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reported high levels of satisfaction with the quality of service, branch location and hours of operation.
However, the proportion of satisfied respondents falls to 64.1 percent when the questions concern
banking fees. Of the 35.9 percent of consumers who did not express satisfaction with banking fees,
three in five reported that banking fees are nonetheless fair.

Table 11: Consumer attitudes about their financial institution(s)

Financial | Banking | Service | Location | Hours of

institution fees quality operation
Very satisfied 51% 42.9% 57.1% 62.6% 55.5%
Somewhat satisfied 44% 21.2% 27.2% 14.9% 21.4%
Fair N/A 20.8% 8.4% 12.1% 13%
Somewhat 3.5% 8.4% 3.5% 4.6% 5.6%
dissatisfied
Very dissatisfied 1.5% 6.2% 3.6% 5.4% 4.1%
Not stated 0% 0.5% 0.2% 0.4% 0.4%
TOTAL 100% 100% 100% 100% 100%

Source: FCAC calculations, based on CFM’s “return to sample” data (2013)

Of course, this high consumer satisfaction level could be a product of consumers pursuing chequing
account plans that are optimally suited to their needs or of a general lack of awareness that better
options exist. To find out which one of those factors prevails, we need to know whether consumers are

willing to switch plans and change banks.

We found that approximately one in four Canadians had recently opened a new chequing account. The
“return to sample” survey (2013) asked consumers whether the new chequing account they had opened
was intended to replace their principal account; 24 percent of respondents reported that it was. The
data does not allow us to discern which consumers switched financial institutions when they changed
their principal accounts. The main reason given for switching accounts was to reduce service charges
(15.7 percent). Other frequently cited reasons were: (i) poor customer service or lack of satisfaction with
their financial institution, 14.6 percent; (ii) a change of residence or place of work, 12.2 percent; and

(iii) location, 9.8 percent. Of the 76 percent of Canadians who did not switch accounts, only 8.9 percent
indicated that they planned to switch accounts in the near future. Once again, the primary reason
provided by respondents was the high level of banking fees (33.7 percent). The desire to obtain a better
interest rate was the second most important reason given for the plan to switch accounts (21 percent).

4.6. Demand side: concluding remarks

From the perspective of consumers, the cost of the average chequing account plan is rising. Relative to
the rate of inflation as measured by the Consumer Price Index, total monthly fees associated with both
chequing account plans and per-transaction accounts (i.e., variable fees) increased by 4 percent overall
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in real terms from 2004 to 2012. However, if we focus only on plans with fixed monthly fees—which
represent about four in five of the chequing accounts held by Canadians—the average monthly fees that
consumers reported paying for their plan decreased by 5 percent in real terms from 2004 to 2012. Our
examination of the pattern of household expenditures on chequing accounts is consistent with the
trends observed on the demand and supply sides. Household expenditures on chequing plans increased,
but the rate of increase was moderate relative to the increases observed in average household income
between 2004 and 2012.
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5. Low-cost accounts: market trends and consumer demand

To ensure that the financial market does not create unacceptable obstacles to the acquisition of a basic
deposit account, in 2003 the Government of Canada signed memoranda of understanding with eight
banks whereby those institutions made a public commitment to provide Canadians with the option of
opening a low-cost account (LCA). This section analyzes LCA offerings from the perspective of
consumers. The aim is to explore whether the guidelines are still adequate to achieve the original goal of
providing Canadians with access to basic retail banking services for a reasonable monthly fee.

5.1. What are low-cost accounts?

LCAs are accounts that meet the specific guidelines of banks’ public commitments and are designed to
ensure that they respond to the basic banking needs of consumers, particularly economically
disadvantaged Canadians. FCAC supervises these public commitments. The accounts must offer the
following features:

e 8 to 15 debit transactions (including Internet and telephone banking) per month, at least two of
which can be in-branch transactions

e a maximum monthly fee of $4.00, commensurate with the number of authorized in-branch and
overall debit transactions (accounts that provide relatively few in-branch and overall
transactions must have a correspondingly low monthly fee)

