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Witness: Andrew Bailey.
Q1 Chair: Good afternoon, and welcome to our Committee, Mr Bailey. As you know, this is the pre-commencement hearing following your appointment to the position of Governor of the Bank of England. I think it is fair to say that the session will be fairly robust, particularly around your time at the head of the FCA. We will discuss a number of issues around that robustly, but I expect that you expected no less from us.

I will start with a more general question. Many in the commentariat would say “Andrew Bailey is a safe pair of hands,” going back to the financial crisis and the bailing out of the Royal Bank of Scotland and Lloyds and so on. Some of your survey responses to us talk about the Bank’s needing “to maintain and develop a strong reputation…to sustain a strong reputation for international engagement…to build and maintain…capacity” and so on. We live in troubled and difficult times, in which external shocks and externalities are coming along left, right and centre. Does this role not require somebody who is going to be nimble, dextrous and, if necessary, quite radical in terms of making sure that what is often seen as a rather slow-moving institution—the Bank of England—is fit for purpose? How will you make sure that that happens on your watch?

Andrew Bailey: Thank you. It is interesting that you say that and use words like nimble and dextrous, because when I look back at the financial crisis, we had to do things in short order during that period that were absolutely unprecedented in the history of the Bank. We had to do them at short notice. We mostly did not do the months of meticulous planning that you associate with an institution like the Bank of England, and which is actually one of the strengths of the Bank of England. The term “safe pair of hands” is interesting and can mean many things, but certainly during the crisis—I led many of the operations that the Bank did during the crisis—it was anything but slow-moving, so I think I can say that I have quite a strong history of doing things very quickly and of having to change course very quickly, which, frankly, we had to do repeatedly.

Q2 Chair: Where might you expect that kind of leadership from you as the Governor to be important?

Andrew Bailey: I think we are in it at the moment. You talked to Mark Carney yesterday about the response to the coronavirus. As Mark said, he and I have worked very closely together, and I am of course a member of the Financial Policy Committee and the Prudential Regulation Committee. There is no question in my mind that this will be the first and most pressing issue that we face. It is evolving very quickly and in an unprecedented and unexpected fashion, so we have to be very nimble.

I have a reflection on the past 24 hours, which I think is relevant to this, regarding one thing that has been very striking in the response. Mark, as you know, made a clear point of laying out the tools that the Bank of England has at its disposal. One thing that was important about that, which he and I have discussed a lot, is that he laid out a pretty full range of tools that the Bank has. One of the criticisms of central banks in the pre-financial crisis period was that they were overly dependent on one tool, which was monetary policy. Of course, the crisis emerged and demanded different responses. We did a lot of work in the following decade to ensure that there are more tools available, and I think the Bank of England has, worldwide, a strong record in this respect. I think the Bank has developed those tools more effectively, more rapidly and has deployed more of them as well.

What struck me—I think this is relevant to looking forward to the reaction; I want to be careful in what I say here, because I am not in any sense reducing the importance of monetary policy—is that all the focus is on monetary policy. Let me give you an example of something that we have discussed, which I think is highly relevant to the situation we find ourselves in today. I think it is quite reasonable to expect that we will have to provide collectively some form of supply chain finance in the not-very-distant future, to ensure that the effects of this shock from the virus are not damaging to many forms of activity, particularly to small and medium-sized firms. We will have to move very quickly to do that. It stands to reason that to do that, you must move very quickly.

Q3 Chair: Can I interrupt you there? Clearly you are right: we are in the eye of the storm here. Things are tough out there; they may get a lot tougher. The central Bank is going to be right at the forefront of what we do, along with Government. It will be very important that when you take up this post on 16 March, if that is what happens, you are hand-in-glove with Government and you know what you will do on fiscal matters, such as those you have just raised. Given that, have you met with the new Chancellor? Have you had conversations since your appointment with key people at No. 10, some of whom, it is heavily rumoured, would rather someone other than you were sitting in that position in this session? Have you had engagements and if so, what thoughts can you share with the Committee on that?

Andrew Bailey: I have met the Chancellor and we have talked about this. I should say that coronavirus has moved on since I met the Chancellor, and that is only a matter of days.

Q4 Chair: But have you discussed the issues you are referring to here in terms of assisting SMEs and those kinds of interventions?

Andrew Bailey: Yes. Let me go to the point you raised a moment ago: how to get the most effective co-ordination of the authorities in a world where our independence is preserved, and the Bank of England can act under its powers. It is quite clear that in a situation like this, which I think is correctly the thrust of your point, we must act in a co-ordinated fashion; we cannot let our notions of independence get in the way of that. Yes, we had a conversation about the role of fiscal policy, the role of monetary policy and how we would take on those or other policies. I am optimistic on that front.

Chair: The reason why I am going down this line is that a safe pair of hands is one thing, but gripping things, making things change, intervening quickly and sharply when change needs to occur are important. They have been very important during your term as the head of the FCA. There has been criticism around a variety of issues. I won’t tread on Steve’s toes here, because he will take you through some of those in a little more detail, but there may have been issues with the FCA around perimeter issues—whether it is your bag, or you should not get involved—issues around transparency and, critically, issues around speed of action. As a “safe pair of hands”, what can you tell us to convince us as a Committee that you will be the person to go in and apply that kind of grip, which many out there feel was not necessarily present when you were head of the Financial Conduct Authority?

Andrew Bailey: Can I tell you a bit about the evolution of the FCA in the last two years? I think it is important.

It is worth bearing in mind that when the FCA was set up—it was designed in 2011-12 and came into existence in 2013—the financial conduct issues of that time were very much what I call coming out of the “big firm” world. I have referred a number of times to what I call a crisis of financial conduct that followed the crisis of prudential regulation, which you referred to earlier. To give you three examples, those things were LIBOR, foreign exchange manipulation and payment protection insurance. They were all things that were associated very closely with major firms, so it is not surprising that the FCA was designed with an inherent focus on conduct problems in big firms. It is also important to note that, at that stage, the FCA had a population of about 25,000 firms, which was essentially the population that its predecessor, the Financial Services Authority, had.

What happened next was that, in 2014, the FCA took on regulation of the consumer credit sector. That increased the number of firms to broadly where it is today; a few other things have come in as well, but today, it is 59,000 firms. Secondly, that sector had been what we tend to call a registration regime. It had not been supervised prior to that. The population of firms that came in—30,000-odd—was essentially all small firms. So that changes the nature of the challenge in three ways. It brings in a much bigger population, a very different population, and one that frankly has problems and has not been within the regulated arena.

When I arrived in 2016—I have to be honest with you—that problem was not solved. The story of how I arrived at the FCA as CEO is fairly well known; it has been told quite a lot of times. The institution was not in a good way at that point in time. We had to set about tackling that problem and if you look at the broad world of consumer credit—no doubt quite a few of these issues will come up later—you see that a lot of stones were turned over, and what came out did not look good.

We had to overhaul many things. We started with doing the mission statement to set out clearly what we thought the FCA was about, and how we interpreted the objectives that Parliament has given us. We then moved on to essentially redesigning supervision, redesigning authorisations and tackling what I call the 59,000 question—how do you regulate 59,000 firms? It is one of the bigger numbers in most parts of the world that I know of.

Out of that came a lot of issues. Probably the biggest that we have had to tackle has been high-cost credit. That has been a huge issue for us. We have intervened in a whole range of markets. It illustrates one of the points that we made in refocusing the FCA’s approach. We were going to have a particular focus on vulnerable customers—those who, frankly, were less able as consumers to fulfil the second leg of the test, which is the duty of consumers to act themselves. It was very deliberate. We have gone in very hard on those sectors; you will probably know the stories around that.

Yes, things have happened during that period that I wish had not happened as we came to grips with this problem, and those stories are ones that we wish hadn’t happened, but we have had a huge task on our hands in rebuilding the organisation to take on that challenge. I think it would have been better if it had been done earlier, because it would have been fit to take that on earlier. We have had to do it as we have gone along and it has involved a huge amount of change. I would simply emphasise that the idea that we have been slow, cautious and not done much is not how it looks from within the institution.

Q5 Chair: In the context of issues such as London Capital and Finance, Premier FX and so on, did reprioritisation really work? Those are just but two issues among many, and we will come into the detail in a minute on some of them. Are you satisfied overall that this was gripped? That you got in there? That your organisation really got stuck in and sorted these things out? Or do you accept that there might have been some undue delay in certain circumstances?

Andrew Bailey: Another very big thing that we have had to deal with, which is worth bearing in mind in answering this question, and which we have talked to this Committee about quite a bit in the past, is the so-called perimeter. The FCA has a large body of firms and a large landscape that it operates on. Frankly, it has a very complicated perimeter, and historically the FCA took the view that things that went beyond the perimeter or came up to the boundary of the perimeter were less of a priority than things inside the perimeter. We changed that in the mission. We said, “No. Where we see a clear need to do so and a clear ability to do so, we should intervene.” That is controversial in one sense, because many people said, “Parliament gave us the perimeter, and there is a reason why it give that to us, and we should not go beyond it.” Historically, that was very much the guiding light. I thought it was the wrong thing to do, because bad things were happening out there.

Secondly, one of the things that I have said to this Committee before that is almost a thread that runs through almost all the most difficult issues that we deal with at the FCA is the perimeter. That is why I welcomed the fact that a couple of years ago, this Committee asked us to produce more explanation of the perimeter. London Capital and Finance is an excellent example of that. The mission and what followed from it meant that when we did get evidence and acted upon it, we went outside the perimeter. To your question, obviously looking now, I do not know the answer to the question—that will be for Dame Elizabeth Gloster. Could we have got there sooner?

Q6 Chair: Why don’t you know?

Andrew Bailey: I must defer to her to know the full story of what happened. I do not want to prejudge what she is going to find. I have gone through the story myself. I think I said last time I was in front of this Committee that there were points when the FCA intervened throughout its life and going back well before the mission. A big question for me, as I said at the last hearing, was why those interventions appeared to be initially effective and then did not persist. But I have also observed that there was a culture, and the way that the FCA had approached it historically was that if it was beyond the perimeter, you don’t go there.

Q7 Chair: And if the perimeter is in the wrong place, the onus is on you and others to get that looked at and to get things changed if appropriate, which is another issue.

Andrew Bailey: I think it is incumbent on us to make it transparent to you and to Government, because actually you have to change it, but you should reasonably expect to be guided by us, because it is a very technical issue.

Q8 Mr Baker: I refer to my interest in Glint Pay. Mr Bailey, I need to ask you some very uncomfortable questions, and I would like to give a bit of context about why. First, real people have suffered enormously, as you well know. They have contacted their Members of Parliament trying to get some kind of resolution and recompense. Everyone on this Committee has had or will have people in touch with them who have lost everything. People who have lost everything are not very sympathetic to the difficulties of regulators, and for them we need to air these issues.

The other issue that is very much at the top of my mind is that we will need to replace you, and we don’t want the FCA to become a poisoned chalice. I am saying this for the people who will be watching this, but it seems to me that it would not be in the public interest for us to create an environment in which talented people do not wish to become chief executive of the FCA. There is a tension there, but I have concluded that the right thing to do is to put difficult issues to you directly so that hopefully you can clear them up and address those two competing tensions.

Can I start by asking very directly whether you are happy with how you are leaving the FCA and the state of the FCA today, given what you said about your mission when you were appointed?

Andrew Bailey: The FCA is a very different organisation. We have done a huge amount to overhaul it. There is more to be done, but there will always be more to be done in an organisation like the FCA. By the way, I should say to you that it is still the plan that more things come to us. Successive Governments have wanted to put more things the FCA’s way. I have made the point a number of times that you have to be careful how much you are loading on to the FCA, but it is in a stronger place today. There is no question about that.

Q9 Mr Baker: Do you think that the FCA’s mission and values are now as well embedded as they are within the Bank? Andrew Bailey: The Bank of England?

Mr Baker: Yes.

Andrew Bailey: The Bank of England obviously has the virtue of being an organisation that has been around for 320 years or so. I have worked in both of them; I have worked in the Bank of England for longer than the FCA, and when you work at the Bank of England, without wishing to fall into the trap of being a safe pair of hands, the reputation and standing of the Bank of England that has built up over history is a huge asset.

The FCA is a very young organisation by comparison—I mean, it has only been around a few years. It is coming up to its seventh birthday. You have to build that up over time; you have to do it differently. I think it is gathering authority; there is no question about that. You have to be very alert to this point, if you are in my position. I have learned things from being in the Bank of England that have applied, but it is not the same, and we have to build it up. I do think that the FCA has built up a reputation for intervening, and I would point you to some of the big interventions we have made over recent years. Look at high‑cost credit, for instance.

Q10 Mr Baker: The FCA recently suffered a very embarrassing incident where a memo had to be put out warning staff about their personal conduct—the dreadful state of toilets and so forth; things that really should never arise in a modern workplace. To what do you attribute that very embarrassing incident? Why was it necessary to write to staff in this way?

Andrew Bailey: When we did that, I had talked to our chief operating officer at some length beforehand. We had observed some things after moving to the new building in Stratford—we love the building in Stratford; it is a great building—that we were sort of puzzled by and thought were just not acceptable in terms of behaviour. It is easy to exaggerate the extent of this, but the point is there was enough of it.

