








Consumers are looking for products which

are more tailored to their needs and lifestyle,
delivered with an interface that’'s equally suited
to their capacity and interests. Many of the
required products are not yet comprehensively
available in the market or designed in a way
which optimises consumer engagement and
utility. Digital identity is a key enabler to improve
consumer experience, control and security

but has been slow to materialise. Additional
functionality could facilitate the necessary
product innovation but it’s likely that more help
Is needed to address some of the business model
challenges identified.

Consumers have a low awareness of their right
to port their banking (or other) data. Research
consistently shows consumers want safe and
secure services, which give them speedy and
convenient control and help when something
goes wrong. Consumer protection for both
payments and data-sharing needs harmonisation
and simplification. Consumers need help to
exercise control and take responsibility.

Niche adoption

Propositions do not
materialise or are only
adopted by low numbers

of consumers

PART TWO CONCLUSION

At the moment, they cannot identify legitimate/
illegitimate providers; easily control how

their data is shared or for what purpose; and

If their complaint falls outside the perimeter
(for example a data breach), their only route

to redress would be through the ICO.

The aim of Open Banking is to improve value More informed
for people and small businesses by increasing decision making and
competition and innovation in the market. engagement with
However, with the end of OBIE in sight, we are financial products
at a cross-roads and need to take action to move and services
the market towards the positive goals set for
it. Without clear action to stimulate the market
and mitigate the risks to consumers, a golden
opportunity could be lost.

Risks crystallise
Fraud and misconduct
proliferates. Firms act

in ways which are
‘legal but not right’

Market consolidation

Large incumbents dominate
Open Banking distribution,

nullify its impact on competition
and increase barriers to switching
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THE VISION FOR OPEN BANKING

Safer ways
to share data
and make
payments

Access to better
value products
and offerings
for everyone

Exclusion worsens
Open Banking is adopted
by a majority, leaving

the remainder excluded
or paying more
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BEIS has set out its vision that consumers’ data should work
for them and not against them. Consumers should be able
to use their data to make informed decisions about the best
products and services and switch seamlessly.

We propose that a similar vision is now needed for Open
Finance alongside a well-articulated roadmap for its delivery.
The FCA'™ has said in its Business Plan for 2019 that it will
monitor Open Banking while leading the public debate on
Open Finance. The public call for input allows the FCA to
shape a vision for Open Finance with all stakeholders.

We suggest the primary and explicitly stated purpose of Open
Finance should be to:

* Support increased productivity among small businesses

* |ncrease financial resilience for people across the whole
of the UK

Its goals should reflect those set out in the Consumer
Manifesto for Open Banking (see Note from the authors on
page 2) ensuring Open Finance is a force for good which
improves financial inclusion. A strategy should lay out clearly,
sector by sector, how Open Finance will be delivered and its
implementation principles. These should reflect those of the
Smart Data Function proposed: to support the development
and delivery of Smart Data infrastructure for the benefit of
consumers, particularly vulnerable consumers.

Certainty about the future of Open Banking is needed.
Government has set out its intentions for a National Data
Strategy and its focus on becoming a world leader in data
driven innovation. It has published the Smart Data Consultation
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and announced its intention to review the payments landscape.

But some urgency is now required to set out how the potential
of Open Banking will be realised without losing momentum as
OBIE comes to an end. And similarly, how the assets created
by OBIE might be deployed for public benefit elsewhere. (It is
after all consumers who pay for infrastructure by buying and
holding financial products.)

Other similar initiatives in energy and pensions are already
underway, but these are happening in regulatory silos, in
part, because of legal limitations on the remit and funding
of OBIE. The proposed role of the Smart Data Function and
the steps to build trust in the market are needed urgently to
avoid fragmentation of consumer protection, inconsistent
approaches to authentication (leading to an inconvenient
and frustrating experience for consumers) and a lack of
interoperability. Such fragmentation increases costs for firms
and reduces opportunities.

