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FCA: Supporting consumers in challenging times

In his speech of 5 May 2022, Sheldon Mills, Executive Director, Consumers and 
Competition at the FCA, highlighted: 

Many consumers are feeling the impact of the cost of living crisis – the 
financial services industry has a role to play in helping consumers manage 
their personal finances. 
Firms that are diverse and inclusive will deliver better outcomes for 
consumers and markets. 

Whilst the speech was given at the Building Societies Annual Conference, many 
of the comments are widely applicable.   

Referencing the new Consumer Duty and the FCA’s “drive to ensure that firms 
step up to put consumers’ needs at the heart of what they do,” he spoke of: 

• products and services being fit for purpose and targeted at the consumers  
 whose needs they are designed to meet, and that they represent fair value to  
 those consumers 

• it being essential that firms monitor and test outcomes across the  
 consumer lifecycle. 

The support for customers included providing fair value to savers and ensuring 
that those who aren’t yet struggling know how to reduce their outgoings. 

Current circumstances may challenge firms’ operational resilience and they 
should plan accordingly, including managing cyber risks and increases in 
consumer contact. 

More information:
Supporting consumers in challenging times | FCA

Insurance brokers: serving consumers and businesses in times of uncertainty and change 

In a further speech of 13 May 2022, Sheldon Mills touched on similar themes and noted that brokers: 

• are particularly well-placed to advise customers on the products 
available to support sustainability and help them obtain green 
products 

• can add value by securing appropriate cover, at the right price but 

brokers must ensure commission reflects value provided (fair value) 

• play a vital role in making sure that customers buy insurance that 
meets their needs, and that the benefits and exclusions are clear  
to them 
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REGULATORY UPDATE

On 24 May, the PRA published the results of the assessment 
by the UK’s largest banks and insurers (both life and general) 
of financial risks caused by climate change scenarios.  The 
PRA’s Deputy Governor for Prudential Regulation Sam Woods 
spoke about the exercise in a webcast that day including the 
wider ability of the financial system to support a sustainable 
transition. 

Firms need to act and build on their understanding of the 
impact of climate risk, looking at a far longer term than 
normal planning periods of 3-5 years.
 
The PRA expects insurers to now demonstrate their 
implementation of effective management of climate-related 
financial risks when they perform assessments through regular 
supervisory engagements and reviews. 

This is recommended reading for risk managers, and the various 
documents published and referenced as part of this exercise are 
useful resources. 

Firms need information at a granular level to be more comfortable when looking at the bigger picture and under 
a wide range of different scenarios. 

Two scenarios (early and late action to achieve a transition to net zero by 2050) focus on transition risks and a third 
scenario (no additional action and climate risk continues to build) focuses on physical risks from climate change.  
These scenarios are deemed ‘plausible’ paths. 

Sam Woods highlighted the following key points and uncertainties: 
• Climate risks will become a persistent drag on profitability leaving the financial sector vulnerable to other  

future shocks. 
• The costs to the sector will be substantially lower if early, orderly action is taken and transition costs are such that 

the sector has the capacity to support the economy through the transition. 
• Cutting off finance to carbon-intensive sectors of the economy too quickly could prove both counterproductive 

and have wide-ranging macroeconomic and societal consequences. 
• No action on climate delivers the worst outcome such that impacts persist with a reduction in access to  

lending and insurance for so-called ‘climate vulnerable’ sectors and households (and so impacts continue to  
be borne unequally). 

Firms need: 
• more data on, and understanding of, emissions and transition plans of their clients and counterparties 
• to invest in modelling capabilities and scrutinise data and projections supplied by third-parties 
• to consider strategic response more deeply including thinking through the implications of different paths for 

climate policy (which is uncertain with uncertain impacts) 

Further work is required regarding sufficiency of capital levels, required granularity, capability of firms and incentives. 

Firms may need to work with investment managers to understand the risks borne by their invested assets and 
work with their risk professionals to manage liability risk. 

There are a wide range of resources available and we note the recent 
publication of minutes of the first meeting of the Climate Financial Risk 
Forum Session 3 and the actions for the various technical groups.   

At the meeting on 27 April 2022, the Scenario Analysis working group agreed 
to take forward the completion and launch of the online scenario analysis 
narrative tool (scheduled to launch this month).  They also intend to build on 
their Session 2 guides.   

At OAC we recognise the many uncertainties, the need for proportionality, 
and welcome co-ordinated initiatives to fill gaps. 

More information:
Results of the 2021 Climate Biennial Exploratory Scenario (CBES) | Bank of 
England

Results of the 2021 Climate Biennial Exploratory Scenario (CBES)

enquiries@oacplc.com

https://www.bankofengland.co.uk/minutes/2022/may/pra-fca-joint-climate-financial-risk-forum-april-2022
https://www.bankofengland.co.uk/climate-change/climate-financial-risk-forum
https://www.bankofengland.co.uk/stress-testing/2022/results-of-the-2021-climate-biennial-exploratory-scenario
https://www.bankofengland.co.uk/stress-testing/2022/results-of-the-2021-climate-biennial-exploratory-scenario
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FCA: Listening up to level up – regulating finance for the whole of the UK 

In his speech of 20 May 2022, Charles Randell, the now (as of end May) former 
FCA Chair, highlighted: 

• The consumer’s voice needs to be front and centre in financial regulation 
and in every Boardroom. 

• Policy partnerships between Government and Regulators are crucial to 
deliver good outcomes for consumers. 

It is essential for the Future Regulatory Framework to: 

• follow the Government’s stated aims of respecting the FCA’s  
independence and primary objectives, and  

• ensure that the financial services industry continues to act in the interest of 
all people and communities of the United Kingdom. 

