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House of Lords Select Committee on Financial Exclusion – 
Response to call for evidence on financial exclusion and access 
to mainstream financial services

The Carnegie UK Trust was established by Scots-American philanthropist Andrew 

Carnegie in 1913 and works to improve the lives of people throughout the UK and 

Ireland, by influencing policy, and by changing lives through innovative practice and 

partnership work. 
The Carnegie United Kingdom (UK) Trust 
welcomes the opportunity to submit evidence to 
the Select Committee on Financial Exclusion.

We have chosen only to respond to the parts 
of the questions for which we have relevant 
experience and evidence.

Summary 
Affordable credit (small, short term loans of £500 
or less to be repaid within a year) is accessed 
by those excluded from mainstream financial 
services. It is therefore a helpful prism through 
which to explore financial exclusion. Provision, 
at scale, of more affordable loans, delivered on 
a social, not-for-profit basis, with wraparound 
financial support, would provide an alternative to 
high cost credit lenders and significantly improve 
the financial position and wellbeing of these 
citizens, saving them hundreds of thousands of 
pounds a year in interest payments. 

This submission outlines how to widen access 
to affordable credit to disadvantaged groups 
through developing the UK’s successful 
community lending sectors of credit unions and 
community development financial institutions. 
Although this sector is currently miniscule in 
comparison to the commercial high cost credit 
sector, there is plenty of good practice to build 

upon – and with appropriate investment, 
brokerage, partnerships and development support 
there is real potential for the sector to flourish. 

Background
1. Since 2014 the Carnegie UK Trust has been 

working on financial inclusion through the 
lens of affordable credit (small, short term 
loans of £500 or less to be repaid within a 
year). Affordable credit is a helpful prism 
through which to explore financial exclusion. 
Those individuals who are excluded from 
mainstream forms of credit in the UK, such 
as bank loans, credit cards or overdrafts, are 
required to use high cost alternatives such 
as payday loans or doorstep lenders to meet 
their credit needs. They pay a significant 
premium for doing so, meaning that credit is 
most expensive for those who can least afford 
it.

2. If this situation were to be addressed through 
the provision, at scale, of more affordable 
loans, delivered on a social, not-for-profit basis, 
to those excluded from mainstream financial 
services, this would significantly improve the 
financial position and wellbeing of these 
citizens, saving hundreds of thousands of 
pounds a year in interest payments.
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3. While highly important in itself, the provision 
of more affordable credit also provides 
an opportunity through which potentially 
financially excluded citizens might be engaged 
with a range of other financial inclusion 
services and support mechanisms.  When 
people seek to borrow money from a non-
mainstream lender it is rare that limited 
access to credit is their only financial inclusion 
need. Those supplying more affordable credit 
therefore have an opportunity to offer a route 
through which people might be engaged in 
services such as debt advice, opening of basic 
bank accounts, savings schemes and welfare 
benefits advice. In this way, credit can be a 
vital gateway to wider financial inclusion. 

4. The Trust has published two reports on 
affordable credit: Meeting the need for 
affordable credit: discussion paper and 
Gateway to Affordable Credit: report of 
the affordable credit working group. In 
June 2016 we established an Affordable 
Credit Action Group to oversee work on the 
recommendations set out in the Gateway 
to Affordable Credit report Gateway to 
Affordable Credit report in Scotland. The 
Group is chaired by the Very Reverend John 
Chalmers, Principal Clerk to the General 
Assembly of the Church of Scotland and 
former Moderator of the Church of Scotland. 
The group’s members comprise of senior 
representatives from the private, public and 
voluntary sector, including representatives 
from Royal Bank of Scotland, Virgin Money, 
Scottish Government, Poverty Alliance, Young 
Scot, North Ayrshire Council and Glasgow 
Housing Association.

5. While we are highly supportive of mechanisms 
to grow the not-for-profit affordable credit 
market in the UK, the Trust recognises that 
small, short term loans are not suitable 
for everyone and is clear in its view that 
affordable credit is not a substitute for fair 
wages or a decent welfare system.

6. In this submission we use affordable credit as 
a prism through which to explore and address 
financial exclusion.

Accessing affordable credit
• What has been the impact of recent 

changes to the consumer credit market – 
such as the capping of payday loans? 

7. As the Committee will be aware, in April 
2014 the Financial Conduct Authority (FCA) 
introduced new measures to restrict the high 
cost credit market. These measures included 
stricter regulatory rules on repayment and 
collection methods, increased scrutiny on 
affordability and creditworthiness, and 
substantially more resources to monitor and 
enforce these rules. In January 2015 the FCA 
introduced a cap on the total cost of credit on 
the loans issued by payday lenders to reduce 
the cost of short-term credit for consumers.