To be honest with you, we had a conversation where we said, “If we put something out to the staff, let’s be honest, given what we are talking about, the odds of it getting out of the building are pretty high. We all live in the real world,” but we said, “Look, we’ve got to do this.” One of several reasons is that we had to have an honest and open conversation—that is my style of leadership. We were not going to hide things; that is a bad thing to do. That is the first point. The second point is that we are a regulatory body. We put emphasis on non‑financial conduct as a source of bad financial conduct, because we see it a lot—culture and behaviour—and if we do not lead by example ourselves, what hope is there for us? We went in with our eyes totally open to that.

Can I just say one more thing? What did happen is quite interesting. It leaked, and we got some “write your own headline”-type stories—obviously, it was a gift in that sense—but after a few days we had other organisations saying, “You know what? Actually, we have that as well.” I do not say that because it is a good thing, or because it should happen in the FCA. It should not, but it was quite interesting and quite instructive. If you ask me whether I would do the same again, the answer is absolutely, yes.

Q11 Mr Baker: I will return to culture a bit later, but I want to move on to some of the recent issues that the FCA has dealt with, which I know the public care very much about. We are grateful to Gina Miller’s True and Fair Campaign for this report, “Asleep at the Wheel”, which goes through some of them in detail. There has been London Capital & Finance; Premier FX; gating and losses at Woodford; the British Steel pensions transfer mis-selling; failure of Lendy; and alleged failures of the FCA in relation to GRG and HBOS Reading, which I will come back to in a bit more detail. Trying to wrap all those up, how would you respond to those who say that under your leadership the FCA seems to have lurched from crisis to crisis, with these dreadful instances in which the public have suffered very bad material losses?

Andrew Bailey: First of all, some of the things that you have just referred to are very historical. We are still dealing with them, and I am happy to discuss them, but you have lumped together a whole load of things with different vintages.

Mr Baker: Indeed. It is about the overall context of the operation of the FCA and, as I said at the beginning, I need to ask you these uncomfortable questions.

Andrew Bailey: Yes, of course you do, and I am happy for you to do so; I am not in any sense shirking from answering questions about this. 

One of the things I have been very clear about is that we had to tackle issues. Going back to what I said earlier, in my view there was quite a difficult legacy there, with the stuff that has come out. Some of those issues arise from the issues around the consumer credit sector that we inherited; you can see that in some of those sectors, and in the 59,000-firm challenge that we had. A lot of the things that you have just listed, with the exception of the historically—if you don’t mind my saying—"big firm” issues that you list at the end, are small firm issues. That is why I made a big point of saying at the beginning that we had to get our hands around how we deal with 59,000 firms, nearly all of which are small firms.

Q12 Mr Baker: We need to drill down on this, because I can feel myself—and I think the public—recoiling. It is not part of a vendetta; we need to clear it up. With RBS GRG people allege that the FCA has failed on your watch and people have lost enormous sums. 

If I have heard you correctly, you seem to be saying that that was an historical issue and that you are moving the focus on to 59,000 firms and the credit sector. What will you say very directly to those people who have suffered materially as a result of RBS GRG and who, whether fairly or unfairly, are blaming you? 

Andrew Bailey: On RBS GRG, I would say that we have had a lot of discussions with this Committee. We have produced a number of reports, but that is not the main thing that has happened. The main thing that has happened on RBS GRG is that we now have the process overseen by Sir William Blackburne, which I had quite a large hand in creating and insisting should happen. 

That is going through the GRG cases one by one, and is actually now quite well advanced towards the end of them, and determining what the right course of action should be in terms of recompense. That is what Sir William is doing; he was an excellent choice to act as overseer of that process. I can honestly tell you that I get no complaints about Sir William and what he is doing, and I think that is the right outcome for RBS GRG. 

If I could say one more thing, what that has led on to is work that we have done with others, including the all-party parliamentary group on fair business banking. I am still going to say that we need a process, which is now in design and being put together, to provide an environment where small firms feel that they can get recompense when they feel that their bank has mistreated them. 

Q13 Chair: Why should they wait, just because smaller firms are more difficult in that respect? Why should people who are caught up in that aspect—

Andrew Bailey: I am sorry, but again that is outside the perimeter. That is just the problem; SMALL firms are outside the perimeter. 

Chair: So what have you done to try to address that situation?

Andrew Bailey: We have done a number of things. As well as the specific actions that we have taken on both RBS GRG and HBOS, we have been involved in setting up what is often called the BBRS, which is going to be the resolution scheme for these problems, to provide an environment in which there can be an arbitration mechanism to solve these problems, because the regulatory system that is outside the perimeter is not going to do that.

The second thing we did was extend the remit of the ombudsman scheme, with the agreement of the Government, also to provide another environment in which that can take place. So we have not sat around and done nothing on that front. 

Chair: Alison, do you want to come in, specifically on the point you were trying to get my attention on?

Q14 Alison McGovern: Very briefly, Mr Bailey, do you have any specific regrets about your interaction with this Committee on the GRG, particularly in relation to transparency, which you yourself have said is important?

Andrew Bailey: You are probably referring to the report. I have to say—and we said this at the time—and I will put it rather starkly, if you don’t mind. I said, “Please don’t ask us to break the law.” Now, we found a way through it. There was a way through it, where you required us to provide you with a report and you published it under parliamentary privilege. That was the way through it. Yes, there was a difficult moment, but I am afraid that was a point where I had to be robust and say, “As a public body, we can’t break the law.” There is a way around this, and it was done, but we had to stand our ground at that point. I would have to do that again, I am afraid, because we can’t, as a public regulator, break the law. 

Q15 Mr Baker: In your questionnaire at the time of your FCA appointment, you argued that the FCA should be “ensuring that the UK is at the forefront of tackling financial crime of all sorts”. In turning to Lloyds HBOS, I want to refer an appendix in the True and Fair Campaign report from Anthony Stansfeld—I know him quite well because he is my police and crime commissioner. He says, for example, “It is now clear that some of our most prominent clearing banks have themselves been engaged in large-scale fraud against their customers, using forged documentation and forged signatures. There has been little effort or enthusiasm by many regulatory authorities, notably the Bank of England and Serious Fraud Office and the Financial Conduct Authority, to either stop these frauds or bring the perpetrators to justice.” 

He goes on about a range of other frauds. Obviously, he was absolutely instrumental in, and should be congratulated on, bringing the HBOS case. He says in here: “The underlying problem is that senior white collar crime is not seen by the establishment to be a real crime.” There is not enough time now to enter into all the evidence, but it seems to me—this Committee has touched on it in the past—that we have a very large and very serious problem of financial crime, which is causing material harm to members of the public.

To come back to something else about Lloyds HBOS and your role in the FCA, are you satisfied, given what you said on your appointment to the FCA, that we are leading the way in tackling financial crime? If you are satisfied that we are, why are you—because at the moment I have to say that I am not?

Andrew Bailey: We could trade statistics all afternoon, but may I give you an example that, with all due respect to the report, is not in there? Let us take insider trading, which is a good example of a financial crime. In the early years of the FCA, it was opening about two insider trading investigations a year; last year we opened 60, and we currently have 87 open investigations of insider trading. Last year we won a major case on a retrial. The emphasis on insider trading is, “Why don’t you do more insider trading cases?”, but they are really hard cases to do. But on a retrial—we had to go through two trials, because the first jury was hung—we got people in prison. I point you to the fact that, contrary to what the report says, we are doing a lot more, and a lot more in the AMO area. Frankly, I am pretty robust on what the FCA does. If you would like me to write to set out what we are doing, I will happily do that.

Q16 Mr Baker: It would be a good idea if you were to write to us about all the cases that have come up in the True and Fair Campaign report, because this is the terrain of debate on which there is a contest over the quality of the work that has been done.

Andrew Bailey: If the Committee would like me to do that, I am happy to do so.

Q17 Mr Baker: I want to drill into one particular point about Lloyds HBOS. As recorded in the report, Anthony Stansfeld has said: “It’s an absolute disgrace what has happened. People have ended up living in cheap hotels, families have been broken and there have been suicides. I believe Lloyds directors knew what had been going on.” My understanding of his contention is that directors knew this fraud was going on, and it may therefore be the case—I only say “may”—that a rights issue took place in relation to Lloyds HBOS that may have been unlawful.

In that context, again in this report, it states that Mr Bailey “personally encouraged” Lloyds to settle with the whistleblower financially, “but failed to act on her serious criticisms”, which include that potentially unlawful rights issue. You need to answer very directly how you believe that worked out, and why your actions in that case were appropriate.

Andrew Bailey: In that case, I did intervene—Anthony Stansfeld is exactly right. I probably don’t know him as well as you do, but I do know him. I did intervene and there was a financial settlement, which I thought was the right thing to do in that case, because I disagreed with the behaviour.

On the second point made in the allegation, that whole area is being investigated by Dame Linda Dobbs. That is an independent investigation by a judge. I have been challenged on this many times, but I do not think that it is a good use of time to have two investigations on the same subject going at the same time.

Q18 Chair: On that point, I have written to Dame Linda, to urge her to come forward with her report as quickly as possible, and to update the Committee on its status. The chair of the APPG on fair business banking, Kevin Hollinrake, has corresponded with you, specifically urging you to get involved and to get to the bottom of what happened around Lloyds HBOS etc. What do you say to people who say, “Well, fine; we’ve got this report coming down the line”—it has been delayed, as we know—”but in the meantime we are not getting any answers? Really, what you need to do is to spring into action, to intervene and to get more involved”?

Andrew Bailey: We have undertaken two enforcement cases, and completed two, against HBOS corporate, one of which was last year in relation to Reading. So that is all done. There was an outstanding case on the individuals, which comes up at many hearings here, and that is now very well advanced. I cannot comment on it—I hope you understand—because it is a live investigation.

On Dame Linda Dobbs, I am in the same place as you. I have encouraged them, like you have, please to finish this off. I have to say—this is not at all any criticism—Dame Linda is very independent. I do not have any more access than anybody else, and that is fine, because she stands on her independence, and it is important that she does. We have said very clearly that when we get the Dobbs report we will use it in any way that we think is appropriate, using our powers to take forward any investigation and any enforcement outcomes that we think are appropriate.

I come back to the point that I do not think it a good use of time or public resource to have two investigations on the same thing going on at the same time. If I did not have confidence in the Dobbs process and its independence, I would obviously reach a different conclusion, but I do. There is no question about—

Q19 Chair: This is about speed of resolution; it is not about whether we have confidence in Dobbs—I have no reason to have any lack of confidence in Linda Dobbs’ ability to do the work. It is more about how long it takes, and the perception that this is being dragged out and taking longer than it need to were the FCA to take a different view.

Andrew Bailey: I think I am probably in the same place as you. I would really like it if this came through earlier, but I have to respect the independence of Dame Linda Dobbs. She is a judge, and I have to respect that. I think that is important.

Q20 Chair: But nobody is challenging that, are they? Nothing in my argument suggests that her independence is in any way being challenged. We accept the fact that she is independent.

Andrew Bailey: I have had that discussion, but I can tell you that she takes her independence very seriously.

Q21 Ms Eagle: I want to ask about final-salary pensions and the market in cashing in defined-benefit pensions, which was unleashed in 2015 with the introduction of the so-called pension freedoms—ridiculously named, in my view. It has become clear that there has been a great deal of mis-selling in this market—high-pressure mis-selling as well—of the sort that we have seen in these areas before. 
In January this year the FCA faced demands to contact more than 160,000 people who had cashed in final-salary pensions after being subject to this kind of mis-selling. It became clear that the FCA was worried that about 80% of firms were providing bad advice in a market that is £80 billion in size and has major implications for those who have been scammed, conned and mis-sold as they approach retirement. Can you tell me what you think the FCA should be doing about this, given the devastating effect that it may well have on those who are victims of such mis-selling?

Andrew Bailey: I am happy to do that. I will start with one underlying observation: if you came to our building you would find a strong argument on the pension freedoms. I would leave aside what you think of pension freedoms.

Ms Eagle: Not very much, I’m afraid.
Andrew Bailey: Whether they were good, bad or indifferent, they were introduced too quickly. It feels, again, that we have been on a catch-up process as a regulator. On what we have done, I can tell you that over the last two or three years about 370 firms have left the market because either they concluded or we did not consider that they were set up to do so. Just to give you a sense of what that is, that is about 12% of the market. Secondly, we have a large investigation going on. I think it relates to the point you referred to in your question surrounding a large number of other firms where it looks like there was mis-selling. 

You have probably seen the statistics we have produced from the work that we have done on what the percentage of inappropriate advice that has been given is. Actually, we tend to end up starting at the other end: what is the percentage of appropriate advice? It is much lower than general investment advice, as I am sure you know. The challenge in that area is that there are then two other categories: the stuff that we can look at and say immediately, “That looks inappropriate,” and the stuff where we cannot determine the answer and will only know it quite a long time from now. The first group we deal with, as I was just saying, through investigation, enforcement and supervision. The second group illustrates the challenge in this area. 

It is probably the hardest decision that any of us would have to make in our financial lives to decide to convert out of a defined-benefit pension, because you are being asked to take a view on a number of things that none of us knows, such as how long we are going to live, what the earning power of our remaining life will be, and what the right discount rate will be for the remainder of our life. These are things that we could argue about at great length between us. It is a phenomenally complex financial decision. Again, I do not think that it was considered enough in the early days of policy making. 

