid.”
Carmakers are already exploring these ideas. According to
the automotive analyst PTOLEMUS Consulting Group, 17
manufacturers are developing embedded payment solutions.
Examples include Honda’s Dream Drive, Mercedes Pay and
Volkswagen Pay. These concepts all require drivers to embed
their payment details into the in-car display. They can then use
voice or gesture to make purchases. In this sense, they are not
true M2M payments.
But Andrew Jackson, Research Director of PTOLEMUS, says
they represent the start of a more ambitious programme. “All
the carmakers are on this journey,” he says. “They are looking
at new ownership models and are concerned about customer
retention. They see the potential for v-commerce both for
revenue and for keeping drivers loyal.”
One obvious wrinkle here comes from the smartphone.
Apple and Google have each launched apps – CarPlay
and Android Auto respectively – that take over the car’s
infotainment display. The benefit to drivers is obvious, since
each app offers a familiar and personalised user experience.
Most carmakers now support these platforms. While payment
is not yet a part of either product, it is easy to imagine that it

could be. This raises a potential for conflict over who owns
that ‘v-commerce’ (virtual commerce) payment data.
Whatever the eventual direction of car-based payments,
they will be just one component of a new kind of machine
economy. And this will bring with it mind-boggling
possibilities. Telford-Reed believes intelligent machines could
facilitate a revolution in corporate accounting. He describes
a scenario in which machines become autonomous legal
entities and buy and sell from each other.

Telford-Reed is aware that this vision raises profound
questions around identity, ownership and liability. He
says: “Once only people could own property. But then
came corporations, which could own things and have
responsibilities and liabilities. This is called juridical identity
and it is a kind of fiction we buy into. I think it will come to
machines. And the question will then be, if a machine learns
a set of behaviours since you set it free, who is responsible for
its actions? This is both the great promise and the great threat
of the future we are building.”

“Imagine a car assembly plant,” he says. “The machine that
puts on the doors buys all the components, does its work and
then sells the car to the next machine down. This is the most
efficient use of capital. The factory owner does not have to
wait for the end of the month to settle the costs. As soon as
value is created it is recognised.”

Tim Green is a journalist who has been writing
about mobile technology for 20 years, first
with Screen Digest, then Mobile Entertainment.
He has written papers for companies including
Citi, Boku, Juniper Research and GSMA. He is
head of content for the trade body Mobile

It’s all about the context
Christine Horton discusses how non-financial firms are embracing the idea of embedded
finance as a way of providing frictionless payment services for their customers

C

ould 2021 be the year of embedded finance? Covid-19
has turbocharged e-commerce and with it demand
from companies for an ever-smoother digital customer
experience. That’s why we’re seeing a surge in non-financial
organisations looking to embed frictionless payments into the
‘customer journey’.
What is embedded finance? It is the ability to integrate
a financial service with a traditionally non-financial service,
product or technology. Most of us are familiar with one-click
payments on sites such as Amazon, but embedded finance
goes further. It’s about making payment part of the product,
rather than a bolt-on.
For example, the ‘wellness’ app Paceline offers a ‘credit card’
that is seamlessly integrated and can be used to buy goods
from around 50 brands on the app. App data on the card use
and on physical activity is used in loyalty rewards and in other
financial products, such as insurance.
Paceline says its ‘mission’ is to be a fitness and financial
services ecosystem. Research by McKinsey notes that
customers are keen on such ecosystems and that “these seek
to offer as much integration as possible, so an embedded
integrated financial offering fits the model perfectly”.

The financial offerings need to be provided by a regulated
financial institution, although that doesn’t have to be an
actual bank. And many banks are starting to collaborate with
non-financial firms to offer integrated experiences beyond
traditional banking, or so-called ‘banking as a service’.
Some banks do nothing else. That could mean profound
changes in banking. Roland Folz, Chief Executive of
Solarisbank in Germany, which was set up to offer banking

“

We can offer a range of
banking services without
necessarily having to be
a traditional bank

as a service, recently suggested that non-financial firms
would start to move into the space occupied by banks once
embedded finance lets them collect sufficient data about
clients to build personalised financial services offers. The
financial services would be provided in the background by
white-label ‘banking as a service’ banks such as Solarisbank.
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Layla Qassim, Head of Strategy and Shareholder Relations at
Solarisbank, describes embedded finance as the company’s
‘bread and butter’. “We are a five-year-old company and this
was our value proposition from day one,” she says. “Bill Gates
famously said, ‘Banking is necessary, banks are not.’ I would
like to think that he probably had in his mind some idea of
a company like ours. That if you fast forward 20 years into
the future, we can offer banking services without necessarily
having to be a traditional bank.”
Qassim believes that the term ‘contextual finance’ makes
it easier to grasp the concept of embedded finance. “It’s
about being in the context of an ecosystem. I always use the
example of Uber. In the early days, Uber was just matching
a taxi cab with a ride hailer. It was really the meeting of
the supply and demand. But to facilitate that, a payment
transaction has to take place, so that’s a perfect example of
contextual finance.”
The goal of embedded, or contextual, finance is that the
customer reaches the checkout process and doesn’t have
to deal with separate financing. “What we want to do is to
converge those two processes so they’re utterly seamless,”
Qassim explains.
She also says that embedded finance is exploding globally.
“There’s things like point of sale, e-commerce, vertical
software vendors – they’re offering integrated payment
processing and lending to sub-merchants. Shopify is a very
good example of that. Ride-sharing companies also.”
The reason for the rise in embedded finance solutions, says
Qassim, is that traditional banks – and their monopoly on the
financial services market – have left the customer neglected
until now.

Banking as a service
That customers are neglected by banks is debatable but
banks are certainly much less fleet of foot than many fintechs.
Klarna’s buy-now, pay-later model is a good example of a
fintech offering a service that customers love but banks were
not providing. It does that using an e-money licence, rather
than a full banking one.
“There have been high barriers to entry – understandably so,
because getting a banking licence and operating one is not
easy,” says Qassim. “Having a banking licence is expensive in
terms of upfront capital and running costs. And then there’s
regulatory capital…. It’s not a quick and easy business that
you could just start doing straightaway. An e-money licence
is easier, but you still have to comply with certain regulations.
That’s why we believe in the banking as a service model –
because we take away all that complexity.”
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Banking as a service means that non-banks can deliver
bundled offerings, often white-labelled or co-branded
services, to their customers. “Our value proposition to our
partners is to let us do the heavy lifting with the banking side
of things,” says Qassim. “All you need to worry about is your
customer. We think this area is ripe for disruption.”

Every brand a fintech
Expanding on that theme, Ignacio Javierre, Chief Operating
Officer and co-founder of embedded financial services
platform Hubuc, says: “It’s hard to imagine today, but it’s likely
every brand will become a fintech in time, offering their own
financial services.
“Embedded finance helps brands develop tailored products
built with microservices, while generating new sources of
revenue, which, in turn, allow them to understand more
about their customers. Brands that can integrate financial
services seamlessly into their user journeys stand to increase
sales, brand loyalty and customer retention.”

“

The goal is for the customer
to reach the checkout process
and not have to deal with
separate financing

He believes that embedded finance will change perceptions
of finance permanently. Javierre is not alone. An Accenture
report into Covid-19’s impact on payments also argues that
embedded payments may become the norm. Much of its
adoption is currently predicated on smartphone use, but the
consulting firm notes that embedded finance will extend to
emerging trends such as smart appliances (the Internet of
Things), voice recognition, ambient sound triggers and even
brain-computer interfaces. These applications could enable
customers to reduce friction in identifying and buying goods
and services in the future.
“Our vision is to create a world where financial services
seamlessly sync with life,” says Qassim. “And we should move
with the demands of our customers, whether they’re retail or
business ones, and be able to really serve them in the context
of their lives and what makes sense for them.”
Christine Horton writes about technology’s
impact on business for various specialist IT titles.
She is also a regular contributor to Raconteur’s
special reports in The Times and Sunday Times,
covering fintech, cybersecurity, cloud and the
future of work, among other topics.

It can pay to be resilient
David Birch explains how technology can create a more resilient national payment
system by putting three independent but interconnected infrastructures at its core

I

was sitting at my desk, back in February, trying to think of
a useful opening for a story about resilience in payment
systems when, by happy coincidence, a cleaner in the US
unplugged the Federal Reserve’s core payment system to
put the kettle on (or something, I’m not entirely clear what
actually went wrong). The US economy juddered. As I began
to write the second paragraph, I noticed via the internet that
the acquiring network for McDonald’s, Ikea, Forever 21 and
others had gone down and customers without cash were out
of luck.
While this sort of thing is fortunately rare, it is hardly a ‘black
swan’ event, as recent examples closer to home demonstrate.
Outages at the Visa Europe system, the Bank of England RealTime Gross Settlement system (RTGS) and the Eurosystem’s
Target2 are all strong arguments for a rethink of resilience in

“

No matter how much money
is put into improving the
system, perfection will
always be just out of reach

national infrastructure. That is because, in an important way,
our current system of payments is completely unresilient. The
entire edifice, from either me using my credit card to order
pizza or a giant corporation sending vast sums of money,
rests on top of the same infrastructure. We have the clearing
and settlement system, and on top of that we have interbank
payments, and on top of that we have retail payments.
We can try to make the system more resilient by making
each of these individual layers more robust but that comes
with a vast cost and an impossible goal. Anyone who has
been involved in IT can tell you the dynamic: you can have
99% uptime for $1m, 99.9% uptime for $10m, 99.99%
uptime for $100m and so on. No matter how much money is
put into that improvement curve, 100% uptime will always be
just out of reach.
It is simply not possible to make payments infrastructure
completely resilient against the whole spectrum of threats –
from management incompetence and cyberattacks, to armed
insurrections and natural disasters. We can aim for more
resilience. If we want to do that for our national payments
system as a whole, then we need to turn to a more ecological

perspective and build in diversity. What we need for increased
resilience are multiple infrastructures that can be connected
but that are not co-dependent.
In a nutshell, this means creating an infrastructure that will
operate in parallel with the existing one and not on top of it.
But what would this infrastructure be used for?

A robust alternative
In the light of recent developments in the world of central
bank digital currency, it is now not only desirable to have
that new and more resilient multiple infrastructure core but
it is also feasible and at reasonable cost. It is feasible because
of technological evolution in the most important areas of
payments, which I have often superficially summarised as
blockchains, biometrics and bots.
I can see a retail central bank digital currency developing
as a viable alternative to electronic money for individuals
and organisations, and I can see a wholesale central bank
digital currency as an alternative to existing clearing and
settlement systems. Given the current hiatus in the planning
and development of the UK’s new payment architecture,
perhaps now is the right time to reimagine our payments
infrastructure a decade hence, not as one new architecture
but as three independent but interconnected architectures, all
deliverable at manageable costs.
The first of these is the modernised version of the
infrastructure that we have now and we pretty much know
what that is going to look like. As Victoria Cleland, Executive
Director of Banking, Payments and Innovation at the Bank
of England, said at the SIBOS conference in London in 2019,
the renewed RTGS will provide “a platform for private sector
innovation” with a flexible and modular architecture, making
it easier to change components of the service or add new
ones. It will also have application programming interfaces
(APIs) to enable users to read and write payments data.
The second is a wholesale central bank digital currency
infrastructure that will be used to create innovative new
markets linking the world of ‘smart contracts’ with central
bank money. This is what, for example, the Swiss central bank
has been experimenting with Project Helvetia. It concludes, as
I would have predicted, that a wholesale central bank digital
currency has ‘potential advantages when settling digital
assets’ and that connecting the existing settlement system to
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smart contracts would be easier but ‘forgo[es] the potential
benefits of full integration’. You don’t need a wholesale
central bank digital currency to do this, as the Bundesbank
recently demonstrated. It set up what it calls a ‘technological
bridge’ between blockchain technology and conventional
payment systems. To my mind, though, the idea of some sort
of ‘settlement coin’ that means that trading can continue if
the RTGS goes absent is worth exploring.
The third payments infrastructure would be a retail central
bank digital currency, implemented using electronic cash
technology. There would be a crucial distinction between the
electronic money stored in bank accounts and the electronic
cash that can be stored anywhere. The latter could be passed
directly from person to person, actually from device to device
in practice, without having to go through the banking system.
In that way, it would make no difference whether the banking
system was up and running or not.