We suggest that the future of OBIE lies with the proposed
Smart Data Function and the Digital Markets Unit. Below, we
put forward some ideas to spark discussion and debate, in
response to the Smart Data Consultation. The proposed Digital
Markets Unit could play a role in providing the vision and
strategy for Open Life or what we might now call ‘Smart Life’.
It would be responsible for considering the wider strategic
priorities for the UK and the needs of consumers in a more
data-based economy. The Digital Markets Unit would provide
consistency for key cross-cutting policy areas relating both
to consumer protection (e.g. vulnerability, redress, etc) and
technology (e.g. consistent authentication, interoperability,
etc), doing so in a way which maximises the use of data and
social sciences, with Regtech.

Given the pioneering nature of Open Finance, the interest from
across the world in the UK’s approach to implementation, the
connections to artificial intelligence and ethical considerations,
we believe that the FCA could host or where appropriate, set
up an arms-length body, to focus on the delivery of Open
Finance: the Open Finance Policy Institute. It could work with
other regulatory bodies, like the Digital Markets Unit, to keep
the industry at the forefront of developments in technology.
Working with academics and other organisations, like the
burgeoning Global Open Finance Centre of Excellence at
Edinburgh University, it could bring scale and velocity to

the process of testing and mitigating data risks which could
otherwise undermine the value of Open Finance.
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Existing bodies

Proposed bodies

@ Government to agree the role of the
Digital Markets Unit and give it levy-
raising powers to provide a funding
conduit

@ The proposed Digital Markets Unit (DMU)
to drive the UK’s strategic data and
iInnovation priorities ensuring appropriate
consumer protection. The DMU should
become a strong cross-cutting regulator
for data. This Unit could become an
entity in its own right, or could form part
of one of the pre-existing, cross-cutting
regulators (ICO or CMA). The Smart Data
Function would be its delivery arm

@ FCA to develop the strategy for Open
Finance and raise levies on industry
where necessary to fund the delivery of
technology by the Smart Data Function

@ FCA to set up the Open Finance Policy
Institute (internally to begin with but then
to operate at arms-length) to develop the
Open Finance strategy, oversee extension
of the APIs to other financial products, the
regulation of parties accessing financial
data sets and use of financial data
(working with others like the Centre for
Data Ethics and Innovation)

@ The CMA to conclude the OBIE and allow
assets to pass to the Smart Data Function
to be deployed in other industries for
public benefit

@ Smart Data Function to oversee the
delivery of Smart Data initiatives,
develop and share expertise, and
ensure initiatives work in the interest of
consumers, especially those in vulnerable
circumstances
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Under this proposed structure, it is important that the new DMU liaises
with the FCA’'s Open Flnance Policy Institute to ensure that more
specific finance-related policy issues are addressed. Similarly, it would
work to support other sector regulators. We envisage the Smart Data
Function as the delivery arm for the DMU which could be requested

to deliver the requirements of the various regulators’ Smart Data
initiatives. Within the Smart Data Function, different implementation
directors could host their initiatives but with common tech teams
supporting them to facilitate agile and ever-improving infrastructure.

In the first instance, the Smart Data Function would become the home
for the OBIE assets and the continuation of its work under direction
from the CMA and the FCA’'s Open Finance Policy Institute. In due
course, the organisation would reflect its role as the national provider
of data infrastructure with a clear remit to ensure that technology is
designed in such a way as to deliver optimum consumer outcomes.

As part of the new Smart Data Function, the OBIE assets would be
freed up to be deployed elsewhere for public benefit. There would

be a refreshed remit and clear roadmap of activity for Open Banking.
Working with the CMA and the FCA’'s Open Finance Policy Institute, this
should include evaluating remaining complex challenging questions,
such as the onward sharing of data. The Smart Data Function should
consult on what is mandatory and what is optional for firms, and
identify enabling technologies which will improve the effectiveness and
success of Open Banking.

Monetisation of infrastructure is challenging, so making a variety of
funding models available - both private and public - is essential to

give the Smart Data Function the best chance of success. Most AP
initiatives will be led by regulators. However, it is important to provide
industry with a vehicle through which they can choose to pay for
‘oremium’ or ‘optional’ APls to be built. Without such a vehicle, this may
stymie industry-initiated activity or give rise to a competing body for
industry to commission.
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The Smart Data Function could be funded in multiple ways but

would not have any direct levy-raising capability - it would rely on its
regulators to raise levies on its behalf, or require firms to fund directly,
as they have OBIE.

