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PSR MR 15/2 MARKET REVIEW INTO THE OWNERSHIP AND COMPETITIVENESS OF INFRASTRUCTURE
PROVISION DRAFT TERMS OF REFERENCE
Bacs Payment Schemes Limited (Bacs) is pleased to be able to provide feedback on the PSR’s draft Terms
of Reference ‘Market Review into the ownership and competitiveness of infrastructure provision‘ (PSR
MR 15/2). Founded in 1968 Bacs is a not-for-profit, membership based body and is responsible for the
schemes behind the clearing and settlement of automated payments in the UK including Direct Debit
and Direct Credit. Bacs has been maintaining the integrity of payment related services for over 45 years.
The Government acknowledges that the Bacs payment system is of critical national importance to the
UK financial system and has confirmed that it meets the recognition criteria set out in the Banking Act
2009. Bacs is, therefore, regarded as a FMI, recognised as systemically important by HM Treasury and is
overseen by the Bank of England. HM Treasury has also designated Bacs under the provisions of the
Financial Services (Banking Reform) Act 2013 and the result of such designation decision makes Bacs a
regulated payment system, falling under the powers of the Payment Systems Regulator.
We would like to make the following comments on a couple of points raised within the draft Terms of
Reference:
• We are pleased to note that paragraph 1.6 recognises the robustness and resilience of payment
systems such as Bacs. As a recognised systemically important payment system these qualities are
paramount and must be protected if the end user is to have continued confidence in the payments
systems. However, it is important to note that Bacs is a company limited by guarantee, it is not
owned by its participants but is managed by a board of directors (with explicit fiduciary duty to the
system operator) consisting of an independent chairman, independent director, an executive
director and a director appointed by each subscribing participant. This governance model both
mitigates the potential risk identified in paragraph 1.6 (and also in para 2.10 iii) and has enabled
Bacs to deliver a rich history of end user innovation.
• We are pleased to read in para 2.9 that the Market Review intends to take into account the views
expressed by the new Payments Strategy Forum.
In response to the three questions detailed in paragraph 3.1:
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Bacs is content with the scope of the review (i.e. the components of infrastructure and systems to
be examined) although, in providing this view, it has limited its consideration of the question solely
in relation to the payment system we operate.
Whilst we are supportive of the PSR’s intentions outlined in the draft Terms of Reference we would
note that:
o The banks and building societies that participate (including a sub set that may also be
shareholders of VocaLink) in Bacs do not own the company or the schemes it operates. Bacs
is a membership based company limited by guarantee with participants subscribing to the
schemes under a contractual agreement. The board comprises of an independent chairman,
independent director, an executive director and a director appointed by each subscribing
member. Each new member is extended the right to participate within the governance of
the company on an equitable basis.
o Directors, independent directors and the executive director have a say in the running of the
company as board directors with the public interest being protected by the independent
directors via a right of veto in the public interest. All directors have an overriding fiduciary
duty to act in the interests of the scheme under company law and are required to declare
any situational or transactional conflicts of interest that may arise from their position as
employees of members in addition to their directorships (this may, in some circumstances,
mean that they would be excluded from participation in some decisions).
o There are advantages of the partially overlapping ownership of VocaLink with the
membership of Bacs in respect of the long term desire to provide infrastructure services
which might not be so certain if the ownership of VocaLink changed. Such advantages may
include financial standing, commitment to banking or payments in the UK and a risk averse
approach to the delivery of services.
o Bacs standing as a ‘not for profit’ organisation protects against some of the dangers that
might be inherent in a ‘for profit’ organisation which could lead to outcomes not being in
the public interest.
o Development decisions are achieved through fair and proportionate decision making based
on a governance model which seeks a majority decision (rather than consensus), with
decisions compelling the full membership to both support and adopt, and has generated full
funding for each initiative. It is a measure of the effectiveness of these governance
arrangements that the Bacs infrastructure has been effectively refreshed, a range of added
value automated services have been introduced over the recent years and decisions have
been made irrespective of any shareholding a sub set of our direct participants may or may
not have in VocaLink.
We do not have any other issues to raise in respect of the ownership and competiveness of
infrastructure provision that we believe ought to be included in the review.

Once the Market Review formally commences Bacs would be pleased to engage with the PSR on the
supply of indirect access to the services Bacs offers.