“

In time, everything will
default to fast offline
digital currency transfers
direct from wallet to wallet

Mu Changchun, Director-General of the digital currency
institute at the People’s Bank of China, has reportedly said
that a key objective of the digital yuan is to maintain financial
stability should “something happen” to Alipay and Tencent’s
WeChat Pay, the two mobile apps that dominate China’s retail
electronic payments market.
As that Chinese report makes clear, to be a real alternative
to physical currency, a digital currency must function in the
absence of network connections. Cash undeniably works
in a power cut. That is why Sweden asks people to keep
some physical money ‘in small denominations’ on hand even
though the country has largely gone cashless. Mobile-tomobile payments that function like cash is hardly a moonshot
idea. For one thing, it is not an aspiration. It is how the
Chinese digital currency has already been implemented.
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Any mobile with the necessary secure microchip can send or
receive money. And if you don’t have a phone with one of
these in it, the bank will get you a smart card that does.
Just as with cash, you can exchange digital yuan without
being connected to the internet. QR codes, near-field
communication and Bluetooth can be used to send
data between those devices without a mobile network.
Cryptocurrencies such as bitcoin, in contrast, rely on the
internet. That means, as Mu Changchun pointed out when
discussing China’s resilient digital currency design, “even
(Facebook’s diem) can’t do this”.
Why bother? Well, it does happen that people unplug the
wrong computer by mistake, bungle system upgrades and
load the wrong data in error. In a digital currency world, that
would not be a problem. You have already stored e-money
on your phone that can be sent directly from the chip in your
device to a chip in another one. When the full network comes
back online, that e-cash can be transferred to the bank and
back into e-money. In time, everything will default to fast
offline digital currency transfers direct from wallet to wallet
and you will not really notice when your phone auto tops-up
your wallet.
Retail central bank digital currencies living in digital wallets
that can go from person to person without a network. Wow.
If you think that sounds just too technologically advanced
for this nation of shopkeepers, I will restrain myself from
observing that, much like the commercial computer itself,
the jet engine and graphene, a central bank digital currency
implemented this way first went into operation in the UK a
generation ago. That was the launch of the Mondex service.
In Swindon.
David G W Birch is a director of the secure
electronic transactions consultancy, Consult
Hyperion, and a visiting lecturer at the University
of Surrey. He is an internationally recognised
thought leader in digital identity and digital
money, one of Wired magazine’s top 15 global
sources of business information, and a CSFI
research fellow
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Short-circuiting the current account
Retail banking services are increasingly being unbundled, allowing customers to pick
and mix the best products. What will this mean for the personal current account as open
banking picks up steam? Ouida Taaffe reports

W

hat is a personal current account for? For many
retail and SME customers, it is a pot that sends
and accepts payments and stores money securely.
But it’s possible to provide those services without offering
an actual bank account. An eWallet will do the job. Yes,
funds in an eWallet are not covered by the Financial Services
Compensation Scheme but, for many people, that is not a
consideration. They hold a small float in their eWallet and
‘deposits’ go into a savings account.
The traditional current account is still central to most people’s
finances. But, since the introduction of open banking, banks
have been required to let customers share the data on their

“

‘Open finance’ will draw
in other products, such as
mortgages and credit cards,
all manageable via one app

current account via application programming interfaces (APIs).
That means customers can shop around easily for other
financial products and can also easily move money directly
from one firm’s account to another. They could, for example,
arrange for funds to be moved automatically when better
interest rates are spotted elsewhere.
“The personal current account is in the process of being
deconstructed,” says Bridget Rosewell, Chair of Atom Bank.
She says there are two main pressures on it: open banking
and the keen interest technology firms are taking in payment.
In the UK, open banking is just the start. Over time, the
government’s plan is to have ‘open finance’, which will draw
in other consumer financial products, including mortgages,
credit cards and eWallets – all visible and manageable via one
app. The Financial Conduct Authority is keen on open finance
because it has the capability ‘to transform the way consumers
make decisions about financial services’. The hope is that it
will make consumers much more engaged and informed, and
much less prone to behavioural biases.
Open banking
Open banking has yet to get a broad footing but it was given
a boost by the Covid-19 lockdown. As of end-2020, around
3m individuals and SMEs were signed up to open banking

in the UK. That might not sound much, but it means it is
increasingly worthwhile for retailers to invest in ‘embedding’
frictionless payments in the sales journey. For example,
consumers can be offered buy now, pay later, credit at the
checkout. [For more details on embedded payments, see the
article by Rebecca Horton.]
Retailers have several reasons to take on the cost of
embedding payments. For example, customers like the
convenience. Just as importantly, it can save retailers the
interchange fee charged by card providers as funds can be
moved directly to the merchant.
“[Embedded payments] is one of the biggest opportunities in
decades…meeting consumers where they are…and putting
more focus on relationship with the customer,” says Tui Allen,
Senior Product Leader, Banking, at Shopify, which offers
online e-commerce solutions to small companies. (Allen was
speaking at the Citi Digital Symposium in March this year.) But
what is good for retailers is not necessarily good for banks.
Embedded finance means they not only lose card fees, they
also lose mindshare.
“Banks have a licence to operate on the transaction rails. But
how do banks play in this world when the traditional way of
looking at products is really threatened?” asked Simon Taylor,
Co-founder and Head of Ventures, 11:FS, a digital financial
consultancy, at the Citi Digital Symposium.
Some banks are launching new products. NatWest, for
example, has introduced Payit, an open banking service aimed
at mid to large companies. It allows them to collect cardless
payments online, directly from their customer’s bank account,
using a Payit button. NatWest claims to be the “only UK bank
[with] a seamless refund solution that doesn’t require you to
know or store customer account information”.
Others, such as Marks & Spencer Bank, are discontinuing
the current account. It’s also closing its in-store branches
this August. M&S says it is going to “expand [its] range of
payment solutions” for customers and is not stepping away
from banking altogether. It will still offer a credit card, loans,
insurance and some savings accounts.
Rosewell points out that eWallets are useful for many people,
and are similar to the way in which, before current accounts
were widespread, people budgeted by keeping money in
jars and teapots. “There is a difference between the safe
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place where you keep money and the ‘pot’ into which you
put spending money,” she says. There is also the growing
popularity of eWallets. “Our customer base increasingly wants
to store money with us, but we don’t necessarily want to be
experts in storing money,” says Daumantas Dvilinskas, the
Chief Executive Officer and co-founder of TransferGo, which
was set up to manage international money transfers.
To serve that storage need, TransferGo will be offering
eWallets and international bank account numbers (IBANs),
he says. The idea is that the customer will see them as “the

“

Many people expect a current
account to bring the magic
of cross-selling but I’ve not
often seen that

best way to pay and an option to hold money if you want
to”. Would TransferGo consider offering loans, or getting
a banking licence? “We wouldn’t look at getting a limited
banking licence in the midterm,” says Dvilinskas.
The company doesn’t yet take part in open banking. “As
things stand, anyone making a payment from their bank
account needs to leave our app and go to the bank’s app,
but we are making some announcements on open banking
soon,” says Dvilinskas. “Change in payments is not over by
any means. The mainstream consumer has yet to really be
impacted by digital.”
What TransferGo wants is for consumers to be able to
send money anywhere using a telephone number. In the
meantime, it is trying to future-proof its technology. Travers
Clarke-Walker, Chief Commercial Officer of Thought Machine,
a banking software company that is building TransferGo’s
core technology, says: “This project enables future choices.
For example, it would be possible to introduce smart contract
principles that underpin lending infrastructure, or point-ofsale credit such as buy now, pay later.”
It was always possible to have a range of financial services
providers – a mortgage from a building society and a deposit
account with a bank, for example. But banks offered ‘free if
in credit’ current accounts because they could use deposits to
fund their business and hoped that they would make money
from ancillary services, such as overdrafts and loans. They
were, in principle, the first point of contact for a customer’s
financial needs.
“The one asset a current account gives you is continuing
contact with customers,” says Rosewell. “Many people expect
that to bring the magic of cross-selling, but in all the years I’ve
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been in banking I’ve not often seen that work.” Atom Bank
doesn’t offer a current account – a rarity among neobanks.
“We’ll decide whether to offer one when we see what
happens with open banking,” Rosewell says. “We’re looking
at all kinds of things. eWallets are quite interesting.”
The UK regulator is not making it easy to make money from
current accounts. As of April 2020, for example, banks
have not been able to levy additional fees and charges on
overdrafts. Does that mean some banks could break ranks
and start charging for current accounts?
HSBC said in October 2020 that it was considering charging
for current accounts in some countries because it was losing
money on “a large number” of them. But it stressed it would
continue to provide free “basic bank accounts”.

Part of the customer journey
If the current account is deconstructed, consumers pick and
mix financial products online, and bank brands become less
prominent, who will be associated in the consumer mind with
financial services? In the US, it might be big retailers. Walmart
announced in January this year that it is going to launch a
new fintech operation in partnership with Ribbit Capital, an
experienced fintech venture capital firm. In March, it said it
had hired the former head of Goldman Sachs’ Marcus retail
bank to run the new unit.
Walmart bulldozed through US mom-and-pop stores in
the 1960s because it provided easy access to everything its
customers wanted at a very keen price. What customers want
now, according to McKinsey, the global consultancy firm, is an
ecosystem that offers the ease of use people enjoy from
BigTech companies. Walmart has tried before to enter
financial services with an ‘industrial loan company’ charter,
but was rebuffed. Industrial loan charter firms offer limited
banking services alongside their main business – eg car
makers provide credit – and their deposits are guaranteed
by the Federal Deposit Insurance Corporation (FDIC). Last
year, Square, the online payments company, received the first
new industrial loan company charter for ten years – but it is
unlikely to be the last.
The FDIC spelled out its ‘minimum expectations’ for parent
companies of industrial banks in December 2020. If that
means more licences, and Walmart were let in, it could offer
financial services – including embedded finance – without the
full burden of financial regulation. One reason for regulators
to permit that is because many Walmart customers are
currently unbanked, and so would benefit from more access
to well-priced financial services.
Ouida Taaffe is the editor of Financial World

The fourth industrial revolution: pensions

Bringing old age into a new age
The Pensions Dashboards Programme faces a huge challenge in getting data on millions of
small pension pots online. Richard Tomlinson reports on how the project is progressing

C

hris Curry, head of the UK government’s Pensions
Dashboards Programme (PDP), has a bulging in-tray
that would daunt many executives, with the project
scheduled to go live in 2023. Following the launch, millions
of savers will theoretically be able to access securely all their
personal, workplace and state pensions information online,
via a dashboard that meets strict data protection standards.
“We think there are going to be approximately 43,000
pension schemes that will need to provide information for
pensions dashboards in one way or another,” says Curry,
who maintains the programme is on track to meet its 2023
deadline. That deadline has already been extended from
2019.

“

We are going to work very
hard to try to break down
some of the complexity
about the data

“We know there are some pension providers that don’t
make use of external technology services where the required
information is currently not available digitally, so the industry
will need to update the way it administers itself,” Curry says.
That seems an understatement. While the PDP’s launch in
2023 will be incremental, with a staged onboarding process
lasting several years, there is growing nervousness across the
pensions industry about whether the programme is on track
to meet the government’s deadline.
“We would all love the PDP to go live in 2023,” says Paul
McGlone, a partner at Aon and a former president of the
Society of Pension Professionals (SPP). “The problem for the
pensions industry is that we haven’t been told what we need
to do to make it happen.”
In March, McGlone and the SPP’s president, James Riley, wrote
to Curry identifying seven “priority areas” that the society’s
members believe require further clarification by the PDP. These
issues include a perceived lack of detailed guidance so far
about the IT infrastructure that pension schemes will need in
order to develop their own dashboards. It is not mandatory
for pension providers to have a dashboard but even the
smallest workplace schemes will still be required to have the

technology to supply data on request to the network.
Curry is confident that the imminent start of the procurement
process for the PDP’s prime technical supplier will help allay
the industry’s concerns, with work due to begin this year on
building and testing the programme’s digital architecture.
“Hopefully we will give enough support, guidance and time
to enable the industry to get itself up to standard when
we need the information to start flowing through to the
dashboards,” says Curry, who is also Director of the Pensions
Policy Institute and only works part-time on the PDP.
Yet many pensions professionals still worry about how
the dashboards can meet the government’s 2019 mission
statement: to provide ‘key information on a saver’s pension’
that will enable people to ‘see what their potential retirement
income looks like and what that means for their future’.
It is arguable that the idea of producing a reliable figure for
estimated retirement income from multiple pension schemes
is as fanciful as the author Douglas Adams’ declaration in The
Hitchhiker’s Guide to the Galaxy that the number 42 was “the
answer to the meaning of life, the universe and everything”.
Curry acknowledges that there is currently no common
definition of estimated retirement income across pension
schemes but argues that since consumers want to see this
information, it has to be provided. “We are going to work
very hard to try to break down some of the complexity to
make sure that what is shown on the dashboard will be easy
for people to understand,” he says.
What people will not be able to do is process and manage
the personal data that appears on the dashboard screen.
The dashboard will function purely as an information service,
with no interaction between the user and the interface. Clare
Reilly, Head of Corporate Development at the online pension
provider PensionBee, says this basic design will frustrate many
people who are accustomed to managing their personal
finances online. She predicts that some dashboard users will
resort to taking a screenshot of their pensions data to transfer
manually to other personal finance websites.
“We need to get pensions data from the nineteenth century
to the twenty-first century in one step, just to keep up with
all the smart data initiatives under way now,” Reilly says. “The
pensions dashboards will only bring savers into the twentieth
century at best.”
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The dashboards’ most valuable initial role may simply be to
help individual savers locate all their different pension pots.
“In recent decades, people have changed jobs more and
more frequently rather than having a single job for life,” says
Nigel Peaple, Director of Policy and Advocacy at the Pensions
and Lifetime Savings Association. “This makes it all the
harder for them to keep a grip on their pensions savings
because most of this money is in different workplace
schemes.”
The scale of the ‘lost’ pensions problem is staggering.
In 2018, research by the Pensions Policy Institute for
the Association of British Insurers found that there
were an estimated 1.6m unclaimed pension pots
worth around £20bn in total.
But even setting up a basic pension finder service on
dashboards is not a straightforward task. One of the
SPP’s main concerns is the familiar issue for pension
providers of partial matches, where someone seeking
records has only similar or incomplete information compared
with the original data held by the scheme. For example, a
person may misremember the date when he or she enrolled
in a workplace pension.
McGlone says the industry is still in the dark about how to
resolve the same problem via the proposed dashboards,
especially since it is not even clear yet how full matches will
be achieved seamlessly and reliably.