e for extra debit transactions beyond the monthly limit, reasonable charges that are not out of
line with charges for “extra” debits on other fixed-fee accounts at the bank

e no charge for deposits

e adebit card included

e afree monthly statement or passbook record keeping

® and cheque writing privileges

5.2 How have low-cost accounts changed since 2003?

Our research has uncovered notable changes to LCAs over the last decade (see Table 12). With respect
to prices, Laurentian Bank, National Bank and BMO have increased the monthly fee on their low-cost
option by an average of 15 percent (typically from $3.50 to $4.00). More than one-third of the eight
participating banks (TD, RBC and HSBC) have reduced the maximum number of transactions allowed
with their LCA package, which should be considered an indirect monthly fee increase. These institutions
have reduced the monthly authorized transactions provided to LCA holders by 20 to 50 percent. This
reduction in transaction limits could increase the likelihood that consumers will incur variable fees.
Another important consideration is flexibility. LCA transactions are categorized as self-serve or in-
branch. Half of the LCAs offered now allow consumers to decide how many of their authorized
transactions will be performed in-branch.?? And the other half of the LCAs offered (Laurentian, National,

22 self-serve transactions are performed by consumers (e.g., withdrawals from automated bank machines, point-
of-sale debit purchases, or automate telephone banking). In-branch transactions (e.g., withdrawals, transfers, or
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Scotiabank, and TD) set strict limits on the number of authorized transactions that can be performed in-

branch, and of these banks only Scotiabank offers more in-branch transactions than the minimum of

two stipulated in the LCA guidelines. The lack of flexibility to choose between in-branch and self-serve

transactions could also increase the likelihood that consumers will incur variable fees for making more

in-branch transactions than authorized by their LCA.

Table 12: Low-cost accounts offered by federally regulated financial institutions

Institution
(account name)

2003

2013

Authorized transactions

Authorized transactions

Monthly In- Self- | Month In- Self-
fee Total | branch | serve | lyfee | Total | branch | serve
(BPI\:IaCZticaI) $3.50 10 Flexible $4.00 | 10 Flexible
(CElBC day) $4.00 10 Flexible $3.90 10 Flexible
veryday . .
HSBC .
(Performance) $4.00 12 4 12 $4.00 10 Flexible
Laurentian Bank
$295 | 68 2 6 6-8
(Transact a little) $3.50 2 6
National Bank
(Accessible) 2350 | 1012 | 2 10 | 395 | 1012 | 2 10
?DB \ to day) $4.00 15 Flexible s400 | 10 Flexible
ay to day : .
Scotiabank
(Basic) $3.95 12 4 12 $3.95 12 4 1
TD Canada Trust
(Minimum) $3.95 10 4 10 $3.95 8 2 8

Source: FCAC data

5.3 The emergence of close substitutes for low-cost accounts
Some financial institutions offer account packages with features that fit within the parameters of the

LCA guidelines, even though the institutions have not signed an LCA memorandum of understanding

with the federal government. We define “close substitutes” as chequing account plans with monthly

fees of $5.00 or less and service features that are reasonably comparable to those offered with LCAs.

bill payments) are performed by employees or representatives of a financial institution, either in a branch or while
speaking to a live customer service agent over the telephone.
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Table 13: Close substitutes for low-cost accounts

2003 2013
Authorized transactions Authorized transactions
Monthl Monthl In-
Y In-branch | Self-serve Y Self-serve
fee fee branch
Alterna Savings* $5.00 20 $4.00 20
(Basic)
Desjardins
$2.00 0 7 $2.95 0 7
(Economy)
Desjardins $3.50 12 $3.95 12
(Economy Plus)
President’s Choice Financial
0.00 0 imi 0.00 0 imi
(No Fee Bank Account) S Unlimited S Unlimited
- . ancelle
Vancity $4.00 12 Cancelled
(Basic)**
Affinity Credit Union $4.00 10
(CU-PAC 10) '
Affinity Credit Union Not available
(e-PAC 25) $5.00 0 25
ATB Financial
3.95 0
(Basic) 2 15
Canadian Western Bank
4.00 8
(Standard) 2
Coast Capital Savings $0.00 Unlimited
(Free Chequing, Debit & More) '
ING Direct $S0.00 0 ..
(THRIVE) Unlimited
Meridian
. 1
(Convenience) »5.00 >

Source: FCAC Data

* Bill payments via banking machine are not available.