Alongside levies, it could work with tech vendors on alternative funding
models and provide other advisory services to the international market.
For Open Banking, optional or premium APIs could be funded on a
subscription basis, via a levy on the ‘CMA9’ where the CMA requires

It as part of its Order, or via a legislative levy required by the FCA or
Digital Markets Unit for the public benefit.

Both the new Digital Markets Unit and Smart Data Function should be
governed by independently chaired boards. Both boards should include
an equal balance of industry, consumer and civil society representatives.
There should also be people within the organisations whose only
purpose is to consider the technology through the consumer lens,
advocate for the consumer and facilitate the engagement of consumer
organisations within governance across the organisation as a whole.




PART THREE CONCLUSION

We set out to understand what the consumer value from Open Banking was and which
consumers could stand to gain most from which Open Banking-enabled products.
We also looked at what might be holding back those products from coming to the
market or stopping consumers from adopting them.

Our analysis shows that together, people and small businesses could stand to gain
£18bn a year from Open Banking, particularly benefitting people who are overstretched.
People and small businesses need more tailored services which reflect their interests
and interfaces that engage them. But consumers also want to know that firms are
acting with their best interests at heart in a way that is ethical and responsible.

Firms have an opportunity to make a fundamental difference to the financial health of
the UK and change the way we think about and manage our money. But the industry
needs help. Our priorities will help to deliver the consumer value we have identified,
build a trustworthy ecosystem, and stimulate the market to action quicker.

Open Banking is at an early stage of development, but the indications suggest for the
full potential value of Open Banking to be realised for consumers, it must continue

to develop, evolve and grow into Open Finance and become part of ‘Open Life’.

This requires a strategy bringing consistency and security to data portability and
appropriate governance arrangements to ensure Open Finance is delivered, and in

a way, which puts consumers’ interests first. Without a government or regulatory
mandate of this kind, the value of Open Banking and Open Finance is unlikely to
materialise. Instead, it could have unintended and harmful consequences, limit
competition further or exacerbate financial exclusion.

The FCA’'s commitment to look at Open Finance, the promise of the Digital Markets
Unit, the Treasury's review of the payment landscape and the BEIS Smart Data Review
provide vehicles through which Open Finance could be set on the right path to
securing better financial health for all consumers in the UK. For Open Banking to be a
success, co-ordinated action must be taken, and soon.
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Our analysis used data from the Financial
Conduct Authority’s (FCA’s) 2017 Financial
Lives Survey. We are grateful to the FCA and
CDRC for facilitating our access to the data
and to Kantar for their work in conducting the
survey and compiling the data set. Analysis
was undertaken in IBM SPSS and the data
were weighted to be representative of all
adults in the United Kingdom for all analyses
as appropriate. The data for this research have
been provided by the Consumer Data Research
Centre (CDRC), an ESRC Data Investment,
under project ID CDRC 289, ES/L011840/1; ES/

LOT1891/1

Defining the four segments

Our starting point for segmenting adults based on

the extent and nature of their potential gains from

the Open Banking-enabled propositions was the

FCA’s ‘financial resilience’ segmentation. This draws
on six measures of adults’ ability to make ends meet
and live comfortably, keep up with their financial
commitments and put aside a modest buffer in
savings. At its broadest, the segmentation identifies
those who are resilient from those who are not. To
this measure, added one or more dimensions which
reflected someone’s level of engagement with financial
services, while limiting our typology to a small number
of segments. In effect, we wanted the segmentation

to be simple, but also meaningful and representative
enough to be able to distinguish adults across a
number of characteristics.

In order to achieve this, we explored several options,
including segmentations which used borrowing,
savings levels and net assets against the financial
resilience segments. By looking at the profiles of the
segments we produced from these options, based
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on key demographic and other characteristics, an
option which combined someone’s financial resilience
(resilient/non-resilient) with a measure of their non-
mortgage consumer borrowing (borrower/non-
borrower) offered the most balanced segment sizes
and distinct characteristics. This simple segmentation
returned the four segments which we refer to
throughout our report.