“

If there were easy solutions,
the PDP or pensions industry
would have come up with
them by now

There are other complicated technical and compliance issues
that the PDP must resolve soon, such as who is liable for the
failure of any dashboard infrastructure. But both McGlone
and Reilly are clear that the PDP is a significant step in the
right direction for the pensions industry and consumers.
“At the moment, many millions of savers in the UK do not
have digital access to basic information on their pensions,”
says Reilly. “Although the dashboard programme may be
moving a bit slowly, we need to do this work.” Peaple is also
emphatic that the PDP has “a really important social purpose
in helping people plan for this abstract thing in the future
called retirement”.
The next staging post on the PDP’s journey to its projected
2023 launch will arrive in May this year [after we have gone
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to press], when Curry delivers his latest progress report. He
couldn’t comment in advance on its content, but said he is
realistic that there is a hard road ahead.
“The data that pension schemes are going to need to supply
has to show information that does not necessarily yet exist
in that form in parts of the industry,” he says diplomatically.
The awkward reality is that myriad smaller workplace schemes
have no in-house technology worth the name and lack the
resources to outsource data management to a reputable
subcontractor.
At every level, the challenges confronting the PDP seem
dauntingly difficult. “If there were easy solutions, the PDP
or the pensions industry would already have come up with
them,” says McGlone. Instead, both partners must rapidly
find feasible answers to the problems that still impede the
PDP for dashboards to go live as planned.
Richard Tomlinson is an international business
writer and historian who has written extensively
about France. He is a former correspondent for
Fortune magazine in Asia and Europe and the
author of Late Shift: the death of retirement, a
book about the UK’s corporate pension crisis
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Green mortgages

The green house effect in mortgages
Will green mortgages become white elephants? Richard Northedge examines whether
there will be a sustained demand for this new type of housing loan

T

efficiency improvements. There are also green equity-release
loans as the product range grows. But the definition of
‘green mortgage’ is elastic. Some lenders think a donation
to a climate charity makes a mortgage green.

The Paris Agreement of 2005 set targets to limit global
warming to 2°C above nineteenth-century levels – preferably
just 1.5°C. Now, several summits later, the circus reaches
Glasgow in November with the 197 signatories expected to
reveal national strategies for reaching the target. The UK’s
goal is a 68% cut in emissions from 1990 levels by the end
of this decade. It has also pledged to reach net-zero carbon
emissions by 2050.

This rash of green launches follows a long debate among
pressure groups, quangos, think-tanks, trade bodies and
regulators on nailing down just what a green mortgage
should be. The World Green Building Council has been
lobbying hard with its UK affiliate. It launched its ‘Lenders’
project – which stands for Levering Economics for New
Drivers to Energy Reduction and Sustainability – in 2015
alongside Nationwide and several non-profit bodies, but no
banks. The Lenders project approach was to take EPC ratings
as a measure of greenhouse gas emissions.

wo decades ago ‘dot.com’ was the magic sprinkled
over ordinary things to make them more attractive.
This year’s UK budget was sprigged with green –
green savings bonds, green finance and a sustainability remit
for the Bank of England (BoE). Greening is an international
trend.

But while politicians make policies, it is people and the
private sector that implement them, and many of the
choices involved are close to home – quite literally.
Energy use in homes accounts for around 20% of UK
greenhouse gases, according to the Committee on Climate
Change. The government has long tinkered around the
edges of fixing that. For example, it introduced Energy
Performance Certificates (EPCs) in 2007 (part of the shortlived Home Improvement Packs) to classify energy efficiency
on an A to G scale (G is bad). Any home letting or sale
requires a valid EPC but the incentive for owners to improve
the efficiency relies on buyers or tenants seeking highergrade properties.

“

Despite a wealth of action
plans, pilots and initiatives,
the quest for a common
definition of ‘green’ continues

A standard approach is important because mortgage lenders
use local market rates to assess whether a property offers
enough collateral. Green mortgages need a similarly cheap
and widely available benchmark – particularly in a housing
market that has many old and varied properties.

In principle, ‘green’ mortgages could make buyers much
more interested in homes with a smaller carbon footprint.
They are conventional property loans but used to buy
homes with, typically, an A- or B-grade EPC. But as an extra
incentive for buyers to choose energy-efficient homes,
they have a lower mortgage rate. So borrowers have both
reduced energy bills and cheaper mortgages.

The European Mortgage Federation spent several years
working on standardising a pan-European green mortgage
mechanism. In 2018, the UK’s Financial Conduct Authority
and Prudential Regulation Authority (PRA) published
papers – although the PRA was more concerned that
climate change might reduce property values rather than
how energy efficiency could enhance them. A BoE blog
concluded that energy efficiency is a predictor of
mortgage risk.

Barclays launched a green mortgage in 2018 – the first highstreet lender to do so. NatWest followed last November.
Loans usually have a maximum 85% loan-to-value and a
rate five or ten basis points below the norm. Nationwide
Building Society has a discounted-rate Green Additional
Borrowing Mortgage if the loan mainly finances energy-

There is, therefore, a library of action plans, pilots,
initiatives, principles, thought-leadership papers, roadmaps,
consultations and mnemonics from the councils,
committees, taskforces and forums. Yet the quest for a
common definition of ‘green’ continues. And juries are still
split on the rationale behind green mortgages.

The growth of the green mortgage
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Policy versus financial pragmatism
The political support for these loans is
driven by the government’s climate
goals. The financial justification for
offering discounted mortgages
to energy-efficient homes is
that lower fuel bills leave
borrowers with more
disposable income, making
defaults less likely. Efficient
homes will also be worth
more and so provide better
collateral. Lower interest
rates, therefore, reflect
safer loans, and there are
pleas for regulators to reflect
that in relaxed capital ratios.
But both the theory and
practice of those premises are
questioned. There may be evidence
from the US of lower default rates
on green mortgages, but is that because
green borrowers are more conscientious customers?
Or higher earners? In other words, is it the people or the
property that reduces the risk?
And while rational buyers will prefer an energy-efficient
home and may pay extra, the increased value should already
be in the price. So if buyers are paying more, they need to
borrow more – albeit at a discounted rate – and therefore

“

Triple-glazing and insulated
lofts do not cut fuel bills if the
property owner likes
to live in a hot house

The Mortgage Market Review of 2014 requires
lenders to consider fuel outgoings in
assessing loan affordability but not
energy efficiency. Insulated lofts,
triple-glazing or foam-filled
cavity walls do not cut fuel
bills if the owner likes to live
in a hot house. So energy
efficiency alone does not
justify a bigger or cheaper
loan – and there are less
fashionable ways to cut
outgoings that do not
attract special terms.

Policy will drive change
That said, to achieve green
aims economic rules have
frequently been ripped up.
Subsidies and grants have
been concocted to make the
financially unfeasible appear
cost-effective.
So will green mortgages become white elephants? A
survey late last year by the Intermediary Mortgage Lenders
Association found that 43% of consumers had never heard
of green loans, with 43% of brokers reporting little demand.
But this is a new market. Green advocates hope owners will
one day be as excited about fitting a heat pump as they are
a new kitchen.
Discounts will attract some, being green will appeal to
others. An Energy Efficient Mortgage logo was launched in
February to brand these loans and NatWest hopes half its
mortgage book will be EPC grade C or better by 2030. It
says demand is exceeding expectations.

may not have enhanced disposable income. There is also
no reason why the price premium should increase over
time. Indeed, if future consumers no longer favour lowEPC ratings, or if mortgage discounts are withdrawn, the
premium could disappear, eroding the owners’ equity and
the lenders’ security, making default more likely.

If green mortgages become the norm, it may not be
an enhanced energy-efficient property value that drives
demand but the fear of other homes becoming blighted
– a brown discount rather than a green premium. But
how will lenders react if their existing loan book is secured
against properties that are becoming unsaleable? And can
they advertise ‘discounted’ green rates when they are the
new standard rate?

There is also limited incentive for people to improve energy
efficiency even if that will lift the property’s value. The
payback period of something like fitting a new boiler is so
long than the savings on fuel consumption and the cheaper
mortgage rate would not cover the cost of a larger loan to
finance installation.

Recent decades have seen homes become more efficient.
However, progress hasn’t ended: today’s cutting-edge
insulation will look inefficient and outdated by the next
decade. The green campaigners are already pushing for
full decarbonisation and hydrogen boilers. How green will
today’s mortgages be then?
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There are parallels between cars and homes in this trend to
greenery. Ministerial encouragement, government grants
and state subsidies have made diesel a pariah fuel and
electric cars the future. But motorists face sticks as well as
carrots: councils are increasingly imposing additional parking
and congestion charges on high-emission cars. Might one
day energy-inefficient homes face higher council taxes? Or
higher fuel tariffs?
Yet there is a key difference between cars and houses (apart
from the fact that cars are not always essential): vehicles
are scrapped after a few years. The UK’s 29m homes will
last many decades more – even centuries. We can’t rely on
energy-efficient new homes replacing existing properties
that fall into disrepair. Meeting the government’s carbonneutral target requires upgrading the current stock.

The UK is going green, even if political ideals are ahead of
public enthusiasm. That momentum should drive demand
for – and supply of – green mortgages. They are a marketbased encouragement for owners to improve energy
efficiency. And you don’t have to be green to like lower
interest rates.
Richard Northedge is a former banking journalist
of the year and was deputy City editor of The
Daily Telegraph
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Islamic fintech

Tapping the Muslim market
Andy Davis focuses on Sharia-compliant finance in the UK and looks at recent fintech
launches that aim to provide greater financial inclusion for Muslims

S

haria-compliant banking in the UK received an important
boost at the beginning of this year when the Bank of
England (BoE) launched its Alternative Liquidity Facility
(ALF). The facility, in development since 2015, is intended
to enable banks operating on Sharia principles – as well
as mainstream banks offering Sharia-based products – to
overcome a problem that had worsened following the financial
crisis of 2008–09, when the Basel III rules were introduced.
Basel III requires banks to hold buffers of high-quality liquid
assets to meet unexpected outflows. The problem has been
that the liquidity instruments conventional banks rely on –
bonds and central bank deposits – are not consistent with the
principles of Islamic finance because they pay interest.
“To avoid being caught short, [Islamic banks] have historically
had to structure their business in inherently narrow or
inefficient ways, for example by holding large stocks of
non-interest-bearing cash, or limiting their offerings of shortterm deposits,” said Andrew Hauser, Executive Director for
Markets at the Bank of England, at the launch of the ALF last
December.
To address this, the ALF is structured as a wakalah or fund
containing high-quality sukuk – Islamic financial instruments
that confer direct, partial ownership of the underlying assets.
The return from these is paid to Islamic banks as a share of
profits, rather than interest. The first banks to use the ALF are
currently going through the onboarding process.
The BoE’s decision to launch the ALF is partly explained by
the fact that the UK is the leading centre for Islamic finance
outside the Muslim world. But Hauser also recalled the
personal interest that the late BoE governor, Sir Eddie George,
developed after meeting Muslim neighbours in the early 1990s
who had been forced to use a non-Sharia mortgage to buy
their home.
“They told me of their delight in their home,” George said
in 2003, “but then they explained to me – not at all in an
aggressive way, in fact in sorrow rather than in anger – their
regret that they had had to go against their religious principles
to finance it. That made a big impression on me. It was clearly
troubling their conscience.” The encounter prompted him to
begin the process that led to the UK authorities adapting laws
and regulation to better accommodate Islamic finance.
The launch of the ALF is a milestone for Sharia-compliant

finance in the UK but, nearly 40 years after Islamic banks
began to appear in British cities, the sector remains tiny. The
UK has four Islamic banks with total assets of around £5bn,
alongside more than a dozen conventional banks offering
Sharia-compliant services.
Hauser suggested that the BoE sees a role for Islamic
finance in funding the post-Covid-19 recovery. This is due
to its “philosophical focus on equity-like sharing of risk and
reward”. For example, the returns from a sukuk are more
akin to non-guaranteed dividends than to the contractual
liabilities associated with interest-bearing bonds. “Risk-sharing
contracts, including those promoted by Islamic finance, pose
materially lower medium-term risks to stability,” he said.

