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The 97th CBI/PwC Financial 
Services Survey sees the industry’s 
recovery reaching new heights. 
Strong growth in activity is driving 
up profitability, and headcount is 
climbing fast. Confident forecasts for 
customer demand are encouraging 
firms to invest for growth. 
Strengthening competition and the 
march of regulation are a concern, 
but so too is the war for talent. 

Executive summary
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Buoyed by growing demand, financial 
companies are allowing their costs to 
rise. Marketing spend is expanding, and 
it is very pleasing to see that staffing is 
growing across the industry (see Figure 
2). Overall levels of headcount are 
reported to be climbing by the strongest 
balance of respondents since 2006. 
Strong demand for skilled employees 
means that scarcity of professional staff 
is becoming an increasing barrier to 
expansion.

Despite higher staff costs, firms are 
keeping a close eye on their total 
expenses. Aggregate profitability is 
improving strongly across the industry, 
and in every major sub-sector covered 
by the survey (see Figure 3). For banks 
and building societies, profitability is 
also supported by a benign credit 
outlook. Overall non-performing loans 
are expected to stay at their current low 
levels during the coming quarter.

Figure 1: Optimism and business volumes Figure 2: Trends in employment

Confidence grows again, 
driven by a strong recovery 
in activity

Confidence in the UK financial services 
industry is growing faster than at any 
point in the survey’s 24-year history. 
This remarkable finding is supported  
by strong demand; respondents see 
volumes of business growing at their 
fastest rate since the global financial 
crisis (see Figure 1). Further 
improvement is expected during the 
first quarter of 2014, with retail and 
commercial activity expanding as  
the UK economy enjoys a surprisingly 
rapid recovery.
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Firms anticipate a year of 
growth, tempered by the threat 
of renewed competition

The industry’s growing confidence is 
evident from its increasing plans for 
capital investment. Improvements to 
efficiency are seen as the leading 
priority, as firms seek to defend their 
profit margins and prepare for future 
growth. Investment in IT is also being 
driven by the need to upgrade existing 
systems and avoid the danger of  
limited capacity.

Looking to the year ahead, respondents 
identify customer retention as an 
increasingly important driver of 
growth. This is closely related to a 
growing perception – particularly 
among banks, building societies and 
general insurers – that new entrants 
represent a competitive threat to 
incumbents. 
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Figure 3: Trends in profitability Figure 4: Regulation as a limitation on growth

The costs of regulation may 
be climbing, but firms are 
adapting to its demands

There is no question that regulation 
remains a major driver of spending and 
investment. The majority of 
respondents expect to spend more on 
compliance during the coming year, 
and supplementary questions show that 
the majority of respondents believe the 
creation of the Prudential Regulation 
Authority (PRA) and the Financial 
Conduct Authority (FCA) has led to an 
increase in costs. The overall impact on 
firms’ internal governance is seen as the 
leading driver of cost growth, and some 
sub-sectors are also feeling the effect of 
higher fees.

Even so, it is worth noting that a 
substantial minority of those surveyed 
do not believe twin peaks has increased 

their costs. The survey also suggests 
that regulation is seen as a falling 
barrier to growth in some sectors (see 
Figure 4). There is a growing sense that 
firms are becoming better equipped to 
deal with regulation at the same time as 
concentrating on their core business.

The recovery in financial services 
confidence is a welcome development, 
but the industry remains very much on 
parole in regulatory, political and 
economic terms. Returns on capital are 
comparatively low and a wide range of 
factors could still upset the recovery.  
A lot of work remains to be done to put 
the UK financial industry onto a sound 
long-term footing.
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Banking
The banks are enjoying a strong 
resurgence in demand, which is 
driving up revenue. The benign 
credit environment is also 
supporting profitability. Regulatory 
costs continue to climb, but the 
banks are putting more focus on 
customer retention and 
improvements to IT systems.

Banking sentiment continues to 
improve strongly, mirroring the UK 
economic rebound. The positive 
outlook is supported by growing 
demand from retail and commercial 
customers, a welcome improvement  
on the last survey’s patchy picture.  
The banks are feeling so confident  
that fewer respondents are concerned 
about demand than at any point since 
the financial crisis.

