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Open Banking1 enables authorised Third Party Providers2 (TPPs) 
to aggregate account information and initiate payments on behalf 
of retail banking customers. These capabilities could in turn be 
applied to enable customers to move funds more easily around 
the banking system, and (increasingly) out of it.

Change will not happen overnight, but as the adoption of Open 
Banking capabilities becomes more widespread, banks will need 
to consider how to counter the potentially adverse effects on 
their liquidity. Possible responses include product innovation, or 
changes to treasury management and funding strategies. Banks’ 
revenues and business strategies could also be affected, and 
even the free-if-in-credit banking business model.

The disruptive possibilities of  
Open Banking

Historically, retail deposits have been considered ‘sticky’ – that 
is, unlikely to move frequently or quickly out of a bank account or 
around the banking system. A customer has typically remained 
with a particular bank for many years, and has tended to leave 
‘surplus’ funds in lowly-remunerated transaction accounts, 
providing a cheap and stable source of funding for banks.

1 Made possible across the EU by the revised Payment Services Directive (PSD2).
2 TTPs could include FinTech start-ups, corporates, or banks.
3 At present, PSD2 and Open Banking apply to payments accounts only (e.g. current accounts, credit cards and e-money accounts). However, it is important to note that the regulatory definition of payment accounts relies on the ability of the 

user to make payments from that account to third parties, and that as such some (but not all) ‘savings’ accounts may also technically be ‘payment’ accounts. At present, Open Banking does not require banks to include (non-payment) savings 
accounts within the framework, implying that the incorporation of savings accounts data and functionality is possible only where facilitated by banks voluntarily. In the longer-term we think it is likely that all savings accounts will be brought 
within the framework.

4 See FCA report: https://www.fca.org.uk/publication/multi-firm-reviews/strategic-review-retail-banking-business-models-final-report.pdf
5 See FCA report: https://www.fca.org.uk/publication/multi-firm-reviews/strategic-review-retail-banking-business-models-progress-report.pdf
6 Of the possibilities presented, only the first is fully enabled by the current provisions of PSD2.
7 Processing of personal data and customer profiling will be subject to the requirements of the General Data Protection Regulation (GDPR).
8 Some firms already provide services along these lines, but the processes are not as integrated from a regulatory or technological perspective as we envisage could be the case in future.

By design, PSD2 encourages greater movement – less stickiness 
– of deposits. Crucially, PSD2 enables TPPs to aggregate payment 
transactions data from multiple accounts3 across different 
banks into a single view so that a customer can manage all of 
their accounts from one place. TPPs can also initiate payments 
on a customer’s behalf, reducing the need for the customer to 
separately log into multiple accounts in order to make transfers.

Currently total UK retail bank balances across deposits and 
savings accounts are in the region of £1.5 trillion4, of which the 
majority is in ‘on demand’ accounts, with somewhere between 
20% and 25% of these balances sitting in current accounts5. This 
suggests that the impact of Open Banking could be felt in relation 
to several hundreds of billions of pounds-worth of deposits in the 
UK alone.

In time, it seems reasonable to expect that the principles of Open 
Banking might be extended to investment or insurance products, 
blurring the boundaries between different sectors of the financial 
system; and that the regulation might be amended to reduce 
frictions in the payments process further. Considering both its 
current form and these possible future developments, there are 
several dimensions along which Open Banking might change the 
behaviour of customers6:

Customers will be able to optimise their balances 
more easily: Open Banking will make it easier 
for customers to manage their funds, including 
by transferring surplus funds with ease to more 
productive (higher rate of return) accounts or 
investments or to avoid overdraft fees.

Automation will accentuate the ease of transfers: 
Innovative uses of technology could be combined 
with Open Banking capabilities to reduce the need for 
customer intervention. For example, balance transfers 
could be automated according to pre-determined 
rules, such as a daily automated sweep across 
accounts. Through instant payments, funds transfers 
between accounts could happen in real-time according 
to customers’ spending behaviour.