What we have done so far is switch to what we have done on the policy front. We have done a number of things to, I hope, help the process. We are introducing more direction for the industry on how they give advice and guidance. We are introducing something called pathways, which says that people have to be given fairly standardised views under different assumptions, because otherwise, given the difficulty of judging the underlying issues, how do they know—

Q22 Ms Eagle: But what will happen to those who have been mis-sold and have effectively been advertised or—

Andrew Bailey: Well, the financial services compensation scheme is there. On the rest of it, I think we have to wait for the completion of the enforcement process that we are going through to see where we come out. I think it will be for my successors, but we will be completely transparent on where that comes out. 

Q23 Ms Eagle: Listening to a list of some of the mis-selling, fraud and downright illegal stuff that has been going on while you have been at the FCA, blaming you completely for it is like a burglar blaming the police for letting them steal stuff. There ought to be some personal responsibility as well as blaming the FCA for not catching everything that is going on. Given your experience, the ever evolving and creative ways in which certain bad actors manage to make money in the financial services sector, and that you are now appointed to the Bank of England, do you think we have got supervision right? Or do you think there should be a much stricter regime for those in the financial services sector that increases the risk they run in ripping people off? At the moment, financial fraud and criminality is almost a risk-free business.  

Andrew Bailey: That is a really good question. Let me give you an illustration with a couple of things we are doing. One is that we have recently introduced the senior managers regime to more or less the whole population of firms. It was introduced first in banks and then insurers, and we have rolled it out because of the need to embed the duty of responsibility, for the reasons you gave. That is one thing.  

Secondly—and this slightly goes back to something Mr Baker was talking about—one of the biggest challenges we have, which is talked about and written about a lot, is what I call the Google issue. You can put a fraudulent or misleading advert for financial services up on Google, and it does not have the same legal framework as if you tried to place that ad in a newspaper; it is a completely different environment, because electronic commerce is regulated differently. Newspapers have much more stringent responsibilities and checks to go through on what they publish. From our end, frankly, it feels like we are sometimes playing whack-a-mole, and we do. What can we do about that? We have been in discussions with Google for some time about its responsibilities. 

On your general point, I have also observed over the last few months another feature of the way these people innovate around us. Once we crack down on people sticking up direct ads for financial services, they mutate into what we call introducers, who are outside the perimeter. Funny that. That is not a coincidence. So we are chasing another set of people doing a different set of things.  If you come into the FCA building, some of my colleagues will say to you, “That’s life”, which goes to your point about responsibilities. It causes me to have to say—and we have done this in some ways—that we must become much more direct in the communication we are making. 

We now do our own advertising on Google, which we have to pay for, which is the annoying thing. We pay for this—to directly attack other people’s ads. You will get an ad coming up from the FCA saying, “Don’t buy this unless you’re prepared to lose all your money.” It is a funny world to end up in, I have to say, but my judgment on this is that we owe a duty to the public and we cannot hold back, frankly. I hope that illustrates the point that we are not slow and hanging around wondering, “Shall we, shan’t we.”

Q24 Mr Baker: Clearly this is a vibrant session and we all have a great deal that we want to cover. Since my section is about leadership—uncomfortable questions, sorry—

Andrew Bailey: That is fine.

Mr Baker: You are of course going on to the Bank. It is one of the most important leadership roles in our society. It is one of the most important institutions in our society. This should be a very happy occasion for you, so I am very conscious that, in upholding the integrity of that institution, we have to ask you these hard questions. It appears that in the FCA, under your leadership, there was an explosion of bullying and harassment claims, with record levels of complaints from staff. To what do you attribute that rise in complaints? Did you provoke those complaints? Have they arisen because the culture changed while you were the leader there? Why has that happened?

Andrew Bailey: First, if we are going to write back on the report, I will want to cover that, because I am afraid that it is a very misleading account of what has gone on at the FCA. I will give you one statistic back, if you do not mind. Like all good organisations, we do a staff survey every year. The next one is about to be published. We have a summary engagement score in it as to what our staff think of the place. This is the fourth one in my time and it has risen during those years—not a lot, but it has risen. I am afraid that that is quite a different story.

Q25 Mr Baker: I should say for the written record that, as you have realised, I am again referring to the True and Fair Campaign’s report. Another point it makes is about staff sickness and mental health. What is your response on that?

Andrew Bailey: Our sickness rate is slightly above the private sector level and slightly below the public sector average. I think it is about seven days a year. I think the public sector is about eight and a half days a year and the private sector is about six-point-something. Those are the figures we have. 

On mental health, we have, and encourage and sponsor, a whole range of groups in the FCA that are for the staff. We have a mental health group and I am a very strong supporter of that. By the way, I was a very strong supporter of creating one at the Bank of England when I was there, and I am pleased that the Bank of England still has it and it is going on. We encourage our staff to engage on that. 

I have to tell you—I am happy to write back and give you all the details on this—that it does not accord with what I see in the FCA. It does not accord with what our staff tell us. On the evidence, because I think the evidence that you have there came from a number of freedom of information requests, the only thing I would say is that, yes, we do get cases. All organisations get cases. I get very concerned when I hear about cases. Also, however, which I hope goes back to what I said earlier about the newspaper article that you referred to, I believe in total transparency. If people wish to make a case then they should. The worst sort of organisation is the one that suppresses them.

Q26 Mr Baker: In concluding, I want to ask you two very brief questions. First, you are going on to be the Governor of the Bank of England. One of the things the Bank has been extremely good at is communicating in simple terms what it does, why, and so on. It seems to me that at the heart of the issue that we have explored in this section with all Members is the sense of injustice—that justice delayed is justice denied. People seem to be feeling that with great fervour. 

What would you say very simply to people about the sense that crimes have gone unpunished and that an injustice has been perpetrated, because of slowness in prosecuting those crimes? Do take a moment, because I think it is important to put in simple terms something for the public, so that they can understand that, actually, the FCA has done well under your leadership, if that is your contention, which I think it is.

Andrew Bailey: I have spent 30 years at the Bank of England and three and a half or so years at the FCA, and have been on the Board of rather longer. The FCA operates in a rather different environment from the Bank—it is a pure regulator that is operating also in a criminal environment in some cases. We have a much bigger enforcement operation than the Bank of England does, because that is natural. I used to run the PRA, as you know; I would be worried if the prudential regulator had the scale of enforcement activity that the conduct regulator has. One of the challenges of any organisation in our place is how to balance what I want—speedy resolution of problems—with natural justice. It is a constant problem. 

Q27 Mr Baker: Natural justice on both sides—those accused as well as the victims. 

Andrew Bailey: Yes. I think the FCA has a good record of bringing cases to a successful outcome, but it is a huge challenge, because you are trying to balance giving people justice with getting stuff done. 

Q28 Mr Baker: My final question returns to something I said at the beginning about the two legs of the context. What would you say to all those listening—all those campaigners who take a view on what you have done and what the institution has done—about the public interest in making sure that institutions are capable of functioning well, including through making it possible for a good-quality leader to take up the post that you are vacating? I reserve judgment, but you face some tough questions in a very febrile environment. What would you say to everyone watching about the need to make it possible to hire good people into the role you are vacating?

Andrew Bailey: It is a very tough job, to be honest, but it is a fascinating organisation. I would say to anyone who is interested in the FCA that it is fascinating, but it is hellishly tough at times. That is the nature of it. I went in with my eyes open. As you know, it was not a job I applied for, but I do not regret it for a moment. In terms of public service and public interest, it is fascinating. It is not easy—you know the string of hearings we have had. 

I would say to people, “Please engage with us.” I personally engage with a lot of people who are victims. As you know, we had a demonstration before Christmas; they all came around and we spent two hours talking. I sat at the front of the room and talked, and they put any question they wanted to me. I engage by email with people regularly; I try to sort problems out. I have been trying to sort out a mortgage prisoner case in the last few weeks; it needs to be sorted out. I cannot do that broadly, but I would say to people, “Please engage with us.” We will benefit from that, and we always like to tell our story, frankly, about what we are doing.  

Q29 Liz Kendall: Mr Bailey, are there any outstanding court cases in relation to your time at the FCA that name you personally?

Andrew Bailey: Apparently there is one coming up—a case in Northern Ireland, I believe, which I am aware of. 

Chair: May I just interrupt you there, Mr Bailey? As a Committee, we may discuss the generality of what the court case may be about, but not the specifics of the case, if that was where we were heading. 

Andrew Bailey: You are more of an expert on parliamentary privilege than I am. 

Chair: Yes. That is the position. I do not mean that by way of criticism, but clarification. 

Andrew Bailey: Frankly, I am not happy just to say, “Yes,” and leave it at that. I have met the person, actually; the allegation is that there was a conspiracy involving—

Chair: Sorry, I was being slightly unfair to you, in that case. 

Q30 Liz Kendall: I do not expect you to comment on the case; I was just going to ask whether you would appoint someone who had an outstanding court case against them.

Andrew Bailey: You cannot do my job and say, “This will never happen.” I’m sorry, my view is that there is no basis to the case whatsoever. 

Chair: I think we should leave it there. It is unfortunate to be put in this position, Mr Bailey, because I think you have been put somewhere with half an answer out and I stopped you, but there are good reasons for that. 

Andrew Bailey: I totally understand that, but may I please say, I cannot do my job effectively and take no risk of that happening.

Q31 Liz Kendall: Understood. Do you agree with the National Crime Agency that many billions of pounds are laundered through British banks and their subsidiaries every year, and that UK retail and wholesale banking, and private wealth management, are—in its words—providing a “crucial gateway” for criminals to launder their funds?

Andrew Bailey: There is no definitive number, obviously, for what amount of money laundering goes on. We currently have about 17 anti-money laundering investigations going on which, in our view, have real evidence behind them. We will pursue those cases to their conclusion. We have a whole supervisory area that enforces and supervises anti-money laundering controls. One of the other things that the FCA has taken on in my time is something called OPBAS, which essentially means that we are overseer of regulators in the non-financial sector—quite a lot of them: 20-odd. I am talking about accountants, lawyers and those sorts of professional bodies where there are suspicions that money laundering has been going on. We have been doing this for about 18 months now.

Q32 Liz Kendall: During your time at the FCA, have there been any prosecutions for money laundering of any individual firm?

Andrew Bailey: I believe there have, yes. I do not have the facts in front of me, but I can certainly let—

Q33 Liz Kendall: If you could write to us, that would be—

Andrew Bailey: Yes. We have 17 cases on the go, and some of them are big ones.

Liz Kendall: If you could write to us about any prosecutions that have taken place—

Andrew Bailey: I will let you know. I believe so, but I cannot remember. By the way, another thing to note is that we are not the only criminal prosecutor involved here. Anything very big we would hand over to the Serious Fraud Office.

Q34 Liz Kendall: I understand. It is a question of how much progress we are making in tackling that issue.

Andrew Bailey: I am happy to do that. If you don’t mind, I am also happy to set out what we have done on anti-money laundering during this period, because what we have done as an authority—what OPBAS has done—is in my view big progress in that area.

Q35 Liz Kendall: Thank you. My final question is, considering what a huge, complicated and difficult area the FCA is responsible for, looking back, what would you have done differently in your time there?

Andrew Bailey: It is always easy to say that I would have got to all the things that Mr Baker referred to earlier, and with the benefit of hindsight you would always want to do that—because there are things that should not happen. I hope that I have given you the context of the world we were operating in, and the challenges that we had when I took over—

Q36 Liz Kendall: Was that about your powers, your ability to act or your decisions?

Andrew Bailey: My ability to act. In terms of powers, I would have been happier if we had had much faster engagement on the perimeter. Again, I want to thank this Committee for what they did on that front, because Government, on the whole, is not keen—I must be honest with you. We have had some examples, and mortgage prisoners are another example—

Q37 Liz Kendall: What do you mean, the Government is not keen on acting—

Andrew Bailey: Because we have been through a period, if you do not mind me saying, when it has been pretty difficult to get legislative change. It has not been easy in the last few years, because of the state of politics in this country.

Q38 Liz Kendall: So what laws do you think need to change to enable the FCA to do that?

Andrew Bailey: We cannot change the perimeter on our own. That is appropriate; it should rightly be done here in Parliament. To be frank, I would like an easier way to put that into effect than at the moment. It sometimes feels as if it is very cumbersome to get to the point when we can, in a sense, get out the case for changing the perimeter.

Chair: Harriet.

Andrew Bailey: That is not a criticism of your time as Economic Secretary.

Q39 Harriett Baldwin: I put on the record that I was a Treasury Minister when you were appointed to your current role. Something that has come up in my casework is the case of Collateral, which has not been mentioned yet. In that case, the FCA did have the powers to act quickly, but there were flaws in your own register, so I do not want Parliament to take all the blame for not changing the perimeter.

Andrew Bailey: No, I am sorry; I was making a particular point.

Harriett Baldwin: I wonder whether you thought, in that example, that the FCA itself, under your leadership, could have changed more of that perimeter.

Andrew Bailey: May I reiterate something about the register that I said in the last hearing which I think is important? I was on the Board, as you know, before becoming chief executive. I was obviously a non-executive on the Board, but I had a list in my head of things that frankly I thought needed addressing with priority in the FCA when I became chief executive. The register was not one of them, I have to say. It hadn’t really featured in debates in my time involved in the Board. 

In a way, that is a good answer to the question, “What would you like to change?” It is probably the biggest one that took me by surprise; the state it was in relative to where it needs to be. I had a mental list—well, I had more than a mental list; I had a list of things that needed tackling—and it was not on it. 

Q40 Alison Thewliss: I will pick up on the register issues and the money laundering issues that Liz Kendall and Angela Eagle mentioned around these companies springing up to offer advice of legitimacy and quality. One thing I have seen quite a lot of, and done some work on, is around the legitimacy of registrations at Companies House. 

