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UK Governments since the mid-1990s
have focused on remedying financial
exclusion, starting with the goal of
increasing access to basic financial
services. The establishment of the
Financial Inclusion Taskforce in 2004 to
monitor progress against government
objectives and the launch of a Financial
Inclusion Fund to support a number
of related initiatives both marked
significant steps forward. Ahead of the
2015 General Election, the independent
Financial Inclusion Commission was
established to promote financial
inclusion in the public policy agenda. Its
report in 2015 set out what progress has
been made and where gaps still remain.
The Payment Systems Regulator has
further highlighted the issue as a key
area of concern and tasked its Payments
Strategy Forum with considering how to
address financial exclusion.
The payments industry has a critical role
to play in tackling the issues of financial
exclusion. Payments are integral to our
lives; individuals and businesses need
to be able to make payments on a daily
basis, from payments for housing, to
energy bills, and paying or receiving
funds from suppliers for their services.
Almost everyone in the UK makes
several payments each day and new
payments methods continue to come
to market aiming to make financial
transactions easier and faster.

But there are sections of society which
are financially excluded and not able to
access payments in the most convenient
way. And, as the Bank for International
Settlements set out in its recent paper
on the payments aspects of financial
inclusion, “understanding payments in
a holistic sense, including how individual
elements relate to one another, is
crucial to an understanding of financial
inclusion and promoting broader access
to and usage of financial services.”1
In the aftermath of the financial
crisis, many small and medium-sized
businesses (SMEs) still find themselves
held back by the conditions in which
they operate. The number of SMEs
is increasing rapidly: there are 5.4
million in the UK at the latest count. 2
Technology is helping small businesses
to overcome some barriers, but
financial exclusion remains a very real
problem. For many, late and delayed
payments jeopardise the liquidity of
their businesses, making it difficult
to maintain their much-needed cash
flow. This uncertainty restricts small
businesses’ ability to invest, grow
and continue to innovate.

At the same time, the employment
market is changing: portfolio careers
and short-term or hourly contracts
are superseding permanence. This
means that increasing numbers of
individuals are seeing unpredictable
and irregular incomes, which make
it increasingly difficult to budget
effectively. Those on variable and
multiple incomes are often more
wary of committing to payments in
advance for fear that they will not have
adequate funds on the day a payment
is due to be taken and that this could
result in overdraft charges and late
payment fees. Instead, they look to
maintain control over their finances,
even when this means compromising
on the benefits of alternative
payments methods.
Toynbee Hall and FSB have drawn
on their expertise to set out the
challenges for those that they see
as financially excluded, highlighting
those areas where payments and
their applications are proving the
most challenging. VocaLink has
then used its payments expertise to
set out some of the potential ways
of addressing these challenges.
We hope that you find this report
interesting and that it encourages you
to join the future discussion to help
encourage financial empowerment.

CHRIS DUNNE

M A R K E T D E V E LO P M E N T
D I R E C TO R , VO C A L I N K
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EX ECU T I VE SU M M A RY

Toynbee Hall and FSB have contributed
to this VocaLink report, which identifies
a number of challenges for individuals
on variable and multiple incomes and
for small businesses. The VocaLink
contribution then sets out how
innovation in payments systems can
potentially address these challenges.
It is hoped that this paper will act as
a catalyst for meaningful discussion
on this issue amongst a broad set of
stakeholders and, ultimately, progress
in addressing these challenges.
Part One sets the scene, providing
an explanation of the payments
system and how it works, before going
on to look at the trends in payments. It
considers the slight decline in the use of
cash, the decrease in cheque usage, the
rise of contactless payment methods,
and the future for Faster Payments and
mobile payments, as well the potential
for Direct Debits.
Part Two sets out the three contributor
articles, written by FSB, Toynbee Hall
and VocaLink.
The first, written by FSB, looks at the
challenges facing small businesses
when using the payments system. It
identifies late payments as a significant
problem faced by small businesses,
who find it difficult to maintain their
liquidity with this uncertainty. FSB goes
on to discuss the issues around cash
handling and cheque payments, card
and bank payments and current account
switching. In all of these cases, for some
small businesses, the payments system
and in particular the payments model
within which they operate, is acting as
a barrier to growth and a constraint on
innovation. What small businesses
want are payments systems that are
easy to use, secure, fast and available
at reasonable cost.
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The second, written by Toynbee Hall,
considers the challenges for those on
multiple and variable incomes, which is
a ‘lifestyle’ that is becoming much more
common. It highlights the increase in
those on 'zero-hour' contracts, and also
considers those who are self-employed,
looking at how the payments system is
prejudiced against these individuals.
With irregular payments coming in,
individuals cannot make the most
of the payments system for fear that
something will go wrong, or due to the
inflexibility of the current systems. What
these individuals need is a payments
system that puts them firmly in control,
provides flexibility and predictability,
and is both affordable and accessible,
providing simple methods for
making payments.
The third, written by VocaLink, offers
some potential solutions; ways of
utilising the payments system to
address the challenges faced by small
businesses and those on multiple and
variable incomes. It proposes a number
of guiding principles and priorities for
the payments system, including greater
control, clear information, convenience,
the need to instil confidence and the
development of low-cost solutions.
VocaLink argues that the payments
system should not be replaced, but
be allowed to evolve, with innovation
encouraging and supporting inclusion.

The Second Payment Services Directive
(PSD2), says VocaLink, is a notable
potential solution. With transposition
into UK law due in January 2018, PSD2
will help to make online payments more
straightforward, and make it easier for
individuals to manage their finances by
giving a clearer picture of incoming and
outgoing payments and information
about when payments or charges are
expected. For small businesses it will
provide a more joined up view of their
finances, and has the potential to help
streamline payments.
Request to Pay is a new payments
product that allows people to pay
their pre-existing bills at a time of their
choosing, within certain parameters,
and in separate ‘chunks’. This will give
individuals greater control over their
finances, and greater flexibility in
making payments. For small businesses
this could help to solve the problem of
late payments and financial uncertainty.
Part Three sets out a number of
challenges that will need to be
overcome if more inclusive and
empowering payments systems
are to be realised and a set of
recommendations of how all
stakeholders can start the
journey towards this ambition.

VocaLink identifies real-time payments
as a key area for fostering greater
inclusion. The provision of almost
instantaneous payments reduces
payment times for small businesses and
creates greater certainty over cash flow,
while for individuals, receiving real-time
payments can help with budgeting.
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INT R O DUCT IO N

W H AT A R E PAY M E N T S S Y S T E M S
A N D H O W D O T H E Y W O R K?

PART ONE

Payments systems are the mechanisms
that allow money to be transferred from
one account to another in what business
and finance call a transaction. They
provide the network of connections
through which transfers are made from
payers (the person or organisation
paying for something) to payees (the
person or organisation being paid
for something) throughout the UK
economy. They are the infrastructure
that connects the banks, building
societies and other organisations
with whom you have an account and
from which these payments are made.
Similarly, it is this infrastructure that
connects thousands of corporate
organisations directly, allowing them
to conduct their daily business.
Although it is largely unseen, this
infrastructure is critical to the
functioning of the UK economy and
society. We rely on it all day, every day:
24/7/365. It has underpinned everything
around the movement of money that
we now take for granted, from salaries,
benefits and tax credits paid direct into
our bank accounts to shopping online,
paying bills by Direct Debit or standing
order, and withdrawing cash from an
ATM abroad. For these reasons, the
UK payments infrastructure is widely
regarded as world class.
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THE ROLE OF THE PSR
The Payment Systems Regulator (PSR),
which launched in April 2015, intends
to open up access to payments systems
and drive greater innovation and
competition to benefit consumers,
businesses and other users.
Alongside the PSR, the Payments
Strategy Forum (PSF) has been
established to set a future strategy
for the payments industry, based on
the needs of those using the payments
systems; a difficult task given that needs
and the capabilities to deliver against
them are constantly evolving.
The PSF has a critical role to play in
challenging the industry to adapt to
do so. The PSF designated a number
of working groups to consider solutions
to key areas of concern including
end user needs; access to markets;
financial crime; data and security;
horizon scanning; and account number
portability & switching. The group on
end user needs most closely aligns with
the areas of discussion in this report,
with all three contributors to this report
being represented on this group.
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T REND S I N PAY M E N TS
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The way in which we make and receive payments is changing.

2014
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Analysing where these changes will take us and how they affect
individuals and businesses is an important part of establishing

Contactless transactions:

Faster Payments transactions increasing

325million in 2014,

816 million in 2012,

1 billion in 2015.16

970 million in 2013,

5.616 billion in 2012,

1102 million in 2014,

5.695 billion in 2013,

1249 million in 201518

5.841 billion in 2014,

Direct Debit and Direct Credit
transactions increasing

a future strategy for the payments industry.

