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What is a mutual?
A mutual is a business owned by its customers or its employees, or a
combination of the two.
Mutuals have been around in the UK for more than 200 years. They were established in
response to the failure of the market to provide the goods or services that people needed.
Mutuals are self-help organisations, and exist to serve the interests of their members, and often the wider
community. Mutuals take many forms and operate in a wide range of business and social environments.
Most people recognise mutuals through one or more of the long established building societies, co-operatives,
friendly societies and mutual insurers. But the sector encompasses many more types of organisations –
from housing associations, clubs and employee owned businesses to specialist bodies such as credit unions,
football supporter trusts and community mutuals.
In recent years, many new mutuals have sprung from the public sector – new independent organisations
providing public services, such as NHS Foundation Trusts, Leisure Trusts, Co-operative schools and
community mutual housing schemes.
Mutuals are not just different types of corporate form – they are different because of the
way they behave, and the reason they do business.
What all of these membership based organisations share is a
common heritage and ethos – to serve their members and
work in the wider interests of society.

Key Facts about the Mutual Sector
Annual mutual sector revenues exceed £116 billion
Over 1 million people work in mutuals in the UK
Globally, mutuals aggregate turnover is equivalent
to the world’s 10th biggest economy
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Preface
Mutuals matter more than ever
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In our first Mutuals Manifesto, produced for the
2010 General Election, we urged the political
parties to consider how they would act to work
in partnership with mutuals for the good of the
country.
The political parties each responded well to the
challenge set down by our sector. For the first
time, each of the general election manifestos
included specific proposals for expanding the
mutual sector and improving Government’s
relationship with mutual businesses.
The election resulted in a new Coalition
Government, the first in the UK for many years.
The Coalition Agreement included specific
references to the role that mutuals can play in
society and commitments from Government to
help promote this.
Subsequently, we have seen a number of
welcome initiatives from Government to help
put some of these ideas into action. Taken
together, these proposals and actions constitute
a significant step forward, but it is only a start
on the way to our ambition of including mutuals
within the policy DNA of the political world.
In a sense, the benchmark for future policy
engagement by mutuals has been heightened
by this experience, as the awareness of the
potential contribution that mutuals can make to
the future prosperity of our country grows.
This mid term manifesto seeks to take a fresh
look at the role that mutuals can and should play
in the business and social future of the United
Kingdom. It takes into account the changes that
have occurred since the last general election,
and looks forward to the next opportunity that
parties will have to appeal to voters.
It is a positive document, full of ambition and
ideas for how mutuals can help our country. We
look forward to sharing our thoughts with policy
2

makers and we offer our experience to help
shape the future of a prosperous and inclusive
country.

A mutual manifesto for Government
We believe that it is in the national interest that
Government understands the mutual sector and
values the diversity mutuals bring to the markets
in which they operate.
Mutuals do not need, and are not asking for,
favours from Government. But they do need to
be understood and to work on a level playing
field.
This means that Government must be mindful
of the mutual sector when it is planning policy,
making legislation and regulating markets. Many
mutual businesses are excellent examples in
their sectors and their good practice should be
shared and understood throughout Government.
This manifesto describes the contribution of
co-operatives, building societies, and mutual
insurance businesses. It contains practical
proposals for how Government can support and
develop these important business sectors.
The mutual sector stands ready to contribute
its experience and goodwill to the future of
Britain, and seeks to work with Government in a
partnership for shared prosperity.
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Why mutuals are good for Britain
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Mutuals are an important part of our economy
and society. They provide products and services
to large numbers of the population and their
impact is felt across the UK.
At a time when people continue to feel
disillusioned with many of the institutions of
our country and by the behaviour of many
proprietary firms, such as the big plc banks,
people increasingly applaud the idea of
businesses that work in their interests. Mutuals
have continued to win market share since the
financial crisis.
The mutual focus on service and quality rather
than risk taking and profit extraction has meant
that mutuals have been less exposed to the
global financial crisis.
As the Ownership Commission’s report confirmed
in 2012, the need for promoting corporate diversity
in our economy is now widely accepted as a
proportionate and indeed vital way to promote
more resilience to shocks in the economy. Mutuals
are an essential part of this mix.
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What mutuals can deliver for Government
In recent years, we have also seen the reinvention of mutual enterprise at the heart
of delivering successive Governments’ key
policy objectives, such as health and education
reforms. Mutuals are a crucial part of a diverse
financial services and retail market – providing
choice and competition in markets vital to our
nation’s prosperity.
It is also clear that the basic ideas of mutual
self help, honest business and fair trading have
a wider application in our economy and society.
From child savings to co-operative education,
healthcare mutuals to healthy financial service
businesses - co-operatives and mutuals have
delivered real advantages for the good of our
country.
The mutual sector will continue to grow and
develop as these ideas are applied in new areas
of Government activity.
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Mutuals matter to the UK
Mutuals are big business. They account for
over £116bn annually in revenues. More than
25 million people are members of at least one
mutual – that equates on average to half the
electors in each Parliamentary constituency in
the UK.

