CPC DECISION No. 1076/2008 

SECTOR INQUIRY OF THE COMPETITITVE ENVIRONMENT IN RETAIL BANKING 

The sector inquiry has been drawn up in compliance with the Law on Protection of Competition (LPC), the Major Requirements in conducting Sector Inquiries pursuant to Article 7 (1) (5) of the LPC, the CPC Methodology on conducting inquiries and determining the market position of the undertakings in the relevant market as well as the CPC Decision on designing a sector inquiry of the competitive environment in retail banking for the period 2006 – June 2008. 

The decision for conducting the sector inquiry was taken as a result of the keen socio-economic and public interest in retail banking determined by its significance for households, especially with regard to savings accounts and loans. Payment services do not fall within the scope of the present inquiry in view of the forthcoming amendments to the legislation in this field through the adoption of the new Law on Payment Services and Payment Systems into which the new Directive 2007/64/ЕС on Payment Services in the Internal Market will be transposed. 
The present inquiry is aimed at providing an overall picture of the retail banking sector with a focus on two aspects – the conditions under which the respective market functions, its competitiveness and transparency, and the extent to which it benefits consumers.
The inquiry discusses the current state and the development trends in the submarkets the fall within the scope of the present inquiry – bank accounts and loans, competitive relations, barriers to entry in the market, as well as obstacles to consumer mobility, market position of the key participants, etc. Throughout the period covered by the inquiry certain processes characterised by high level of dynamicity and certain ambiguity can be observed in the analysed submarkets, sectors and segments of retail banking. 

The CPC has put emphasis on the main factors determining supply and demand in the sector of retail banking in the period 2006-June 2008, as well as on the analysis of the competitive environment in which the market of offering accounts and granting loans to the population functions. The activities aimed at establishing the existence of anticompetitive practice comprised an important part of the inquiry with a view to undertaking the respective measures for restoring competition on the relevant markets. 
It has been established that all banks in Bulgaria operate on the market of retail banking. Even the market shares of large banks were not indicative of the presence of banks enjoying dominant position under the meaning of the LPC. The inquiry analysed the effect of the structural changes on the relevant markets with the help of Herfindal-Hirschman (HHI) and Concentration Ratio (CR) indices which exhibit values on the border between normal and comparatively competitive markets with a moderate level of concentration and are indicative of the fact that the analysed submarkets (bank accounts and loans for the population) are competitive, regardless of the consolidations that have taken place in the bank sector.

For the purposes of the analysis, the legislation in the field was studied in detail. Important economic and market information of relevance to the period 2006- 30 June 2008 was collected and processed. In the course of the conducting the inquiry, the team of experts managed to find appropriate solutions to most of the problems that they run into, but some of the findings have to be interpreted as provisional. 
Some conclusions have been drawn on the basis of the current state, existing problems and short-term trends in the analysed market. Where applicable, recommendations for improving the competitive environment and enhancing transparency in the sector of retail banking were formulated. 
In designing and conducting the inquiry representatives of the Bulgarian National Bank and the Association of Banks in Bulgaria provided valuable assistance and support to the inquiry team. And due to the factual complexity of the inquiry “My Money” OOD, one of the established companies conducting analyses of the bank market, was attracted to work under the inquiry as an external consultant. 
Throughout the inquiry a total of 15 banks participating in the relevant submarkets were interviewed. The data used in the design of the interviews was provided by the National Institute of Statistics (NIS), the Consumer Protection Commission (CPC) and the Ministry of Economy and Energy. 
The CPC published an announcement on its official website whereby it invited all interested parties to present opinion statements on the issue. 
In the course of the work, the EC Sector Inquiry in Retail Banking, as well the sector inquiry conducted by the Italian competition authority, were used as a point of reference. 
All the above-mentioned factors were taken into account and contributed significantly to the assessment of the Bulgarian market of retail banking over the analysed period, the identification of key problems and the formulation of expedient proposals for improving the competitive environment. 

