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Tesco Bank and Nationwide highlight impact of
competitive pressures on wider banking sector
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The latest updates from Tesco Bank and Nationwide Banking Society have
underlined how intense competition has dragged on the margins of British retail
banks.
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Tesco PLC (LON:TSCO) said on Tuesday its banking division was considering
offloading its mortgage portfolio because "challenging market conditions have
limited profitable growth opportunities".
READ: Tesco explores sale of bank's mortgage portfolio and halts lending to
new customers
At the same time, Nationwide warned in its full-year results that it expects fierce
competition in the mortgage lending market to continue to squeeze its net
interest margin (NIM) - the difference between what it earns from lending and
what it pays for deposits.
READ: Nationwide anticipates further squeeze on margins from competitive
mortgage market
"With transaction levels painfully low, the mortgage market has never been as
competitive as it is right now," said Andrew Montlake, director of the UK-wide
mortgage broker, Coreco.
"Margins are being squeezed as rates race to the bottom in a bid for market
share and Tesco appear to be saying that the numbers no longer stack up for
them."
Low borrowing costs, a slowdown in the property market and a regulatory
crackdown have added pressure on the profit margins of high street banks.
Net interest margins under pressure
First-quarter results from the UK's four biggest banks - Lloyds Banking Group
PLC (LON:LLOY), Barclays PLC (LON:BARC), Royal Bank of Scotland Group
PLC (LON:RBS) and HSBC Holdings (LON:HSBA) - all revealed a drop in
NIMs.
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Challenger banks Metro Bank PLC (LON:MTRO) and CYBG PLC (LON:CYBG) both reported a decline in NIM in their
results for the first quarter and first half, respectively.
"Tighter regulation in the wake of the financial crisis closed off some of the more exotic ways banks looked to make
money and saw a return to more traditional activities like lending and taking deposits to generate profit," said AJ Bell
investment director Russ Mould.
"This, combined with the emergence of challenger banks and a recent slowdown in the property market, means an
increasing number of participants have been scrapping over slices of a diminishing pie.
"Cheaper mortgages are obviously good news for prospective homeowners and in that sense the market is working but
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the banks' desperation for new mortgage business needs to be closely monitored."
'Bad debts could rise'
Mould added that the increase in low-rate mortgages could lead to a rise in bad debts if loans are given to riskier
individuals simply to get new business.
That would put pressure of balance sheets and undermine the sector's renewed commitment to dividends, he said.
Challenger banks have come in droves since the financial crisis, shaking up a sector once dominated by the largest
banks.
But tough competition has kicked off a consolidation among these challengers.
CYBG, the owner of Clydesdale and Yorkshire Banks, recently snapped up Virgin Money while OneSavings Bank PLC
(LON:OSB) and Charter Court Financial Services Group PLC (LON:CCFS) have agreed to merge.
The industry could be braced for further consolidation unless competitive pressures ease.

Proactive Investors facilitate the largest global investor network across 4 continents in 4 languages. With a team of analysts
journalists & professional investors Proactive produce independent coverage on 1000's of companies across every sector for private
investors,
private
client
brokers,
fund
managers
and
international
investor
communities.
Contact us

+61 (0)2 9280 0700

action@proactiveinvestors.com.au

No investment advice
The information on this Site is of a general nature only. It does not take your specific needs or circumstances into consideration, so you should look at your
own financial position, objectives and requirements and seek financial advice before making any financial decisions. You acknowledge and understand that
neither the Company, its related bodies corporate, the information providers or their affiliates will advise you personally about the nature, potential value or
suitability of any particular security, portfolio of securities, transaction, investment strategy, or other matter. You should read our FSG and any other relevant
disclosure documents and if necessary seek persona advice prior to making any investment decision.
You understand and agree that no Content (as defined below) published on the Site constitutes a recommendation that any particular security, portfolio of
securities, transaction, or investment strategy is suitable or advisable for any specific person.
You understand that in certain circumstances the Company, its related bodies corporate, the information providers or their affiliates may have received, or be
entitled to receive, financial or other consideration in connection with promoting, and providing information about, certain entities on the Site and in
communications otherwise provided to you.
You understand that price and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that neither
such data nor such calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be
complete or accurate. From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references
may be selective, may reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously
published information and data may not be current and should not be relied upon.
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