Mutuals aid market diversity
Mutuals are good for the markets that they
operate in. Their presence means that there
is an additional competitive pressure on profit
maximising firms. A mutual sector acts to
protect the UK economy from the fluctuations
experienced in stock markets, bolstering stability
in the wider economy. As the Ownership
Commission concluded, Britain needs to embrace
a plurality of corporate ownership in order to
create higher long term economic growth.

Mutuals are successful businesses
Again, the evidence of the economic downturn
is that mutuals have been more resilient than
most firms. There are numerous examples of
individual mutuals consistently leading their
markets in performance and service.

needs of their customers and employees instead
of the demands of external investors to take ever
greater risks in order to extract profits from the
business.

Mutuals are trusted
Trust in institutions of all kinds is at an all
time low. Yet the public trusts mutuals more
than they do other types of business. This
is because mutuals have been established to
serve their customers, rather than investingshareholders. This means that not only do they
have an in-built advantage in not having to run
their businesses in the short term interests of
outside shareholders, but they can concentrate
on running the business in a way that best meets
the needs of their customers.

Mutuals are good for consumers
Research shows that consumers prefer mutuals
ahead of other businesses in the same industry.
Since the financial crisis many mutuals have
benefited from a growing market share.

Mutuals create and spread wealth
Mutuals are successful businesses that share
their profits through lower prices to customers
or dividends to members. Mutuals reward
loyalty and hard work for their members’
contribution in making their businesses a
success.

Mutuals do business in a different way
All businesses exist to serve their owners. The
difference with mutuals is that their owners
are their customers or employees. This means
that mutuals are more focussed on how they
do business by making them responsive to the
5
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How political parties can foster diversity
and promote mutuals

6

Fostering Diversity: Promoting Mutuals

Mutuals are a key part of a mixed economy,
where all kinds of business, however they are
owned, are able to flourish. Plurality of forms of
ownership promotes more resilience to shocks
in particular sectors and the wider economy, and
gives consumers more choice.
We believe that it is the Government’s
responsibility to establish a fair environment in
which all types of firms can compete. Too much
of current Government policy is based on the plc
model as the norm, with mutuals catered for as
an afterthought.

The following sections show how each of the
constituent parts of the mutual sector are
looking to play their part in building a strong and
dynamic economy and society. Co-operatives,
building societies, friendly societies & mutual
insurers set out what the government can do to
help them to deliver a strong performance for
Britain.

The way mutuals are set up and work means
that they have particular needs that are
different from other businesses and service
providers. Overall, the mutual difference must
be understood and reflected in the actions
of Government when it makes laws, seeks to
regulate activities, or sets policy objectives.
They require:
• political understanding that is reflected in
policy priorities
• a strong legislative and regulatory framework
• fiscal measures that facilitate the maximum
contribution to public policy from mutual
businesses
The Coalition Agreement, published after
the 2010 General Election, included specific
references to the role that mutuals can play in
society and commitment from Government to
help promote this.
Since then, Government has introduced a
number of measures to help implement these
commitments. Taken together, these proposals
and actions constitute a significant step
forward, and have set the benchmark for future
policy engagement by each of the political
parties. However, this is only the start of a new
understanding of how mutuals can play a full
role in our economy and society.
7
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3.1

Political leadership
Each of the major political parties has now joined
in the political consensus that mutuals are a
useful and valid part of a mixed economy. This
is welcome, but as a meaningful policy objective,
this view must be reflected in coherent and coordinated policies that support it.

Published policy vision: Once this baseline of
understanding has been established, Parties
will be in a position to provide a political lead,
based on joined up policy
initiatives that will then
Action Point
be undertaken by a
Parties should issue a
range of Government
clear
statement of their
departments.
vision for the mutual sector,

Clear definition of mutuals: The most basic
starting point has to be a clear understanding
of what a mutual is. Too often, different
Government departments have chosen narrow,
exclusive definitions of mutual business –
sometimes even to the exclusion of the majority
of the customer-owned sector. Mutuals take
many forms – customer
owned, employee
owned or mixtures
of the two.
Action Point
Political parties
Political parties should adopt a
really need to
clear and inclusive definition of mutual
understand
business that includes customer,
this and ensure
employee and mixed ownership
that their policy
mutuals.
proposals will
work across all
kinds of mutuals.