“

The UK’s Islamic banks,
which rely on only a handful
of branches, have been hit
hard by Covid-19 lockdowns

He also pointed out that, thanks to its avoidance of areas
such as gambling and alcohol, Islamic finance was “pro-ESG
[environmental, social and corporate governance] before the
term was ever invented” and he hoped that innovations in
Islamic fintech could help to tackle issues such as financial
inclusion.
How realistic are these hopes? The UK has around 25
Islamic fintech companies, the highest total in the world.
Only Malaysia and the UAE come close. Musheer Ahmed, a
consultant who co-founded the FinTech Association of Hong
Kong, says: “I’ve been looking at this space for around four
years now and the pace of innovation from [Islamic] banks
seems slow. Even the growth in Islamic fintech hasn’t been
comparable to regular fintech growth, especially in Asia.”
The UK’s Islamic fintechs remain small and the country’s Islamic
banks, which rely on a handful of branches and a limited
online presence, have been hit hard by repeated Covid-19
lockdowns. Al Rayan, the UK’s biggest Islamic bank, closed
around half its branches during 2020 and now has just four,
all but one in London. It also shut down online banking in late
February this year and directed users to its mobile app, which
online reviews suggest has had teething problems.
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In practice, therefore, it is becoming harder for British Muslims
to engage with dedicated Islamic banks. This is a problem that
app-based fintech innovation could help to overcome. To do
so, however, the innovators will need to tackle a further issue:
knowledge of Islamic financial products among British Muslims
is poor and among the under-35s, who are most likely to
adopt those products, it is especially limited.

Cost matters
Areeb Siddiqui and Daeng Termizi, co-founders of the Shariacompliant money management app Kestrl, surveyed 1,000
British Muslims on their banking habits while planning their
start-up, which launched in September 2020. They found that
only 23% of respondents had ever used an Islamic financial
product, all of whom were in older age groups, generally 40plus. The broad adoption of mainstream banking and finance
among younger British Muslims, coupled with their poor
awareness of alternatives, has left many of them excluded
from Sharia-compliant finance.
But Siddiqui’s research also found “an overwhelming desire
to consume these kinds of products”. More than 90% of
respondents said they cared about doing the right thing as
Muslims with their money. Even so, fewer than 10% would
use Islamic finance no matter how inconvenient, costly or
difficult it proved. Most would do so only if the process were
made cheaper and more convenient and they felt enough trust
in the brands on offer.
The key to understanding young Muslims’ financial attitudes,
says Siddiqui, is the distinction between Islamic finance
and Muslim personal finance. The younger people Kestrl is
addressing are not generally interested in the scholarly basis of
Islamic finance. They are just looking for ways to achieve their
personal financial goals – to save, borrow and invest for the
future – that are in line with their Muslim values.
Talha Khan, a British fintech and digital banking specialist
working in the UAE, says fintech companies are emerging
that address many of the personal finance needs of Muslim
consumers. He points to investment platforms offering Shariacompliant equity index funds that exclude activities proscribed
in Islam, and online wealth management fintechs that arrange
investments in London property, for example. Khan says Islamic
versions of the buy-now-pay-later products popularised by
mainstream providers such as Klarna are also appearing.
In the UK, Kestrl has recently launched an updated version of
its app that will provide budgeting and money management
tools as well as linking users to Sharia-compliant savings
accounts and investment options. Siddiqui’s company
emphasises financial literacy and awareness in its social mediabased marketing, telling users to build up savings for shorter-
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term goals and advocating investment in less risky index funds
for the long term. “Then you get away from the speculative
nature of day trading and those kinds of things,” he says.

The need to solve a problem
As Hauser observed, many features of Muslim personal
finance that Kestrl emphasises – avoiding socially detrimental
activities, investing for the long term, and keeping away
from speculation and complex, structured products – have a
big overlap with ESG principles and the ideas behind ethical
finance. But that does not necessarily mean they resonate with
consumers.

“

Younger people are looking
for ways to achieve their
financial goals that are in line
with their Muslim values

Siddiqui says that, in the early days, Kestrl was advised to
emphasise the ethical character of its offering rather than its
Muslim roots in order to appeal to a wider audience. “We
found that didn’t play in our favour,” he says. “In trying to be
everything to everyone, we were becoming nothing to no one.
There are already so many other ethical players out there, and
there was the key niche demographic of Muslims that we were
not targeting as heavily as we should have been.”
Kestrl has now revised its marketing approach. “The lesson
we’ve learned is that what works for most people is just being
unapologetically who you are. Our entire team is Muslim. We
care about this. We’re doing this first and foremost to solve a
problem for ourselves before anyone else. And that resonates
with a lot of people out there.”
Islamic fintechs may well help to promote greater financial
inclusion. But they might not do so in the way some would
imagine. Many younger British Muslims are already included in
the financial system, although their inclusion is via mainstream
financial services and involves varying degrees of compromise
between their pragmatism and their values. Sharia-compliant
fintech, backed by innovations such as the BoE’s ALF, might
offer an alternative: inclusion in a financial system that is more
in line with their identity as modern British Muslims.
Andy Davis writes about business, finance
and investment, and is a former editor of
FT Weekend. He is Associate Finance Editor of
Prospect magazine, where he writes a monthly
investment column, and he has a special interest
in fintech and the financing of small businesses
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Women in fintech

A champion against bias
Alison Maitland interviews Nadia Sood, chief executive of CreditEnable, on her
experience of being a senior woman in financial services and how tackling the
gender gap is not just about doing good, but also about doing good business

E

ver since childhood, Nadia Sood has had ambitions
to change the world. Growing up in Canada, France
and the US, she learned about finding big solutions
to global challenges from her mother, a Scottish-French
Canadian teacher, and her father, an Indian engineer.
“They were social activists and did a lot of pioneering things
that were transformative for society,” she says. “They would
look at a huge problem impacting millions of people and
say: ‘We can’t just sit around the dinner table and talk about
it, we need to do something about it’.”
Sood is founder and chief executive of CreditEnable, a
financial technology company that helps small businesses
by linking them swiftly, cheaply and easily to lenders via
a digital marketplace. Using data analytics and artificial
intelligence, she envisions “a future where every SME is able
to access affordable finance at the click of a button”.

“

I have been in numerous
conversations with people
who have assumed I don’t
know what a credit rating is

Launched in 2017 in London, CreditEnable already operates
India’s largest credit marketplace for SMEs and was a winner
of the 2020 UK-India Fintech Awards. The firm combines
technology with empathy, Sood says, providing specific
insights to often very small family businesses about how to
become creditworthy.
As a female founder and chief executive, Sood is a rarity
in the global fintech world. A study by Deloitte found that
men account for a staggering 93% of fintech founders. She
notes that she is one of only two women founders among
200 companies operating in a similar space to CreditEnable.

Lack of diversity has a cost
“Fintech is particularly gender undiverse and ethnically
undiverse, which is a very bad thing for society,” says Sood.
“Financial services are critical to everyone’s life, and if you’re
building a product that doesn’t address or understand the
needs of 52% of the population, it’s problematic.”
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Because of the huge gender gap in access to finance, the
company particularly champions creditworthy womenowned SMEs. That is not just about doing good. Reducing
bias uncovers opportunities.
CreditEnable draws on data to support an SME’s case and
reduce the bias against it. “We use analytics, so when we
can show that a company is a stronger performer in the
context of its peers, the lender becomes more interested,
and gender becomes less of an issue,” Sood says.
She has learned first-hand to tackle funding bias. “As a
woman, you’re asked much more about risk than about
opportunity. Understand that bias. Flip it on its head, don’t
let them drive the conversation about risk, just start with
risk, addressing the elephant in the room, and then move on
into opportunity.”

It’s still a chapocracy
In a career encompassing conflict management, food and
wellness, and investment in renewable energy, Sood has
encountered bias in many guises. At one conference where
she was the keynote speaker, the organisers panicked
because they only had her first initial and surname and
assumed the speaker was a man who had not turned up.
She was even asked to get coffee for the guests when she
should have been on the podium.
In her experience, this kind of occurrence is more common
in fintech than other sectors. “I’ve been in numerous
conversations with people who have assumed I don’t know
what a credit rating is and that I should be taught that in the
meeting. Why would you assume that when I’m running a
financial technology information company that’s assessing
credit-worthiness?”

Play your cards right
She has several trump cards for such situations. One was
early parental encouragement. “My father was a deep
feminist for that generation. He was very focused on the
fact that as a woman I’d have fewer opportunities than a
man and, therefore, I was going, come hell or high water, to
learn maths and be taught certain basic things that would
help me later in my life.”

When she told her parents she wanted to be a corporate
vice-president one day, they said she should aspire to be
a chief executive. “If you never aspire to it, it will never
happen,” they said. When she was doubtful about applying
for her first job because she did not meet the exact criteria,
they told her: “How will you know if you don’t apply? You
should apply.” She got the job.

“

Don’t be daunted by
the fact that there are
fewer women in fintech.
It’s an opportunity

Another trump card is that, when contemplating a
diplomatic career, she studied military security policy. “I was
fundamentally interested in big problems that negatively
impacted on large numbers of people and what you could
do to solve them.” Her interest in end goals, together with
her education in diplomacy, gave her mechanisms to handle
sexist assumptions.
“My strategy is to not be confrontational,” she says.
“I explain how I ran an $8bn portfolio with Tata and we had
to do the credit assessment of very large investments. I don’t
really care if a guy has a bias towards me so long as, at the
end of the day, he agrees with the thing I want him to do
and we do it together.”

Big plans for small companies

partner. They chose London because its location enables
them to service markets in Africa, south-east Asia and India,
and because of its global investor and talent pools.
She reckons it will take five to ten years for CreditEnable to
reach the scale she wants to achieve, benefiting millions of
small businesses. Its offering includes securing trade finance,
which Sood describes as “one of the biggest financing issues
for SMEs”.
In growing the business, she values the external support she
gets as a member of the Young Presidents’ Organization,
a global community of chief executives who have achieved
significant success by the time they are 45. She appreciates
the confidential monthly forums where leaders discuss
challenges and learn from each other’s experiences without
fear of leaks to competitors.
What’s her advice to other women considering a career in
fintech? “Go for it. Don’t be daunted by the fact that there
are fewer women. It’s an opportunity. Firms are becoming
more conscious of trying to be more gender diverse. The fact
that you think a bit differently and have a different set of
experiences can be very valuable to bringing different types of
innovation. Women shouldn’t be shy of asking for parity.”
Alison Maitland is an author, speaker and coach.
A former Financial Times journalist, she is
co-author of INdivisible, Future Work and Why
Women Mean Business. She chairs the Global
Women’s Leadership Programme Executive
Board at the Business School (formerly Cass)

CreditEnable, which now has more than 30 staff, is at
the stage of a “pre-school-age child”, Sood says. It was
incubated through Impact Investment Partners, which she
co-founded in 2011 with Varun Sahni, her business and life
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Trade finance

Go green by knowing your customer
Trade banks are well positioned to boost sustainable business practices around the world
by helping companies funnel supply chain finance to green producers, says Ouida Taaffe

M

aking the economy sustainable is both feel-good
and essential. Unfortunately, it is also difficult and
demands global cooperation. One of the areas
where cooperation may be most needed – and perhaps also
most useful – is in greening global supply chains.
For example, China aims to reach net-zero carbon by 2060. It is
the world’s single biggest emitter of CO² emissions from fossil
fuels, emitting as much as the next four – the US, the EU, the
UK and India – together. It’s vital that China drives that policy
forward but its output is not just about domestic consumption.
According to a 2021 Goldman Sachs’ Carbonomics report,
around 13% of China’s emissions are exported globally in the
form of products used elsewhere.

“

Big companies can make a
difference to meeting ESG
targets because they have
extensive supply chains

There are schemes for trading carbon, which could be used
to offset ‘exported’ emissions. But that would only address
arrangements where the parties involved are willing to do so,
the data is available and the offsetting is correctly priced. To
reach the parts piecemeal policies cannot, supply chains as a
whole need to be decarbonised. One of the most powerful
tools in that could be supply chain finance.