Artificial intelligence (AI) and robo-advice tools will 
encourage customers to move funds out of the 
banking system: AI applications could be deployed 
to analyse customer behaviour and pre-emptively 
optimise their balances, or prompt customers to do 
so7. AI could also scan the market for new investment 
and insurance products and make recommendations 
to customers.8 

Open Banking could have important implications for bank liquidity. Although the size, scale and timing of the impact are 
uncertain, the potential for major disruption is clear.
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Overdrafts provide an example of how these developments 
could disrupt banks’ existing revenue streams. The Financial 
Conduct Authority (FCA) estimated fees from overdrafts in 
the UK to be around £2.3bn in 2016, of which 30% was from 
unarranged overdraft fees and charges.9 Through Open Banking, 
customers will in future find it easier to avoid overdraft fees 
by manually or automatically transferring funds from another 
account, or by anticipating payment or spending patterns that 
might make them go overdrawn.

Open Banking, and liquidity and funding 
regulation

Banks in general rely on a stock of sticky deposits for the 
management of liquidity risk. The key regulatory requirements 
for liquidity and funding are the Net Stable Funding Ratio (NSFR), 
and the Liquidity Coverage Ratio (LCR). The NSFR requires banks 
to have a certain amount of funding made up of stable, long-term 
sources, with preference given in the calculation of the ratio to 
longer-term funding and historically stickier types of deposits. 
The LCR requires banks to have enough high quality liquid assets 
on their balance sheets to cover the possibility of a short-term 
liquidity stress, and stickier deposit types are treated more 
favourably in the calibration of the stress scenario than those 
perceived as ‘flightier’.

Standard setters, including the Basel Committee on Banking 
Supervision (BCBS) and the European Banking Authority (EBA)10, 
have recognised that these assumptions of stickiness could be 
undermined by Open Banking. If account transfers become more 
frequent, stocks of ‘idle’ funds left in transactional accounts will 
be lower and their stickiness will be lessened, thus reducing or 
removing entirely deposits as a source of stable funding.

9 See FCA consultation paper: https://www.fca.org.uk/publication/consultation/cp18-13.pdf
10 See BCBS report: https://www.bis.org/bcbs/publ/d431.pdf and EBA report: https://eba.europa.eu/documents/10180/1919160/EBA+FinTech+Roadmap.pdf
11 The conditions under which retail deposits attract higher outflow rates are set out in Article 25 of the European Commission’s delegated regulation on the LCR, https://eur-lex.europa.eu/legal-content/EN/TXT/

PDF/?uri=CELEX:32015R0061&from=EN
12 See CGFS report: https://www.bis.org/publ/cgfs60.pdf

There are several ways in which the implications of Open 
Banking that we have identified could play through to regulatory 
requirements for liquidity and funding:

If customers on average shift funds away from current 
accounts, banks could end up with lower average 
balances in the more stable deposit types, and 
higher balances in less stable types. This may be 
the case, for example, if depositors shift funds from 
current accounts to account types deemed higher risk 
under the LCR, such as high interest rate accounts that 
can only be accessed online11. For the same value of 
deposits, a bank would then be required to maintain a 
higher level of liquid assets in order to meet the same 
ratio – and as a consequence, would hold more (low-
yielding) liquid assets.

If a bank cannot compete on rates, it may lose 
depositors to rivals at an accelerated pace. Banks 
suffering large reductions in deposit funding would 
need to compensate for this funding gap through 
other means – such as wholesale funding, which is 
treated less favourably in the calculation of the LCR.

If the Open Banking model is extended to include 
investment and insurance products, the banking 
system as a whole may lose funds, altering the 
aggregate funding position of the sector. This would 
run against the post-crisis trend that has seen banks 
increase their reliance on deposit funding relative 
to (short-term) wholesale financing, and lower their 
loan-to-deposit ratios,12which might be a concern for 
supervisors and macro prudential authorities.

