
Financial Conduct Response

House of Lords Select Committee on Financial Exclusion – 
Response to financial conduct authority call for input: high cost 
credit including review of the high-cost short-term credit price cap

The Carnegie UK Trust is a charitable foundation, based in Dunfermline in Scotland 

and operating across the whole of the UK and Ireland. We were set up in 1913 by 

the Scottish-American philanthropist with the remit of improving the wellbeing of the 

people of UK and Ireland.

Since 2014 we have been delivering a programme 
of work aimed at improving access to affordable 
sources of credit for those most in need. While 
our work has primarily focused on Scotland, we 
believe that our research findings and practical 
initiatives have applicability and relevance across 
the whole of the UK. 

Background - The evidence base 
1. We are currently:
• Supporting a national Scotland Action Group, 

chaired by the Very Reverend John Chalmers, 
former Moderator and currently Principal Clerk 
of the Church of Scotland, to provide strategic 
leadership and challenge on boosting the 
supply of affordable credit services. The group 
includes senior representatives from Royal 
Bank of Scotland, Virgin Money, Scottish 
Government, Young Scot, Poverty Alliance, the 
Wheatley Group and North Ayrshire Council.

• Employing a full-time Associate to provide 
expert, technical advice to help affordable 
credit providers to extend their reach; and to 
support local areas build up their affordable 
credit offering. We are currently working with 
a number of providers and local areas across 
Scotland.

• Examining the potential to establish an 
Affordable Credit Loan Fund to provide loan 
capital to support the expansion of the not-
for-profit lending sector. 

2. The establishment of the national Action 
Group, engagement of the Carnegie 
Associate and investigation of a Loan Fund 
follow on directly from the Gateway to 
Affordable Credit report, published by the 
Trust in February 2016.

3. This report was a shared output from a 
cross-sectoral working group of over 20 
organisations in the public, private and 
voluntary sector – including national and 
local government, financial service providers, 
affordable credit lenders, major funders, debt 
charities, academic experts, policy institutions 
and the commercial non-mainstream credit 
sector. The group was co-chaired by Jeremy 
Peat, former Chief Economist at the Royal 
Bank of Scotland and Angus Hogg, Chair of 
the Carnegie UK Trust.

4. The report called for: “A step-change in how 
public policy addresses access to credit”. It has 
been widely cited in the Scottish Government 
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Fairer Scotland Action Plan (where we pledge 
to increase affordable credit provision) and in 
many other publications.

5. The ‘outcome statement’ set out in The 
Gateway to Affordable Credit report 
statement is the basis for our response to the 
FCA Call for input, and informs our response 
to the FCA questions. It reads: “All citizens 
in Scotland, wherever they live, should have 
access to excellent forms of community 
lending which helps them to reduce the cost 
of borrowing and supports their financial 
inclusion, promotes fairness and reduces 
inequality”.

 Our response to the issues in the consultation
6. We have carefully read the FCA report and 

“A Modern Credit Revolution: An Analysis of 
the Short-Term Credit Market”, published by 
the Social Market Foundation (SMF) and 
Consumer Finance Association (CFA), in 
November 2016. We have undertaken our 
own discussions with community finance 
organisations (CFOs) and with HCSTC 
commercial credit suppliers and their trade 
bodies. Our responses are all informed by 
these conversations and research

7. In our response while we address many of the 
questions posed in the FCA call for input, we 
have restricted our feedback to areas where 
we feel we have sufficient evidence to offer 
comment

The impact of regulation on the high cost 
lending market 
8. Tighter scrutiny and regulation has clearly 

changed HCSTC firms’ behaviour and 
business plans. As a result, data shows 
that the most vulnerable borrowers are 
now increasingly unserved by commercial 
providers.  For example:

• The FCA’s analysis identified that HCSTC loan 
volume dropped from 10.3 million loans in 
2013 to around 3.6 million loans in 2015.

• The research published by the SMF and CFA 
has identified that HCSTC customers in 2015 
were more likely to be in employment and 
have higher average salaries compared to 
2013.