Do you think there is a wider issuer around Companies House and the FCA registers, where responsibility is given to those organisations for registering but not checking the veracity of what is put into those registers? That leaves huge loopholes for things like money laundering. What would you suggest is done about that? 

Andrew Bailey: I can tell you. We’re releasing a new version of the register on 23 March, which is going live. Picking up on the previous question in this respect, when I think about why the register was the thing that took me by surprise, I think it was a bit of a backwater, frankly. I can obviously talk more about the FCA than I can about Companies House, although I know something about Companies House. 

The FCA register contains about 750,000 firms and individuals put together. That is not small. The maintenance of it is higher than traditionally is required. If it goes wrong, difficult things happen. We are placing more emphasis in our communication with consumers on saying, “Use it to check the veracity of the people you are dealing with,” which in turn rightly puts more emphasis on it being right, frankly. We have to give it more priority, which is why, by the way, we spent £5 million on it last year and are spending £1.6 million on it in the coming year. 

The final thing I would say, which is very important too—and I am sure it must be true for Companies House as well—is that the other big problem we all live with in this world is that if you maintain a database that big and public on the internet, you are a target for cyber-criminals. We all then have to gear these things up to be protected in ways that we have not imagined in the past. That is a big responsibility in maintaining that type of database, which is available to everybody, because that’s the whole point of it. 

Q41 Rushanara Ali: Having been on this Committee a few times over a number of years, it is interesting to hear your reflections on your time at the FCA. I want to run with the theme I focused on before Christmas, before you were appointed by the Treasury as the next Governor of the Bank of England. 

It is against the backdrop of all those things that have been raised already: the GRG scandal, HBOS Reading and the Lloyds TSB technology failures, which haven’t been mentioned, though hundreds of thousands of people were affected, including our constituents. We desperately sought a quick response by the FCA to protect people, and it was handed over to the ombudsman. It is questionable whether the actions were sufficient. For many of our constituents it wasn’t. Has anyone gone to jail on your watch, Mr Bailey? 

Andrew Bailey: Yes. I refer back to the insider trading case that put people in jail.

Q42 Rushanara Ali: Are you satisfied with the fact that others who should have gone to jail on your watch have not? Is that a reflection on the systemic failures you mentioned, or a reflection on how you are perceived and whether, in terms of your leadership of the organisation, those who are involved in bad practice just did not feel that they would be punished on your watch, because it takes so long, for the reasons you have mentioned? Some of it is systemic and some of it may be to do with other factors, but these players have been able to exploit people because they do not fear you and they did not fear the FCA. Is that a legitimate criticism?

Andrew Bailey: Can I start by saying, and I hope you understand it is not meant to be facetious, that anybody in my position comes in to work from time to time and says, “Get that person into jail,” in the way that you would do, wouldn’t you, when you see something that you don’t like?

Q43 Rushanara Ali: But consider the number of failures and the hundreds of thousands of people in our country whose lives have been damaged. I have sat on this Committee over a number of years, and time and again, I and many of my colleagues who have served previously on this Committee have been deeply frustrated by the FCA’s failure to take action. That is not personal. You mentioned the systemic failures. If it is a matter of systemic failures, why did you not—or did you?—ask Ministers, and some of those sitting here now were serving Ministers, to change the remit of the FCA so that people could be protected? This is the sort of thing that breeds distrust in our system and creates anger, because millions of people suffer because of the failure of our institutions to act to protect them. The reality is that you bear personally some of that responsibility, one could argue, for not making Ministers take action to give you the remit that you required. What we have ended up with is procrastination over a number of years—procrastination about the remit and failure to act because of the remit, and Ministers not doing something about it to help you so that you could do your job more effectively. People have suffered, and that is not good enough.

Andrew Bailey: Well, there have been changes, if you don’t mind my saying so.

Q44 Rushanara Ali: But not to the point that people’s lives have been improved and those who have taken the bad actions have been punished. Some of them continue to work in the banking world despite what they have done. There are well documented cases of that, such as the GRG scandal. There are people working in well paid jobs in the banking world despite what they have done. What is the FCA for if it cannot take action to punish those people and, at the very least, stop them working in the sector?

Andrew Bailey: That is one of the reasons I was a strong proponent of introducing the senior managers regime. As I have said quite a lot of times before in this Committee, it was too difficult to bring cases against senior people under the old regime. We are still living with that to some degree with some of these old cases, where we are having to bring them under the approved persons regime because, as we have discussed before, we cannot apply legislation retrospectively, for good reason—I am not arguing for that, by the way. That is why I think that was an important change.

Can I illustrate this with one thing that has not been discussed much yet this afternoon? Let me go back to high-cost credit for a moment, and set out what we have done there in a range of areas, whether it is payday lending, rent to own, door-to-door lending, overdrafts or a number of others. Those are all sectors where we have intervened. Our evidence suggests that the reduction in costs to consumers, particularly vulnerable consumers, is about £1.5 billion a year to the poorest people in society. That is the result of actions by the FCA.

Q45 Rushanara Ali: Would you say that that is something you are particularly proud of?

Andrew Bailey: Yes.

Q46 Rushanara Ali: But did that come from proactive action on the part of the FCA?

Andrew Bailey: Yes, it did.

Q47 Rushanara Ali: Or did it come from pressure from Parliament?

Andrew Bailey: No, it came from proactive—

Q48 Rushanara Ali: Some of my colleagues were campaigning to tackle that.

Andrew Bailey: I am very pleased that you did; I don’t want to live in isolation in this respect.

Q49 Rushanara Ali: From my own experience of the mortgage prisoners issue—credit where it is due, you have done considerable work on that—the reality is that it took quite a long time to get this on the FCA’s agenda. In the first year, there were many considerable excuses, but ultimately the FCA, with the Government, managed to come up with an answer. My question to you is, to what extent do you feel that you could have got the Government to change the remit so that the institutional barriers to action could have been addressed on your watch over a number of years? And to what extent do you take personal responsibility for not being feared by those people who are bad actors, and who therefore took the biscuit, while our constituents—millions of them, up and down the country—suffered on your watch?

Andrew Bailey: Can I just finish off on high-cost credit? Can I point out to you the number of payday lending companies that we have, to be blunt, put out of business? And that’s because the way they were treating constituents around the country was just unacceptable. That was done by the FCA and it was done deliberately by the FCA, and it was the right thing to do.

Q50 Rushanara Ali: But would you say that it’s fair to say that on the other issues—issues that Steve has mentioned, which are well documented and which we have covered on this Committee—that actually we just have not had the progress that we have needed?

Andrew Bailey: I can’t—

Rushanara Ali: Which is it: is it systemic failure, or is it your style of leadership, Mr Bailey? Or is it both? Because we need to learn from your experience and from your tenure what reforms need to be made, so that the next few years of the FCA’s work is not similar to what we have seen, because, to be frank, it is just not satisfactory?

Andrew Bailey: Let me take the example of mortgage prisoners, which you and I obviously know well. I have said a number of times, and I have advocated, that the only way that we could conclusively address this question is to change the perimeter.

Rushanara Ali: Yes.

Andrew Bailey: It hasn’t happened. We could analyse why it hasn’t happened, but it hasn’t happened. Today we are still in the same place. To be honest with you, what we have done is to say, “Okay, how can we work round that, because it’s not happening? What can we do to address these problems without getting a change in the perimeter?” I have spent a lot of time on this, asking what we can do. One of my conclusions—you probably know this, but perhaps not—is that we get the megaphone out, but that is not a satisfactory solution on its own. It may be the thing we can do, and, by the way, I am happy to do it, but ultimately we should be changing the perimeter, in my view.

Q51 Rushanara Ali: Okay. I have a couple of questions relating to a subject that is not the FCA, but is linked to what we should expect to see in your future role—subject to today’s discussion, of course, and what happens next.

Looking to what is coming up for the country, we have coronavirus, we have a year’s transition, and the Government are starting the negotiations on the future trading relationship. In your questionnaire, you said that you have taken no position on Brexit and that you are a very strong supporter of free trade. Do you see a tension between being a strong supporter of free trade but publicly not taking a position on Brexit?

Andrew Bailey: No.

Q52 Rushanara Ali: There is no tension?

Andrew Bailey: No, sorry. Free trade is a much bigger issue than Brexit, if you don’t mind my saying so.

Q53 Rushanara Ali: But isn’t it contingent on what kind of future trading relationship we have and whether we have limited barriers to trade or genuinely free trade, so isn’t there a contradiction, actually?

Andrew Bailey: No. I think that since we have now left the European Union, the next thing we must do is to implement free trade to the greatest extent possible, not just with the European Union but with other parts of the world. I am a very strong believer in free trade; that is the right thing to do, and I do not see any contradiction in that at all.

Q54 Rushanara Ali: So we will have a free trade agreement with the European Union, with very few barriers, and there is no contradiction between what kind of deal we have, even if that deal ends up in a WTO scenario, for example. Is there not a tension?

Andrew Bailey: There are much better scenarios to be in than a WTO scenario. I think you have to regard the WTO—

Q55 Rushanara Ali: But if the negotiations do not go as we hope, which is a smooth transition towards a deal that minimises disruption and leads to limited barriers, and if we end up with another cliff-edge, no-deal scenario, then there is a contradiction and a challenge, isn’t there? Are you prepared to speak truth to power in your independent role as the Governor of the Bank of England?

Andrew Bailey: Well, I can tell you that my strong view is that we should do all we can to get a free trade agreement with the European Union and not fall back on to WTO, because, as you know, the Bank of England has done a lot of work on this subject—I have been part of it, because I am a member of the financial policy committee—and that outcome will not be, frankly, as satisfactory as getting a free trade agreement.

I take the view that where there’s a will there’s a way. If both sides want to get a free trade agreement, it should be possible to do, and it is in the interests of both sides to have a free trade agreement, in my view. It is very important to make that point. I am very happy to say as the Governor of the Bank of England that that is the right thing to do, which, by the way, is what Mark Carney has said.

Q56 Rushanara Ali: We should expect to see you absolutely maintaining the position of independence and holding the Government to account.

Andrew Bailey: Yes.

Q57 Rushanara Ali: And nothing less.

Andrew Bailey: No. You will not find me deviating from that view because I have held that view for a long time. I have been a strong supporter of free trade for as long as I can remember, and I am not going to change my mind on that.

Q58 Rushanara Ali: But let us look to the FCA and the fact that in the industry there is that sense, which is perhaps part of your charm, Mr Bailey, that you are well liked. In the sector, the banking world and so on, because you have not been as challenging as some of us would have liked you to be, we are wary about whether you will be challenging to the Government in the interests of our economy and our country. Is that an unfair exposition?

Andrew Bailey: Do you mind if I go back to my time as chief executive at the PRA for a moment? You can look at how much capital levels in the banking system were pushed up during my time as CEO of the PRA, as one of the essential post-crisis measures. There were some very big bust-ups that lay behind that because, we were very clear that capital levels had to go up. There was no question about that, and we did it. We introduced stress-testing to do it.

Q59 Rushanara Ali: So we should look back at your record in the PRA rather than in the FCA to inspire confidence that your tenure at the Bank will be as we hope.

Andrew Bailey: They are very different institutions and the challenges faced are very different. I went into the FCA absolutely with my eyes open as to what it would be. As you know, it was not something I applied for. I went in there because it was a fascinating job. As I said earlier, I think I can honestly say that the FCA is a changed organisation and we have done a lot during that time. Yes, I would ask you to look at my whole career in terms of what I have done.

Q60 Rushanara Ali: Would you say you are proud of your record at the FCA?

Andrew Bailey: I am proud of what we have achieved. I am not proud of some of the things that have happened during my time, but I have gone through all of that earlier about why they happened. We are not going to hide anything in terms of what goes on.

Chair: I am aware we have spent a lot of time, rightly so, on your track record at the FCA. I want to ensure that everyone on the Committee has had every opportunity to ask any question they want in that regard. Is there anybody who wishes to ask anything else on that before we move on to the future of the Bank of England? Nobody? Okay, Julie.

Q61 Julie Marson: Mr Bailey, I would like to ask about some future intentions, particularly about climate change, which is obviously a priority for all of us, and was a big priority for your predecessor. On your watch, to what extent would climate change risks and supporting the transition to net zero be a priority for the Bank’s mandate and its toolkit, particularly in the run-up to and our hosting of COP26?

Andrew Bailey: It is very important for a few reasons, which fit into the Bank’s mandate. Some of it, by the way, came under the FCA’s mandate. There are two broad headings. One is disclosure and disclosure standards and improving the transparency of disclosure. It is not just improving the transparency of disclosure but using disclosure to enable transition to happen.

That has to be done; that is a smart disclosure in that sense, to incentivise people to transition through disclosure. You can get it wrong and you can get it right in that respect, it seems to me. That is very important. By the way, if you don’t mind my doing a quick commercial, later this week the FCA is going to produce its consultation paper on that, because disclosure is primarily in the FCA world. The Bank of England is heavily involved—rightly—in that in the sense of implementing the taskforce on climate recommendations.

The second one is risk—particularly around the stress test, obviously. Again, I have been heavily involved in that. Going back to my previous time at the Bank of England, I should say that I worked very closely with Mark Carney on the original climate work, which was done for insurers and the PRA. We were very concerned that, insurance firms are holding long-term assets in many cases so because of the horizon of the risk they were taking, climate change—even though at that time it was viewed as a longer horizon event—was relevant to the horizon of their activities. That is where it all started, interestingly.

