Credit and low-income
consumers
A demand-side perspective on the issues for
consumer protection

Anna Ellison, Claire Whyley, Rob Forster and Paul A. Jones

policis
Foundation

Further information
This report and a summary version are available in print and as a pdf from Friends Provident
Foundation, Pixham End, Dorking, Surrey, RH4 1QA (foundation.enquiries@
friendsprovident.co.uk and www.friendsprovidentfoundation.org).
Published 2011 by
Friends Provident Foundation
Pixham End
Dorking
Surrey
RH4 1QA
© Policis, 2011
ISBN 978-1-906249-95-3 (pbk) ISBN 978-1-906249-96-0 (pdf )
All rights reserved. Reproduction of this report by photocopying or electronic means for
non-commercial purposes is permitted. Otherwise, no part of this report may be reproduced,
adapted, stored in a retrieval system or transmitted by any means, electronic, mechanical,
photocopying, or otherwise without the prior written permission of Friends Provident
Foundation.
Friends Provident Foundation is a grant-making charity working to create the conditions
throughout the UK for improved access to appropriate financial services for those who are
currently excluded, particularly those on low incomes or otherwise vulnerable to market
failure. It particularly wants to encourage thinking that deals with the causes of the problem.
Established as part of the demutualisation of Friends Provident Life Office in 2001 and the
flotation of Friends Provident plc, it is independent and has its own board of Trustees.
www.friendsprovidentfoundation.org
Policis is a social and economic research consultancy focused on evidence-based policy and
service development and working for a wide range of central government departments,
local authorities, charities and community and voluntary organisations, in the UK and
internationally. Policis has worked extensively on consumer protection and regulatory issues
in financial services markets and has particular expertise around low-income consumers, credit
and debt and financial exclusion. www.policis.com
The Research Unit for Financial Inclusion at Liverpool John Moores University
undertakes academic, action and evaluative research in a wide range of areas related to poverty,
financial exclusion and the development of financial services for lower income households.
www.ljmu.ac.uk/HEA/financialinclusion/
Editorial and design by Magenta Publishing Ltd (www.magentapublishing.com)
Printed in the UK by Hobbs the Printers Ltd.

Contents
Acknowledgements

5

Executive summary

6

1

2

3

4

5

6

Policy background, research aims and methods

13

Policy background

13

Research aims

15

Research methods

15

Demand for credit among low-income households

16

The scale of demand for credit among low-income households

16

Drivers of demand for credit among low-income households

18

The low-income credit market and its products

22

The products

22

Patterns of low-income credit use

26

Patterns of low-income credit use

27

A segmentation of low-income credit users

32

The dynamics of credit choice

41

Financial pressure, frequency of credit use and use of borrowed funds

41

Access to different credit product types

44

Patterns of account management and credit choices

46

Non-standard products and fit with needs

50

The drivers of cost and detriment for low-income credit users

55

The real cost to the consumer of different credit product types

56

The risk of unmanageable debt and financial distress

78

7

8

Social and not-for-profit lending

85

The policy and development background

86

The Social Fund

88

Not-for-profit credit union and CDFI lending

89

Going forward

96

Conclusions and recommendations

98

Conclusions

98

Recommendations

100

Notes

103

Bibliography

110

4

Acknowledgements
The research team would like to thank Danielle Walker Palmour for her support and advice in
the development of this study and Friends Provident Foundation for funding the project.
We would like to thank also the various members of the advisory board for their wise counsel
and the many other commentators and stakeholders who gave generously of their time in the
development of this study.

Advisory board
Helen Bache, Department for Work and Pensions
Ben Coates, Department for Business Innovation and Skills
John Cray, Department for Work and Pensions
Sharon Collard, Personal Finance Research Unit, Bristol University
Sarah Forster, Big Issue Invest
Matt Harris, HM Treasury
Peter Hill, Office of Fair Trading
Peter Lovitt, Department for Business Innovation and Skills
Louise Marfany, Office of Fair Trading
Faith Reynolds, Clore Fellow
Nigel Tonks, HM Treasury
Danielle Walker Palmour, Friends Provident Foundation

5

Executive summary
Policy background
Low-income households are among the most vulnerable to problem debt and difficulties
arising from the use of credit. They have been a key focus of policy on credit over the
last decade and of the various reviews of the credit market and regulatory regime being
undertaken by the current Government. This report aims to bring a consumer perspective,
an understanding of the dynamics of the demand landscape and a robust evidence base to the
public and regulatory debate.

Demand for credit among low-income households
The demand for credit is perennial and inelastic and unlikely to go away
any time soon
Credit use is entrenched in the reality of life on a low income,1 and for many it is the only
way of managing cash flow and funding major purchases. Almost seven in ten (69 per cent)
low-income households, comprising 10.55 million individuals, are credit users. Of these, 10
million (66 per cent) use commercial credit and 0.5 million (3 per cent) only use social credit.2
Credit use is driven by a lack of savings safety nets, and competing pressures on budgets
that are too tight to manage peaks of expenditure, unanticipated events or the purchase of
expensive essentials. Two-thirds (68 per cent) of low-income households have no savings, rising
to three-quarters (78 per cent) of those in the lowest income quintile. Only one in six are
able to save sufficient amounts to preclude the use of credit (saving more than £300). Seven
in ten low-income households would find it difficult or impossible to raise £200–£300 in an
emergency.
It is clear that credit meets a constant and often pressing need. It is equally clear, however,
that the benefits and risks of credit use are finely balanced. Credit use adds to the stress on
household budgets, reduces disposable income and increases the risk of financial distress and
breakdown.

The low-income credit market and its products
The big supply-side trend is the expansion of overdrafts and revolving credit to
those on low incomes
The major trend in credit provision to those on low incomes in recent years has been the
expansion of access to mainstream overdrafts and to revolving credit via credit cards, now the
leading sources of credit even for those on the lowest incomes. Overdrafts are used by 3.3
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million low-income borrowers as a credit facility, with a further 1 million becoming overdrawn
inadvertently in the course of using a bank account. Credit cards are used by 3.1 million lowincome borrowers. Benefit-dependent households now represent 24 per cent of low-income
credit cardholders.3
Home credit, the traditional high-cost product, is now used by 2.4 million individuals, 2.2
million of whom are low-income users (i.e. 90 per cent of customers are in the lowest 50 per
cent of household incomes), 14 per cent of the low-income population. Recent years have seen
the emergence of new non-standard lending models including payday lending, rent-to-own
(e.g. BrightHouse) and sale and buy-back (e.g. Cash Converters). Payday lending is now used
by 6 per cent of those on low incomes, and by 1.3 million individuals overall, with only 70
per cent of users being on low incomes. None of the other non-standard lending models are
used by more than 3 per cent of the low-income population.

Patterns of low-income credit use
The profile of users in the two largest non-standard sectors, home credit and payday loans, is
very different. Some 42 per cent of home credit users are benefit-dependent while only 3 per
cent of payday loan users are, reflecting the requirement of payday lenders that borrowers are
banked and in work.
There is a high degree of crossover between mainstream and non-standard lending, with 58
per cent of non-standard lending users also using mainstream products.4
Nonetheless, a significant minority of non-standard credit users are highly constrained in their
credit options. Some 25 per cent of home credit users and 23 per cent of payday users have no
other credit options.
Credit supply to low-income households has shrunk following the financial crisis, with refusals
highest for those on the lowest incomes and non-standard borrowers. Some 1.1 million have
needed to borrow and been unable to in the last two years. One in twenty (5 per cent) of those
who have been refused credit have turned to illegal loan sharks.
The illegal lending sector is used by 3 per cent of low-income households, some 0.3 million,
rising to 6 per cent in the most deprived communities. It is concentrated among those without
access to legitimate credit. Recent growth in illegal lending is ascribed to the shrinking supply
of non-standard credit in deprived communities by 52 per cent of people living in deprived
areas who are aware of illegal lending in their community.
Despite the expansion of the social lending sector, stimulated by the Growth Fund and
increased subsidised lending to those on low incomes, social lending by credit unions and
community developement finance institutions (CDFIs) is used by just 2 per cent of lowincome households.
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The dynamics of credit choice
The expansion of revolving and overdraft credit has meant that behaviour-driven
costs increasingly shape the cost of credit for those on low incomes
In understanding low-income consumers’ credit choices, it is important to distinguish
between the initial price of credit (as measured by the APR) and the actual cost of credit to the
consumer. On mainstream credit products additional costs, over and above the APR charged,
arise from behaviour-related factors such as penalty charges for missed payments or failed
direct debits, over-limit fees on overdrafts and raising cash or making extended minimum
payments on credit cards.5 For some non-standard products such as payday loans and home
credit, these costs are driven by the refinancing of loans.
Problems in affording essentials and balancing competing pressures on budgets are a day-today reality for three-quarters (74 per cent) of those on low incomes, which are reflected in
missed payments on credit and household bills. Fifty-eight per cent of low-income borrowers
using overdrafts as a credit facility have incurred over-limit fees and 44 per cent of those
using credit cards have missed payments. For those incurring charges, the average number of
overdraft fees is 6.2 per annum and the average number of missed payments on credit cards is
3.4 per annum.
Against this background, two-thirds (67 per cent) of low-income credit users, some 6.7 million
individuals, are subject to behaviour-driven costs on their mainstream credit use. On an
annualised basis, 3.6 million, or 44 per cent of the 8.2 million low-income borrowers in the
market in a year, pay credit-related charges for missed payments or over-limit fees. We estimate
behaviour-driven costs incurred by low-income credit users on mainstream credit to be £630
million per annum. Behaviour-driven costs for missed credit payments or over-limit fees on
overdrafts, for those incurring such costs, average £174 per head per annum.
The cost of credit for non-standard lending products, which have a high upfront APR, is less
influenced by behaviour-driven costs. Some 29 per cent of payday loans are refinanced, with
those who do refinance doing so on an average of two occasions. Some 13 per cent of home
credit loans are refinanced and rolled over before the end of their term, with two-thirds of such
loans being for increased borrowing.

The drivers of cost and detriment for low-income credit users
Under uneven payment conditions the cost of credit associated with low APR
products can quickly approach or exceed that of high APR products
Individuals using some mainstream products can pay a high cost for their credit while not
being able to pay down their debt. Users of revolving credit who make minimum payments for
an extended period are particularly vulnerable to escalating cost and to debt traps.
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Home credit
For home credit, the cost of credit is high and the same price applies to all borrowers,
regardless of payment record. The cost of home credit, depending on the loan term, is
currently circa £82 per £100 (for the 87 per cent of borrowers who do not refinance their
loans) regardless of the number of missed payments.
Payday loans
The cost of payday loans is typically £25 per £100 for online borrowing6 and £17 per £100 for
store-based borrowing7 for the 70 per cent of payday borrowers who repay their loan to term.
For the 15 per cent of payday borrowers who refinance their loans and repay after 60 days (one
roll-over), the cost rises to £34 per £100 on the store-based model and £50 per £100 on the
online model. In the average case for all 29 per cent of payday borrowers who refinance their
loans and repay their borrowing after 90 days (the average number of roll-overs being 2.1), the
cost to the consumer rises to £51 per £100 on the store-based model and £75 per £100 on the
online model.
Overdrafts8
For the 42 per cent of low-income overdraft users who do not incur over-limit fees, the cost
of a £250 overdraft over 12 months would be £10 per £100. For the 38 per cent who average
three over-limit fees per annum, however, the cost rises to £41 per £100 while for the 21 per
cent who average seven fees per annum, the cost would rise to £57 per £100.
Credit cards9
For the 26 per cent of low-income revolving credit users who make minimum payments
but who do not miss payments on the average card balance of £1,830, making minimum
payments for 18 months (a little under the average), the cost of credit to the consumer is £44
per £100 borrowed. This rises to £78 per £100 if this same pattern is extended for three years
without missing payments (10 per cent of low-income revolving credit users) and to £116 per
£100 if extended for five years without missing payments (5 per cent of low-income revolving
credit users). For those making minimum payments on their outstanding balance and also
missing payments, on the basis of the average number of missed payments, the cost of credit
rises to £58 per £100 over eighteen months (16 per cent of revolving card users) and to £115
per £100 over three years (6 per cent of revolving card users).
Critically, however, within these scenarios the outstanding debt on the card balance is reduced
very little. In the scenario in which minimum payments are combined with the average
number of missed payments over eighteen months the original debt of £1,830 actually
increases to £1,866 despite payments of £1,024 having been made by the consumer to the
lender and the bank providing the direct debit facilities over the period, which may or may not
be the same institution. In the scenario in which minimum payments are combined with the
average number of missed payments over three years, the £1,830 debt is reduced by only £17
despite payments of £2,115 having been paid to the lender and bank providing the direct debit
facilities.
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Social lending
For social lending, in the form of Growth Fund loans, the total cost of credit is typically
around £13 per £100 borrowed.10 The effective subsidy for such lending is, however, £17 per
£100 lent (Collard et al. 2010), being an average of £73 per loan for the average Growth Fund
loan of £430, with each loan thus making an average loss for the lender of £77.

Detriment can arise not only from cost but also from the risk of escalating and
problem debt
Two-thirds (65 per cent) of low-income credit card users revolve their debt while 29 per cent
habitually make minimum payments. The average length of time that individuals have been
making minimum payments is 19 months. One in five (21 per cent) low-income cardholders
and three in ten (31 per cent) who revolve their credit card debt have raised cash advances on
their cards.
This behaviour not only drives increased cost for the consumer but also increases the risk of
default and financial breakdown where payments on a credit line that no longer has any utility
to the user cannot be sustained. Two-thirds (67 per cent) of those making minimum payments
on credit cards for an extended period have missed payments, while 19 per cent have been
three months behind on credit agreements.

Borrowing in the credit mainstream is more likely to result in higher indebtedness
and debt that is difficult to pay off than short-term non-standard lending
Non-standard lending products are high-cost, but tend to be repaid over a short term and
lending tends to be small-scale. As a result, amounts owed to non-standard lenders tend to
be lower value and non-standard borrowing tends to be a small part of total indebtedness for
those who do have mainstream borrowing.
The average mainstream borrowing for low-income credit users is £3,350, ranging from
£2,850 for non-standard credit users to £3,750 for mainstream credit users. Average
mainstream borrowing for low-income revolving credit users is £4,050, rising to £4,950 for
those taking cash advances.
A quarter of home credit users have mainstream credit. For those who do not have mainstream
borrowing, total indebtedness is a little short of £1,000, of which home credit debt represents
60 per cent. Of home credit users that do have mainstream borrowing, indebtedness is over
1.8 times the average for all low-income credit users, at £6,150. Home credit debt is only 7 per
cent of total debt for these borrowers.
Payday borrowers tend to have high levels of mainstream credit use and often have a history
of problematic mainstream borrowing. Eighty-six per cent of payday users have a credit card,
with 34 per cent having made minimum payments for an extended period and 31 per cent
having ‘maxed out’ their card (being at or over their maximum credit limit). Eighty-one per
cent have a mainstream loan or credit agreement. Average mainstream borrowing is £6,450
per head.
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Outcomes differ significantly between different segments of more or less
pressured individuals
Some large and generally better off segments of low-income credit users are able to
cope effectively with mainstream credit, benefiting from lower APRs without incurring
unmanageable debt. We estimate that these borrowers represent 5.1 million individuals, or a
little over half of all low-income credit users.
Other generally smaller and more pressured segments struggle with behaviour-driven costs
and to avoid debt traps on mainstream products, often turning to non-standard lending in the
wake of problems with mainstream credit. We estimate that these segments account for circa
3.0 million individuals, or a little under a third of low-income credit users.
Yet other segments of low-income individuals focus primarily on high-cost products, such as
catalogue club books and home credit, and manage effectively with these products, accounting
for circa 1.9 million overall, or a little under a fifth of low-income credit users.

Social and not-for-profit lending
Over the last decade, the community finance sector has seen significant successes, growing
the user base and extending its reach to more disadvantaged groups, in building capacity
and strengthening management and governance and improving processes, practices, and
infrastructure. Credit unions and, to a lesser extent, CDFIs are now found in most major
conurbations in Britain, albeit that geographical coverage of the UK is far from complete.
Nonetheless the sector remains small relative to private sector lending focused on those on
low incomes.
The Coalition Government announced in March 2011 a new expansion and modernisation
fund of up to £73 million, intended to pave the way for a new phase of development and the
creation of a new infrastructure to support scale efficiencies and growth.
A more nuanced vision of social lending and the future of the community finance sector is
beginning to emerge, both among third sector lenders themselves and among policy makers
and other stakeholders. The future is likely to rest on new funding models, new ways of
working and collaborating, new delivery models and, critically, a widening of the target market
and a move away from a focus on the very poor. Lenders are, however, unlikely to reach a
position for the foreseeable future in which they would have the capacity to act as a sufficient
alternative to private sector non-standard lending, far less to the wider group of those now
using low APR mainstream credit products and incurring high levels of behavioural costs.
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Conclusions and recommendations
It is critical at this point in the evolution of a new regulatory and consumer protection
regime that it is shaped by empirical evidence and an in-depth understanding of the reality of
consumer dynamics, particularly for low-income credit users. Policy approaches need to work
with the reality of widespread credit use, including overlapping use of mainstream and nonmainstream options, and they need to focus on making credit markets work for low-income
consumers, while minimising the potential for detriment.
Higher-risk borrowers with uneven payment patterns on credit and loan agreements or making
minimum payments on credit cards for an extended period, a feature of the account management
of a significant minority of low-income borrowers, appear to face a similar cost of credit
regardless of whether the credit product being used is structured so as to be high or low APR.
The majority of low-income credit users benefit from access to mainstream credit use but it
is important to recognise that mainstream products can be both high-cost and high-risk for a
significant minority of low-income consumers. For some consumers, non-standard products
may be a safer and more appropriate choice because costs are more predictable and the risk of
building up unmanageable levels of borrowing is lower.
Thinking on consumer protection in credit markets would benefit from a more holistic, multidimensional and cross-market approach. A policy focus on price as the primary driver of detriment
is misconceived – a more nuanced understanding of the interplay of cost and risk is required.
A market that features a multiplicity of high and low APR product options allows low-income
consumers to choose the products that best suit their circumstances and the risks they face.
Regulation needs to be sufficiently sensitive and flexible to address risks attached to products
right across the market – including behaviour-driven costs as well as high APRs – without
constraining credit access to products with higher but more transparent and predictable pricing,
or stifling innovation.
Interventions that seek to control the price of credit will not necessarily result in either lowercost credit or more favourable outcomes for low-income consumers. Whatever the form taken
by a price ceiling, there is potential for some of the most vulnerable consumers to lose access to
the credit that they need to make ends meet. The diversionary effects of an APR-based ceiling
may potentially be to increase mainstream credit delinquency (and the costs thereof), while also
increasing the incidence of financial distress and levels of unmanageable debt. A ceiling based
on the total cost of credit, if it were to be applied across the market, could potentially even
result in the restriction or curtailment of access to mainstream credit for a significant minority
of low-income borrowers. Either option may have considerable potential for unintended effects,
including, potentially, an expansion of illegal lending.
The experience of the last decade underlines both the potential and the limits of communitybased financial institutions. Social lending, despite its advances and successes, will not reach a
position for the foreseeable future to act as a sufficient alternative either to private sector nonstandard lending or to those now using low APR mainstream credit products and incurring
high levels of behaviour-driven costs.
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Chapter 1
Policy background, research aims
and methods
The global financial crisis has led to a series of comprehensive reviews of the issues
around credit market regulation, both in the UK and globally.
The Coalition Government proposes a new Financial Conduct Authority, responsible for
consumer protection, and is considering ways forward for credit market regulation.
The UK is thus at a pivotal point in the development of a new consumer protection and
credit market regulatory regime.
Low-income households, being those most vulnerable to problem debt and to
difficulties in managing credit, have been a key focus of regulators’ concerns.
This report aims to bring the perspective of low-income credit users, an understanding
of consumer dynamics and a robust evidence base to the public debate,

Policy background
The immediate background to this study is the global financial crisis, its origins in US sub-prime
lending, and the rising financial distress associated with the consequent global recession. More
widely, over the last decade or so, the backdrop has been policy makers’ concern with problem
debt and with the modernisation of the regulatory frameworks for consumer credit both in the
UK and across the European Union. Policy makers, both in the UK and elsewhere, have sought
to enhance consumer protection while supporting the development of a competitive credit
market that can make a positive contribution to consumption and economic growth. Regulators
have aimed to reinforce responsible lending and to minimise the potential for credit to lead to
unmanageable debt. Broadly speaking, it is low-income households that have been shown to
be most vulnerable both to problem debt (Kempson 2002) and difficulties arising from the use
of credit, so it is these households that have often been the focus of policy makers’ concerns. In
pursuit of these goals, the last decade and, in particular, the years since the financial crisis have
seen a number of important credit- and debt-related policy initiatives.
Credit provision to those on low incomes was a key concern of New Labour. Policies
promoting ‘financial inclusion’, tackling ‘over-indebtedness’ and developing ‘affordable
credit’ options for those on low incomes were central to the former Labour government’s
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social policy agenda. Against the background of rapid credit growth in the years preceding
the financial crisis, the 2006 Consumer Credit Act modernised the UK’s credit legislation
and set out the regulatory regime that governs credit provision in the UK.1 The Consumer
Credit Directive, implemented across the European Union (EU) member states in June 2010,
harmonises various aspects of the regulatory framework for consumer credit across the EU
while strengthening consumer protection. Its key provisions are reflected in the 2010 Office
of Fair Trading (OFT) responsible lending guidance.2 This provides for the standardisation
of the presentation of the price of credit and requires lenders to assess the creditworthiness of
borrowers and to communicate to consumers the likely consequences of using credit products
in ways that might be likely to increase their cost.
The global financial crisis has itself led to a series of comprehensive reviews of the issues
around credit market regulation, both in the UK and globally. In March 2010, the
Department for Business Innovation and Skills (BIS) completed their review of the credit
card and store card market. This resulted in the creation of a number of new consumer rights,
designed to ensure greater price transparency and give consumers greater control over the way
they use credit and store cards. The review led to a ban on certain practices around card limits
and pricing felt to be unfair to vulnerable consumers.3 Also in 2010 the OFT completed the
High Cost Credit Review, which examined a range of issues in relation to non-mainstream
credit, used for the most part by those on low incomes and by the credit-impaired.4 The review
raised some concerns around competition in non-standard markets, while also concluding
that these markets were working effectively and rejecting the idea of a cap on interest rates
as a solution to issues faced by users of non-standard products, a view also taken by the
Competition Commission Home Credit Inquiry in 2007.
The Coalition Government in the UK has brought a fresh impetus to policy making in this
area. The Coalition Government announced the joint BIS/HM Treasury (HMT) Hoban–
Davey5 review of the credit market and of insolvency6 in July 2010 and has consulted widely
with industry and stakeholders.7 The review aimed to undertake a fundamental review of the
issues for consumer credit, consumer protection and market regulation as these arise through
the credit lifecycle, including what happens when things go wrong. The formal response to
the consultation set out the Government’s vision of consumer empowerment and enhanced
protection. It also described the progress made by the Government in working with the banks
to reduce unfair bank charges, to make the cost of banking more transparent and to facilitate
switching between accounts.8 It also pointed to the efforts being made to work with the
payday lending industry on introducing a strengthened code of conduct to enhance consumer
protection in the sector.9 The Coalition has also consulted on whether consumer credit
regulation should move from the OFT to a new and powerful consumer protection body,10 the
Financial Conduct Authority, with decisions likely to be taken in the next few months on the
consumer credit regime.
We have reached, therefore, a pivotal point for consumer credit and its regulation in the
UK. This Policis study, funded by Friends Provident Foundation, aims to bring a consumer
perspective and an understanding of the dynamics of the demand landscape to the public and
regulatory debate. It is focused specifically on credit users on low incomes, by which we mean
those in the lowest 50 per cent of household income. It seeks to bring a robust evidence base
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to inform discussion of the issues for the regulation of consumer credit and how best to protect
the interests and meet the needs of those on low incomes.

Research aims
This research explores:
■■
■■
■■

the dynamics and drivers of credit use among low-income households;
the fit between current credit supply and the needs of low-income consumers;
low-income consumers’ decision-making, credit choices and credit behaviour and
their impact on the outcomes of credit use, including the varying impacts for different
groups of low-income consumers.