The banks report a range of encouraging 
trends. The sector is enjoying growing 
revenues and volumes of business and 
profitability is increasing too, despite 
higher operating costs. The sector’s 
confidence is illustrated by its rising 
headcount, a striking reversal from  
one year ago. The banks are also  
taking a benign view of credit risk. 
Non-performing loans are expected  
to remain steady during the coming 
quarter. This implies that the banks  
do not expect base rates to rise in  
the foreseeable future, despite the 
economic recovery. However, this may 
be a problem deferred. When they 
come, interest rate rises could have a 
rapid impact on banks’ impairments.1

The survey suggests that the sector is 
beginning to get a grip on its regulatory 
agenda. Regulation is seen as a lesser 
obstacle to growth than before, and 
regulatory spending is growing more 
slowly. There is no question that 
compliance remains a major concern, 
but it is slightly less all-consuming  
than it was.

Better control of the regulatory  
agenda means that banks are paying 
more attention to ongoing business. 
The sector’s shifting priorities show  
an increasing emphasis on customer 
care and operational efficiency. 
Inadequate systems are identified as  
a barrier to growth, and customer 
retention is an area of focus for the  
year ahead. In part, this reflects the 
banks’ growing awareness of fresh 
threats. New entrants are seen as an 
increasing source of competition to 
established players.

The banks are feeling so confident that fewer 
respondents are concerned about demand than 
at any point since the financial crisis.

1 See ‘Precious Plastic: Growth, but not as we know it’
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Building societies
Building societies are increasingly 
confident, reflecting the recovery in 
house prices and mortgage demand. 
Despite margin pressure, they also 
expect profitability to strengthen. 
Set against that, faster growth 
threatens to put the sector’s staff 
and systems under strain.

The sector is enjoying a revival  
in its fortunes, and expects  
2014 to be its best year since the  
financial crisis.

Building societies are feeling more 
optimistic about their business situation 
than at any time in the past seven years. 
The sector is enjoying a revival in its 
fortunes, and expects 2014 to be its best 
year since the financial crisis. 

The societies’ confidence is supported 
by a combination of growing house 
prices, improved consumer confidence 
and increasing demand for mortgages. 
Activity is predicted to grow in the  
first months of the New Year, but 
disappointing volumes in the current 
quarter suggest that new lending  
may not come through as quickly as 
respondents hope.

The societies are not just expecting 
stronger activity. They also expect to 
make more money from the business 
they do. Net interest income has  
grown, and profitability continues to 
increase strongly. This is particularly 
encouraging, given that respondents 
expect average spreads to decline. 
Those surveyed also identify a  
lingering threat from commercial 
property exposure.

This last finding is a valuable reminder 
that the coming year is unlikely to be 
plain sailing for the societies. 
Respondents see growing competition 
in the mortgage market, with 
mainstream banks and new challengers 
both making their presence felt. If the 
societies are to grow in a sustainable 
way, they need to be wary of the  
pricing power of their rivals. 

Faster growth could also create some 
challenges for the societies. The 
availability of professional staff is seen 
as a leading barrier to development, 
and supplementary questions show  
that risk and regulation are major 
factors. Regulatory compliance is also 
seen as the sector’s leading driver of 
capital investment. This reflects the 
demands of twin peaks regulation, 
which is prompting some societies to 
duplicate elements of their compliance 
structures.
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General insurance
General insurers report a gradual 
improvement in their business 
situation, and are increasing their 
levels of investment. Even so, the 
sector is maintaining a tight focus 
on costs. Insurers are also wary of 
the threat from existing rivals and 
new entrants.

The general insurance sector  
continues to enjoy a gradual recovery  
in confidence, reflecting the broader 
economic picture. Volumes of business 
have grown for the third quarter 
running, and demand is expected to 
improve across all customer segments. 
The fact that personal lines are showing 
signs of growth after several quarters  
of falling or flat activity is particularly 
encouraging.

Despite the improving top line picture, 
insurers are keeping operating expenses 
controlled and remain cautious over 
their headcount. This has delivered  
a strong increase in profitability. 
Profitability was also supported by a 
surprise reduction in claims, but this  
is expected to be reversed during the 
coming quarter.

Looking further ahead, the sector is 
increasing its plans for investment. 
Improving speed and efficiency is 
clearly identified as insurers’ leading 
priority. Ageing systems are a growing 
problem, with inadequate systems 
capacity seen as a major barrier to 
expansion. Of course, the regulatory 
agenda is another major driver of 
investment. Almost all those surveyed 
expect compliance spending to grow 
during the coming year. Insurers are 
not only feeling the effects of regulation 
by the PRA and the FCA. They also  
face the need to comply with the 
requirements of the reanimated 
Solvency II process.