Established problems on the market of retail banking over the analysed period 
Problems related to transparency and the mobility of consumers
The banks in Bulgaria operate on the comparatively competitive market of retail banking and constantly aim at improving the quality of the products and services they offer. 
The interviewed banks have pointed out that no significant problems exist in relation to transparency in the provision of bank services as well as in relation to mobility of consumers. Relationships with clients are managed on the basis of a long-term client-oriented strategy for attracting new clients and keeping old clients. For the last several years a trend of achieving grater transparency in service provision and raising customers’ awareness can be observed.
Still some problems have been identified with respect to the awareness of consumers and their resulting mobility:

Problems related to advertising banking products and services aimed at the population
Under the conditions of constantly growing competition on the market of bank products aimed at citizens, it has been considered normal for the banks to use more and more varied communication approaches to attract clients. There is almost no media in the country which does not run an advertisement of a bank product. The advertisements of savings accounts contain more detailed information compared to those of consumer loans. 
In order to emphasise the advantages of the products and services they offer, credit institutions use innovative methods to present them to clients. Beyond doubt, an advertisement cannot provide complete and detailed information about all the characteristics of a given bank product, but it shall at least render an account of the basic and comparable parameters of the advertised product or service. 
It is true, however, that the advertisements of some banks convey unclear, confusing and misleading messages. The lack of a provision regulating the presentation of information in a transparent way puts clients at a disadvantage, especially with regard to the way in which the information is presented. Specific examples in this direction are: the fast scrolling captions containing the conditions of the offer that do not give the client the opportunity to familiarise himself/ herself with the most important characteristics of the product; emphasis on one attractive parameter of the product while at the same time disregarding other parameters which are not that attractive; advertising attractive interest rate levels which are misleading and in most of the cases apply only to a very short period of the deposit or the loan (promotional period). Some of the advertisements of deposit bank accounts with increasing interest rate also contain misleading messages – they indicate only the highest level of the interest rate, usually calculated in the end of the period. As far as the fixed rate deposit accounts are concerned, the advertisements announce the percentage of earned rate of interest for a period of one year, and not in accordance with the term of the deposit (three, six or nine months). Thus the client has to “turn” the annual interest rate into the interest rate that he/she will actually earn in the end of the deposit term. 
The emphasis in advertisements is put on the presentation and comparison of primary popular indicators, rather than on objective criteria such as the annual percentage rate (APR) in the case of loans and the effective annual rate (EAR) in the case of deposit accounts. For example, the EAR has not been mentioned when comparing the conditions under which deposits are given. In announcing the interest rate for the whole term of the deposit, the advertisement of one bank quoted the interest rate for a period of a year and a half instead of the interest rate for one year. In this way, clients got the wrong impression in comparing this deposit with other deposits for which the annual interest rate was announced. 
Problems related to the delivery of bank products and services to the population 
Banks claim that in a conversation with a bank employee, any client may receive the information he/ she needs in order to choose the right offer for him/ her. 
In signing agreements for bank services, the clients, acting as participants in the market, are vulnerable mainly due to the huge amount of information that is presented to them in different ways. The complexity of financial products can make the choice of the client very difficult and in the end it might turn out that the bank product the client bought was not the right one. 
„My Money” OOD has pointed out to another problem related to the awareness of consumers, more specifically with regard to loans. Bank clients are not informed about the conditions under which interest rates are changed and are not aware of the rules that determine those changes. For example, bank employees do not explain in a simple way the difference between fixed and floating interest rate and this information is not presented in a comprehensive way in the loan contract. In this way clients get the wrong impression that the interest rate remains unchanged throughout the loan term. Bank have the practice of providing a fixed interest rate for a certain period of time (usually a promotional period), as for the remaining period of the loan the interest rate is subject to change (usually the change is effected unilaterally by the bank). 
Since 2006 the Consumer Protection Commission has established unequal clauses in consumer loan contracts which: do not meet the requirement for good faith and balance between the rights and obligations of the two parties under the contract; make the obligations of the creditor dependent on a condition the achievement of which depends on its will; exclude or restrict the rights of the consumers through full or partial non-performance or imprecise performance of its contractual obligations; make consumers pay an unjustifiably high compensation or penalty; give exclusive right to the creditor to interpret the clauses of the contract, e.g. in case of unfavourable change in the financial status of the client, etc. 
Problems related to the mobility of consumers 
In general, the restrictions to the mobility of consumers infringe first of all consumers’ own interests through restricting their opportunities to change the bank they use, and secondly, these restrictions may give rise to anticompetitive effects such as unfair competition and abuse of market power. The restrictions to the mobility of bank clients related to the fast change of providers of bank products and services exert negative influence on the competition between banks in the sector of retail banking. 
In practice, the main problems related to mobility stem from the pricing conditions in delivering distinct bank products. 
As far as the bank accounts are concerned, and more specifically fixed rate deposit accounts, the lack of information about the EAR does not provide any opportunity for comparing the offers of different banks;

As far as the home loans are concerned there is a lack of: 

· obligation for announcing APR, as the actual price of the loan, does not allow the customer to choose the best offer among offers of different banks for a product with identical parameters;

· legally determined maximum level of the early repayment penalty fee which leads to the collection of higher fee by the banks and provides fewer stimuli to the debtor to use the services of another bank. 
Problems related to the functioning of the Central Credit Register (CCR)

In the course of the inquiry, in view of the opinion statements of the interviewed banks, the following problems have been identified in relation to the CCR that exert influence on credit-rating.