The research will identify:
the causes of and potential for consumer detriment and the issues regarding protection
of low-income consumers in the post-crisis credit market;
■■ the role of social lending within wider patterns of credit use among those on low
incomes and how far social lending represents an alternative to commercial credit use
for low-income borrowers;
■■ the most effective approaches to credit regulation to optimise the balance of benefits
and risks of credit use by low-income consumers.
■■

This report focuses on the mass low-income market and the use of a wide range of credit
products by low-income consumers, both mainstream and non-standard.11

Research methods
The consumer research underpinning this study was undertaken with a nationally
representative sample of 1,511 consumers in the lowest 50 per cent of household incomes,
aged 18–65. The fieldwork was undertaken by GFK NOP in January 2010.
This was supplemented with a telephone survey with non-standard lending users, to ensure
adequate representation of this group for detailed analysis. This was based on a random
representative sample of 500 home credit users and a random representative sample of 500
users of payday loans, undertaken in January 2010 by Teamsearch Market Research.12
A detailed technical appendix will be published as a separate document on the Policis website
(www.policis.com).
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Chapter 2
Demand for credit among
low-income households
Credit is part of the harsh reality of living on a low income, with almost seven in ten (69
per cent) of those in the lowest 50 per cent of household income being credit users.
Sums borrowed are small, averaging £466, with one in five wanting to borrow less than
£50 the last time they borrowed.
Of those who do not use credit, the great majority (75 per cent) choose not to use
credit. However, the numbers of those without access to credit is increasing: 1.1
million low-income individuals, primarily in the lowest income quintile, needed to
borrow in the last two years and have been unable to do so.
Borrowing is driven by the need to ease the ongoing pressure of income inadequacy
and a lack of savings safety nets. Credit is used to smooth peaks of expenditure,
to address cash emergencies and fund major purchases, which could not be
accommodated without borrowing.
Nearly two-thirds of low-income households, rising to almost three-quarters of those
in the lowest income quintile, have no savings. Of those who do save, few can save
sufficient money to preclude the need for borrowing.

The scale of demand for credit among low-income households
Credit use is part of the harsh reality of living on a low income, and is used by a
large majority of those on low incomes
The reality of life on a low income is that credit use is, for many, difficult to avoid.1 Credit can
be both an essential lubricant of cash flow and the only means of spreading the cost of major
items, frequently essentials.
Just under seven in ten (69 per cent) of those with the lowest 50 per cent of household
incomes – some 10 million low-income households – have borrowed in the last five years. Six
in ten (63 per cent) households in the bottom income quintile have borrowed in the last 12
months compared with seven in ten (73 per cent) of those in the lowest 20–50 per cent of
household incomes. Six in ten (59 per cent) low-income households had used credit in the 12
months prior to the survey, falling to 52 per cent of households in the lowest 20 per cent of
incomes and rising to 65 per cent of those in the lowest 20–50 per cent of incomes.
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Credit can be both an essential lubricant of cash flow and the only
means of spreading the cost of major items, frequently essentials.

The majority of borrowing by low-income households in the five years prior to the survey
relates to commercial credit use. Nearly two-thirds of low-income households had borrowed
from a commercial credit source during this period. The amount of money that low-income
households are looking to borrow at any one time is generally small, averaging £466. A little
over one in five (22 per cent) wanted to borrow less than £50 the last time they borrowed,
and more than half (56 per cent) wanted less than £500. Just one in three (32 per cent) were
looking for more than £1,000 the last time that they borrowed. The better off among lowincome households were, predictably, most likely to be seeking to borrow larger amounts of
money. Two in five households with the lowest 20–50 per cent of incomes wanted to borrow
more than £1,000 the last time they borrowed compared with just one in five (20 per cent) of
those in the lowest income quintile.
In stressed economic conditions, most low-income credit users have been seeking to avoid
borrowing and, instead, have been trying to pay down debt, with this most marked among
those on the lowest incomes. Some 35 per cent of those in the lowest 20 per cent of household
incomes and 29 per cent of those in the lowest 20–50 per cent of household incomes say that
they have been trying to avoid borrowing in the last two years, while 31 per cent of the former
group and 23 per cent of the latter have been focusing on paying down debt over the same
period.

Most of those who do not use credit choose not to do so, but 1.1 million
individuals need credit and are unable to borrow
Most (75 per cent) of those who do not borrow are choosing not to use credit. A little over a
third (36 per cent) of those in the lowest 50 per cent of household incomes have not used any
type of credit in the last 12 months (including the Social Fund and informal lending), while
just under three in ten (29 per cent) have not used any credit in the last five years. Those who
have a need for credit but find themselves unable to borrow represent only a quarter (25 per
cent) of those who have not borrowed in the last five years.
For those wanting to borrow, however, credit refusals appear to be significantly higher than
before the financial crisis, impacting most heavily on the lowest-income and higher-risk
borrowers, and on those using non-standard credit.2 The number of refusals experienced by
low-income users of mainstream credit appears to have increased by 30 per cent year-on-year
for the 12 months prior to January 2010. Over the same period, refusals have increased by 60
per cent for users of non-standard lending. More than twice as many home credit borrowers,
for example, claim to have been refused in that year compared to the year previously.
Some 15 per cent of users of mainstream credit say they have been refused credit in the last
12 months, rising to 19 per cent of revolving credit card users (i.e. those who do not pay
their outstanding card balance off in full each month) and 31 per cent of those who take cash
advances on credit cards. Among non-standard credit users, refusals have been higher still, at
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24 per cent of all non-standard credit users and 24 per cent of home credit users, rising to
32 per cent of those using payday loans.
Almost one in ten (7 per cent) low-income households overall, comprising 11 per cent of
those in the lowest income quintile and 4 per cent of those in the lowest 20–50 per cent
of household incomes, have needed to borrow and have not been able to get credit. This
represents 1.1, 0.8 and 0.3 million individuals respectively.

Drivers of demand for credit among low-income households
Use of credit is driven by lack of savings safety nets, and income that is often
inadequate to accommodate crises or peaks of expenditure
Understanding the drivers of credit use, the way that credit is managed and the outcomes of
credit use requires an understanding of the role of credit in the household budgets of those on
low incomes.
The main driver of borrowing among low-income households is the ongoing need to ease the
pressures of income inadequacy. Credit is used to smooth out peaks of expenditure associated
with demands on the budget caused by cash emergencies, expensive events (such as Christmas
and birthdays), school-related expenses and replacing major household items (such as white
goods). A high proportion of low-income households have no savings to draw on, face an
ongoing struggle to make ends meet and are encountering significant difficulty in covering a
range of essential and everyday expenses. Against this background, when money is required
for large or unexpected expenditure, borrowing becomes an essential element of money
management for people who have no other financial resources on which to draw.
The main driver of borrowing among low-income households is the
ongoing need to ease the pressures of income inadequacy.

Nearly two-thirds (62 per cent) of low-income households and almost three-quarters (73 per
cent) of those in the lowest income quintile have no cash savings to draw on at all. Among
credit users this rises to 77 per cent of those in the lowest 20 per cent of household incomes
and 54 per cent of those in the lowest 20–50 per cent of household incomes.
Among those that do have some money put by, the amounts involved are very small. Just a
quarter of those with savings have managed to put by more than £100, with only 5 per cent
having accrued cash savings above £500. Those with slightly higher incomes – in the lowest
20–50 per cent of household incomes – are, predictably, slightly more likely to have cash
savings and to have higher amounts put by. Just under half (48 per cent) have some money in
savings, with three in ten (29 per cent) of those with savings having saved more than £100 and
one in five (21 per cent) more than £500. Even among those who have savings, savings of this
order may act to bridge cash flow gaps but would be unlikely to be sufficient to fund major
purchases.
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Tight budgets make saving impossible for the majority of low-income households. Almost half
(48 per cent) of those on low incomes, and more than six in ten (62 per cent) households in
the lowest income quintile, say that they have no spare money after they have covered essential
expenses. Just a third of those on low incomes, falling to 27 per cent of those on the lowest
incomes, say that they always try to put a little aside for a rainy day. However, 19 per cent say
that although they try to save something always turns up that they need to spend the saved
funds on. Only 6 per cent of those on low incomes say that they have no savings because they
prefer to spend any spare money rather than save it.
Very few see borrowing as a preferred or easier route than saving. Just 3 per cent feel that it
is not worth saving because ‘you can never save enough to buy the things you need’ and only
2 per cent feel that it is easier to borrow or buy from catalogues than save. Credit users are
slightly more likely to say that they have no money left for saving after paying for essentials,
and slightly less likely to try to save than non-users.

Margins on budgets are very tight, with the struggle to make ends meet a constant
pressure for many
Just one in three low-income households are able to balance their
income and outgoings comfortably.

For many of those on low incomes, managing competing pressures on a tight budget and
without savings safety nets is a constant of life (Figure 2.1). Just one in three (33 per cent)
low-income households are able to balance their income and outgoings comfortably. One in
four (25 per cent), rising to one in three (33 per cent) in the lowest income quintile, were
struggling or falling behind on outgoings and commitments
Payment problems and difficulties in affording essentials are widespread among low-income
households, and many struggle to afford a range of expenses that the more affluent take for
granted (Figure 2.2). In fact, two-thirds of those on low incomes struggle with at least one key
category of household expenditure, rising to three-quarters (74 per cent) of those in the lowest
income quintile.
One in ten low-income households and one in five (20 per cent) households in the lowest
income quintile struggles to afford food for the family. A quarter (24 per cent) of low-income
households and a third (32 per cent) of those in the lowest income quintile struggle to pay
for gas and electricity, and similar proportions of both groups say they find it hard to afford
clothing and shoes. One in five has difficulty paying for major essential household items (19
per cent) and almost as many (17 per cent) have difficulty covering the costs of repairing or
replacing essential household equipment. Against this backdrop of financial hardship, one in
four (24 per cent) struggle to afford to buy presents for Christmas and birthdays.
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How far can manage outgoing and commitments comfortably by income range
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Figure 2.1
For many of those
on low incomes,
managing competing
pressures on a tight
budget and without
savings safety nets is
a constant of life.
Base: Nationally representative
sample of those on low
incomes. All on low incomes:
1,511. Lowest 20 per cent
of household incomes: 717.
Lowest 20–50 per cent of
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Late and missed payments on bills and utilities are a fact of life for a
significant minority.

Late and missed payments on bills and utilities are a fact of life for a significant minority.
Almost a third (31 per cent) are in arrears on household bills. One in four (24 per cent) lowincome households, and one in three (34 per cent) of those in the lowest income quintile had
current arrears with one or more of their household bills at the time of the survey.
Not surprisingly, then, seven in ten (69 per cent) low-income households and more than eight
in ten (83 per cent) households in the lowest income quintile say they would find it difficult
or impossible to raise £200–£300 in an emergency without borrowing. In this context, saving
towards a major purchase is often not an option. Almost eight in ten (77 per cent) would
struggle to save £500 to fund a special purchase, with more than one in three (35 per cent)
saying they would find it impossible to do so. This rises to almost nine in ten (88 per cent)
households in the lowest income quintile, with a half (48 per cent) of these households saying
they would find it impossible (Figures 2.3 and 2.4).

20

D emand for credit among low - income households

Experience of affordability stress on a range of essentials and discretionary items by
income range (% have had difficulties affording in last twelve months)

Figure 2.2
Many low-income
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to afford a wide
range of both
essentials and
discretionary items.
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Figures 2.3 and 2.4
Most would be hard
pressed to fund
major purchases
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unanticipated events
without borrowing.
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Against this background, low-income households need to borrow to manage cash flow
pressures and peaks of expenditure, to spread the cost of major purchases that would
otherwise be impossible to manage, and to fund spending relating to expensive periods such as
Christmas, birthdays, school holidays and children going back to school.
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Chapter 3
The low-income credit market
and its products
The UK market features a much wider range of credit products than many other
countries, including both non-standard and mainstream credit products.
The big supply-side trend is the expansion of mainstream credit to those on low
incomes, primarily in the form of overdrafts and revolving credit.
Home credit remains the largest of the non-standard credit sectors, but it has seen little
growth in recent decades.
New non-standard models such as payday lending have grown rapidly in the last five
years and target a more upmarket demographic than the home credit lenders.
The diversity of products in the market and the existence of business models that lend
to very high-risk borrowers, albeit at high cost, is to a large extent the explanation for
relatively low levels of illegal moneylending in the UK.

The products
The UK credit market is diverse, with those on low incomes able to use a wider
range of credit product types than is available in many other markets
Commercial lenders in the UK serve a broad spectrum of risk and, in comparison with many
other countries, both in the European Union and elsewhere, there has also been a relatively large
social lending safety net in the form of the Social Fund. Even in the current stressed economic
conditions, in which lenders tend to be more risk averse than they might otherwise be, most of
those who want to borrow are able to do so, albeit in some cases only at very high cost.

Lenders in the UK serve a broad spectrum of risk.

The commercial product repertoire of those on low incomes in the UK is diverse by
international standards, featuring a wide range of both traditional and new product types,
from mainstream overdrafts, credit and store cards to a range of non-standard products used
primarily, but not exclusively, by those on low and modest incomes. These non-standard
products are themselves diverse. They range from the ultra high-tech and information-driven
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(such as Wonga.com) to the high-touch and low-tech (such as home credit), and they include
non-standard versions of mainstream lending products, notably credit cards. The market also
features relatively new lending models imported from other markets, such as payday lending
and rent-to-own, and updated versions of long-established traditional credit models, such as
‘sale and buy-back’, a modern-day version of pawnbroking, which itself remains a feature of
the product repertoire of those on low incomes.

Overdrafts and credit cards are now the most important sources of credit for those
on low incomes
As more low-income households have opened bank accounts, providing access to electronic
payment channels, they no longer have a distinctive credit product repertoire, as was the case
historically. As a result, overdraft finance has become the most important single source of
short-term cash credit for low-income households overall.
Equally important in re-shaping the credit product repertoires of those on low incomes,
however, has been the entrance to the UK market of the innovative and information-driven
US card issuers in the mid-1990s. This led to an expansion of revolving credit to those
on low incomes, including the credit impaired and those with little credit history, and the
development of a new sector of the credit card market featuring low-limit,1 relatively highinterest credit cards.2
In comparing market-level data with data relating to the card use of those on low incomes,
however, it is important to understand that those on low incomes still represent only 15 per cent
(3.1 million) of all credit card users in the UK, and an even smaller share of cards in circulation
and outstanding card balances. We estimate low-income card balances to be circa 10 per cent of
the total credit card debt outstanding, at £6.2 billion, out of total card debt of £58.3 billion.
Credit cards aimed at the generality of low-income households sit alongside other high-interest
card-based revolving credit products, specifically aimed at the high-risk low-income borrower.
Such products offer a low initial credit limit on a ‘low and grow’ basis. They include both cards
targeting those with thin or mild adverse credit records,4 often positioned as credit-repair or
score-enhancing products, and more specialist very high-interest cards5 targeting those whose
credit scores would not match those required by mainstream card issuers. The latter card issuer
subsequently offers lower interest rates to customers who demonstrate a good payment track
record. However, the 0.5 million users of this type of very high-interest card represent only 7
per cent of all low-income credit card users.6

Mail order and traditional non-standard products such as home credit continue to
be a major source of credit
Traditional low-income credit products continue to be important, however, and are often used
alongside newer credit product types. One of the most important sources of credit for those
on low incomes continues to be catalogue mail order credit – often known as ‘club books’ –
with some 2.1 million low-income users. Goods are delivered and payments collected in the
customer’s home by agents, typically serving a small peer group within their own community.
Payments for goods bought by catalogue are made by instalments on a cash price usually
significantly higher than the high street equivalent.7
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For cash loans, home credit, also known as ‘doorstep lending’, remains the most frequently
used of the non-standard products, with some £1.4 billion lent out annually to around 2.4
million customers at any one time.8 Some 90 per cent of customers, 2.2 million individuals,
fall into the lowest 50 per cent of household income. The home credit model rests on smallsum, high-cost, short-term cash loans, in which agents, who often live in the community in
which they operate, collect the repayments weekly in home. Some loans are now delivered in
electronic form via pre-charged payment cards rather than in cash, but this only applies to a
small sub-set of home credit customers.9
This type of credit had its heyday in the 1960s and 1970s, when far fewer of those on low
incomes were banked. The sector was largely flat even during the era of rapid growth in the
wider credit market that preceded the financial crisis. The recession has, however, seen some
growth in this type of credit and some change also in the profile of borrowers resulting from
the movement into the sector of credit impaired borrowers no longer able to borrow elsewhere,
lower demand from existing customers in recessionary conditions, and a more cautious
attitude to risk among lenders.
Home credit lenders have sought not only to update the core home credit product and
systematise processes and decision-making, but also to diversify and, in the case of the largest
lender, to move into other markets.10 New lending models have included the high-cost credit
card referred to earlier and larger cash loans featuring electronic repayment and targeted at the
top end of the customer base, although the major player in this market has suffered significant
problems in recent times and another has folded this business into its wider home credit
business.11
Pawnbroking also continues to be a source of cash for a small proportion of those on low
incomes, often those unable to access home credit or catalogue credit, but it is far less popular
than either of these, primarily because of the necessity to place securities at risk.

New lender types have entered the UK market with a range of new non-standard
models primarily targeting those on lower incomes

The last few years have seen the introduction and rapid expansion of a
new range of ‘non-standard’ credit products.

The last few years have also seen the introduction and rapid expansion of a new range of ‘nonstandard’ credit products using models that have proved successful in other markets, notably
the United States and Australia. Examples include payday lending,12 sale and buy-back (the
Cash Converters model),13 rent-to-own (the BrightHouse model) and ‘log book’ loans. The
payday market has experienced rapid growth over the past few years. We estimate that there
are currently around 1.3 million borrowers using payday loans in the UK. Cash Converters
was operating 157 stores in the UK on either a direct or franchise basis in 2010, up 21 from
2009. BrightHouse had sales of £193 million serving 175,000 customers out of 223 stores in
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2010. Its own growth has been rapid in stressed economic conditions, opening 21 more stores
in 2010.
Payday lending rests on small cash advances made over a very short term, typically between
two weeks and one month, with advances repaid either by means of a pre-dated cheque or by
electronic debit from bank accounts. There are both retail branch-based lending and internetlending models.
Sale and buy-back allows for cash advances against sale of goods, with the borrower able to
‘buy back’ the goods at a pre-agreed (higher) price within a given period, typically four weeks.
The rent-to-own concept rests, as the name suggests, on an arrangement whereby goods or
equipment, typically furniture or electronic goods, are rented with payments made on a weekly
basis over an agreed rental term, typically from one to three years, after which customers can
acquire ownership of the goods. The borrower can choose to stop paying and surrender the
goods at any time, but if payments lapse goods can be repossessed, regardless of the length of
the preceding rental period.
‘Log book loans’ represent a tiny proportion of the UK non-standard market.14 This type of
lending, also known as bill of sale lending, rests on short-term cash advances made on the
security represented by title to vehicles.
Users of illegal lending are primarily those refused credit elsewhere.

It is this relatively wide spectrum of risk served by UK lenders that is the principal explanation
for the low incidence of illegal lending in the UK (Ellison et al. 2006), which is concentrated
almost entirely among those unable to borrow elsewhere. Users of illegal lending are primarily
those unable to borrow or who have been refused credit elsewhere.
A recent study undertaken by Policis for the Department for Business Innovation and Skills
(Ellison et al. 2010a), which also drew in part on research funded by Friends Provident
Foundation, suggests that an estimated 310,000 individuals borrow £120 million per annum
from illegal lenders (‘loan sharks’), on which they repay £450 million per annum.15
For those who do resort to illegal loan sharks, there are considerable risks, with such lenders’
modus operandi typically resting on intimidation and violence to support collections, with
credit costs many times that in the legitimate market (Ellison et al. 2006; Ellison et al. 2007;
Ellison et al. 2010a). (See Chapter 6 for details of the cost of different types of credit).
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Chapter 4
Patterns of low-income credit use
There is a high degree of crossover between non-standard and mainstream credit. Six in
ten (58 per cent) non-standard lending users use mainstream credit.
Credit cards and overdrafts, the leading source of credit for those on low incomes, are
used by 41 per cent and 37 per cent of low-income credit users respectively.
Catalogues and home credit remain key sources of credit, especially for those on the
lowest incomes, with home credit used by 22 per cent of low-income credit users.
Payday loans are used by 8 per cent of low-incomes credit users. Some 95 per cent
of payday users are in work, while four in ten (42 per cent) of home credit users are on
benefits.
Other new product types, such as rent-to-own, and sale and buy-back, are less important,
used by less than 4 per cent of the low-income population. Around a quarter of users of
both home credit and payday lending have no other credit options.
Informal and social lending are also key sources of credit. The Social Fund is used by 21
per cent of those in the lowest income quintile and by 26 per cent of credit users in this
income range.
Credit unions and community development finance institutions are used by just 2 per
cent of those on low incomes.
Illegal lending is used by 3 per cent of those on low incomes, 6 per cent in the most
deprived communities. Recent growth in illegal lending reflects a shrinking supply of nonstandard credit.
Patterns of credit use by those on low incomes vary considerably between segments of
more or less pressured credit users, with outcomes also mixed.
A little over half of low-income credit users, circa 5 million, cope well with mainstream
credit.
A little under a third of low-income credit users, circa 3 million, struggle to manage
mainstream credit products and often turn to non-standard products following difficulties
with mainstream borrowing.
A little under a fifth of low-income credit users, 1.9 million individuals, focus on nonstandard products, primarily by choice, and largely manage effectively with them.
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Patterns of low-income credit use
Mainstream credit products are now the most important source of credit, even for
those on the lowest incomes
Overdraft finance and credit cards are now the most important source of credit for low-income
households, used by 27 per cent and 22 per cent respectively of all low-income households,
and by 41 per cent and 37 per cent of low-income credit users (Figure 4.1). Store cards are
used by 17 per cent of low-income credit users. Personal loans from banks are used by 15 per
cent of low-income households and 26 per cent of low-income credit users. Personal loans
from consumer finance companies are much less widely used – by 6 per cent of low-income
households and 8 per cent of credit users. Hire-purchase finance remains an important way to
purchase expensive items, and is used by 7 per cent of low-income households and 11 per cent
of credit users.
Both catalogue credit and home credit remain the most popular of the traditional products,
each used by 14 per cent of those on low incomes and 21–22 per cent of low-income credit
users. None of the new non-mainstream products are used by more than a small proportion
of the low-income population, with sale and buy-back, pawnbrokers and rent-to-own all used
by circa 2 per cent of low-income consumers. Payday loan use has grown rapidly and is now
used by 6 per cent of the low-income population. It is largely used by those who are better
off within the low-income population. As the model requires borrowers to be in work, only 9
per cent of payday borrowers are in the lowest income quintile, with 61 per cent in the lowest
20–50 per cent of household incomes.
The Social Fund has been one of the most important sources of credit
for those on very low incomes in the UK.

Informal borrowing and borrowing from the Social Fund are, however, almost as important for
those on low incomes as commercial credit, and particularly so for those on the lowest incomes
and people reliant on social security benefits. Borrowing from friends and family is used by a
little over one in ten (12 per cent) of the low-income population, and more than one in five
(22 per cent) of those in the lowest income quintile. The Social Fund has been one of the most
important sources of credit for those on very low incomes in the UK, used by one in five (21
per cent) of those in the lowest 20 per cent of household incomes and by more than a quarter
(26 per cent) of credit users in that income range (Figure 4.2). Both informal borrowing and
use of the Social Fund dwarfs borrowing from credit unions, used by circa 2 per cent of the
low-income population.
Patterns of credit use among the better off low-income consumers, in the lowest 20–50 per
cent of household incomes, resemble those of all credit users, including those with higher
incomes. Credit users in the lowest income quintile, however, have a distinctive pattern, more
typical of historical patterns of low-income credit use. These differences relate primarily to the
use of small-sum, short-term credit products.
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Figure 4.1
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Overdrafts are the most important source of short-term borrowing for low-income consumers,
but are more important to those in the lowest 20–50 per cent of household incomes, used by
45 per cent of this group compared with 32 per cent of people in the lowest income quintile.
Thereafter, the key source of short-term cash is informal borrowing, which is much more
important to those in the lowest income quintile (31 per cent of whom borrow from friends
and family) than those in the lowest 20–50 per cent of household income (20 per cent of
whom borrow in this way). Those on the lowest incomes are much more likely than their
counterparts in the lowest 20–50 per cent of household incomes to seek short-term loans from
the Social Fund (26 per cent), home credit (16 per cent), sale and buy-back (7 per cent) and
pawnbrokers (6 per cent). Better off low-income consumers, in the lowest 20–50 per cent of
incomes, are more likely to take cash advances on credit cards (7 per cent) and use payday
lenders (6 per cent).
Benefit-dependent households now represent a quarter of low-income
revolving credit users.

People in employment represent a majority of low-income users of all credit products,
including the small-sum, short-term credit product types. Although the proportion of those
on benefits varies very considerably between product types, they represent four in ten (42
per cent) home credit users. It is also important to note that benefit-dependent households
now represent a quarter of low-income revolving credit users and 30 per cent of those on low
incomes taking cash advances on credit cards (Figure 4.3).
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Figure 4.2
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Employment profile of different credit user types for those in lowest 50 per cent
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The lowest
income borrowers
on benefits are
increasingly using
revolving credit, but
other new credit
products are focused
on those in work.

Part-time or
occasional workers 22%

Base: 500 nationally
representative home credit
users.

Base: 500 nationally
representative payday
borrowers.

29

P atterns of low - income credit use

There is a high degree of crossover between mainstream and non-standard credit

Among people using non-standard products, 58 per cent also use at
least one mainstream product.