A potential game changer
Is it worth trying to get green practices into the
finest capillaries of supply chains? Yes. “Supply-chain
decarbonisation will be a ‘game changer’,” according
to the World Economic Forum (WEF). That is because, it
argues, companies can use their supply chains to push for
improvement in regions where governments do not as yet do
so. It would also be affordable, the WEF says. It estimates that
end-consumer costs would rise “by 1% to 4% at most in the
medium term” even with zero supply-chain emissions.
The devil is in the detailed implementation. Large companies
have leverage with smaller suppliers, but even for them it
can be hard to drive collective action across an industry, or
to get data from deep in their supply chain. Around 90%
of the world’s businesses are small and medium enterprises
(SMEs), according to the WEF, and many do not have the
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skills and resources to adhere to global standards.
But big companies don’t have to take a scattergun approach.
Eight supply chains – those for food, construction, fashion,
fast-moving consumer goods, electronics, automotive,
professional services and freight – represent more than half
of all global greenhouse gas emissions, according to the WEF.
Land use and heavy industry are the biggest sinners.
Just as importantly, industries want to engage. The Fashion
Industry Charter for Climate Action, which was started two
years ago, aims for its sector to have net-zero emissions by
2050. “They have a financial tools working group to advise
on what is feasible from a sustainable finance perspective,”
says Harriette Resnick, an environmental advocate and finance
attorney. “For example, they are looking at sustainable supply
chain finance where the buyer will provide financing subject to
certain ESG [environmental, social and governance] targets.”
The biggest companies can make a significant difference
to meeting ESG targets partly because they have extensive
supply chains. Diageo, for example, works with around 40,000
suppliers, some of them small farmers. Large firms also have
financial clout. Unilever has nearly 59,800 suppliers, across 161
countries. Annually, it spends $33.7bn with them. That, clearly,
is an opportunity – but also a challenge.
The primary difficulty is that emissions come in three buckets.
‘Scope 1’ are those that are directly under a company’s control
– for example its on-site fuel usage. ‘Scope 2’ arise from the
use of energy services bought from third parties. ‘Scope 3’
is about the emissions in a company’s value-chain, upstream
and down. This could include the transport of products and
product disposal as well as those involved in manufacturing.
What that means in practice is that it’s impossible for big
companies to have full control of all the carbon emissions
related to their goods. But it is possible for them to encourage
best practice with the carrot of supply chain finance.
The Covid-19 crisis has boosted demand for open account
trade finance, such as supply chain finance and invoice
discounting. “We saw a similar trend after the financial crash
in 2008 when importers were concerned about supply chain
risk and wanting to ensure suppliers were getting access to
liquidity,” says Michael Harte, Executive Director, Head of Trade
Product Europe, at Standard Chartered.
He says that clients had already been asking about
sustainable trade finance before the pandemic and now

large multi-national buyers are combining the benefits of
supply chain finance with their ESG objectives. “We have
clients that offer better pricing to suppliers that do meet
certain ESG criteria,” Harte adds.
But banks themselves are also businesses that want to be
green and some are willing to cut prices for green business.
“As any bank, we are a risk business and we price based on
that,” says Jorge Tapia, Managing Director EMEA Trade Sales
Head at Citi. “But we also have skin in the game. We have
lower thresholds for green engagement.”
Are banks pushing or being pulled in terms of greening
trade finance? “As it’s so new, clients are still working hard
to make progress on their own ESG agenda, so I don’t think
it is that they are pulling us,” says Tapia. “We have a very
proactive approach.”
Although sustainability is still a nascent issue in trade finance,
“it is starting to get very significant traction,” says Alexander
Malaket, President of Opus Advisory Services and founding
partner at ESG Validation. One reason for that is consumer
pressure. Roberto Leva, who works in trade and supply chain
finance at the Asian Development Bank, says consumers
are demanding more information on the supply chains of
the goods they buy. “That said, they are not always willing
to pay more,” he says. “There isn’t much of a premium for
sustainable rice, for example. But there are other products,
such as fashion, where there is a sustainable angle.”
Tapia, at Citi, believes that consumer demand for greener
products could mean a “very near future” in which green
production is the norm and sustainability is embedded into
ongoing business. For example, last year Citi committed to
completing an $250bn in environmental transactions by 2025
as well as recently committing to net-zero greenhouse gas
emissions by 2050.

Data collection
Being able to tell consumers exactly how their goods were
produced and transported means knowing those details in
the first place. “Visibility, transparency and traceability in
supply chains are increasingly central to the ESG and trade
discussion,” says Malaket. Some risks – commercial, credit
and reputational – are implicated. “Technology solutions are
specifically targeting this area,” he says, “and the importance
of these capabilities will grow.”
Harte says the industry “is still in the early stages” of
applying technology and using that data but it has
significant potential in both reducing carbon emissions
and enhancing sustainable finance solutions. Artificial
intelligence and the Internet of Things will be useful in

collecting data from the supply chain, he adds.
One of the first market-wide approaches to data gathering is
from Swift, the global provider of secure messaging services.
It has added the International Chamber of Commerce’s
Sustainable Trade Finance Guidelines to its KYC Registry. The
aim is to make it easier for financial firms to identify ESG risks
in their supply chains by standardising the information on a
single hub. Swift’s KYC Registry is used by more than 6,000
companies.
Data standardisation will be central to giving decarbonisation
bite. “One of the problems is having nearly 600 ratings scales
for ESG,” says Malaket. “There has to be some consolidation
so that there is less picking and choosing among ratings
systems. Then there is the issue of virtue signalling, playing PR
games with ESG, which risks diluting its evolution and impact.
We need ESG to be substantive.”

Going beyond processing documents
Swift’s guidelines are not the only support for standardised
disclosure that could help make ESG substantive. The Financial
Stability Board’s Task Force on Climate-related Financial
Disclosures (TCFD) reported at the end of 2020 that 1,500
organisations around the world, including financial institutions
responsible for assets of $150tn, support its aims. Regulators
are also putting muscle behind the provision of data. The UK’s
Financial Conduct Authority, for example, wants some listed
companies to state whether their disclosures are in line with
TCFD recommendations. Those disclosures go far beyond
‘scope one’ emissions and go right down the supply chain.
If the TCFD’s work goes to plan, there should soon be plenty
of data for trade banks and clients to use. That might sound
like a problem for trade finance. After all, when it comes
to digitisation, it has long lagged behind other aspects of
commercial banking. It is notorious for still having many
paper-based processes. But that delayed digitisation may turn
out to be a strength in the transition to green financing. For
example, trade banks – certainly in some regions – should
be able to leapfrog to the latest technology. Digitisation
could also have an unexpected benefit. Malaket says that the
expertise and market knowledge in trade finance operations
could finally start to be appreciated. “This transformative
phase may present an opportunity for banks to better mine
and leverage operational/transactional expertise, together
with customer knowledge in those units, to improve solution
development and service delivery.”
Trade banks that know their customers and their customers’
networks could help move the needle in sustainable finance.
Ouida Taaffe is the editor of Financial World
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Surviving a brush with Basel
Christopher Alkan looks at the challenges facing trade finance banks as new Basel rules
come into force and how the sector is likely to respond

I

t has been a challenging period for banks offering trade
finance. A low-margin business at the best of times,
the industry was hit by a run of bankruptcies among
commodity traders in 2020, hurting lenders. That contributed
to a 29% decline in commodity trade finance revenues for
banks to US$1.7bn in the first half of the year, according to
Coalition, an S&P Global-owned research company.
ABN Amro in August 2020 said it would stop providing trade
finance for oil, metals and agricultural products. BNP Paribas,
Société Générale and Rabobank, other big participants in the
market, have all said they intend to cut back their activities in
the sector.
The attractions of the broader trade finance business are also
set to be reduced still further by the global roll-out of various
Basel rules in the next few years, some of which will start to
have an impact on banks in Europe in coming months. So
how can banks adjust to these stricter rules?
Overall, regulators have been seeking to limit banks’ discretion
in using internal models to calculate how much capital
they need to hold against the risk of default in their various
business lines. “There was frustration among regulators over
the often large divergence between these internal models,
which could, for example, lead to banks holding just 40%
of the amount recommended by standardised models,” says
Martin Neisen, a partner at PwC Germany and global leader
of its Basel IV advisory service. “With the new system, risk
weights that can be applied must not be lower than 72.5%
of the standard model – reducing the flexibility of banks.”
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Trade finance activities have not been a particular focus in this
broader Basel process, experts say, and instead look more like
an unintended victim.
“Regulators have not specifically targeted trade finance,”
explains Matthew Ekberg, a senior adviser on regulatory
affairs at the Institute of International Finance, a global
industry association. “But the service got lumped in with a
number of other products and will be impacted by tighter
controls that are not totally appropriate for trade finance,
which is short-term, low-risk and self-liquidating.”

“

Instead of a single insurance
provider, trade finance banks
might have to use five, which
will be costlier for them

In fact, when it comes to default, trade finance is one of the
safest activities in which banks engage. Between 2008 and
2018, default rates for trade finance products were extremely
low, coming in at 0.36% for import letters of credit, 0.04%
for export letters of credit, 0.73% for loans for import and
export, and 0.45% for performance guarantees, according to
the International Chamber of Commerce.
Despite this solid record, aspects of the evolving Basel rules –
both the delayed start of parts of Basel III and the latest Basel
IV process – will create complications for the industry.

First, the credit conversion factor for off-balance-sheet
instruments – such as trade guarantees – will be increased,
forcing banks to hold more capital to back trade finance
activities in many cases. (The credit conversion factor puts a
number on the likelihood of an off balance position moving
on balance sheet.)
Second, rules for lending to businesses without a credit rating
will become stricter. “A lot of participants in global trade are
smaller and medium-sized, so this is especially relevant to the
industry,” says Ekberg. “Meanwhile, frequently subsidiaries of
larger firms aren’t rated.”
Finally, Basel IV will make it harder for banks to protect
themselves against default. Trade finance providers seek to
lower risk by taking out insurance. Incoming rules will prevent
banks from having too concentrated an exposure to a single
insurance company or to any company guaranteeing loans.
This has a potential impact on margins. “Now instead of
having a single insurance provider, trade finance banks
might have to have three or five, which is likely to be costlier,”
says Ekberg.
Not all these rules are being implemented at once and
national regulators have discretion in tailoring the details.
But some changes that are relevant to trade finance will
come into effect in Europe with the passage of Capital
Requirements Regulation II, which is working its way through
the European Parliament and must be applied from June this
year. This will include shifts in the calculation of risk-weighted
assets for derivatives, which could complicate the way trade
finance banks hedge against adverse currency moves.
Meanwhile, Neisen believes that reduced risk-weighting for
SMEs could actually be helpful to trade finance banks. “It’s
a bit of a mixed bag, so not all bad,” he says. To implement
the broader Basel IV rules, banks will have until 2023 – with
implementation delays always possible.
Even so, banks need time to adjust to such shifts and are
already considering their strategies. The simplest response
is to exit the activity or cut back in specific portions of trade
finance, as some banks have been doing.
“If it is not a core activity, some banks might abandon trade
finance,” says Ekberg. Such a choice might not merely
reflect tighter capital rules. Compliance challenges related to
financial crime have also been adding to banks’ pressures,
since trade finance can be a way to channel sizeable funds to
terrorists or organised criminals by inflating the cost of goods
shipped, for example.

shadow bank institutions are active in this area, Neisen does
not expect a full migration of this activity away from banks.
“Trading partners really look for a reliable finance partner and
so the credibility of a regulated bank is pretty appealing,”
he says. “Meanwhile, the increase in capital requirements is
not sufficiently dramatic to provoke a huge shake-up of the
industry.”

More collaboration
Greater collaboration between financial services firms
looks a more likely response. One way for this to occur is
through increasing securitisation. If products become more
standardised, they can more easily be securitised and sold
on, says Neisen. “A core part of Basel IV is to promote this
form of risk-sharing and allow banks to provide the services
while reducing the risk they retain on their books,” he says.
“Potential buyers of such securities could be credit funds,
insurance companies, other banks and even pension funds.”

“

The new rules may mean
that if it is not a core activity,
some banks will decide
to abandon trade finance

Banks are also considering the greater use of technology to
maintain or even expand margins from this activity. Trade
finance is a rare corner of the finance sector that remains very
paper based. “You still have bills of lading being checked by
people in back rooms,” says Ekberg. “The change away from
this old-school approach has been accelerated by Covid-19 by
forcing a degree of social distancing in office environments.”
The pressures from regulation look likely to add an additional
impetus for the application of technology. Neisen believes you
could see growing collaboration between banks and fintech
firms to streamline processes.
“This is just starting,” he says. “Regulation often leads to
innovation. Smart banks look years into the future in an effort
to adapt to regulatory challenges. We are already seeing
some ways in which the industry will cope and continue to
flourish.”
Christopher Alkan is a long-time financial journalist

“But for banks for whom trade finance is a deeply embedded
part of the business, they will persist with the activity and
seek other ways to protect margins,” Ekberg says. And while
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Infrastructure investment

Bringing up Brexit’s baby
Paul Wallace discusses the reasons for the birth of the UK Infrastructure Bank
and whether it is likely to have a happy childhood as it tries to fulfil its many roles

P

ublic infrastructure banks are common among
big advanced economies. In the G7, five countries
have them. The three long-standing institutions in
France, Italy and Germany do much besides investing in
infrastructure and Japan’s also has a broader role, including
regional regeneration and industrial modernisation. By
contrast, Canada’s recently established bank is tightly
focused on its infrastructure remit. The UK, until now, has
managed to muddle along without one, but that’s changing
this year. What will the UK Infrastructure Bank (UKIB) do and
how much impact is it likely to have?
After Rishi Sunak, the chancellor of the exchequer, gave the
go-ahead in principle to the new venture last November,
a template for the state-owned bank was published along
with his Budget in March this year. Sponsored by the
Treasury and located in Leeds, the UKIB will eventually
have £22bn of resources at its disposal. Of this, £5bn will
be equity. It will be able to borrow up to £7bn from the
government or the markets and to issue up to £10bn in
credit guarantees.
Why now? Brexit is what made the need for an
infrastructure bank urgent. The main reason why the UK
had managed to do without one is that, as a member of
the EU, it could turn to the European Investment Bank
(EIB). Between 1973 and 2019, the UK received €119bn of
financing from the Luxembourg-based bank. In 2015 alone,
the year before the referendum on EU membership, the EIB
agreed loans worth £5.6bn for British projects. Its lending
supported transformative investments such as the Channel
Tunnel, the clean-up of beaches and rivers following water
privatisation and, more recently, the rapid development of
renewable energy through offshore wind farms.