Regular Official Statistics: It is also clear, as the
Ownership Commission concluded, that there
is a real lack of official data
on varying ownership
Action Point
forms. Without
The Office of National
reliable metrics
Statistics should systematically
by which to
collect information about the share of
judge changes
GDP accounted for by the varying ownership
in individual
types – the PLC, family firms, partnerships,
markets and the
co-operatives and consumer mutuals,
economy as a
employee ownership, private equity and
whole, it will be
foreign ownership – and develop
difficult to gauge
benchmarks with other leading
the success of this.
OECD countries.
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clearly outlining their policy
objectives.
The machinery of
Government: Next, the
infrastructure of Government
should be constructed to ensure
that mutuals are understood and receive equal
treatment across all Government departments.

Legislation affecting most mutuals resides with
HM Treasury, and receives disproportionately
less attention. Mutuals are still not seen as
mainstream by the Department for Business
Innovation and Skills (BIS), which is responsible
for companies and company law but has little
to do with mutuals, other than employee
owned firms. The Cabinet Office has led the
work on spinning out public services into new
mutuals, but little has been done to link any of
this knowledge and work with the Department
for Communities and Local Government or
Departments for Health, Education, Work
and Pensions who are each responsible for
significant mutuals. There has been very
little attempt to explore how public sector
and traditional financial mutuals might work
together, and no real attempts to learn lessons
from established mutuals.
This all creates difficulties with mutuals
often being treated as an afterthought by
Government, with little consistency apparent.
It is imperative that those responsible for
making policy that affects the sector have direct
experience of working with mutuals.
Government could, at little additional cost,
appoint a Treasury/BIS/Cabinet Office joint
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Minister to be specified as Minister for Mutuals.
The Minister would be responsible for:
• co-ordinating the Government’s policy
approach to all mutuals
• working with mutual businesses to ensure
regular dialogue with Government
• working across departments to ensure a
consistent and well informed approach.
The Minister would be supported by a team
of Officials who would work together as the
‘Government Office for Mutuals.’ The Officials
could be drawn from existing HM Treasury/BIS/
Cabinet Office functions.

New mutuals can serve specific markets well.
For example, the UK population of two million
Muslims is rapidly growing but suffers poor
access to financial services in general and
insurance in particular. Many of the principles
of Islamic finance are replicated in the unique
construction of friendly societies. Mutual
insurers and friendly societies in particular are
therefore an ideal vehicle through
which to sell takaful (a form
of insurance that meets
Action Point
the conditions for Islamic
Parties should commit to
finance) in the UK and
exploring the establishment of a
European markets.
simple regime for the registration
of new mutuals in financial

Action Point
Parties should pledge to
create a Government Office
for Mutuals with a designated
Minister for Mutuals.

services.
Co‑operatives and
mutual insurers should be
helped to play an increasing
role in the delivery of public
services: From education to housing, health
care to leisure services – both user and staff led
co‑operatives are providing
high quality public
services that respond
Action Point
efficiently to need.
Government should
Mutuals insurers
develop a clear policy context
have a long
for co‑operatives and mutuals
within public service delivery,
to remove some of the risks
associated with moving into

A level playing field for new mutuals:
Establishing a new friendly society, building
society or mutual for the retail financial services
market is prohibitively difficult and costly. In
particular, unlike new credit unions, there is no
form of regulatory ‘soft landing’ to nurture new
ventures through their early years. Moreover,
the approach of Government and Regulators
has too often given a competitive advantage
to traditional banks. More recently anyone
looking to develop a new mutual targeted at
retail consumers has been likely to explore a
co-operative or credit union option, due to the
simpler regime.

new or developing
markets.

In education,
the Government
should promote
co‑operative schools as
a key part of its wider
education policy.

Overall, the
government should
examine where new mutuals

Equally

have been successful – and

government

seek to draw lessons from, and

policy to promote

emulate that success in

public sector mutuals

other places.

should aspire to learn the
lessons of the longstanding/ traditional
mutuals.
9
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history in the provision of welfare-related
services: before the Welfare State, friendly
societies and mutual insurers were often the
only way a working person had to receive
help in times of ill health, or old age. Today,
mutual insurers and friendly societies continue
to provide healthcare and welfare service,
complementary to the NHS, for millions of
people.

Local, regional and devolved co-operative
development: It is also important to learn from
the success stories of devolution. Devolution
has created opportunities for developing and
promoting the co‑operative advantage.