There is in fact a considerable degree of crossover between users of mainstream and nonstandard credit, albeit that use of mainstream credit products is lower among non-standard
credit users than among all those on low incomes. Overall, 29 per cent of low-income
consumers who use mainstream products also use one or more non-standard credit products
(Figure 4.4). Among people using non-standard products, 58 per cent also use at least one
mainstream product. For example, almost three in ten (28 per cent) non-standard credit users
use an overdraft, compared with 39 per cent of all those on low incomes and 49 per cent of
mainstream credit users. Some 17 per cent of non-standard credit users use a credit card, 14
per cent a personal loan and 12 per cent a store card. This compares with 31 per cent, 22 per
cent and 16 per cent for all those on low incomes and 37 per cent, 27 per cent and 19 per cent
of mainstream credit users.
A significant minority of users of non-standard credit would otherwise
not have any borrowing options.

It is important to note that a significant minority of users of non-standard credit would
otherwise not have any borrowing options. A little over half of home credit users, for example,
have not used any mainstream credit products in the last five years, but only a quarter of home
credit users say that they do not have any other credit options.
The relative importance of the purposes for which borrowed funds are used varies across the
different types of credit. Broadly speaking, mainstream loans, revolving credit and home
credit are more likely to be used to fund major purchases and are less important for distress
borrowing (i.e. funds used to bridge cash crises or emergencies), albeit that home credit is used
for unexpected bills. Cash advances on credit cards and payday loans, on the other hand, are
more likely to represent distress borrowing or to be used to bridge cash emergencies. Some
28 per cent of those taking out payday loans and 43 per cent of those taking cash advances
on credit cards are seeking to bridge a cash flow crisis. Home credit is particularly important
for spreading the cost of Christmas, which represents a major component of the budgets
of low-income households. Some 43 per cent of home credit loans are taken out to fund
entertainment, holidays and Christmas compared to just 11 per cent of mainstream loans and
19 per cent of revolving credit transactions.1
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The crossover between mainstream and non standard lending (% of mainstream and
non-standard lending users using range of selected credit products)
Overdraft
Credit card to buy goods
and services
Personal loan from bank

Figure 4.4
Even among nonstandard lending
users, overdrafts and
credit cards are key
sources of credit.
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Illegal moneylenders are used by 3 per cent of those on low incomes and 6 per cent of those
in the most deprived communities (in the bottom 5 per cent of the indices of multiple
deprivation) (Ellison et al. 2010a). Users of illegal lending are primarily those in the lowest
income quintile, and disproportionately concentrated in the most deprived communities and
those refused legal credit, 5 per cent of whom have turned to a loan shark.
Use of illegal lending appears to have increased through the recession. A survey of people living
in deprived communities showed that 52 per cent of those who were aware of illegal lending
in their community and felt that illegal lending had remained stable or increased in the last
couple of years attributed this to the shrinking availability of legal credit and especially home
credit.2
The strength of demand for credit is such that illegal lending is unlikely
to go away any time soon.

Despite the costs and risks associated with the use of illegal lenders, the strength of demand
for credit is such that illegal lending is unlikely to go away any time soon. Two-thirds (66 per
cent) of victims of illegal lenders in quantitative research undertaken to inform the evaluation
of the National Illegal Money Lending Projects agreed, most of them strongly (54 per cent of
victims), that as soon as one lender is removed, another lender takes their place.3
Chapter 7, which covers social lending, gives information on where social lending and
borrowing from the Social Fund, credit unions and CDFIs fits into the overall patterns of
credit use.

A segmentation of low-income credit users
There are big differences between segments of more or less pressured credit users in
both patterns of credit use and the outcomes of credit use
Sub-sets of low-income credit users differ in terms of affordability pressures, the credit options
available to them and their attitudes and behaviour in relation to credit. They also face
differing challenges in managing credit and credit-related pressures. The segmentation of lowincome credit users presented in Table 4.1 and Figure 4.6 illustrates eight discrete groups, each
of which exhibits distinctive patterns of credit use, with significantly different outcomes and
exposure to varying degrees of risk.4 Each of the segments is explored briefly below.
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Table 4.1
A risk- and needs-based segmentation of low-income credit use.
The segments

Per cent

Millions

Cautious term-oriented credit users

19

1.91

Untroubled revolving credit copers

16

1.64

Overdraft users on tight margins

16

1.56

Deeply troubled card users

9

0.86

Pressured cross-sector borrowers

9

0.85

Minimal credit catalogue users

13

1.26

Coping core home credit users

7

0.65

13

1.32

100

10.04

Pressured high-cost credit users
Total

A risk- and needs-based segmentation of low-income credit users (% share of all
low-income credit users and estimated numbers falling into each segment)
Pressured high-cost
credit users, 13%,
1.32m
Coping core home
credit users, 7%,
0.65m

Cautious termoriented credit users,
19%, 1.91m

Untroubled revolving
credit copers, 16%,
1.64m

Minimal credit
catalogue users,
13%,1.26m

Pressured crosssector borrowers, 9%,
0.85m
Deeply troubled card
users, 9%,
0.86m

Benefit
dependence

High risk
Medium risk
Low risk

Overdraft users on
tight margins, 16%,
1.56m

Figure 4.6
Distinctive segments
with varying risk and
behavioural profiles,
product repertoires
and very different
outcomes from use
of credit.
Base: 993 low-income credit
users.

Low-paid
workers
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Cautious term-oriented credit users
Cautious term-oriented
credit users, 19%, 1.91m

Benefit
dependence

High risk
Medium risk
Low risk

Low-paid
workers

Untroubled revolving credit
copers, 16%, 1.64m

Benefit
dependence

High risk
Medium risk
Low risk

Low-paid
workers

Deeply troubled
Overdraft users on
High
riskmonth, or a little
A large and
cautious segment,High
withriskaverage household
incomes of £995
per
card users,
tight margins,
Medium risk
Medium risk
under £12,000
per annum, they
and less financially
9%, 0.86mmoney managers
16%, 1.56m
Loware
risk careful and effective
Low risk
pressured than other segments. Nonetheless, more than four in ten (43 per cent) have no cash
savings.

Credit use is considered and occasional. Half (52 per cent) have not used credit in the last
twelve months and only 37 per cent currently have outstanding debt. Credit is used to spread
the cost of major purchases and focuses on fixed-term credit products. Some 30 per cent have
a personal loan, 17 per cent hire-purchase finance and 12 per cent a car loan. Revolving credit
is less Benefit
popular – just one in ten
(11 per cent) have
credit cards. Few have
trouble affording
Low-paid
Low-paid
Benefit
dependence
workers
credit
payments and paymentworkers
difficulties aredependence
minimal.
Outstanding debt averages £3,450 – a multiple of 3.5 times monthly income. This segment
Pressured cross-sector
Minimal credit
High risk
High risk
has minimal
late and missed payments
and loans,
with
borrowers,
users,at 2 per cent,
Medium riskon creditcatalogue
Medium
riskonly 1 per cent
9%,been
0.85mthree monthsLow
Low risk
ever having
or risk
more behind. 13%, 1.26m
Untroubled revolving credit copers
High risk
Medium risk
Low risk

Untroubled revolving credit
copers, 16%, 1.64m

Benefit
dependence

Coping core home
credit users,
7%, 0.65m
Low-paid
workers

High risk
Medium risk
Low risk
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Deeply troubled
card users,
9%, 0.86m

High risk
Medium risk
Low risk
Low-paid
workers

High risk
Medium risk
Low risk
Low-paid
workers

High risk
Medium risk
Low risk

Benefit
dependence

Pressured high-cost
credit users,
13%, 1.32m

Low-paid
workers

High risk
Medium risk
Low risk
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This large segment is primarily made up of low-paid workers with the highest incomes of all
the segments, averaging a little over £15,400 per annum. Half (51 per cent) are homeowners.
This segment is less pressured and less credit-dependent than any other. Six in ten (61 per
cent) have savings, averaging £915.
This segment has a high affinity with credit and store cards. Eight in ten (81 per cent) are
creditCautious
card users
and 38 per cent
Overdraft
use (at 20High
perrisk
cent) is half that of
Untroubled
revolving credit
term-oriented
Highstore
risk card users.
copers, 16%, 1.64m
credit
users,
19%,
1.91m
Medium
risk
Medium
all low-income credit users, and just 20 per cent have personal loans from theriskbank. Despite
Low risk
Low risk
high levels of credit and store card use, credit is used cautiously, primarily to spread the cost
of major purchases, with more than half not having used any credit in the last twelve months.
Credit use is affordable and payment difficulties with credit are rare.
Just two in five (41 per cent) people in this segment have any current outstanding credit
commitments. Outstanding borrowing averages £3,445, a multiple of 2.6 times monthly
income.
Benefit
dependence

Low-paid
workers

Overdraft users on tight margins
Overdraft users on
tight margins,
16%, 1.56m

Benefit
dependence

Pressured cross-sector

High risk
Medium risk
Low risk

Low-paid
workers

High risk

Benefit
dependence

Deeply troubled
card users,
9%, 0.86m

Benefit
dependence

Minimal credit

Low-paid
workers

High risk
Medium risk
Low risk

Low-paid
workers

High risk

This largeborrowers,
segment is also predominantly
low-paid
workers
have at least one fullcatalogue
users,(66 per cent
Medium risk
Medium risk
9%, in
0.85m
1.26m are social housing
time worker
their household).
per cent)
Low Two
risk in five (41 13%,
Low risk tenants, 25 per
cent are private tenants and just one in three (32 per cent) are homeowners. This segment has
a greater male bias (51 per cent compared with 40 per cent for all low-income households) and
contains more singles (27 per cent) than other segments.
Household income is a little over £14,800 per annum. This segment is, however, under
more financial pressure than the segment just described, with almost two-thirds admitting to
affordability pressures. However, only 15 per cent are in arrears with household bills, half the
Low-paid The majority
Benefit(59 per cent) haveLow-paid
averageBenefit
for all those on low incomes.
no savings, with savings
dependence
workers
dependence
workers
averaging £335 across the segment.
People Coping
in thiscore
segment
exhibitHigh
a relatively
cautious
attitude
to spending
and debt. Just one in
home
Pressured
high-cost
risk
High risk
users, have current
credit
users,
three (35credit
per cent)
outstanding
credit
commitments.
Credit
useriskis focused on
Medium
risk
Medium
7%, 0.65m

Low risk

13%, 1.32m

Low risk
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Untroubled revolving credit
High risk
copers, 16%, 1.64m
Medium risk overdrafts.
Overall, 98 per
Low risk

High risk
risk
centMedium
use overdraft
Low risk

finance. A quarter (24 per cent) have personal
loans from the bank, while fewer than one in five (18 per cent) use credit cards. There is
minimal non-standard credit use within this segment and only 4 per cent have used the Social
Fund. This segment also has few problems with repayment of loans or credit cards, but is
exposed to penalty charges on overdrafts.
Nevertheless, average debt among those who do have outstanding commitments is high, at
£4,386, a multiple of 3.6 times monthly income.

Low-paid
workers

Benefit
dependence

Low-paid
workers

Deeply troubled card users
Deeply troubled
card users,
9%, 0.86m

High risk
Medium risk
Low risk

Low-paid
workers

Benefit
dependence

High risk
Medium risk
Low risk

Low-paid
workers

Minimal credit
High risk
High risk
small and
highly pressured
with a somewhat mixed profile, with half (51
users,
Medium risk This is acatalogue
Mediumsegment
risk
13%,
1.26m
Low risk
Low risk worker, while 31 per cent are benefit-dependent. A little
per cent) having at least one full-time

over a quarter (26 per cent) are homeowners, while seven in ten (70 per cent) are tenants, 41
per cent renting from social landlords. Average income is £13,500 per annum.

The segment is under considerable financial pressure. More than four-fifths (83 per cent) face
affordability pressures across a range of essential and discretionary spending categories. One
in five (22 per cent) is falling behind on commitments. Three-quarters (74 per cent) have no
savings.
Low-paid
workers

Benefit
dependence

Low-paid
workers

Low-paid
workers

Benefit
dependence

Low-paid
workers

This segment is made up of heavy credit users, with credit use primarily focused on
mainstream credit, especially credit cards. A quarter (25 per cent) are using credit to alleviate
cash flow
shortfalls.
Two-thirdsHigh
(67riskper cent) of this segment have an overdraft and 39 per cent
Pressured
high-cost
High risk
credit users,
Medium risk have a personal
Medium
risk a quarter of these loans being for debt consolidation.
loan from a bank,
with
13%, 1.32m
Low risk
Low risk
Some 71 per cent have a credit card, with more than half of credit card users using them for
cash advances. Almost a quarter (24 per cent) of this segment has store cards and just under
three in ten (28 per cent) use catalogue credit. A far smaller proportion of this segment uses
non-mainstream products than is the case in some other troubled segments, with only 10 per
cent using home credit and 5 per cent payday loans.
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High risk
areMedium
higherriskin
Low risk

dependence

Deeply troubled
card users,
segment
than in
9%, 0.86m

workers

High risk
Medium
risk
other
at £5,292
Low risk

this
any
on average
per person, a multiple of 4.7 times monthly income, of which credit and store card debt
averages £2,958 per person. Average debt service as a proportion of income is in line with
other segments, reflecting reliance on a long-term strategy of making minimum payments.
Credit affordability is tightly stretched and payment problems are endemic among the
segment. Almost four in ten, 37 per cent, have had difficulties affording loan and credit
repayments in the last twelve months, with 19 per cent ascribing their difficulties with credit
to having borrowed too much.
Benefit
dependence

Low-paid
workers

Pressured cross-sector borrowers
Pressured cross-sector
borrowers,
9%, 0.85m

Benefit
dependence

Coping core home

High risk
Medium risk
Low risk

Low-paid
workers

High risk

Benefit
dependence

Minimal credit
catalogue users,
13%, 1.26m

Benefit
dependence

Pressured high-cost

Low-paid
workers

High risk
Medium risk
Low risk

Low-paid
workers

High risk

This is a small
and better-off segment
primarily made
up of low-paid workers.
credit users,
credit users,
Medium risk
Medium riskAverage income
7%,
0.65m
13%,
1.32m
riskfour in ten (42 per cent) are in social
Low housing
risk
is £15,300 per annum. A littleLow
over
and a similar
proportion (43 per cent) are homeowners.
Eight out of ten (82 per cent) have faced a range of affordability pressures in the last year and
30 per cent are in arrears with household bills (the average for those on low incomes). Six in
ten (60 per cent) have no savings.
The segment exhibits heavy credit use across a range of sectors. The emphasis within credit
Low-paid however,
Low-paid
Benefitis on mainstream products,
Benefit
repertoires
with 58 per cent using
overdrafts, 49 per cent
dependence
workers
dependence
workers
a bank loan, 45 per cent credit cards (with 11 per cent taking cash advances on cards), 29
per cent store cards, 13 per cent catalogues and 7 per cent payday loans. Three in ten (31 per
cent) say that they have had difficulties affording credit or loan repayments in the last twelve
months, almost twice the average among people on low incomes.
Some two-thirds (66 per cent) currently have outstanding borrowing, which averages £4,126,
3.2 times monthly income. Debt service, at £197 per month, is the highest of all segments at
15 per cent of income. More than a third (35 per cent) have missed payments on loans and
65 per cent have missed payments on credit cards. However, despite this pattern of payment
irregularity, relatively few have got into serious trouble. Just 6 per cent have been three months
behind on loans and 7 per cent have been three months behind on credit cards.
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Low-paid
workers

Benefit
dependence

Minimal credit catalogue users
Minimal credit
catalogue users,
13%, 1.26m

High risk
Medium risk
Low risk

Low-paid
workers

High risk
Medium risk
Low risk

Low-paid
workers

Low-paid
workers

Benefit
dependence

High risk
Medium risk
Low risk

Low-paid
workers

high-cost
High risk
This isPressured
a credit
smallusers,
segment with very
low incomes, who are largely credit-averse. Almost eight in
Medium risk
13%,
1.32m
ten (78 per cent) live in socialLow
housing,
74 per cent are female and almost one in five (18 per
risk
cent) are single parents.

Although most (80 per cent) have an account into which they can receive payments, a
significant minority (28 per cent) have only a Post Office Card Account (POCA). Almost
half (49 per cent) manage their money primarily in cash. People in this segment are effective
money managers, largely on top of commitments. Although 75 per cent face affordability
pressures they are less likely than low-income consumers, overall, to be in arrears with
Low-paid
household
Despite their tight finances, half (50 per cent) have some
Benefitbills (27 per cent).
dependence
workers
savings,
averaging £274.
Credit is used primarily to spread the cost of major purchases, and credit use is dominated by
mail order catalogues (used by 79 per cent). There is some mainstream credit use but this is
low level. One in five (21 per cent) have an overdraft, 15 per cent a credit card and 5 per cent
a store card. The segment uses the Social Fund (21 per cent) and informal borrowing (25 per
cent) but there is minimal non-standard credit use. Incidence of late payments on the little
credit that is used is very low.
Just four in ten (42 per cent) have outstanding debt, which averages £1,418, a multiple of 1.6
times monthly income, the lowest of all the segments.
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This is a small segment made up primarily of very low-income consumers, largely managing
outside the financial mainstream and with a distinctive profile, approach to financial
management and credit repertoire.
Almost two-thirds (63 per cent) of this group is benefit-dependent, and 82 per cent live in
social housing. Average household income is just £9,670 per annum. Eight in ten (81 per cent)
have dependent children, four in ten (39 per cent) are single parents and seven in ten (71 per
cent) are female.
Although most have an account of some kind, a quarter (25 per cent) have only a POCA, with
finances primarily managed in cash. They lack confidence and skills, with almost half (46 per
cent) reporting difficulties with either numeracy or literacy, or a lack of confidence in dealing
with officials or filling in forms. Overall the picture is of tight finances, closely and effectively
managed despite considerable pressures, with widespread ‘juggling’ of finances. Nine in ten
have faced affordability pressures across a range of spending areas in the last twelve months.
Some 88 per cent have no savings.
The credit repertoires of this group are overwhelmingly focused on non-standard providers,
the Social Fund and informal borrowing. Some 94 per cent use home credit, with many
effectively continually in the market; 34 per cent use the Social Fund; and 27 per cent borrow
from family or friends. No other source of credit is nearly as important as these three types.
Just 13 per cent use catalogue credit and 13 per cent rent-to-own. Mainstream credit use is
minimal, with just 9 per cent using an overdraft, 6 per cent a store card and 2 per cent a credit
card. Christmas gifts and celebrations account for the equivalent of 10 per cent of household
income, much of which (45 per cent) is financed by borrowing from home credit providers.
Almost three-quarters (73 per cent) of the segment have outstanding debt, averaging £1,573,
which is low by comparison with other segments.
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Payment irregularity is a constant feature of credit management, with credit payments
representing a relatively high share of income. Very few, however, have found themselves in
serious financial distress.
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This is a relatively large segment of very low-income, heavy credit users. Two-thirds (67 per
cent) are benefit-dependent, three-quarters (74 per cent) live in social housing. Some seven
in ten (70 per cent) are women and almost four in ten (37 per cent) are single parents. Their
income averages £808 per month, just under £9,700 per annum.
Although three-quarters (74 per cent) have an account of some kind, two-thirds (66 per cent)
manage their money mainly in cash. This is a highly pressured segment operating on the
tightest of financial margins and juggling constantly in order to get by. A significant minority
(31 per cent) are falling behind on commitments and outgoings. Only 5 per cent have not
faced affordability pressures in the last 12 months. Some 88 per cent have no savings.
These are heavy credit users across a wide range of products, with borrowers particularly reliant
on non-standard credit. Some 36 per cent have an overdraft and 12 per cent a personal loan
from a bank. Only 8 per cent have a credit card, however, and just 7 per cent have a store card.
Nearly three in ten (27 per cent) have a loan from a consumer finance company and 17 per
cent have a hire-purchase agreement. Use of pawnbrokers is very high among this segment,
used by one in five (19 per cent), with almost as many (17 per cent) using sale and buy-back.
Some 15 per cent have a home credit loan, one in three (32 per cent) use catalogue credit and
8 per cent have bought from a rent-to-own store. The Social Fund is an important source of
credit, used by 47 per cent.
Some 71 per cent have current outstanding credit commitments, averaging £3,745, which
is 4.6 times monthly income. Debt service requires 17 per cent of income, the highest
proportion overall. Credit over-stretch is a feature of many budgets, with missed and late
payments on credit agreements a constant feature of account management.
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Chapter 5
The dynamics of credit choice
Patterns of credit use and the dynamics of credit choices differ significantly between
segments of more or less low-income and more or less pressured consumers.
Use of credit and frequency of borrowing are driven by the relative tightness of
budgets, the ratio of essential spend to income at peak expenditure points (such as
Christmas and when children are going back to school) and whether individuals have
savings. Unanticipated expenses are also a factor.
Those on the lowest incomes are the most reluctant to borrow, but are also those least
able to keep out of the market.
Credit choices are in part a function of access but are also shaped by the perceived
balance between cost and risk associated with different credit products.
Low-income borrowers are generally not price sensitive but are primarily concerned
with the manageability of payments and the potential risk of unmanageable debt.
Low-income credit users have a high tendency to payment irregularity on mainstream
credit, which can be difficult to avoid, given competing pressures on tight budgets.
Low-income borrowers can therefore be wary about the potential for penalty charges
on mainstream credit.
The flexibility of revolving credit can be seen as a double-edged sword, as it has the
potential to lead to debt that is difficult to pay down.
Non-standard credit can be seen as lower-risk and with a better fit to needs, despite its
cost. This is particularly important in the case of the payment flexibility associated with
home credit.
A large majority of users of both payday loans and home credit see these products as,
on balance, having a positive role in household finances, despite acknowledging their
high cost.

Financial pressure, frequency of credit use and use of
borrowed funds
Low-income consumers make their decisions about the use of credit and their choices of credit
product in the context of constrained incomes, competing pressures on budgets and varying
degrees of choice of credit options. The decision to use credit is, to a large extent, a function
of whether individuals have any form of savings, the extent of financial pressure they are
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under and whether they would be able to bridge a cash flow emergency or cope with peaks of
expenditure without borrowing.
In the relatively better off and comparatively ‘untroubled revolving credit coper’ and ‘cautious
term-oriented credit user’ segments, for example, only 1 per cent and 6 per cent respectively
are falling behind on commitments with 46 per cent and 44 per cent claiming to be coping
comfortably with their outgoings. In the more pressured ‘deeply troubled card user’ and
‘pressured high-cost credit user’ segments, on the other hand, 22 per cent and 32 per cent
respectively are falling behind on commitments. Similarly, affordability pressures differ
considerably between segments, peaking among the ‘pressured high-cost credit user’ and the
‘coping core home credit user’ segments, in which 94 per cent and 92 per cent respectively
have faced difficulties affording at least one of a range of essentials in the last 12 months –
ranging from food and fuel to Christmas presents (Figure 5.1).
As a result, some segments are more dependent on credit than others, regardless of how
carefully they manage their finances. For example, only 7 per cent of the relatively better
Exposure to affordability pressure by segment (% who have had difficulty affording a
range of essentials in last twelve months)
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off ‘untroubled revolving credit copers’ would find it impossible to raise £200–£300 in an
emergency without borrowing, while 63 per cent of the ‘coping core home credit user’ segment
would find it either difficult or impossible to do so, yet both groups are effective money
managers (Figure 5.2).
Those in the lowest income segments are less able to stay out of the
market and more likely to borrow to bridge cash flow gaps and manage
peaks of expenditure.

