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FCA to investigate competition in 
investment and corporate banking 
services 
The Financial Conduct Authority (FCA) has announced plans to launch a 
market study into investment and corporate banking in the UK.  The study, 
which will formally launch in Spring 2015, is expected to be followed by a 
separate study of asset management services later in the year.

The first of many? 
The study is the first to result from 
the FCA's review of competition in 
the wholesale sector, which was 
launched in July 2014.   

The review covered various areas, 
including market infrastructure and 
asset management, as well as 
investment and corporate banking. Its 
findings, published on 19 February, 
identified potential competition 
concerns in all of those areas. 
However, the FCA has chosen to 
focus on investment and corporate 
banking services for the time being, 
as it considers that this area has the 
greatest potential to benefit from 
improvements in competition, given 
the size of the market and the reach 
and impact of the market players. 

Focus of the market study 
The FCA has identified two broad 
competition concerns.  

The first is limited transparency over 
both price and quality.  The FCA is 
concerned that this may hinder 
corporate clients' ability to assess 
value for money and to monitor 
whether they are getting best 

execution and whether issuing clients 
are able to monitor effectively whether  
the allocations being provided are 
consistent with their wishes.   

Second, the FCA is concerned that 
bundling and cross-selling of 
investment and corporate banking 
services may make it difficult for new 
entrants to compete and may 
contribute to low levels of 
transparency, with clients unable to 
understand the relative prices of 
different services. For example, an 
investment bank may offer corporate 
broking services for free (or at low 
cost) in anticipation of the corporate 
client purchasing other services in 
future, on which excess profits can be 

made because the client is "locked-in". 
The FCA recognises, however, that 
such bundling and cross-selling is 
typically built on providers' 
investments in client relationships and 
understanding their business models, 
which is itself beneficial for clients. 

Within this framework, specific issues 
highlighted by the FCA for further 
investigation include: 

 the differences in bargaining 
power between smaller and 
larger clients / issuers; 

 competition in equity and debt 
issuance.  In particular, the FCA 
is likely to focus on the 
competition implications of the 
trend towards greater numbers of 
banks being involved in 
underwriting syndicates, as that 
issue was not extensively 
explored in the 2011 report of the 
Office of Fair Trading on equity 
underwriting; and 

 potential conflicts of interest in 
share allocations during IPOs, or 
when issuing debt, which could 
result in investment banks 
favouring their prime brokerage 
or hedge fund clients, or their 
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Key issues 
 What issues has the FCA 

identified as requiring further 
investigation? 

 What is the timing of the 
study, and what are its 
potential outcomes?   

 Will investigations into other 
areas of the wholesale sector 
follow? 
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own asset management 
businesses. 

Next steps 
The FCA has not yet formally 
launched the market study, but 
expects to do so in Spring 2015. 

Upon launch of the study it will also 
define its full scope in a "terms of 
reference document".  The FCA has 
indicated that the study will focus 
primarily on activities that are within 
its regulatory perimeter, such as 
investment banking activities 
including underwriting, i.e. the 
arranging, buying and placing of the 
securities. The scope of the market 
study may include activities that are 
outside its regulatory perimeter where 
these activities affect the functioning 
of the market in question, in particular 
the provision of corporate lending. 

After launch of the market study, the 
FCA will have 6 months to investigate 
and publish a notice for consultation 
setting out whether it proposes to 
refer the markets for a detailed 18–24 
month market investigation by the 
Competition and Markets Authority.  
The FCA will then have a further 6 
months to decide whether to make 
that reference.  It may decide to 
accept undertakings from market 
participants in lieu of making a 
reference, or to exercise its regulatory 
powers to address any concerns. 

Other market studies in 
the pipeline 
The FCA also identified various 
potential concerns in the areas of 
markets / market infrastructure and 
asset management.  As regards 
markets and market infrastructure, the 
FCA does not see this as a prime 
candidate for a market study at 
present, preferring instead to wait and 
see how current regulatory reforms – 

such as MiFID II/MiFIR and EMIR –
impact on the relevant markets. 

As regards asset management 
services, however, the FCA does 
expect to undertake a market study 
later in the year, once it has better 
indications of how the industry will 
evolve to accommodate new 
regulations, such as MiFID II/MiFIR 
and AIFMD.  It expects that the study 
will consider both the supply and 
demand side of asset management, 
and will focus on issues such as: 

 the ability of institutional investors 
to negotiate fees and monitor 
asset managers; 

 the role of investment consultants 
and potential conflicts of interest 
arising from the provision of 
advice and asset management 
services; 

 the incentives and ability of asset 
managers to control costs 
incurred on behalf of investors; 
and 

 bundling of ancillary services and 
the quality of services provided. 

Comment 
The FCA found that the level of 
concentration in the markets in which 
investment banks are active appears 
to be "typically moderate", with 10-15 
participants active in the provision of 
many of the services identified.  In 
most markets, this, combined with the 
presence of sophisticated purchasers, 
would normally suffice to ensure that 
competition is effective and, indeed, 
vigorous.  Many respondents to the 
FCA's call for inputs argued that this 
was indeed the case for the 
wholesale financial services sector. 

The FCA, however, considers that 
there remains considerable scope to 
improve competition in these markets, 
as in its view the relationship between 
concentration and the effectiveness of 

competition is "not straightforward" 
and the sophistication of corporate 
clients does not necessarily ensure 
that they have sufficient ability, 
experience or incentives to drive 
down prices.   
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