It is too early for regulators to revisit liquidity regulations on the 
basis of the arguments set out here, given that the scale and 
speed of the impact of Open Banking remains uncertain. We do 
however expect regulators to remain vigilant, and to balance 
their support for innovation against the need to ensure that the 
regulatory framework remains fit for purpose. In the longer-term, 
one possibility is that regulators opt to revisit the calibration of 
the LCR, to reflect the changing nature of ‘stable’ deposits.

How can industry respond?

Most banks intend to embrace Open Banking and use it to drive 
new business strategies in the ongoing pivot towards digital 
banking models. That said, so far only a few of them have been 
able to articulate what that would mean in practice. As banks 
develop concrete strategic responses, it is important they 
consider the challenges for liquidity and revenues alongside 
examining their customer offering.

It remains to be seen whether banks will be able to re-engineer 
stickiness of deposits – for example, through product innovation 
or pricing, or by increasing differentiation through customer 
service or product personalisation – or if they will instead have 
to adapt their funding strategies (and the business model that 
they fund). It is certainly not the case though that banks need 
to accept a secular loss of deposit funding, and the best-placed 
banks may even find opportunities to win new business. The 
number of Open Banking services provided by the incumbents is 
already steadily increasing, with several major high street banks 
having launched apps in the past year that enable customers to 
see accounts from multiple other providers.
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With more non-bank actors and greater potential for deposits 
to move, the challenge of modelling the impact of strategic 
responses across these scenarios will be more complex. 

Several important questions remain unanswered. For instance, 
what will the new equilibrium price be, and what will that imply 
for the funding advantage that the large players currently enjoy? 
How should banks balance the different response mechanisms 
available, such as price versus product and technological 
innovation? What capabilities will be required to optimise liquidity 
and funding in a world in which customers’ decisions about how 
to allocate their savings are far more automated?

Technological diffusion and the path ahead

We are still in the early days of adoption, and the uptake of Open 
Banking in the UK has so far been (in the Bank of England’s 
words) ‘modest’. A key question is therefore how quickly Open 
Banking will proliferate after the slow start – what are the 
preconditions for that proliferation, and what is the likelihood of 
those preconditions being met in the near term?

Several potential obstacles may slow progress. One is the simple 
fact that public adoption of new products and services, especially 
if underpinned by new technologies, takes time. To illustrate, 
in the UK it has taken 10 years for the penetration of internet 
banking to double to 70% of the population from 35% in 2008.13 
How well new technologies operate in practice is also important. 
Open Banking faces a number of technical hurdles, particularly 
around the performance and interoperability of banks’ APIs, 
which has created challenges for product developers in the early 
stages of implementation.14 

13 See ONS bulletin: https://www.ons.gov.uk/peoplepopulationandcommunity/householdcharacteristics/homeinternetandsocialmediausage/bulletins/internetaccesshouseholdsandindividuals/2018#toc
14 To address this, at least in part, the UK introduced an additional requirement for the nine largest banks to develop communication APIs standards to facilitate these payment initiation and account aggregation services.

Finally, Open Banking relies on a degree of (albeit highly 
regulated) openness and trust with respect to sharing personal 
financial data, and given that consumer trust in corporates’ 
handling of such data has been damaged in recent years, 
this may act as a drag on uptake. Regulatory requirements 
concerning conduct of business (for instance in relation to 
opening new accounts) may also act as a brake on the extension 
of the framework.

In short, the broad diffusion of Open Banking depends on more 
than the technology and regulatory framework that facilitate it. 

Answers to the questions posed above – which we will address 
in future analysis – will determine how quickly new providers and 
services are able to achieve a high degree of market penetration, 
and in turn inform the timing and extent of mitigating actions 
that incumbent banks will need to take to maintain their 
competitive position.
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assist financial institutions manage the complexity and convergence of rapidly increasing new regulation. 
With regional hubs in the Americas, Asia Pacific and EMEA, the Centre combines the strength of Deloitte’s 
regional and international network of experienced risk, regulatory, and industry professionals – including a 
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