Those in the lowest income segments are generally more cautious in their attitude to credit
and least inclined to want to borrow. Nonetheless, financial circumstances are such that they
are less able to stay out of the market for an extended period and are more likely to borrow
to bridge cash flow gaps and manage peaks of expenditure, such as school expenses and
Christmas. Overall, however, they borrow less frequently and borrow smaller sums. The betteroff segments, on the other hand, are less likely to borrow for cash flow and more likely to use
credit for discretionary purposes, and to borrow larger sums. In stressed economic conditions,
the better-off segments have, however, also been better placed to pay down debt and to hold
back from using credit.
Choice of credit product and the nature of credit models also influence the frequency and
timing of credit use, with revolving credit users most likely to be continually in the market and
home credit and payday use more likely to be focused on peaks of expenditure.
Expenditure on consumption relative to income, and the tendency to borrow to support
consumption, also varies between segments. On the basis of expenditure across three heavily
credit-supported categories – back to school spending, purchase of white goods or consumer
electronics, and Christmas – the ratio of spend to income is highest among the lowest income
segments, notably the ‘coping core home credit users’ and the ‘minimal credit catalogue users’
(Figure 5.3). These segments, faced with higher costs relative to income at peak spending
periods, are also those who find it most difficult to save towards purchases (Figure 5.4). They
are, thus, most likely to need to borrow to spread the cost, peaking in the ‘coping core home
credit users’ where 45 per cent primarily fund Christmas through borrowing.
The segments that are most extended on credit and under the greatest financial pressure,
notably the ‘deeply troubled card user’, ‘pressured cross-sector borrower’ and ‘pressured highcost credit user’ segments, are also those most likely to borrow to bridge cash flow crises.
Almost half (46 per cent) of the most recent card borrowing by the ‘deeply troubled card
user’ segment was to fund cash flow shortfalls or emergencies, compared to only 19 per cent
of funds raised on cards by the other segment of heavy card users, the ‘untroubled revolving
credit copers’. Those taking cash advances on credit cards are also concentrated in the ‘deeply
troubled card user’ segment (45 per cent of whom have taken cash advances on credit cards,
with 16 per cent having done so in the last year). The more troubled segments are, however,
less able to borrow to fund consumption, major purchases or Christmas, because more of their
income is spent on servicing existing debt.
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Ratio of expenditure on major purchases and peak times of year relative to income by
segment (combined expenditure on Christmas, back to school and last major
purchase as multiple of income - indexed against average for all on low incomes)
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Figures 5.3 and 5.4
For the lowest
income segments,
spending on major
purchases and at
peak times is highest
relative to income
and less cushioned
by savings.
Base: Low-income credit
users.
Figure 5.3 notes: 1= Average
spend on Christmas, back to
school expenditure and major
purchases relative to income
= average for all low-income
credit users. 0.5 = spend
on peaks of expenditure
and Christmas relative to
income = half average for
all low-income credit users.
2.0 = spend on these items
is twice average for all lowincome credit users.
Peaks of expenditure in Figure
5.3 = average spend on
Christmas plus average spend
on items relating to children
returning to school plus
spend on last major purchase,
such as washing machine,
furniture, etc. These items
have been selected as key
pressure points to illustrate
the relative affordability
pressure such expenditure
represents for different
segments of credit users.

Access to different credit product types
Those under the greatest pressure and the heaviest credit users are among those
with the most constrained credit options
Low-income consumers’ choice of credit products is, inevitably, heavily influenced by the
extent to which different types of credit are available to them. The segmentation analysis
introduced in the previous chapter clearly illustrates that different groups of low-income
consumers have very different patterns of access to credit, while Chapter 2 showed that lowincome consumers, particularly higher-risk borrowers and those on the lowest incomes, are
facing increased constraints on their access to credit.
In stressed economic conditions, some 16 per cent of low-income credit users have been
refused credit in the last 12 months, rising to 20 per cent of those in the lowest income
quintile and 25 per cent of non-standard credit users. There is considerable variation by
segment, reflecting the degree of risk represented by the more or less pressured segments.
Fewer than one in 20 (4 per cent) of the ‘untroubled revolving credit coper’ segment have
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been refused credit in the last 12 months but this rises to a third (32 per cent) of the ‘deeply
troubled card users’ and more than four in ten (43 per cent) of the ‘pressured high-cost credit
users’. A quarter of those in this latter segment have needed to borrow in the last year and been
unable to obtain credit (Figure 5.5).
The highest levels of refusals have been from mainstream credit providers, notably banks,
credit and store card providers, but non-standard providers have also reduced credit lines and
increased decline rates against the background of stressed economic conditions (Figure 5.6).

Higher-risk borrowers and those on the lowest income are facing
increased constraints on their access to credit.

Most borrowers who are unable to raise commercial credit either do without, often at the cost
of considerable hardship, or turn to informal borrowing. The benefit-dependent are likely to
turn to social lending in the form of the Social Fund. A minority turn to illegal moneylenders
(loan sharks). Some 5 per cent of credit users on low incomes who have experienced recent
credit refusals have used a loan shark. Use of illegal lenders peaks in the three most pressured
segments, the ‘deeply troubled card users’ (at 10 per cent) the ‘pressured high-cost credit users’
(at 6 per cent) and the ‘pressured cross-sector borrowers’ (at 4 per cent).
Three in ten (29 per cent) mainstream credit users on low incomes also use non-standard
products, while the majority of non-standard credit users (58 per cent) also use mainstream
credit products. Those who use non-standard products because they have no other options are
a minority of non-standard credit users. Three-quarters of users of even the highest-cost credit
Constraints on access to credit in last year by segment (% experiencing recent credit
refusals and % with unmet need to borrow)
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Credit refusals by lender type (% experiencing credit refusals from range of lender types)
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Figures 5.6
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(home credit) claim to have had other options when they took out their last home credit loans,
while just three in ten (29 per cent) payday loan users are using payday loans because they
could not borrow elsewhere. Access is, therefore, only one part of the story.

Patterns of account management and credit choices
Mainstream credit and fit with needs

Low-income credit users face affordability pressures in managing credit
repayments in the same way that they do for all other aspects of their budgets
A number of studies and investigations over many years have shown, and the research
undertaken to support this project confirms, that low-income consumers are relatively price
insensitive with regard to credit, being more concerned with the manageability of payments
and how these fit into patterns of budgeting and financial management.1 Low-income
consumers’ credit choices are also influenced by the difficulties many face in keeping up with
the regular repayment schedules that some credit products demand. The cost of credit to lowincome consumers rests, in any case, only partly on price and choice of product, being also
shaped by behavioural drivers such as payment irregularity.
Revolving credit has been the engine of consumer credit growth worldwide because it meets
a consumer need, providing a readily accessible and scalable credit line while also providing
consumers with control and flexibility in the management of borrowing over time. Revolving
credit clearly suits some low-income consumers, largely the more affluent and least financially
pressured segments, whose financial circumstances are closer to those of better-off card users,
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more generally. In these segments, card users are able to take constructive advantage of the
flexibility inherent in the model and have coped well with these products, paying down
balances effectively and benefiting from lower-cost credit as a result.
For a significant minority of low-income card users, however, the flexibility associated with
revolving credit products has proved to be a double-edged sword, leading to unpredictable
costs, increased debt and, most significantly, debt that has been difficult to pay down.
Similarly, overdrafts, while providing access to lower-cost credit for some, also expose lowincome borrowers to the risks of penalty charges and escalating debt. Where borrowers become
enmeshed in a syndrome of servicing revolving debt at minimum payment levels or permanent
reliance on an overdraft facility they are unable to pay down, they are also more exposed to the
risk of default and, in extreme cases, to financial breakdown.
Low-income households frequently have difficulty affording credit and loan repayments in the
same way that they have difficulties affording other essentials and commitments. Payments on
credit agreements are frequently missed as a result, simply because in the face of inadequate
funds other expenses – often food, fuel or children-related expenses – take priority. Prioritising
financial commitments and ‘robbing Peter to pay Paul’ is one of the perennial budgeting
strategies of those on low incomes, and juggling credit repayments is part of this picture.
One in ten low-income credit users have had difficulties in affording
credit repayments in the last 12 months.

One in ten (11 per cent) low-income credit users have had difficulties in affording credit
repayments in the last 12 months, with these difficulties being greatest among family households
and those with the lowest incomes (Figures 5.7 and 5.8). Slightly less than one in five (18 per
cent) low-income credit users have missed payments on personal loans, rising to 22 per cent of
those in the lowest income quintile. Among credit card users, a third (33 per cent) of those in the
lowest quintile and 30 per cent of those in the lowest 20–50 per cent of household incomes miss
payments, rising to four in ten of those using revolving credit on their card.

A series of risks are associated with mainstream credit use for some pressured
segments of low-income credit users
Incidence of missed payments is highest among those taking cash advances on credit cards,
more than half (55 per cent) of whom miss payments. Around two in five of those using home
credit (41 per cent) and revolving credit on credit cards (39 per cent) also miss repayments.
Given that the pricing on the two product types is very different, in that credit cards
penalise missed and late payments while missed payments make no difference to the cost of
home credit, this would seem to indicate that the driver of missed payments is pressure on
budgets and lack of funds rather than choice. Payment irregularity can have significant cost
implications, not all of which are necessarily transparent to consumers.
Low-income consumers are concerned, however, not only with the manageability of credit
repayments and with the cost of credit but also with the potential for incurring debt that
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Figures 5.7 and 5.8
A significant minority
of all low-income
borrowers are
exposed to penalty
charges, most
markedly in the
heavy credit user
segment.
Figure 5.7 base: Low-income
account holders. All on low
incomes: 1,466. Lowest
20 per cent of household
incomes: 681. Lowest 20–50
per cent household incomes:
785.
Figure 5.8 base: Low-income
credit users. Cautious
term-oriented credit users:
89. Untroubled revolving
credit copers: 60. Overdraft
users on tight margins: 99.
Deeply troubled card users:
79. Pressured cross-sector
borrowers: 64. Minimal credit
catalogue users: 72. Coping
core home credit users: 35.
Pressured high-cost credit
users: 110.

may become difficult to manage or to pay down. Awareness of these risks is a major factor
in credit choices, particularly for those on the lowest incomes and whose budgets run on the
tightest margins. These concerns are most deeply felt in relation to revolving credit and the
risk of incurring a balance that the cardholder can only afford to service at minimum payment
level. This is, in large part, the explanation for the preference of certain segments, notably the
‘cautious term-oriented credit users’, ‘minimal credit catalogue users’ and ‘coping core home
credit users’ for fixed term products even where, in the case of some products such as payday
loans and home credit, these come at a high price.
Some three in ten low-income credit card users habitually make the
minimum payment.
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Minimum payments on credit cards by income, revolving status and whether take cash
advances on cards (% claiming that habitually make minimum payments on their credit card)
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These concerns are well founded in that some three in ten (29 per cent) low-income credit
card users habitually make the minimum payment against their outstanding balance. Among
the majority of low-income card users who use their credit cards as a revolving facility (i.e.
the 65 per cent of low-income card users who do not pay off the balance in full each month),
more than half (55 per cent) are making partial payments on their balance above the minimum
level, but the remaining 45 per cent are only making the minimum repayments (Figures 5.9
and 5.10).
Among those in the lowest 20 per cent of household incomes, 37 per cent of card users are
habitually making minimum payments. Of those in this income range using their card as
a revolving facility, 31 per cent of card users have at some time maxed-out a card (i.e. they
are at or over their credit limit) while almost four in ten (39 per cent) have made minimum
payments for an extended period. For their counterparts in the lowest 20–50 per cent of
household incomes, 24 per cent habitually make minimum payments, while 30 per cent of
those using cards as a revolving facility have maxed-out cards and 29 per cent have made
minimum payments for an extended period.
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Non-standard products and fit with needs
Some non-standard credit product are seen as a better fit with needs despite their
high cost
Access, cost and risk are all part of the dynamics of credit choices for low-income consumers.
Equally important, however, is the extent to which different products fit with a range of
consumer needs, including factors such as convenience, ease of use and flexibility. Access,
flexibility, control and manageability of repayments are just as, if not more, important as price
to low-income borrowers (Figure 5.11).
The key issue for many of those on low incomes using mainstream credit products is that
the requirement for regular payments on fixed dates cannot always be accommodated where
margins on household budgets are tight and where there are no savings safety nets in place. In
these circumstances, rigid payment schedules can be too inflexible to be manageable. For such
consumers, the challenges of sticking to a rigid payment schedule and the risks attendant on
payment irregularity can be more important than the price of the credit product. Indeed, those
likely to miss or make late payments are often all too aware that price advantage may be eroded
or even wiped out by costs associated with missed payments.
Non-standard credit products tend to be configured so as to maximise the likelihood of
collection while also scaling available sums, and delivery and collection mechanisms, to fit with
the needs of the target market. This is most obvious in the home credit product, the highestcost credit product in the UK market, which has survived into the twenty-first century despite
being both very high-cost and low-tech.2

Motivations for using home credit (% agreeing with statement on reason for using home credit)
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Coping strategies when have difficulties in affording payments on home credit loan
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A number of studies have shown that home credit remains popular with customers,3 who are
relatively price insensitive.4 This is because, despite its cost, the product represents a good fit
with consumer needs for ready access to small sums and manageable weekly payments that
fit with budgeting patterns and receipt of income, and, importantly, payments which can be
flexed with circumstances and competing priorities (Figure 5.12).
The home collection channel is valued not only for its convenience but for the payment
discipline it imposes. Customers also value the certainty that the debt will be repaid over a
relatively short term and the knowledge that missed and irregular payments will be tolerated
without increasing the debt or its associated costs. Beyond this, there is an awareness that, in
the event of serious financial difficulties, those who are genuinely unable to pay are unlikely to
be pursued through the courts.
When offered several pairs of positive and negative statements around the impact of home
credit on their ability to manage, a large majority of home credit customers opted for a positive
interpretation. A little less than one in five (19 per cent) agreed that they would manage their
finances better if they did not use home credit (Figure 5.13). However, eight in ten (81 per
cent) felt rather that home credit made it easier to manage when money was tight. Similarly,
while 30 per cent felt that it was difficult to manage essentials when paying back a home credit
loan, 70 per cent felt that it was easier to cover essentials if they could borrow from home
credit. One in five (21 per cent) agreed with the statement that paying back home credit loans
meant that they never have enough money while eight in ten (79 per cent) felt that they could
manage their home credit payments with careful budgeting. Slightly less than one in 5 (17 per
cent) believed that using home credit gets them into a spiral of debt that is difficult to get out
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Perceived impact of using home credit on ability to afford essentials and manage
budgets effectively (% agreeing with paired statements)
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of – but 83 per cent disagree with this statement (Figure 5.14). Similarly, while 20 per cent
agree with a statement that borrowing from home credit companies makes financial difficulties
worse, 80 per cent disagreed.
Payday borrowers similarly often chose payday in the knowledge that it is a high-cost way to
borrow. They valued ready access to small-sum cash, but could also see the short timescale for
repayment as less high risk than borrowing on an open-ended overdraft or revolving credit
facility, both of which can be seen as more likely to lead to unpredictable costs or escalating debt
that can be difficult to pay down (Figure 5.15).
Payday borrowers were given a variety of statements about the relative cost and risk of using
payday loans and mainstream credit (Figure 5.16). Views on the benefits and risks of overdrafts
versus payday loans were fairly evenly balanced, albeit slightly biased towards payday loans as
a more positive choice. Some 26 per cent of payday borrowers agreed that overdrafts could be
more expensive than payday loans while 20 per cent took the view that bank overdrafts are

52

T he d y namics of credit choice

Motivation for using payday loans (% agreeing with statement on reason for using
payday loans)
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Figures 5.16
Payday borrowers see payday loans as a cheaper alternative to revolving credit and as
less likely to result in long-term or unmanageable debt.
Perceived balance of costs and risk on payday borrowing compared to use of mainstream credit
(% choosing various statements on cost and debt effects of using payday loans, credit cards and overdrafts)
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cheaper and better than payday loans. Views on the costs and risks of credit cards were more
emphatically biased towards the view that credit cards are higher risk and can be high-cost.
One in ten (11 per cent) of payday users felt that borrowing on credit cards is cheaper and
better than using payday loans. However, four in ten (41 per cent) took the view that missing
payments on credit cards makes credit cards more expensive than borrowing from payday
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Perceptions of overall impact of payday loans and home credit on users’ finances (% taking
positive or negative view of overall payday borrowing/home credit use)
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lenders. The relative risks of credit cards versus payday borrowing appeared, however, to be
more important. Some 56 per cent of payday users felt that credit cards could trap you in
long-term debt while 43 per cent believed that you are less likely to get into trouble with
payday loans.
Payday borrowers had a largely positive balance of views on the impact of payday borrowing
on their ability to manage their budgets and keep on top of outgoings and commitments.
When given a series of balanced positive and negative statements from which to select those
they agreed with, more than half (54 per cent) felt that payday loans made it easier to pay bills
on time while 12 per cent felt that using payday loans made it difficult to pay bills on time. A
similar proportion of payday users (56 per cent) felt that using payday loans meant that they
could prevent financial difficulties becoming a crisis. This compares with 15 per cent of payday
users who felt that using payday loans usually makes financial difficulties worse. Some 52 per
cent felt that they can manage payday loans fairly easily, compared to 12 per cent who felt that
it was difficult to afford essentials when paying back a payday loan.
When asked about the overall impact of payday or home credit borrowing on their finances
‘bearing in mind the high cost as well as convenience’, a large majority of both payday users
(73 per cent) and home credit users (67 per cent) felt that the overall impact of using this type
of credit was positive for their finances compared to 16 per cent of payday borrowers who
believed that payday had on balance a negative impact and 21 per cent of home credit users
who felt that home credit had a negative impact (Figures 5.17 and 5.18).
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Chapter 6
The drivers of cost and detriment for
low-income credit users
For low-income consumers, the real cost of credit is increasingly determined by postcontract patterns of behaviour rather than the APR of credit products.
Two-thirds (67 per cent) of low-income credit users, an estimated 6.7 million
individuals, are subject to behaviour-driven costs on their mainstream credit use.
We estimate that behaviour-driven costs on mainstream credit incurred by those on
low incomes are £630 million per annum, averaging £174 per annum per head.
In some segments of consumers behaviour-driven charges represent the major part of
the costs of credit.
Under uneven payment conditions or where minimum payments on revolving credit
are made over an extended period, the cost of mainstream credit can approach or even
exceed that of non-standard lending.
Some credit users using open-ended products, such as overdrafts and revolving credit,
can pay a high cost for credit while not being able to pay down their debt.
The cost of non-standard credit is also influenced by behavioural factors, primarily
through the mechanism of refinancing or rolling over loans.
A significant minority of payday users refinance their loans (29 per cent), with
refinancing less important for home credit users (13 per cent). Non-standard lending
appears to be a small proportion of total debt for low-income credit users.

The potential benefits and detriment associated with credit rests on a
complex balance of cost and risk.
The potential benefits and detriment associated with credit use and the impact of credit on the
lives and finances of those on low incomes rests on a complex balance of cost and risk, which
plays out differently for consumers depending on their circumstances, the products they use
and their patterns of behaviour in terms of account management.
Credit use can, at least in the short term, alleviate hardship by moderating the impact of cash
flow crises and helping low-income consumers to spread the cost of acquiring expensive items
which they could not afford to pay for all at once and managing through peaks of expenditure.
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At the same time, however, it increases overall outgoings and thus undermines already tight
budgets. Non-credit users, albeit very much in a minority, are clearly less financially pressured
across a range of dimensions than are credit users, regardless of whether the household
concerned is headed by someone in work or is benefit-dependent.
As the analysis in previous chapters has shown, credit can also leave users exposed to
unanticipated and unpredictable costs and escalating debt. Borrowing can become very
difficult to pay off, exposing individuals not only to the risk of extended financial stress, but
ultimately to the risk of serious financial distress and financial breakdown.

The real cost to the consumer of different credit product types
For low-income consumers the real cost of credit is increasingly dependent on postcontract patterns of behaviour, once they have taken out the loan, rather than on the price
of the product itself. The impact of behaviour on cost is most marked for mainstream
credit products, most notably on revolving credit and overdrafts, where missed payments,
delinquency charges, drawing cash on credit cards, and making minimum payments on
revolving credit over an extended period can greatly increase the cost. On high-cost loans, on
the other hand, credit tends to be offered at a fixed price, but can be significantly increased
where loans are re-financed or ‘rolled over’, most notably in the case of payday lending.
This chapter seeks to illustrate the impact of consumer behaviour on the actual cost of credit
to the consumer and, using worked examples, seeks to show how different behavioural patterns
shape the actual cost to the consumer of using a range of different credit product types.
A number of banking providers and card issuers have moved to restructure their overdraft and
unauthorised overdraft pricing, and penalty charges on credit cards have been moderated in
recent years as a result of the OFT’s action on setting acceptable limits for administrative fees
on missed payments and, more recently, the joint working between Government and industry
to reduce unfair credit charges.1 Nonetheless, these charges can add significantly to the real cost
of credit, as can be seen in the various worked examples in the chapter. It should be noted in
this context that the various measures to be adopted by the banks from 2012 and designed to
alert customers to the possibility that their balance is low or that they are about to go into an
unarranged overdraft apply only to full-facility current accounts, used by only 44 per cent of
the banked on low incomes. The majority of those on low incomes (56 per cent) use basic bank
accounts, rising to 70 per cent of those in the lowest income quintile. As previous chapters have
shown, the issue for those on low incomes is not necessarily that they are unaware that they risk
going over-limit or having insufficient funds to meet commitments, rather that they are not in a
position to put the necessary funds into their account to avoid incurring charges.
It is important to distinguish between risk-based pricing and behaviour-driven costs, and
between product price and cost to the consumer more generally. The analyses in this chapter
are from the stance of the consumer and focus on the total cost to the consumer arising from
the use of different credit products under a range of scenarios. From the perspective of the
consumer the actual cost of credit will include both elements of price (interest for example)
and costs, in the form of delinquency fees, associated with behaviour such as payment
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irregularity or being over-limit. Not all of the costs to the consumer associated with account
behaviour will accrue to the provider of the credit product concerned. For example, on a credit
card, behaviour-driven charges in the form of default fees will be limited to £12, a level set to
cover the associated cost to the provider. The associated missed direct debit charge, which from
the point of view of the consumer is an additional component of the actual cost of credit, will,
however, accrue to the banking provider rather than the card issuer. The business models of
the various card issuers vary significantly. In some cases, such as credit cards issued to current
account customers by the major banks, both the default fee and the missed direct debit charge
will accrue to the bank. In others, such as the card mono-lines, no revenue from the missed
direct debt charge will arise. Regardless of which provider is the recipient of the missed direct
debit fee, the additional cost to the consumer will be the same in either case.
The administrative charges associated with missed payments on credit cards are now lower
than in the past, as a result of the OFT intervention to curb the scale of penalty charges on
credit cards, and are now almost universally capped at £12 per incident. Borrowers missing
payments tend, however, not only to incur an administrative charge from the card issuer,
they also incur a fee for the associated unmet debit, at the time of writing and the consumer
research being undertaken, averaging circa £25 per charging incident.
Mainstream credit
Irregular payment patterns are relatively commonplace among lowincome credit users.
As previous chapters have described, those on low incomes face specific problems in managing
credit within tight household budgets and the structure of many mainstream products, and in
particular the requirement for fixed regular payments, exacerbates this effect. For those on low
incomes balancing competing pressures on budgets is a day-to-day reality, with three-quarters
(74 per cent) having problems affording essentials. This tends to be reflected in missed
payments on both credit and household bills.
In understanding the impact of this syndrome for the cost of credit to low-income consumers,
it is important to appreciate that irregular payment patterns are relatively commonplace among
low-income credit users, and particularly the most pressured, precisely because they are difficult
to avoid on a very tight budget. Some 58 per cent of low-income borrowers using overdrafts
as a credit facility and 44 per cent of those using credit cards have missed payments. For those
incurring charges, the average number of unauthorised overdraft fees is 7.1 per annum, with an
average number of missed payments on credit cards of 3.4 per annum.

Two-thirds of low-income credit users are exposed to behavioural charges on their
credit use – at an estimated cost of £630 million per annum
Against this background, two-thirds (67 per cent) of low-income credit users, some 6.7 million
individuals, are subject to behaviour-driven costs on their mainstream credit use. On an
annualised basis, 3.6 million per annum, or 44 per cent of the 8.2 million low-income borrowers
in the market in a year, pay credit-related charges for missed payments or over-limit fees.
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We estimate behaviour-driven costs incurred by low-income credit users on mainstream credit to
be £630 million per annum. Behaviour-driven costs on mainstream credit, arising from missed
credit payments, over-limit fees on overdrafts and other cost-increasing behaviours, for those
paying charges, average £174 per head per annum.

The balance of costs and risks associated with different credit products plays out
differently for different groups of low-income borrowers
There is, however, very considerable variation between groups, and indeed between product
types, in the extent and impact of these costs. For some of the large segments of relatively
untroubled credit users, behaviour-driven costs have little impact, with the cost of credit
determined primarily by the APR, as for more affluent credit users. In some segments of lowincome credit users, however, behaviour-driven costs represent not only the major part of the
costs of credit but are also the mechanism by which consumers can become trapped into a
long-term cycle of servicing debt they cannot pay down (Figure 6.1).

Low-income credit users’ exposure to behaviour-driven costs on mainstream credit by
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Figure 6.1
Behaviour-driven
costs on mainstream
borrowing are
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proportion of lowincome borrowers
but are concentrated
in pressured
segments.
Base: Credit users who have
paid penalty charges.

Low-income credit users’ exposure to overdraft-related penalty charges by segment
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In some segments of low-income credit users, behaviour-driven costs
represent the major part of the costs of credit.
Overdraft fees are the most widely incurred behaviour-driven costs. Charges for missed direct
debits and over-limit fees are incurred, however, not only by the most pressured and lowest
income groups but also by those segments that manage their finances well and are relatively
untroubled by credit problems, suggesting that such costs can be difficult for low-income
consumers to avoid (Figure 6.2).
A quarter of even the ‘untroubled revolving credit copers’ and ‘cautious term-oriented credit
users’ have incurred overdraft fees. This rises, however, to 72 per cent of the ‘deeply troubled
card users’ and more than half of both the ‘pressured high-cost credit users’ and ‘pressured
cross-sector borrowers’, with each of these segments averaging more than seven charges per
year. Taken together we would estimate that 1.9 million low-income credit users are exposed
to 13.6 million overdraft fees per year, at a total value of £340m, and an average cost per head,
for those who incur fees, of £176. Average cost per annum will vary between segments and the
degree to which each is exposed to over-limit fees, averaging £101 per annum for the ‘overdraft
users on tight margins’ segment incurring fewest charges, but averaging £271 per annum for
the most pressured segment, ‘pressured high-cost credit users’.