Michael Chambers
Chief Executive
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Re: Market Review into the ownership and competitiveness of infrastructure provision
-Draft Terms of Reference (PSR MR 15/2)

Introduction

BNY Mellon is a global investments company dedicated to helping its clients manage and
service their financial assets throughout the investment lifecycle. As one of the world's
largest investment services and investment management firms, BNY Mellon welcomes the
opportunity to respond to the PSR MR 15/2 ("CP") in respect of Market Review into the
ownership and competitiveness of infrastructure provision
BNY Mellon operates in Europe through: (i) branches of The Bank of New York Mellon (a
New York incorporated financial institution) and (ii) directly established and duly authorised
subsidiaries established in several EU jurisdictions and branches of those entities operating
in most of the core EU member states. lt provides services to clients and end-users of
financial services globally.

Responses to Specific Questions

Our responses are contained in this document in Annex 1 below.
BNY Mellon looks forward to further engagement with the Payment Systems Regulator in the
months ahead in regard to the market review.

David O'Brien
Compliance Director
EMEA Head of Policy, Regulatory Reform and Governance
Compliance & Ethics
BNY Mellon

The Bank of New York Mellon- Incorporated with limited liability in the State of New York, USA. Head Office: One Wall Street, New York, NY
10286,
USA. London Branch registered in England & Wales with FC No 005522 and BR No 000818 and with its Registered Office at One Canada
Square,
London E14 5AL. The Bank of New York Mellon is supervised and regulated by the New York State Department of Financial Services and the
Federal Reserve and authorised by the Prudential Regulation Authority. The Bank of New York Mellon London Branch is subject to regulation by
the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the
Prudential Regulation Authority are available from us on requ est.

ANNEX 1- Responses to Specific Questions
Do you agree with the scope of the review with respect to both the components of
infrastructure and the systems that we propose to examine?
BNY Me lion agrees with the scope of the review with respect to both components .
What are your views on each of the areas of concern that we have set out above? In
particular, please provide and evidence you have about whether the concerns set out
do, or do not, arise in practice?
BNY Mellon agrees with each area of concern set out in the terms of reference.
Are there other issues that you think are relevant to the ownership and
competitiveness of infrastructure provision in payment systems which we should
include in our review?
BNY Mellon believes it would be worthwhile to explore the benefits of including clear scheme
rules on Payment Systems websites in addition to joining rules . Some systems in the
industry have made a move to publish these, so that they are readily available and clear to
participants. With others, the scheme rules are not clear on obligations.
We also recommend that, where necessary, scheme rules are updated with guidance to
include both what is expected of Direct and Indirect participants, and what is considered
outside of the scheme rules.

2

Faster Payments Scheme Limited

1

March 2015

Payment Systems Regulator

Infrastructure Review Team
Payment Systems Regulator (15th Floor)
25 The North Colonnade
Canary Wharf
London E14 5HS
23rd April 2015

RESPONSE TO DRAFT ToRs PSR MR15/2 – INFRASTRUCTURE PROVISION
Faster Payments Scheme Limited (FPSL), as a designated Payment Systems Operator under
the Financial Services (Banking Reform) Act 2013, and a significant customer for infrastructure
provision wishes to provide the following comments concerning the draft terms of reference for
the market review into the ownership and competitiveness of infrastructure provision.
Firstly, some general observations:
•

Para 1.2. The description of ‘infrastructure’ is described as covering all
hardware, software etc. needed to transfer funds between end users. In para
2.4 you go one to exclude infrastructure within PSPs (with the exception of
gateways). Clarity might be improved if para 1.2 could be reworded to cover
transfer of funds between PSPs.

•

Para 2.10 I. In the hypothesised detriment, you suggest that barriers could limit
the competitive pressure that Infrastructure providers face and therefore
detrimentally impact price and/or innovation as providers are not sufficiently
responsive to the needs of service-users. In the case of FPS, VocaLink
provides infrastructure to FPSL under contract. FPSL is VocaLink’s customer.
FPSL has an obligation to respond to the needs of service-users. VocaLink
should not be responding to the needs of service-users directly, but to the needs
of its customer, the Payment Systems Operator. In this para service-users
should be replaced by their customers – Payment Systems Operators.

•

Para 2.10 II. In the example, you state that providing clearing services may
convey an unfair advantage in other markets. In our view this review needs to
determine firstly, whether there are any undesirable advantages that might need
to be addressed to further promote competition. Whether any advantage is
unfair, implying abuse of a dominant position, is a secondary consideration for
later in the review.

We cannot identify any other issues that need to be included in the terms of reference at the
current time.