6.080 billion in 201519

48%

52%

48% of UK payments in 2014.13
Cash volumes are expected to
fall around 30% up to 2024.14

30%

CASH

CHEQUES

Cash is in decline; Payments UK figures
show that cash payments now represent
less than half of all payments made in
the UK.3 But this is not the whole story.
While there is an undeniable increase
in the use of debit and credit cards,
internet banking and mobile banking
apps, cash continues to be important,
and the demand for Bank of England
notes continues to grow.4 And the
number of ATMs continues to increase:
from over 54,000 in 2014 to nearly
70,000 by the end of 20155, while 91%
of consumers withdraw cash from an
ATM at least once a month.6

Perhaps less surprisingly, the use of
cheques is also in decline, with volumes
falling on average 11% a year for both
personal and business users since
2004.8 However, they remain a staple
form of payment for a small proportion
of the UK’s population though the
way in which they are processed is
changing. In the future, cheques will be
scanned behind the scenes and then
cleared electronically, which will reduce
the time it takes to clear funds. At the
moment, being paid by cheque can
pose challenges for small businesses
that are inhibited by the long clearing
cycle, further risking their liquidity. It is
also envisaged that cheque imaging,
as it is known, will help to address some
of the challenges that the closure of
bank branches are posing for some
individuals and businesses in being
able to bank their cheques.

So, while in decline, cash maintains its
place as one of the most-commonly
used forms of payment in the UK,
with over 18 billion payments made in
2014.7 For those on multiple or variable
incomes, cash remains an easy way to
manage money; preferable to the risk
that a Direct Debit or other forms of
payment will leave them short or leave
them with insufficient funds. For many
micro-businesses, cash may be the
only way they make payments, which
in itself can be expensive.

DEBIT C ARDS AND
T H E R I S E O F C O N TAC T L E S S

FA S T E R PAY M E N T S
A N D M O B I L E PAY M E N T S

Debit cards and the rise of contactless
are directly challenging cash as the
dominant form of payment in the
UK. In 2015 there were over 1 billion
contactless transactions, up from
around 325 million in 2014.9 The use of
contactless for travel has been a notable
success, with one in seven Transport for
London journeys being completed with
a contactless payment.10 However, it is
worth remembering that debit or credit
card transactions, and by implication
contactless payments, can take up to
three days to clear, which presents a
challenge for small business liquidity
and personal finance management.

Use of the Faster Payments Service
(FPS), introduced in the UK in 2008,
has rapidly and consistently increased,
especially in recent years. The limit
for the maximum amount that can be
transferred through FPS was recently
increased to £250,000, opening up
the potential for increased usage for
larger payments. Faster Payments
has obvious appeal; it is an almost
instantaneous way of transferring
money; it is as good as a cash
exchange between two parties. This
24/7/365 technology has radically
changed the way in which payments
are made. At the moment, access to the
Faster Payments network is limited to a
small number of banks, although four
more are set to join the network this
year, and a further four banks next year.
This broadening of access will give
more individuals and organisations the
opportunities to use this immediate
payments solution.

£8.40

Average contactless transaction:
£6.98 in June 2015,
£8.40 in March 201617

No. of ATMs:
54,412 in 2014,
69,382 in 2015.15
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The availability of Faster Payments has
also supported the growth of financial
technology (FinTech) in the UK, with the
development of an increasing number
of mobile banking applications that
use this technology. As a result, half of
all payments are now made outside of
‘normal’ working hours. Paym which
allows mobile payments just using the
recipient’s mobile number, and Pay
by Bank app, a mobile app that allows
secure payments direct from your
bank account are both examples of
such innovation.

DIREC T DEBIT
Direct Debits account for £16.50 in
every £100 being spent.11 They are
seen as an easy and convenient way of
making regular payments, and users
can often achieve savings by using
them. The ‘set and forget’ premise
behind Direct Debits is ideal for the
majority of people that use them; and
this is reflected in the increase in the
number of payments that are being
made this way. 2015 was a record
breaking year with more than six billion
transactions throughout the year, a
rise of 6.6% from the previous year.12
However, with the bundling of services,
particularly utilities such as broadband,
telephone and TV, and electricity and
gas, it is possible that the number of
Direct Debits could decline over time.
Alongside this, while consumers are
increasingly signing up to digital media
subscriptions, these often use monthly
debit card payments rather than using
the Direct Debit system. Paradoxically,
the predictability of Direct Debits
can be seen as a risk by people with
unpredictable incomes. There is some
concern that committing to regular
Direct Debits may expose them to
the risk of payments bouncing; and
overdraft and interest charges if they
have insufficient funds in their account
to cover the payment. Similarly, for
many businesses, cash management
can be more difficult with Direct Debits,
because it removes flexibility in the
timing of payments.
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CO NT R IBUTO R A RT ICL ES

These articles represent the views of FSB, Toynbee Hall and VocaLink

PART TWO

as they relate to financial inclusion and empowerment in the UK. FSB
examines the issue of financial empowerment from the perspective
of small businesses; Toynbee Hall’s views specifically relate to the
challenges faced by individuals in the UK; and VocaLink sets forward
a number of options as to how challenges faced by these two
constituencies could potentially be addressed.
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SUPPORTING SMALL-BUSINESS GROWTH
Mike Cherry AIMMM FRSA, National Chairman, FSB
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S U PPORT I N G SM A L L- BU S I N E S S G RO W TH

Author: Mike Cherry AIMMM FRSA, National Chairman, FSB

L AT E PAY M E N T S
Small businesses and the payments
industry have one key thing in common:
they’re both growing rapidly. The UK’s
5.4 million small firms already make
up 99% of all businesses in the UK,
contributing 48% to private sector
turnover and employing 60% of the
private sector workforce. Significantly,
the number of people in selfemployment in the UK now stands at its
highest level in 40 years. With more and
more people going it alone, payments
technology has a vital role to play in
widening access to entrepreneurship
and helping businesses to grow.
This is being demonstrated today in
the way that small firms are using an
increasingly diverse range of payments
methods. There are many reasons for
this: to appeal to new and existing
customers; to optimise their operations;
and to transform their business to
compete in an increasingly globalised
and digitalised marketplace.
However, while many businesses are
reaping the benefits of this technology,
many others are being left behind due
to a variety of factors (which are often
similarly faced by consumers). For
example, many small firms have limited
access to banking services in their local
community: an estimated 600 local
branches closed in 2015 alone. Others
simply lack the skills to take advantage
of relevant new technologies.
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The single biggest problem facing
small businesses in the payments
arena is poor supply chain practice,
typically from larger companies. Small
businesses in the UK face a growing
volume of late payments and extended
payment terms. But late payment is
not only a commercial problem – it
is also ethically wrong. When large
businesses pay late, it can put small
firms out of business. Late payment
also creates a negative cycle where
late payment runs through supply
chains or throughout suppliers.
The UK's payments culture has
significantly deteriorated over the
past ten years despite a series of highprofile government interventions. The
payments terms of large businesses
have grown from 30 days to well over
100 days in some cases, with instances
of supply chain bullying rife.
This reflects a wider cultural trend
among many large companies,
where late payment terms are used
to improve their own cash flow and
margins, at the expense of their small
suppliers. This harms small firms’ cash
flow, seriously hampering their ability
to invest and grow. In some cases it
even threatens their very existence.
FSB is keen to explore the ways in
which payments technology can play a
more prominent role in addressing the
problem of poor supply chain practice.
For example, large businesses could
do more to consider the advantages
some of this technology provides to
pay their small suppliers promptly by
making it both more desirable and
easier to pay promptly.

C ASH AND CHEQUE
PAY M E N T S

C A R D A N D B A N K PAY M E N T S

C U R R E N T AC C O U N T S W I T C H I N G

A B O U T T H E AU T H O R

It is important to note that many
small businesses are heavily cash
dependent – particularly in the retail,
household and maintenance sectors.
This shouldn’t be recognised as a
problem in and of itself. A versatile
and thriving payments industry
should seek to cater for businesses
that rely on cash while supporting
those that wish to access alternative
means of operating their business
and serve their customers.

With the huge increase in contactless
card payments, most small retail
businesses now accept card payments
in some format. Many frequently make
use of cards for paying suppliers,
regular purchases and even as a
source of funding. Barriers towards
further uptake range from cost to the
disincentive of delayed payment, in part
due to queried transactions. However,
increased competition should help to
reduce these barriers in the future.

Mike Cherry AIMMM FRSA

Retail and household services
companies are more likely than
others to write and receive cheques.
The vociferous reaction from
businesses and consumers alike,
following the Payments Council’s
2009 decision to phase out cheques,
and their subsequent decision to
reverse it, provided an important
lesson for the future: change should
never be imposed upon businesses
and consumers, and the individual’s
choice of payment method should
always be protected.

From a policy perspective, recent
changes to interchange fee regulation
from the European Union provided
a welcome cap on fees for debit and
credit card payments. While the charges
of merchant service providers remain
too high for some small businesses,
greater innovation should help to
address this in the coming years.

While improvements have been
made to the Current Account Switching
Service (CASS) it is undeniable that
levels of switching among small firms
are far too low. Aside from the problem
of limited awareness, small firms
regularly complain that they are still
not confident that switching across
banking products or services will be
a risk-free, seamless process, and
consequently they do not switch. The
suite of provisional remedies recently
announced by the Competition and
Markets Authority, including a new
awareness campaign for CASS and
increased transparency around targets,
are promising steps towards convincing
small firms that these concerns are no
longer warranted.