Profiling the segments

We wanted to understand how membership of the
segments differed according to a range of personal,
household and financial characteristics. As such, much
of our understanding of the segments comes from
simple two-way crosstabulations of the segmentation
against each characteristic in turn. We also examined
additional measures of the potential drivers of open
banking value in this analysis, although the complex
guestionnaire filtering and random assignment

of question sets for these questions meant these
characteristics were only available for small subsets of
respondents.

There is good validity in using cross-tabular analysis
to explore the profiles of the segments: it provides a
clear breakdown of the composition of each segment
by each characteristic; and it allows for statistical
significance testing, which checks that any apparent
variations in the composition of each group are
likely to be representative of the wider population.
These findings largely informed our description

of each segment. However, when fleshing these

out further into our segment profiles, and with so
many characteristics at play, we also wanted to be
guided in our understanding by the most important
characteristics for describing membership of a
segment. To do this, we used regression analysis.

Being a multivariate analysis tool, regression allowed
us to consider the relationship of a wide range
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of the characteristics to segment membership all
together. It identifies the independent relationship
of each characteristic in turn by effectively holding
the influence of all of the others constant. We used
the analysis to identify which characteristics were
strong predictors of the membership of each segment
and, among the strong predictors, which were the
strongest. We started by predicting membership of
the first segment (versus the rest) and repeated the
analysis for the remaining segments. The particular
type of regression analysis we used was a forward
stepwise binary logistic regression analysis and a
wide range of personal, household and financial
characteristics were included in the analysis.

The results of the regression analysis helped

in identifying the strongest factors driving the
composition of each segment. These factors lead our
descriptions of the profiles for each segment which
still also draw on the results from the simple cross-
tabular analysis, using other relevant characteristics
which could not be included in the regressions to flesh
out the segment profiles more fully.

Identifying sub-groups

We took a rather different approach to identify the
sub-groups compared to the main segmentation. Here,
we took an entirely data-driven approach; that is, we
wanted the number of sub-groups per segment which
could adequately account for heterogeneity within

the segment to be defined by the dominant patterns
in the data, rather than by us. And we wanted those
patterns to be defined by the dominant characteristics
of each segment.

As in the regression analysis described earlier, we were
able to use multivariate methods of data analysis to
consider the influence of multiple variables at once.
We used a two-step cluster analysis approach, which
Is a proprietary algorithm developed by IBM SPSS. Its

particular strength as a cluster analysis tool is that it
can handle large data sets and categorical data like
ours.

The cluster analysis was run on the four segments in
turn. For each segment, a two-cluster solution was
indicated which could not reasonably be improved
with the additional of more clusters. In other words,
two sub-groups represented each segment reasonably
well: they were well-defined by their characteristics
within each sub-segment; and sufficiently different

in key characteristics across the sub-segments to be
distinguishable. As such, we took forward two sub-
groups for each of the initial segments.

Producing the pen portraits

The final stage of our analysis was to run more
cross-tabulations of the characteristics against the
segments. This time, we had eight sub-segments,
comprised of four pairs. As such, we tested for

the statistical significance of the variation in the
composition of the sub-segments across all eight sub-
groups; all were statistically significant. We also tested
for the statistical significance of the difference in their
composition for each pair and found that

the differences were significant in all but a minority of
instances.

These crosstabulations informed how we could
describe the sub-groups. In this case, we brought
them to life by painting ‘pen portraits’ of each one,
a description of a fictitious person who represented
the dominant characteristics of their sub-segment.
Their portraits were driven by the characteristics
which were fed into the cluster analysis and proved
particularly discriminating in defining the sub-
groups. We then embellished these by drawing on
other aspects of their (typical) personal and financial
circumstances, as indicated in the data, and we have
given them a name. These pen portraits should be
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recognisable as characterising people who may have
particular financial needs in common or be set to
benefit potentially from open banking in particular
ways. However, if any readers feel they recognise an
individual in these pen portraits, then that is purely
coincidental!