** In March 2013, Vancity still offered its “Basic” plan to customers but has since cancelled it. According to Vancity customer
services representatives, the plan was cancelled because of lack of consumer interest. Customers are now directed to
Vancity’s “E-Package,” for which the monthly fee ($7.00) exceeds the parameters of our definition of close substitute plans.

In 2013, there were no LCA packages offering the 15-transaction maximum stipulated in the guidelines,
but a number of close substitute account packages meet or exceed this threshold.

Approximately half of the close substitutes offered distinguish between self-serve and in-branch
transactions, while the other half give customers the flexibility to choose how they will conduct their
allowance of monthly transactions. It is important to note that none of the close substitutes that
distinguish between in-branch and self-serve transactions offer consumers a monthly allowance of in-
branch transactions. As illustrated in Table 13, the cost of the majority of close substitute accounts
meets the $4.00 maximum monthly fee provided by the LCA guidelines. Some institutions (e.g.,
President’s Choice Financial, ING Direct) also offer close substitutes in the form of no-fee electronic
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banking packages, which provide unlimited self-serve transactions free of charge. The no-fee electronic
accounts have emerged as attractive substitutes to the LCAs for consumers who primarily bank online.

In sum, close substitutes have emerged as an option that can be advantageous for many consumers,
given the higher number of allowable transactions, flexibility to choose the transaction method, and
lower prices. Although the monthly fees on LCAs have risen slightly, they remain within the $4.00
threshold set out in the original guidelines. At the same time, indirect charges have increased on more
than half of the eight LCAs as a result of reductions in the number of authorized transactions provided
by these plans. It also appears that the provision of in-branch transactions is an important driver of
monthly fees for LCAs. Most of the close substitutes with the highest transaction limits do not offer any
in-branch transactions. As this review shows, there are marked differences in the costs and other
features (e.g., number of allowed transactions) between LCAs and the e-banking options, which permit
only self-serve transactions. Because Canadians are among the most “connected” consumers in the
developed world (Chinn & Fairlie, 2007; OECD, 2013; World Bank, 2013), it may be inferred that the
additional costs associated with in-branch transactions may outweigh the value of that feature for many
financial consumers. In turn, this may have undermined the relative value proposition of low-cost
accounts compared to their close substitutes. In the next section, we examine the extent to which the
popularity and use of low-cost accounts have varied in recent years.

5.4. Trends in consumer demand for low-cost accounts

To assess the extent to which LCAs continue to meet the banking needs of Canadians, it is crucial to
learn how the demand for LCAs has evolved over time. For this purpose, we analyzed the trends in the
proportion of households using LCAs. We found that the proportion of banked households holding LCAs
was remarkably stable, at approximately 19 percent from 2008 to 2012 (see Table 14).2 The number of
LCA users increased by 5 percent over the same period, roughly parallel with the overall rise in the
banked population.

The CFM data is not designed specifically for this kind of analysis because the survey does not include
any explicit question about the LCAs. However, the CFM results include variables that indicate the name
of the financial institution and the dollar range of the monthly fee. From this data, we were able to infer
that chequing accounts are LCAs when the reported monthly fees are in the $1.00-$5.00 range and the
account is with a financial institution that has signed the memoranda of understanding public
commitment. However, this means that the figures reported here do not necessarily reflect the exact
evolution in the demand for LCAs; instead, they offer an approximation of the trend.

To validate our findings, we asked the six largest banks that signed memoranda of understanding to
provide FCAC with the historical variations in the number of LCAs, using an index base of 100 in
2008. Table 15 presents our analysis of the data we received from the banks. While the CFM surveys
show a moderate 7-percent increase in the number of LCAs between 2008 and 2012, the figures
obtained directly from the banks reveal an impressive 29 percent increase in LCA ownership over the

23 CFM survey results do not allow us to estimate the proportion of households that held LCAs before 2008.
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same period. Given that LCA holders are not necessarily well covered by CFM surveys, it is important to

consider the strong upward trend illustrated in the figures provided by banks.