Of course the most important way to
encourage small firms to explore new
payment methods is to demonstrate
the benefits that new technology
brings. For example, the introduction
of cheque image clearing, where
an image of a cheque can be
electronically sent and cleared,
thereby speeding up the process of
clearing, should be welcome to many.
However, this must be introduced
with simple technology (such as
phone-based apps or shared ATM
services, which allow payments for
different banks).

Many small businesses pay bills
regularly through bank payments
systems like Direct Debit (Bacs) and
Faster Payments, and would like to
develop their operations in this field.
This is an important area where the
payments industry must seek to raise
awareness among the small business
community of the different options out
there to streamline routine payments.
Guidance and support will be crucial
as more small businesses transition
towards new technologies. Thousands
of small businesses already receive help
from FSB’s card processing services.
This includes a 24/7/365 help-desk
service as well as next day terminal
replacement for customers.

W H AT S M A L L B U S I N E S S E S WA N T
Like everyone else, small businesses
want payments systems that are easy
to use, secure, fast and available at a
reasonable cost. New services must
demonstrate the benefits for uptake
while recognising that many businesses
will actively choose to continue using
cash and cheques due to the specific
industry, community and customer base
in which they operate. The payments
industry should seek to build upon
this principle in the future, introducing
positive change while always protecting
the choice of the individual customer.

FSB
Mike is a serial entrepreneur with
a passion for small businesses and
getting their voice heard. For more than
40 years Mike has worked in the timber
and manufacturing industry and has
been a member of the Federation of
Small Businesses since 1995. Prior to
being elected as National Chairman in
2016, he was National Policy Chairman
for just under six years.
Juggling both his role at FSB and
running his business, Mike has travelled
extensively in Europe exporting prime
sawn timber to the European Furniture
Industry as well as being an agent for
specialised woodturning CNC lathes.
His business continues to manufacture
and supply Real Ale Brewers with their
Cask Closures and produces a range of
giftware and promotional items.
ABOUT THE FSB
FSB is the UK’s leading business
organisation. It exists to protect and
promote the interests of the selfemployed and all those who run their
own business. FSB is non-party political
and is also the largest organisation
representing small and mediumsized businesses in the UK. Small and
medium-sized businesses make up
99.9% all of businesses in the UK, and
make a huge contribution to the UK
economy. They account for 48% of
private sector turnover and employ
60% of the private sector workforce.
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TH E CH A L L E N GE OF S U P P O RT I N G TH O S E
ON IRRE G U L A R A N D VA RI A BL E I N CO M E S
53%

Author: Sian Williams, Head of National Services, Toynbee Hall

38%

23%

3%

53% of those on zero-hour

38% of people on zero-hour

23% of people zero hours contracts are

contracts are women. 22

contracts are aged 16-24. 22

in full time education (compared to 3% of
others in employment). 22

For most people, payments are
often invisible; while we get on with
life, payments are happening in the
background, acting as an enabler.
Employers run their monthly payroll
and salaries flow into bank accounts.
Direct Debits are set up to run fairly
seamlessly; ensuring mortgages, utility
bills, insurance and Council Tax all get
paid on time. Contactless payment
cards are increasingly used for travel
and shopping and ATMs and cashback
facilities provide easy access to cash.
One-off payments – mostly to family
and local businesses – are possible
using cheques or electronically from a
bank account using Faster Payments.
Occasionally there’s a glitch; a Direct
Debit amount doesn’t seem quite
right, or a card gets declined or
swallowed by a malfunctioning ATM.
But on the whole, for someone with a
permanent home, salaried job and fairly
predictable expenditure pattern, our
current payments system serves most
needs, most of the time.
But this ‘mainstream’ life will become
increasingly unusual. The employment
market is shifting away from the kind
of permanence we know as normal,
towards shorter-term and ever-changing
conditions. The official estimate of
the number of people employed on
zero-hours contracts in their main
employment was 801,000 for October
to December 2015, representing 2.5%
of people in employment. 20 Business
reported 1.7 million zero-hours
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contracts where work was carried out in
November 2015, and a further 2 million
contracts where no work was carried
out. So the data shows that some
people on zero-hours contracts have
more than one, and that their working
pattern is irregular. Comparing usual
and actual hours, only 44% of people on
zero-hours contracts worked their usual
hours during October to December
2015, 40% of people on zero-hours
contracts worked less than their usual
hours, and 16% of people worked more
than their usual hours. Fluctuating hours
logically means fluctuating incomes,
and around a third (37%) of people on
zero-hours contracts want more hours.
Zero-hours contracts are increasingly
being used for part-time employment,
and thus mainly affect people who
either need to work part-time for
educational or caring reasons, or who
are ‘blending’ different forms of income.
It’s not only zero-hours contracts that
affect income flows. There are over
4 million people registered as selfemployed. 21 And although the rise in
total employment since 2008
has been predominantly among the
self-employed, the average income
from self-employment has fallen by
22% over the same period. The data
also shows that self-employment is likely
to be both an alternative to long-term
unemployment among all income
ranges and a top-up option for those
who are past the formal retirement age.

Consequently, there will be a growing
population who do not have a single
job with a monthly salary, and who
increasingly rely on irregular and
unpredictable work as their main
source of income. And many of these
people will be managing multiple
responsibilities, whether that is caring
for elderly or sick relatives, bringing
up children, furthering their studies or
managing their own small business.
And we know that these types of
responsibilities require considerable
time and mental energy. These people
therefore need their payments to work
at least as well for them as it does for
the ‘normal’ full-time salaried employee.
Good payments systems maximise the
value of each pound they transmit for
the payer and the payee.
What are the implications for the
payments system of needs of
consumers within this new environment
of unpredictable or irregular income
streams? We already have substantial
insight from looking at another client
group with which Toynbee Hall has
worked for years – those on very low
incomes, including from welfare benefit
payments. Our work with the financially
excluded – people living below the
poverty line and people experiencing
financial difficulties – has taught us
much about the payment needs arising
from coping with unpredictable,
irregular or ‘unusual’ income flows
within a payments system primarily
designed for the mainstream customer.

Within the payments system context,
the key difference between a ‘singlesalary life’ and that of someone on
irregular or multiple smaller payments
can be captured by the concept of ‘flow.’
For those of us with a regular salary,
we have a single injection of funds on a
known date once a month and we know
that amount will need to cover all our
outgoings until the next payment. We
can use any combination of payment
methods and tools to regulate the flow
of money out of our bank account.
Most of us in this situation choose to
use Direct Debits for regular outgoing
payments, and we receive financial
benefit as utility companies often
discount their prices as a reward for
paying by Direct Debit in return for a
guaranteed, regular and reliable
income stream. Contrast that to the
money flow for the self-employed,
someone receiving multiple smaller
income payments across the month,
or someone with a mixture of work
and state benefit income streams,
including their pension. For them,
trying to balance this irregular and
often unpredictable flow of income
against the same set of obligations to
pay for housing, utilities, travel and
food is much more complicated.
Committing to fixed payments, such as
Direct Debits, starts to become highrisk, as the ‘pull’ nature of a Direct Debit
means that the customer cannot change
the amount or date to accommodate
a shift in their income flow, and thus
they become exposed to missed
payments, payment penalties and

potentially adverse credit scores. Nor
does the payments system itself offer
any communication with the service
provider to explain why they cannot
make the payment, so they need to find
the time to contact the provider. And
if the customer decides to take a lower
risk option and make a series of one-off
payments, paying monthly or quarterly
bills using cash, cheque, a card or
Faster Payments, they lose access to the
range of discounts usually only available
through Direct Debits. So, attempting
to manage their more complex incomeexpenditure flow costs these individuals
both more time and more money than it
does for a more ‘mainstream’ customer.
We have seen this same scenario
repeatedly among low-income
workers and those dependent on
welfare benefits. We have routinely
found that the range of payment
methods available for balancing their
expenditure against their actual income
flow often costs them more money,
either through missed payments or
higher prices. But it also costs them
considerable time and effort, constantly
needing to check their account balance
before they can decide when and how
to make a payment, and then needing
to recheck to ensure that a payment
has been made successfully. And the
more complex the work pattern or other
responsibilities, such as managing
multiple jobs or caring for relatives, the
less time remains available for checking
balances, particularly for those who are
less comfortable with digital methods.

