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UKSA's response to the FCA's Call for Input on the
Consumer Investments Market

UKSA submitted a 65-page response to the FCA's consultation.

The bulk of the document comprises answers to the 38 detailed
questions posed by the FCA. These can be found in the full
response posted here on the UKSA website.

The introduction below highlights the main points.

There is a problem, which arises from the big power
imbalance between providers and consumers. Consequently
the market runs largely in the interests of providers of
financial services, not in the interests of consumers.

The game is heavily stacked against ordinary people due to the
deep conflict of interest between financial service providers and
consumers, and the fact thatmost consumers, below those that are
knowledgeable and well informed on the spectrum, lack the
knowledge to assess what is, or what is not, good value. The
FCA’s research work over the years has forcefully demonstrated
this; the FCA’s excellent asset management market study is a
good example. The problem is not limited to the retail investment
market; the 2013 study commissioned by the Department for
Communities and Government into the investment of local
government pension schemes identified huge potential savings
achievable by moving from an active to a passive strategy.

We find Chris Woolard’s Foreword to the CFI particularly
encouraging, in that it acknowledges that there already exist
“readily understood,well-diversified and low-cost investments”,
yet most people do not use them. This is not surprising; the
industrymakesmore profit by promoting expensive and complex
products, and by promoting the message that finance is too
difficult for consumers to understand by themselves. Whilst
alwayswell-intended,we suspect that the regulatory regimemay,
if anything, have unintentionally given cover to this message.

Today’s competition between market providers does not
serve consumers’ interests, because providers have much
deeper knowledge and understanding of their products and
their potential drawbacks.We believe that ChrisWoollard’s
Foreword acknowledges this.

We would suggest that within that foreword there may be the
germ of at least a partial solution. The FCA is clearly well able to
identifywhich individual products are “readily understood, well-
diversified and low-cost investments”. But people need to be
pointed to such products without needing to go to an IFA. Our
understanding of the regulatory regime is that it makes it
extremely difficult to share information of this nature, a situation
which we regard as supportive of the status quo and not in the
public interest.

Our initial thought was this: why should the FCA not publish
details of these products with explanations, including
explanations of how the costs operate, on the FCA website? But
on reflection, we understand why the FCA and its predecessor
have always been resistant to recommending individual products
since therewouldbe a reputational risk if a recommendedproduct

underperformed for some reason.

Might there be away round this? The FCA could describe classes
of products and services that in their view met the criteria of
“readily understood,well-diversified and low-cost investments”,
explain why they met these criteria, and encourage the
publication of costs for individual brands.We use the term “FCA
criteria” in this document to refer to the characteristics of readily
understood, well-diversified and low-cost investments.

The FCA should have the power and the appetite to interpret
its strategic objective to ensure relevant markets function
well as trying to get those markets to operate in the best
interests of consumers.

The FCA has to pursue its objectives as set out in statute.
Reproduced below is the relevant part of FSMA 2000 after
amendment by FSA 2012:

1B The FCA’s general duties

(1) In discharging its general functions the FCAmust, so
far as is reasonably possible, act in a way which —

(a) is compatible with its strategic objective, and

(b) advances one or more of its operational objectives.

(2) The FCA’s strategic objective is: ensuring that the
relevant markets (see section 1F) function well.

(3) The FCA’s operational objectives are —

(a) the consumer protection objective (see section 1C);

(b) the integrity objective (see section 1D);

(c) the competition objective (see section 1E).

(4) The FCAmust, so far as is compatible with acting in
a way which advances the consumer protection
objective or the integrity objective, discharge its
general functions in awaywhich promotes effective
competition in the interests of consumers.

How does the FCA interpret its strategic objective of “ensuring
that the relevant markets function well”? Our concern is that the
FCA has not seen that as identical to getting the best outcome for
consumers. Yet we consider that it is open to the FCA to interpret
“ensuring that the relevant markets function well” in precisely
this way. And we detect an increasing acknowledgement in FCA
publications, culminating in the Foreword of the CFI, that the
current system does indeed give poor outcomes for many
consumers.