Table 14: Household ownership of low-cost accounts

2008 2010 2012
Yes 2,445,274 2,460,589 2,568,726
(19.2%)* (18.7%) (19%)
10,300,489 10,681,026 10,961,826
No (80.8%) (81.3%) (81%)
All banked 12,745,763 13,141,615 13,530,552
households (100%) (100%) (100%)

Source: FCAC calculations, using CFM data
* Values in parentheses indicate the proportion of the banked population.

Since their introduction, demand for LCAs has been robust. The number of LCAs held with the six largest
banks increased by 78 percent from 2004 to 2012. During the same period, the banked population
increased by only 15 percent. This suggests that over the last eight years, LCAs have attracted more
customers than there were new entrants to the banked population. In other words, the upward trend of
LCA ownership is significant even when the overall growth in the banked population is taken into
consideration. Some consumers increased the number of chequing accounts they held by opening an
LCA, while others replaced their traditional banking package with an LCA.

Table 15: Evolution in the number of low-cost accounts

Data source 2004 2006 2008 2010 2012
Number of CFM N/A* N/A* 100 101 107
accounts
(index base of | Six largest banks** 73 85 100 117 129
100 for 2008)
Size of the banked population 92 95 100 103 106
(index base of 100 for 2008)

Source: FCAC calculations based on data provided by CFM and financial institutions.
* CFM data does not allow us to estimate the number of LCAs before 2008.
** TD Canada Trust, RBC, Scotiabank, BMO, CIBC, and National Bank.

5.5. Consumer awareness of low-cost accounts

In a 2013 survey commissioned by FCAC about chequing account ownership, fee structure and attitudes
toward financial institutions, Ipsos Reid asked respondents two specific questions about LCAs. The
guestions were related to consumers’ satisfaction with their chequing accounts.

First, an LCA was defined for respondents as “a chequing account that charges a low monthly service fee
for some basic account features (usually with 10 to 12 transactions per month).” Respondents were
then asked whether anyone in their household owned an LCA with any Canadian financial institution.
Only 9.4 percent of banked households reported holding LCAs, after weighting to compensate for over-
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and under-sampling. This estimate is once again much lower than what would be expected based on the
number of LCAs reported by the six largest banks. The proportion is even lower than the 19-percent
estimate from the 2012 CFM survey, which is also understated. This could mean that as many as one in
two holders of LCAs are not aware that they have a chequing account plan from this category.

Table 16: Consumers’ reasons for not holding an LCA

Why has no one from your household considered a low-cost Percent
account?

Satisfied with what I have / No need 32.0
Already have low- or no-fee accounts 26.9
Not aware of the availability of LCAs 16.3
Doesn't meet my needs 4.0
Other 16,9
Not stated 3.9
Total banked households reported not holding an LCA 100

Source: FCAC calculations, based on CFM'’s “return to sample” data (2013)

We then attempted to examine the reasons why most households choose not to hold LCAs. While lack
of awareness was mentioned as a key factor in the decision-making process for approximately

16 percent of respondents, it is not the most important factor that emerged (see Table 16). More than
one quarter of respondents indicated that they were “already paying low monthly fees.”

5.6. Conclusion

Our analysis finds sufficient cause to favour a review of the LCA guidelines. While demand is strong and
the fees have remained within the guidelines set out in the original memoranda of understanding, the
maximum number of transactions allowed with LCAs has been static or falling. Generally, we have
observed rising transaction limits and falling per transaction costs with chequing plans across the rest of
the Canadian market. The transaction limit reductions for LCAs are the equivalent of an indirect fee
increase. The LCA guidelines stipulate the authorization of 8-15 self-serve transactions, but none of the
LCAs offered reach the high-end of 15 and only one LCA authorizes more than 10 self-serve transactions.
At the same time, close substitute accounts have emerged and many offer more transactions, especially
self-serve transactions, for comparable or even lower monthly fees. The relatively low transaction limits
associated with LCAs are important because of the increases observed in the variable fees assessed on
transactions that exceed the number authorized by consumer’s plans (see Sections 3.5 and 4.5). Taken
together these findings prompt us to conclude that a review of the LCA guidelines may be warranted to
ensure that they continue to meet the objective of providing Canadians with the opportunity to acquire
basic banking services for a reasonable monthly fee.
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6. Conclusion