I am a very strong supporter and advocate of, and will take forward, the stress tests. The purpose of the stress tests in one sense is to use a range of scenarios to essentially ask the question about what the contradiction is between the way the financial system is valuing assets today and the values that will be there under these different transition scenarios.

That is an excellent piece of work, and I am incredibly proud of what Mark has done, because it is world-leading, actually. You can be assured that none of the momentum behind this is going to decline.

Q62 Julie Marson: Do you think the market is accurately pricing in the climate risks? What do you think are the dangers of what Mr Carney has called the potential of a “Minsky moment” for the climate?

Andrew Bailey: It is not, and that is why both the things I have outlined are relevant. One is that they have to see the transparency of what is there, but the second thing is that the stress test is that they have to see the risks that will be there under various scenarios. Only then will we get more efficient pricing and only then will you incentivise change more effectively.

Q63 Julie Marson: You recently received quite an interesting letter from a group of environmental experts, including a former MPC member. It calls on the Bank to exclude fossil fuel assets from future bond purchases—which is, of course, in line with the Government’s broader agenda as well. Does the Bank hold such assets—particularly coal?

Andrew Bailey: I think that refers to the corporate bond portfolio that the Bank has held under the broad heading of its quantitative easing programme. The policy again goes back to my time there.

The original policy with the corporate bond programme was to hold essentially a portfolio that mimicked the corporate bond markets—in other words, it was a neutral portfolio. That was done deliberately. The Bank of England is not in there, picking companies; it is completely neutral. Whatever the market is, we hold the neutral portfolio. The question you rightly raise is whether we should shift that to say, “Given the public interest in climate change, we should shift the make-up of the portfolio to being one that is on the way to net neutral,” or however you want to define it. I think there is a very strong argument for doing that.

Actually, given the way this is governed, we would have to agree that with the Treasury. The nature of the risk in that portfolio ultimately goes off to the States. I would intend to have that discussion with the Treasury because I think it is a perfectly sensible thing to do. By the way, I do not think that Mark would in any way disagree with this; I know that it has been on the list of things to do. It is a perfectly sensible thing, and I will take it forward.

Q64 Julie Marson: Will that be a priority?

Andrew Bailey: It will be a priority, yes.

Julie Marson: Thank you. There are a lot of other things to discuss. We will return to this subject in more detail in future sessions, I am sure.

Andrew Bailey: It will be around for a long time.
Q65 Alison Thewliss: I would like to ask you about the issue of levelling up and disparities between nations and regions. First of all, in your view does the Bank or could the Bank have a role in reducing those disparities?

Andrew Bailey: I have to say that most of the tools that the Bank has operate for the country as a whole; monetary policy is an obvious and classic example. You cannot really target monetary policy in that sense. However, one of the issues that the Bank is obviously very aware of—it affects monetary policy greatly—is productivity.

The productivity story is well known: post financial crisis, it has not recovered as people expected. That is true of other countries, but it is particularly true in this country. One way to look at that—there has been a very interesting report that Andy Haldane has been part of and responsible for—is that we in this country, certainly relative to other European countries, have a regionally very skewed pattern of productivity.

I would be a very strong supporter of saying that measures should be taken, but again, the Government will have to take quite a large role in the public policy end of this. The Bank can provide support and arguments about why it matters to the Bank and why it should be taken ahead. Obviously, one way to get aggregate productivity levels up is to level up and reduce those differences. That would be a good thing, it seems to me. So I am a strong supporter of that and I think it a good thing that this is now firmly on the agenda. So that is one thing that the Bank can do.

The second important thing—I hope I am not stretching the question too much, but you mentioned regions—is that there has been a lot of discussion around where the Bank of England locates itself. There is a reason why the headquarters is where it is, but the Bank has already started some work on this, and I think the time has now come to ask what the right distribution of the Bank of England is. The FCA has an office in Edinburgh, which has doubled in size and the number of people in it in my time because I think it is important that we have that presence. This is on the agenda for the Bank of England. I have not been involved in the discussions that have started in the Bank of England, so I do not know where we will go, but I am happy to report back to you once I have had a chance to take that question forward.

Q66 Alison Thewliss: Do you think there are further tools the Bank would require?

Andrew Bailey: In response to the initial question the Chair asked me about COVID, I made the point that the Bank has many more tools than monetary policy. I do not think it is appropriate for the Bank to intervene in regional policy, but I think there are tools the Bank can use. Let me give you an example of a tool the Bank has used that has had some regional impact: the mortgage lending restriction to limit the growth of highly indebted mortgage holders, which operates particularly in London and the south-east. That was not done with regional policy in mind, but as I know from being on the FPC throughout its life, we spent a lot of time looking at regional data so we understood the implications of what we were doing. It was done for other reasons, but it was sensible in that context as well.

Q67 Alison Thewliss: We have received some evidence from the likes of Newcastle City Council and the British Business Bank that geographic location plays a crucial role in businesses’ ability to access finance, with knock-on consequences for the disparities we see. Do you have any specific tools or influence to ensure that businesses get good access to finance, wherever they are located?

Andrew Bailey: That is an interesting and important question about the distribution of the banking system around the country. I think there is a number of areas where the Bank and the FCA are engaged at the moment, and it is important from a public policy viewpoint in terms of ensuring that people have access around the country. I am happy to approach it from that angle; we also have to approach it with access to cash in mind. The distribution of the banking system is a relevant question from a number of angles.

Q68 Alison Thewliss: Finally, you mentioned the data you gather and the work Andy Haldane has been doing. The Committee was told last September that it might be possible to produce a regional cut of that data. Has progress been made in making that available?

Andrew Bailey: I think discussions are ongoing with the ONS about regional data. To be honest, I am not directly involved in those, but I think it would a good thing if more regional data were collected and made available in this country. Generally, we are not world leaders in official regional data. In my experience, there is pretty good regional data on house prices, but we do not really have any regional inflation data. As I said, I know those discussions are ongoing, and although I have not been involved in them, I think it is a sensible thing to address.

Q69 Ms Eagle: You were appointed by a Chancellor to who resigned before he could even present his first Budget, and there are significant rumours that the Prime Minister’s chief adviser, Mr Cummings, did not want you in the job. You said earlier that you just met the new Chancellor; we do not know what his view is, but did you detect any buyer’s remorse when you went to see him in his new office?

Andrew Bailey: I think you will have to ask him that. To be frank, I did not. I have to be honest with you: I read all these stories in the press; they may be true or not, I do not know.

Q70 Ms Eagle: Oh, you’re big friends with Dominic Cummings are you?

Andrew Bailey: No, I have never met Dominic Cummings. I think I have been a room with him, but I have never met him.

Mr Baker: We’re talking about Dominic Cummings! I don’t believe it! 

Alison McGovern: He’ll be so happy.

Q71 Ms Eagle: So no buyer’s remorse from the new Chancellor?

Andrew Bailey: You’d have to ask him.

Ms Eagle: I am sure we will.

Andrew Bailey: If you don’t mind me saying so, a lot has gone on in British politics during the process of appointing a new Governor of the Bank of England. Of course, it all started with a completely different Chancellor.

Q72 Ms Eagle: Yes. A fairly extraordinary period, it has to be said. You acknowledged in your questionnaire response to us that monetary policy and economic analysis are rare examples of areas of the Bank’s activities that you do not have very much direct experience of, certainly from the last 16 years. How will you make up for that relative lack?

Andrew Bailey: I think this was all in the questionnaire. I was heavily involved in the establishment of the Monetary Policy Committee, because I was Eddie George’s private secretary when it all happened. I had first-hand experience of it and was heavily involved in setting up the group. I was also head of one of the divisions supporting the Monetary Policy Committee for a period of time after that. You are quite right that I have had a sort of 16-year sabbatical of doing other things. With that in mind, and because I have been on the FPC and the PRC continuously, in preparing for the transition I have been spending more time on monetary policy than the other areas, just because of that. I have been involved in monetary policy in the past, though.

Q73 Ms Eagle: There is much chat about the fact that because interest rates are so low, monetary policy is very ineffective at the moment. There is not the same room for manoeuvre. Although the Governor yesterday was telling us about 2.5 basis points, in his view—

Andrew Bailey: I think he said 250. I hope it’s not 2.5 basis points.

Ms Eagle: 250 basis points, yes. Not quite that much of a string to pull on. Do you think the Bank should have really increased interest rates earlier to create more space for a slowdown?

Andrew Bailey: I don’t think that would have been justified by the record of inflation. It would not have been that consistent with the framework in which we operate. I think the framework has been exceedingly successful over the last 23 years, through two very different periods: the decade before the crisis and the decade or so after the crisis. It would not have been consistent with operating our inflation target to do that.

Q74 Ms Eagle: When QE was first launched, it was expected that it would be unwound and gradually erased from balance sheets. That has not happened. Do you think that is a problem?

Andrew Bailey: Well, no, because if you go back to Mark Carney’s point about 250 basis points of headroom, part of that is more QE, if needed. In that sense, QE has been a very necessary thing. If you put the question in a way that says, “Whenever the time comes, what is the right way to take QE out?” you have to be very cognisant of the experience that the Federal Reserve has had over the last six months.

A bit of history: before the crisis, we operated the system on a very low level of central bank reserves—typically around £26 billion or £28 billion. That was all you actually needed to put into effect the interest rate that the Monetary Policy Committee required. I think we proved that you can run the system on that basis. However, you need reserves for another reason, which is the liquidity buffer in the banking system, part of which they will hold in central bank money as reserve accounts of the Bank of England.

The reason I come back to that point is that if you ask the question, rightly, it is the one the Federal Reserve faced: what is the right level of reserves in the world we live in today? That really gets you back to: how much are we going to unwind QE? We know that it is more than the level we had in the past, and somewhat less than level we have today, but we do not actually know exactly what it is. Of course, they arguably hit the minimum, and the short-term interest rates blew up at that point, temporarily. That is what any central bank has to guard against. You’ve got tools to deal with it, but in terms of where we take QE to when the time comes, that will be uppermost in my mind, if it is in my time.

Q75 Ms Eagle: It is not clear to me when the time will come in terms of—

Andrew Bailey: I don’t think anyone knows that.

Q76 Ms Eagle: The system is very used to having this extra QE there—certainly the financial and banking system is—but there are losers when you have that, not least those who formerly relied on savings and have to cope with historically low, and in some instances negative, interest rates. What are your views on small savers and those relying on interest rates and the way that they have been disadvantaged in the past few years compared with the banking institutions, who have almost come to rely on QE?

Andrew Bailey: It is a great question. You may have detected in my written submission that I probably do take a somewhat different view from some of my colleagues at the Bank of England, and the reason is that I have been at the FCA. Let me explain that for a moment, because it partly comes back to pensions.

If you look at measures of inequality in this country, the total aggregate inequality index has not changed much in recent years. It went up during the 1980s and has been reasonably flat. That is the aggregate measure, but unfortunately if you lift the bonnet up and look under it, there is lot else going on—in my view anyway. One of the things that is going on is intergenerational inequality, and that has increased substantially. It is true that a world of very low interest rates—real interest rates and nominal interest rates as well—has quite big effects, because it has effects on returns to savers and on borrowers. It is one of the big challenges we have in this country, and all the discussion that we have had about the FCA is interesting, because it is actually one of the biggest challenges the FCA has. You have a much bigger part of the population that is directly dependent on asset prices for its retirement savings and directly at risk to asset prices, and—I say this without wishing to criticise anybody—it incentivises the so-called search for yield, which goes back to some of Mr Baker’s points.

That measure of inequality which is intergenerational has increased substantially in this country, and it is something that I would like to see given much broader public policy attention. It is a big issue in pensions.

Q77 Felicity Buchan: I am going to follow on from Angela on monetary and fiscal policy. With interest rates at such a low level, do you think that the Bank has sufficient ammunition going forward in terms of monetary policy? I know that you have alluded to fiscal policy, but does the Bank has sufficient ammunition on monetary policy? Mark Carney said to us clearly yesterday “250 basis points”, so I assume that that is 50 to 60 basis points of easing of the base rate and then a huge amount of QE in addition. Can you comment on whether you agree with that?

Andrew Bailey: Broadly; Mark’s analysis has a number of components to it. As you are right in saying, it would basically take the Bank rate down to what the Bank of England regards as around the floor, which is about 0.1%—about 10 basis points—so you have about 65 basis points of interest rate in there.

You then have several other components, and you rightly say that your next component is doing more QE. Again, that is based on an analysis of how much of the gilt market you can buy, basically. Then you have two other components. One is to do more of what often gets called the term funding scheme, and the reason that works is that you are basically providing funding to the banking system at the policy rate, so you are deliberately trying to bring down the wedge between the policy rate and what is often called the effective lending rate. That, too, can push things down. The fourth one is what you can do on forward guidance, and that, to be honest, is conditional on what happens with the first three. That is the analysis that lies behind Mark’s point. I think it is perfectly sensible analysis, and he is right to come out with this figure of, give or take, 250 basis points.

That is fine but, as Mark would say, it is uncomfortably close to the average interest rate change in past cycles in this country, particularly since the MPC was created in 1997, so you are not playing with any great room for manoeuvre at that point. The second point is that much of the analysis indicates that the so-called long-term equilibrium real interest rate has fallen quite markedly in the last decade. Essentially, what that tells you is that interest rates are going to stay low for as long as we can see outwards, as it were, and it lies behind the MPC’s long-communicated view about the gradual and limited path of any increase in interest rates.