Midlands as part of its ‘levelling up’ mission.

What is ‘infrastructure’?
Infrastructure is a broad term encompassing anything from
roads and broadband networks to schools and hospitals.
The UKIB will be primarily involved in fostering so-called
‘economic infrastructure’. That covers clean energy, digital
networks, transport, water and waste. Much of the finance
needed to modernise these structures will come from the
Westminster government, which currently seeks to invest
1%–1.2% of GDP each year in economic infrastructure.
Consistent with that upper limit, the Treasury has committed
to spending of £27bn in 2021/22 on such projects.
But more than in most other countries, a big chunk of the
finance needed in the decades ahead will have to come from
the private sector. It already plays an outsized role in the UK’s

“

The government is keen for
the bank to take a lead in
assisting the development
of new technologies

economic infrastructure following the privatisations of the
1980s and 1990s. Having the government predominantly
responsible for transport is not unusual among comparable
countries. Where the UK stands out is that the private sector
mainly finances digital communications, energy, water
and waste. Nearly half of overall infrastructure investment
through to the late 2020s will be private, according to the
Infrastructure and Projects Authority.

When the UK left the EU at the end of January 2020 it
ceased to be a member of the EIB, closing the door to
further loans from the institution. The loss of access could
hardly have been worse timed. All developed countries are
having to renew their infrastructure to mitigate climate
change by boosting decarbonisation, while also adapting
to the rise in more extreme weather events by for example,
strengthening flood defences.

Accordingly, the main task of the UKIB will be to foster
private financing of infrastructure. It will not step in where
the private sector is already ready to do so. Instead it will
focus on projects that provide wider environmental and
social benefits but are unattractive to private investors
without some form of initial public support. By becoming a
‘cornerstone’ investor, the UKIB will put a stamp of approval
on a project, coaxing in private co-investors who might
otherwise be wary.

As well as addressing that shared international imperative,
the UK government wants to direct more investment into
lagging regions such as the North of England and the

The government is also keen for the bank to take a lead
in assisting the development of new technologies. These
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are often too risky for many private investors,
who prefer to invest in projects offering
more certain returns. The UKIB can
help to get such schemes off the
ground by, for example, providing
‘mezzanine’ loans or guarantees
that absorb the first tranche of
any losses among creditors.
Although the UKIB’s main
focus will be on facilitating
private finance of
infrastructure, the Treasury
wants it to play a role in the
public sector as well. It will
be spared any responsibility for
big transport projects such as the
north-south high-speed rail link that
are funded by the central government.
But a third of its lending will go to local
authorities, again concentrating on economic
infrastructure. One reason for this is that councils are
expected to play a crucial role in cutting carbon emissions
through local solutions, especially in adapting domestic
housing.

Big plans, small change?
Given the challenges the country faces in simultaneously
tackling climate change, boosting regional growth and
increasing productivity, the rationale for setting up an
infrastructure bank is compelling. But how effective will it
be in practice?

“

A particular worry is that
the new focus on regional
differences has politicised
infrastructure decisions

In his Budget speech, Sunak said he expected the bank
“to support at least £40bn of total investment in
infrastructure”. That sounds impressive, but the Climate
Change Committee estimated in December that extra
investments of £50bn a year will be needed by 2030 to put
the UK on the path to net-zero carbon emissions by 2050.
Much of this will be in sectors covered by the new bank.

Simply recruiting the expert staff will absorb
energies in the next few months. Indeed,
the new bank will remain a toddler for
years to come, authorised to borrow
only up to £1.5bn a year out of
the £7bn it has been assigned.
It will be able to issue only
£2.5bn a year in guarantees
out of the £10bn total.

How independent
can the bank be?
Once it is up and running,
the UKIB will have to reckon
with its political owners. The
Treasury says it will function
with “a high degree of operational
independence”, but ministers tend
to meddle. The British Business Bank,
for instance, was set up in 2014 to plug the
gap in private finance for small and medium-sized
enterprises, but more recently the government has yoked it
into the job of rectifying regional imbalances. A particular
worry is that the new focus on regional differences has
politicised infrastructure decisions. For example, projects in
London are likely to rile northern political leaders. A case in
point is the reluctance to release central funds needed to
repair Hammersmith Bridge, a vital transport link across the
Thames in the capital.
The Green Book, the Treasury’s technical guidance used
to appraise the case for specific investments, now expects
proposals to evaluate their local impact rather than being
‘place-blind’. Although the demotion of the previously
dominant cost benefits ratio is intended to remove a
supposed implicit bias favouring London and the south-east,
it makes the appraisal process potentially less objective.
This is a tricky environment in which to establish the UKIB as
a genuinely independent institution. It will take time for the
new bank to gain respect and to bed in expertise. Born of
the exigencies of Brexit, the UKIB may well have an unhappy
childhood and a troubled adolescence.
Paul Wallace is the former European economics
editor of The Economist and author of The
Euro Experiment, published by Cambridge
University Press

The shortfall from the lending that the EIB could have
provided will be especially marked in the next few years
because the new institution is being set up from scratch.
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Young Persons’ Money Index

Lack of financial education
still plagues young people
Catherine Winter analyses the results of the LIBF’s latest Young Persons’ Money Index,
which again shows worrying levels of financial anxiety among that age group, alongside
a lack of access to financial education in schools

T

he London Institute of Banking & Finance has been
tracking the take-up of financial education in schools
since September 2014, when learning about money
became part of the national curriculum. Getting financial
education onto the curriculum was seen as a big win among
the charities, financial organisations (including ourselves)
and influencers who had been lobbying government for
some time.
But was it ‘job done’ as some commentators hoped back
then? Do we now have a new generation of money-savvy
consumers? Unfortunately not, as our latest Young Persons’
Money Index (YPMI) illustrates.
We surveyed more than 2,000 young people aged 15-18 for
our 2020/21 report and found that 83% of young people
wanted to learn more about money and finance in school.
That sounds like good news, but it actually demonstrates a
big hole in provision. While 64% said they had access, it was
not regular and it was not for long. Only 19% had access to
financial education in the last month and 58% said they got
“less than an hour a week”.
It was not clear exactly how much time they did spend on
this subject. We suspect it was much less than an hour
a week. In fact, our research found that most financial
education is incorporated into other subjects – such as
maths, economics, PSHE (political, social, health, economic)
and citizenship courses. Only 5% of young people reported
having dedicated personal finance lessons. So, it’s often
squeezed into other subjects, fighting for space among what
is no doubt an already crowded timetable – and one that
has only become more constrained in lockdown.
Any financial education is better than none, but teaching it
as part of another subject risks downplaying its importance.
Financial decisions are some of the most significant that
people take. Financial education needs dedicated, regular
classroom time, with clearer guidance for teachers on what
to cover and more support for schools. To help ensure this,
financial education needs to be included in the Ofsted
inspection framework.
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As the Financial Conduct Authority points out, almost every
adult in the UK uses financial services: bank accounts,
mortgages, credit cards, loans, savings and pensions.
Consumers need to be able to choose well between the
numerous different products on offer, but many only learn
how to do that from hard experience.
When we talk to people about the personal finance
qualifications and tools we provide, almost everyone says:
‘I wish I’d learned that when I was at school. It would have
stopped me making some very expensive mistakes.’

“

More than 67% of young
people reported worrying
about money and Covid-19
has made that anxiety worse

Managing debt is a particular pain point. Access to credit
has huge value to society. Mortgages, for example, allow
people to build up assets that would otherwise be out of
reach. But problems with debt can range from the stressful
to the catastrophic. Someone who borrows too much, or
at too high a rate, can face financial hardship. Getting into
unsustainable debt is a serious issue that affects physical
well-being and mental health – one the next generation
must be equipped to avoid.

Financial worry is endemic
We might like to think that those with unsustainable debts
are an imprudent minority, but worry about money is
endemic in the UK. Research for the Money and Pensions
Service last autumn suggested that 48% of adults worry
regularly about money, and concern seems to be starting
young.
In our survey, more than 67% of young people reported
worrying about money and the Covid-19 pandemic
hasn’t helped. When asked specifically about what impact
Covid-19 had had on their anxiety levels, 59% said they
were more concerned about money as a result.

They have good reason for that concern. According to the
Office for National Statistics, two-thirds of the 700,000 job
losses since the start of the pandemic have been among the
under-25s.

Protecting young people in the future
The economic pain that young people have suffered during
Covid-19 may, however, have an upside: it should make
society focus on ensuring they are better protected in future
crises. That must include improving financial education in
schools.
When we published our report this year, the Bank of
England was keen to show its support, with Andy Haldane,
Chief Economist, saying: “The Young Persons’ Money Index
once again shines a light on the important issue of financial
education and the need for more to be done to prioritise it.
This need has only been exacerbated by the events of the
last year which, as the survey shows, have further increased
young people’s anxieties about money.
“The Bank of England fully recognises the need for young
people to get more comprehensive financial education and
we try to play our part through our education programme,
including the resources we make freely available for schools.
We’ll continue to invest in this area and support the efforts
of others who are trying to address this issue.”
What’s critical is that schools recognise and support the need
to provide more – and more regular – access to good-quality
financial education.
It’s telling that 75% of young people surveyed said that
most of their financial understanding and knowledge comes
from their parents. That increases to 88% when those who
say they are ‘self-taught’ are included. Only 8% cite school
as their main source of financial education.
You might ask: ‘Is it so bad if families are talking about
money?’ That’s definitely to be encouraged – unless parents
with patchy financial knowledge are passing on bad habits
to the next generation. That, unfortunately, will often be
the case because parents have ‘learned by doing’. The truth
is, if we want young people to have a solid foundation in
managing money, they need access to quality education
that covers all the essentials. That foundation should start in
school.

understand tax. High on the wish list is learning about debt.
It’s worrying that more than 40% are ‘unsure’ about how a
student loan works.
One of the new questions we asked this year was at what
age would they like to start learning about money. The
majority (81%) said in secondary school, with 54% saying
between 11 and 14 and 27% saying between 15 and 18. It’s
encouraging that most wanted to learn about money from
a young age, but what comes through loud and clear is that
those in the older age group (17-18) were more worried
about money overall (82%) and wanted to learn more
(89%). You can take a detailed look at the results in the
full report.

“

Young people say that what
they really want to learn
about are the practicalities
of managing money

If we can get young people interested in money and
understanding the basics, then we’ll be doing our job. You
can support our campaign for more financial education in
school by sharing our report with your networks, joining
our call for financial education to be included in the Ofsted
inspection framework and supporting us on social media.
If you’re a parent, you could ask your child’s school what
it’s doing about financial education and encourage it to
consider offering personal finance as a dedicated subject.
To end on a more positive note, while the picture is generally
gloomy, 32% of young people reported being interested
in learning about what a career in the finance sector
could offer them. So there’s a new generation potentially
preparing to join the fight for better financial understanding
for all.
Catherine Winter was a teacher of economics
for six years, following an initial career in brand
management, and is now Managing Director,
Financial Capability and Community Outreach,
at The London Institute of Banking & Finance

What they need to know and when
Young people tell us that what they really want to learn
about are the practicalities of managing money – how
mortgages, credit cards and loans work; what ‘APR’ is,
and other confusing jargon; how to budget and how to
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Contest for bank staff heats up
Sarah Butcher reports on UK challenger banks’ success in recruiting new talent,
particularly younger staff. In response, established banks have had to up their game

T

hree years ago, fintech firm Revolut announced the
first in what was to be a succession of hiring drives.
Speaking to Bloomberg at the time, Nikolay Storonsky,
Chief Executive, said the British-based challenger bank
planned to increase its London headcount from 100 to 250
people, and that it wouldn’t be easy. “I’m hunting for people
every day,” Storonsky said. “50% of my time is recruitment.”

fintech chief risk officers were lured from the Big Five. Starling’s
Chief Financial Officer, Tony Ellingham, previously worked for
Nationwide and Lloyds. Monzo’s Head of Internal Audit, Carley
Eaton, came from Barclays. And Swedish fintech Klarna’s new
Chief Financial Officer, working from London, is Niclas Neglen,
the former Chief Operating Officer for HSBC’s Private Bank in
Europe, the Middle East and Africa. The list is long.

Today, Revolut’s global workforce has increased from 350
to 2,200 people, of whom around 850 are based in the
UK, according to LinkedIn registrations. It is just one of a
host of new digital-first banks to have combed the UK retail
banking recruitment market for fintech hires in recent years. In
response, established banks are having to up their game.