As one of the major customers of this market we look forward to early and detailed engagement
with you as you progress this review. Whatever the outcomes, we are very keen that they fully
support our ability to provide increasingly reliable, efficient and innovative payment services to
our service users, through the contracts and operating relationships we have with our current,
and any future infrastructure providers.

Yours sincerely,

By email

Craig Tillotson,
Chief Executive
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HSBC response to the PSR’s Draft Terms of Reference for the Market Review into the
ownership and competitiveness of infrastructure provision
1. HSBC welcomes the opportunity to comment on the PSR’s draft Terms of Reference (Draft ToR).
The scope of this Market Review
2. HSBC considers that the PSR is premature in embarking on a Market Review into infrastructure
provision. There are more fundamental issues that should be explored first, and the PSR needs to
allow time for the impact of the direction on the governance of Interbank Operators to take effect.
3. It appears that the PSR wants to understand whether or not the larger PSPs, who own the BACS,
FPS and Link payment schemes, together with the associated infrastructure provided through
Vocalink, are running the UK payments architecture in a way which is in the interest of all service
users. It is not clear whether or not the PSR is concerned that these issues may then inhibit
competition and innovation downstream.
4. Assessing the ownership and provision of infrastructure in isolation does not get to the heart of
this issue: it is the payment schemes who determine how infrastructure is provided, and how
payment services are provided generally. This is the case, irrespective of whether infrastructure is
managed by payment schemes themselves, or whether it is provided by a third party provider (no
matter who owns that provider). If the payment schemes are run in a way which reflects the
interests of all service users, then logically it follows that they will provide or procure
infrastructure in the interests of all service users. The first step in the PSR’s analysis of the
provision of infrastructure must therefore be to reach a comprehensive understanding of the
incentives of the payment schemes themselves.
5. The PSR should explore the implications of the current ownership structure for the payment
schemes, whether they should be complements or competitors to one another, and whether they
should be consolidated into a smaller number of payment schemes. The PSR will also need to
assess the impact of its direction as to the governance of payment schemes, which does not take
effect until September 2015.1
6. HSBC believes that it is not possible to conduct a rigorous analysis of the provision of
infrastructure (i.e. the supply side) without a sound understanding of the incentives of the
payment schemes (i.e. the demand side). Once the PSR reaches a view on the payment schemes,
it will be better placed to determine whether infrastructure should be managed by the payment
schemes themselves, or whether it should be outsourced to a separate entity (and whether that
separate entity will face sufficient competition, and who should own that entity). In this regard,
the PSR should compare the self-supply of the card schemes to the procurement model of BACS,
FPS and Link.
7. In the downstream market, service users have increasing choice in the way that they make
payments, leading to competition between the different payment types. By way of example, when
settling a utility bill, the end consumer or business can choose whether to pay by Debit Card,
Credit Card, Direct Debit, Standing Order, Cash or Faster Payment. Competition further exists
between different financial institutions, offering different services. MasterCard and Visa offer
1

The PSR has made a general direction requiring Interbank Operators (but not Card Operators) to ensure
appropriate representation of service users’ interests in the decision-making processes of their governing
bodies, from September 2015.
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competing solutions in the card space, just as HSBC and other PSPs provide various card and
other payment offerings. In this context, we believe that the PSR should ask whether competition
between different payment types at the downstream level materially affects competition in
infrastructure provision at the upstream level, and if so how?
8. The PSR should consider infrastructure used by all the payment schemes, or should at least
consider how competition between payment types at the downstream level affects competition in
the provision of infrastructure upstream. It should also consider the commercial drivers behind
the strategies of the payment schemes themselves, as they are the ultimate decision makers over
what infrastructure is used.
9. Operational integrity and resilience are of paramount importance to HSBC and to all users of
payment systems. The Market Review must include at its heart a robust consideration of both
current levels of operational integrity and resilience and the potential impact that any future
initiatives by the PSR (or other regulators) might have on that.
Issues to be explored
10. The PSR has identified three key questions:
I.
II.

Do barriers to entry prevent effective competition in infrastructure provision?
Does providing one component of infrastructure mean that a firm can limit the
ability of others to compete in a related market?
Do ownership arrangements distort effective competition?

III.