Despite the recovery in the sector’s 
fortunes, it is interesting to see that 
insurers are increasingly concerned 
about competitive pressure. This is  
one of the most mature markets in the 
UK financial industry, and acquiring 
new customers usually means taking 
market share from rivals. Added to  
this, general insurers are more 
concerned about the threat of new 
entrants than any other sector of 
financial services. In response, firms 
continue to explore new distribution 
channels and to improve their 
businesses’ customer focus.

The general insurance sector  
continues to enjoy a gradual 
recovery in confidence, reflecting 
the broader economic picture.
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Life insurance
Life insurers report their most 
confident set of results since the 
introduction of the RDR. The 
sector’s increasing optimism is 
evident in plans for investment and 
recruitment. However the revival of 
Solvency II ensures that regulation 
remains firmly on the agenda.

Confidence among life insurers is 
climbing faster than at any time over 
the last decade. A strong majority of 
firms report stronger new business 
during the quarter, and a similar 
number expect this to continue into the 
New Year. This is the strongest sign of 
tangible growth to emerge from the 
survey since the introduction of the 
Retail Distribution Review (RDR) one 
year ago. The fact that private individuals 
are expected to generate the bulk of 
business is not just a sign of economic 
recovery. It also suggests that changes 
the life industry has made in response 
to the RDR are starting to bed down.

Operating and marketing costs are widely 
reported to be growing, as life companies loosen 
their purse strings.

The industry’s growing confidence is 
evident in a number of other survey 
responses. Operating and marketing 
costs are widely reported to be growing, 
as life companies loosen their purse 
strings. And yet despite these growing 
costs, the sector’s profitability is proving 
surprisingly buoyant. 

Life insurers continue to invest in IT. 
Improving efficiency is a key goal of 
capital expenditure, but so too are the 
desire for expansion and the need to 
replace old systems. Life companies are 
particularly focused on upgrading 
digital and other distribution channels, 
vital to growth in a post-RDR world. 
Firms see customer retention, cross-
selling and product development as key 
drivers of business for the year ahead.

Life companies are recruiting as they 
prepare for growth. The majority of 
those surveyed see their headcount 
rising, and the scarcity of professional 
staff – together with inadequate systems 
capacity – is a major barrier to growth. 
This is not purely about expansion. 
Supplementary questions show that the 
need to deal with two regulators is also 
a major driver of staffing. Added to this, 
life companies now find themselves 
needing to revive and push forward 
with Solvency II programs they have 
been keeping on ice.
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Optimism among securities traders is at the 
highest level we have seen, an astonishing reversal 
from the sector’s gloomy mood a year ago.

Securities trading
Securities traders report strong 
growth in business, driven by retail 
activity. Plans for cost growth and 
recruitment suggest that growth is 
expected to continue. Regulation 
and the replacement of ageing IT 
systems are seen as particular 
priorities for investment.

Optimism among securities traders is at 
the highest level we have seen, an 
astonishing reversal from the sector’s 
gloomy mood a year ago. The 
improvement looks less surprising 
when securities traders’ other survey 
responses are taken into account. Most 
of those surveyed report stronger 
volumes of business, and all agree that 
commission income has increased. A 
strong majority also report an 
improvement in their profitability. 
Further improvements in all these areas 
are predicted for the coming quarter.

This strong performance reflects an 
ideal environment of a recovering 
economy, improving investor 
confidence, and strengthening equity 
markets. Even so, it is striking that the 
reported increase in business is seen as 
being entirely driven by retail demand. 
If individual investors are returning to 
the market in greater numbers, it may 
partly be due to securities traders’  
own efforts. Customer acquisition  
was identified as a leading priority  
for growth in the two previous surveys, 
and remains the sector’s leading 
short-term priority.

Securities traders are allowing their 
costs to rise in line with revenue.  
Strong growth in numbers employed 
and an increasing willingness to make 
capital investments are other indicators 
that respondents expect the positive 
trends of the current quarter to be 
sustained into the coming months. 
Other survey responses reinforce the 
picture of a sector growing in 
confidence. They include stronger 
marketing plans, a growing focus on 
brand and advertising, and less concern 
about the ability to generate a return  
on invested capital.