A note of caution on the statistics

In our report, we give the percentage of people who
fall into each of the four segments. These estimates
should be treated with caution, as we understand that
the data may underestimate the penetration of active
credit use among UK adults, due largely to the self-
report nature of the questions.

In addition, the averages for monetary values reported
here are based on responses to pre-defined discrete
ranges given in the Financial Lives Survey, rather than
precise numbers given by respondents. This approach
was adopted by the FCA in order to reduce non-
response. It also has the advantage of eliminating the
potential for outliers (extreme answers). However, it
does mean calculating averages based on the mid-
points of the pre-defined ranges, which assumes

that all answers in the specific range are grouped
evenly around that midpoint. This may not always be
representative of the true values underlying these
ranges and may mean that the averages reported here
are over or under estimates of population averages.
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High level approach to modelling

The modelling contained in this report is a bottom

up evaluation of currently identified propositions
which can be enabled or enhanced by Open Banking
data. For each proposition, we identified exactly

how the proposition could make consumers better

off financially, identified pre-existing research which
allowed us to quantify the impact, made assumptions
where there were none and then modelled the impact
assuming that all consumers adopted that proposition.

Therefore this modelling makes a number of important
assumptions:

It quantifies the potential value if all consumers adopt.
This is an established methodology for sizing the
potential financial benefits to consumers, for example
used in the recent Citizens Advice Loyalty Premium
research or the Money Advice Service’s quantification
of the benefit of improving financial capability. The
original CMA Order analysis was done in the same way.
This quantification therefore gives the ‘size of the prize’
for policy makers to target, however being aware that it
will be only achieved with mass adoption.

It doesn’t model the response from providers. Making
the model dynamic in this way would be extremely
complex and the results hard to interpret, and the
studies above make the same assumption. It is realistic
to assume that if consumers starting behaving in

the way that the model predicts, providers would

be forced to react. Some may be forced to offer

more advantageous pricing or features to encourage
consumers not to switch away. Others may be forced
to increase other prices to offset lost revenues. Both
of these effects are very important, particularly given
that one should be a net positive for consumers; and
the other is potentially negative and will be vital in
assessing the long-term outcomes of the Open Banking
project, but are not the focus of this model.
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We have used early stage assumptions to estimate
potential impacts. Open Banking-enabled services in
Many case are in their infancy or do not yet exist and
robust data on their impact is not yet available. We
have therefore made estimates or assumptions on the
efficacy of these solutions and used proxy data where
available, from comparable initiatives, or assumptions
where there were no proxy examples available. Once
long-term data is available from live solutions, these
assumptions can be updated. Some may prove to have
been too conservative; others too ambitious. Gathering
this kind of long-term data on the efficacy of Open
Banking-enabled solutions is vital.

The potential value calculation for individuals

There are 8 components to this value calculation and a
number of areas which we recognise but have not been
able to include in this value calculation.

1. Getting better deal on current account

This was the core proposition identified and quantified
in the CMA’s Retail Banking Market Investigation. We
identified that this opportunity covers a number of
quite different consumer propositions. If a consumer is
not on the ideal current account for their situation (and
the majority are not), there are three ways that they
can get a better deal: they can switch their account;
they can use a third party overdraft but keep the rest
of the account with the existing provider; or they can
start sweeping their credit balances to a third party
savings account but keep the rest of their account with
their existing provider. We do not try to differentiate
between these three propositions as in value terms
they all have the same result: the consumer gets a
better deal on their current account.

We therefore used the CMA’'s own quantification of the
benefit (£4.6bn), however reviewed this in light of the
more recent FCA analysis on overdraft revenues. We
judged that this was useful given the very significant
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changes in the overdraft market since 2014. This had
the effect of reducing the benefit from £4.6bn to
£3.6bn, mainly through a reduction in unauthorised
overdraft charges. We also factored in an estimate
of £0.2bn impact from the June 2019 FCA policy
statement on overdrafts.

To allocate these benefits to segments, we used
relevant data from the FCA Financial Lives study on
overdraft usage and made assumptions around credit
balances, overseas debit card usage and propensity to
pay a monthly fee.