During the past decade, banking fees rose but the increases were relatively moderate. The price of some
of the more basic chequing account packages actually fell relative to inflation, while there were more
substantial increases in the prices of intermediate plans. In general, financial institutions have increased
the maximum number of transactions covered by each plan, leading to decreases in the average price
per transaction. Because the main purpose of chequing accounts is to facilitate secure and convenient
transactions, it is certainly significant that per-transaction prices are falling. At the same time, it is
important to recognize that consumers who can afford premium chequing account packages pay less
than half as much per transaction as consumers who have low-cost plans.

From the demand-side perspective, in real terms households paid 5 percent more overall in fees on their
chequing accounts in 2012 than they did in 2004. Since 2005, the minimum balance that consumers
must maintain in their chequing accounts to have their monthly fees waived has risen considerably. To
date, the increases have not translated into higher indirect fees. In fact, indirect fees have decreased.
This is because the opportunity costs associated with minimum balances are tied to prevailing interest
rates and household debt levels. Interest rates have fallen to historical lows. Household expenditures on
chequing accounts grew by approximately 8 percent in nominal terms, while average annual household
income grew by 22 percent over the same period. It is worth noting the importance of rising variable
fees, which are applied to transactions not covered by consumers’ chequing account plans. The price of
variable fees is rising much faster than the monthly fees levied on plans. Between 2005 and 2013, the
average price of variable fees increased by 46 percent in nominal terms. This finding highlights the need
to educate consumers about the relatively high cost of variable fees, as well as how they can keep their
variable fees to a minimum by selecting suitable plans.

Competitive financial markets require informed consumers who choose products and services that fit
their needs. Our research found that Canadian consumers were generally reluctant to change their
chequing account plan. Less than one quarter of consumers reported that they had changed their
primary chequing account package during the previous five years. When we inquired into why
consumers were loyal to their current bank, we found that the overwhelming majority of consumers
(95 percent) were satisfied with their financial institution. More than one third of consumers surveyed
reported that they were not satisfied with their banking fees, but three in five of these consumers
nevertheless regarded their banking fees as fair or reasonable. In sum, to make the market for financial
products and services more efficient, consumers ought to have access to more information about
opportunities to acquire new and different products that might better suit their needs and wants. FCAC
provides consumers with a banking package selector tool that helps them to select the best chequing

account package for their banking needs. Since these kinds of tools are vital to enhancing the efficiency
of the financial market, more resources should be invested in promoting and raising awareness about
them.

Our analysis of the evolution of low-cost accounts led us to conclude that a review the guidelines may
be warranted. The Government of Canada encouraged banks to publicly commit to providing LCAs in
order to ensure that financial consumers could acquire access to basic banking services at a nominal


http://itools-ioutils.fcac-acfc.gc.ca/eng/resources/toolCalculator/Banking/BankingPackage/BanStep1-eng.asp
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cost. Since the introduction of LCAs in 2003, a series of chequing account plans that we defined as close
substitutes have emerged. Most offer more generous transaction limits for comparable monthly fees. At
the same time, the transaction limits authorized by LCAs have been static or falling. This is important
because the fees associated with transactions that exceed or are not authorized by monthly plans have
been growing rapidly. It is therefore advisable to conduct a review of LCAs to assess the adequacy of the
guidelines.

Our research has underlined several issues that should be addressed in the interest of future research
on the evolution of banking fees. First, there is a need for new and more extensive research on the
structure and competitiveness of the banking sector in Canada, informed by the most current economic
theories (e.g., efficiency-structure hypothesis). This project investigated trends in prices and costs, but it
necessarily relied on dated information about the structure of the market that produced the trends.
Given the stability of the banking sector in Canada, our way of proceeding was justifiable in this
instance. However, the most recent research is now based on data sets that are nearly seven years old.