Capital expenditure plans are 
concentrated on IT. Replacement is 
identified as an increasing priority, 
reflecting the sector’s cycle of 
underinvestment in its infrastructure 
over the past five years. However, 
regulation is seen as the leading  
driver of investment – a reminder  
of the compliance challenges  
securities traders will face over  
the next few years.
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Investment managers 
report yet another 
positive set of results.

Investment 
management
Investment managers are feeling 
strongly optimistic, buoyed by 
economic growth and strong equity 
markets. In response firms continue 
to add staff, and are investing for 
future growth. The sheer range of 
regulatory requirements remains a 
major challenge for the sector.

Investment managers report yet 
another positive set of results. In fact 
the only major change since the last 
quarter is that respondents’ optimism 
emerges from the survey data even 
more strongly than before.

The reasons for this confidence are  
not hard to find. The sector continues  
to ride the wave of rising equity 
markets, with a strong majority of 
investment managers enjoying higher 
fee income during the quarter. Further 
revenue growth is predicted for the 
next three months, and respondents  
are increasingly bullish over the 
prospect for volumes of business.  
These confident predictions reflect  
a widespread view that Europe’s 
gradual economic recovery should  
give further support to equity markets. 
They also imply that the withdrawal  
of exceptional monetary stimuli is not 
expected to hurt markets in the short 
term. Those surveyed are targeting 
international as well as domestic 
customers to maximise their exposure 
to the European recovery. 

Investment managers’ headcounts are 
growing, and higher levels of staffing are 
pushing up total costs. Higher headcount 
is partly about growth, but investors’ 
and regulators’ demands for stronger 
governance are also a major driver. In 
the short term, factors such as the need 
to submit Alternative Investment Fund 
Manager (AIFM) applications are also 
playing a role. Even so, we detect a 
growing sense that investment managers 
are getting used to the constant flow  
of regulatory requirements. Senior 
executives are setting the tone by trying 
to balance compliance goals with 
commercial priorities.

Even so – and despite reporting 
stronger profitability – many firms’ 
margins are coming under increasing 
pressure from the costs of regulation.  
In response, many firms are focusing on 
operational effectiveness. Respondents 
identify efficiency improvements as by 
far the most important goal of capital 
expenditure. 
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Contacts

To discuss the implications for the various sectors, please speak to your usual PwC 
contact or one of the following:

Financial services
Kevin Burrowes
UK Financial Services Leader 
020 7213 1395 
kevin.j.burrowes@uk.pwc.com

Copies of the full survey are available from the Confederation of British Industry,  
tel: 020 7395 8270, email: bookshop@cbi.org.uk. The price for a single quarter for 
members is £60 and for non-members is £95; an annual subscription for members is  
£210 and for non-members is £360.

This bulletin is produced periodically to address important issues affecting the financial 
services industry. If any of your colleagues would like to be added to the mailing list or 
if you do not wish to receive further editions, please write to:

Tina Mayo 
PwC  
7 More London Riverside 
London, SE1 2RT 
or email: tina.mayo@uk.pwc.com

Banking
Kevin Burrowes
020 7213 1395 
kevin.j.burrowes@uk.pwc.com

Building societies
Gary Shaw
0113 289 4367 
gary.shaw@uk.pwc.com 

Capital markets
James Chrispin
020 7804 2327 
james.chrispin@uk.pwc.com

Insurance
Jonathan Howe
020 7212 5507 
jonathan.p.howe@uk.pwc.com

Investment management
Paula Smith
020 7212 5409 
paula.e.x.smith@uk.pwc.com
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About this survey
The survey was carried out between 18 November and 5 December 2013. 
A total of 87 companies responded, including banks, building societies, 
finance houses, securities traders, investment managers, commodity brokers, 
private equity firms, insurance companies and insurance brokers. If you 
would like to participate in the survey, please contact Jonathan Wood at the 
Confederation of British Industry (email: jonathan.wood@cbi.org.uk).
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PwC helps organisations and individuals create the value they’re looking for. We’re a network of firms in 158 countries with more than 180,000 people who are 
committed to delivering quality in assurance, tax and advisory services. Tell us what matters to you and find out more by visiting us at www.pwc.com.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the 
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