‘Veterans’ from established retail banks are often hired to
bring experience to challenger banks’ regulatory teams. But it’s
in the recruitment of younger staff that the new players excel.
It helps that many have young chief executives or founders:
Sebastian Siemiatkowski at Klarna is 39-years-old; Tom
Blomfield was still only 35 when he stepped down at Monzo.

Challenger banks offer young
technologists the option of
working on more dynamic
and reactive systems

The youth factor helps make challenger banks ‘cool’
compared with the incumbents, says Stanley. The fintechs
speak the language of change. Starling Bank, for example,
has an art director (in place of a head of design), who says his
role is to “disrupt and democratise not just the fintech space
but an age-old, highly competitive and antiquated industry”.
Employees praise the bank on the Glassdoor website for its
Friday breakfasts, office beers and frequent ‘socials’. “The
future of the company is so exciting,” enthuses one employee.

“

Gordon Stanley, a director in the commercial and digital
business at headhunting firm Leathwaite, said challenger
banks such as Revolut have a multifaceted appeal. “They
don’t have the legacy of the big banks and they aren’t tainted
by their history. Their culture is young, fresh and dynamic,
which is a big selling point for potential recruits.”
While Revolut has sucked up talent, it’s been far from alone in
its appetite. Starling Bank went from 50 to 1,100 employees
in the five years to 2020. Since 2019, LinkedIn suggests that
OakNorth has added 50 people and doubled its headcount;
Monzo has doubled in size and increased its headcount to
1,400 people; Metro Bank added nearly 500 people, a rise
of 20%.
The stand-alone British challenger banks have been joined
by new digital banking arms of established global players.
JPMorgan, for example, hired 400 people for a new appbased bank in the months to January 2021, and plans to
recruit more. Since its launch in 2018, Goldman Sachs has
recruited more than 300 people in the UK for Marcus, its
digital bank.
Many of the experienced staff arriving in these roles have been
poached from rival banks. Analysis by Leathwaite suggests
that even before the recent hiring push, back in 2017, 35% of
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It’s when it comes to the sweet spot of hiring young
technologists, though, that the challengers score highly.
Unencumbered by the legacy technology systems of the
established banks, they’re able to offer technology employees
something more than endless iterations on antiquated
systems, and a sense of empowerment. “Everyone at
Starling is the tech team,” says Susanna Yallop, the bank’s
Chief People Officer. “We are a tech-led company, so we
incorporate it into everything we do. Having a computer
scientist in charge is hugely beneficial, both for our culture
and our working practices.”
Challenger banks offer technologists the option of working
on more dynamic and reactive systems, she says. “It can be
frustrating in a larger business when you play a smaller role
and can’t influence the outcome to the same extent.”

Diverse hiring
Challenger banks are also praised by some people for their
approach to diversity. The founder of one London group for
black technologists says Monzo is “changing the game” on
diversity hiring. The bank’s 2020 diversity report revealed that

women increased from 33% to 45% of its workforce from
2017 to 2020, although the proportion of black employees
remained stubbornly low at 2.6%.
Partnerships with community groups are key: Monzo works
with Coding Black Females, Codebar and Node Girls in an
effort to improve the balance. Beyond ethnicity, at Metro
Bank, Karl Porter, Director of Recruitment, says the bank has a
silver award from the Armed Forces Covenant, which supports
former military personnel and their families, and that it uses
military job boards to advertise its new roles.

Incumbents are still in the game
As established banks contemplate the threat posed by
challengers to current and future pools of talent, responses
to the pandemic will be critical. Traditional banks that compel
people to return to their offices are likely to lose out when
voracious hirers such as Revolut are moving to a permanent
remote working model. They are transforming their offices
into start-up style ‘labs’ for use only when staff need to
collaborate in person.
Similarly, established players that revert to in-person interviews
could lose out to more agile ‘video-first’ competitors. At
Starling, for example, Yallop says the bank was already using
video interviews prior to the pandemic and was rapidly able
to adapt during lockdown. In a video posted to YouTube,
Marc Douch, Starling’s Recruitment Manager, said the bank
hired more than 450 people between January and November
2020, despite recruitment and onboarding happening almost
entirely online.
It would be wrong, however, to presume that established
banks are necessarily antiquated and at a disadvantage when
competing for staff with challengers. NatWest is in the early
stages of shifting some staff working day-shifts in physical
branches into evening ‘virtual shifts’ where they’ll interact with
clients via video. Lloyds Bank redeployed 700 staff, many of
them in customer services, into homeworking roles at the end
of 2020 to “help better manage their work-life balance”.
Many big banks have set up digital-only or fintech-focused
areas within their existing organisations to try to recreate the
start-up culture, says Stanley, pointing to the likes of Rise at
Barclays, or Kinetic, HSBC’s business banking-focused app. The
big players also have the dual advantages of compensation
and constancy. “The challenger banks find it harder to pay
the compensation levels that execs in the more established
banks are used to,” says Stanley, adding that this has become
noticeable as losses at some challengers deepen.
Larger banks with trading arms that were highly profitable
during the pandemic have been less afflicted by risk aversion

when compensating new recruits. “If a global really wants to,
it can still dig deep,” Stanley adds. For challengers, this is not
always the case.
It would also be wrong to presume that challenger banks are
universally celebrated as appealing places to work. Revolut,
in particular, has had teething pains, with some employees
complaining of extremely long hours and an excessively targetoriented culture. “Three years on the rocketship feel like dog
years in normal time... I feel like I’ve run a marathon at the
speed of a sprint,” wrote Revolut’s former Head of Growth,
Irina Scarlat, in a Medium post about her time at the bank.
Revolut has also been accused of ‘unorthodox’ recruitment
practices, including asking potential candidates to sign up 200
new clients before being invited to an interview. Initially, this
approach was celebrated as part of a culture that Storonsky
described as “about getting s**t done”. More recently, the
bank has been trying to soften its edges.
The real lesson from the challengers might be the role of a
well-defined and differentiated organisational culture as a
recruitment tool, particularly for Millennials and Generation Z.
Yallop says Starling’s ethos is that “good business and ethics
go hand in hand”. Employees should feel they’ve achieved
something ‘meaningful’ every week.
She says happy staff translate into happy customers. Starling
came top of Money Saving Expert’s most recent biannual
customer service poll, with 93% of customers rating its service
as ‘great’.
Sarah Butcher is global editor for
eFinancialCareers. She spends her days
(and many of her nights!) immersed in
financial career issues and is a leading
commentator on the subject, both in the
UK and the US
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Ask Nadim

Don’t let gender define a role
Nadim Choudhury gives advice on how to deal with gender bias in the workplace,
even if you are new to a job and worried about offending your boss

D

ear Nadim,
I want to reach out to you on
a difficult matter. I’ve read your
column over the past few years, so I
thought this could be an appropriate
avenue to explore a particularly thorny
work issue that I’m facing.

relationships with them. I feel that they
look out for me but I would rather not
be treated as a delicate flower. There
seems to be an over-zealous way of
wanting to make sure I’m happy –
almost like they are protecting me, but
I’m not sure from what.

I’m 25 years old and work as a newly
qualified mortgage broker for a small
practice in Surrey. I’ve been working
there for the past six months and love
the varied nature of my job. I work in a
close-knit team of five and being a team
player is important. My other colleagues
are all male and very keen on sport.

My mother is quite cynical about it. She
thinks that this shows they don’t see
me as someone who will have a career
in the industry and that if they did take
me seriously, they would quickly stop
being so ‘nice’. She thinks I should look
for another job as soon as I have gained
enough experience to leave.

While I have never experienced any
open sexism, there have been occasions
when my colleagues and manager
have asked me to take on tasks that
I feel should be shared by everyone.
For example, I’m always asked to take
notes in meetings while the two male
trainees are never expected to do this.
I’ve thought about just handing the
notebook and pen to one of them, but
I think they would resent it and that
I would be viewed as awkward and
snippy for doing it.

I’ve never felt that my gender has
played a role in how people perceive
me on a professional level before, but
since joining this firm, I’m reminded of
my gender every day. I do want to try to
make a success of this job and think I’m
at least as good as the other trainees
and can be a real asset to the firm. And,
if nothing else, I want to prove it to
myself.

The reason I think that is because
my boss, while supportive of my
professional development, often takes
a condescending tone towards me.
He has openly said in meetings that I
remind him of his daughter, who is of a
similar age, and he often asks questions
about my personal well-being. I would
like to think that this is well-meaning,
but I find it intrusive and he never asks
my male colleagues personal questions.
With them, he talks about rugby and
football.
All of that said, I like my colleagues
and I think I have positive working
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I want to ask you if this behaviour by
my boss is normal. Should I raise it with
him? Or will it come across as being
negative and not being a team player?
Your thoughts would be appreciated.
Hannah, 25, Surrey

Hi Hannah,
Thank you for getting in contact with
me. First, I want to say that you are not
alone. The behaviour you’ve described
is very common and many of my female
clients have described similar situations
to me in coaching sessions.
Reading between the lines, your boss
and your colleagues are – whether

consciously or not – taking advantage
of your relative inexperience to
promote quite a toxic environment. It’s
understandable that you are making
excuses for your colleagues’ behaviour.
Young people, and young women in
particular, are under pressure to fit in
and be liked.
If nothing else, your boss has the power
potentially to damage your career. But
it is that power imbalance that should
tell you there is an issue here. Such
comments and behaviours – particularly
when your fellow trainees are not
exposed to them – can have a strong
negative impact.
Here are my top tips on what you can
do next.
• Be clear in your mind that the
intention, however well-meaning, is
negatively affecting your well-being.
However ‘good’ the intention, it cannot
be used to justify that negative effect.
Be OK with not being OK with this.
• Unconscious bias exists in all of us
– this has been true since the start of
time. It is part of the reason why the UK
has The Equality Act 2010, which legally
protects people from discrimination
in the workplace. I’m not suggesting
that you should seek legal redress for
the issues you face but I do think it’s
important for all of us to understand
how bias plays out in the work
environment. If nothing else, inclusive
companies are more productive. The UK
Commission for Employment and Skills
says that making full use of women’s
skills could boost the UK economy by
around 2% a year.
• With that in mind, try to
communicate openly to your boss
about how you feel. Ask him why

the other trainees shouldn’t take
a turn taking notes. Listen to his
reaction. The question may make
him uncomfortable but that is
OK. Make sure that any questions
you ask about this focus purely on
work and on making the team as
fair and productive as possible. It’s
likely he doesn’t see his behaviour
as discriminatory, since he seems
to equate it with being kind and
‘fatherly’.

“

• One of the challenges we face is
that we judge people on the basis of
stereotypes and those stereotypes often
form our view of whether – at its most
basic – that person is ‘friend or foe’.
Some psychologists have examined
stereotypes in terms of perceived
‘warmth’ and ‘competence’. As you
have seen, young women are often
viewed as ‘warm’ (part of our group)
but not very ‘competent’ (ie low status),
which leads to the pigeon-holing
that damages careers. In particular, it

Your boss and your
colleagues are taking
advantage of your
relative inexperience
to promote quite a toxic
working environment

can lead to women being expected to
take on a lot of ‘emotional labour’ that
men, such as your fellow trainees, are
allowed to dodge while they focus on
being ‘competent’.
• You should put forward ideas for
a project that you can help lead. Be
collaborative but don’t be afraid to take
credit for your own good work.
• Raise the issue with your colleagues,
ask questions and be curious to learn
more about their explanations. If they
are open to learning and wanting to
support you, most people will be willing
to change.

• If you find that your colleagues
are not minded to be fair, the best
way forward may be to ensure
that your dealings with them –
and with the industry – are as
professional as possible while you
build up a profile that will get you
into a better-run firm.

