The Case Clearly Stated

(Extract from “The Case for Community Banking” by Derek French.  Available from the New Economics Foundation £4.50 ISBN 1899407308, Tel 0208 986 4854 or email orders@centralbooks.com)

Large areas of Britain face a growing crisis of banklessness. Over 4,500 bank branches have closed in the last decade, and hundreds more communities will become bankless in the next few years unless urgent action is taken.  Much attention has focused on rural bank closures, but the problem is often as acute in inner cities and suburbs. The closure of a bank branch is often the last nail in the coffin for economically marginal communities, producing a downward spiral of dependence, social exclusion and impoverishment ­ together with longer journeys, more pollution and congestion, more emissions of carbon dioxide, more global warming.

Examples of this impact include:

· Hartland in North Devon where, after Lloyds TSB¹s closure in March 1999, residents now have a 30 mile return trip to the bank.

· Liss in Hampshire, a village with a population of 6,500, where a study found that the loss of its three banks meant residents and businesses having to travel, collectively, an extra million miles a year ­ even though Liss is only six miles from the nearest bank.

· Houghton Regis, Bedfordshire (population 16,000). When NatWest closed the last of the three banks in the town, the pharmacist and the greengrocer lost, respectively, 20 per cent and 30 per cent of their turnover.

Despite the arrival of new banking technology such as cash machines, Internet and telephone banking, the bank branch is far from dead. Banks want it because it enables them to sell new financial products; customers want it for personal service and because many are unwilling to commit money to the post or to machines. Even for customers classed as “distant” from a bank branch, 77 per cent normally use a counter for paying in. Business customers need the security offered by a branch for handling larger amounts of money.  Seventy per cent of small businesses visit a bank branch at least weekly; eight per cent do so every day. Voluntary organisations, the backbone of community life, often need to handle large amounts of money.  Nobody has yet come up with an ideal replacement for bank branches. The Government¹s suggested solution ­ using post offices as agencies ­ is a recipe for poor service and crime. Potential customers cite worries about queues, privacy, security and lack of space. For local businesses, because of the large amounts of cash they handle, the chief objections are security and convenience. The economic spin-offs that come from the presence of a bank in a community will be lost ­ as will the opportunity to increase the reach of banking.

Yet social banking ­ providing banking to communities for reasons that are as much social as commercial ­ often yields surprising gains. These range from the small-scale regeneration resulting from micro-finance initiatives such as Bangladesh¹s Grameen Bank to the unexpected profits made by American banks that are required, by law, to invest in deprived areas. Such initiatives not only create economically resilient communities; they also make fertile recruiting terrain for the banks.

In the UK there are no legal requirements on banks to undertake social banking; indeed British banks have become more concerned with mergers and global expansion than social responsibility. The newer branchless entrants to the banking market have enjoyed a free ride on the backs of established banks with bricks-and-mortar branches ­ generating billions of pounds worth of new business but avoiding the backlash from branch closures.  The licence to bank granted by the Financial Services Authority should not be seen as a means of protecting consumers; it is merely a privilege, which has made the banking sector one of the most profitable in Britain and the envy of its European counterparts.

This pocketbook suggests a threefold approach:

· A new nationwide network of community banks in places where purely commercial considerations might dictate branch closure. Community banks would be shared between the main commercial banks. They would be locally managed, sited in redundant bank branches as well as other centres such as pubs, village halls, schools, churches. Community banks would not simply be a response to closure; communities that have long been bankless could apply for a community banking franchise. And the sooner the experiment begins, the better: over 30 communities with a strong case for piloting the community bank concept are listed at the end of this summary.

· A new non-profit-making umbrella company, Community Banks plc, to oversee the operation of local community banks. This would deal with applications for franchise, including issues such as social need, staffing and security, as well as channelling finance from the Social Banking Foundation (see below) to grant-aid community banks where these cannot break even.

· A new Social Banking Foundation, financed by a levy on commercial banking, to underpin the community banking network and also support other social banking initiatives, such as credit unions, micro-finance initiatives and social investment banks. Membership would include commercial banks as well as Government, NGO (non-governmental organisation) and consumer representatives. The levy would be on size and category of deposit and customer base.  The level at which the levy needs to be set will be dictated by experience.

However, bank profits in 1999 were nearly £20 billion. A levy equivalent to 0.2 per cent would therefore yield £40m, enough to finance a network of 1,500 community banks ­ roughly the number of communities of any size that have lost their banks or are likely to lose them. This is equivalent to 12 per cent of the total existing bank branch network.

How should such a framework be introduced? The best way, undoubtedly, would be for banks to take the initiative themselves. In this context, the decision by the British Bankers¹ Association in July 2000 to re-examine the idea of shared branches, a concept which they have long dismissed, is welcome. However, if the banks continue to resist the idea, Government should legislate. Research by the Campaign for Community Banking Services (CCBS) suggests there would be substantial all-party support for the framework outlined above.

Pilot Community Banks

A number of communities suggest themselves strongly as candidates for pilot community banks, where the concept could be refined and strengthened. Based on the experience of the CCBS, this pocketbook proposes the following:

· Villages ­ Belford, Northumberland; Hayfield, Derbyshire; Ibstock, Leicestershire; Lambourn, Berkshire; Linton, Cambridgeshire; Liss, Hampshire; Neyland, Pembrokeshire; Polperro, Cornwall; Sawtry, Cambs; Stotfold, Bedfordshire; Wheathampstead, Hertfordshire

· Towns ­ Ardrossan, Ayrshire; Houghton Regis, Beds; Killamarsh, Derbyshire; Rothwell, Northamptonshire; Walton-on-the-Naze, Essex

· Suburbs ­ Alverstoke, Gosport; Fleetville, St. Albans; Gaywood, Kings Lynn; Kirkley, Lowestoft

· London ­ Canning Town; Hampstead Heath; Leyton; Roehampton

· Cities ­ Barton Hill, Bristol; Tollcross, Glasgow; Speke, Liverpool; Gedling. Nottingham; Devonport, Plymouth; Copnor, Portsmouth; Parson Cross, Sheffield; Swaythling, Southampton

The selection is designed to test the range of community banking models ­ independent units, mobiles, links with retailers, credit unions, community enterprises and social banks. The communities proposed ­ all currently bankless ­ differ in population size, proximity to nearest banks and the availability of premises. They include places that have never had banks as well as those that have had one or several.