2. Maximising interest on savings

This opportunity refers to the potential benefit for
consumers from Open Banking-enabled services
which shift funds out of poor paying savings accounts
and into higher paying accounts. We used a study
commissioned by Open Banking Limited, and
completed by Ernst & Young, however we adjusted
some of the assumptions on total savings held by
consumers using latest data from Bank of England.
This gave us a total figure of £861bn for savings held
by consumers in instant access accounts. We used the
Ernst & Young estimated calculation on the potential
to improve interest rates through switching (0.3%).
Benefits were allocated according to the amount of
savings held by each segment.

3. Different currency savings

This opportunity includes the potential for Open
Banking-enabled services to help consumers get

a better deal when making an international money
transfer or when using their debit card abroad. We
took both values from the Ernst & Young study, having
checked them against other market sources. Allocating
the benefit to segment was based on a combination

of FCA Financial Lives data (on international money
transfers) and assumptions (on international debit card
fees).

4. Shopping around on household bills

Open Banking-enabled services are expected to
make it easier to shop around and for consumers to
get better alerts and nudges when better deals are
available. As such it is expected to increase levels of
shopping around. This is an example of a proposition
which is enhanced but not enabled by Open Banking,
and so we only include a proportion of the benefit.

We used the Citizens Advice study on the Loyalty
Premium for most of the numbers in our model. These
included: mobile contracts, home insurance, broadband
contracts and utilities. Additionally, we included data
on motor insurance using data from the FCA on
shopping around rates and savings achieved. We used
an assumption that Open Banking could enhance rates
of shopping around by 20%. This would need to be
tested and refined as these services mature.

The value was allocated to segment in line with the
proportion shopping around: those segments with
lower levels of shopping around stood to gain more.

5. Personal finance manager (PFM)

PFM platforms are seen as a foundational proposition
in our analysis: these are the platforms which
consumers will sign up to and which will deliver many
of the other services and recommendations. However,
they also have a benefit in their own right. We assume
that PFM platforms will help consumers reduce the
amount they pay in overdrafts and credit card interest,
through nudges, alerts and advice. This market is still in
its infancy and we therefore used a proxy to estimate
the potential impact. The proxy we used was from an
FCA study which found that signing up for mobile
banking reduced unarranged overdraft fees by 8% for
consumers. We assumed that signing up to and using
a PFM platform would have an analogous impact. This
would need to be tested and refined over time (the
actual impact could easily be much higher than the
impact of a simple mobile app).
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We used total remaining interest paid on overdrafts
(£0.8bn) and credit cards (£5.1bn). The benefits were
allocated to segments in line with their borrowing levels
fromm FCA Financial Lives data.

9.Non guantified benefits

There were two propositions which it was not possible
to quantify in terms of consumer benefits due to lack of
reliable data: micro savings and alternative credit score.

Micro-savings solutions: these should have a valuable
role to play in helping UK consumers build up a
financial cushion, particularly for those who lack
financial resilience. However it is not a simple job to
guantify the financial benefit of having a financial
cushion. There are studies which quantify the cost of
problem debt (for example, Step Change), and having
a financial cushion should help to reduce the likelihood
of falling into problem debt, however our judgement
was that this not robust enough to include in the
calculation. We would welcome more detailed work on
the impact and benefits of micro-savings.

Credit solutions: this is another complex area, and one
with significant levels of activity by providers. There are
a range of ways in which Open Banking can support
the effective operation of the lending market. Some of
these solutions are likely to be neutral for consumers,
for example providers using Open Banking as a means
to perform affordability checks more quickly and
effectively. It is in the space where Open Banking

data enables lenders to lend in situations where
otherwise they would not have been able to or at lower
interest rates, that there is most potential value for
consumers (eg, rent recognition schemes). However in
our judgement, the data in this space was not robust
enough to include it in the calculation. Again we would
welcome objective, long-term studies in this area.

There are a range of other broader benefits for
individuals and society which we have not sought to
guantify. These include benefits relating to consumers
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being more engaged with their finances, making better
long-term decisions and reduced levels of stress. All

of these are highly valuable but complex to model and
have therefore been excluded.