Now, to my mind—I did allude to this in the—[Interruption.]
Chair: Order. The sitting is suspended, in the event that we have one Division, for 15 minutes. In the event that there is a second Division, we will have a suspension of 25 minutes. We will then resume after that.

Andrew Bailey: I will try to remember where I was.


Sitting suspended for a Division in the House.


On resuming—

Chair: Mr Bailey, welcome back for part 2. Thank you for bearing with us as we broke to exercise our democratic duty and vote in the House of Commons. I think, Felicity, you had just asked a question. It might be useful, just for the record, for you to ask it again quickly. 

Q78 Felicity Buchan: I think, Andrew, you were just finishing off what you were saying. 

Andrew Bailey: I think where I had got to was that the equilibrium real interest rate is likely to remain low for long. What are the implications of that? The thing I think I was about to come on to was that the analysis of why this has happened is important. It suggests that the underlying reasons are mainly structural, rather than cyclical, and that is important. The main structural reasons are to do with demography—our ageing population—and the impact on saving rates particularly. In terms of the more long-term cyclical, probably low productivity has arisen, but let’s take the structural for the moment. 

The reason that is relevant is that if, as I do, we think it is predominantly a structural line of argument, much of policy is shorter-run demand management. I think it is important in terms of what I call policy co-ordination—fiscal and monetary policy co-ordination—to ask, what is the appropriate response to a structural change of this nature? If you say the appropriate way to deal with that is entirely through monetary policy, then, first, you have this mismatch between a structural cause and a cyclical response. Secondly, it puts more strain on monetary policy—going back to the point we were making about Mark Carney, the 250 basis points and the room for manoeuvre. 

This is as far as I would ever go on fiscal policy, because it is not the preserve of central banking, but I do think there is an argument, which I think I referred to in the written submission, to say that this does beg the question of whether it is appropriate to think of some rebalancing of the mix of policy, so that fiscal policy, which is a more structural policy, has a role to play, and particularly a structural fiscal policy of that sort. 

It is not for me to advocate what fiscal policy should be—that is for you and Government—but in terms of the co-ordination of policy, and in terms of the role of monetary policy and this point about the room for manoeuvre, if you think that is going to be the long-term outcome, I would say this point should be reconsidered. Then it is appropriate, and it does not in any sense contradict the independence of the Bank of England, to say, “That is an appropriate discussion for the Bank of England, Government and Parliament to have.” Each then takes its decision. But if you don’t have that discussion, I think you have lost something. 

Q79 Felicity Buchan: And how do you rebalance that, given the fact, as you say, that the Treasury does make fiscal decisions and the independent Bank of England makes monetary decisions? 

Andrew Bailey: I think, first of all, it is sensible for the two institutions to have that discussion and to have that exchange, and to have it transparently, obviously, so that you can challenge us on it as well. Otherwise, the way monetary policy works is that it always takes fiscal policy as given, which is the right way to do it, and it has been true ever since the Monetary Policy Committee was created—the Monetary Policy Committee takes the Government’s fiscal plan and fiscal announcement as a given, puts it into the assessment it does and then comes out with a monetary policy reaction. If you always do that, of course, you never stop to have the more structural discussion: what is the right mix of policy? That is appropriate to have. 

Q80 Felicity Buchan: We saw the Fed move 50 basis points yesterday. Could you contemplate a move before the next MPC meeting? 

Andrew Bailey: I think Mark said yesterday that policy can always act in a timely manner, and I would agree with him. The Monetary Policy Committee has not, in its history, tended to do that, but there is nothing in the constitution of the MPC to stop that happening. 

Q81 Felicity Buchan: So would you be in favour of doing that? 

Andrew Bailey: Of moving policy? 

Q82 Felicity Buchan: Of moving policy potentially before the next MPC meeting. 

Andrew Bailey: What we need, frankly, is more evidence than we have at the moment of exactly how this is feeding through. We have a building picture of evidence. The Bank of England is working extremely hard on it—I have been engaged on it this week—and then we can reach that judgment. 

Q83 Felicity Buchan: In your submission you said that you would never contemplate negative rates. Can you explain why that is? 

Andrew Bailey: I think I said that there are two reasons why people tend to argue against negative rates. The first is a very traditional reason, which is that it tends to encourage a substitution into cash, because cash is a zero interest rate. If you can earn more on holding a banknote than you can on putting it in a bank, you tend to create a substitution into cash, which is not a great way to let things happen. That is true in this country, but the Bank of England would observe, and I have been involved in a lot of this work over the years, going back to 2008-09, that the second argument against negative interest rates—and you are seeing some of this on the continent—is to do with what it does to the net interest margin in banking and some of the perverse outcomes you can get in that world when you push the net interest margin down. On the whole, I think that could have quite a difficult impact in terms of competition in the banking sector in this country. I think we could see some very negative consequences in competition terms, which, on the whole, looking more into the long term, we should want to avoid. On the whole, negative interest rates, no; I think Mark has essentially said the same thing to you actually. It is not an area I would want to go to. 

Q84 Felicity Buchan: Yesterday the Fed moved on its own. Would you contemplate moving in tandem with other G7 central banks?

Andrew Bailey: Yes. That was done during the financial crisis. There are times when it is a sensible thing to do, and times when it is sensible to do otherwise, but you should never rule it out. 

Q85 Felicity Buchan: Is there a reason why we decided not to do it yesterday, when, as you say, we did it during the financial crisis?

Andrew Bailey: The honest answer is that I am not a member of the Monetary Policy Committee, but I am a member of the Financial Policy Committee. I think Mark said to you that the Bank of England is still looking at the evidence on the precise balance of what the shock is likely to be. It is interesting that you can observe in the US that the market movements have probably been somewhat larger, so that is a slightly different context. I come back to what Mark said yesterday. Monetary policy can always move in a timely fashion. 

Q86 Felicity Buchan: You mentioned at the beginning that we potentially need to look at loans to small businesses. How do you envisage that happening? 

Andrew Bailey: There are two things. First, we need to keep a very clear eye on the evidence. The Bank of England’s regional agents are very helpful in that respect. The evidence we get from financial institutions and the general public is also helpful. Going back to some of the things we were discussing in the context of the FCA, we do not want another small firms financing problem on our hands. That would be a very, very bad outcome. We do not want that. Getting the evidence is important, and then it is about designing the tool—and by the way, the Bank of England or the Government can have a role in that respect. There is discussion sensibly to be had. The Bank is already working on what these tools could look like as to the right way to target more of an intervention to incentivise lending and to support supply chain finance. It is an obvious area of dislocation. With my FCA hat on, I know this is something that the Bank of England keeps a very close eye on. I was on the phone to quite a few contacts over the weekend, saying, “What are you seeing?” because that would be a very bad outcome. 

Q87 Felicity Buchan: You have mentioned twice or three times that we need to look for the evidence, whether it is for monetary policy or lending to SMEs. Is there any particular evidence that you are looking for? 

Andrew Bailey: Anything where banks are seeing increasing demands for restructuring of supply chain finance. A particular area that I always look at, which goes back to my experiences during the financial crisis, is trade credit insurance. In my experience, trade credit insurance is one of the leading indicators of this. They are typically insuring literally inventory trade, so they tend to see the pressures first. That is an area that I always look at and keep in touch with. A fairly small number of companies provide it; I was talking to them over the weekend and they said that they are not seeing it at the moment. They also assure me that they will not cut lines before they can talk to us. Frankly, we have been around that buoy and they know what we think about that. It is a pretty cordial conversation, but we need to know. In my experience, particularly coming out of the financial crisis, that is a particular leading indicator to look at.

Felicity Buchan: Thank you.

Q88 Harriett Baldwin: I again mention that I was a Minister of the Treasury when you were appointed to your current role. I want to focus on post-Brexit market access and equivalence issues now. Presumably, you would be comfortable with the assertion that our financial services sector today is on an equivalent regulatory footing with the EU. You have said in your questionnaire that the UK must seek outcomes-based equivalence with the EU and elsewhere, which allows for appropriate differences of form and rules, and that we must resist rule taking. Is that a view that is held universally within the financial services sector?

Andrew Bailey: I think, subject to defining some of the terms, broadly yes. I do not come across many people who would advocate rule taking at all, for the reason that it is then out of our control what comes in, and we would move from a system where—let’s be honest, as you know from experience—we were a major player in shaping EU rules. I have been involved in EU rules since the late 1980s in the context of the Bank of England, and successive UK Governments, whatever their political colour, quite reasonably took the view, “If this stuff is going to be implemented here, we’d better roll our sleeves up and get in there and influence it.” Over the years, that has worked—sometimes positively, and sometimes it has been a defensive strategy—but we are not in that position anymore and we cannot rely on that anymore. Rule taking becomes a much different and, in my view, a very difficult situation to imagine accepting. To your question, I think firms generally understand that.

Harriett Baldwin: Your assertion, then, is that we should avoid seeking any kind of equivalence?

Andrew Bailey: No, we should seek equivalence. There are two questions involved in this. The first is the one you asked earlier, which in a way ought to be the straightforward question: are we equivalent today, if we call this day one? We ought to conclude that we are, because we have essentially copied their rulebook out, and we have only changed it where it had to be changed literally to make it work in this country. Nothing else was done, as you know, essentially for two reasons. First, it was the only way we could get it done in time, given the sheer scale of the thing, and secondly that was the agreement with Parliament. We and others asked you to pass this stuff at break-neck speed with not a lot of scrutiny, frankly, on the promise that we were not mucking around with it. That was true. We start off on day one with essentially the same rulebook, so it is hard to think that you can argue against equivalence at that point.

But that is not the real question. The real question is the one that comes next: what happens after that? If I can illustrate this, we are asking a different question in the equivalence process from the one typically asked, because the typical equivalence process—take the EU and the US for a moment—says, “Here are two systems that have grown up broadly independently. There may be some global standards and global rules in there, but they are broadly independent systems.” The question you ask is, “Are they sufficiently similar in terms of the outcomes they are delivering that you can declare them equivalent and open your markets up in whatever way is set out in the legislation?” That is the classic equivalence. 

However, we are asking a different question: how much can we diverge? We start at equivalence, so what is the tolerable level of divergence, and how do we define that in terms of outcomes? That is not the question that an equivalence process typically answers, but we have to come to a resolution on that. My view is that outcomes are important, because they are what are eventually delivered. We should not be looking for rules-based equivalence. That is a difficult place to land in, because it is basically rule taking, but slightly modified. It will be interesting, and the FCA and Bank of England will obviously be heavily involved in this, because we have a lot at stake in this process as to how that shapes up.

Q89 Harriett Baldwin: So you agree that we are equivalent today?

Andrew Bailey: I think we are. We can’t quite be conclusive, because the process has not really started. I think it would be odd if the EU did not conclude that, but we have not seen the whites of their eyes yet.

Q90 Harriett Baldwin: But the industry, in the shape of the lobby group, UK Finance, says that equivalence going forward would be far from an ideal basis for the future trading relationship.

Andrew Bailey: That is true. The industry would like something much broader, and we would too, but we have to start with what is on the table at the moment and then work out from that, not least because trying to put financial services into a full-scale trade agreement would be, frankly, too ambitious. Very few free trade agreements have full-scale financial services in them; with the history of the GATT and the WTO, they have moved into services much later than the goods trade. If we try to get there in one leap, I think it would be too much to ask.

It is important that, alongside the process for agreeing equivalence, the trade agreement delivers understandings about what I might call the broad rules of engagement—how we will co-operate. Each side will take unilateral decisions. I know the EU says it will take unilateral decisions, but by the way, so will the UK, because that is the only way to do it. However, you can get to unilateral decisions by broadly co-operative processes or not, which is important. That is the framework stuff that could be done in a trade agreement, but I think going beyond that would be too challenging for this year.

Q91 Harriett Baldwin: But is it your understanding that an outcomes-based equivalence is on the table at the moment?

Andrew Bailey: That is really interesting. I hear people on the EU side using “outcomes-based”. As I was saying with my illustration, that is how they do other equivalence processes. By the way, if you talk to people who have done equivalence processes with the EU, they don’t speak in glowing terms about how easy they are. However, that is how they have done them, because other people’s rulebooks, such as the United States’, do not look like the EU rulebook, in our world. My answer to the EU on that would be: “That is what you do with other countries.”

Q92 Harriett Baldwin: I am trying to find out what you think is the better outcome. Should we start with an agreement that we are equivalent, with an agreed mechanism for how to deal with divergence so that we do not run into those kinds of switch-on, switch-off issues and threats, as happened with Switzerland? Presumably, as the potential Governor of the Bank of England, that is what you would prefer from a financial stability point of view?

Andrew Bailey: Absolutely. The Swiss experience is not a good one.

Q93 Harriett Baldwin: How much clarity will you and the Bank of England be looking for about that threat of switching off? Would it be better to accept right up front that we will diverge, and to agree restrictions on access, data and all the things that might make your job more challenging, because some of the firms you regulate will be doing more business outside a perimeter that you are able to regulate?

Andrew Bailey: Going back to what I hope will be in the trade agreement, I hope we will end up with a strong co-operation framework for how we go about our daily business. By the way, putting my FCA hat on, but also from a Bank of England point of view, relations between the regulatory authorities here and within the EU are very strong. We said right from the outset, after the referendum, that it was important that we maintained strong relations. I moved to the FCA the week after the referendum, which wasn’t coincidental. I said it was very important that we maintained strong regulatory relations. We will do that, and we have done it. That is important as a backdrop to this. 