11. HSBC considers that the PSR should explore the following questions in its Market Review, in
addition to the questions it has identified:
a. Does competition between different payment types at the downstream level materially
affect competition in infrastructure provision at the upstream level, and if so how?
b. Are the incentives of payment schemes regarding the procurement of infrastructure
aligned with the interests of service users generally?
c. Is competition in the market a viable alternative to competition for the market? Would it
be possible or desirable for different PSPs to be able to connect to payment systems via
different infrastructure providers?
d. To the extent that the PSR identifies alternative possible infrastructure ownership
structures, would those be consistent with the maintenance of the integrity of the UK’s
payment systems infrastructure?
e. How much has Vocalink innovated, and what has driven this innovation?
f.

Are costs and risks born and managed efficiently through the current ownership structure
(e.g. as between smaller and larger PSPs)?

The PSR’s first two questions
12. As indicated above, from the perspective of service users, there is considerable competition
between payment types. Payment solutions processed through BACS, FPS and LINK compete
with solutions processed through Cheque and Credit Clearing and the card schemes. Any
RESTRICTED - 2

assessment will need to take account of the impact of these alternative payment types on
competition and incentives to innovate.
13. In respect of the infrastructure for BACS, FPS, and LINK, competition takes place for the market,
through periodic tender processes. It is the payment schemes themselves, as buyers with
considerable buyer power, who determine the nature of the competition.
14. In order to understand how competition for the market takes place, the PSR will need to develop a
comprehensive understanding of the following:
a. On the demand side, what are the drivers behind the decisions of each payment scheme
regarding the procurement of infrastructure? Are the incentives of the payment schemes
aligned with the incentives of service users generally? What mechanisms do payment
schemes use to align the incentives of infrastructure providers with those of the payment
scheme and service users? What are the views of service users?
b. On the supply side, are there a sufficient number of alternative, credible and financially
secure infrastructure providers who are able to bid in competition with the incumbent
infrastructure provider?
c. To what extent do the payment types which rely on these payment schemes compete with
payment types provided through the use of other payment schemes, in particular the card
schemes? Is the provision of infrastructure to BACS, FPS and LINK influenced by the
nature of the infrastructure which is provided to other payment schemes, in particular the
card schemes?
15. At the tender for the provision of infrastructure services to FPS, Vocalink was engaged after a
competitive tender process where there was one other bidder. In future, a range of European
infrastructure providers could put in tenders in competition with Vocalink. The PSR should ask
itself whether this type of competition would be effective – in particular, whether challengers
could compete on a level playing field against the incumbent.
16. An alternative to competition for the market may be where competition takes place in the market.
In theory, different PSPs could connect to payment systems via different infrastructure providers.
The payment schemes would likely bear additional costs as they seek to ensure interoperability
with a range of infrastructure providers.
17. In assessing the feasibility of competition in the market, the PSR would need to give
consideration to the following:
a. The technical feasibility of the development of standard interfaces to enable competition
in the market, and what the costs would be. The PSR would need to understand the
additional complexity this may generate, and the implications for the resilience of
payment systems.
b. The impact on competition of requiring existing infrastructure providers to offer access to
new market entrants: in particular, it would need to assess the impact this may have on
incentives to innovate.
c. Whether there would be any interest from PSPs in having a choice between different
infrastructure providers.
RESTRICTED - 3