Second, comparative analysis would help us to better appreciate the trends observed in Canada. While
only moderate increases were observed here, it is possible that banking fees in Canada were already
high relative to our trading partners in 2003-04. It would be particularly beneficial to examine markets
in which the banking sector is less concentrated, such as the United States; but it would also be useful to
examine markets that are regarded as more competitive, such as the Netherlands.

Third, there is a need for research of greater scale and scope into household expenditures on banking
fees. The analysis of fees from the perspective of consumers is one of the more important contributions
made in this paper. Generally speaking, academic research ignores the question of banking fees because
of inadequate micro-raw data about what consumers actually pay. To address this gap, we used the
Canadian Financial Monitor survey. However, while Ipsos Reid strives to build a representative sample,
the 12,000 respondents surveyed are still drawn from a pool of only 30,000 consumers. Economically
disadvantaged consumers who are less likely to have landlines or Internet connections are probably
poorly represented in the CFM. More surveys should be conducted to acquire more information about
the fees consumers pay. This would enable us to improve our understanding of the demand side.

Finally, it is important to expand our analysis in future studies. The definition of banking fees should be
expanded beyond the present focus on the monthly fees associated with chequing account plans. Given
that there are financial institutions offering no-fee chequing account plans, it is possible that these
packages can serve as a kind of “loss leader” designed to bring in customers who will purchase more
profitable products and services. It is clear that variable fees deserve greater attention. A recent white
paper drafted by the U.S. Consumer Financial Protection Bureau, for example, has highlighted concerns
related to rising overdraft fees. Although only a small segment of the population incurs overdraft
charges, the fees are sufficiently high to constitute a significant share of banking sector revenue and to
cause serious financial harm to the consumers who tend to pay overdraft penalties on occasion
(Consumer Financial Protection Bureau, 2013). Non-sufficient funds charges have also been on the rise
recently in Canada. More research is needed to assess the trends associated with these and other types
of banking fees.
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Section 4: Demand-side
Table A5: Distribution of banked households, by account type (fee-based and no-fee chequing
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accounts)
| 2004 | 2006 | 2010 | 2012
Banked households that did not incur any direct fees
Free account 2,970,215 3,068,739 3,459,643 | 3,515,084
(25.4%)* (25.4%) (26.3%) (26.0%)
Minimum balance account 1,038,537 1,037,162 874,668 969,814
(8.9%) (8.6%) (6.7%) (7.2%)
Total number of households that did not pay 4,008,752 4,105,901 4,334,311 4,484,898
direct fees (34.3%) (34.0%) (33.0%) (33.1%)
Banked households that incurred direct fees
Fee-based accounts / Missed minimum 7,690,914 7,986,993 8,807,304 9,045,654
balance (65.7%) (66.0%) (67.0%) (66.9%)
Banked households
Total number of banked households 11,699,666 12,092,894 | 13,141,615 | 13,530,552
(100%) (100%) (100%) (100%)
Source: FCAC calculations, using CFM data
*Values in parentheses indicate the proportion of the banked population in the pertinent year.
Table A6: Evolution of average monthly fees, by quartile
2004 2006 2010 2012
Average for 1st quartile $3.79 $4.11 $3.66 $3.60
Households (100)* (110) (97) (95)
Average for 2nd quartile $6.24 $6.94 $6.96 $7.20
Households (100) (111) (112) (115)
Average for 3rd quartile $9.71 $10.40 $11.41 $11.80
Households (100) (107) (117) (122)
Average for 4th quartile $17.80 $18.11 $18.67 $19.06
Households (100) (102) (105) (107)
Consumer Price Index, base 100 in 2004
Consumer Price Index** | 100 | 104 | 111 | 116

Source: FCAC estimations, using CFM data

*Values in parentheses indicate the ratio of the current value to its level in 2004.
** Statistics Canada, CANSIM, Table 326-0021