• Significant shifts are apparent in the home 
credit market, even although it is outside of 
the recent regulatory restrictions, in particular 
the drift within the leading home cross credit 
company Provident Financial Group in their 
customer focus away from lower income 
home credit borrowers, to higher income 
credit card ones via Vanquis Bank

9. These changes are illustrated in the charts 
below.

Chart 1: HCSTC Loan Volumes
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Chart 2: Changes in home collected credit

Home Credit Vanquis Bank 
FT Employed PT / Casual employed
Income between 
£20,000 & £35,000

Income between 
£10,000 & £15,000

Lives in rented 
accommodation

Lives in rented 
accommodation, social 
housing

Average age between 
35 & 45

Middle aged, often 
female 

 
Chart 3: Home Credit versus Vanquis Bank 
(source PFG, 2016)

10. Generally, these changes in commercial 
non-mainstream credit markets mean that 
customers in the lowest income deciles are 
increasingly likely to be denied this type 
of credit.  At the same time customers still 
borrowing in this market are paying less than 
they did, over a longer period, with fewer 
borrowers in arrears. Both of these trends are 
beneficial for consumers and have reduced 
the risk of consumer detriment. 

11. However, we are concerned that those now 
excluded from the HCSTC have no viable 
alternative to meet their credit needs. Unless 
affordable alternatives are available, there 
may be unintended consequences of the new 

regulations. It should also be noted that while 
the regulations have improved the cost of 
credit available through the HCSTC market, 
this market is still more expensive than the 
not-for-profit community finance sector.

We don’t know where those denied credit are 
going
12. We are concerned about what happens 

to those who are now declined access to 
HCSTC. We note the 13% figure quoted in 
the FCA report on the credit file activity of 
declined borrowers, indicating that this group 
may have accessed other forms of (usually) 
HCSTC, including unauthorised overdrafts. 
This evidence may suggest that a majority 
of previous borrowers are now in a better 
position than previously, based on the read-
across on their Credit Rating Agency files. 
However, this analysis does not include any 
potential increase in other forms of borrowing 
that would not appear on a credit file – and 
we believe it is likely that many of those now 
excluded from the HCSTC market will seek 
funds elsewhere.

13. The research by the SMF and CFA provides 
some very useful data which offers an insight 
on this point. The research asked recent 
HCSTC customers what they would have 
done if they had not been able to access 
the loan. While the responses relate to 
successful loan applicants rather than those 
turned down for credit, they do provide some 
indication of the likely action that people will 
take if refused credit. Responses included:

• 37% would seek to borrow from family and 
friends

• 30% would go without daily essentials like 
food, petrol and heating

• 10% would use a pawnbroker
• 6% would seek to borrow from an unlicensed 

lender who is not a friend or relative
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14. All of these outcomes are concerning and 
unsustainable in the medium term. While 
some may see borrowing from friends and 
family as a positive alternative, in reality such 
a strategy is likely to place additional financial 
strain on people who are already stretched 
themselves and can bring potentially 
damaging consequences for fundamental 
personal relationships.

15. CUKT is planning to undertake research into 
the destinations of declined HCSTC borrower 
in Scotland. 

16. We understand that the FCA recognises there 
is a need for further work to ascertain the 
destinations of declined HCSTC borrowers 
and we welcome and would encourage this 
activity.

Growing not-for-profit affordable credit 
alternatives
17. Effective not-for-profit alternative providers 

offer wraparound care of linked savings, 
bank account opening, fuel advice, debt 
and money advice and access to credit, 
where appropriate. They address the 
poverty premium and the market failure of 
mainstream banks and commercial HCSTC 
providers. They need patient capital to 
develop, and support from policy makers 
and politicians around their pricing, which is 
often significantly higher than mainstream 
financial products but significantly lower than 
commercial non-mainstream alternatives

18. Our attitude to improving the availability of 
credit through such providers is set out in the 
Gateway to Affordable Credit report and is 
summarised as follows:

• We recognise the ‘wicked’ policy issue of 
supplying credit to the most disadvantaged 
groups in society.

• We know that for many decades, those who 
have the fewest resources have been unable 

to borrow money through the same routes 
as the majority of the population – denied 
access to mainstream credit products through 
a combination of limited credit histories, low 
incomes and a low level of take up of other 
financial services.

• We know that the consequences of this 
exclusion have been that those unable to 
borrow through mainstream routes have 
instead turned to high cost alternatives, 
including payday loans and doorstep lenders, 
paying a significant premium for doing so.

• These arrangements result in credit being 
most expensive for those who can least 
afford it.

• We understand the significant financial, risk 
and logistical challenges involved in supplying 
small, short-term loans to disadvantaged 
customers. We recognise that this cannot be 
done ‘cheaply’. However, we believe that if 
not-for-profit alternatives can be supported to 
develop and grow on a far greater scale then 
they could both serve currently unmet need; 
and save significant sums for many of those 
currently borrowing through commercial non-
mainstream high cost lenders.