What about financial capability then?
Surely part of the answer is to teach
people how to manage their money
better, or how to use Direct Debits
properly? Interestingly, our research
with people managing on low incomes
and multiple income streams has shown
us that, in the main, people understand
Direct Debits very well. In particular,
they understand that the lack of control
they have over the timing and exact
amount of a payment is too high a risk
to take when coupled with their lack
of control over income flows. So, once
they have had the experience of a failed
payment, they often make a judgement
to move to payment types over which
they have full control, even if these may
not have any discounts attached. The
desire to have control and avoid debt or
penalty payments outweighs all other
considerations. Payments need to be
designed with actual user behaviour
and circumstances in mind, rather than
for an idealised set of circumstances
that increasingly do not suit all needs.
In fact our work – both supporting such
consumers and conducting research23
into their experiences – has highlighted
nine key criteria for meeting the
payments needs of people managing
unpredictable income flows.
[see over]
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Consumers managing highly complex income
and expenditure flows need:
◼◼ Control over their money. They need to be able to vary the timing and scale of
payments in line with their income flow and other outgoings, and they need
to be able to see their actual balance easily and effortlessly with an audited
trail of payments.
◼◼ To feel safe from unexpected outgoing payments, and from any subsequent
penalties or increased costs due to missed payments as a result of inadequate
funds. Like all consumers, they also want to feel safe from the risk of fraud
and making payments to the wrong person. And they want quick and easy
redress when things go wrong.

◼◼ Flexibility within their payments options, allowing them to balance their
payments against an ever-changing income flow. And they need this
flexibility to maximise the benefit from their available funds rather than
cost them through being ineligible for “good customer” discounts.
◼◼ Transparency, so that they can know their real-time balance at all times,
thus enabling them to make complex decisions about the timing and
value of payments in line with their irregular income flow.
◼◼ Predictability, so that they are not caught out by unexpected changes
in the timing or value of payments, or by unexpected fees or charges
associated with payments systems and products.
◼◼ Payment systems to make their complex financial flows manageable. They need
their financial tools to reduce the amount of time, effort and risk involved
in managing complex income and expenditure flows, and to increase the
purchasing power of their available income rather than reduce it.
◼◼ Affordability: they don’t want to pay disproportionately more for having to
cope with more complex financial circumstances through additional fees
and charges or higher prices. They want their payments options to increase
their purchasing power so that they can afford more products and services
with their available income.
◼◼ Accessibility: Consumers need to be able to access their payments options
and products through the most convenient and comfortable method to suit
their personal circumstances. Individuals will have different preferences for
digital versus human interaction, so providing both options will be essential.
For those who still find cash useful, they will want continued access to cash
without incurring additional time, travel or financial costs. And as people’s
life circumstances change due to the short-term nature of the employment
and housing markets or other life factors such as illness or disability, they
will want payments options that effortlessly adapt to their changing needs.
◼◼ Simplicity: in an ever-more complex work and home environment,
consumers want their financial products to meet their needs in a
way that feels intuitive, simple and effective.

Payments Council, The electronic payment needs of people on low incomes
(Toynbee Hall and Policis).
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Awareness of this mismatch between
payment needs and available systems
has so far remained low as the
percentage of the population coping
with such complex financial flows has
been relatively small, mostly limited to
those on welfare payments and on very
low incomes. But as the employment
market shifts towards a larger number
of workers reliant on multiple income
flows, we will see a corresponding
demand for more flexible, transparent
and controllable payment options
that give the customer instant control
over their payments and serve to
maximise the purchasing power of
consumers’ irregular incomes. Ideally,
such payments should also facilitate
an intelligent dialogue between the
payer and the payee, so that both sides
can provide updates on the payment;
being able to tell a supplier why you
do not want to or cannot make this
particular payment gives both sides
more confidence that there is an
intention to pay fairly. And payments
must be designed with real lives in
mind; payments are, after all, merely a
way of moving money from A to B and
thus should be as simple and effective
as possible, ensuring they take minimal
time and effort to manage well.
The development of a payment
mechanism that gives the payer more
flexibility, confidence and control
will make coping with the financial
flow implications of the complex
employment market easier, more
manageable and significantly more
secure. Payments UK is prioritising this
issue within its World Class Payments
programme, and the Payments Strategy
Forum has recognised this issue as a
key user need to be addressed within
its Payments Strategy for the UK, due to
be published in autumn 2016. If we can
make the payments system much more
responsive to the growing complexity
and individuality within people’s lives,
moving away from ‘one-size-fits-all’
solutions towards a greater emphasis
on giving the customer visibility,
control and choice, and finding ways to
help consumers do more, more easily
with their money, we can all benefit:
consumers, firms and, ultimately, UK Plc.
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Toynbee Hall is a community
organisation that pioneers ways to
reduce poverty and disadvantage.
Based in the East End of London,
we give some of the country’s most
deprived communities a voice,
providing access to free advice and
support services and working with
them to tackle social injustice. We
have been a catalyst for social reform
in the UK for 130 years, and continue
to bring together communities,
organisations and policy makers to
create new ways to help those who
find themselves in poverty today.
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and literacy policy and practice,
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and products to a wide range of
government, commercial and
third-sector agencies.
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make it easier for people to make
the most of their money.
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Financial Inclusion Commission, and
is a member of advisory groups for
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CREATI N G CON T R O L
EMPOWERMENT AND INCLUSION
T H R O U G H F L E X I B L E PAY M E N T S SY ST E M S
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PRINCIPLES OF DESIGN —
THE FUTURE OF INCLUSIVE
AND EMPOWERING
PAY M E N T S I N N OVAT I O N
The UK’s payments systems are
regarded globally as a benchmark
of what ‘good’ looks like and it works
well for the majority of individuals and
organisations that use it. The number
of Direct Debit transactions has never
been higher, and in fact is currently
increasing year on year at a record
rate. 24 The convenience of such a ‘setand-forget’ payments system is ideal
for a large number of individuals and
businesses, who also benefit from the
savings that billers pass onto customers
that choose to pay this way. Similarly,
the increase in use of Faster Payments
has been dramatic; in the past year
to April 2016, the number of Faster
Payments transactions has increased
by 14%. 25 It is now the means by which
all internet banking payments in the
UK are made, supporting everything
from paying family members or local
tradesmen to settling credit card bills
late at night or at the weekend.
But there is always room for
improvement. As both Toynbee
Hall and the FSB have set out in this
paper, there are a growing number
of individuals and businesses in the
UK, whose requirements are different
and for whom there is a pressing case
for the payments system to adapt. In
particular, the payments system can
adapt to empower individuals who do
not have a regular and predictable
salary or income; and to empower
small businesses, which could benefit
significantly from greater flexibility
in how they pay and get paid.
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So, what can be done? The short
answer is that there is no single right
solution. There’s no set way in which
we should be approaching these
challenges and no single innovation
or system that can address financial
exclusion across the board. In fact,
the best possible outcomes for users
of the payments system – whether they
are individuals or small businesses,
charities or any other organisation that
pays or gets paid – will be delivered by
having a number of different options.
In this paper, we suggest some
solutions to the challenges set out
by Toynbee Hall and FSB – either
through broader use of payments
systems that are already in place; or
through innovations that have financial
inclusion and empowerment as a core
consideration in their design.

We believe that the planning,
development and implementation of
all future innovation in the payments
system should be guided by a number of
principles in order to increase financial
empowerment and inclusion, rather
than compound financial exclusion.
The requirements of the users must
drive the future design and functionality
of payments systems, and the Payments
Strategy Forum, recently established
by the Payment Systems Regulator, has
made notable strides in ensuring that
this will be the case. As this paper sets
out, these requirements are changing
and are being shaped by wider social
and economic changes, such as the
rise of multiple and varied incomes;
increasing numbers of sole traders and
small businesses; and the contrasting
needs of the digitally inclined and the
digitally excluded. It is these and a host
of other evolving trends that must form
the basis of inclusive and empowering
payments innovation.

Our position at the centre of the UK’s
payments system puts us in a unique
position to identify some of the
principles that should guide innovation:
◼◼ Greater ‘control’ should be at the
heart of the development of new
payments methods. For all users
of the payments system, be they
individuals or organisations, being
able to influence the timing and
ratio of payments made against
the context of their own income
or finances is the cornerstone of
inclusion and empowerment.
◼◼ More information about individual
payments needs to be available; both
for those receiving benefits and for
small businesses sending or receiving
money. Currently, benefit recipients
receive an amount of money but no
accompanying information about the
payment, and if they require this, they
have to telephone the Department
for Work and Pensions directly. In the
case of small businesses, they have to
send or receive paper remittances to
explain what a payment is for.
This has to change.
◼◼ Payments methods should be
easy to use and convenient at the
point of interaction with the user,
to encourage individuals and
organisations to use them rather
than serving as an obstacle to
their adoption.

◼◼ Payments methods should instil
confidence that a payment will
happen when expected and for
the amount expected – and that
using this method will not have an
unforeseen detrimental effect on the
individual or organisation. Certainty
of balance, certainty of recipient and
certainty of transaction all have an

important role to play here.
◼◼ Innovation should not create
exclusion, even inadvertently.
While the infrastructure that
underpins the payments system
may be increasingly advanced,
especially in terms of delivering
instant transactions and the
platform this provides for further
innovation, the points of interaction
with the individual should reflect
the full breadth of needs and
capabilities of all users. Individuals
and organisations should be able
to benefit from innovation – greater
control, certainty and speed of
transaction – at a point of interaction
of their choosing, whether that’s
through digital means such as an
app on a smart phone, or non-digital
means such as over the phone or in a
physical location. However, ensuring
that all needs are catered for should
not discourage further innovation,
for example in mobile payments.