The PSR’s third question: ownership of Vocalink
18. The PSR asks whether the ownership of Vocalink by the largest PSPs is consistent with incentives
to innovate, and whether this means that infrastructure is operated in the interests of the larger
PSPs at the expense of smaller PSPs. We set out below some practical issues which we believe
the PSR should consider.
19. A key strength of the status quo is that as the principal users of Vocalink’s infrastructure, its
current owners have a strong incentive to ensure the continued resilience of payment systems and
to stand behind Vocalink (as they have done to date) if financial or operational difficulties arise.
The impact of system and infrastructure failures can be very significant. For this reason, a key
focus of the major PSPs, and other stakeholders such as the Bank of England, is resilience. It is
critical that the PSR too gives strong and sufficient weight to maintaining the resilience of
payment systems and their associated infrastructure as an ultimate objective.
20. Other issues the PSR may want to explore include the following:
a. The extent to which Vocalink has innovated in the past five years, and whether there are
strong grounds to believe that an alternative provider, or a provider under different
ownership, might have innovated to a greater degree. To what extent do the payment
schemes themselves drive innovation by Vocalink? International comparisons may be
helpful in this regard.
b. We encourage the PSR to gather views from smaller PSPs as to whether the ownership of
Vocalink generates issues for infrastructure provision, in practice.
c. The PSR will want to assess how the costs of infrastructure provision are managed
through the current arrangements. We believe that ownership of Vocalink by larger PSPs
protects indirect participants from bearing the full costs and risks inherent in
infrastructure provision.
d. The PSR may also want to consider evidence from other sectors, where similar issues
have arisen. For example, there is evidence in some sectors that ownership of an
infrastructure provider by the direct users of the infrastructure may have advantages in
terms of aligning interests (e.g. the shareholding of airlines in NATS). There is also
evidence that even when the infrastructure provider is not owned by larger users,
concerns can arise that the views of smaller users are not taken into account by the
infrastructure provider (e.g. airport charges, where an obligation has now been placed on
larger airports to consult with all airport users).
21. To the extent the PSR identifies concrete competition concerns regarding the ownership of
Vocalink, we encourage the PSR to consider as a first step whether its concerns could be
addressed through changes to the governance arrangements of Vocalink. Such changes could
ensure that the interests of smaller PSPs are taken into account. Changes of this nature would be
considerably less disruptive for the industry than mandating any change in ownership, and would
generate much less risk to resilience.
22. We encourage the PSR to have regard to the four criteria the Bank of England sets out when
assessing whether alternative ownership would be consistent with the PSR’s statutory duty to
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have regard to the importance of maintaining the stability of the financial system. These four
criteria are:
a. Changes should not lead to an unacceptable increase in settlement risk.
b. Changes should maintain or enhance robustness/resilience.
c. Infrastructure should facilitate the continuity of payment services in resolution.
d. The Bank of England's ability to supervise systemically important payment systems
effectively must be maintained.
23. Finally, the PSR is aware that the changes to the UK banking industry required by the
government’s ring fencing requirements are substantial in nature. If the PSR reaches conclusions
that substantial changes to the provision of payments infrastructure are necessary, it will need to
ensure that these changes do not conflict with the fundamental and far-reaching changes required
by ring fencing. HSBC would question whether it would be feasible or sensible to require
significant additional structural changes in parallel with the ring-fence bank process.
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Competitiveness of Infrastructure Provision: Draft Terms
of Reference
Lloyds Banking Group response
24 April 2015
Executive Summary
Lloyds Banking Group is committed to helping Britain prosper by being the best bank for customers.
We want them to be able to make and receive payments accurately, quickly and safely over
infrastructure that is highly resilient, stable and secure. We therefore welcome the opportunity to
comment on the draft terms of reference for the Payment Systems Regulator’s (PSR) market review
into infrastructure provision. LBG has focused its response on VocaLink as it understands that this is
where the PSR’s main concerns lie.
The UK has an excellent payments infrastructure. VocaLink operates high-availability, resilient and
class-leading payment clearing and ATM switching platforms responsible for processing 10.1 billion
payments in 2014. It provides a stable and effective platform for the development of innovative and
competitive services. Existing ownership arrangements have not impeded this, and we find it difficult
to see how regulatory intervention to increase competition could materially improve these outcomes
in the interests of users.
LBG does not believe that VocaLink’s role as infrastructure provider has slowed innovation at the
service user level. The US provides an example of where, despite the central infrastructure being
unquestionably underdeveloped (which LBG does not believe to be the case in the UK), there have
been many examples of innovation at the service user level.
We are agnostic about the ownership of VocaLink subject to receiving fair value for our shareholding
if it were to be diluted or divested. We nevertheless believe that the existing arrangements provide a
number of benefits. In particular, participants in the market have a vested interest in ensuring the
central infrastructure runs effectively and is resilient, stable and secure. Similar considerations can
be seen in the Government’s decision in 2001 to sell a controlling stake in National Air Traffic
Services to a consortium of seven airlines and subsequently in 2012 to retain its shares rather than
sell them to alternative investors.1
Given their participation in the market, shareholding banks also have a clear interest in providing
additional, necessary funding for central infrastructure and are well-positioned to do so; this has
been demonstrated where they have been called upon in the past to recapitalise VocaLink. If
VocaLink’s existing ownership structure is changed then special administration arrangements may
need to be put in place in order to ensure the continued provision of core services, as is the case
with certain energy companies.

1

http://www.m2.com/m2/web/story.php/2001BD431576CD390BAE80256A1C005C9528 and
https://www.gov.uk/government/speeches/government-shareholding-in-nats.