Action Point
Parties should commit
to supporting the creation
and facilitation of co‑operative
development agencies as an
integral part of business policy.
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Legislation and Regulation
Updating legislation: Real progress has been
made in improving legislation affecting mutuals
in recent years. In some cases, this has been
long overdue and required significant effort
to bring mutuals legislation into line with
modernised legislation for companies.
Unlike legislation for conventional businesses,
legislation affecting mutuals cuts across
departments. It mostly resides with HM
Treasury, but mutuals are businesses and BIS
must have a shared role in developing this
agenda. The current approach puts mutuals at
a competitive disadvantage, where they often
have to wait many years to enjoy the same
benefits as companies.
Parties should commit
to continue this effort
Action Point
and ensure that going
Make a commitment that
forward,
mutual sector legislation
co-operatives, building
keeps pace with company
societies, friendly
law reform
societies, employee
owned firms and other
mutuals are treated equally
with companies in maintaining and improving
their legislative environment.

A range of options should be explored including
permitting mutuals to be able to issue bonds to
members and to raise capital for community/
public investment and infrastructure projects.
Safeguarding mutual ownership: The
demutualisation of the 1980s and 1990s was
made possible by the legislative changes that
established regimes for converting mutuals into
listed companies. The effect of this process
was disastrous for the members, the mutuals
themselves and ultimately for the
UK public that had to bail out
Action Point
the plc banking sector.

Co-operatives and

friendly societies should

There is still an
have the opportunity to choose
opportunity for political
a legally binding corporate form
parties to put right this
that enshrines the principle of
situation by bringing
‘disinterested distribution,’ as is
forward legislation that
common in other EU states.
will give the remaining
mutuals the right to choose
whether to commit their
organisation to permanent mutual status, as
recommended by the Ownership Commission.

Appropriate regulatory framework: Government
should use its influence with Regulators to make
sure that they act in a way that respects diverse
forms of ownership

A number of specific issues must also be
addressed through new legislation that will enable
mutuals to play their full part in our economy.

Regulatory authorities have provided the
dominant interaction between mutuals and
‘the establishment’. It is vital that Regulators
equally understand the effect that their often
‘one size fits all’ approach, inevitably
Facilitate access to growth
Action Point
based on the often larger plcs, has on
capital: New capital
Primary legislation is
mutuals. In financial services, the
instruments are required
required to permit different coadvent of the Prudential Regulatory
for customer owned
operatives and friendly societies
Authority and the Financial Conduct
mutuals to allow
and mutual insurers to raise new
Authority present a new opportunity
them to raise external
forms of capital, and to fully
to ensure regulation is even-handed,
capital, otherwise their
implement mutuals transfers
proportionate and fair across different
growth prospects are
legislation.
business
models.
badly damaged.
11

Fostering Diversity: Promoting Mutuals

As a consequence there is a
wide and growing divergence
Action Point
between the stated
As a matter of policy,
Government policy
parties should ensure that
objectives and the
regulatory authorities have due
actions of regulatory
regards for the overall objective
authorities, which can
of maintaining plural
sometimes frustrate them.

the importance of business diversity and who
often provide barriers to demutualisation. A
common approach to working with mutual
business will ensure competition and growth
across all nations.

Facilitating group business structures: A
particular feature of the legislation supporting
Mutuals often work with
mutuals in France is their
people with limited financial
ability to form unions,
means. Following the
or groups, that have
Action Point
introduction of the
enabled very small
The UK Government should
Action Point
Retail Distribution
mutuals to
actively support the development
When in Government,
Review on 1
continue to
of a European Mutuals Statute, and
Parties should ensure that there
January 2013
operate
political parties should ensure UK
is appropriate expertise present
it has been
effectively.
MEPs are actively engaged on
in Regulatory bodies and relevant
estimated that
The Mutual
mutual issues.
Government departments.
around 5.5
Insurance
Where Regulators report on performance
million people
Group
they should include reference to their
will either
Company (SGAM) is
impact on diversity in their
choose to cease
a legal structure allowing mutual insurance
using financial
companies or similar companies to set up a
sector.
advisers, or lack
group. This approach is in the process of being
access to them. The new
approved in Belgium and the European Union
financial regulators have an objective to improve
has undertaken two recent
access to financial services
reviews of the mutual
Action Point
and to foster competition,
insurance sector,
The UK should work
and this provides an
and is actively
Action Point
closely with Governments,
opportunity to work
considering a
The financial regulators
EU
institutions and national
with the mutual
European Mutuals
should be actively encouraged
regulators across the EU to
sector to find ways of
Statute.
to explore new means of working
develop a shared framework
serving people who
with mutuals to help improve
for working with mutuals.
are otherwise at risk of
access to financial
being unserved.
Future of Building
services.
Societies & the Banking
Reform Bill: The Government’s discussion
Pan-European standards of Regulatory
document The Future of Building Societies,
understanding: With an increasingly pansets out the Government’s vision for building
national approach to Regulation, it is important
societies, recognises and celebrates their
that UK mutuals are not disadvantaged by a
distinctiveness and, outlines options to apply the
less enlightened business regime than their EU
proposals for ring-fenced banks to the sector.
counterparts. The strength of the mutual sector
in many other parts of Europe owes much to the
We support the approach promoted in the
active support of governments, who recognise
European Parliament by many MEPs, where
corporate ownership.
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financial services businesses following a lowerrisk model (such as building societies) will have a
lower leverage ratio, the generality of banks will
have the same ratio as in Basel III, and high risk
banks will have an even
higher ratio. We are
also happy to see
Action Point
that European
Political Parties should press
Finance
the UK Government to support this
Ministers
sensible and innovative approach as
supported the
promoted by the European Parliament
Parliament’s
and support in principle at the
proposals
in
ECOFIN Meeting of the European
principle at the
Council.
ECOFIN Meeting in
March 2013.
Consumer Law Simplification: Successive
Governments have aimed to reduce the burden
of regulation, but most of these attempts have
failed and business and industry has continued
to see increases in the amount and complexity
of legal and regulatory requirements that they
must comply with.