Nadim Choudhury is
Head of Careers and
Employability at The
London Institute of
Banking & Finance. He is
a career coach with more
than 14 years’ experience
of working with leading
business schools.
Members of the Institute
are welcome to contact
Nadim for free one-toone coaching by email at
nchoudhury@libf.ac.uk
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Need to know

Caveat emptor
Deborah Sabalot looks at the implications of rulings against awarding compensation
to bondholders in the failed London Capital & Finance
One of hottest topics in the regulatory environment at the
moment is the question of the perameter – ie what is within
the legal framework established by the Financial Services
and Markets Act 2000, and what is not. This was the key
question when deciding whether an investor could have
access to the Financial Services Compensation Scheme (FSCS)
in the event of an authorised firm’s default.
It is not easy to tell where these lines are drawn as has been
demonstrated by a recent case. The FSCS was judicially
reviewed about its decision to deny compensation to
approximately 60% of the holders of various ‘mini-bonds’
issued by London Capital & Finance (LCF), which went into
administration in January 2019.
The FSCS took the view that issuing mini-bonds is not
a regulated activity and, therefore, many investors were
not protected by it. But the FSCS also thought that some
bondholders might have been given misleading investment
advice by LCF or may have had valid claims for compensation
under the common law for misrepresentation.
In this case, it was argued that the mini-bonds were
‘transferable securities’ or alternatively that the ‘no-transfer’
clauses in the bonds were ‘unfair’, and therefore ineffective,
based on the Consumer Rights Act 2015. Confusion
reigned as, under the subscription agreements between
LCF and its investors, the firm had agreed to provide them
with transferable bonds and, therefore, was carrying out a
regulated activity when this was, in fact, not the case.
The court said: “It is disturbing that providers of financial
products may be able to sidestep consumer protection by
relying on spurious contract terms. Nevertheless…I also
have to be mindful of the fundamental...principle of legal
certainty. It would be both surprising and unsatisfactory if a
security which stated on its face that it was not transferable
was nevertheless defined as a transferable security.”
Where to draw this legal perameter was also central to
the independent investigation of the Financial Conduct
Authority’s (FCA) supervision of LCF, carried out by Dame
Elizabeth Gloster, which appeared at the end of 2020. Many
firms carry out both regulated and unregulated activities. It is
often not clear, especially to less sophisticated clients, which
activities or investments fall within the regulated regime –
and hence might be compensated in case of loss – and what
would not.
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Dame Elizabeth stated her view that the issuance of LCF‘s
bonds did not constitute a ‘regulated activity’ but that the
FCA’s approach and understanding of the perameter was
deficient and this had directly impacted its regulation of LCF.
She said that the FCA had not encouraged its staff to look
outside the perameter when dealing with FCA-authorised
firms such as LCF and it had failed to understand holistically
the firm’s business model.

“

Despite the force, lucidity and
skill with which their case
was advanced before me,
the claim must be dismissed

The review said this resulted in multiple failures by FCA staff
to respond to or pursue red flags. Dame Elizabeth singled
out this ‘halo’ effect for criticism. Authorisation by the FCA
for some activities (often a limited amount) can give the
impression that all of the firm’s activities are regulated while,
in the case of LCF, a wide range of its activities were not.
Although the court found in this case that the FSCS was not
obliged to pay compensation to the majority of mini-bond
holders, they may still not be left out of pocket. Following
the scathing Gloster Report, the Treasury announced
that it would consult on whether and how to set up a
compensation scheme specifically for the LCF bondholders
outside the FSCS regime. The scope and extent of the
scheme, and who might pay for it, are not yet known.
The question then is whether it is asking too much of
consumers to understand the limits of regulation and the
law – or risk winding up on the wrong side of it. The court
concluded that: “It goes without saying that the claimants
and their fellow investors deserve the greatest sympathy for
the plight in which LCF left them. Nevertheless, despite the
force, lucidity and skill with which their case was advanced
before me, the claim must be dismissed.”
Deborah Sabalot is a consulting lawyer who
advises financial sector clients on UK and
international regulatory and compliance issues
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Reviews

Not the price of everything
TITLE
Adapting to Climate Change
AUTHOR
Matthew E Kahn
PUBLISHER
Yale University Press
(£20)

C

lassical microeconomic theory predicts that
when people’s situation changes, so do the
choices they make. If, say, goods become
more expensive, lower quality or inaccessible, homo
economicus will switch to cheaper, better quality
or more accessible ones. This behaviour lessens the
adverse impact of any economic shock on welfare and
any positive impact is enhanced.
Matthew Kahn uses this principle to consider how
people in market economies might adapt to climate
change and so lessen its negative impact. This is how
markets are supposed to work in a capitalist economy:
they signal changes and evoke responses that work
to society’s overall benefit. Most economists will be
familiar with this Panglossian, not to say Darwinian,
approach to free-market thinking.
The book is strictly non-technical, with no economic
models formally presented, no equations and little
jargon. It relies on anecdotes, mostly about the US, in
particular the West Coast. The topics cover the ground
from agriculture, through manufacturing, services and
real estate. Quite a lot on real estate, actually. And
Kahn tells a good story.
Academic studies are cited in passing, but the
underlying principles are seldom drawn out. For
example, one anecdote is the ‘building on a flood
plain’ classic, which is conventionally used to explain
time inconsistency (in which authorities say in advance
they won’t bail out those flooded, but often do after
the event, and house builders and buyers know that
beforehand). That concept does not really impinge on
the story here, nor are the classic remedies discussed.
In contrast, the Lucas Critique is both named and
explained: “The Lucas Critique posits that as the rules
of the game change, people alter their behaviour to do
the best they can under the new rules.”
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Taken at face value, Adapting to Climate Change,
may be a useful introduction for non-economists
who wish to study the impact of the transition to
either a higher global temperature and/or a lower
emissions economy. That transition will generate many
business opportunities and risks arising from adaptive
behaviours. Well-run businesses and intelligent,
resource-rich, flexible people can expect to thrive on
these changes. The rest, well, they will lose out as they
always do.
Most of the likely adaptations presented are not
extreme and are apparently extrapolated from the sorts
of changes seen in the past. Curiously, the circular
economy is not mentioned. For a more imaginative
– and disruptive – look at what the economic future
might hold, I would recommend the online videos of
Tony Seba.
The essential problem with the book is what is not
in it. Specifically, the words ‘market failure’ do not
appear and such failures are not discussed. That is odd
given that the basic problem with greenhouse gas
emissions is that they represent an unpriced market
externality, and that market failures underlie many of
the anecdotes in the book. Markets simply do not work
as efficiently as described in this book, even in the US.
Furthermore, the analysis is the standard ‘marginal’
approach used to examine small changes – as the
economy moves from one equilibrium to another.
This doesn’t seem quite up to the task at hand. Climate
change is potentially existential. We don’t know for
sure if the current trajectory has any reversible, or even
stable, outcome in terms of global temperature and sea
level. We risk breaching the planet’s natural boundaries
in a catastrophic fashion – if that hasn’t happened
already.
Adaptation to climate change is relevant only if there
are reasonable limits to that change. Otherwise, it’s
perfectly possible that, in some not-too-distant future,
a few thousand US citizens will end up living in ecobubbles or on remote mountain refuges, waxing lyrical
about how their own skills and the market economy
enabled them – and only them – to survive. It’s not a
very comforting thought.
Paul Fisher – an economist and a fellow at the Cambridge
Institute for Sustainability Leadership
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T

his is the book to throw at your human
resources director – not literally, of course –
when any attempt is being made to bamboozle
you about how decisions on pay have been made.
It is all here: the economics, psychology, sociology
and (crucially) mythology that underpin wages and
how they are set. It is a closely argued, thoroughly
researched treatise on how we got here and how pay
could be both fairer and more effective as a reward.
The author is a professor of sociology at Washington
University, St Louis, Missouri, whose previous book
was called What Unions No Longer Do. This follow-up
dives head first into the modern labour market at all
levels, but provides the historical context and analysis
you need to grasp how pay works – or doesn’t.
Four key factors determine pay levels, Rosenfeld says:
power, inertia, mimicry and equity. Power may be
exercised legitimately, or not. Inertia freezes change
and necessary reform. Mimicry leads to ‘the rate for
the job’ and firms doing what they can to suppress
competition while supposedly championing it.
Equity, or the lack of it, provides the backdrop to all
disputes.
Supported by this analytical framework, Rosenfeld
goes on to suggest why many, perhaps most, of our
assumptions about pay are wrong. We are not paid
for our performance and ‘incentive pay’ doesn’t
work for most of us. Greater transparency on pay
would be liberating and renewed union power, far
from harming the economy, would lead to greater
well-being and equity without preventing economic
success.
Pay is just so tricky. “Individual productivity is rarely
objective, and often unmeasurable,” Rosenfeld says.
So what use is so-called ‘performance-related pay’,
really? We are kept in the dark about each other’s

pay for a reason. “Ignorance about your own firm’s
finances and pay scale, and how its competitors
compare, keeps you from knowing whether you’re
getting your fair share and removes your negotiating
leverage,” Rosenfeld writes.
Opacity hides unfairness. “The real issue in debates
about pay secrecy isn’t the disclosure – it’s what’s
being disclosed.” Shareholder capitalism is squarely
in the author’s sights. The impact of the ‘maximising
shareholder value’ principle has suppressed wages and
harmed workers, he argues.
“Shareholder capitalism is a system, at heart, of
income redistribution away from today’s workers and
toward executives and investors,” Rosenfeld says.
“As such, it is deeply implicated in decades of wage
stagnation for millions of American workers.”
Wages in construction and for truck drivers have
fallen, even as these jobs have proven their worth.
“Absent union power, those at the bottom of the
economic ladder who lack educational credentials
to bid their wages up now have few resources to
negotiate an increase in their pay,” Rosenfeld says.
As for chief executive pay, the excesses speak for
themselves.
Even in supposedly successful organisations, ‘fissuring’
(through outsourcing or contract work) leads to
harmful pay gaps. “The majority of workers at Google
do not work for Google,” Rosenfeld observes. Some
100,000 are employed directly and 120,000 through
temp contracts. As former chief executive Eric Schmidt
once admitted: “We can treat them differently
because we don’t really hire them.”
Fissuring is “creating a caste system inside
companies,” Rosenfeld says. “Fissuring has
several roots, but a clear one is the rising power
of shareholder capitalism over corporate decisionmaking.” But he is not dismayed. Three obvious
steps could improve matters: “Raising the pay floor,
expanding the middle and lowering the ceiling.” The
Covid-19 crisis has shown us that change is needed,
he argues in a postscript. What is needed is political
will and business leaders with the courage to choose a
healthier path.
Stefan Stern – former FT columnist and director of the
High Pay Centre from 2015 to 2018
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I

n Born Digital: the story of a distracted generation,
Robert Wigley aims to share his insights into
Generation Z, and in particular its relationship with
technology, which was gleaned from his rich experience
in the City and beyond. In this, he succeeds admirably.
He calls for wide-ranging changes in governance,
taking particular aim at the large technology businesses
whose lack of accountability is, in his view, at the heart
of the problems facing Generation Z.
Those problems include fragile mental health and
feelings of insecurity and anxiety about the future.
Generation Z’s fragility is, in the author’s view, linked to
its reliance on social media for news and comment.
But young people won’t switch off their devices
because, Wigley argues, they are used to the dopamine
fixes provided by them. That costs them key life skills,
including concentrated effort and real communication.
And that can have serious consequences. For example,
peers ‘unfriend’ and ‘unlike’ at a whim, causing a
downward spiral into depression and worse, particularly
in adolescents.
A laissez-faire approach to oversight is not enough,
Wigley says, and that applies beyond social media.
Today’s screens are not like analogue TV. Digital
algorithms are designed to encourage bingeing on
everything online, including films and games. That
affects sleep, academic performance, eating patterns
and human interaction – sometimes very negatively.
The costs are personal, social and economic.
The author also has insights into Generation Z itself: its
members’ focus is on their individual transactions and
experience, not real engagement. He poses the key
chicken and egg question: whether “lifestyle changes
drive their tech habits or tech habits are driving their
lifestyles”, without, sadly, seeking an answer. Perhaps it
is a bit of both.
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The chapter on political activity and digital ethics is
one of the best and is full of interesting insights into
Generations Z’s civic engagement. The “manic bees”
only have time to skim the headlines, real or fake,
make instant judgments and move on to the next app.
It’s not all bad. Wigley is impressed by the positivity he
has encountered among Generation Z and its members’
commitment to social issues rather than wealth. They
want to know what an employer stands for, whether
they will provide flexible working arrangements and
deliver an enriching experience. If not, they will be off.
Can the problems with BigTech be improved
significantly without regulation? Say, by forcing the
companies to share data to create a more competitive
market or through greater parental intervention?
Probably not, Wigley concludes. Could pressure be
applied to create a code of conduct for ethical digital
design? Perhaps. Wigley concludes that, ultimately,
better technology regulation “may be the only
comprehensive solution”. He would also tackle the
economics of the internet to provide a fair reward
for content providers and to prevent tech giants
monopolising the income from our personal data.

“

The ‘manic bees’ only have
time to skim the headlines,
make instant judgments
and move to the next app

I have learned a great deal from this book about the
paradoxical Generation Z, in particular how members
interact with technology, with work and with each
other. I also understand more about how large
technology companies exploit the great freedom they
enjoy and that there is still much to do to make the
internet a safer place.
I would have expected more nods to the positive
impact. I was midway through the third chapter before
there was an acknowledgement of the unique role
that social media had played in supporting young
people during the pandemic. That said, the central
argument that technology brings major risks and that
much greater education and intervention (by parents
and governments) are needed is not at issue. It is an
important and timely book.
Alex Fraser – Chief Executive of The London Institute of
Banking & Finance
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26 Direction finder’s range (7)
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20 Hit single by The Bachelors cleaner and I name
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Down
29 In my case, stand at the front for hymn (5,4,2)
1 Keep firm grip (10)
21 Standing pier gets demolished (8)
30 New article probing school exam is fair (2,3,5)
2 Greek character faithfully reproduced songs? (5)
23 Crude young woman given notice in brief note (7)
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24 A bit of mainland Portugal some years ago (6)
27 Can’t stand men supporting violent crime (5)
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16 Free as a bird, 18 Estimates,
20 In season, 23 Memento,
25 Ninja, 26 Since.
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