Response to Specific Questions
Q1: Do you agree with the scope of the review with respect to both of the components of
infrastructure and the systems that we propose to examine?
We agree in principle with the scope of the review. We would welcome confirmation that gateways
are only in scope if they are not part of the banks’ internal infrastructure, as we understand from the
PSR’s Policy Statement and the draft Terms of Reference.
We note that the PSR has previously said governance and control are perhaps more important than
ownership per se. It is unclear from the draft Terms of Reference whether they are also within the
scope of the review and we would welcome clarity on this. It is our view that the perceived
ownership concerns could be addressed through ensuring the appropriate governance and control
frameworks are in place.
Q2: What are your views on each of the areas of concern that we have set out above? In
particular, please provide any evidence you have about whether the concerns set out do, or
do not, arise in practice.
We note the PSR has identified three areas of concern in the draft Terms of Reference: (i) barriers
to entry to infrastructure provision; (ii) a firm’s ability to limit others competing in the market; and (iii)
ownership arrangements distorting competition. We set out below a summary of our views on these
issues, and look forward to engaging further with the PSR on these points during the course of its
review.
It is crucial that any central infrastructure ensure reach, security, end-to-end connectivity and
systemic resilience, which can be costly to provide and perceived as a natural barrier to entry. As
the existing infrastructure provision meets these core requirements, we find it difficult to see how
regulatory intervention to increase competition could materially improve these outcomes in the
interests of users. Moreover, the characteristics of the UK market should also be taken into account.
Whilst several infrastructure providers compete against each other in Europe, this is as a result of a
legacy landscape where many countries had their own national infrastructure provider before the
introduction of SEPA. SEPA has led to consolidation of these to a considerably smaller number.
With regards to the PSR’s third concern on ownership arrangements distorting competition, we wish
to highlight that participants’ ownership of the central infrastructure also provides a number of
benefits. In particular, they have a vested interest in ensuring the infrastructure runs effectively and
is resilient, stable and secure. Moreover, they are well-positioned to provide additional, necessary
funding for central infrastructure, which may not be otherwise readily available. For example, banks,
as shareholders, have provided funding in order to recapitalise VocaLink, to enable it to replace
ageing infrastructure (New Bacs), to deliver new services (Faster Payments) and also following
losses incurred in commercial ventures (Euro Services and Bankgiro).
Q3: Are there other issues that you think are relevant to the ownership and competitiveness
of infrastructure provision in payment systems which we should include in our review?
We do not have any further issues which we believe should be covered by the market review.

Russell Saunders
Managing Director, Global Payments
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To

Payment Systems Regulator

DRAFT TERMS OF REFERENCE - PSR MARKET REVIEW INTO THE OWNERSHIP AND
COMPETITIVENESS OF INFRASTRUCTURE PROVISION (PSR MR15/2) - PAYMENTS
COUNCIL RESPONSE

1 INTRODUCTION
The Payments Council welcomes the opportunity to provide feedback on the Payment
Systems Regulator’s Draft Terms of Reference for its planned ‘Market Review into the
ownership and competitiveness of infrastructure provision (PSR MR 15/2).
The Payments Council is supportive of the new economic regulator and what it aims to
achieve for the industry and its customers. The UK is already a world-leader in its payment
systems and services and the Payment Systems Regulator (PSR) can play a positive role
in helping the industry to maintain and enhance that position.
We are pleased to note that our work to develop a World Class Payments vision has been
recognised in the Draft ToRs and we look forward to continuing our engagement with the
PSR on this. As the PSR is aware, the World Class Payments work and input to the market
review will be carried forward by the new trade association that will replace the Payments
Council this summer.

2 RESPONSES TO QUESTIONS
Please find below some comments in relation to the specific questions put forward in
section 3 of the Draft Terms of Reference.

2.1

Do you agree with the scope of the review with respect to both the components
of infrastructure and the systems that we propose to examine?

We believe that a thorough market review of the infrastructure will be helpful in identifying
whether the current arrangements lead to poor outcomes for end users and industry
participants or whether there are benefits. However, some of our members believe that a
thorough market review needs to be wider than currently planned; only reviewing part of the
payments market may lead to an unfair competition outcome. If the PSR wants to
determine the best mix of competition and collaboration they need, ideally, to explore the
entire ecosystem, but should at least include the Operators who administer the rules under
which the Infrastructures operate, ensuring meanwhile that the core requirements of
stability, resiliency and operational integrity are not negatively affected.
Payments Council is in some cases (e.g. the Bank Reference Database) a stakeholder in
the infrastructure provision. We have already liaised with colleagues within the PSR on
questions they have had and will be pleased to continue that engagement.