• We do not see credit as a panacea. It is not 
an alternative to decent wages or decent 
welfare benefits. Credit issued irresponsibly 
and egregiously does not add value and 
undermines lives of individuals, households 
and communities leading to a spiral of debt 
and wider societal consequences. 

• However, we know that families and 
individuals, living on low or no wages with 
substantial job insecurity, facing the poverty 
premium, will often want or need to purchase 
items that would improve their standard of 
living. To that end, we believe that improving 
the availability of more affordable credit 
options delivered on a not-for-profit basis, 
has the potential to significantly improve 
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people’s quality of life, smoothing out the 
peaks and troughs of budgets, and afford the 
opportunity for purchases that will enhance 
the wellbeing of borrowers and their families.

• To achieve these positive outcomes, we 
believe that the supply of credit in this space 
should be underpinned by the following 
principles:

o Affordable – customers able afford the weekly 
or monthly repayments

o Efficient – the cost to the customer minimised 
and the loans as cheap as possible

o Fast but fair – lent quickly but not to those 
who can’t afford to borrow

o Flexible – adaptable within reason to a 
customer’s repayment needs

o Holistic – providing an active gateway to a 
range of other important financial inclusion 
services, including saving, debt advice, 
budgeting, income maximisation

o Market acceptable – delivered by 
organisations with a business model that is 
financially sustainable in the long-term

o Reliable – accessible when the customer 
needs it

o Socially-motivated – delivered by 
organisations with a social, not-for-profit 
ethos

o Visible – engaging with customers, who are 
aware of and understand the service on offer

19. We believe more needs to be done to support 
not-for-profit affordable credit providers such 
as Community Finance Organisations and 
credit unions that can meet the needs of low 
income households with short term loans, 
priced for risk within a sustainable business 
plan. These organisations need support to 
become widely available, viable alternatives 
for those excluded from mainstream finance.

20. We encourage the FCA to consider what 
action they can take to support the growth of 
not-for-profit affordable credit providers.

Future regulatory priorities
21. We recognise, however, the potential 

attraction and value in developing a more 
consistent approach to all high cost credit 
products and HCSTC products (although 
we would want to see not-for-profit lenders 
maintain their exemption in any new regime). 
Improving consistency would arguably help 
to reduce the ‘waterbed’ effect, where 
consumers denied access from one part of 
the high cost market simply access credit from 
a different part of the market which may be 
even more expensive or less suitable than the 
type of credit recently regulated

22.  However, we also recognise the risks involved 
in new regulations, in particular the significant 
risk of the most vulnerable consumers having 
no viable alternative to meet their credit 
needs and consequently being forced to 
borrow from unsafe or unsustainable sources.

23. To that end we believe it is critical that in its 
work to consider any new regulations the FCA 
must:

• Complete its further analysis of how those 
now denied access to the HCSTC market are 
now accessing money; and builds a more 
complete picture of where consumer harm 
may be occurring. 

• Conduct a robust assessment of the possible 
positive and negative consequences for 
those who are most disadvantaged (and who 
are most likely to be excluded from certain 
financial products) of any proposed new 
regulatory measures on other types of high 
cost credit. 

• Consider any action it can take to promote 
the growth of not-for-profit, affordable, 
lending alternatives to the commercial high 
cost credit sector.



High-Cost- Short-Term Credit Price Gap Briefing

6

• Consider what action might be 
taken to reduce public concerns and 
misunderstandings around APR. This 
greater understanding would benefit those 
community finance organisation (CFOs), 
whose modus operandi is to solely serve the 
lowest income householder, and necessarily 
does so at an APR that the public may deem 
expensive, despite being significantly cheaper 
than the commercial non-mainstream 
alternatives
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Carnegie United Kingdom Trust
Scottish charity SC 012799 operating in the UK and Ireland
Incorporated by Royal Charter 1917

The Carnegie UK Trust works to improve the lives of people throughout the UK and Ireland, by changing
minds through influencing policy, and by changing lives through innovative practice and partnership work.
The Carnegie UK Trust was established by Scots-American philanthropist Andrew Carnegie in 1913

Andrew Carnegie House 
Pittencrieff Street  
Dunfermline  
KY12 8AW 

Tel: +44 (0)1383 721445 
Fax: +44 (0)1383 749799 
Email: info@carnegieuk.org 
www.carnegieuktrust.org.uk

For more information please contact Douglas White; Head of Advocacy, at Douglas@carnegieuk.org
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