
New entrants in banking
The growth in the number of UK challenger banks (such 
as Virgin Money, TSB, Metro Bank) means that 2016 
could be a watershed year in the competitive landscape. 
Five new entrants launched in 2015, and a further four are 
expected to launch this year. In many cases, they are 
entering the market without any existing customer base, 
for example Metro Bank, which signed up an additional 
62,000 customers in the first quarter of 2016 alone.

Online and mobile channels 
Digital presence is driving strategy, namely through the 
continuing advancement of fintech (financial technology). 
Out of 25 new entrants analysed by Grant Thornton, 85% 
are planning a predominantly online or mobile-only route 
to market. 

The new entrants’ focus on digital distribution channels 
and specific product offerings means they should 
continue to grow and potentially eat away at the market 
share of the larger banks. Meanwhile, incumbents are 
investing in improving their digital offering.

M&A peak for insurers?
Low interest rates and efficiency considerations led to a 
string of  M&A deals in 2015: these include the Willis and 
Towers Watson merger in an $18bn deal, and the largest 
pure insurance takeover in the sector’s history with Ace's 
$28bn acquisition of local US rival Chubb.

This dealmaking seems likely to continue in 2016, 
especially in the US where the sector remains fragmented. 
For insurers, cost savings through M&A look like the only 
opportunity to boost returns on equity.

Regulatory developments
New accountability rules came into effect on in March 
2016 for banks, building societies, credit unions and 
insurers and are expected to be extended across the entire 
financial sector by 2018. The rules aim to hold senior 
managers and key non-executive directors accountable. 

Brexit 
An Open Europe study suggests that the City of London 
and financial services are most exposed to a Brexit 
outcome, with the risk that new barriers to entry to the 
EU single market would be erected. 

According to fund manager BlackRock, the UK currently 
has a trade surplus in financial, insurance and pension 
services of £18.5bn, but post-exit regulatory challenges 
could see that eroded.

Grant Thornton has compiled a list of questions across 
five areas, that our clients can use to assess the likely 
consequence of Brexit on their businesses.

Implications for pension schemes 
Recent falls in already low gilt yields, coupled with lower 
equity returns, are likely to have increased any shortfall in 
pension schemes, and may drive trustees to request 
additional funding from the employer.

Disruption in the sector, in the form of fintech as well as 
the current uncertainty around the upcoming Brexit
referendum, could have an impact on companies'  
profitability. Pension trustees should ensure they 
understand whether the employer covenant is affected.

Increased competition from new entrants and online players, together with the 
growing importance of  fintech, are challenging the dominant position of  the large 
established banks and insurers.  There is uncertainty around the upcoming Brexit
referendum and the potentially negative impact on the UK's financial sector in case 
of  a 'leave' vote. Pension scheme trustees should ensure they understand the 
potential implications for the employer covenant.

Financial Services
May 2016

The Grant Thornton view 
"If  Britain votes to leave the EU in the upcoming referendum, this would have serious 
implications for the UK's financial services sector. Trustees should assess the impact on the 
employer covenant  and explore their options if  they believe it could weaken." 

Darren Mason, Head of Pensions Advisory
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For more information:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 


