Should we break up the UK banking system?
The British banking system has been unusual, compared to its rivals in other countries, for a century or so.  There has been a Big Five, and then a Big Four, high street banks since the First World War.  More recently, the remaining small banks have disappeared and the mutual sector has been swallowed up.  Then there was the financial crash and massive bail-out.

The result is that we have a banking infrastructure that is even more centralised than before.  The government is using its partial ownership to pressurise the banks to increase lending and support to the small business sector – so critical to recovery – but there has been little if any effect.  Meanwhile, most of Western Europe and North America continue to enjoy a hugely more diverse lending infrastructure, with regional banks, credit unions, agricultural banks and all the rest.  We don’t.  Shouldn’t we?

Yes, we should…

The UK banking system is not just highly centralised, it is also been structured to face towards the risky speculative market, and has allowed its local lending infrastructure to dwindle.  They are not lending to small business because they use risk software which determines loans and conditions centrally, and – in a recession – most loans are too risky.  There is no local manager tier of people who know local markets and can service them.  It is time to break them up, divide high street banking from investment banking, and rebuild a local lending infrastructure like those of our competitors.

No, we shouldn’t…

UK banking needs to be competitive with its big American rivals, and breaking up the big banks risks swapping a few secure giants with a whole range of insecure minnows.  It would also all but guarantee that the government’s huge bail-out will never be repaid.  The truth is that ordinary high street banking is no longer profitable, and the sooner it is replaced by high-tech solutions – which can allow people to deal with their money instantaneously online or on mobile phones – the better off we will all be.

Questions to think about
1. Why is it that there are only 170 branches per million people in the UK, compared to 520 in Germany and 960 in France.  Does it matter?  Or does it just mean that UK banking is more competitive?

2. Why do 3m people in the UK still lack bank accounts?  Is that the fault of the banks, or are poorer people in the UK hopelessly feckless?

3. Should we insist that banks reveal where they are lending money, and insist that they should do so wherever they take deposits, as they do in the USA?

4. How much should the market be allowed to take its course?