Uneven payment patterns and the associated behavioural costs are concentrated in
certain highly pressured segments
A significant proportion of low-income credit users miss payments on loans (15 per cent of
all low-income credit users) and credit cards (30 per cent of all low-income credit card users),
incurring penalty or administrative charges in the process. Some segments are more exposed to
such charges than others (Figure 6.3). ‘Coping revolving credit users’, a large segment that uses
revolving credit most heavily and successfully, do not miss payments on either loans or cards.
Few of the ‘cautious term-oriented credit users’, ‘overdraft users on tight margins’ or ‘minimal
credit catalogue users’ miss payments on either loans or credit cards. All of these latter
Total annual average behaviour-driven costs on mainstream credit by segment
(estimated value of all behaviour-driven costs across all mainstream credit products used)
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segments are relatively cautious in taking on credit and focus their credit use largely within a
single product category.
Missed payments on loans are concentrated in those segments that use a variety of credit
products. For these segments, missed payments are a feature of the account management of
a significant proportion of users. Missed payments on mainstream loans, at 55 per cent, are
highest in the ‘pressured high-cost credit user’ segment; while missed payments on credit cards
peak, at 75 per cent, in the ‘deeply troubled card user’ segment, with two-thirds (67 per cent)
of the ‘pressured cross-sector borrowers’ also missing payments on cards.
These additional costs can make up a significant proportion of the total cost of credit to the
consumer and of funds devoted by low-income consumers to debt service. On the basis of
costs incurred on missed payments on loans and credit cards together with authorised overdraft
fees, we estimate that behaviour-driven costs represent an average of 6.1 per cent of payments
made on debt service (including both the element of capital repayment and credit charges) for
all low-income credit users. This falls to 1 per cent in the ‘ cautious term-oriented credit user’
segment and rises to 14.8 per cent in the ‘deeply troubled card user’ segment. The impact is to
significantly increase the share of income devoted to debt service in the more pressured segments.
The overall cost of behaviour-driven costs across a range of products varies considerably
between segments and reflects both the degree to which each segment uses mainstream credit
products and how far those that do are able to cope with them effectively. Those segments
able to cope well with overdrafts, loans and credit cards benefit from cheaper credit and incur
relatively little in the way of additional costs, though these nonetheless average £99 per annum
for the ‘overdraft users on tight margins’ and £75 per annum for the ‘untroubled revolving
credit copers’ across all credit product types. Equally, those focused primarily on catalogues
and home credit, the ‘minimal credit catalogue users’ and ‘coping core home credit users’,
average £112 per annum and £55 per annum respectively in charges across all mainstream
credit products. In these cases, charges arise primarily from overdraft-related fees, which are
common even in the segments where finances and credit are managed most effectively.
This contrasts with the value of behaviour-driven costs on mainstream loans and credit cards
incurred by the most pressured ‘deeply troubled card user’, ‘pressured cross-sector borrower’
and ‘pressured high-cost credit user’ segments. These average £157, £202 and £149 per head
per annum, respectively, on loans for those who have them and average £136, £88 and £147
per head per annum, respectively, on credit cards for those who have them. As noted earlier,
these segments are also those incurring the highest costs on overdrafts. Total behaviour-driven
costs across all mainstream credit products for these segments average £291, £218 and £210
respectively.

Overdrafts are not necessarily either low cost or low risk for the significant
minority incurring multiple penalty fees
One of the key assumptions behind the drive for banking inclusion has been that electronic
payment channels will offer low-income consumers access to cheaper credit and to lower-cost
bill payment mechanisms.2 Overdrafts have become the leading source of credit for those on
low incomes. However, against the backdrop of competing pressures on tight budgets, missed

60

T he dri v ers of cost and detriment

Table 6.1
Overdrafts.

Key results
Total credit
Over term
Total repaid

Larger overdraft (£500)
over 12 months

Smaller overdraft (£250)
over 12 months

No
Average Average
overdraft
of 3
of 7
fees
charges charges
per year per year

Regular Average Average
paydown of 3
of 7
charges charges
per year per year

£500

£575

£675

12
12
12
months months months

£250

£325

£425

12
12
12
months months months

£551

£548

£526

£275

£275

£275

£51

£155

£260

£25

£134

£240

£–

£75

£150

£–

£75

£150

Interest

£51

£80

£110

£25

£59

£90

Total actual cost to the
consumer per £100
borrowed

£10

£27

£38

£10

£41

£56

Equivalent observed APR
of actual cost of credit to
consumer

19.9%

50.5%

76.7%

19.9%

Overdraft charges
(£25 per over-limit event)

£–

£75

£175

£–

£75

£175

Remaining balance

£–

£182

£ 410

£–

£184

£390

£500

£393

£265

£250

£141

£35

1.81m

1.65m

0.89m

1.81m

1.65m

0.89m

42%

38%

21%

42%

38%

21%

Actual cost of credit to
the consumer
Fees

Amount of balance paid off
Estimated number of
low-income individuals
using overdraft as credit
facility with the overlimit behaviour pattern
described
% of low-income overdraft
users exhibiting the
behaviour

73.3% 106.2%

Source: Conditions based on a standard overdraft facility provided by NatWest with a quoted APR of 19.9%.

payments on direct debts, which generate penalty charges, and fees related to overdraft usage are
very common among those on low incomes. Some 38 per cent of low-income credit users have
incurred over-limit fees on overdrafts averaging, for those who incurred fees, 7.1 fees per year.
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The impact of these patterns on the real cost of overdraft borrowing under different
behavioural scenarios is illustrated in Table 6.1. We take two examples of an overdraft of
£500 and £250, sums appropriate to the scale of borrowing of those on low incomes, both
repaid over 12 months. Taking a standard overdraft facility provided by NatWest bank with a
quoted APR of 19.9 per cent, in the case of the £500 overdraft in which no penalty charges are
incurred, the cost of credit would be a total of £51 over the period, the equivalent of £10.18
per £100 borrowed. This scenario, in which no penalty charges were incurred in the course of
a year, would apply to 42 per cent of low-income overdraft users.
For the 38 per cent of overdraft users who incur an average of three fees per year, however, the
total cost of credit rises to £155 per annum, an equivalent of £27.02 per £100 borrowed and
an observed APR of 50.5 per cent. For the 21 per cent of overdraft users who incur more than
seven overdraft fees per year, the total cost of the £500 overdraft facility would rise to £260,
the equivalent of £38.58 per £100 borrowed and an observed APR of 76.7 per cent. The same
effects are estimated for a £250 overdraft repaid over the same period. As Table 6.1 shows, the
fixed price over-limit fees are proportionately larger in relation to the overdraft facility, with
the consequence that the total cost of borrowing per £100 and the observed APR are higher.
This cost of borrowing per £100 rises to £41.37 and an observed APR of 73.3 per cent for
those incurring three charges per year. For those incurring seven charges per year, the cost of
credit to the consumer rises to £56.59 per £100 and an observed APR of 106 per cent.
Some 25 per cent of low-income credit users who have been exposed to penalty charges on
mainstream credit have at some point stopped using their bank account to avoid penalty
charges, 13 per cent have been asked by the bank to stop using their account pro tem and
a similar proportion have had their account closed by the bank. We estimate some 290,000
individuals have fallen out of banking, either temporarily or for the long term, as a result of
credit-related banking charges (Ellison et al. 2010).

Some 1.3 million low-income cardholders are subject to some form of behavioural
costs on revolving credit use
As the segmentation analysis demonstrated, the majority of card users are able to benefit from
the flexibility inherent in the revolving credit concept. For some card user types, however,
revolving credit products carry both significant costs and risks. As noted earlier, some three
in ten (30 per cent) low-income credit card users have missed payments on their cards, with
those missing payments on cards averaging a little over three missed payments per annum. We
estimate that, on an annualised basis, 1.3 million low-income credit cardholders are subject to
some form of behaviour driven costs on credit cards.

The issue for many low-income revolving credit users is the potential for incurring
debt that can be serviced but not paid down
Missed payments are, however, only one component of behaviour-driven costs on revolving
credit. Some 18 per cent of low-income card users have raised cash on credit cards, which
increases the cost of credit, with this tendency being most concentrated in the most heavily
pressured segments. The more important driver of cost on credit cards is, however, the
tendency to make minimum payments over an extended period, particularly on ‘maxed out’
balances. One in ten (10 per cent) low-income card users and 15 per cent of revolvers have at
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some point ‘maxed out’ their card while 35 per cent – and 48 per cent of revolvers – describe
themselves as either ‘fairly close to’ or ‘at or over’ their limit. Only 35 per cent of low-income
card users usually pay off their balance at the end of the month, a little short of three in ten
(29 per cent) habitually making minimal payments, and a little less than a quarter (23 per
cent) having at some point made minimum payments on credit cards for an extended period.
Almost a third of low-income card users making partial or minimum
payments have been doing so for more than two years.

The average length of time over which low-income card holders have made minimum or
partial payments is 19 months. However, almost a third (32 per cent) of low-income card
users who are making partial or minimum payments on their cards say they have been
doing so for more than two years, with a little over one in ten (13 per cent) of those making
minimum payments having done so for three years or more. It is worth noting that those who
say that they have at some point made minimum payments over an extended period are also
particularly at risk of missing payments on cards. As with other forms of credit, some segments
are better able to cope than others. The three segments most focused on card use have very
different behavioural cost profiles. In the large ‘untroubled revolving credit coper’ segment,
more than half pay their balance off each month while in the ‘deeply troubled card user’
segment 44 per cent habitually make the minimum payment, as do 30 per cent of card users in
the ‘pressured cross-sector borrower’ segment.
Tables 6.2a–6.2d illustrate how these behaviours play out in terms of costs and exposure to risk
for that sub-set of the low-income credit card user base subject to behaviour-driven costs. The
balance chosen is the average amount outstanding for all low-income credit cardholders. We first
illustrate the impact of making minimum payments in isolation, shown in Table 6.2a. We assume
minimum payments are made for an 18 month period, a month short of the average period over
which low-income cardholders claim to have been making minimum payments, and assume that
there are no missed payments in this period. This scenario applies to some 12 per cent of all lowincome credit cardholders and 19 per cent of low-income credit card revolvers. This results in a
total cost of credit over the 18 months of a little over £800 in interest charges and a cost per £100
borrowed of just under £44, and an observed APR of 34.9 per cent.
Critically, however, from the perspective of the low-income card user, although a total of £1,105
would have been paid out by the consumer over the period, these payments will have reduced the
outstanding balance by only £303, leaving a remaining balance of £1,526 of residual card debt still
to be paid down. Unless the cardholder is able to raise the current monthly minimum payment
from an average of £30, representing an average of 2.6 per cent of household income, it will take
10 years and 7 months to repay the total debt, at an overall cost of credit to the consumer of
£3,136, equivalent to £171 per £100 but still with the same observed APR of 34.9 per cent.
The majority of cardholders making minimum payments will recover
their position.
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The majority of cardholders making minimum payments will recover their position (58 per
cent) and find themselves able to increase their payments and pay down their debt. However, a
significant minority do become trapped servicing open-ended contracts at minimum payments
for an extended period. In so doing they are not only incurring very significant costs but also
exposing themselves to risk, in the eventuality that they find themselves unable to service the
debt at any time. For those who are making minimum payments for an extended period and who
have also got close to, or are at their credit limit (64 per cent of those who have made extended
minimum payments), the ongoing debt service is undermining their income on a long-term
basis, long after the associated credit line has ceased to have any utility for the borrower.

In some cases exposure to behavioural costs can mean that significant payments to
card issuers and banks do little to reduce outstanding card debt
The next scenario, illustrated in Table 6.2b, extends this analysis to show the impact of
combining minimum payments with the average number of missed payments on credit cards
(based on all those who miss payments on credit cards) over the same 18 month period. In
order to isolate and illustrate the cost effects, it is assumed that no further use is made of the
card. As in the previous scenarios, the example is based on the leading card targeting lowincome consumers with less-than-perfect prime credit scores. In this case, the cardholder
makes five missed or late payments over an 18 month period. This scenario applies to some
10 per cent of low-income cardholders and 17 per cent of low-income card revolvers. Over
the 18 month period, the cardholder incurs some £60 of administrative charges, assuming
the maximum charge in the relevant OFT Guidance, and some £125 in account-related fees
for bounced direct debits. Interest over the period will be £886. The total cost of credit to
the consumer per £100 borrowed is £58, the equivalent of an observed APR of 43.7 per cent.
Over the 18 month period, the cardholder will have paid the lender some £1,024 on the
original credit line of £1,829. In the process, however, the cardholder will not have paid down
any of the card debt, rather increasing the outstanding balance owed by some £37.
Adding in the cumulative impact of the penalty charges incurred on the card account, and
leaving aside the impact of the fees associated with the unmet direct debits, which will accrue
separately on the individual’s bank account, the cardholder will have an outstanding balance
on the card account of £1,866 at the end of the period. The longer this pattern is extended,
the higher the cost of credit will rise while not reducing the outstanding debt.
The impact of making minimum payments over an extended period is further illustrated
in the worked examples of two scenarios illustrated in Table 6.2c, which again employ the
market leading credit card targeting low-income consumers. They show the impact of making
minimum payments for three years and five years respectively, without missing any payments.
The former scenario applies to 4 per cent of low-income credit cardholders and 6 per cent of
low-income credit card revolvers, some 121,000 individuals. The latter applies to 3 per cent
of low-income credit cardholders and 5 per cent of low-income credit card revolvers, around
98,000 individuals.
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Table 6.2a
Credit card scenario 1. Minimum payments for average number of months over which
extended minimum payments are made and no payments are missed.

Key results

Minimum payments
for 18 months and no
missed payments

Total credit

£1,829

Over term

18 months

Total repaid
Actual cost of credit to the consumer

£1,105
£803

Annual fees

£–

Bounce charges

£–

Late payment fees

£–

Interest
Total actual cost to the consumer per £100 borrowed

£803
£43

Equivalent observed APR of actual cost of credit to consumer

34.9%

Remaining balance

£1,526

Amount of balance paid off
Estimated number of low-income card holders with the
missed/minimum payment behaviour pattern described

£302
0.36m

% of low-income credit card users exhibiting the behaviour

12%

% of low-income credit card revolvers exhibiting the behaviour

19%

Note:
Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9%.
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Table 6.2b
Credit card scenario 2. Minimum payments made for average period over which extended
minimum payments made by low-income cardholders with average number of missed
payments over the period for low-income cardholders who miss payments.

Key results

Minimum payments
and 5 missed payments
over 18 months

Total credit

£1,829

Over term

18 months

Total repaid

£1,024

Actual cost of credit to the consumer

£1,061

Annual fees
Bounce charges
Late payment fees
Interest
Total actual cost to the consumer per £100 borrowed

£–
£125
£60
£876
£58

Equivalent observed APR of actual cost of credit to consumer

43.7%

Remaining balance

£1,866

Amount of balance paid off
Estimated number of low-income cardholders with the
missed/minimum payment behaviour pattern described

–£37
0.32m

% of low-income credit card users exhibiting the behaviour

10%

% of low-income credit card revolvers exhibiting the behaviour

17%

Note:
Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9%.

As can be seen in Table 6.2c, in the three year scenario the borrower repays £1,990 on
the £1,829 outstanding balance (again the average outstanding balance for low-income
cardholders), assuming no further expenditure on the card. This implies a total cost of
credit over the period of £1,434.80 and a cost of credit per hundred pounds of £78.49. The
equivalent observed APR over the period is, however, 34.9 per cent.
The outstanding balance is reduced by £555.26 over the period, leaving a remaining balance
of £1,273.74. If the pattern were to be maintained, it would take a further four years and two
months to pay off the balance. The total cost of credit over that period, assuming no account
delinquency, would be £2,393, the equivalent of £131 per £100. The observed APR over the
period, again, does not change and would still be 34.9 per cent.
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The scenario in which minimum payments are made for five years is also illustrated in Table
6.2c and shows the impact of making extended minimum payments over a very long period.
In this scenario, the borrower pays the card issuer a total of £2,946 on the outstanding balance
of £1,829, again the average for all low-income cardholders. This implies a total cost of credit
of £2,117 over the period, and a cost per £100 borrowed of £115.77. The APR calculated over
the period, however, is still 34.9 per cent.

Table 6.2c
Credit card scenarios 3 and 4. Minimum payments made on average outstanding balance
for low-income cardholders for three and five years – no missed payments

Key results

Minimum payments
for 3 years and no
missed payments

Minimum
payments for 5
years

Total credit

£1,829

£1,829

Over term

3 years

5 years

Total repaid

£1,990

£2,945

Actual cost of credit to the consumer

£1,434

£2,117

Annual fees

£–

£–

Bounce charges

£–

£–

Late payment fees

£–

£–

£1,434

£2,117

£78

£115

Equivalent observed APR of actual cost
of credit to consumer

34.9%

34.9%

Remaining balance

£1,273

£1,000

£555

£828

0.12m

0.10m

% of low-income credit card users
exhibiting the behaviour

4%

3%

% of low-income credit card revolvers
exhibiting the behaviour

6%

5%

Interest
Total actual cost to the consumer per
£100 borrowed

Amount of balance paid off
Estimated number of low-income
cardholders with the missed/minimum
payment behaviour pattern described

Note:
Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9%.
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The amount paid off the outstanding balance over the period is £828, leaving an outstanding
balance of a little over £1,000. If this pattern were continued, it would take a further four years
and four months to pay down the balance, at a total cost of credit of £2,888, the equivalent of
£158 per £100 borrowed. The APR would, however, remain at 34.9 per cent over the period.
Finally, in Table 6.2d we extend the analysis to show the impact of making minimum
payments over a three year period and making the average number of missed payments over
that period. This behavioural scenario applies to 3.7 per cent of low-income credit cardholders
and 5.9 per cent of low-income card revolvers, an estimated 0.11 million individuals. The
example is again predicated on the market leading card targeting low-income and higher-risk

Table 6.2d
Credit card scenario 5. Minimum payments for three years and average number of
missed payments for those who miss payments over the period.

Key results

Minimum payments
for 3 years and 10
missed payments
over three years

Total credit

£1,829

Over term

3 years

Total repaid

£2,114

Actual cost of credit to the consumer

£2,097

Annual fees

£–

Bounce charges

£250

Late payment fees

£120

Interest
Total actual cost to the consumer per £100 borrowed

£1,727
£114

Equivalent observed APR of actual cost of credit to consumer

44.2%

Remaining balance

£1,811

Amount of balance paid off
Estimated number of low-income cardholders with the
missed/minimum payment behaviour pattern described

£17
0.11m

% of low-income credit card users exhibiting the behaviour

4%

% of low-income credit card revolvers exhibiting the behaviour

6%

Note:
Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9%.
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borrowers. In this scenario the total cost of credit to the borrower is £2,114.75 on the total
outstanding balance of £1,829.00, the average for low-income cardholders. This consists
of £1,727 in interest charges plus £120 in late payment fees (based on the OFT prescribed
£12 administrative charge for missed payments on 10 occasions over three years, being the
average for all cardholders missing payments), with both of these sums being paid to the
card issuer. The borrower also incurs fees for the associated unmet direct debits of £250
(£25 per transaction for 10 transactions, based on average charges across a basket of banks).3
This implies a cost to the borrower of £114.69 per £100 borrowed and the equivalent of an
observed APR of 44.2 per cent, based on the combination of interest charges and card issuer
levied administrative charges.
It is also important to note that over the three year period the balance of the debt to the card
issuer will have been reduced by a total of £17.02 over the three year period, leaving a balance
still outstanding at the end of the period of £1,812. Were this pattern to be continued, it
would take a total of 19 years and 6 months to repay the outstanding balance. The total
paid to the card issuer would be £12,661 over the period, with the total cost of credit to the
borrower being £10,832 and the equivalent of £592 per £100 borrowed. The APR would,
however, only be 44.2 per cent over the period.

Of the 0.8 million low-income card users making minimum payments on revolving
credit, some 0.2 million could be said to be enmeshed in an on-going debt trap
As noted earlier, the majority of those making minimum payments recover their position
and begin to pay down balances. For the four in ten who have made minimum payments for
an extended period, the issue may simply be that they are unable to afford to increase their
payments. Others would welcome an increase in mandatory minimum payments.
Of those who are currently making minimum payments habitually, almost half (49 per cent)
would find it helpful to have to increase their payments and thus pay their debt down more
quickly, 27 per cent would be able to cope with increased payments but would have to make
sacrifices elsewhere while 24 per cent would find it impossible to increase their payments.
Of those who have made minimum payments on credit cards for an extended period, a little
over a third (34 per cent) would be able to to increase their payments but would have to
make sacrifices elsewhere, a third (34 per cent) would find it helpful to have to increase their
payments while the remainder would find it impossible to increase their payments. On this
basis we estimate that of the 0.8 million low-income credit cardholders making minimum
payments on credit cards, circa 0.2 million would find it impossible to increase their payments
and could thus be said to have become caught in an ongoing debt trap.
Non-standard credit

For non-standard credit the primary mechanism for increasing costs based on
behavioural drivers is the refinancing and roll-over of loans
The cost of non-standard products, such as payday and home credit loans, can also be
impacted by behavioural factors. Pricing models are less likely to rest on missed payments
as a driver of additional cost, with the refinancing of loans a more usual mechanism for
increasing cost.
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Payday loans, being very short term and based on the assumption of being cleared in full with
a single payment, are, by definition, less likely to generate missed payments. The home credit
model carries a fixed price for each loan regardless of missed payments or extended payment
terms. The pricing structure is reflected in the payment patterns of home credit borrowers,
only one in ten of whom makes all of the payments due on time and within the contract term
(Competition Commission 2006, Table 2.2).
In the case of both products, the behavioural driver of increased cost is, rather, the refinancing
of loans. Among home credit users, a little over a quarter (27 per cent) take out a new loan
before their previous loan is finished, 52 per cent of which are half-way through the term or
earlier. Half of home credit users taking out new loans (50 per cent) then rolled the previous
loan into the new loan, implying that around 13 per cent of home credit loans are refinanced.
Among payday loan users, 29 per cent extend their loan beyond the initial period, with those
who extend their loan in this way averaging 2.1 extensions.
We estimate that 293,000 home credit borrowers extend their loan each year, at an average
additional cost of £15 per £100 borrowed, and that 270,000 payday borrowers extend their
loans each year at an average additional cost of £43 per £100 (£50 for online customers and
£34 for retail customers).
Home credit is used by 2.4 million borrowers with a little over four in ten (45 per cent)
benefit-dependent and the balance largely low-paid workers. As 90 per cent of customers
fall into the lowest 50 per cent of incomes, this product has been designed to accommodate
the irregular payment patterns of those on very tight budgets. The proposition to customers
relies to some extent on the lenders’ tolerance and flexibility in the collection of small weekly
repayments, collected in home over a fixed term, most commonly in the region of a year.
Customers tend to miss payments to accommodate competing priorities.4 This flexibility and
service comes, however, at a high cost. Payment irregularity is thus built into the model. In
2006/2007 the Competition Commission Inquiry found (based on three of the top six lenders
at the time) the following pattern of payment irregularity on home credit loans in 2006:
■■
■■
■■
■■
■■

Between 2–10 per cent of payments were made on time to contract terms.
Between 8–20 per cent miss one in ten payments.
Between 34–48 per cent miss up to half of payments.
Between 29–44 per cent miss more than half of payments.
Between 1–6 per cent never make any payments.

The Commission also found that although missing payments was reasonably common, it was
unusual for customers to fall more than a month into arrears, with the overall pattern being
that non-defaulting customers did not in fact stray too far from the original schedule despite
the frequency of missed payments (Competition Commission 2006).
On the basis of the products offered by the market leader,5 a £100 loan repaid over a fourteen
week period will require weekly repayments of £10, totalling £140, i.e. a total cost of credit
of £40, and a cost of £40 per £100 borrowed, and an APR of 1,068.9 per cent. A £500 loan
over 52 weeks will require weekly payments of £17.50, totalling £910 and thus a cost of credit
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of £410, or £82 per £100 borrowed and an APR of 272 per cent. Cost does not increase,
however, in the face of missed payments, regardless of their frequency.
As the earlier analysis demonstrated, these costs are not dissimilar to those incurred by users
of mainstream credit exhibiting various cost-increasing behaviours such as uneven payment
patterns or extended minimum payments on credit cards. The difference, however, is that the
high cost of credit is applied across the entire home credit base, regardless of their payment
record, so that those customer paying most regularly would appear to be cross-subsidising
those who struggle to pay and thus require more intensive service in the form of additional
collection.6
Table 6.3a shows the cost of the average home credit loan of £400, under two behavioural
scenarios. The first is based on payment of a £400 loan over 50 weeks with no missed
payments, the second assuming the same loan, with eight missed payments, the average for
such a loan, extending the loan term from 50 weeks as per the contract term to 58 weeks.
The total amount paid to the lender in both scenarios is £700, implying a total cost of credit
of £300, and a cost of credit per £100 borrowed of £75. The APR in the case of the loan
Table 6.3a
Home credit scenarios 1 and 2. Scenario 1: average value home credit loan repaid without
missed payments over 52 weeks. Scenario 2: average value home credit loan repaid with
average number of missed payments over 60 weeks.