As studies by the World Bank, the
Bank for International Settlements26
and a number of other bodies have
found, a reliance on cash goes hand
in hand with being excluded from
the benefits of other, more digital,
methods of payment.

◼◼ New payments innovation should
not be aimed at replacing current
payments systems, but should be

designed to sit alongside and even
complement existing systems. Real
inclusion and empowerment will
take place when there is a choice
of easy to understand and easy
to use mechanisms for all to use.
Available payment methods should
collectively cover the requirements
of the full range of end users – i.e.
digitally inclined vs non-digitally
inclined; financially informed vs
non-financially informed. People
will move across to innovative new
ways to pay, if and when they are
comfortable doing so.
◼◼ There should be little or no cost to the
end user. Simply put, if people have
to pay to conduct a transaction, they
are less likely to adopt that payment
method. However, someone does
have to pay, so there needs to
be careful consideration of how
innovation is brought to market
without putting off users.
◼◼ There is no silver bullet, no single
solution to creating an inclusive
and empowering payments system.
Instead it is about making the entire
payments system and all the
tools and processes therein,
more inclusive by design.
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CHOICES, CHOICES —
PAY M E N T S I N N OVAT I O N A S
A P L AT F O R M F O R I N C L U S I O N
AND EMPOWERMENT
The way we make and receive payments
in the UK will change significantly
over the next few years, driven by
the availability of new, innovative
ways to pay and be paid. For many
of us, as long as we’re able to make a
payment conveniently, securely and
with certainty that it will get to its
destination, we are happy.
However, as this paper has already
shown, for a growing number of
individuals, small businesses and
other organisations in the UK, there
is an increasingly acute demand for
payments innovation. As the Bank for
International Settlements has recently
stated, transaction accounts (bank
accounts that facilitate incoming and
outgoing payments) are important for
financial inclusion; but it is technology
that will facilitate greater levels of
inclusion. 27 In the UK, the introduction
of basic bank accounts at the beginning
of 2016 was a welcome step in the right
direction, but it is what individuals can
do with these and other bank accounts
that will make the difference.
VocaLink believes that technology,
and how it is applied to problem
solving, will be the critical factor in
addressing the challenges of financial
exclusion. Technology will be the
facilitator for further innovation.
Smart phone usage in the UK is
increasing significantly year on year –
the UK is nearing saturation point - and
they are the obvious primary platform
for financial empowerment for many
individuals and businesses in the future.
However, the smart phone is not the
only point of interaction with individuals
and businesses, and innovators should
bear this in mind when developing
future payments innovation.
We believe that there are three separate
but interrelated payments innovations
that can contribute to both the
financial inclusion and empowerment
of individuals and small businesses,
and indeed every other organisation
that can take advantage of them in the
coming months and years. No single
one of them will completely address the
challenge alone, but in complementing
each other and existing payments
systems they will offer greater choice for
individuals and small businesses alike.

22

INCLUSI V E BY DE SIGN

H O W A FA S T E R PAY M E N T I S M A D E

Innovation 1

1

Real time payments
◼◼ What?
The UK’s Faster Payments Service
allows anyone with a bank account
to pay and be paid almost instantly.
◼◼ When?
Now – real-time payments have been
live in the UK since 2008. Usage is
increasing, but more can be done to
promote the number of payments
options in the UK, including Faster
Payments, to businesses.
◼◼ How does this help individuals?
Greater certainty of balance = greater
confidence in using bank accounts
for individuals. Emergency welfare
payments can be received in seconds
rather than days.
◼◼ How does this help small businesses,
sole traders and entrepreneurs?

Reduced payment times = improved
financial certainty/liquidity; greater
certainty of balance = more accurate
budgeting/financial planning. Less
time and effort processing payments
(e.g. cheques) and a reduction in
debtor days.
For both individuals and businesses,
real-time payments offer the
ability to send and receive money
instantaneously. It is as final as literally
handing the cash over and walking
away. In fact, in some ways it’s actually
better because there is no requirement
for a face-to-face interaction, none of
the risk associated with carrying cash,
and payments can be made from a
mobile, online, over the phone or
via a bank branch or Post Office.

2

3

4

How can it help small businesses
and sole traders?

As FSB has set out, small businesses
are especially vulnerable to payments
processes that contribute to longer
payment times; and therefore to cash
flow uncertainty. Instant payments have
obvious benefits for sole traders and
small businesses as payments can be
received – and crucially credited to a
bank account – in seconds rather than
days. This is far quicker than through
other means, especially cheques. Not
only does this help small businesses’
cash flow, but it also gives rise to a
greater level of financial certainty for
the business or organisation making
the payment that the balance they see
in their account actually is their realtime, accurate balance, and not a
figure that is still subject to credits or
debits that are in the system but not
yet cleared. They will see benefits in
the form of simplified reconciliation,
better cash flow and the elimination
of excessive debtor days. When tied
in with the potential of Request to Pay
(see below), these potential benefits will
increase still further. And with greater
certainty of financial status comes an
enhanced ability to plan for the future.
Employees and employers can also
benefit significantly from businesses’
greater use of Faster Payments. Staff
salaries will be increasingly easy to pay,
as a payment can be made at the end
of a week to precisely reflect the hours
worked, with the employee receiving
their salary immediately rather than
having to wait until the following week
to receive it. For the employers, this will
again contribute to greater certainty
of cash flow. As the upper value limit
for Faster Payments has recently been
raised from £100,000 to £250,000 per
transaction, the potential for more
businesses to use it, especially for
large to small business payments, has
also increased. Over the longer term,
the majority of businesses will move
towards Faster Payments as a default
means to make supplier payments
(especially time sensitive payments),
but this will take time and until then the
benefits to small businesses – and the
broader UK economy – are being lost.

Michael initiates
payment to supplier
through his bank

VocaLink verifies the
payment and sends
to supplier’s bank

Supplier’s bank confirms
receipt of payment

Michael receives
confirmation from
his bank

N E A R R E A L -T I M E

There is, however, a cost consideration.
Analysis of publicly available SME
price tariffs from several banks shows
that Bacs is currently far cheaper than
Faster Payments, so any business
owner moving to this payments system
has to balance the benefits against an
increased cost. For regular, predictable
payments such as monthly salary
runs there is a significant advantage
in continuing to use Bacs. In fact,
the largest user of this service is the
Government, with around 98% of
benefits being paid through this route.
There is also the additional risk that
payments may be mis-directed, and
once a payment has gone, it’s gone.
Improvements in dealing with this
issue will further increase the
spread of Faster Payments.
There is also an area where Faster
Payments can learn from the
payments methods it is displacing.
For businesses receiving cheques there
is one significant practical benefit:
cheques usually come stapled to a
remittance advice slip that explains
who made the payment, and what that
payment relates to (invoice numbers,
etc.). So reconciliation is easy, which
is not always the case with payments
received via Faster Payments, or
even Bacs. Neither of these services
currently support the communication
of sufficient remittance data, making
the reconciliation of inbound payments
more time consuming and difficult than
necessary. There are clear demands
from businesses and also Government,
which is itself a significant receiver of
payments, for payments technology to
change to allow more data to flow with
payments. There are broadly two ways
to do this: make widespread changes
to the data formats and underlying
technology of the payments systems to
accommodate data, or insert a ‘tag’ in
the current payment messages that links
to additional data. This is an issue that
is already being addressed and small
businesses should be able to reap the
benefits over the coming years.

How can it help Individuals on
irregular incomes?

For individuals, just as for businesses,
there are a number of benefits that
greater use of the UK’s real-time
payments system can deliver: funds are
transferred within seconds, regardless
of the time of day, or day of the week;
the service works in precisely the
same way at 1am on Christmas Day as
it does at 9am on a weekday; and it
costs nothing to the individual.
However, you can only make these
payments and enjoy these benefits if
you have a bank account, and many
people on irregular incomes don’t.
These ‘unbanked’ present a separate
and significant challenge – one that
concerns the Department for Work
and Pensions in particular.
It’s easy to see how individuals
with access to mainstream financial
services products and services, or to
technology-enabled services such as
mobile banking, will derive benefits
from real-time payments. But certainty
of balance and the immediacy of
receiving funds are of universal benefit,
valuable to all individuals, regardless of
how they then use their funds and make
their own payments.

Similarly, for the millions of employees
across the UK who are paid on a
contract or hourly basis, the ability
for employers to pay at the end of
the week via Faster Payments for the
exact hours worked that week, will
offer much greater flexibility in the
way they manage their finances.
On a general level, if an individual
has greater confidence that their
visible balance is their actual balance,
they can budget more effectively and
have greater confidence that they will
not be subjected to fines for rejected
payments or unauthorised overdrafts.
This in turn will make them more likely
to make greater use of their bank
account, and accrue the benefits of
doing so, such as savings by paying
bills through Direct Debits.
However, in keeping with VocaLink’s
principles of design, instant payments
is, and cannot be, a silver bullet for
addressing financial exclusion. It is just
part of the solution and will be most
effective in delivering financial inclusion
and empowerment, when used
alongside other payments innovation.