On the outcomes equivalence that you mentioned, another thing I would say—this is in the land of the obvious, but you sometimes wonder when you hear some of the rhetoric—is that both sides will review their rulebooks. The EU reviews its rules, and we review our rules. We will do that because first, the world changes; and secondly, let us be honest, in complicated rulebooks the odds of landing it perfectly first time are not that high. There are all these things that you find in real life that do not work as they may have been intended to, and you have to come back and review them and amend them if necessary. We will go on doing that, but they will, too. They are already reviewing MiFID I, for instance. That is sensible. No doubt we will review MiFID, because it is sensible.

Q94 Harriett Baldwin: Taking it back to a financial stability question, where do you see the trade-offs for the UK in terms of market access versus regulatory third-party lack of foresight in terms of the regulatory changes from the other side?

Andrew Bailey: That is a good question. There are very important financial stability issues in there. Obviously, if it led to any weakening of the financial stability regime or the prudential regime, that would be something that the Bank of England would be opposed to and we would have to make that very clear. There is an interesting issue buried in there, which is that the EU has not implemented Basel III as the Basel committee thinks it should. There has been a peer review of it. We in the UK will have to confront that issue as to whether we go back and say something about equivalence in that area, which, by the way, does not really open markets up; it underpins other things such as MiFID. It is an important issue. We will get to that issue before too long.

Q95 Harriett Baldwin: So you are comfortable that in terms of UK financial stability you will have all the tools at your disposal whatever the outcome of the negotiations.

Andrew Bailey: Today, yes, but if we see them evolve in a way that is not satisfactory, we will have to say something and do something about it. We would have to be very prompt and forceful on that point. Today I think it is okay. The FPC has been clear in setting out what it regards as the crucial financial stability issue. It has been very clear, for instance, on clearing—I ought to avoid that double use of the word—because that is a key financial stability area. It is, by the way, also the one on which the UK and the EU agree, which is why the EU has been prepared in the last year or so to grant temporary equivalence on clearing because they realise it is such a critical issue for financial stability. 

Q96 Liz Kendall: Just a quick question: you said that achieving a full-scale financial services agreement is too ambitious at the end of the year. How long do you think it would be to do that realistically? Obviously, many companies want to know when it will be done.

Andrew Bailey: To be clear, equivalence, particularly in the wholesale world, delivers a lot of what we need in terms of market access. What we are talking about here is the terms of equivalence. We talk about equivalence as a monolithic thing, but it is not. There are 40 or 50 different forms of equivalence in EU legislation. Depending on the piece of legislation, they take different forms, but its most powerful areas are particularly in MiFID, which is wholesale markets, and in clearing. That would deliver market access in the way that firms want. As I say, the critical thing is getting the terms right in terms of where we go thereafter.

Broader financial services free trade would be a much broader thing, because you can imagine wholesale and retail at that point. These things, as I said earlier, are typically not done in trade agreements. There is every reason to want to do it in the future in trade agreements, but it would take a lot longer. 

Q97 Mr Baker: Just as I was listening to those exchanges, it reminded me to ask whether you had seen a Politeia paper on managing euro risk, the essence of which is to point out that the bonds are issued by member states, but there is a particular set of relations for the ECB through the eurozone. 

Andrew Bailey: Is this a Barney Reynolds paper?

Q98 Mr Baker: Yes, it is a Barney Reynolds paper. 

Andrew Bailey: I know Barney well.

Mr Baker: I wondered if you had seen it—

Andrew Bailey: I have read it. 

Q99 Mr Baker: More generally, I wondered if you had formed a view about the risks to the eurozone if a deal is not concluded which gives them access to the City of London.

Andrew Bailey: It is a really good point, actually, and I think it is very interesting, though I think if you look at the objective of the European Union in terms of capital markets union, and you look at what lies behind that, which goes back to the financial crisis, which is quite sensibly to want to diversify particularly wholesale financial intermediation away from the banking system and to have more of a mix of banking and capital markets, as we do and the US does, it seems to me—I am sure they would say “Well, you would say this, wouldn’t you?”—that actually having access to the major European financial markets should be something you want to have. And by the way, I think there are many people in the EU who would agree with that as a proposition and who have access to the London financial markets today, and have historically had it. So if you look at it through that lens, why would you want to cut that off? It doesn’t seem to me to be a sensible thing to want to do. 

Now, having said that, as CEO of the FCA I have had to deal with issues like the share trading obligation, where that is precisely what it would lead to. In other words, if you had a liquid equity market in a stock—let’s say a stock was quoted in a liquid market in London and a liquid market on the continent; the liquid market on the continent may be a lot smaller but it qualifies under MiFID—the effect of the share trading obligation with the UK not in the EU would be to force EU counterparts to deal under a smaller market on the continent. Why would you want to do that? We follow the principle of best execution, which is the sensible principle to follow, and that is to execute the trade in the best market you can, subject to the terms of governance of the market.

Q100 Mr Baker: You have very articulately answered a slightly different question. I think you have answered the question of whether it would be sensible for them to arrange access to London markets, to which the answer is very clearly yes. What I want to drill in on is this. Is there a financial stability risk to the eurozone if there is not access to London for the eurozone member states?

Andrew Bailey: That is an interesting question. It is quite interesting to put that in context. Let’s take a context that I think—I can’t remember—Barney may have touched on in that paper, which is: if you look at the liquidity of some euro-area Government bond markets, how dependent are they on market-making in London? I think there are some that are quite heavily dependent on market-making in London. We have had one or two incidents in the past of breaks where that has been demonstrated. Of course, I think they would argue that one of the points about this is to shift the burden of market-making out of London and into the continent. That is of course the follow-up you would get, but I think this is the point that Barney Reynolds makes—which is at the moment, and historically that has not been the case. 

Q101 Anthony Browne: I will come to this in my section, but it follows on naturally from what Steve was saying. I should, just for the record, declare an interest. I was chief executive of the British Bankers Association for five years, and I spent many hours with Andrew Bailey, when he was at the PRA and the FCA, discussing the implementation of reforms of conduct in prudential regulation. The specific question that follows on from this thing was the flip-side of what Steve Baker was asking, which is: given that certainly the major financial institutions have been doing no-deal planning since the referendum, and have applied for and got many licences in Frankfurt, Dublin and Paris, and so on, if we do leave without a deal or even an equivalence regime, what sort of impact do you think it would have on financial stability or the ability of the financial services sector in the UK to serve customers in Europe?

Andrew Bailey: It would have quite a big impact on the ability to serve customers in Europe, of course, because it would effectively require them to redomicile more activity on to the continent. That would be the clear outcome of it. I think with financial stability, coming back to what I was saying a few minutes ago, you have to come back to issues like clearing. If you handle the effects of that in clearing, in ways that destabilise clearing houses, frankly that is very bad in terms of financial stability, which is why we have argued so hard—and by the way the EU is broadly in the same place, I think, on this—for temporary equivalence and then permanent equivalence, I would hope. If you unstitch that stuff, financial stability is really at risk at that point, and I think the Bank of England and FPC, of which I have been a member throughout, has made that point very clearly. There are certain touchstones that we have to watch for very carefully here. 

The second point I would make on this goes to your point about location of business. It tends to get talked about slightly metaphorically in terms of day-one and day-two effects. We have heard quite a lot about day one and what the EU thinks should be done in the EU in that type of world. What I think is less clear is where they want to take it to. The metaphorical day two and what happens thereafter—that is much less clear.

Q102 Ms Eagle: The current Governor has defended the concept behind new cryptocurrencies, such as Facebook’s Libra, particularly with respect to modernising and improving the payment system infrastructure, which lags behind. What are your thoughts on the idea that currencies such as Libra might come into widespread use?

Andrew Bailey: I will try to lay out the landscape here. I will lay it out in three parts and try to give you a view on where we go to. One part is where the whole debate started with so-called crypto-assets of the bitcoin variety. There is no guarantee of the value of bitcoin. I said publicly, because we were concerned about it—I would like to think this was a good example of the FCA acting promptly—“If you want to buy bitcoin, be prepared to lose all your money. If you want to buy it, fine, but understand what you have got. It has no intrinsic value. It may have extrinsic value, but it has no intrinsic value.” That is one thing. It has not caught on as much as people predicted it would during the early enthusiasm, for good reason. 

Facebook’s Libra was a so-called stable coin—stable in the sense of the value being stable. The FCA has been closely involved in this alongside the Bank of England. First, the initiative has been handled pretty poorly, in the sense that it was very vague and got a pretty poor reception for different reasons from different quarters. I have to say that when we, the Bank and other people pressed the developers as to how it actually worked—for me there is a key question that goes to the stable point: if you own it and it is stable in the sense that it has a set of underlying assets backing it up that are “risk-free”, would you have a direct claim on that asset?

Q103 Ms Eagle: In other words, is it backed by anything, or is it just a creation online?

Andrew Bailey: The easiest way to think about it—oddly, it is easier in this country—is to imagine you digitised a Scottish banknote, which is fully backed mostly by Bank of England banknotes and a bit of gilts. Would it work like that? In my experience of probing the developers, you could never get a completely clear answer to that question. As a consequence, I remained pretty suspicious. 

The third sort, which Mark has talked about, is central bank digital cash or money. That would be fully backed, so that, in a way, would be like digitising a Bank of England banknote. That of course is something that central banks are looking at, largely in response to Libra, and rightly so in my view. Although Libra was frankly not a well-done or well-developed initiative, the right conclusion to draw from it is that it has not gone away. Something will come along fairly soon—perhaps a modified Libra or something else—that will attempt to tackle the issues that were identified with Libra.

Central bank digital cash is an interesting concept, because essentially it is like digitising a Bank of England banknote. There are good reasons for doing that in many ways, because in central banks we tend to talk about central bank money and commercial bank money. Central bank money is held in two forms: one is reserve accounts at the Bank of England and the other is banknotes. Banknotes are declining in use—they are not declining in terms of the stock outstanding, interestingly, but they are declining in terms of use. There is a decline in the use of central bank money in payments. If you think about that in a public-private sense, is that an issue? Should people have access to a safe asset that they can make payments in? I think there is a respectable argument that they should, in which case there will be a case for essentially digitising central bank cash and creating central bank digital money. You can do it in various ways. 

However, and I will leave it on this thought, there is one very big issue that has to be thought through, and it is a point I have made several times at the Bank. None of us wants to hold that much cash. Even someone like me who is an ex-Chief Cashier does not love the stuff that much; it is great, but there are limits. Ironically—perhaps irony is the wrong word—if you make it much easier for the public to hold central bank money, you potentially change the way in which liquidity is balanced in the financial system. 

The example I always give is the one I had to deal with, which was Northern Rock. If you can run to central bank money very easily, you will powerfully change the way the banking system works, particularly in times of loss of confidence. You have to think through all those issues when you are developing something such as that. That is what the Bank is doing, and I am strongly in favour of its doing that. It is an important development and other central banks are working on it, so it is a priority.

Q104 Ms Eagle: It is a very interesting area, but in terms of Libra or something private sector, rather than central bank money—for example using Facebook—Facebook and these new companies in general do not have a good record of self-regulation when it comes to consumer protection. Clearly, if a currency like that became established, it might have consequences for UK financial stability, depending on what the administrative and regulatory rules around it were. Is there anything else that you want to say about that, should Libra suddenly emerge as a viable new thing?

Andrew Bailey: I have to say, before Mr Baker gives us a lecture on private money—

Mr Baker: You read my mind.

Andrew Bailey: It’s not difficult. It could be gold-backed as well. 

Q105 Ms Eagle: Electronic private money is slightly different from making your own banknotes, simply because—

Mr Baker: This Committee is so different from when I first joined it. I am very happy.

Andrew Bailey: Finally, we have managed to make him happy. The interesting thing with Libra is that, if they answered the question, “Is it fully backed with risk-free assets?” and they said, “Yes, and here’s the design,” you could do it—it is possible to do it. The second question is: how do you make money on that? You have a thing that is backed with fully risk-free assets, which have low yield. How do you possibly make money on it? Of course, the interesting question then, if you have Facebook involved, is, “Do you make money, not on the coin, but on the access to data?” That opens up a whole load of other questions into the FCA world at that point about what it implies for conduct, fairness and customer treatment. There is a whole world of other issues that then come into play, in my view, which do have to come into play if we end up going down that road.

Q106 Ms Eagle: Finally, clearly even if we had some good and welcome restrictions on how a company such as Facebook might promulgate such a currency, there might be a much more lax jurisdiction somewhere else. Given the electronic and all-pervasive nature of such companies, people living here might well have access to that currency in its riskier existence. Therefore, we are back to how on earth, as a national central bank, you can police an electronic global currency that might be based in any jurisdiction?

Andrew Bailey: The answer to that is international: you need a very strong co-ordination and alliance of central banks on that front. You are right, and it is a fascinating question. When the French said that they would ban Libra, I remember saying to a colleague, “Well, how would they do that?” Because if you can access this thing digitally, it poses a really tough question about how you would do it. To which the answer—sorry.

Mr Baker: I am not here to give evidence.

Chair: You’re itching to though.

Andrew Bailey: The answer is gold, I think.

Mr Baker: I declared my interest earlier for a reason.

Q107 Anthony Browne: I am going to ask a couple of EU-related questions and then focus on prudential regulation, which is obviously one of your key responsibilities and home turf for you as a former chief executive of the PRA. You mentioned earlier that successive British Governments have been very interested in influencing EU regulation because we are the financial capital of Europe and have a lot of expertise in that area. That is obviously not going to happen now. Are you worried about the future evolution of EU financial services regulation, in particular the possibility of it becoming more protectionist, making it more difficult for London to access European markets as a deliberate act of EU policy?