Key results
Amount advanced

Regular payment

8 missed
payments

£400

£400

50 weeks

58 weeks

Total repayment

£700

£700

Actual cost of credit to the consumer

£300

£300

£–

£–

£75

£75

254.5%

203.7%

£0

£0

0.65m

0.89m

30%

41%

N/A

N/A

Over term

Fees
Total actual cost to the consumer per £100
borrowed
Equivalent observed APR of actual cost of credit
to consumer
Remaining balance
Low-income numbers affected
% of low-income home credit users exhibiting the
behaviour
Early settlement rebate

Note: Conditions based on a standard 50 week home credit loan by Provident Personal Credit with a quoted
APR of 254.5%.
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Table 6.3b
Home credit scenario 3. A home credit loan is refinanced and repaid over 85 weeks.
Key results
Amount advanced
Over term
Total repayment
Actual cost of credit to the consumer

Refinanced
£804
85 weeks
£1,526
£721

Fees

£–

Total actual cost to the consumer per £100 borrowed
Equivalent observed APR of actual cost of credit to consumer

£89
259.2%

Remaining balance
Low-income numbers affected
% of low-income home credit users exhibiting the behaviour

£0
0.29m
13%

Early settlement rebate

£28

Note: Conditions based on a standard 50 week home credit loan by Provident Personal Credit with a quoted
APR of 254.5%.

repaid within the 50 weeks without missed payments is 254.5 per cent while that with missed
payments and thus over an extended term is 203.7 per cent, the difference being a function of
the way in which the APR calculation is specified.
Table 6.3b shows the effect of re-financing a home credit loan, affecting on an annualised
basis just under 300,000 low-income borrowers (13.4 per cent). Two-thirds of those who
refinance borrow a larger amount than they had on their original loan. The example shows the
original £400 loan being refinanced with a new loan of £600 when 34 payments have been
made. The outstanding capital balance (of £224) is reduced by a statutory Early Settlement
Rebate of £28.45, leaving a balance of £195.55, which is deducted from the new £600 loan.
The customer thus receives £404.45. The total amount of credit advanced to the customer
is £808.55. The customer makes the first weekly payment of the new 50 week loan in week
two (what would have been week 36 of the original loan). Assuming no payments are missed
(which is unlikely, as discussed earlier), the loan will be repaid over a period of 85 weeks.
Missing a payment will have not any impact on the cost of credit but would reduce the APR.
A total of £1,526 is repaid over the course of the two loans, implying a total cost of credit of
£717.55 and a cost of credit per £100 borrowed of £89.69 (i.e. the refinancing increases the
cost per £100 borrowed by £14.69). The observed APR is 259 per cent.
Payday lenders serve a rather different demographic to home credit lenders, with 95 per cent of
customers in work and 71 per cent in the lowest 50 per cent of household incomes. As noted
earlier, loans are small-scale, averaging £275, and typically repaid over a very short term. Retail
lending is generally lower cost than online payday models, with online borrowers having a
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Table 6.4a
Payday scenario 1. The average payday loan of £275, repaid to contract term for an online
and retail store-based lending model.

Key results
Amount advanced

Online, paid to
contract term

Retail, paid to
contract term

£275

£275

30 days

30 days

£343

£321

Actual cost of credit to the consumer

£68

£46

Fees

£68

£46

Total actual cost to the consumer per £100 borrowed

£25

£16

1,410.3%

574.8%

£0

£0

Over term
Total repaid

Equivalent observed APR of actual cost of credit to
consumer
Remaining balance
Low-income numbers affected
% of all low-income payday users exhibiting the
behaviour

0.68m
71%

Notes:
1 O
 nline product conditions based on a standard 30-day loan from Quick Quid with a quoted fee of £25 and a quoted APR
of 1,410.3%.
2 R
 etail product conditions based on a standard 30-day loan from Money Shop with a quoted fee of £16.99 and a quoted
APR of 574.8%.
3 Estimated numbers related only to low-income payday borrowers.

higher risk profile than retail customers. Based on the pricing structure of the leading retail
payday model,7 on a £275 loan, the customer repaying to the 30 day contract term will pay a
total of £322 to the lender, implying a total cost of credit of £47, and a cost of credit per £100
borrowed of £17. Borrowing the same sum over the same term from the leading online lender,
the borrower will repay £343.75, implying a total cost of credit of £68.75 and a cost per £100
borrowed of £25 (Table 6.4a).
A large majority of payday borrowers (71 per cent) repay their loans within the initial contract
term (typically 30 days), with retail customers more likely to do so than online borrowers. The
average number of roll-overs for those who refinance their loan is 2.1. Of the three in ten (29
per cent) payday loans that are extended beyond the initial – usually two or four week – term
and refinanced, over half (54 per cent) are extended once and 17 per cent twice. Only 8 per
cent of payday loans (but 27 per cent of those actually extended) are extended three times or
more (Figures 6.4 and 6.5).
Pricing models and practice varies from lender to lender. The worked example illustrated in
Table 6.4b is based on the practice of the two lenders referred to earlier.
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Number of times last payday loan extended
100

Per cent

80
60
40
20
0

Once

Twice

3
times

4
times

Base: Payday borrowers who extended last loan.

5
times

6+
times

Proportion of payday loans* paid within stated time period
100

Figures 6.4 and 6.5
The proportion
of payday loans
continually extended
appears small.

80
60
40
20
0
30 days/
next
payday

60 days

90 days

Longer
than 90
days

* excluding defaults.
Source: Policis estimates based number of extensions on most recent loan as
claimed by users in Payday User Research 2010.

In the retail scenario the £275 average loan, extended once and thus repaid over a 60 day term,
will require a total payment to the lender of £368, and thus a total cost of credit of £93, a cost
per £100 borrowed of £34, at an observed APR of 575 per cent. The same loan, extended
twice, and thus repaid over a 90 day term, will require a total payment to the lender of £415,
and thus a total cost of credit of £140, a cost per £100 borrowed of £51, at an observed APR
of 575 per cent.
In the online scenario the £275 average loan, extended once and thus repaid over a 60 day
term, will require a total payment to the lender of £413, and thus a total cost of credit of
£138, a cost per £100 borrowed of £50, at an observed APR of 1,410 per cent. The same loan,
extended twice, and thus repaid over a 90 day term, will require a total payment to the lender
of £481.25, and thus a total cost of credit of £206.25, a cost per £100 borrowed of £75, at an
observed APR of 1,410.3 per cent.
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Table 6.4b
Payday scenarios 3 and 4. Average value payday loans refinanced once and twice
(average number of time loans extended for those who refinance = 2.1).

Key results
Amount advanced

Online loan
rolled-over
once

Retail loan
rolled-over
once

Online loan Retail loan
rolled-over rolled-over
twice
twice

£275

£275

£275

£275

60 days

60 days

90 days

90 days

Total repaid

£412

£368

£481

£415

Actual cost of credit to the
consumer

£137

£93

£206

£140

Fees

£137

£93

£206

£140

£50

£33

£75

£50

1,410.3%

574.8%

1,410.3%

574.8%

£0

£0

£0

£0

Over term

Total actual cost to the consumer
per £100 borrowed
Equivalent observed APR of
actual cost of credit to consumer
Remaining balance
Low-income numbers affected

0.14m

0.27m

% of low-income payday users
exhibiting the behaviour

15%

29%

Notes:
1 O
 nline product conditions based on a standard 30-day loan from Quick Quid with a quoted fee of £25 and a quoted APR
of 1,410.3%.
2 R
 etail product conditions based on a standard 30-day loan from Money Shop with a quoted fee of £16.99 and a quoted
APR of 574.8%.
3 Estimated numbers related only to low-income payday borrowers.

Illegal moneylending is not only far higher cost than any legal product in the
market but also deeply damaging to victims and communities
It is important to understand in discussing the cost of illegal moneylending that the cost
of borrowing from illegal lenders is generally far from transparent and is often deliberately
obfuscated by lenders, with borrowers frequently unable to understand what they owe or how
long they must go on paying the lender. Such lending is rarely associated with clear terms and
conditions, with lenders frequently subjecting borrowers to arbitrary and disproportionate
penalty charges if payments are missed. Indeed, lending is frequently closer to extortion, with
the lenders’ objective being simply to extract as much money as possible from the relationship
with the victim over as long a period as possible.
Against that background, survey evidence with victims and witness statements suggest that the
total cost of credit (TCC) when borrowing from an illegal lender averages some £280 per £100
borrowed – circa three and a half times the cost of the highest-cost legal credit.
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Summary comparisons

It is striking that for some high-risk borrower types the real cost of credit to the
consumer is not dissimilar whether products are high or low APR
Table 6.5, showing selected scenarios from those described previously, illustrates both how
the cost of credit to the consumer for different product types is increased by behavioural
drivers and that consumers can face similar costs whether products are structured to be low
or high APR.
Table 6.5
Summary impacts of behavioural costs associated with selected products and scenarios.
Overdrafts

Summary product table

No overdraft
fees

Average of 7
charges per
year

Total credit

£500

£425

Over term

12 months

12 months

£551

£275

£51

£240

Fees

£–

£150

Other charges

£–

£175

Interest

£51

£90

Total actual cost to the consumer per £100 borrowed

£10

£57

19.9%

106.2%

£0

£390

£500

£35

1.81m

0.89m

42%

21%

Total repaid
Actual cost of credit to the consumer

Equivalent observed APR of actual cost of credit to
consumer
Remaining balance
Amount of balance paid off
Estimated number of low-income individuals affected
% of low-income product users exhibiting the
behaviour

Note: Numbers of low-income payday users affected include both online and retail customers.
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Table 6.5 (continued)
Credit cards

Summary product table

Minimum
payments for
18 months
and no missed
payments

Minimum
payments for
3 years and
no missed
payments

Minimum
payments for
3 years and
10 missed
payments
over three
years

Total credit

£1,829

£1,829

£1,829

Over term

18 months

3 years

3 years

£1,106

£1,990

£2,115

£803

£1,435

£2,098

Total repaid
Actual cost of credit to the consumer
Fees

£–

£120

Other charges
Interest

£ 250
£803

£1,435

£1,728

£44

£78

£115

Equivalent observed APR of actual
cost of credit to consumer

34.9%

34.9%

44.2%

Remaining balance

£1,526

£1,273

£1,811

£303

£555

£17

0.36m

0.12m

0.11m

% of low-income product users
exhibiting the behaviour

12%

4%

4%

% of low-income credit card revolvers
exhibiting the behaviour

19%

6%

6%

Total actual cost to the consumer per
£100 borrowed

Amount of balance paid off
Estimated number of low-income
individuals affected

Note:
Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9%.

(Table 6.5 contines overleaf)

77

T he dri v ers of cost and detriment

Table 6.5 (continued)
Payday

Summary product table

Online
simple
repayment

Home credit

Retail
double
roll-over

Regular
payment

Refinanced

Total credit

£275

£275

£400

£804

Over term

30 days

90 days

50 weeks

85 weeks

£344

£415

£700

£1,526

Actual cost of credit to the
consumer

£69

£140

£300

£722

Fees

£ 69

£140

£–

£–

£300

£722

Total repaid

Other charges
Interest
Total actual cost to the consumer
per £100 borrowed

£25

£51

£75

£90

Equivalent observed APR of actual
cost of credit to consumer
1,410.3%

574.8%

254.5%

259.2%

£–

£–

£–

£–

£275

£275

£400

£804

0.68m

0.27m

0.65m

0.29m

71%

29%

30%

13%

Remaining balance
Amount of balance paid off
Estimated number of low-income
individuals affected
% of low-income product users
exhibiting the behaviour

Note: Numbers of low-income payday users affected include both online and retail customers and relate to low-income
payday users only.

The risk of unmanageable debt and financial distress
The potential for becoming trapped in a cycle of unmanageable debt

The major risk is of becoming trapped in a cycle in which budgets are
undermined by servicing debt that cannot be paid down.

The worked examples demonstrate how the costs of credit can escalate under uneven payment
conditions or in the event of deferred settlement or refinancing. Cost, however, is only part
of the story. The other big issue for low-income credit users is being in a position to repay
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outstanding balances. The major risk is of becoming trapped in a cycle in which budgets are
undermined by servicing debt that cannot effectively be paid down.
Such a situation also carries with it an ongoing risk of exposure not just to charges in the
event of account delinquency but also to sanctions, such as debt collection or court action,
in the event of default. The risk of all of these outcomes is significantly increased the longer
individuals have been servicing debt they cannot pay down. One in five (22 per cent) of lowincome cardholders who have made minimum payments over an extended period have made
a formal agreement with creditors, 5 per cent have made an Individual Voluntary Agreement
(IVA) and 6 per cent have declared bankruptcy. This compares with 8 per cent, 2 per cent
and 3 per cent of low-income revolving credit users more generally. Similarly, 16 per cent of
those who have made minimum payments over an extended period have experienced threats of
repossession and 20 per cent visits from bailiffs or debt collectors, compared to 8 per cent and
9 per cent of low-income revolving credit users.

The risk of becoming trapped in long-term debt that cannot be paid down is
higher for some low APR products than it is for high APR credit
The evidence is that, for low-income credit users, the risk of becoming trapped in longterm debt is greater with low APR mainstream products, such as overdrafts, loans and, in
particular, credit cards, than is the case with some higher APR non-standard products, such
as payday loans or home credit. This is because, on the one hand, non-standard products are
more likely to be short-term and less likely to be open-ended contracts, and, on the other,
that the amounts advanced by non-standard lenders are, typically, significantly lower than
for mainstream products (albeit that sub-prime cards targeting those with poor or thin credit
records typically also have low limits).
We estimate that there are 790,000 low-income cardholders who are habitually making
minimum payments on their cards, with 121,000 (4 per cent of all card holders and 6 per
cent of revolvers) having made minimum payments for more than three years. In addition, an
estimated 190,000 low-income cardholders making minimum payments are at, or over, the
credit limit on their cards.
The worked examples demonstrate that borrowers who make minimum payments on card
balances can make substantial payments to the lender while still being left with significant
debt, which reduces only very slowly. In many cases the credit line will no longer be viable or
have any further utility for the borrower, either because it is compromised by delinquency (see
following) or because the credit line has been exhausted, as is the case in six out of ten (64 per
cent) of cases.
Costs and debt can escalate rapidly.

Slightly fewer than four in ten of those who have made minimum payments for an extended
period have done so without any account delinquency. The majority (57 per cent), however,
incur additional costs through missed payments, with four in ten of those who miss payments,
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missing a payment more than five times a year. Under these circumstances costs and debt can
escalate rapidly and can become very difficult to pay down. There is also a much greater risk of
default and associated sanctions where payments no longer have any benefit for the borrower.
Terms loans, mainstream or non-standard, do not appear to trap individuals into servicing
credit lines which no longer have utility for the borrower in the same way that can occur
with open-ended products such as overdrafts or revolving credit. Most importantly, debt is
paid down at the end of the contract term for term loans. Generally, non-standard loans tend
to be short-term relative to their mainstream equivalents, albeit that some rent-to-own type
agreements are frequently of a similar term to mainstream term loans.
The evidence does not appear to support the idea that users of high APR loans are more
likely to be continually in the market than users of mainstream products. As noted earlier, 65
per cent of low-income credit card users are revolvers and 43 per cent of revolvers have been
making minimum or partial payments on their outstanding balance for more than a year, 33
per cent for more than two years and 17 per cent for three years or longer. The average number
of payday loans per year is three, which would imply that, on average, for the seven out of
ten (71 per cent) payday borrowers who repay their payday loan to the initial contract term,
users are repaying such loans for a maximum of three months per year. The cost of repayment
may be difficult to accommodate during these months, but the pain is short-lived, at least in
comparison with those who find themselves servicing open-ended contracts over extended
periods. For the slightly less than three in ten (29 per cent) payday borrowers who roll over
their loans, on the basis of the average number of roll-overs combined with the average
frequency of loans, users will be repaying loans for nine and a half months of the year.
Home credit loans are most frequently taken out over a period of six months or a year,
although a shorter-term product – based on a 14 week term – is also available. While a
significant minority of home credit users, 28 per cent, are effectively continually in the market
in that they take out a new loan either at the point their existing loan is paid off or within
eight weeks of the loan being paid off, the majority borrow only for a specific purpose or at a
specific time of year. The average number of home credit loans taken out a year is 1.5. Some
87 per cent of home credit loans are repaid without being refinanced, albeit that a little under
10 per cent have a second or subsequent loan running in parallel to their most recent loan.
The scale of indebtedness

Non-standard credit tends to represent a small proportion of overall debt
A further key outcome of different approaches to credit use and differing choices of credit
products is the scale of debt that results. As discussed in previous chapters, one of the drivers
of credit choices and of non-standard credit use in particular is that borrowers on very low
incomes are often seeking to borrow only very small sums, typically less than £500 and
frequently as low as £50 or £100 which, outside the context of overdraft finance, are easier to
access from non-standard than mainstream lenders. While some non-standard cards offer very
low initial limits, in some cases as low as £250, most mainstream lending models are such that
small-scale lending would be uneconomic. Mainstream borrowing tends, therefore, to be much
higher on average than non-standard borrowing.
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Average total debt across all credit product categories for low-income credit users is £3,360,
rising to £3,760 for users of mainstream product and falling to £2,870 for users of nonstandard lending. Users of revolving credit have the highest average debt, at £4,060, rising to
£4,940 for those taking cash advances on credit cards. Average home credit and payday loan
debt, by contrast, is £498 and £273 respectively. Broadly speaking, the most pressured and
heaviest credit users have the highest debt and highest debt-to-income ratios. These dynamics
are well illustrated in the segmentation, where indebtedness peaks at £5,072 and 4.3 times
monthly income in the ‘deeply troubled card user’ segment and falls to £1,385 and 1.4 times
monthly income in the ‘minimal credit catalogue user’ segment. Indebtedness is also low in the
‘coping core home credit user’ segment at twice monthly income (Figures 6.6 and 6.7).
As previous chapters have demonstrated, many credit users borrow across product categories
and relatively few borrowers from non-standard lenders have no other credit options. Where
borrowers tend to borrow primarily within a single product category, this is more often a
function of affinity with the lending model rather than a lack of options. For those with
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outstanding debt across both mainstream and non-standard products, the non-standard
borrowing is a small proportion of overall borrowings while revolving credit is typically the
largest proportion of total outstanding credit commitments.

Almost nine in ten payday borrowers have a credit card
Whether non-standard users have mainstream credit commitments varies considerably
between product categories, with payday users much more likely than home credit borrowers
to do so. Many payday users have a wide range of mainstream products, while others have run
into problems with mainstream credit.
Payday borrowers tend to have high levels of mainstream debt and often have a history of
problematic mainstream credit use. Eighty-six per cent of payday users have a credit card,
with 34 per cent having made minimum payments for an extended period and 31 per cent
having maxed out their card. Eighty-one per cent have debt on a mainstream loan or credit
agreement. Average mainstream debt is £6,450 per head. Payday debt is a small part of total
debt, however (Figure 6.8).
Only a quarter of home credit users have mainstream debt. For those who do not have
mainstream debt, total indebtedness is a little short of £1,000, of which home credit debt
represents 60 per cent. Of home credit users that do have mainstream debt, indebtedness
is higher than the average for all low-income credit users, at £6,163, reflecting a troubled
mainstream credit history. Home credit debt is only 7 per cent of the total debt for these
borrowers, however.
Default and serious financial distress
A significant minority of low-income borrowers have got into serious difficulties with credit,
resulting in financial distress and a range of sanctions, including court action and even
financial breakdown. A little over one in ten (12 per cent) low-income consumers who use

82

T he dri v ers of cost and detriment

Outcomes of problem debt: adverse credit history, County Court Judgments (% claiming
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mainstream credit and 17 per cent of low-income non-standard credit users have made a
formal agreement with creditors through a debt advice agency. Payment difficulties are also
associated with exposure to a significant degree of financial pressure. Some 18 per cent of
low-income credit users who have run into payment difficulties have experienced threats of
repossession or seizure of assets and 22 per cent have had visits from debt collectors or bailiffs,
albeit that far fewer have experienced seizure of goods. Some 16 per cent of low-income credit
users admit to having a County Court Judgment (CCJ) against them, with those on the lowest
incomes most likely to do so. One in 20, just under 5 per cent, have become insolvent as a
result of credit difficulties.
The earlier analysis indicated that some segments are exposed to multiple risks, primarily in
the form of penalty charges and minimum payments on maxed-out credit card balances. In
some cases the increased credit costs and resulting pressure on budgets undermine the viability
of household finances while the debt-trap implicit in credit card balances that cannot be paid
down within pressured budgets increases the likelihood of financial crisis and breakdown.
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Other segments focused on term products, both non-standard and otherwise, face a number
of affordability pressures but are less exposed to risk. The better off managing revolving credit
as a flexible credit facility and paying down balances and those able to use overdraft finance
without generating an unmanageable number of charges appear to achieve both relatively lowcost credit use and comparatively low levels of risk.

The outcomes of credit use differ significantly between segments – with a high
proportion of the most pressured segments experiencing financial distress
The outcomes for the various segments illustrates where the adverse effects and distress are
concentrated (Figures 6.9 and 6.10). Three in ten of the ‘deeply troubled card users’ have had
visits from debt collectors, as have more than a third of ‘pressured high-cost credit users’. By
contrast only 3 per cent of the ‘coping core home credit users’ and less than 1 per cent of either
the ‘untroubled revolving credit copers’ or ‘overdraft users on tight margins’ have been in this
position. Around half of both the ‘deeply troubled card users’ (51 per cent) and the ‘pressured
high-cost credit users’ have at some point consulted debt advice, as have a little over a third (36
per cent) of the ‘pressured cross-sector borrowers’.
A third of the ‘deeply troubled card users’ and a half of the ‘pressured high-cost credit users’
have a CCJ while almost one in five (18 per cent) of the ‘deeply troubled card users’ have
become bankrupt.
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Chapter 7
Social and not-for-profit lending
The Social Fund is one of the most important sources of credit for those on very low
incomes, but is rarely their only source of credit used.
Credit unions are used by just 2 per cent of the low-income population. New credit union
borrowers have primarily been those with few other credit options, rather than those
who have moved away from non-standard credit – there appears relatively little crossover between credit union and non-standard borrowing.
There is increasing awareness of credit unions, but potential new demand for credit
union borrowing appears concentrated in the most pressured segments of credit users.
Despite the success of the Growth Fund scheme, which extended subsidised loans to
the financially excluded, the scale of such lending is small relative both to wider credit
union lending and to the non-standard sector.
For the future, credit unions will need to present as vibrant, community-based financial
institutions offering inherently attractive products and services to a more economically
diverse target market beyond the very poor and financially excluded.
New strategies for the community finance sector will rest on new funding models, new
ways of collaborating, on shared services and an integrated back-office, and new delivery
models.
The expectation that social lending of itself is in a position to act as a large-scale alternative
to non-standard credit would appear unrealistic, at least for the foreseeable future.

This chapter addresses social lending and its role in the provision of credit to people on low
incomes. This covers interest-free Social Fund advances on benefits, available only to those
on benefits meeting various qualifying conditions, not-for-profit personal lending from
credit unions and community development financial institutions (CDFIs) and governmentsubsidised lending to the financially excluded, in the form of loans made under the Growth
Fund scheme.
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The policy and development background
The last decade has seen significant advances in the sector – in part driven by the
successful Growth Fund
Policy makers once viewed not-for-profit lending as something close to a potentially complete
solution to credit exclusion and financial exclusion, more generally. The New Labour vision –
rolled out through an increasingly structured and well-funded financial inclusion community –
was of credit unions and CDFIs acting as a broad alternative credit source for those dependent
on non-standard credit, and as a source of credit for those unable to borrow even in the nonstandard sector, including people resorting to illegal lenders. The focus on affordable credit sat
alongside other financial inclusion policy strands including access to banking, savings, advice
and insurances.
There have been significant successes and advances in building
capacity and strengthening management and governance.