For example, as the provision of public
services becomes more digital, and by
extension more immediate, there is a
stronger case for more widely utilising
the immediate payments system that
is already in place for making timesensitive benefits payments to some of
the most vulnerable in society. As well
as delivering some of the other benefits
of real-time payments, this will help to
reduce those individuals’ reliance on
alternative, expensive sources of shortterm funding, such as pay-day loans
and loan sharks, which, while useful in
the very short-term, often serve only to
exacerbate their financial situation in
the longer term.
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Innovation 2

Innovation 3

‘The PSD2 Potential’

Introducing… ‘Request to Pay’

◼◼ What?
The Second Payment Services
Directive – or PSD2 – is a piece
of European legislation that will
significantly change the way that
payments are made; and your
relationship with your bank. Widely
regarded as ‘a game changer’.
◼◼ When?
Longer term – must be implemented
by Jan 2018. Some parts may
take longer.
◼◼ How could this help individuals?
Easier for individuals to manage their
finances by giving a clearer picture
of incoming and outgoing payments;
and information about when
payments or charges are expected.
◼◼ How could this help small businesses?
Provide a more joined up view of their
finances, and has the potential to help
streamline payments.
What is PSD2?

A major criticism of some payments
systems is that they are difficult to
use and, as a result, do not encourage
people to move away from the means
of payment they have traditionally used,
such as cash, despite the potential
benefits of doing so. A significant
proportion of people in the UK, and
indeed the world, are still dependent
upon cash for making basic payments,
which in turn means that they are
missing out on a number of benefits
from alterative payments, such as
savings on bills. They are also missing
out on the greater choice and, in many
cases, greater cost efficiencies that the
online economy offers over ‘the high
street’. Increasingly as public services
move online and welfare payments
are only payable into a bank account,
which is especially relevant in the UK,
people who are unable to transact
online will find themselves at a
significant disadvantage.
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The EU’s Second Payments Services
Directive – or PSD2 as it is known – is
a piece of European legislation that
is currently being transposed into
UK law. It is aimed at supporting
digital innovation in payments and
encouraging greater choice and take
up of digital payments services. The
ambition is that it will make it easier to
transact online and, in doing so, help
to connect the offline and online worlds
for people who may not otherwise
have access to online services and
resources because of their dependency
on cash. It is widely regarded as a
turning point for the banking industry
as it will allow ‘Third-Party Providers’
(‘TPPs’ as they are known) to become
intermediaries between the customer
and the banks. These TPPs will be able
to initiate payments on behalf of the
individual, without the individual having
to go through a banking website or
app, or using a credit card to make
a payment – an advance that will be
especially relevant to those individuals
who are currently unable to access such
methods of payment.
PSD2 will also enable Account
Information Service Providers (AISPs)
– which are another kind of TPP – to sit
between the bank and the individual or
business, and consolidate information
from a number of sources, such as
different bank accounts held by an
individual or business, into a single
point of information for them. This will
enable individuals, businesses and
other organisations to gain a clearer
and more intelligible overview of their
finances, giving them greater control
and confidence in their ability to use
their bank accounts.
While very technical in its nature, PSD2
represents a significant landmark for the
payments and banking industries; one
that is likely, depending upon how the
details of the Directive are expanded
upon over the coming weeks and
months, to act as a catalyst for greater
financial inclusion and empowerment.

How can it help individuals?

How can it empower small businesses
and sole traders?

As well providing a legal platform for
a broader range of future payments
innovations that will help to fill the
payments ‘exclusion gap’, PSD2 has
great potential to help individuals who
are reliant upon state benefits – one of
the groups of people on irregular and
variable payments that Toynbee Hall has
identified as being under-supported by
the current payments system.
Depending on how PSD2 is transposed
into UK law; and the appetite of
Government, there is the potential for
PSD2 to allow the Government itself to
become a TPP. In doing so, there is the
opportunity for it to build and run an
online portal that would enable benefit
and tax credit recipients to receive more
information about their payments, and
be able to see that alongside their wider
finances. For instance, it could allow
individuals to:
◼◼ View their current account
transactions (at one or more banks)
to help them better understand their
financial position;
◼◼ Better understand how their benefits
break down, what payments they can
expect in the future, when and
how much;
◼◼ Initiate relevant outgoing benefitsrelated payments themselves at times
convenient for them (facilitated by
‘Request to Pay’ – see below) such as
social housing or childcare payments.
Additionally, PSD2 may drive innovation
that helps individuals to budget more
effectively, by checking proposed
purchases/payments against balances
and providing warnings or advice
before the individual confirms a
payment. When tied in with Request to
Pay (see below), individuals would be
further empowered through a choice of
actions for set/periodic payments such
as Direct Debits.

Small businesses and sole traders stand
to benefit from PSD2 as a platform for
inclusion and empowerment, both
in terms of being able to take a more
joined up view of their finances, and
also through the potential streamlining
of processes around making and
receiving payments.
As research from Nielsen Consumer
Insights and Intuit has recently found,
small businesses use an average of
18 applications to run their business
from accountancy to payroll software. 28
PSD2 will provide a stimulus for the
development of better tools for small
businesses that rationalise or replace
this plethora of applications, perhaps
leading to accounting software that
seamlessly receives data and processes
payments to ‘one-click’ payroll systems.
With the emergence of the new kinds
of services enabled by PSD2, small
businesses will be in a much better
position to manage their transaction
data and reconcile accounts.
As FSB has set out, late payment of
invoices is one of the most acute
challenges facing small businesses.
This could be mitigated to a degree
by the platform for innovation that we
expect PSD2 to provide. For instance,
some of the delays that exist in
payments between small businesses
could be resolved by adding ‘pay now’
buttons to digital invoices, which will
allow these small businesses to not
only make and receive payments more
quickly, but to choose the payments
type (based on urgency; payment
amount; etc.) and the account from
which the payment will be made.
At this stage it is important to note
that these are merely concepts – ideas
to demonstrate how PSD2 could be a
catalyst for innovation, and where these
innovations may take us. What is actually
delivered will be based upon what
the transposition of PSD2 facilitates
and what it does not; set against the
identification of user need and the way
innovators choose to respond.

◼◼ What?
A new payments system that allows
people to pay their pre-existing bills
at a time of their choosing (within
parameters set by the biller) and in
separate ‘chunks’.
◼◼ When?
Medium Term – the Payments
Strategy Forum may advocate
the development of this or similar
innovation soon. As well as the build
time for the service; building up
support amongst billers and banks
will be required.
◼◼ How could this help individuals?
Greater control over finances,
flexibility on when and in what
proportions to pay bills.
◼◼ How could this help small businesses?
Greater control over finances,
flexibility on when and in what
proportions to pay bills;
reduction in late payments and
financial uncertainty if used by
SMEs to bill others.
VocaLink believes that a Request to
Pay mechanism could be added to the
UK’s existing payments infrastructure to
give bill payers more control over their
outgoing payments. This would not only
afford individuals on irregular incomes
greater flexibility to pay their bills when
their finances allow them to do so, but
would also be beneficial for sole traders
and SMEs which operate on limited cash
flow, affording them greater flexibility
when required.

How would it work?

When a specific bill payment is
approaching its due date, the bill
payer would be prompted by his or
her bank, on behalf of the biller, that
a payment is due – a ‘Request to Pay’
– by a text message, email or other
notification according to the bill payer’s
preferences. This would essentially give
the user two options:
◼◼ Choose when to pay a periodic bill
within a pre-determined timeframe.
◼◼ Choose in what proportion to
pay a periodic bill, within a
pre-determined timeframe.
The bill payer would respond to the
Request to Pay to his or her bank,
which would in turn notify the biller.
The biller would then be able to
schedule the payment/s based on the
timing and proportions set by the bill
payer. The service will be designed to
be both simple to use and convenient,
to ensure that as many people use it as
is possible.
As the Request to Pay is routed through
the bill payer’s bank, it will allow them
to compare the sum to be paid against
their account balance and use that to
inform their decision about payment.
So far so good, but where this
innovation might really take off is if the
users’ bank were able to provide users
with analysis based on their previous
spending patterns, bill patterns and
scheduled forthcoming bills on how
much to pay and when. Not only would
this be beneficial to a bank’s customers,
it would allow banks to deliver greater
value and a potentially marketdifferentiating service in a market that
faces increasing consumer choice.
When tied in with the AISP possibilities
under the forthcoming PSD2, it is
possible that insight from across all of
an individual's or business’s accounts
could be provided, giving the user
much greater clarity and control.
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Further control for the bill payer
could come from individuals and
businesses being able to set ‘rules’ for
Request to Pay prompts that pursue a
certain course of action based on the
parameters and the time frame that
the bill payer specifies. For instance:
◼◼ ‘Always pay my electricity bill if my
bank account balance is over £x,
otherwise send me a Request to Pay
so I can decide when and in what
proportions I would like to pay it.’
◼◼ ‘Always send me a Request to Pay
for my monthly mobile phone bill
regardless of my bank account
balance and amount.’
◼◼ ‘Pay 50% of my Council Tax on the
due date and send me a Request to
Pay for the remainder, every month
for the next six months.’
◼◼ ’If my bank account balance is
under £x, send me a Request to
Pay for all bills.’

