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Public Hearing on Deposit Guarantee Schemes 
22 March 2011

DGS: How to Safeguard the Confidence of Private Depositors?
(Speech by Vera Cottrell, Principal Policy Advisor, Which?)

Introduction

Good morning. My name is Vera Cottrell and I work as a policy advisor on financial 
services issues for Which?, an independent, not for profit consumer organisation. 
Based in the UK, Which? is the largest consumer organisation in Europe. We are 
entirely independent of government and industry, and are funded through the sale 
of our range of consumer magazines and books.

I am responsible for our work in the area of deposit guarantee schemes and I also sit 
on the European Commission’s Financial Services User Group.

Which? considers depositor protection to be one of the cornerstones of the current 
European banking model. Without a well-functioning guarantee scheme consumers 
will lose trust and confidence in the banking system. In the UK, the ‘run’ on 
Northern Rock, in 2007 underlined the importance of depositor protection, and also 
threw up the question if the current system is adequate and achieves what it sets 
out to do.

In his report, the rapporteur proposes a differentiated approach, involving the 
setting of common requirements applicable to all Deposit Guarantee Schemes, 
while ensuring sufficient flexibility with regard to the specific way in which they 
operate, based on the Commission proposal. Today I would like to highlight some of 
the issues which are of particular importance to consumers and where a flexible 
approach is in our view the right solution. 

I should say that we agree with many of the rapporteur’s findings including the 
views on timings, temporary high balances and per brand protection.

We believe that it is important that member states are still given some choice over 
the level of intervention in times of an economic crisis or a crisis in confidence in a 
particular financial institution. 

Principle

I would like to suggest a principle for the DGS, and therefore a way to judge its 
effectiveness. 

Functioning markets have as a precondition consumer trust and confidence in them. 
This overarching principle should be used to evaluate whether the architecture, 
processes and systems of the DGS will inspire trust and confidence.

I would argue that to achieve this we need a well constructed safety-net that does 
not place undue and overly onerous burden on the consumer. Information should 
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explain the DGS but not require significant extra interpretation by the consumer. 
Neither should consumers be expected to act as a proxy regulator or credit ratings 
agency. Why should an individual retail consumer succeed where history shows 
company boards, credit ratings agencies and regulators have all failed to calculate 
and interpret risk accurately.

Consumers are simply unable to carry out due diligence on deposit accounts as 
there are no obvious presenting risks attached to them in the product design. Risks 
reside in the company stability. Consumers choose savings accounts over other 
forms of investment products because they are considered to be low risk and 
guarantee their capital and this attitude has been confirmed by the fact that over 
the last 10 years cash has outperformed the stock market. Consumers cannot be 
expected to carry out due diligence on the financial situation of the deposit taking 
institution.

Information solutions

Let me return to the theme of information solutions

In the UK there is much consumer confusion between brands as entities and banking 
providers as entities.

Research commissioned by the UK regulator, the Financial Services Authority (FSA) 
found that (and I’m quoting from the report here): “Respondents identified the 
brands as being different entities, leading to an assumption that all separate 
brands would be treated separately for the purposes of compensation. The 
discovery that this separation might apply, but could not be taken for granted, was 
a shock that prompted considerable criticism of both the system and the banks 
which had a single authorisation across brands. This was seen as unfair at best and 
underhand at worst, a practice intended to benefit the banks at the expense of 
their customers. 

Respondents to the research also felt that brands gave indications of ‘separateness’ 
in their names, marketing and general behaviour and expressed indignation that 
this type of authorisation was allowed.

We believe that it is completely understandable that consumers are confused and 
feel let down by the system. It is very difficult for them to keep track of which 
brands are part of the same FSA authorisation (an alien concept to consumers in any 
case) and how a merger potentially might have affected the authorisation status of 
their banking provider. 

Unsurprisingly the FSA research found that: “Respondents thought it [the 
authorisation regime] should be changed so that every brand (i.e. ‘name over 
the door’) was treated equally and separately, as this would negate the need 
for further understanding”.

I want to emphasise this point – we believe that protection has to be at the level 
that the consumer operates. They deposit by brand, and not by company 
registration. Changing brand titles, company ownership and third party distribution 
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under separate company titles make anything other than per brand protection a 
recipe for consumer confusion.

We are aware that some member states require firms to hold different 
authorisations for different brands and therefore offer consumers separate 
compensation limits. We believe that in the absence of a pan-European 
requirement to have separate authorisations for different brands the minimum 
requirement to achieve adequate protection for consumers in all member states is 
to allow member states to allow per brand/per consumer payouts. 

Temporary high balances

We believe that cover needs to be available for temporary high balances as there 
are a large number of instances where consumers have a temporary high balance in 
their account apart from a house sale, pension or inheritance. Victims of crime, or 
accidents might receive a compensation payment, and insurance payouts for 
buildings or contents insurance could easily exceed the limit as well as all types of 
other insurance payouts like life insurance or critical illness insurance. We think 
that there are a large number of instances where protection for temporary high 
balances is not only justified but also necessary to protect consumers from loses 
that could financially ruin them.  

We welcome the proposals in the rapporteur’s report to clarify the definition of 
eligible temporary high balances. 

Commission’s proposals

We also welcome a number of the Commission’s proposals in their current format. 
The proposal to create a single point of contact for consumers in the form of their 
home-state compensation scheme is a welcome addition to consumer protection as 
are faster payout times and ending the practice of setting off depositor’s liability 
against their claims. We believe that these measures are necessary to improve 
consumer confidence in the financial system.

Set off

In the UK, many consumers are holding savings and deposits with their mortgage 
provider and the application of set-off would wipe out their liquidity completely. 
The FSA consumer research showed that the principle of set-off was very worrying 
to consumers and with regard to mortgages “it came as a shock to all 
[respondents].

We are therefore of the view that set-off should not be used by DGS for the 
following reasons: 

> Consumer confusion increases
> Loss of liquidity for consumers
> Payouts are slowed down.

Faster payouts
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Payout periods of more than 5 working days can pose a serious challenge for 
consumers and low-income consumers who are often operating a weekly budget 
would be particularly affected by this. We therefore welcome the rapporteur’s 
proposal of an interim payment to consumers.

In conclusion

We have an opportunity to ensure that consumers can look forward with justifiable, 
reasonable and rational confidence to a system whereby their deposits are 
safeguarded in a transparent and sustainable manner. If we accept that consumers 
operate in a world of increasing personal responsibility to make adequate provision 
for their financial security now and in future then that responsibility needs to be 
protected by rights against manageable systemic failure. The depositor protection 
scheme can do that.
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