In October 2005, HM Treasury announced a £120 million Financial Inclusion Fund which
included a £36 million Growth Fund for credit unions and CDFIs, intended to expand
lending in low-income communities and to enable ‘financially excluded’ borrowers to migrate
from non-standard loan companies into credit union or CDFI membership.1 The amount
available for the Growth Fund was later increased by £60 million, bringing the total allocated
to nearly £100 million.
There have been significant successes and advances in the sector in building capacity
and strengthening management and governance and improving processes, practices and
infrastructure. Credit unions and, to a lesser extent, CDFIs are now found in most major
conurbations in Britain, albeit that geographical coverage of the UK is far from complete. The
Growth Fund was focused on those institutions that had the capacity for growth as well as
serving the financially excluded. It thus also acted as a catalyst for wider development of the
movement, acting to raise skills and management standards but also as a driver of scale and
consolidation. There have also been advances in modernising products and services offered,
with 25 credit unions now offering current account facilities, and only a small number of these
supported to do so with support from the Growth Fund.
The Growth Fund has proved successful in extending social lending to financially excluded
individuals who would previously not have been able to borrow from credit unions or CDFIs.2
It has also delivered value for money in terms of both social return and savings benefits and
has been recognised by the current Coalition Government as offering a model for future
development.
New lending to the lowest-income and higher-risk borrowers, undertaken through the Growth
Fund scheme, has, however, been dependent on external subsidy. Ensuring future lending
without a similar degree of subsidy will be challenging. Sourcing capital for on-lending in the
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future will also be an issue, with this having been largely provided by the Growth Fund for
those institutions focused on the lowest income borrowers.
Nonetheless, despite these successes, a decade of significant political support, consistent
investment in the sector from 2006 onwards and the more than doubling of credit union
membership since 1999, building significant scale and professionalising social lending in the
UK, has proved relatively slow, as well as cost- and resource-intensive.
The experience of the last decade suggests also that the New Labour vision of the role of social
lenders significantly underplays the difficulties involved in serving some high-risk borrowers
and those requiring a significant degree of support within a low-cost-to-deliver model.3 It is
increasingly accepted, both within and outside the sector, that there are limits to the universe
of borrowers to which social lenders can realistically be expected to lend, if they are to be viable
and sustainable social businesses, particularly if those on low incomes are seen to be their sole
market. Credit unions and CDFIs, like other responsible lenders, are unable to lend to those
who cannot demonstrate a capacity to repay a loan. Around 18 per cent of Growth Fund
applicants for a loan were refused by social lenders on these grounds (a decline rate, it should
be noted, that is considerably lower than for the non-standard lenders).

The sector may be required to substantially re-invent itself for a new age and a new
policy environment
A new policy environment and a climate of austerity in the public sector would seem less
likely to support subsidised lending models on any scale. There is, however, political support
across the spectrum for the social lending sector. The Big Society concept, central to the
Government’s social policy vision, which places great emphasis on the community and
voluntary sector, would seem a good fit with the social lending ethos. The movement may,
however, be required to substantially reinvent itself to achieve the scale required to compete
with the commercial sector.
A more nuanced vision of social lending and the future of the
community finance sector is beginning to emerge.

A more nuanced vision of social lending and the future of the community finance sector is
beginning to emerge, both among third sector lenders themselves and among policy makers
and other stakeholders. New strategies for the sector continue to envisage social lending and
community-based financial and mutual institutions as playing a key role in local communities
and empowering and developing local and social enterprise. The future, however, is likely to
rest on new funding models, new ways of working and collaborating, new delivery models
and, critically, a widening of the target market and a move away from a focus on the very poor
(Jones and Ellison 2011).
The Coalition Government announced in March 2011 a new expansion and modernisation
fund of up to £73 million, intended to build on the success of the Growth Fund and to pave
the way for a new phase of development and the creation of a new infrastructure to support
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scale efficiencies and growth. A feasibility study is being conducted at the time of writing into
the demand for credit union and CDFI services and into the modernisation of delivery and
customer support systems so that credit unions and some CDFIs will be able to continue to
work towards becoming financially sustainable in the future. Part of this study looks at the
possibility of a national back-office system for credit unions, which is envisaged to include
an electronic platform that will enable collaborative working throughout the sector. This
electronic platform will enable the credit union sector to work in partnership with the Post
Office, through which members will be able to deposit and withdraw funds.
This new collaborative back-office system will offer third sector lenders the opportunity to
take a leap forward in their development. Alongside this, and also contributing to a potential
sea-change in the sector, is the introduction of new credit union legislation and regulation,
passed by Parliament in November 2011. This new legislation will give credit unions greater
flexibility on membership conditions, facilitating new approaches to who can join, including
the possibility of admitting corporations and organisations into membership. It will also allow
credit unions to issue interest-bearing share accounts, which should attract new savers, and
deferred shares, which will enable them to build capital. The new regulation, accompanying
the legislation, will raise prudential standards in order to ensure credit unions are financially
sound and better managed organisations. This will introduce a 3 per cent minimum capitalto-assets ratio to replace the current basic solvency requirement. It is envisaged that this
will increase resilience of individual credit unions but also lead to greater consolidation and
rationalisation within the sector.

The Social Fund
The UK Social Fund is one of the largest social lending programmes of its kind, not only in
Europe but also in developed credit markets more widely.
The Social Fund is one of the most important sources of credit for those on very low incomes
in the UK, used by one in five (21 per cent) of those in the lowest 20 per cent of household
incomes and by more than a quarter (26 per cent) of credit users in that income range.
In 2009–2010, Social Fund advances of £711 million were made to 3.9 million borrowers,
with £229 million in crisis loans advanced to 2.7 million borrowers and £482 million in
budgeting loans, intended to support routine credit needs, advanced to 1.2 million borrowers.
Average loan size was £82 for crisis loans and £395 for budgeting loans.
The Social Fund is cash limited, with demand perennially outpacing supply. There is a
relatively high level of refusals, with a high incidence also of refusals being overturned on
appeal. In 2009–2010 some 26 per cent of budgeting loan applications were initially refused,
as were 22 per cent of crisis loan applications. This represents 434,000 applications for a
budgeting loan and 823,000 for a crisis loan.
Users of the Social Fund are predominantly women (73 per cent), with a strong bias towards
the 25–45 age range (52 per cent) and to family households (70 per cent) with 53 per cent
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being single parents. Some 87 per cent are social housing tenants. This is a more disadvantaged
profile than for all credit users in the same income range (70 per cent social housing tenants,
60 per cent families, 36 per cent single parents) but a similar profile to that of non-standard
credit users in the income range (81 per cent social housing tenants, 76 per cent families, 51
per cent single parents).
The Social Fund is rarely the only source of credit used, however. Just 1 per cent of users have
not used any other form of credit in the last five years and only 8 per cent have not used any
other form of credit in the last 12 months. Only 28 per cent of users have not used any form
of commercial credit in the last five years. The most important alternative sources of credit are
informal borrowing from family and friends (used by 41 per cent) and catalogue credit (used
by 28 per cent). There is some use of mainstream credit, of which overdraft finance, used by a
little over one in five (22 per cent), is the most important. Other forms of commercial credit
are much less important. Non-bank consumer finance loans (excluding home credit) are used
by 12 per cent, HP finance by 8 per cent, while credit cards and store cards are each used by 7
per cent and only 5 per cent have a personal loan from a bank. Non-standard credit use is also
a feature. Home credit loans are used by 17 per cent of Social Fund users. Some 9 per cent use
pawnbrokers, 8 per cent sale and buy-back and 7 per cent used payday loans.
Given the importance of the Social Fund to the lowest income borrowers, any changes to the
scale or availability of Social Fund loans is likely to have a displacement effect in creating greater
demand for other credit product types, including both mainstream and non-standard lending.

Not-for-profit credit union and CDFI lending
Scale and capacity
As noted earlier, credit union membership doubled in the decade 1999–2009. Credit union
membership stood at over 700,000 in 2009, up from the 300,000 in 1999. Over the same
period credit union lending grew to £450million in 2009, compared with £150 million in
1999. Personal lending represents only a part of the lending of CDFIs, which focus primarily
on lending to support enterprise. Total personal lending for CDFIs was £6.7 million to 15,000
customers in 2009–2010. CDFI lending thus represents only a small part of not-for-profit
personal lending, albeit with a larger share of that lending focused on those on very low incomes.
While most credit union lending is to those on modest incomes, historically the profile of
credit union members has been upmarket relative to borrowers from non-standard lenders
such as home credit, with a significant share of credit union lending being workplace related.
Historically, also, credit union borrowers were required to save before they could borrow, a
model that tended to work against serving those on very low incomes.
The effort in recent years to extend credit union and CDFI lending to the ‘financially
excluded’ and those on the lowest incomes has been achieved both through the medium of the
Growth Fund and by a shift to lending based on capacity to repay rather than proven savings.
Lending to financially excluded borrowers with the support of the Growth Fund was, however,
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a small part of overall credit union lending, and will need to remain so if credit unions are to
serve this market sustainably. That said, although Growth Fund lending was a small part of
overall credit union lending, in those credit unions delivering the Growth Fund, Growth Fund
lending became a large part of the business. Growth Fund lending was a total of £175 million
between July 2006 and March 2011, some 405,000 loans to financially excluded borrowers
being made over the period. Credit unions have been responsible for nearly 90 per cent of
Growth Fund lending, with the balance lent through CDFIs.
Some sense of scale relative to the commercial sector is helpful in contextualising discussion
of the role of social lending (Figures 7.1 and 7.2). We estimate annual total lending for home
credit to be at £1.38bn and 2.4 million borrowers with payday lending estimated at £1.13bn
and 1.34 million borrowers (lending to low-income borrowers being only a sub-set of this).
This compares with total annual credit union lending of £475 million, of which Growth Fund
lending was a relatively small sub-set.
Credit unions, and Growth Fund credit unions in particular, have increased their skill base
and grown their capacity in recent years.4 However, in considering the potential role of social
lenders as an alternative to private sector credit for low-income individuals, it is important to
bear in mind skills, capacity and infrastructure constraints. There remains a significant number
of credit unions that still need to build financial strength, and to strengthen their management
and governance skills significantly (Collard et al. 2010).
Infrastructure and technical difficulties are also a barrier to scale. The lack of a common
back-office and central services facility works against scale and increases costs. The absence of
current account facilities for money transaction purposes in most credit unions also increases
costs and staff workload. To assist in this regard, an increasing number of credit unions are
introducing pre-paid debit cards to speed up loan and withdrawal payments.
Figures 7.1 and 7.2
Relative size of high-cost, social lending and illegal credit markets, £m per annum lending and customer numbers.
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The Growth Fund has capitalised credit unions and CDFIs significantly and these capital
funds will be used to support lending to low-income, high-risk groups for many years to come.
However, to maximise access to affordable credit in the longer term, third sector lenders have
to ensure an increasing amount of funds for on-lending. In regard to credit unions in the long
term, these funds have to be generated from the savings of the members. This is one of the
drivers supporting the diversification of the business into moderate income markets.
Credit unions are often concerned that prioritising a focus on the very low-income market
could draw attention away from building them up as sustainable cooperative businesses
through serving a wide and economically diverse membership. Relatively few credit unions are
able to sustain lending to high-risk, high-maintenance individuals without external funding,
without increasing interest rates on loans or without having diversified sufficiently to crosssubsidise within the business. However, some credit unions have reported that operations
within the low-income market have proved to be a stable part of the business. They have been
able to drive down costs through the use of electronic delivery channels and rigorous credit
administration procedures (Collard et al. 2011).
Pricing and subsidy
Issues around the pricing and subsidy of credit union and social lending more widely are
always contentious but are critical to any discussion of the role of social lending and any effort
to scale the sector.
Credit union lending to the generality of members is typically on the basis of an interest
charge of 1 per cent a month. Growth Fund loans, however, were charged at up to 2 per cent
per month, albeit that Growth Fund members could progress to lower rates for subsequent
loans given a good repayment record. Growth Fund credit union loans averaged £434 and
were advanced at an APR of 2 per cent per month and a total cost of credit of £13 per £100
lent over a 30 week period. These loans were, however, effectively subsidised to the extent of
£17 per £100 lent (Collard et al. 2010). Growth fund loans in CDFIs were often charged at a
higher rate of interest.
Income from lending even at 2 per cent per month often fails to cover
the costs of small value, high-maintenance loans.

Despite the subsidy inherent in the Growth Fund model and credit unions’ success in both
utilising Growth Fund capital to on-lend and in managing bad debt within the constraints set
by the DWP, many credit unions continue to face significant challenges in building capacity
to serve very low-income, high-risk individuals. Income from lending even at 2 per cent per
month often fails to cover the costs of small value, high-maintenance loans and many credit
unions are, therefore, unable to hire sufficient personnel to manage this aspect of the business
effectively. The expansion of social lending to those on very low incomes has also been
supported by changes to the interest rate regime. Partly in response to representations from the
sector, the 2006 Consumer Credit Act doubled the interest rate ceiling that applies to credit
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union lending to 26.8 per cent APR specifically to facilitate lending to low-income borrowers.
CDFIs, however, are not constrained in this way.
An increasing number of credit unions appear to be arguing for a further rise in the interest
rate ceiling in order to cover costs and to ensure the sustainability of the business in the lowincome market. Recent qualitative research has indicated some support among larger and
fast-growing credit unions for a rise to 3 per cent per month (42.6 per cent APR).5 Some 30
per cent of credit unions interviewed in the Growth Fund evaluation considered it likely that
they would lend above 2 per cent if the opportunity arose, which, although a minority of those
interviewed, itself would indicate something of a shift in views.
Credit union borrowers and their patterns of credit use
Despite the growth of recent years, just 2 per cent of households on low incomes have used
credit unions, with little difference between those in the lowest 20 per cent of household
incomes and those in the slightly more affluent lowest 20–50 per cent income range.
Use of credit unions among home credit users is not significantly
higher than at the start of the decade.

Credit unions are used by 5 per cent of Social Fund users, a little over 1 per cent of
mainstream credit users and a little over 2 per cent of non-standard lending users. Use among
home credit users, at 2 per cent, is no higher than at the start of the decade or than among
the wider population of low-income credit users. It would appear that credit unions have been
primarily successful not in providing an alternative to non-standard commercial credit but
rather in reaching out to a group of low-income households who have otherwise been largely
credit-averse, with minimal commercial credit use other than purchasing by instalments from
catalogues. Credit union use appears primarily concentrated in the ‘minimal credit catalogue
user’ segment, some 10 per cent of whom now use credit unions, 7 per cent in the last twelve
months. Credit union use is minimal in all of the other credit user segments (see detailed
segment description in Chapter 4).
Credit union borrowers are more disadvantaged than low-income borrowers as a whole.
However, while the Growth Fund initiative has moved borrower profiles closer to that of nonstandard credit users, they remain somewhat less disadvantaged than home credit borrowers
overall. Of credit union users, a little over half (53 per cent) are benefit-dependent, compared
to some 40 per cent of low-income credit users and 62 per cent of home credit users. Average
household income of credit union borrowers is similar, at £1,015 per month, to that of all
low-income credit users at £1,098 per month, in both cases higher than for home credit users
at an average of £915 per month. Some three-quarters of credit union users are banked (73
per cent), compared to 87 per cent of low-income credit users and 75 per cent of home credit
users. Some 70 per cent of credit union users live in social housing, compared to 57 per cent
of all low-income credit users and 78 per cent of home credit users. Seven in ten (70 per cent)
are family households, compared to 60 per cent among low-income credit users and 70 per
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cent among home credit users. A little over a third (35 per cent) of credit union users are single
parents compared to a quarter (24 per cent) of all low-income credit users and 40 per cent of
home credit users.
Growth Fund borrowers have a more disadvantaged profile and are significantly lower income
than the generality of credit union members. Some 71 per cent of Growth Fund members are
unemployed, 11 per cent are unable to work and 3 per cent are retired. Almost half (48 per
cent) are single parents.
In fact few credit union users have no other sources of credit, with only 5 per cent not having
used any other source of credit in the last five years and 32 per cent not having used any form
of commercial credit in the last five years. The key sources of credit other than the credit
union, however, are the Social Fund, used by four in ten (39 per cent) with slightly less than a
quarter (23 per cent) borrowing from friends and family.
Credit union users appear to be less likely to use overdrafts, credit cards and personal loans
from the bank compared to all credit users on low incomes. The pattern of credit use among
credit union users is in fact fairly close to that of home credit users, albeit that there appears
relatively little crossover between the two groups. Around one in five (21 per cent) credit
union users has an overdraft, a similar proportion to home credit users, in both cases a little
less than half the incidence (39 per cent) among low-income credit users as a whole. Some 14
per cent of credit union users have a personal loan from a bank and 12 per cent from a nonbank consumer finance company, 7 per cent have hire-purchase finance, 9 per cent use a credit
card and 5 per cent a store card. Of non-standard products, some 7 per cent use pawnbrokers,
12 per cent sale and buy-back and 9 per cent a home credit loan. Some 5 per cent use rent-toown and 2 per cent payday loans.
Demand for credit union borrowing and the profile of potential new
borrowers

There is increasing awareness among those on low incomes of credit
unions as a potential source of credit.

There is nonetheless increasing awareness among those on low incomes of credit unions as
a potential source of credit. Some 11 per cent of low-income credit users say that they have
considered applying for a credit union loan, rising to 17 per cent among home credit users,
and 21 per cent among both Social Fund users and the credit impaired. Of those who are
interested in taking out a credit union loan, three in ten (29 per cent) would be comfortable
banking with a credit union as well.
We estimate this to be the equivalent of some 1.65 million individuals who are potentially
interested in borrowing from their local credit union.
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Affinity with credit unions appears to be strongest among the lowest-income credit users and
more troubled segments. There is little or no interest in borrowing from credit unions among the
least pressured segments most closely associated with mainstream products, with interest almost
entirely concentrated in the more pressured segments and those whose credit use is most focused
on non-standard products. Interest in borrowing from credit unions peaks at 20 per cent, among
the troubled ‘pressured high-cost credit user’ segment. Some 4 per cent of this segment have
indeed already been refused a credit union loan. In most cases awareness had not translated into
action, primarily because people felt that they did not know enough about credit unions, cited
by 67 per cent as a reason for not borrowing from credit unions, or because people did not know
how to go about getting a credit union loan, cited by 20 per cent.
Potential new customers with an interest in credit union borrowing appear to be more
disadvantaged and potentially to require a greater level of support than the generality of those
currently being served by credit unions. Their profile is, however, relatively close to that of
current Growth Fund borrowers, albeit that they are heavier credit users. Of those interested in
taking out a credit union loan, some 63 per cent are benefit-dependent, with an average income
of £970 per month. Almost two-thirds (65 per cent) are women with almost three-quarters (74
per cent) social housing tenants and almost seven in ten (69 per cent) families. These borrowers
would also seem likely to need a degree of support in that around three in ten (28 per cent) have
difficulties in filling out forms, 11 per cent have numeracy issues and 8 per cent have literacy
issues, while 19 per cent lack confidence with unfamiliar institutions and staff.
Potential new borrowers appear to be using a wider range of credit
products than existing credit union borrowers and to be more
vulnerable to making late and missed payments.

Sums likely to be sought from a credit union are low but borrowers will bring with them a likely
substantial overhang of debt. Among those interested in borrowing from a credit union, the
average value for the last loan sought is a little over £540, with debt service, at £135 per month,
and 14 per cent of monthly income, broadly in line with all low-income credit users. Debt
outstanding averages £3,280. Potential new borrowers also appear to be using a wider range of
credit products than existing credit union borrowers and to be more vulnerable to making late
and missed payments. More than seven in ten (72 per cent) of those interested in borrowing
from a credit union have been exposed to penalty charges for missed direct debits and 42 per cent
to overdraft over-limit charges. Some 21 per cent have missed loan repayments and 14 per cent
credit card repayments. A little short of four in ten (38 per cent) have an adverse credit record
and almost a quarter (24 per cent) a County Court Judgment (CCJ). Some 37 per cent have
consulted a debt advice agency while one in five has made a formal arrangement with creditors
through a debt advice agency. Just 37 per cent have not experienced any of a series of debt-related
problems and more or less serious sanctions as a result.
Payment problems have arisen in most part because income is perennially inadequate to need.
Among those borrowers interested in credit union borrowing who have experienced some
kind of credit payment problems, 62 per cent say that the reason for their difficulties is that
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they never have enough money to cover all that they have to pay for each week. Borrowers
under the greatest pressure often require significant communications effort on the part of
lenders if payments are to be rescheduled and payment problems are not to turn into default.
A significant minority of the borrowers potentially drawn to credit unions would seem likely
to require such support. Most borrowers reported that they kept up communications with the
lender and rescheduled debt when facing payment difficulties. However, a little over one in ten
ignored communications (12 per cent) or did not make good payments even having spoken
to the lender (8 per cent). Almost half of borrowers (48 per cent) prioritised debt payments to
make good arrears but almost as many (42 per cent) were unable to do so, instead focusing on
paying for essentials. Among the almost four in ten who consulted a debt advice agency when
faced with serious payment problems, slightly less than half (46 per cent) were in a position to
make meaningful repayment on their arrears.
Credit unions and CDFIs are low-cost lenders and operate as social businesses focused on
social and community goals. However, the payment patterns of low-income borrowers
potentially interested in borrowing from credit unions do not appear to sit entirely happily
with the business model or the way in which either credit unions or CDFIs operate.
The Growth Fund experience has demonstrated, and previous research has shown, that small
loans cannot be made effectively even on a non-profit basis at this rate without a degree of
subsidy. Almost nine in ten Growth Fund lenders have succeeded in keeping bad debt within
acceptable limits. That said, even with subsidy a minority of credit unions (13.5 per cent)
have struggled to keep default rates within the bounds set by the Department for Work and
Pensions, as funders.
In an era of austerity, cost will become increasingly key in determining
the target market that community finance institutions can serve.

Many credit unions have, however, demonstrated their ability to support new members who
have initially required a high degree of hand-holding to encourage long-term, sustainable
relationships with the credit union. Nonetheless, such activity is indubitably high-cost.
Many credit union staff, paid or unpaid, do not necessarily have the capacity or skills to
support borrowers facing payment difficulties or the relatively intensive risk management
that a client base with irregular payment patterns and a high incidence of missed and late
payments requires. For many institutions seeking to serve such borrowers, the circle has
been squared in the past through reliance on external funding to support both lending and
customer management. In an era of public sector cuts and austerity, the cost issues will become
increasingly key in determining the target market that community finance institutions can
realistically be expected to serve.
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Going forward
The future rests on collaboration, shared services and a redefinition of the target
market for credit unions to take in a more diverse membership
One of the key issues for credit unions and for social lending going forward is the definition of
their target market. This issue has been thrown into sharp relief as the Growth Fund reached
the end of its funding term in March 2011. A significant proportion of the fastest growing
and most dynamic credit unions, albeit less so in Scotland, have depended heavily on Growth
Fund subsidy to expand their membership, typically to borrowers on a lower income than
credit unions have served historically.
The way forward is increasingly seen as a new focus on widening the
membership and deposit base.

In recognition of the new realities, credit unions themselves are increasingly looking to rebalance the focus on financial exclusion, which characterised the New Labour era. The way
forward is increasingly seen as widening the membership and deposit base and attracting
savings from a variety of sources, including organisations as well as individuals, and from those
on modest or middle incomes as well as those on low incomes. This approach is increasingly
seen as the most effective means of cross-subsidising lending to the lowest income borrowers
while also building a viable social business. It is hoped also that new distribution channels,
enhanced facilities and products and new ways of working will also work to widen the
membership profile and attract new sources of deposits.
There are also a number of developments in the pipeline that have the potential to kick-start
a sustained period of growth in the sector. Forthcoming legislation will relax the constraints
on the groups of people credit unions are able to serve and enable credit unions to lend to
organisations as well as individuals, thus bolstering their potential to take deposits from social
enterprise, local authorities and similar organisations and thus to expand lending capacity.
A new centralised back-office structure is planned by ABCUL, the main credit union trade
body, which will enable credit unions to collaborate and consolidate and provide the means
to support new distribution channels. There is the potential also for a link to the Post Office
and thus to a national distribution network, a development that could, in combination with
a modern and efficient back-office infrastructure, finally support something of a step change
in scale. These moves may be given further impetus by a continuing shift away from the cashbased, face-to-face delivery that has been the traditional modus operandi of credit unions –
and continues to be the delivery preference of the majority of those on low incomes – towards
greater use of electronic money transmission, remote communication channels and new
products and services. The centralised back-office initiative is also designed to drive down the
costs of the Credit Union Current Account, the functionality of which is also to be improved
by 2012. ABCUL has also taken the lead on the development of a cost-effective pre-paid card
that will assist credit unions to speed up loan and withdrawal payment to members.
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The Growth Fund has given a substantial number of borrowers who would otherwise have
few credit options much-needed access to credit. However, this lending is still small-scale
relative to commercial lending and has required a significant degree of subsidy to achieve. The
evidence is moreover that social lending does not appear to have had any meaningful impact
on the use of non-standard credit by those on low incomes.
The expectation that social lending can act as a large-scale alternative
to high-cost credit would appear unrealistic.

Taking the various strands of evidence together, it would seem that, despite the undoubted
successes and growth of the last decade, the expectation that social lending can of itself provide
a complete solution to financial exclusion or act as a large-scale alternative to high-cost credit
would appear unrealistic. Large-scale, low-cost lending to those on very low incomes is
likely to require seemingly prohibitive amounts of subsidy, especially in the current climate.
Moreover, lenders are unlikely to reach a position for the foreseeable future in which they
would have the capacity to act as a sufficient alternative to private sector non-standard lending,
far less to the wider group of those now using low APR mainstream credit products and
incurring high levels of behavioural costs.
Credit unions will need to present themselves as vibrant and
community-based alternative financial services.