With regard to subjects: As of now only banks and branches of banks have the obligation to provide to the CCR data on loans granted to citizens as well as the opportunity to use this data. The non-banking institutions which are not branches of banks and grant loans can use the data provided by the CCR only with the consent of the client or further to a court decision. 
With regard to the relevance and exhaustiveness of the information: The information on the current credit exposition of the client to the banks in Bulgaria is not always relevant and exhaustive. Banks have expressed the opinion that it is not sufficient for this information to be updated once per month. The lack of data on the credit history of clients, their credits to non-banking leasing institutions exerts negative effect on their credit rating. 

CONCLUSIONS AND RECOMMENDATIONS 
Conclusions with regard to the condition and trends for the development of competition in each of the analysed sectors
The Bulgarian bank system is well regulated and capitalised, and exhibits a good liquidity level. Banks in Bulgaria turned out to be among the main driving forces of economic growth over the analysed period. As of the current moment the system is stable, regardless of the global economic crises. 
Throughout the period a growth was observed in the trust of clients in local banks which provide security and opportunities for choosing among a variety of loan and deposit products. 
The participants in the analysed markets in the sector of retail banking are the banks operating on the national market – universal credit institutions offering a wide range of deposits and credits to the population. Competition on the market of bank services exerts a positive influence on the quality of the services and leads to the creation of innovative products. 
The three relevant product and geographic markets - the market of the savings of the population that the banks have managed to attract; and the markets of home and consumer loans that the banks have granted on the territory of the country of the deposits of the population attracted by the banks – have been characterised by low to moderate level of concentration. 
No insurmountable barriers to entry in the market by new participants have been established. The factors determining supply and demand of bank products and services point out to a high level of their interchangeability on each of the relevant markets that fell within the scope of the inquiry. The growing competition that at any moment imposes flexible and dynamic policy on the banks has exerted positive influence on the delivery of bank services. 
No dominant position has been established for the participants in the relevant market over the period of covered by the inquiry. On the whole, the banks managed to preserve their market shares despite the reinforced competition in the sector of retail banking and the consolidations that had taken place. For the covered by the inquiry the banks belonging to the first group formed by the BNB occupied the leading marked position both with regard to savings accounts and with the regard to loans. DSK Bank turned out to be the true leader on the market of retail banking. 
The first part of the period covered by the inquiry is characterized by a peak in granting loans to citizens, while 2008 can be defined as the year of deposits. According to analysts, loans are the most dynamic bank product whereas deposits can be defined as the soundest investment. On the whole, throughout the period 2006 – June 2008 the amount of the savings of the population in BGN and foreign currency attracted by the banks considerably exceeds the amount of granted loans but the growth rate of loans is pre-emptive. The foreign currency component, mainly in EUR, dominates the overall volume of deposits and home loans. The loans in BGN have the largest share in the overall volume of loans, and consumer loans occupy the leading position. Throughout the period covered by the inquiry fixed deposits had the larges share in the total volume of deposits. As far as the loans are concerned, the consumer loans had the greatest share. Within the overall volume of loans granted to the population, home loans almost reached the volume of consumer loans. 
For the period in question the interest rate margins of deposits and loans were still wide which contributed to the accumulation of large profits by banks, but they started to fall as a result of the growing interest rates on deposits. Recently a reverse trend and shrinking of the margins was observed. A process of slowing down credit growth rate has been expected and can be observed already. 
The overall harmonization of the national bank regulations with the requirements of the single European market will ensure loyal competition between the treasuries and will lead to benefits for the users of financial services. The lack of legal regulation for the calculation and provision of information on the APR in the case of mortgage loans and EAR in the case of deposits shall be taken into account. 
Each bank determines individually the size of the interest rates, fees and commissions in granting deposits and loans. In this context, a conclusion can be drawn that the chance of establishing concerted practices in determining the price of credits and deposits is very slim. 
No concerted practices damaging the competition between banks have been observed for the period covered by the inquiry with the exception of some practices in advertising bank products which have exerted influence on the awareness of the customer. 
The existing problems have been considered both by the banks interviewed under the survey and by the mass media and analysts of the bank market in Bulgaria. In this relation the next section of the present paper contains some recommendations with regard to improving the competitive environment in the sector of retail banking as well as with regard to improving the communication between banking institutions and their customers. 
Recommendations for improving the competitive environment for retail banking 
In the course of conducting the inquiry, the Bulgarian National Bank and the credit institutions participating in the market of retail banking presented their recommendations. Useful advices were provided by the consultants employed by My Money OOD. In the end of June 2008 the European Parliament also transmitted two key messages, i.e. for ensuring wider variety of services in the retail banking sector as well as for reducing the price paid by the consumer for those services. 
An agreement was reached with respect to the most expedient proposals for improving the competitive environment in the sector of retail banking which can be summarised as follows: 
With regard to the access to an functioning of the CCR
· To the end of receiving more exhaustive and reliable information on the creditworthiness of the applicants, the CCR shall provide information on all debts of the natural persons to banking and non-banking institutions.