The potential value calculation for small business

There are 5 components of this value calculation, plus
a number of areas we haven't been able to quantify at
this stage due to lack of robust data.

1. Open Banking-enabled cloud accounting

Whilst many small businesses already have data sharing
between their cloud accounting platform and their
bank data, Open Banking can make cloud accounting
solutions more effective, more powerful and more
insightful for small businesses and reduce barriers to
cloud accounting providers moving into

the market.

To calculate this benefit, we first estimated the value
that Cloud Accounting brings to small businesses
through enhanced productivity. A study by Plum /
Sage, estimated non-productive admin to account for
116 days a year for a small business (or 1.6% in cost
terms). Cloud accounting could reduce this by 21% the
report concluded. This gave a cloud accounting benefit
of £6.8bn.

As in other areas where Open Banking is an enabler of
better solutions, we apply an assumption that the Open
Banking component of the benefit is 20%. This results
in a final figure of £1.4bn. This is an assumption and

we would strongly welcome more robust, independent
studies into the value of cloud accounting for small
businesses more generally and the benefit that comes
from these solutions being Open Banking-enabled. We
think these figures are likely to be conservative.

2. Personalised BCA comparison

We used the CMA calculation, of £80 potential benefit
per Business Current Account from switching.
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3. Optimising cashflow

From the FCA’s recent work on Retail Banking Business
Models, we know that small businesses keep £130bn

of deposits in their BCA, earning on average 0.07% in
interest. This is a huge lost opportunity and a perfect
solution for an automated solution to optimise returns.
Using the average market leading small business
savings accounts (3x instant access, 3x 90 day and 3x
1 year term), we estimated that a small business could
earn 1.3% on these funds.

Netting off the insignificant amount of interest small
businesses already earn (£0.001bn), leaves a benefit of
£1.9bn.

4. Domestic payments

The CMA Report quantified the average annual
transaction cost to small businesses of £112. From
informal market enquiries, we established that a small
pbusiness could potentially reduce this cost by 50% - a
solution which could be facilitated by Open Banking-
enabled solutions. Once PISP services are more mature,
the cost saving estimates would need to be revisted.

5. International payments

Firm data on how much small businesses pay on
international transfers is limited, as much of the cost

is hidden in FX spreads. One study has estimated this
cost and found that small businesses make £169bn of
international transfers, paying a total of £3.96bn in

FX spread and fees. The study found that the margin
could be reduced by 34%, resulting in a saving for small
businesses of £1.4bn. We would welcome additional
studies to estimate this significant opportunity.

6. Card acquisition costs

Some small businesses accept card payments and
many will typically pay very high fees. Payment
Initiation could potentially offer these firms an
alternative to traditional card payments. Small
businesses represent 37% of all retail firms by turnover.

It is difficult to estimate how much small businesses
could save on their card acquisition costs, particularly
given that acquiring fees are typically not in the
public domain and viable PISP models and pricing
are not yet in existence. Therefore we have modelled
conservatively and assumed that the saving for small
businesses would be the cost of interchange (0.20%
on debit, 0.30% on credit). This may understate the
opportunity, but can be updated once PISP solutions
are in the market and pricing can be analysed.

7. Non quantified benefits

There are a number of benefits which we have not
yet been able to model accurately and which have
therefore been excluded.

One of the most significant is the opportunity in the
credit space. We know that small businesses do not
typically shop around for credit and that a number

of small businesses get turned down for credit. The
small business funding gap is estimated at £5.1bn.
Open Banking should result in easier access to credit
for small businesses and easier access to account
data for providers. However, we have not yet seen any
reliable data on the benefit to small businesses from
this enhanced access to credit and have therefore not
included it in this model. We would welcome studies
in this space, which estimate the opportunity for small
businesses to get access to more competitive credit
and more flexible options to drive growth.

In addition, we believe there are a range of benefits
from Open Banking-enabled services which should
make the UK’s small businesses more resilient, more
successful and their owners less stressed and less
likely to experience financial distress. These are hugely
valuable benefits for UK plc and the our broader
society, but we have not been able to quantify these
pbenefits so they have not been included. They are best
considered as a halo of non-gquantitative benefit.
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