Legislation should help football supporters
establish trusts to buy their club: Government
should consult on an option of introducing
legislation to allow supporters the right to buy
their club if a certain proportion of season ticket
holders are in favour of the move. No doubt, it
would take time to implement this, but there
may be opportunities to fast-track this for clubs
in difficulty. A right to buy for supporters’ trusts
ought to allow purchase at the point of a club
entering administration and before receivership
to ensure its league position is not
lost. In turn, the right to buy
could be accompanied by
Action Point
a support function from
Parties should commit to
Government, removal of
consult on legislation to give
financial barriers (through
football supporters the right to
tax relief or access to
buy their club under agreed
finance) and the right
conditions.
to buy at a fair market
valuation.

Avoiding unintended consequences: Ultimately
the test of the legislative and regulatory
framework will be the ability of mutuals to play
their maximum role in business and society. In
order to help avoid unintended consequences,
Action Point
legislative and regulatory measures
We recommend that a new simplified
should be assessed for the effect they
consumer legal framework should aim to avoid
might have on pluralism of corporate
tendencies such as:
ownership, as recommended by
• ‘gold-plating’ of EU laws – where the UK Government and
the Ownership
regulators require UK businesses to comply with more onerous
Commission.
criteria than their competitors in other EU member states

Action Point

• ‘front-running’ – where the UK Parliament passes new laws in

Parties should promise

anticipation of EU provisions with the result that two new sets of legal

to initiate ownership impact

and regulator requirements have to be implemented, usually at different

assessments to investigate the

times

impact of any proposed legislative

• introduction of new rules as a substitute for enforcing existing

or regulatory change on the

ones – rather than enforcing existing regulations effectively,

pluralism of ownership

the tendency in the UK has been to introduce further

types.

regulations as a way of showing consumers that the
Government is ‘taking action’
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3.3

Fiscal Measures
Government can use fiscal policy to incentivise
outcomes that are in line with
its policy objectives.
Action Point
Across the world, we
Mutual ownership should
can see that mutuals
be incentivised as much as
have flourished in
equity ownership. For example, tax
environments where
incentivised savings and investments
legal regulatory and
such as ISAs should be extended to
fiscal measures have
include new capital instruments
promoted positive long
in consumer mutuals.
term behaviours.

Action Point
Government should:

Co-operatives can be
encouraged through
the tax system:

Ease the process of converting to a co-operative model through
fiscal incentives - for example, a newly mutualised business could
attract tax relief for the investors for a set period after conversion. In the
period leading up to the conversion, donations or investment could provide
tax relief for the donor/investor.
Continue to allow Industrial and Provident Societies to be eligible for tax relief
under the Enterprise Investment Scheme (EIS). Government should carefully consider

the particular safeguards that the IPS model displays with regard to such capital. For
instance, Industrial and Provident Society (IPS) withdrawable share capital, which has a
minimum period of five years, should be classified as acceptable in its own right for the
purposes of EIS.
Raise the limit for the Enterprise Investment Scheme above its current £2m limit to £10m, but
make savings by tightening up restrictions on qualifying legal entities (IPSs, Community Interest
Companies and charities) and/or for certain industrial sectors such as renewable energy and
community energy projects, which need investment on a greater scale.
Permit Self Invested Personal Pension Schemes (SIPPS) to invest in IPSs and CICs, especially
property-based ones such as Community Land Trusts, housing co-ops and low carbon energy
schemes.
Consider options for allowing community benefit societies (IPS Bencoms) to benefit from some
of the tax advantages enjoyed by charities, given that they operate for the benefit of the community, rather than private gain. This could be through either a tax break in recognition that
Bencoms make surpluses – not profits, or through making Bencoms eligible for Gift Aid.
Continuation of the Community Investment Tax Relief scheme, which has been an important route for investment for some Community Development Finance Institutions (CDFIs)
and the social enterprise sector.