The fair treatment of non-banking institutions shall take into account the fact that the provision of information to the CCR shall be related to access to it.

· The information in the CCR shall be complemented with data providing more detailed information such as: current credits to non-banking leasing institutions; liabilities to providers of main communal services and mobile operators, etc. In this way, the credit and financial institutions will be given the opportunity to rate in a more objective way the credit worthiness of the debtors thus restricting the granting of credits to persons who contribute to potentially increasing the credit risk in the bank system.

· In view of the considerable interest in the relevance of the provided data, updating it on a more frequent basis would be of benefit to all who use the information it provides. 
With regard to the obligatory criterion for comparability of offers of attracting deposits (EAR)

Due to the lack of an explicit legally bound indicator ensuring comparability of the offers of different banks in attracting the savings of the population, an obligatory uniform criterion in announcing the interest rates on deposits such as the APR or the EAR shall be introduced. This indicator shall be specified both in the deposit offers and in the deposit contracts. 
With regard to home and mortgage loans:

- Calculation of APR 
A result indicator shall be introduced in relation to mortgage loans similar to the APR for consumer loans, introduced through the Law on Consumer Loans. Such an indicator, as it was already pointed out, is not new to the EU Member States. Regardless of the national specificities, the methodology used for calculation of APR for consumer loans shall be applied to mortgage loans. Emphasis shall be put on précising the costs that shall be included in it. The opinion of the inquiry team is that in calculating the APR both direct (e.g. interest and loan fees, etc.) and indirect costs (e.g. insurance, legal fees, property evaluation fees, etc.), related to the loan shall be calculated.

- For improving the competitive environment, the APR shall be announced by all banks in relation to all types of credit product in the period before signing the contract and shall be included in the contract clauses.
- Regulation of the maximum level of the early repayment penalty fee for mortgage loans.
With regard to the public awareness of customers
Advertising bank products
By means of brochures and promotional campaigns banks shall provide to their clients detailed, clear and accurate information about the characteristics and the process of the services they offer. Enhancing the level of transparency of the process and raising the customers’ awareness of the bank services along with improving their financial literacy would facilitate their choice of the right bank product at the right price. 
The advertisement of a bank product, according to its type, shall contain an obligatory minimum of parameters. For example:

· for advertisements of loans: APR, interest rate (fixed or floating), all cost related to the loan as well as the overall amount and the instalments that have to be paid by the customer; 

· for advertisements of deposits: the fees for opening, servicing and closing a savings account as well as the interest rate corresponding to the actual term of the deposit; 
· advertisements shall not make use of fast scrolling captions containing texts in small and illegible font, as well as of comments and footnotes. 
Last but not least, the effectiveness of the control over the messages conveyed through advertisements has to be enhanced with a view to restricting unfair and misleading practices.

Credit calculator 
All banks shall develop and provide to their customers the opportunity to use a credit calculator which includes all credit components and provides a calculation  the closes possible calculation to the actual offer. 
Contractual relations
Banks shall provide to their customers a detailed description of all costs for the respective product prior to signing the contract. 
The contractual clauses shall be written in a comprehensive way and shall be explicitly presented to the attention of the customers. 
With a view to achieving equality of the parties under the contracts for bank products and services, when the bank changes unilaterally the conditions under the contracts the customers shall be notified in person and in a timely manner of the changes and reasons that have led to those changes. If the customer expresses disagreement in the unilateral changes, it would be wise on the part of the bank to propose alternatives for resettlement without additional requirements, except in the cases when the changes are related to client’s damaged credit reputation or carelessness in using the respective products. 
The widening of the range of bank products that are offered and purchased, including package sales, might hinder the mobility of bank customers in the future. The customers who want to change their bank shall be able to do this at any time and in the presence of minimum obstacles. 
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