It is clear that the FCA have long understood the impact of
expenses on consumer outcomes. Yet the power of the financial
services lobbymakesusdoubt that theFCAwill everbepermitted
to tackle the problem properly. We also recognise that the
Government sponsors theMoney and Pensions Service (MAPS),
whichgives good information about basic financialmanagement,
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and which has a major emphasis on managing debt. But the
existence of theMAPS does not currently tackle the conflicts and
the consumer disempowerment in the long-term savings market.
We also note that inMAPS’ 2020-2030UKStrategy for Financial
Wellbeing a search for the word “fee” does not find a single hit;
the same is also true of theword “charge” and theword “expense”.
The word “cost” appeared in the context of the cost of credit, but
not that of investment costs.

The FCA’s own Financial Services Consumer Panel (FSCP) has
long taken an interest in the question of costs, and the position of
consumers vis-à-vis the industry. Quoting from an FSCP
discussion paper fromaround2015 “Investment costs –more than
meets the eye”:-

“The evidence reveals a market characterised by a
weak demand side that is rapidly growing
numerically, and a powerful industry in which
misaligned incentives are systemic and which
enjoys, largely unchallenged, the potential to exploit
consumer behaviour, product structure complexity
and the lack of cost transparency. As such, the Panel
believes that this is not a market where competition
works in the consumers’ best interests.”

TheFSCPpaperalsoexplains that theeffective total costs suffered
by investors in managed funds, especially active funds with high
turnover, can be materially greater than the explicit charges
quoted by the managers.

The impact on consumer outcomes of costs involved in the
investment chain is much greater than most people would
appreciate – this is the process of (negative) compound interest at
work.Cutting the annual costs suffered on a lump sumby1%over
a period of 30 years would improve the final capital sum by over
one-third.Over a51-yearperiod, itwould improve theoutcomeby
just over two-thirds. And the difference between the cheapest
solution and the typical retail product may be well over 1% per
annum, even before any IFA costs. So the benefits for consumers
of shaving what may look like “a small percentage” per annum
from the expenses they suffer are huge. The claim one often hears
that “performancematters more than charges” is a smokescreen –
the impact of expenses is predictable, performance is not.

Of course there is another side to this story. It is theprofits andhigh
pay within the financial services sector. Therefore, it needs to be
recognised that much better outcomes for consumers that will
result fromtheir beingempoweredandsupportedwouldmean less
wealth is extracted by the financial services sector.

The truth is controversial when it threatens livelihoods.
Solution:

An independent voice is needed to tell the full truth about
expenses, especially the importance of minimising annual
percentage charges, or avoiding them altogether; and

Empower people by pointing out the simple good-value
products and services they can actually use, that do not
normally need the involvement of a financial adviser.

Given that the financial services sector will never provide the
information consumers need in a disinterestedway, there is a huge
void in trust that needs to be filled.Can theFCAfill the void?Who
are consumers to trust?

We believe that savers and investors should be allowed to
voluntarily help each other. What we ask of the FCA is to
remove the existing regulatory blocks in the way of this
process.

This is our main point in response to Q1 below and to the last but
one paragraph of the Foreword. We would want to be confident,
for example, that we could mention by name particular providers
as being especially low cost, and to explain the benefits of, for
example, self-select ISAs that just charge a modest fixed fee, in
which you can purchase a low-cost well-diversified passive ETF,
on which the ISA provider does not make an annual percentage
charge.

The UK Shareholders’ Association has for some time been
working on an initiative that we call “Savers Take Control”. This
is an entirely voluntary attempt, involving knowledgeable
investors who are not conflicted by being financial services
providers, and who want to do something useful for society as a
whole, to tackle the causes of declining public respect for the
entire wealth creation process. More information on Savers Take
Control is given in theAppendix opposite.UKSAalso has a freely
available financial training site we call “honestmoneynow”.

Resolving the expense problem is not enough. There are other
important truths about investment, relating to fundamental
uncertainties and how to manage and live with them.

In the article on page 10, we set out a brief discussion of the kind
of basic but essential, empowering information that everyone
needs to have readily available. All of the behavioural research on
consumer decision-making has been in the context of the current
situationwhere there is no easy answer to the question “whodowe
trust”. But if such essential information were widely available,
trusted and discussed, we believe this would lead to a gentle
revolution towards amore financially engaged and aware society,
with huge benefits for future generations.

Essential information includes not only helping people face up to
uncertainty but also understanding the negative compounding
implications of debt and expenses, as well as the positive
compounding effects of investment returns.

The problem of financial education is a long-term onewith no
quick and easy solution. It needs a step change in approach
across many agencies, not just regulators.