Andrew Bailey: Subject to the point, which is always recognised, that it would be argued as a bit arrogant for us to sit here and say what we think they are going to do now that they do not have the benign and thoughtful presence of the UK around the table, I do not know, to be honest. What I would say is that, as you know, the UK has the largest financial services sector by far, and it has made, both in public and private, a very substantial contribution to EU policy making and EU operation over the years, and that will not be the same going forward. My best guess is that it will develop in slightly different ways, and that is one thing that lies behind the concern about rule taking. Whether it will be protectionist is obviously quite a strong judgment to make, but it will go in different ways, I am sure.

Q108 Anthony Browne: My second EU question is about the future evolution of UK regulation because, certainly in the wholesale financial markets, almost all our regulation, both prudential and in conduct, comes from the EU. As you say, we are fully equivalent at the moment, but that will not be the case going forward. We do not know what sort of trade deal we will have with the EU. It is clear, though, that we are not going to be a rule taker, so we will have some flexibility. Are there particular changes either to prudential regulation or conduct regulation that you would like to see now that we have the freedom? Are there any opportunities from Brexit that you think we should pursue?

Andrew Bailey: I think there are a number of things that are fairly clearly flagged. First—I will come to the specifics in a moment—if you think about the background to this, the UK does have a different legal system. The UK has a common law system, and it is no coincidence that when you look at wholesale financial markets around the world, they actually are concentrated in common law systems: the US, the UK, Singapore, Hong Kong, Australia. That is not coincidental. Over the years of EU membership, the UK has become, in our world, more of a hybrid. It has had to, in a sense, adapt to being in a different system. But that means that the EU system is more based around detailed rule making and, of course, detailed rule making made at the very high level—at your level, actually, in many respects.

The second difference, of course, is that the EU’s task now is to co-ordinate and harmonise 27 countries, and any single country does not have that. You start with that objective, which is also a difference. That would tend to suggest that it would naturally develop in somewhat different ways.

There is a really interesting argument about the common law point as to whether you get somewhat more principle-based regulation coming out of that than you would in a detailed rule-making system and a civil code system.

Q109 Anthony Browne: Are there any specific policies that you would point to? You mentioned earlier that the EU had not implemented Basel III properly, according to the Basel committee itself, and there is a question mark over whether we should.

Andrew Bailey: Let me come on to that. I was going to point out a couple—both are in the prudential area, actually—that we do tend to mention. One of them is Solvency II, where the Bank of England has pointed out—going back to my days at the PRA—what we considered to be the areas in which it did not fit the UK markets. The reason for this is that a piece of EU legislation such as Solvency II assumes a statement of the blindingly obvious, which is that there really is a single market in, in this case, life insurance products. The problem with Solvency II is in the life market, not so much in the general insurance market, but really the EU does not have a single market in life insurance policy; it has a series of national markets. We have a particularly annuity-based market in this country, and Solvency II does not work well for annuities. 

By the way, this is a point that EIOPA—the European insurance authority—has recognised but has not done anything about, so they will hardly be surprised that we want to address this question as soon as we can, because it is an issue that we have discussed with the industry, and there is a fair degree of commonality of view on this. It does not work properly. That is one question.

I think the second question is interesting, which is in the banking area—you will remember this from the past. Let me go back to Basel for a moment. Going back to Basel I in the late 1980s, which I was also involved in, actually all Basel applies formally to is “internationally active” banks. So it is a system for big banks. In quite a few countries such as the US, the regulatory regime for large banks and for smaller banks is different, and it can be, because of that. The EU applied Basel to the whole system; it didn’t always apply it perfectly, but it did apply it to the whole system.

Now, this question has been raised in the past. I think that, to his enormous credit, Jonathan Hill was the only commissioner I worked with who wanted to tackle this one head-on. Obviously, events took over, but it is logical and natural that it should be back on the table. 

Q110 Anthony Browne: Just to be specific, you could have a separate prudential regulatory regime for non-international banks, such as the challenger banks.

Andrew Bailey: Yes. We should certainly put it on the table and think about it, because Basel does not always work that well for smaller banks, it seems to me; there are aspects of it, because it’s a big bank system, that don’t always work. It is an issue that ought to come on to the table—quite when it will come to the table is to be determined by whatever process we go through, but I think we must get there. 

Q111 Anthony Browne: Moving on, this segues neatly on to the future evolution of prudential regulation. You mentioned earlier the amount of increased capital the banks have since the financial crisis, and we talked about that with Mark Carney yesterday. We asked Mark Carney—I am not going to ask you this question—whether we have put an end to “too big to fail”. 

Andrew Bailey: You can ask me if you want.

Anthony Browne: I suspect it will not be worth the time, because you will give the same answer as Mark Carney. 

You say in your written evidence that actually the capital stack of banks has become incredibly complex and it is difficult for understanding, so what are the changes you would like to see to the capital regime that has built up in successive waves over the last 10 years? 

Andrew Bailey: I have to hold my hand up and say that I don’t have a perfect answer to that question at the moment. I think what I said in the written evidence was that, first of all, as Mark said—and I totally agree with him—the increase in the quantity of the capital was obviously very necessary given the really bad experience we had in the past; there’s no question about that. 

What I said in the written evidence, however, was that it has become about as complex as it possibly could, and I think the underlying reason for that is actually a sensible one, which is that there are now three areas of policy operating on the stack: micro-prudential, which is the PRA; macro-prudential, which is the FPC; and resolution, which is obviously another part of the Bank of England. All three of them have got bits of the stack. 

Now that is logical, because the stack is there, in a sense, to address all three issues. However it probably has contributed to the stack being about as complicated as it could be. You know, even most of us have to remind ourselves exactly how the stack is constructed every time we discuss it. I think the bigger issue is that the stack, in many senses, falls into that—you know, you talk to mathematicians and so on, and they describe something as “elegant”, which in other words means it is incredibly complicated. It is; all the parts move quite nicely, actually, in terms of the policy intent. But I often get people in the industry saying to me, “Look, just tell me the number, please? It’s all very nice, this stuff.” 

Now, I am not saying that we go all the way to there, because the reason we have things such as the countercyclical buffer is important, because that is there to help the economy. But I am very conscious that this thing has got so complicated that I think the idea that everybody in the industry perfectly understands how this stack works is not true—it is for the birds, really. 

Q112 Anthony Browne: You talk about a single number there. Would you advocate moving to a leverage ratio? 

Andrew Bailey: Of course, we have a leverage ratio—

Anthony Browne: But as the ultimate defining?

Andrew Bailey: No, I wouldn’t. I am quite content to have the leverage ratio sitting alongside the risk-based ratio, because it is a very good check and balance.  

The problem is—I know there are people who advocate this very strongly—that to take risk out of the whole framework is not very sensible at all, to my mind. I mean, there are different rates of lending.

The second thing I would say is that, because of what I have just said, it is not difficult to arbitrage a leverage ratio. As for the idea that the leverage ratio is some perfectly formed thing that will always stop arbitrage, the easiest way to arbitrage a leverage ratio, of course, is just to concentrate on risky lending; that is the way to do it. It is a very helpful and useful check and balance, but it is not a substitute, in my view. 

Q113 Anthony Browne: I want to ask a question about the FPC. Obviously, you are on the committee at the moment, and the Bank of England has relatively new powers in the wake of the financial crisis. How do you think the FPC is operating? It is slightly experimental, in the sense that it has not had to deal with a crisis yet; it is meant to deter one. It has accrued various powers over the years. Would you want to change it in any way? Would you want it to have other powers?

Andrew Bailey: Obviously, I don’t have to state an interest here, because I said in my written submission that I have been a member of the FPC since it was created, so I have form, as it were. The FPC is very important. This role is more developed in this country than almost any other, in my view. I think it has done some very important things, like the mortgage intervention. As I think I said in my written submission—this slightly goes back to the very first question—I do not think that what it does is well enough understood. That matters, because whenever we have a financial stability problem, and at some point we will—that’s life—having a public body that is less understood is potentially a fragility in the system. I think we need a greater degree of understanding. 

Let’s be honest: it is not that we want everybody on the street to talk about the countercyclical capital buffer, because there is more to life than that, but one of my objectives is to bring about a deeper and broader understanding of what the FPC does. Frankly, I hope that you would give me that feedback on how you feel the FPC is understood and explained.

Q114 Anthony Browne: You mentioned the countercyclical capital buffer. Would you put it up by 2%? 

Andrew Bailey: Well, I am part of the consensus that has made that conclusion, so obviously—

Anthony Browne: This is a share price moving announcement.

Andrew Bailey: No, and here the stack comes back into play. The Bank has said that in its view—I have to use this phrase really carefully, because it is an important point—there is a case for somewhat rebalancing the stack. The increase in the CCyB is not just a straight add-on, in that sense. The reason for that—this is where the stack is important—is that it is about balancing the buffer element, which can move around and adapt, particularly to economic conditions, with the minimum capital, or a fixed element. I think there is a good case—Mark has argued this many times—for saying that a bit more buffer, and bit less fixed, is probably sensible. 

The reason why we have done this on the FPC is because when we looked at the countercyclical capital buffer and said, “Imagine that we were sitting in 2006 and had this buffer. How much buffer would you need to have in order to cut it if you had an event like the recession of the financial crisis?” The argument was that it would be more than we have today. That is not an argument for increasing the total capital and pushing the whole thing up; it is an argument for some rebalancing. That is the point that Mark is behind. 

Q115 Anthony Browne: Finally, you used to have your name on the banknotes. When Peter Sands left Standard Chartered, he started a campaign to abolish the £50 note, because the people who use it most are criminals who are trying to launder money and do not want to be traced. What would you like to do with the £50 note?

Ms Eagle: Digitalise it.

Andrew Bailey: In a digital world, you don’t need any denominations. 

Q116 Anthony Browne: Are you going to launch a polymer one, or are you going to abolish it?

Andrew Bailey: The interesting thing—well, I do not want to drone on about banknotes forever, because that is a bad habit of old Chief Cashiers. I did mention earlier that usage of banknotes has gone down, but the stock in circulation has not. 

I will give you the statistic that I always quote at this point. I became Chief Cashier at the end of 2003. It had taken from 1694 to 2003 to get the stock of banknotes to £30 billion. I am not going to ask you what you think it is today. It is around £60 billion, so it has doubled since 2003. It has not come down appreciably, although it has a little. Why is that? There may be three reasons.

First—and this is where the £50 note comes in—when I was Chief Cashier the stock of notes went up quite a lot during the financial crisis, as it did in many countries, because people did run to central bank money to some degree. The interesting thing is that you can tell it was a flight to safety because the denomination that went up the most was the £50 note, which is not a denomination that most of us use to pay for things. 

Anthony Browne: I can’t remember the last time I used one.  

Andrew Bailey: No. That suggests it was a flight to safety. Secondly, people arguably hold more cash because the opportunity cost of holding cash is lower with near-zero interest rates. Thirdly, we have an informal economy, which is the Peter Sands point. So the £50 note, oddly enough, has a bigger circulation, but it is not a very active one.  

To come back to the point, I think probably the better issue to focus on now is central bank digital cash, rather than whether or not we should have a £50 note. We might come to that later. It depends on the future of cash. By the way, the £50 note is not, in international terms, all that big a note.   

Q117 Anthony Browne: It is a lot smaller than Euro notes. You won’t be committed on its future, then?   

Andrew Bailey: I don’t think you can say that anything will be around forever in that sense.  

Q118 Chair: I think we are now right at the end. Does any other member of the Committee have anything else they would like to ask? 

In that case, I will finish with one final, very specific question. Yesterday I raised with the current Governor the issue of the audio leaks around the Bank of England press conferences and the advantaged information that some hedge funds appear to have derived as a consequence, and the fact that the Bank seems to have become alerted and started to do something about it only once it had got out into the press and been ventilated in public, which is clearly a cause of concern for this Committee.  

I know that the FCA is investigating a couple of incidents around that kind of issue, and you have rightly recused yourself from that. None the less, in the event that you are indeed about to become the Governor of the Bank of England, this will be something that will be important to get on top of.  I wonder whether you could share your thoughts as to the actions that the Bank should be taking to make sure that kind of information is appropriately handled and does not fall into the wrong hands too early.   

Andrew Bailey: I agree with you on that.  As you know—I think Mark Carney explained it to you—there is an internal report being done on the incident, which the Court has commissioned.  That is very important.  The whole idea of a security breach of that nature in the Bank of England is extremely concerning, and I think Mark has given that message as well, and I would share that. As you rightly say, I have recused myself from the FCA investigation. I have not been involved in the internal report process.  Obviously I will be very concerned to see what it contains and what is concluded about what needs to be addressed in terms of security and the use of that type of media in the Bank of England.  It is a very serious issue.  I do not think I can tell you more at this stage, because I have not been involved at the Bank of England end, and I have recused myself at the FCA end. 

Chair: That is fine. It is certainly on our agenda.   

Andrew Bailey: And it should be. It is obviously very high on the Bank of England’s agenda.  

Chair: We have had a very interesting and wide-ranging discussion, and we thank you for that.  I said at the beginning that we would be very robust, particularly around issues for the FCA, which I think we have been. We are robust folks, but at the same time we are very polite people, so may I also say thank you very much for appearing before us?  
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