14
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Fiscal measures are also important to the way
that mutuals do their business in the markets
they operate in.
Support for borrowers in financial difficulty:
In 2009, in recognition of the economic
downturn, the Government announced a
package of temporary changes to Support for
Mortgage Interest (SMI) to provide extra help
to homeowners. The extension to the scheme
as outlined in the 2012
Autumn Statement
is an important
Action Point
positive move by the
Government and all parties
Government. We still
should support the extension
consider it essential
of Support for Mortgage
for the changes to
Interest until economic
remain in place for the
conditions ease.
foreseeable future, until
economic conditions ease.

Help for hard-pressed savers: The Individual
Savings Account (ISA) has been a conspicuous
success and has proved popular with those on
lower incomes as well as those with more money
to save.
Currently the ISA rules are skewed in favour of
stocks and shares ISAs: individuals can invest
their entire annual ISA allowance in a stocks and
shares ISA, whereas they can only put 50% of
their allowance into a cash ISA. This anomaly
discriminates against cash ISA holders, many of
whom are unfamiliar with stocks and shares and/
or do not want to expose their savings to the risk
of capital loss associated with that asset class.
Also, while transfers from a cash ISA to a stocks
and shares ISA are permitted, transfers the
other way are not allowed. This means that a
saver with a stocks and shares ISA who wants to
transfer their savings to the safer asset class of
cash, as they enter or near retirement, can’t do
so without removing their savings from the ISA
wrapper, and thereby incurring tax.

Stamp Duty – help for home buyers and sellers:
The current structure of stamp duty creates
distortions in the housing market in relation
Whilst the Child Trust Fund (CTF) was closed
to homes valued at levels adjacent to each of
by the current government, many millions of
thresholds for this tax.
people continue to use it as the main vehicle
This is because the
Action Point
for building up a nest egg for their children.
applicable stamp
Parties should consider a
Around 90% of the balances in CTFs are
duty rate is
marginal approach that already
held by mutuals, who invested in a market
applied to the
applies to the calculation of other UK
larger players dismissed as unprofitable,
entire value
taxes, such as income tax. If this were
and who remain committed to managing
of a property,
applied to stamp duty it would avoid
these funds efficiently, and to helping
rather than to
the bunching issue, be overtly fairer
families.
the marginal
value above each
threshold.

to consumers and promote a
healthier housing market.

Action Point
Two-way transfers (cash/
stocks and shares) should
be allowed in respect of adult
ISAs, as they are for junior
ISAs.

15
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Deceased investors: When a person dies, his
or her relatives usually have to get a grant of
probate (if there’s a will) or a grant of letters of
administration (if there isn’t). This allows the
deceased’s property to be given to the people
who are entitled to it. But getting a grant can be
quite expensive.
The law protects mutuals that pay money from
the accounts of people who have died, without
insisting on a grant, so long as they left no
more than £5,000 in their account (see Section
32 Schedule 7(1) of the Building Societies
Act). But the limit has not gone up since 1986,
though in Northern Ireland the probate limit
has been increased to £15,000.
Building societies and
friendly societies have
Action Point
been campaigning for
Parliament should increase
an increase for many
the £5,000 limit, to ensure
years.

mutuals can quickly support
the needs of a deceased’s
beneficiaries.

16

FSCS – a disproportionate burden for building
societies: The Financial Services Compensation
Scheme (FSCS) is the ‘safety net’ for customers
of financial institutions in the UK. It steps in
when institutions fail. Building societies consider
that they have to bear a disproportionately high
share of the compensation costs associated with
failed banks.
Action Point
Government should
work with the FSA and others
to design a new way of funding
the FSCS that takes into account the
whole of the balance sheet of a financial
institution and also reflects the relative
risk associated with the way in
which that balance sheet has
been funded.