It is all too easy to talk about education as a simple solution to the
problemof financial capability.But there is no quick solution, and
it is not just about educating the young, important as that is. A step
change in national approach to financial education is called for at
all ages. Our understanding is that levels of financial education as
well as numeracy are relatively poor in the UK. On the plus side,
there are a number of bodies, including charities, outside the
official sector with a brief to help with numeracy, financial
capability andmany other aspects of personal development. Such
bodies should work together, and there may be a role for the FCA
in encouraging this. It would also need representative consumers
to come forward to get involved, so that we can collectively
discoverwhatworks. Thiswould be an exciting exercise to be part
of. But it would be vital to ensure that the financial sector was not
given the opportunity to influence the discussion or themessages.

At the same time as expressing concern about general levels of
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financial education it is also important to recognise that there is a
wide spectrum, in terms of the depth and sophistication of
people’s financial knowledge. And for people who are interested
to learn for themselves, there are plenty of resources available.
There is also mutual support available from our organisation for
those who wish to engage with us. Our experience is that people
with an interest in investment often enjoy sharing knowledge and
learning from each other.

Whilst the protection of the majority is vital, it would be
inappropriate to put regulatory measures in place that failed
to recognise the diversity of investment knowledge and
experience and, as a result, restricted market access for
knowledgeable and well-informed (sophisticated) individual
investors.

On awider canvas the whole principle of protecting the public by
regulating the supply of advice has had the unintended
consequence of denying savers access to the support of their
employers, pension administrators, local authorities, low-cost

professional helpers and even qualified friends.

Another unintended consequence is imposing costs on all
consumers to provide something which some consumers do not
need. One example is where providers are required to send
specified information at regular intervals to consumers, with an
associated charge for sending the information. A specific case is
projections of the future value of a SIPP.While many consumers
are unable to compute this for themselves, those consumers with
appropriate knowledge can, yet they are forced by regulation to
pay for the supply of these projections by their provider.

We haveworked closelywith ShareSoc in drafting our respective
responses. However, we have some differences of scope,
perspective, and emphasis; hence the separate submissions.

We believe that this enquiry is enormously important in ensuring
that much needed and meaningful change is achieved within the
consumer investment market. We would be very pleased to
provide further feedback either orally or as further written
evidence.

Savers Take Control (STC) is an ambitious, early-stage, but very
simple idea for altering the balance of power in relation to
individual investment. It is a not-for-profit project which relies on
knowledgeable investors putting time and effort for free into
helping less knowledgeable investors. The intention is for STC to
develop into a well-known and trusted voice that can be relied on
to be completely independent of both the financial and the
corporate world.

The STC team is currently largely composed of people who are
retired, having previously worked in various parts of the financial
sector. But we would be delighted to hear from anyone, whatever
their skills and experience might be, who has an interest in
investment, who meets the independence criteria above, and who
has a passion for tackling the imbalances we discuss in this
submission in the interests of our society as a whole. The balance
of power has tipped further away from individuals and towards the
financial services market. At the same time individuals are
expected to be more self-reliant, with the demise of generous
company pension schemes.

It’s not just the savings chain that we wish to influence, however.
There is also the “ownerless corporation”. In our response to Q38
of theCFI,wegive a link to a lecture byLordPaulMyners on short-
termism, that explains how he came to realise that many, if not
most, companies operated without effective governance by their
owners. A consequence of this is the explosion in executive pay.
But if you raise the topic of executive pay in the corridors of power,
and certainly in any discussions in the City of London, the
discussion is immediately moved on to something else. So as well
as independence from the investment sector, we are also
determined to be able to speak out to argue for a completely
different approach to executive pay. As savers and investors, we

ought to be able to ask those who
manage investments for us to
require the companies we own to
improve their behaviour.
Unfortunately, it is hard forwell-
paid fund managers to crack
down on executive pay in
companies that they own on all
our behalves.

A number of articles and
presentations, as well as contact
information, can be accessed at

www.uksa.org.uk/Savers_Take_Control.

Here are the titles of some of the articles you will find in the
February 2020 and June 2020 issues of UKSA’s Private Investor
magazine:-

� Time to engage the voice of the individual in a national
debate

�Changing the world of savings and investment and driving a
change in company behaviour

� John Kay on remuneration

�What does a corporate culture feel likewhen nobodyworries
about the share price or what profits are reported this
quarter?

� Improving capitalism for the public good – what do we have
in mind? And can it be done?

� The magic ingredient: Savers and Investors helping each
other for free – would you like to help?

Appendix: Savers Take Control