The proposed new statutory secondary objective on growth and  
competitiveness prompted relatively strong remarks from the speaker:  

“I don’t think that we can achieve long term economic growth if we put the 
interests of the financial services industry ahead of the interests of other 
people in our society – producing an island of prosperous financial services 
professionals in a sea of inequality. That type of growth would be the opposite 
of levelling up.” 

EIOPA assesses European insurers’ exposure to physical climate change risks 
On 20 May, EIOPA published a report on European non-life insurers’ exposure to the most relevant and disruptive 
physical climate change risks – specifically focused on property, content and business interruption insurance against 
windstorm, river flood, wildfire, and coastal flood risks.  A reduced set of information was collected to understand the 
relevance of the UK market. 

The report notes the significance of reinsurance in this sector.  Premiums are likely to increase, with adaptation 
and mitigation measures playing a crucial role in reducing future risk levels.  These actions may lead to detrimental 
consequences for policyholders and even the insurance sector itself, for example in terms of reputational risk.   

These factors could have substantial negative impacts in terms of insurability and affordability from a societal point  
of view.   

Relative to the CBES participants, less progress seems to have been made by the sampled European insurers as the 
“results highlight that more than 50% of the participants have not undertaken any climate change analyses so far.”   

The shortcomings relate to an inability “to provide a qualitative assessment on global developments and … data 
and assessment at a level of granularity required for an in-depth assessment of the risks which are likely to 
materialise in the coming years”.  

More information: 
EIOPA assesses European insurers’ exposure to physical climate change risks | Eiopa (europa.eu) 

https://www.fca.org.uk/news/speeches/listening-up-level-up-regulating-finance-uk
https://www.eiopa.europa.eu/media/news/eiopa-assesses-european-insurers%E2%80%99-exposure-physical-climate-change-risks
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FCA Powers 
 

The FCA published PS22/5 in May setting out their 
new powers which can be used to more quickly vary 
or cancel, when appropriate, the permissions of FCA-
authorised firms that appear to be no longer carrying 
on FCA-regulated activities. 

Banks, credit unions and insurers must be authorised 
by the PRA. 

Also in the news… 

On 10 June, the PRA launched a Data Collection  
Exercise (DCE) on the Matching Adjustment  
Fundamental Spread calibration to further support 
the review of Solvency II.   The PRA have contacted a 
number of firms inviting them to complete the DCE 
template and submit returns via the BEEDs portal. 

On 6 June, the European Parliament published a 
draft report with proposed amendments to the  
European Commission’s Solvency II Review as  
regards proportionality, quality of supervision,  
reporting, long-term guarantee measures,  
macro-prudential tools, sustainability risks, group 
and cross-border supervision. 

Regulatory Initiatives Grid 

The May 2022 edition of the Regulatory Initiatives 
Grid has been published.  This covers current and 
upcoming initiatives by one or more of the regulators 
and is split into multi-sector and specific sectors.   

Many of the multi-sector issues relate to ESG including 
Climate Biennial Exploratory Scenario, transition 
plans, Climate Financial Risk Forum (all 3 are covered 
in this newsletter), diversity in financial services,   
sustainability disclosure requirements (SDR) and 
investment product labels. 

In the “Insurance and reinsurance” section it should 
be noted that there is a new initiative covering a new 
insurer resolution regime.  Further details are to be 
announced in due course.   

https://www.fca.org.uk/news/press-releases/fca-strengthens-consumer-protection-speeding-removal-firms-do-not-use-regulatory-permission
https://www.fca.org.uk/publication/corporate/regulatory-intitiatives-grid-may-2022.pdf


Monthly statistical update  

The symmetric adjustment has reduced further 
since the start of the year and would now result 
in a near 14% reduction in capital requirements 
in respect of type 1 equity holdings, all else  
being equal.  

Cost of living increases continue to be a prominent 
news topic and the short-term picture is uncertain.  

The rates of future (retail price) inflation implied 
by government bonds continue to show a steep 
fall from the current high levels to just over 3% in 
2 years’ time. This fall is more pronounced when 
compared to last month. Over the medium term, 
rates increase slightly, and then in the longer term 
fall gradually to around 2.5%.  

The latest quarterly Bank of England Monetary 
Policy Report inflation projection in May 2022 gave 
inflation expectations of 9.1% for 2022 falling to 1.3% 
by 2025. 

The Bank of England targets a 2% inflation rate, 
measured using the consumer price index (CPI).  
Over the past 20 years, RPI has typically exceeded 
CPI by 0.8%.  

UK spot rates are used to discount GBP cashflows 
and have increased since last month at all durations. 
They are now well over 1% p.a. higher at all terms 
since the year end 2021.   

Higher discount rates place a lower present value 
on cashflows both in and out.  Where there is an 
overall net inflow to the firm, the present value of 
these future profits will be lower.   

Rates used to discount Euro denominated 
cashflows have also increased since last month but 
remain noticeably different to the UK rates in shape 
over the longer term, generally increasing rather 
than falling over time. 

Implied inflation  

Symmetric adjustment   

Yield curve    
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Note: that this is just one way to consider future inflation. 
This measure is based only on a relatively small pool of 
assets so may not be the best predictor. However it does 
give an indication of possible future trends in inflation. 
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Progress with confidence

We’ve been delivering independent expert advice and 

practical solutions to the financial services industry for 

over 20 years. Our clients represent the full range of 

financial organisations within the UK, as well as many 

within other countries around the world. We are proud 

to have been recognised along the way by winning  

numerous industry awards and accolades.

 

We believe our success is about so much more than 

simply helping organisations overcome issues or  

challenges. It’s about building genuine relationships, 

based on trust and personal, bespoke support. After all, 

in the complex world of financial services, a little  

reassurance goes a long way.