2.2

What are your views on each of the areas of concern that we have set out? In
particular, please provide any evidence you have about whether the concerns
set out do, or do not arise in practice.

In general, Payments Council believes that the areas of concern highlighted in the draft
Terms of Reference are the right ones to investigate. In terms of the specific questions the
PSR proposes to address: on question one (Do barriers to entry prevent effective
competition in infrastructure provision?), we note that as part of the Payments Council’s
World Class Payments project we are exploring whether there are barriers to entry which
could potentially be reduced or removed, subject to further analysis, by further improving
the customer experience and making more efficient the form and functionality. This would
allow new entrants further options (in addition to the current agency arrangements) to
access the whole payment systems and all the platforms.
On question three (Do ownership arrangements distort effective competition?), we believe
that the scope of this question could usefully be adjusted: if the PSR wants to review the
issue of ownership then governance cannot be separated from this. This may appear a
semantic issue but we believe that by committing the Market Review to explore whether
‘ownership arrangements distort effective competition’ the PSR may inadvertently be
limiting the outcomes it may wish to pursue. By referring instead to ‘governance and
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ownership arrangements’ the PSR will more easily be able to investigate the full structure
of control around the payments infrastructure.
Finally it is worth noting, as we have done in previous consultation responses, that the
current ownership model does have a range of benefits e.g. it allows for the costs of
infrastructure change (which ultimately benefits all end-users) to be split amongst direct
members. While indirect members without an ownership stake (an investment decision
those institutions have chosen to make) are required to pay for access to the payment
system, they do not bear the majority of infrastructure costs – but do benefit downstream
from improvements to the system. Furthermore, ownership of the scheme companies by
several competitor organisations allows shared resources and shared infrastructure,
minimising costs passed down to consumers, and increases the efficiency of the
infrastructure provision. There are also benefits of scale. This is positive for the resilience of
the system.

2.3

Are there any other issues that you think are relevant to the ownership and
competitiveness of infrastructure provision in payment systems which we
should include in our review?

The Payments Council believes that enabling easier access to payment systems and
creating a common approach to standards and strategies for integrity and resilience in the
infrastructure will benefit access and cost-efficiency providing a better platform for
competition and innovation. This is something we continue to explore as part of the World
Class Payments project and we welcome the continued engagement of the PSR with this
work.
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Response to Payment Systems Regulator: Draft Terms of Reference for Market
Reviews
24 April 2015
1) Santander UK plc (hereafter Santander) welcomes the opportunity to respond to the
Payment Systems Regulator’s (PSR) draft terms of reference for its proposed market
reviews into i) the ownership and competitiveness of infrastructure provision; and ii)
the supply of indirect access to payment systems.
2) As a scale challenger in the UK retail banking market, and part owner of UK payment
systems with a circa 5% market share, Santander is committed to working with the
new PSR to ensure the delivery of world class payments systems, supporting an
increasingly digital world and customer.
3) Below, we consider both market reviews. However, before turning to our specific
comments, we have a number of high level observations relating to:
(i)

how these market reviews fit into the current payments and banking
environment; and
the importance of ensuring that these reviews conclude in a manner which
leads to coordinated and improved outcomes for customers and payment
systems users.

(ii)

4) The timescales for the reviews, planned to commence circa late May 2015 and run for
approximately 12 months, will mean it is of paramount importance that remedies are
developed in a transparent and coordinated manner with other regulators currently
conducting large scale banking-related structural reform projects and market
investigations or market studies.
5) For instance:
o

o

o

We call for detailed coordination at both senior and working level with the
Prudential Regulation Authority (PRA) and the Financial Conduct Authority
(FCA) in relation to the development of Banking Reform, for which final rules
are due to be published in H1 2016.
We are expecting the Competition and Markets Authority’s Retail Banking
Market Investigation to conclude in May 2016, potentially introducing significant
remedies in the UK banking market.
The FCA is working on a number of market studies in relation to credit cards,
corporate and investment banking, mortgages (expected) and cash savings
(concluded). Each of these may result in remedies required for the banking
industry.

6) The first half of 2016 is therefore emerging as a key period during which the
conclusions, remedies and final rules of a number of these structural and competitionrelated regulatory reforms will be published. While we support measures which
increase competition and choice in retail banking, these measures should not conflict,
contradict each other or place additional pressure on bank infrastructure to manage
change.
In particular, any additional pressure on infrastructure during the
1

implementation of Banking Reform will risk both the stability of core systems and the
quality of service we can provide to our customers.
7) Santander is keen to work with regulators to ensure that the long term future of the
banking sector is kept front of mind as the array of structural reforms and competition
related reviews conclude.

