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UK banks show strong
performance in Q4 but
face unique challenges in
2023
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The news: UK banks faced unique challenges during Q4 2022 that their US counterparts
didn't.
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Here's alook at the results—and what set the UK apart from other regions.

Profits were mostly up:

* Lloyds Bank reported a net profit of £5 billion ($5.9 billion) for the quarter, up from £4.12
billion ($4.85 billion) in the same period the prior year.

* HSBC ended Q4 with net income of $4.89 billion, up 142% YoY.

* NatWest reported an operating profit before tax of £1.4 billion ($1.65 billion) for the quarter,
up from £543 million ($639 million) in Q4 2021.

* Barclays’ profits declined 4% YoY.
High interest rates fueled net interest income (NII):

* Lloydsreported NIl up 26% YoY to £3.6 billion ($4.2 billion).

* HSBC'’s NIl surged 41%, hitting $9.57 billion.

* NatWest’s NIl increased 10.2% to £2.9 billion ($3.4 billion) YoY.
* Barclays’ NIl came in at £5.9 billion ($6.9 billion), up 13%.

Some banks had one-off events:

" Barclaysis still dealing with impairments related to over-issuing securities in the US. Its
investment bank’s return on equity also fell to 6.4% for the quarter, down from 99% in Q4
2021.

* HSBC is dealing with pressure from major shareholder Ping An to divest its Asian operations.
It’s also considering a special dividend for shareholders after it sells its Canada banking
business later this year.

What’s happening in the UK?

" Cost-of-living crisis: UK citizens face near-record inflation. Consumers are asking their banks
for help to weather the storm, but many don't trust their bank will do anything. But there's
some hope UK inflation has peaked—January CPI was still at 10.1% YoY but fell for the third

consecutive quarter.

* Mini-budget mayhem: When former Prime Minister Liz Truss introduced sweeping tax cuts
funded by government borrowing, the pound plummeted, asset markets spiraled, and

INSIDER eMarketer

INTELLIGENCE Copyright © 2023, Insider Intelligence Inc. All rights reserved. Page 2


https://www.lloydsbankinggroup.com/assets/pdfs/investors/financial-performance/lloyds-banking-group-plc/2022/full-year/2022-lbg-fy-results.pdf
https://www.hsbc.com/investors/results-and-announcements
https://investors.natwestgroup.com/~/media/Files/R/RBS-IR-V2/results-center/17022023/nwg-announcement.pdf
https://home.barclays/content/dam/home-barclays/documents/investor-relations/ResultAnnouncements/2022FullYearResults/20230215-Barclays-Q422-Management-Speech.pdf
https://content-na1.emarketer.com/anxious-uk-banking-consumers-want-digital-budgeting-spending-tools
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/january2023#:~:text=The%20Consumer%20Prices%20Index%20(CPI,of%200.1%25%20in%20January%202022.

mortgage rates shot through the roof. Those effects are expected to last through much of
2023. Some forecasts predict the UK’s economy will shrink in 2023.

* Banks under fire: Despite calls for help from consumers, many UK banks are being criticized
for not passing the benefits of higher interest rates along to customers in the form of better

savings rates. But banks are holding out, largely because consumer debt repayment remains
healthy.

Activities Conducted by Adults in Great Britain
Because Their Cost of Living Has Increased,
May 2022

% of respondents

Spending less on nonessentials

Using less fuel such as gas/electricity in my home
51%

Cutting back on nonessential journeys in my vehicle
40%

Shopping around more
35%

Spending less on food shopping and essentials

35%

Using my savings
23%

Using credit more than usual (e.g,, credit cards, loans, or overdrafts)
13%

Other

| B3

None of these

Note: ages 16+

1%

Source: Office for Notional Statistics (ONS) - UK, "Public opinions and social trends, Great
Brifain: 27 April to 8 May 2022," May 13, 2022
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The bottom line: UK banks’ strong Q4 performance beat banks in other regions, but the
outlook in the UK contrasts sharply with the cautious optimism of banks in the US.

UK consumers are beginning to flounder under rising rates and inflation, and many will likely
turn to financial institutions that can help them save. UK banks will need to approach 2023
with customer compassion,—or risk losing their base to more generously paying neobanks.
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https://content-na1.emarketer.com/after-uk-incumbent-banks-stern-talking-to-neobanks-heeded-call-better-savings-rates
https://www.reuters.com/world/uk/uk-economy-shrink-2023-risks-lost-decade-cbi-2022-12-05/
https://content-na1.emarketer.com/banks-savings-rate-failures-could-give-neobanks-opportunity
https://www.bbc.com/news/business-64729549

Reasons for Opening a Neobank Account
According to US Mobile Banking Users, Sep 2021
% of respondents

Better rates for accounts (e.g., interest rate, savings rate)

53.4%

Mobile banking features and/or experience

48.2%

No fees

Ability to overdraft a set amount without a fee (e.g., up to $50)

481%

281%

Early access to paycheck
26.7%

Recommendation from someone | trust
26.7%

Consumer reviews or other third-party ratings
22.2%

Don't trust typical banks or credit unions
6.2%

Source: Insider Intelligence, “US Mobile Banking Emerging Features Benchmark 2021,” Dec
2021
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This article originally appeared in Insider Intelligence’s Banking Innovation Briefing—a daily
recap of top stories reshaping the banking industry. Subscribe to have more hard-hitting

takeaways delivered to your inbox daily.

" Areyouaclient? Click here to subscribe.

" Want to learn more about how you can benefit from our expert analysis? Click here.
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