Request to Pay and the UK’s
payments infrastructure

The UK’s payments infrastructures,
and in particular the Bacs and Faster
Payments systems, are more than
capable of facilitating the required
changes to provide the foundation for
Request to Pay. However, it is important
to note that Request to Pay is not a
replacement for Direct Debit, the
means by which a large proportion of
bills in the UK will continue to be paid.
The real potential for Request to Pay
will be delivered when it is added to
both the innovation that PSD2 promises
(see above), and the certainty of
balance that instant payments is already
delivering (see above). If a business is
able to see all its finances on the same
screen, provided by a TPP, alongside
the Request to Pay, it can not only
decide which account to pay the bill
from, it could feasibly split the payment
from two or more accounts as required.
Finding a balance between the needs

The options available would depend
upon the biller’s approach to Request
to Pay, the capability of its accounting
systems, risk appetite and a number
of other issues. However, Request to
Pay also represents an opportunity
for billers (see below), so the more
flexibility they can offer, the greater
their potential appeal to customers.
One challenge that will need to be
addressed by all parties is how to
ensure this service is available to
individuals and businesses that may
be less digitally inclined than others,
and who may not have access to the
internet or a smart phone. While there
is an upward trend in the number
of people with access to both, it is
important to recognise that some of
the most financially excluded in the UK
are also digitally excluded. VocaLink
believes that the Request to Pay service
can deliver benefit to all that want to use
it if the point of interaction with the bill
payer is made as flexible as possible.
For instance, instead of a text message
from the bill payer’s bank, the Request
to Pay could be delivered via an
automated phone call or at an ATM, or
could be initiated at a specific location
such as a bank branch or a Post Office.
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of bill payers and billers

Understandably, an approach that
allows flexibility of payment times
and proportions will require internal
changes to billing and accountancy
processes in many billing organisations.
The greater the flexibility given, the
greater the changes to cash flow
management required at these
companies. This proposition is not
intended to reduce uncertainty about
cash flow at one end of transaction,
only for it to be introduced at the other.
The system’s viability will depend on
establishing and implementing the
acceptable parameters of flexibility
for all concerned parties, the
billers included.
Most billers have some flexibility
already built into their systems and
accounting processes, to handle
enforced changes in planned payment
dates, usually from bank holidays. For
example, if a payment is due on the 25th
of every month and that day happens
to be Good Friday, the biller will not
expect to receive this payment until
the 29 th – the day after Easter Monday.
Additional flexibility could be built upon
these existing principles and protocols,
which would help to reduce the risk of
non-payment for the biller.

As the Financial Inclusion Commission
has set out, “utility companies, mobile
phone providers, TV licensing and local
authorities all rely on the use of Direct
Debits to receive regular payments
from their customers and will need to
adopt a flexible alternative if it [Request
to Pay] is to succeed”. 28 They would
all benefit from being able to collect
partial payments from their customers,
as opposed to collecting nothing, when
the individual or business did not have
the full amount available for collection.
It is also in the interests of billers to
participate in a more flexible payments
system as the greater flexibility offered
to consumers could enable them to
differentiate themselves from their
competitors, for instance by offering
further reductions for early payment.
At a time when service providers – in
some markets – face the prospect of
more consumer-friendly switching
services and therefore more mobile/
empowered consumers, the ability to
differentiate from their competitors will
become even more important. Yet, as
we have seen, it will not be an easy task
for billers to adapt their existing systems
and processes to incorporate Request
to Pay functionality. There will be a
cost and time dimension that needs
to be taken into account by the billers
themselves in their decision whether to
offer Request to Pay as a service to their
customers, but which also needs to be
appreciated by all other levels of the
payments system as an obstacle to
be overcome.
A B O U T VO C A L I N K
VocaLink currently operates significant
elements of the UK’s payments
infrastructure, which is one of the very
few real-time 24/7 payments systems in
the world; and indeed was the very first
in the world. Last year we processed
over 11 billion transactions with a value
of £6 trillion – or 3.7 times the UK’s
GDP. In the UK, we process 90% of
salaries, more than 70% of household
bills and almost all state benefits. In
fact, the average individual in the UK
uses the services that we run, from
cash withdrawals to direct debits and
transfers to other accounts, at least
once every 2 days.

W H AT ' S I N I T F O R . . .

Sole traders, entrepreneurs

Utility companies, mobile

& small businesses

phone providers, public

◼◼ Greater flexibility to pay bills
when their income permits.
Smaller businesses and sole
traders especially will have
‘lumpy’ incomes and, coupled
with the benefits of instant
payments, Request to Pay will
give them greater flexibility
to suit their cash-flow.
◼◼ Small businesses will also be
able to use the service to
give them greater certainty in
receiving payments from other
suppliers if they use it.
◼◼ Greater certainty will help to
improve financial planning.

Individuals on
variable incomes
◼◼ Reduces the chance of individuals
incurring fines and charges for late
bill payments or for unauthorised
overdrafts. In turn this will
increase confidence in the use
of bank accounts and allow these
individuals to benefit from the
savings that those better able to
use Direct Debits currently enjoy.
◼◼ Will reduce reliance upon
expensive short-term loan
options – such as pay-day lenders.
◼◼ However, is worth noting that
Request to Pay has the potential
to benefit all individuals,
regardless of the regularity
of their income.
◼◼ Potential early pay and loyalty
benefits from billers looking
to differentiate themselves
from competitors.

sector & local authorities etc.
◼◼ Greater certainty of payment,
and a reduction in ‘written-off’
bills. Partial payments are
better than no payments.
◼◼ Reduction in administration costs
around chasing bill payers and
ascertaining payment times.
◼◼ Opportunity for billers to
differentiate themselves from
competitors by offering services
based on Request to Pay.

The UK economy
◼◼ Will increase the financial
capability of individuals who
can then play a fuller role in
the UK’s economy.
◼◼ Reduces the potential effect
of an avoidable risk factor for
start-ups and entrepreneurs
(i.e. moving from a regular to an
irregular income), which could
encourage more people to
start their own businesses.
◼◼ Could contribute to greater
competition in the respective
markets, by creating another
differentiating factor between
suppliers - i.e. payment flexibility.

Banks
◼◼ More people having the
confidence to make better use
of their bank accounts, or to
begin using bank accounts.
◼◼ Greater cash-flow flexibility for
small businesses will reduce
the risk of bankruptcy and
defaulting on bank loans.
◼◼ Opportunity for banks to
differentiate themselves from
competitors by offering advice
and assistance to customers that
use Request to Pay, which is also
good for their customers.

Councils & Housing
Associations
◼◼ Opportunity to increase the
collection rates of council tax
through providing a flexible
payment schedule.
◼◼ Preventing individuals accruing
housing arrears thereby
increasing Housing Association
and Council income.

HM Government
◼◼ Will complement a number
of HM Government’s policy
priorities, such as Universal
Credit where single monthly
and variable payments to welfare
recipients can cause budgeting
challenges for individuals; and
HM Government’s ambitions to
encourage greater consumer
switching in a number of markets
(e.g. energy and telecoms);
and a digital tax system.
◼◼ Reduces the operational costs of
organisations that take payments
from individuals and businesses
(e.g. reducing costs of chasing
arrears); and reduces the risk of
individuals and small businesses
defaulting on payments owed to
the State.
◼◼ Will contribute to greater
financial empowerment, which
in turn will have a positive effect
on net economic output across
the UK economy.
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REQUEST TO PAY

JANE, DAVE AND EMMA'S EXPERIENCE

I N R E A L -T I M E

1

Pays in full, now

Jane receives a RTP from
her utility provider to pay
her monthly bill, via a text
message from her bank.

Pays in full, at a later date

2
Jane opens her banking
app on her mobile phone
and checks her balance
against the RTP. She
decides to pay in full,
now (ahead of the due
date) and selects this
option on her app.

3
Jane’s bank creates
an instruction to pay
the utility bill in full,
immediately via
Faster Payments.

4
VocaLink, as the current
operator of the Faster
Payments infrastructure,
receives the instruction
to pay and processes the
payment in real time.

5
Jane’s bank notifies both
the utility provider and
Jane that the bill has
been paid.
Easy!

Jane’s motivation for paying early? Jane knows she has a number of other outgoings later on in the month when her income is less
certain; and she if she pays early now when she’s able to, she will benefit from the early payment bonuses that her utility provider offers
(e.g. Nectar points, cashback, etc.)

1
Dave receives a RTP from
his utility provider to pay
his monthly bill, via a text
message from his bank.

2
Dave opens his banking
app on his mobile phone
and checks his balance
against the RTP. He
decides to pay in full,
but in two weeks.

3

4
One week later, Dave
receives a text message
from his bank reminding
him that his bill will be
paid in full, in one week.*

Dave’s bank creates an
instruction to pay the utility
bill in full, in two weeks; and
notifies the utility provider
of this date. Dave receives
confirmation of the date of
payment from his bank.