Market review into the ownership and competitiveness of infrastructure provision
8) Santander agree with the proposed scope and the issues posed for focus in this market
review. In terms of the review’s scope, we suggest that the Cheque Company should
be brought into the scope of the review to ensure that their direction, both now and in
the future, is aligned. We agree that CHAPS does not need to be brought into scope
given its distinct nature.
9) In relation to other issues relevant to this review which should be included, while we
recognise the need for an open and competitive market, it is important to ensure that
sensitivity and confidentiality of payments data is maintained.
10) We recognise concerns previously expressed about ownership of the System
Operators and consider that a market review is a positive opportunity to consider the
relationships in a fair and reflective way. As Santander has highlighted in previous
consultation responses, we believe the number of Schemes creates further
challenges, particularly given the need to compete against each other as individual
companies. This reduces the ability to provide a single vision of consolidation and
simplification to support the innovation agenda. One single Scheme Company –
covering Bacs, Cheques, Faster Payments and Link, which all become services under
the single company structure as CASS is today – would simplify this and drive the
optimum agenda for innovation. As such, we believe this must be a primary focus of
the market review.

Market review into the supply of Indirect Access to payment systems
11) Santander agrees with the proposed scope and the issues posed for focus in this
market review. As the only retail bank involved in ownership of the payment systems
but not acting as a sponsor bank, we are uniquely placed to participate in the market.
12) In relation to other issues relevant to this review, we believe that it should not prevent
or delay the opportunities for banks to improve indirect access to payment systems to
other providers. The complexity of systems presented in this area is significant, and
at a time when banks will be seeking to implement Banking Reform changes, there will
need to be thorough and robust consideration given to how the model is evolved,
without overloading the current sponsor banks and System Operators beyond
reasonable stresses. This will help ensure that banks like Santander are able to
maintain focus on placing customer needs at the heart of our business and on
providing a service which is simple, personal and fair.
Santander UK plc
24 April 2015
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Infrastructure Review Team,
Payment Systems Regulator
15th Floor
25 The North Colonnade,
Canary Wharf,
London,
E14 5HS

Vocalink
Drake House
Homestead Road
Rickmansworth
WD3 1 FX
United Kingdom
+44 (0)870 165 0019
www .vocalink com

24 April 2015
Dear Sir I Madam,
Re: Market review into the ownership and competitiveness of infrastructure
provision -Draft Terms of Reference

Thank you for providing Vocalink with the opportunity to respond on the proposed
scope of the PSR's market review into the ownership and competitiveness of
infrastructure provision, as set out in your Draft Terms of Reference dated March
2015 .
We note that the draft terms of reference would restrict the review almost entirely to
Vocalink's business. We believe that this is too narrow a focus to support
conclusions on the best way to provide payments infrastructure in the UK. We set
out our arguments in the formal response attached to this letter.
The design, build and operation of highly resilient world-leading real-time and batchprocessed payments systems in the UK and internationally (in Sweden and
Singapore) is at the heart of Vocalink's business . We are also at the forefront of
payments innovation and will soon be launching the Zapp payment service, which
will provide UK consumers with the first real-time account to account person to
business payment mechanism and a genuine alternative to the existing card,
cheque and cash payment methods which dominate the market at present.
Please find attached to this covering letter Vocalink's formal response to the Draft
Terms of Reference in which we highlight a number of key areas of concern for your
consideration. Please note that the views expressed in this response are the views
of Vocalink and may not necessarily align with the views expressed by its
shareholders in their separate submissions to the PSR (if any), nor with the views of
the lnterbank Operators (Schemes) who are the contracting parties for the
infrastructure provision of Sacs, Faster Payments and LINK.
Throughout the Market Review process, Vocalink will be providing to the PSR a
significant amount of commercially sensitive information and information relevant to
the security of the infrastructure it provides to its customers. As a result, Vocalink
would expect to discuss with the PSR any intention to publish any information
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provided by Vocalink to the PSR, including this response to the Draft Terms of
Reference.
We hope that you find our responses to the Draft Terms of Reference helpful. We
would very much welcome the opportunity to discuss the issues raised with you.

Yours faithfully,

~

Chris Dunne

Payment Services Director
Vocalink

chris.dunne@vocalink.com
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