4
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How mutuals can help Britain
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4.1

Co-operatives
Co-operatives are businesses owned and run
by and for their members, whether they are
customers, employees or residents. As well as
giving members an equal say and share of the
profits, co-operatives act together to build a
better world through co-operation.
There are nearly 6,000 independent co-operatives
in the UK. From football to fashion, health care
to housing, community owned shops to credit
unions, and wind farms to web design;
co-operatives work in all parts of the economy.
Co-operatives are not just supermarkets and
funeral services – although these are amongst
the most successful co-operatives found on
the high street. Across the UK, co-operatives
are owned by 13.5 million people – and these
numbers keep on growing.
There is increasing evidence across a range of
disciplines that people are co-operative as much
as they are also competitive. There is a spectrum
of co-operation. It is not that every business
should be a co-operative or mutual. But every
business can share the benefit of co-operation if
they work more co-operatively.
One benefit of co-operation is an engaged
workforce. Co-operatives give more opportunity for
their employees, their customers, their stakeholders
to engage in the running of the business because
they control the capital of the business, and they
have an equal say in how it is used.
Other advantages of co-operatives include:
Allowing communities and groups to take
responsibility for their own needs
Villages can make a success of shops threatened
with closure, football supporters can own their
own clubs and communities can re-open pubs that
are closed if they work together as co-operatives.
18

Advantages are created by allowing groups
with a common interest or aspiration to work
together.
Trusted values and principles
Every co-operative benefits from our
commitment to international Co-operative
Values and Principles, the blueprint for a
successful co-operative that has existed for over
150 years. Our commitment to ethics, community
and governance mean that co-operatives
are trusted to provide sensitive services to
vulnerable people, such as funeral care.
Creating value for business and members
Co-operatives create value for their members.
When co-operation is the priority, it enables
provision for the best possible services for
members and allows the advantages of cooperation to shine through.
There is a growing consensus on the factors
that serve business excellence – a clear mission,
better services and products, giving consumers
power, nicer places to work, engaged staff, less
social and environmental harm. There is good
practice on some or other of these elements
in plenty of workplaces, but taken together,
they are what many would describe as the
advantages of co-operation.

4.2
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Mutual Insurers and Friendly Societies
Mutual insurers and friendly societies in the
UK account for around 7% of the UK insurance
market- though fewer than 20 years ago, before
the great spate of demutualisations, over half
of all insurance was managed by mutuals.
Political preference for the PLC model and
regulatory barriers significantly contributed to
the contraction of the sector, though within the
Association of Financial Mutuals (AFM) we can
still boast some impressive market statistics:
•
•
•
•
•

Total numbers of firms: 53
Policies in force: 20 million
Current members: 8,500,000
Total current revenues: £10 billion
Assets under management: £100 billion

All possible consumer needs are covered from
cradle to grave, often offered by financial
institutions with unique market segments and
ways of doing business. As one would expect
of financial services bodies the full range of
savings and investment products are catered
for including savings, pensions, protection and
healthcare among hundreds of others. What
is unique about these products and services
however is that they were specifically created
for consumers in all walks of life: policemen,
firemen, teachers, vets, those in the Church,
employees of bus companies, and farmers
among them.
The most important facet of these mutuals is
that they are owned by their members, and
membership provides both the financial as well
as emotional capital. Nowhere else in business
life can one find a more responsive, direct, way
of consumers having regard for consumers
through their ownership as members of
financial mutuals. Our new consumer site,
www.ownedbyyou.org, sets out the full range of
products and services provided by its members.
Just as valuably, the site explains the benefits

of mutual organisations, as well as the rights of
members, as owners of the business.
The spirit and innovation of mutual providers
is perhaps best illustrated in the pioneering
and development of savings products for
children. The recognition of long-term
financial planning by parents for their children
manifested itself into the Child Trust Fund,
almost uniquely a product of the mutual sector.
This combination of thoughtful attention to the
needs of the individual, together with a drive
for innovation embodies the desire of mutuals
to add value for customers. As a result, AFM
has also established pioneering educational
programmes, to help teachers and parents of
primary school children, to learn about money.
Our two websites, www.funtosave.org and
www.SavingSquad.org have both been
independently accredited by pfeg (the personal
finance education group), are widely used
in schools, and are complemented by the
extensive programmes of our members in the
areas they serve.
The core difference in the business model
between mutuals and non-mutuals is the
absence of shareholders. This not only means
they are culturally aligned with their customers,
but it also means management effort is not
focused on short-term success at the expense
of long-term value. It also means that money
is not drained from the company to meet the
hungry needs for dividends from shareholders.
AFM has researched the impact of the ‘dividend
drag’ in shareholder owned insurers. This
indicates that the equivalent of 3p in every
£1 of premiums is extracted from the balance
sheet to cover the costs of dividends. The
extra 3% retained within the business gives a
mutual flexibility to manage the business to the
advantage of its customers; for example:
19
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• Mutuals typically take a more cautious
approach to business
• Unlike PLCs today, all mutuals are wholly
owned by UK citizens
• Mutuals focus on delivering a high standard
of service.
• Mutuals can translate lower charges into
higher levels of performance.
• As a result, AFM research demonstrates
people place greater trust in mutuals.
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AFM members are committed to ‘making
mutuality meaningful’, which means identifying
the way they create value to their customers
and members, as well as the communities they
operate in. In this way they are already doing
a great deal to support broader social policy,
though we believe there is a great deal more we
can do to support innovation- centred on the
interests of consumers- in financial services.