5
VocaLink, as the current
operator of the Faster
Payments infrastructure,
receives the instruction
to pay and processes
the payment in real time
on the agreed date.

6
Dave’s bank notifies
both the utility provider
and Dave that the bill
has been paid.
Easy!

Dave’s motivation for paying later? Self-employed Dave knows that his finances for the first two weeks of the month will be quite tight
as he waits for a client to pay an invoice. By arranging his bill payment for two weeks after receiving the RTP, Dave has greater certainty
that he will be able to pay, without suffering financially.

1
Emma receives a RTP
from her utility company
to pay her monthly bill,
via a text message from
her bank.
Solit payment and timing

I N R E A L -T I M E

2
Emma opens her banking
app on her mobile phone
and checks her balance
against the RTP. Emma
decides to pay half of the
bill now and half in two
weeks, and selects the
appropriate options on
her app.

3
Emma’s bank creates 2x
payment instructions
– one for immediate
payment of 50% of the
bill; and one for the
remaining 50% of the
bill, in two weeks.

4
VocaLink, as the current
operator of the Faster
Payments infrastructure,
receives the instruction
to pay and processes the
first payment of 50% of
the bill, in real time.

5
Emma’s bank notifies both
the utility provider and
Emma that 50% of her bill
has now been paid; and
confirms to both Emma and
her utility provider that the
remaining 50% of the bill
will be paid in two weeks’.

6
One week later, Emma
receives a text message
reminding her that the
remaining 50% of her bill
will be paid in one week.*

7
One week later (and two
weeks since the original
RTP was sent to Emma),
VocaLink processes
the 2nd payment for
the remaining 50% of
Emma’s utility bill via
Faster Payments, on the
agreed date.

8
Emma’s bank notifies
both Emma and the
utility company that
the payment for the
remaining 50% has
been made.
Easy!

Emma’s motivation for splitting payment? Emma is paid an irregular amount on a weekly basis,
so splitting the payments matches her income and does not leave her short of funds in a single week.
Utility provider’s motivation for accepting a split payment? Split payments are better than no payment at all.

* Depending upon the utility provider and the bank it could be possible to build further options
into the system, Dave and Emma can pick another date for payment within the agreed timeframe,
if their respective financial situations have changed.
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CH A L L ENG ES & R ECO MMENDAT IO NS

GENER AL CHALLENGES

‘Collective industry buy-in ’

PART THREE
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Currently, payments systems require
collective agreement to instigate
change. Therefore systemic innovation
– built with all individuals and
organisations in mind, rather than for
the customers of one bank or biller –
requires all levels of the ‘value chain’
to buy into achieving it. From billers
to banks, end users, to the public
sector and payments infrastructure
providers, all will be required to play
their specific role in the system. As the
payments system has seen in recent
years, realising innovation that requires
the co-operation of a host of different
and often competing stakeholders can
take time. Even after new, innovative
ways to pay have been ‘built’, achieving
critical mass in their ‘take-up’ remains an
important factor in its ultimate success
or failiure. Regardless of the benefits
that it might deliver, if innovation such
as Request to Pay is not supported by
the billers, it cannot be used by any
individual or organisation. Conversely,
if it is not taken up sufficiently by the
end users (e.g. individuals and small
businesses), it will soon become
uneconomic for billers to support,
and will die. The PSR has a role to
play to allow innovation to flow to
the payments industry, without such
collective problems. The Payments
Strategy Forum has a key role in
encouraging this co-operation, for
the benefit of all individuals and
organisations that could benefit
from payments innovation.

The problem of ‘the unbanked’

Crowded marketplace for

has yet to be addressed

payments & lack of user

In order to realise many of the benefits
that future payments innovation can
deliver, individuals will ideally need
to have access to a bank account. A
transaction account will be important
for ensuring that future technologyenabled payments systems are more
easily accessible. In the UK, the
introduction of basic bank accounts is
a step in the right direction, but it is not
the ‘silver bullet’ for encouraging 1.5
million unbanked UK citizens30 to open
a bank account. Clearly demonstrating
that in opening an account you are not
going to incur additional charges; that
there are benefits that outweigh the
risks; and that it will actually make your
life easier will be important. Innovation
such as Request to Pay will play a role
in doing so but it will still take time.

understanding/trust
In the medium term, new payments
innovation should not be aimed at
replacing current payments systems,
which will create new inclusion and
empowerment challenges. Instead
innovations should be designed to sit
alongside and complement existing
systems. People will start using new,
innovative ways to pay, if and when
they are comfortable doing so (‘trust’).
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SPECIFIC CHALLENGES

Request to Pay

Real time payments

All of the general points above apply
as much to Request to Pay as they do
to other payments systems. Billers
will need to build greater flexibility
into their systems and processes
to accommodate the flexibility of
payments timing and amount for users
that Request to Pay would facilitate.
Changing their own internal systems
and processes can be both expensive
and disruptive, and in order to justify
this, billers will need to determine if
it is commercially worth their while.
However, if some billers choose not
to implement Request to Pay, it could
become a differentiator for those that
are willing to provide this service to
their customers. Similarly, banks may
have to make changes to their own
systems and processes in order to
facilitate Request to Pay. Against the
costs that building, testing and running
the Request to Pay system will incur,
it is important to ensure that, for the
service to be truly inclusive, the cost
to the user should be low.

In order to realise many of the benefits
that real-time payments can deliver,
to small businesses in particular, there
needs to be greater visibility of the
Faster Payments Service as an option,
set against other methods of payments.
It will then be up to the user to
determine if their requirements can be
fulfilled by a real time payment in that
instance, or if other methods of payment
are preferable. As things stand, many
individuals and organisations may not
be aware that they have this choice.

On an individual and small-business
level, there are challenges around how
users will interact with Request to Pay.
Those individuals and small businesses
that are digitally empowered may find
it easier to benefit from this service.
There is a challenge to ensure that
those individuals and small businesses
that do not have access to the internet
or a smartphone are not excluded from
benefitting from this service. While
Request to Pay will not replace existing
payments mechanisms – indeed is
intended to complement them – there
is a key challenge in ensuring that there
is visibility and understanding of the
Request to Pay service, amongst those
that might benefit from it.
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R E C O M M E N DAT I O N S
In order to ensure that future payments
innovation helps to deliver inclusivity
and empowerment without creating
marginalisation, a set of seven
recommendations should be
considered by all stakeholders:

Encouraging future innovation

Visibility & education

Request to Pay

1) Future innovation should be aligned
to the trajectory of change of the UK’s
society and economy – ‘need’ should
lead innovation, rather than innovation
leading need.

3) Individuals - As well as encouraging
and driving innovation, there is a role
for HM Government, the PSF and
organisations representing different
constituencies of individuals that
rely on the payments system to play
in informing users of the different
methods of payments that are
available to them and their suitability
for different circumstances. The PSF
is well placed to bring in the views
of these constituencies to develop
informed innovation, but more can be
done to ensure individuals can make
informed decisions, especially where
their own financial situation can be
aided by greater knowledge.

5) Specific research, to supplement
that undertaken by the PSF, Payments
UK and other organisations, should be
undertaken to identify the business case
and impact on billers of Request to Pay
as a prerequisite for future elaboration
of the proposed system.

Responsibility: PSF; consumer groups;

Federation of Small Businesses

Responsibility: all

2) Organisations with which individuals
and small businesses have significant
levels of interaction – such as HM
Government, the wider public sector
and companies that we deal with
regularly (e.g. utilities, supermarkets,
on-demand digital services etc.) – have
a role to play in encouraging the takeup of payments innovation that can
promote inclusion and empowerment.
Where positive benefits for both the
organisation and the end user have
been identified, these organisations
and in particular government at all
levels, should be front-runners in
adopting and actively using new
payments systems.
Responsibility: HM Government and its
agencies; large billers and companies

Responsibility: VocaLink

6) ’Inclusive by Design’ and ongoing
work on Request to Pay should act as a
catalyst for discussion with billers, banks
and groups representing potential users
of the system in order to identify a way
forward that is appropriate and realistic
for all parties.
Responsibility: VocaLink, Toynbee Hall,

HM Government and its agencies

4) Small businesses and sole traders
- HM Government and the Small
Business Commissioner (when
appointed) should look at how to
improve advice on all payments
forms for small businesses and sole
traders as part of its wider support
to the business community so that
organisations of all sizes can make
informed decisions on how to pay
and be paid. As a minimum, the
Prompt Payment Code should
incorporate guidance on methods
of payments into its provisions.

PSD2
7) In order to realise the benefits set out
in this paper and, critically, others that
have not and have yet to be identified, it
is important that the specific regulatory
requirements that are developed to
govern the functioning of PSD2 act as
a platform for future innovation and
do not restrict it unwittingly.
Responsibility: European Banking
Authority; HM Treasury

Responsibility: Department for Business,
Innovation & Skills; Small Business
Commissioner; Trade Associations
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and empowering payments systems. In the first instance, please contact:
Ben Wilson

Head of Policy & Public Affairs, VocaLink
ben.wilson@vocalink.com
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