Against this background, planning for the future of social lending needs to be rooted in a more
realistic and nuanced set of assumptions about the role of credit unions and CDFIs and what
they can and should aim to achieve. For credit unions, new social lending propositions and
models need to take due account of the wider picture of credit use among those on low and
modest incomes and to reach out to this wider and more economically diverse population, and
not just to a narrowly defined group of poor and disadvantaged individuals. In so doing, credit
unions will need also to develop a distinctive vision and identity and clear appeal to a wider
target market. They will need to move away from a positioning as an alternative to high-cost
credit or a panacea for financial exclusion, and rather present as a vibrant and communitybased alternative financial service offering inherently attractive products and services whilst, at
the same time, also making a vital contribution to local communities and economies.
CDFIs and other social lenders that focus entirely on lending to high-risk individuals at more
commercial rates will continue to have an important role to play in serving distinct groups
within the market, e.g. social housing tenants, but, given constraints in the raising of capital
from external sources, may find it difficult to expand beyond the niche market they currently
inhabit.
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Chapter 8
Conclusions and recommendations
The credit choices of those on low incomes are made in the context of a balance of
costs and risks that differs fundamentally from that of the more affluent. Low-cost
products that are appropriate for the better off can, for some low-income credit users,
prove to be both high-cost and high-risk.
Policy approaches need to work with the reality of widespread credit use among
those on low incomes. Policy thinking needs to be grounded in a holistic and multidimension view of the market and the costs and risks faced by low-income consumers.
The narrow focus of policy thinking on the price of credit, which has characterised the
public debate, is misconceived; a more nuanced appreciation of how the various costs
and risks interact and play out for consumers is essential.
Low-income consumers need both access and choice, including access to non-standard
credit for those consumer groups for which this appears the least damaging option.
It would appear that the best interests of low-income consumers would be served
by a regulatory environment that allows for a multiplicity of credit models, enabling
consumers to choose the configuration of risk and cost that best suits their personal
circumstances.

Conclusions
Low-income consumers have specific needs and vulnerabilities in relation to credit
that do not arise for the more affluent
It is clear that credit use is widespread and meets a constant and often pressing need, but it is
equally clear that credit use adds to the stress on household budgets, reduces disposable income
and increases the risk of financial distress and breakdown. Promoting savings is a desirable
social policy goal, but in the context of consumer credit policy it is important to recognise that
saving is not a realistic alternative for the majority of low-income credit users who simply are
not able to save sufficient amounts to preclude the use of credit.
Low-income consumers have specific needs and vulnerabilities in relation to credit, with this
most true of those on the lowest incomes where financial margins are tightest. Credit choices
are therefore made in the context of the dynamics of benefits and risks attached to different
credit products that are specific to managing credit on a low income.
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It is important to recognise that high incidence of irregular payment, insufficient funds to
meet direct debits, the tendency to over-shoot credit limits and minimise payments on debt
service are a function of wider affordability pressures on tight budgets. The associated costs
are incurred not because low-income consumers do not understand the implications of such
behaviour, but because it is difficult to avoid them on a very low income. Such behaviours
are thus unlikely to be amenable to moderation through financial capability or education
initiatives.
Low-income borrowers able to keep to regular repayment schedules and who have some slack
in their budgets appear to benefit from access to the flexibility and lower cost of mainstream
credit models. These are largely the more affluent among those on low incomes, with these
segments accounting for 5.1 million low-income borrowers.
Apparently, low-cost choices that are appropriate for the better off can – in the context of
the circumstances and behaviour of some low-income credit users – prove to be both highcost and high-risk for those on a low income. Taking behaviour-driven costs into account,
consumers can face a cost of credit that appears not dissimilar whether products are structured
to be low or high APR. Segments that have struggled with banking and credit charges and to
avoid unmanageable debt on mainstream products account for about 3 million borrowers, and
a little under a third of low-income credit users.
Small-sum high-cost credit clearly reduces household disposable income and thus exacerbates
wider affordability pressures. However, price is transparent, repayments are structured so as to
be flexible and manageable and debt is paid down effectively, and to this extent this type of
credit represents a close fit with the needs of low-income borrowers. Segments of low-income
borrowers focused primarily or exclusively on, and managing them effectively, account for
about 1.9 million borrowers, or a little under a fifth of low-income credit users.
The evidence is that, on balance, consumers on very tight budgets are less indebted and less
likely to find themselves trapped servicing long-term debt on high-cost, short-term, small-sum
credit than they are on open-ended mainstream credit contracts. For these reasons users of
high-cost credit appear to be less vulnerable to risks to their financial security than are those
high-risk low-income users of revolving credit and overdraft finance whose behaviours increase
both the cost and risk associated with these products.
Expectations that social lending can somehow resolve the perennial tensions between access
and price for low-income borrowers are unrealistic, as is the view that the sector will be in a
position to compensate for the shrinking of the supply of commercial credit to low-income
borrowers.
Despite significant growth and important advances in strengthening management and
governance, building capacity and infrastructure, and modernising product offerings, the social
lending sector remains small relative to the private sector and has proved slow, and cost- and
resource-intensive to scale.
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Lending by credit unions and CDFIs is a long way from being a viable scale alternative to
private sector credit, high-cost or otherwise. The experience of the last decade, and the decline
rate for Growth Fund loans, has demonstrated moreover that there are limits to the universe of
borrowers that can be served within a low-cost-to-deliver model if social lenders are to be both
responsible lenders and viable and sustainable social businesses.

Recommendations
A more holistic approach to thinking about credit markets is required, along with
a more nuanced understanding of the interplay of cost and risk
Policy approaches to consumer protection and credit market regulation need to work with
the reality of life on a low income, recognising that credit use will always be a feature of the
financial management of those on low incomes, and focusing on how most effectively to make
credit markets best fit with their needs, while minimising the potential for detriment.
Thinking on consumer protection needs to move towards a holistic and multi-dimensional
view of the market and the risks faced by low-income borrowers, rather than focusing on
specific product sectors. The evidence is that the majority of low-income consumers borrow
across product sectors. There is also considerable crossover between the mainstream and nonstandard sectors, albeit that some consumers are more constrained in their credit options than
others. Given that demand for credit is relatively inelastic, regulatory action that impacts one
product sector will play out elsewhere in the market.
The narrow focus on the price of credit that has characterised the public debate and policy
focus of much of the last decade is over-done and even misconceived. A more complex
and nuanced appreciation of how the various risk and cost factors interact and play out for
consumers is required – both to capture benefit and detriment and to inform the framing
of credit policy and consumer protection solutions. A holistic view of the marketplace
and consumer behaviour will produce a more meaningful understanding of the impacts of
intervention and outcomes for consumers
It is clear that both mainstream and non-standard products carry risks for consumers and that
these can be finely balanced. It is also clear that these risks play out differently for different
groups of consumers. A ‘one size fits all’ approach is not appropriate in a complex and
diverse modern credit market. The challenge for regulators is to develop an approach that is
sufficiently sensitive and flexible to address the different risks that arise with different products
across the market, without stifling innovation or unduly constraining access.
Low-income consumers need both access and choice. This includes access to non-standard
credit products for those segments for whom such products appear to be the least damaging
credit option.
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The interests of low-income borrowers would appear to be best served
by a market in which a multiplicity of credit models is available.

The interests of low-income borrowers would appear to be best served by a market in which
a multiplicity of credit models are available, enabling consumers to choose and move between
products that offer the most appropriate configuration of cost and risk given their personal
circumstances and the options available to them.
There is a perennial policy debate around the potential for introducing price controls into
the UK credit market. Demand is clearly such, however, that constraints in the availability of
any one product type to low-income and/or high-risk borrowers will tend to result in some
diversion of consumers to other credit products. The evidence is that such diversion will not
necessarily result in either lower-cost credit or better outcomes for vulnerable consumers.
However the cap is structured, if applied to non-standard lending products, a ceiling would
seem likely to result in the withdrawal of at least some high APR products or cause at least
some non-standard lenders to restructure their products and pricing so as to accommodate
the controls. Some borrowers, largely the poorest and most vulnerable, would lose access to
the credit that they need to make ends meet. Others would be diverted to products that they
are not well equipped to manage. The evidence suggests that for some borrowers the resulting
patterns of credit use could potentially be both higher-cost and higher-risk than their current
choices, increasing the potential for financial distress and problem debt.
A total cost of credit ceiling, structured to take in penalty charges and similar, if applied
across the market, could potentially impact a much wider spectrum of low-income borrowers
and extend these effects. Such a ceiling, if applied across the market, could impact not only
non-standard credit users but also the wider group for whom the cost of mainstream credit
is increased by behaviour-driven costs. As the worked examples in Chapter 6 demonstrate,
under certain fairly commonplace conditions the cost of mainstream credit can escalate to the
point where it approaches or even exceeds that of non-standard credit. A total cost of credit
cap, if applied across the market, could thus impact mainstream credit products, most notably
revolving credit, term loans and overdraft finance, and potentially even result in a significant
minority of low-income borrowers finding their access to mainstream credit options restricted
or even, in some cases, curtailed altogether.
Regulators need to be aware also of the risks not only for those currently at the margins of
the legal credit market but also for those who do not have – or lose – access to credit. The
recession and associated shrinkage of credit supply to higher-risk borrowers has demonstrated
the potential for the illegal credit market to grow in the absence of legitimate credit supply.
The experience of the last decade has demonstrated both the power of community-based
finance and the limits of the potential reach and growth of subsidised lending models . The
new modernisation and expansion fund, announced by the Government in March 2011, offers
the possibility of a radical restructuring of the credit union sector, which could not only drive
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down costs but also widen the appeal of the sector to many more low- and moderate-income
consumers. The fund could support a re-engineering and modernisation of delivery and
customer support systems through the introduction of a collaborative back-office electronic
platform. This would enable credit unions to operate in partnership with the Post Office,
through which members would be able to access their accounts. The delivery of credit union
services through the Post Office offers a real opportunity to reach many more people on low or
moderate incomes.
Social lending now stands poised at something of a crossroads in its development. The
effective service of low-income borrowers by social lenders now lies with a definitive move
away from a positioning as ‘banking for the poor’. Rather, the future rests on collaboration and
consolidation within the sector, the development of new propositions, partnerships, funding
and distribution models and the widening of the target market for community finance to
enable some cross-subsidisation of lending to harder-to-serve and disadvantaged borrowers.
As social lending moves into a new and exciting phase of development it is fervently to
be hoped that community finance plays an increasing role in credit markets, in providing
loans to those on low incomes and building financial stability and security in low-income
communities. Expectations, however, that social lending can of itself act as a sufficient
alternative to high-cost credit or as a panacea for credit exclusion are unrealistic and must not
be allowed to distract policy makers from addressing the complex issues that arise in shaping
consumer protection in a post-crisis world.
Credit market regulation is not a technical or abstruse issue. It has a significant impact on the
finances and financial stability of millions of individuals. Perhaps unsurprisingly, it has become
a highly contentious subject. Public debate is sometimes conducted in emotive terms and often
through the prism of a particular product or a focus on a single issue, such as price. We would
argue that this is both unhelpful and has little connection with the reality of low-income
consumers’ experience and their needs. A whole-market and holistic approach to assessment of
the risks and benefits of different approaches is now required.
It is critical that the framing of regulation is driven by an in-depth
understanding of consumer dynamics and by a sensitive, balanced
and evidence-driven evaluation of the likely outcomes and risks.

There are no easy answers or simple solutions to the very real challenges of credit market
regulation, particularly as these apply to low-income consumers. At this pivotal point in the
development of the future of consumer protection and credit market regulation, however, it
is critical that the framing of regulation is driven by an in-depth understanding of consumer
dynamics and by a sensitive, balanced and evidence-driven evaluation of the likely outcomes
and risks of different courses of regulatory action.
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Executive summary
1

Households in the lowest 50 per cent of household incomes.

2

Lending by credit unions and community development finance institutions.

3	Benefit-dependent households in the context of this report means households with no one
in paid employment.
4	Non-standard lending throughout refers to home credit, payday lending, rent-to-own (as
in BrightHouse), sale-and-buy-back (as in Cash Converters), pawn, auto-title loans.
5	Not all of the additional cost of credit to the consumer arising from behavioural drivers,
such as uneven payment patterns, will accrue to the lender or form part of the price of the
associated credit product. For example, fees associated with unmet direct debits on credit
payments will be paid to the bank where the account is held, which may or may not also
be the lending institution concerned.
6	QuickQuid conditions on a standard 30-day loan with a quoted fee of £25 and a quoted
APR of 1,410.3 per cent.
7	MoneyShop conditions on a standard 30-day loan with a quoted fee of £16.99 and a
quoted APR of 574.8 per cent.
8	Conditions based on a standard overdraft facility provided by NatWest with a quoted APR
of 19.9 per cent.
9	Conditions based on a Classic Card provided by Capital One with a quoted APR of 34.9
per cent.
10	Based on an average Growth Fund loan size of £432 and the median APR charged of 26.8
per cent.

Chapter 1: Policy background, research aim and method
1	The key provisions of the Act require lenders to be licensed as ‘fit’ and lenders to lend
‘responsibly’. It requires transparency and clarity on price and contract terms and sets out
a series of requirements on their presentation. It also introduced the concept of redress
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where a credit agreement is ‘unfair’. Critically, the Act did not provide for an interest rate
ceiling. It is this feature of the regulatory framework that is one of the key determiners of
the shape of the UK market and the diversity of credit models that feature within it.
2	‘Irresponsible lending – OFT guidance for creditors’ (March 2010, updated Feb 2011).
Available online at: www.oft.gov.uk/shared_oft/business_leaflets/general/oft1107.pdf.
3	In its response to the credit and store card review the Government introduced five key
consumer rights: the right to repay; the right to control; the right to reject; the right to
information; and the right to compare. Full details of these rights are available online at:
http://webarchive.nationalarchives.gov.uk/+/http://www.bis.gov.uk/news/features/2010/3/
credit-cards-consultation-response.
4	High-cost credit is defined as products that attract a typical APR in excess of 50 per cent.
These are usually non-standard lending products outside the credit mainstream, such as
home credit, payday loans, and pawnbroking.
5

Financial Secretary to the Treasury Mark Hoban, and Consumer Minister Ed Davey.

6	The Hoban–Davey review of consumer credit and personal insolvency, announced in
October 2010, covered: how consumers enter into credit commitments, including the
way in which credit is sold and the extent to which consumers understand what they are
committing to; what issues arise during the lifetime of a loan from both the consumer
and the lender perspectives; and what happens if things go wrong – whether the current
insolvency solutions are fit for purpose.
7	Consultation closed on 10 December 2010, with BIS publishing its response to the
consultation in November 2011.
8 	The Government has agreed with the banks to tackle unfair bank changes in that on full
facility current accounts, consumers will be able to receive an alert when balances are low
and in some cases if they are about to go into unarranged overdraft, with no charges for
small unarranged overdrafts. New annual statements will inform customers of the cost of
their account each year.
9 	The issues highlighted by BIS and HM Treasury in relation to the payday lending sector
and which should be addressed in the code of conduct included the use of continuous
authority, rollover loans, dealing with consumers facing financial difficulty and data
protection.
10	The new Financial Conduct Authority (FCA) will take on the Financial Services Authority
(FSA)’s responsibility for consumer protection and conduct regulation. The FCA will
regulate the conduct of all firms, both retail and wholesale – including those regulated
prudentially by the also new Prudential Regulation Authority (to be a subsidiary of the
Bank of England) – and will take a proactive role as a strong consumer champion.

104

notes

11	Non-standard lending includes home credit, payday lending, rent-to-own, sale and buyback, pawn, and auto-title loans.
12	The questionnaires used for the main survey with low-income consumers and credit users
and the two surveys undertaken with payday and home credit borrowers. The various
questionnaires contained some common questions but also unique questions appropriate to
the subject matter and universe of this study. Copies of the research instruments are included
in the technical appendix to the report (to be published by Policis at www.policis.com). The
nationally representative sample of low-income consumers was recruited by GFK NOP using
representative sample points from across Scotland, England and Wales. Quotas were applied
for sex and household type in line with national norms for the low-income population, with
an income filter applied to ensure that all respondents fell into the lowest 50 per cent of
household incomes. The samples of both the home credit and payday borrowers were from
borrowers who had taken on home credit/payday loans in the previous twelve months. There
was no income filter for either the payday loans or home credit samples. The sample was
split evenly between online and retail members and provided by the leading lenders in each
case, who agreed both to independent verification of the sample and provided contractual
undertakings that the sample supplied was a random representative sample.

Chapter 2: Demand for credit among low-income households
1	See for example Kempson and Whyley 1999a and b; Jones 2001; Andrew Irving
Associates 2005; MORI 2005; NOP 2005; Ellison and Davis 2008; Kearton 2009.
2	Non-standard credit users are defined for the purposes of this report as having used any
of the following credit products or providers in the last five years: pawn shops, sale and
buy-back (e.g. Cash Converters), loans or shopping vouchers provided by home credit
companies, rent-to-own (e.g. BrightHouse) or payday loans.

Chapter 3: The low-income credit market and its products
1	Credit limits might start at as little as £200, as in for example the Capital One Classic
card.
2

The current quoted interest rate for the Capital One Classic card is 34.9 per cent.

3	See this report’s technical appendix (to be published by Policis at www.policis.com) for the
basis for these estimates and reconciliation with UK Cards data.
4

Such as the Capital One Classic, Barclaycard Initial card.

5	Such as the Vanquis card marketed by Provident Financial Group, which targets a more
upmarket demographic than the group’s home credit customer base.

105

N otes

6

0.5m Vanquis customers (source: Provident Financial Group).

7	In addition to catalogue goods being higher priced than those sold in retail outlets, there
is also a cost attached to payment by instalments. Littlewoods Direct offers the following
weekly payment price options for a basic Swan branded washing machine, costing £199
upfront: £1.86 per week for 156 weeks (29.9% APR and total price paid £290.16); £2.48
per week for 104 weeks (29.9% APR and total price paid £257.92); £3.83 per week for 52
weeks (interest free); £9.95 per week for 20 weeks (interest free).
8	The Competition Commission estimated that the number of home credit customers was
2.3 million in 2004.
9	A minority (less than 10 per cent) of the customer base of the market-leading home credit
provider, Provident Personal Credit, receive their Provident loan on a disposable pre-paid
plastic card. This is a single use card, which cannot be either re-loaded or topped up.
10	Provident Financial, the largest home credit provider, started to expand overseas in 1997
and its international operations were de-merged to form a separately listed company in
July 2007.
11	Welcome Financial, a subsidiary of Cattles plc, ceased new lending in February 2009.
Cattles shares have been suspended since 2009, principally because of the overwhelming
impairment charges attached to the Welcome business resulting in part from the economic
downturn and in part because Cattles impairment provisions proved to be significantly
lower than required, resulting in the re-statement of accounts to show very significant
losses, thus breaching borrowing covenants. Provident Financial’s Real Personal Finance
brand was folded into their main home credit operations by the end of 2009. Real
Personal Finance was never fully rolled out because of insufficient quality demand.
12	Online payday rates from Quick Quid range from £20 to £29 per £100 borrowed (central
rate £25 with APR 1,410 per cent). Money Shop retail rate quoted at £15.99 per £100,
resulting in an APR of 508 per cent over a typical term of 30 days.
13	Anecdotal evidence suggests credit costs around £30 for £100 borrowed, resulting in
typical APRs over four weeks of just under 3,000 per cent.
14	Log book loans are not a new phenomenon, albeit that this nomenclature is new. Bill of sale
lending is based on the 1878 and 1882 Bills of Sale Act. The market has seen little or no
growth in recent years, despite an increase in activity in the early 2000s and some evidence of
an increase in this type of lending to small business. BIS estimate market size to be circa £30
million–£40 milliion in 2010. A recent consultation in response to concerns that this type
of lending may give rise to significant consumer detriment resulted in a decision against new
regulation on the grounds that the industry should be given time to put its own house in
order through a voluntary code of practice and other non-statutory remedies.
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15	The evaluation by Ellison et al. (2010a) informed the decision by the Coalition
government to continue funding the National Illegal Money Lending Teams (IML),
with an announcement made in December 2010 that funding of £5.2m would be made
available to support the IML project to 2012, with similar funding anticipated to 2013.

Chapter 4: Patterns of low-income credit use
1	Internal data from the Provident Financial Customer Tracker (moving annual average
December 2010) indicates that the ‘main purpose’ for a home credit loan was: gift/
Christmas/birthday 38 per cent; household items 23 per cent; holiday/travel 19 per cent;
household bills 17 per cent; car items 12 per cent; home improvements 10 per cent;
clothes 8 per cent.
2	A survey of 1,200 individuals living in deprived communities, half of which were
communities in which the IML teams had been active, undertaken as part of the
evaluation described in Ellison et al. 2010a.
3	This question was asked of a sub-set of 68 victims interviewed as part of the survey
described in the preceding note.
4	The segmentation of low-income credit users described here was undertaken using cluster
analysis and was designed to explain the differences between groups: with greater and
lesser access to credit; using different credit product types; coping more or less effectively
with credit repayments; and experiencing more or less positive outcomes from credit use.

Chapter 5: The dynamics of credit choice
1	See for example Kempson and Whyley 1999a; Whyley et al. 2000; Whyley and Brooker
2004; Collard and Kempson 2005; Competition Commission 2006; Ellison and Davies
2008, Kempson et al. 2009; Office of Fair Trading 2010.
2	The ranking of ‘quick access to cash when I need it’ (Figure 5.11) refers to rapid decisionmaking on loans, as home credit is clearly not as instantly accessible as credit cards, overdraft
finance or newer forms of non-standard lending such as payday loans or Wonga.com.
3	See for example Whyley and Brooker 2004; Collard and Kempson 2005; Competition
Commission 2006; Kempson et al. 2009; Office of Fair Trading 2010.
4	A number of research studies (Kempson and Whyley 1999a; Whyley et al. 2000; Whyley
and Brooker 2004; Collard and Kempson 2005; Kempson et al. 2009, Ellison and Davies
2008) and official investigations (Competition Commission 2006; Office of Fair Trading
2010) have demonstrated that those on very low incomes, in particular, are relatively
insensitive to the price of credit, measured in terms of the interest rate captured in the
annual percentage rate (APR) charges. The same studies have consistently demonstrated
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that the total cost of credit (TCC) is a more meaningful measure of the cost of credit for
credit users on low incomes.

Chapter 6: The drivers of cost and detriment for low-income
credit users
1 	OFT data suggests that charges have fallen from an average of £34 in 2007 to £14 in
March 2011 (source: BIS, ‘HM Treasury Consumer Credit and Personal Insolvency
Review’, November 2011).
2	Further detail on the impact of banking inclusion and behaviour-driven costs (particularly
penalty charges) on those who are new to banking can be found in Ellison et al. 2010.
3

See footnote 1 of Chapter 4.

4	In the market as a whole most (over 90 per cent) home credit customers miss at least one
payment. Provident Financial Group, the market leader, suggests that on a typical 50 week
loan, there will be 16 weeks where there is no payment at all.
5	Provident Financial, see www.providentpersonalcredit.com/home-credit/loan-calculator.
6	It is important to appreciate, however, that given the payment patterns described, a single
customer may over the course of a loan at some time be cross-subsidising other customers
and at others be the recipient of cross-subsidy. This is also true over time and from one
loan to another where circumstances change or additional pressures arise.
7

http://www.moneyshop.tv/payday-loans/

Chapter 7: Social and not for profit lending
1	The Growth Fund scheme, set up to support the scaling and professionalisation of the
sector and to extend subsidised lending to individuals who would not normally meet the
lending criteria of credit unions, was a major component of the previous government’s
strategy for the sector and its vision of financial inclusion. The original scheme ended in
March 2011.
2	Evaluation of the Growth Fund in 2009 (Collard et al. 2010) reported positively
on the success of the scheme and on the benefits both to borrowers and to delivery
organisations. A separate social cost benefit analysis of the Growth Fund (to 2009) was
also commissioned by the DWP, which demonstrated that for the £98.75 million spent,
the net cost to the Exchequer had been £22.2 million, compared to £65.6 million of social
benefit savings created though the Fund.
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3	See, for example, the experience of the National Illegal Money Lending teams, which
were set up with a dual role of enforcement and financial inclusion. The intention was
that victims of illegal lending would be moved into a sustainable alternative borrowing
relationship with a local credit union. In the event few victims were appropriate candidates
for credit union lending while patchy social lending coverage across the UK meant that it
was not always feasible for the teams to offer referrals to alternative sources of credit. For
further detail see Ellison et al. 2010a.
4	Eight in ten Growth Fund lenders reported that they had improved their working
practices as a result of the Growth Fund and now operated in a more business-like way
(Collard et al. 2010).
5	According to the DWP, of the 99 long-term Growth Fund contractors and sub-contractors
86 (86.5 per cent) have achieved less than the target 10 per cent delinquency on all loans
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