4.3
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Building Societies
Overview
Building societies are owned by their members.
A customer automatically becomes a member
when they open a savings account or take out a
mortgage. Societies work hard to engage their
members whether through open forums, road
shows, Q&A sessions with senior managers, or
other means. Voting is through a one member
one vote system rather than being based on the
size of holding.

emerged from the difficulties of the financial
crisis in better health than the UK banking
industry as a whole. In S&Ps’ view the stable
business model, adequate capitalisation, focus
on prime residential lending, and customer
deposit-based funding profiles are the factors
which keep the sector on solid ground. Because
building societies focus mainly on lending and
deposit taking, S&P view them as good examples
of ’back to basics’ banking.

There are currently 46 building societies in the
UK. They are united by the ethos of customer
ownership and community involvement. The
sector also encompasses a great diversity
of businesses in terms of size, coverage and
distribution – national, regional and local or
business model. Building societies vary from
those that offer savings and mortgages to those
providing full service banking.

Maintaining a customer service lead
In April 2012, the BSA commissioned the
independent research company GfK NOP to
measure customers’ views about building
societies, other mutuals and plc banks across an
array of service areas. These ranged from: Value
for money to trusting your provider to act in
your best interests and openness and honesty.

The sector has:
•
•
•
•
•

Assets of £325 billion
Mortgage assets of £210 billion
Savings balances of £215 billion
Around 38,000 full and part time staff
Around 23 million members

The last few years have posed a real challenge
to the financial services sector. Yet, despite all
the pressures, from a bank base rate that has
been lower than ever before, for longer than
ever before; the increasing burden of regulation
and challenging economic conditions, building
societies have proved resilient. They have
demonstrated their ability to successfully adapt
to changing and adverse market conditions.
In its April 2012 report – ‘Back to basics banking
keeps UK building societies on solid ground’ the ratings agency Standard and Poor’s (S&P)
concluded that building societies have generally

The research found that people who hold
their savings, current accounts or mortgages
with a mutually owned organisation are more
satisfied with the service they receive then bank
customers, across a total of 11 measures. The
positive difference delivered by building societies
and other mutuals was increased further in the
wake of the range of banking scandals which
came to light in the summer of 2012
Building societies put considerable energy
into developing long-term relationships with
their customers and this is also reflected in the
views of consumers. Societies listen to what is
important to their customers, work to understand
their individual circumstances and how the
services they provide can satisfy those needs.
Open for business
Throughout the financial crisis and its aftermath
building societies have remained open for
business. In 2012 gross mortgage lending by
building societies and other mutual lenders was
21
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£30.7 billion, up by 30 per cent compared to 2011.
In the year they provided mortgages for 281,000
customers (up 20 per cent on 2011) of which
around a third were buying for the first time.
Mutual lenders took a 22 per cent market share
of gross lending in the year, up from 17 per cent
in 2011. Net mortgage lending (gross lending
minus repayments) by mutuals was £6.5 billion
in 2012, out of the £7.4 billion total net lending in
the UK in the year (88 per cent).
When the Bank of England announced progress
of the Funding for Lending Scheme in December
2012, of the 39 organisations that had signed
up, 25 were building societies. Amongst these
building societies, net lending between June and
December 2012 was just over £5.3 billion. This
compares to collective net lending by the other
14 lenders of minus £6.8 billion.
Building societies are always mindful of the
need to balance the needs of their savers and
borrowers. This has proved to be a particularly
difficult challenge in the current low Bank Rate
environment with the added impact of the
Funding for Lending Scheme on savings rates
across the market. Building societies still feature
regularly in best buy tables for savings as well as
mortgages.
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In conclusion
The debate continues to intensify around the
purpose and structure of banking and whether
or not retail banking and investment banking
should be placed within single organisations,
and the extent to which retail banking is,
essentially, a low-risk, low-return utility. The
performance of building societies represent a
powerful statement of the value of the mutual
alternative. In the early part of the last decade
the UK put almost all of its financial services
eggs in the plc basket. However, these results
show how successful mutuals can be and provide
a powerful pointer as to how we might be able to
develop financial services provision in the future.
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