8. There is emerging evidence that these new 
regulations have begun to significantly reduce 
the number of high cost credit loans issued 
by regulated high cost credit providers For 
example: 

• The Consumer Finance Association (CFA) 
reports that 54% fewer payday loans were 
issued in the first quarter of 2014, compared 
to the same period in 20131.   Overall, the 
Consumer Finance Association has estimated 
that the market has contracted by almost 
70% as a result of new regulations

• Provident Financial Group, although 
unaffected by the cap, announced that their 
lending volumes in 2013 had reduced from 1.8 
million customers to 1.5 million2.   In February 
2015 they announced that they had reduced 
their home credit numbers by almost 500,000 
to just over 1,000,000. This represents a 44% 
reduction in two years 3

1 Russell Hamblin-Boone, CEO, CFA, remarks to North Ayrshire Council 
payday lending evidence hearings, July 2014

2 http://www.ii.co.uk/research/LSE:PFG?news/item/1003172/final-results

3 http://ii.co.uk/research/LSE:PFG/news/item/1393316/final-
results?context=LSE:PFG2
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9. These statistics suggest that high cost credit 
providers are increasingly focusing their 
businesses on ‘near-prime’ borrowers and 
withdrawing supply from those with the 
poorest or thinnest credit files.

10. These changes in the market should be 
viewed positively, tackling some of the costs 
and potential detriment experienced by some 
of the most vulnerable consumers in this 
market.

11. However, there has been very limited evidence 
published to date on where those who 
previously borrowed from high cost lenders 
but are now unable to do so, are going to 
access credit should they need it. It may be 
that fewer people are borrowing money. An 
alternative scenario is that many people are 
finding alternative sources of lending including 
unregulated or illegal lenders, or borrowing 
money from family members and friends who 
may be able to ill-afford such loans and where 
the social and emotional impact of failure 
to repay is often severe. Robust research is 
required to identify exactly what is happening 
to people in this credit gap. We believe it is 
likely that more support for not-for-profit, 
affordable credit suppliers such as Community 
Development Finance Institutions (CDFIs) and 
credit unions will be required to help fill this 
gap.

Addressing Financial Exclusion
Is appropriate support available for the most 
excluded and, if not, how should support be 
strengthened?

12. In terms of the provision of affordable credit, 
there are two community finance sectors that 
provide appropriate support to disadvantaged 
communities: credit unions and community 
development finance institutions (CDFIs). 
However, these social lenders are, at present, 
extraordinarily small in comparison to 
the commercial high cost credit market, 
as evidenced in our recent  Gateway to 

Affordable Credit report  and set out below 

• In 2013 payday loan and home credit 
companies served nearly five million customers 
across the UK, providing £5 billion-worth of 
loans via a range of different products. Despite 
the significant contractions that have occurred 
in 2014 and 2015 in the supply of commercial 
high-cost lending, these remain substantial 
markets.

• In contrast, credit unions in the UK – by far the 
larger of the two community finance sectors 
serving disadvantaged communities – lend 
£700 million annually across 360 institutions, 
with reported savings deposits of over £1 
billion. Personal lending CDFIs in the UK 
currently only lend in the region of £20 million 
annually in small-sum credit to financially-
excluded individuals. 

13. We believe that the provision of more 
affordable credit to the most disadvantaged 
should be significantly extended and there 
are opportunities for doing so by growing the 
UK’s credit union and CDFI sectors. There 
is some evidence that demand for credit is 
likely to increase in the coming years: The 
Office of Budget Responsibility predicts that 
by 2020 the level of household debt will be 
at a similar ratio to incomes as to before 
the financial crisis4 ; fundamental shifts in 
the labour market mean that over a third 
of temporary workers in the UK cannot find 
a permanent job5 , with lower levels of job 
security potentially impacting on people’s 
ability to secure and repay loans; and further 
reductions to welfare benefits will place even 
greater pressure on the household budgets 
of those on the lowest incomes.  In order to 
meet both current levels of demand for credit 
and to serve any future increase in demand  
the community finance sectors across the UK 
will need to expand, and are likely to require 
significant support to do so.

4 Office for Budget Responsibility, Economic and fiscal outlook, November 
2015

5 ONS Labour market statistics, January 20163



14. Achieving this expansion is not 
straightforward. Public policy has long 
grappled with how best to develop at scale, 
affordable credit services to those on low 
incomes and with limited or poor credit 
histories. There are many good examples 
of successful, not-for-profit affordable credit 
schemes being delivered locally. The challenge 
is making these services available much more 
widely. 

15. We need to understand the range and depth 
of challenges involved in this process, if these 
issues are to be overcome. Our 2016 report, 
Gateway to Affordable Credit, summarises 
these challenges as follows: 

• The profile of customers who borrow from 
short-term high-cost lenders and community 
lenders is more diverse and segmented 
that many people realise. This necessitates 
solutions that provide a range of products and 
delivery channels to meet different needs and 
preferences.

• Delivering short-term high-cost credit is 
inherently expensive. Instant, small, short-
term loans – typically less than £500 to be 
repaid within a year – to customers with few 
financial resources and limited credit records 
will necessarily incur an APR that is higher 
than mainstream lenders. However, due to 
reputational risks there is often a reticence 
among policy makers to support lending 
services where loans appear to have a high 
APR, even when delivered on not-for-profit 
basis.

• The priorities that citizens excluded from 
mainstream financial services attach to a loan 
offer are not necessarily the same as other 
borrowers. Issues such as trust in the lender; 
flexibility in repayments; speed of access to 
the loan; simplicity of the application process; 
customer service; and integrated support are 
often just as important, if not more so, than 
the price of the loan.

• The factors which determine the cost 
of providing a loan are varied and 
interdependent. They include issues such as 
the loan term; loan value; staff conversion 
ratios; delivery channels; overheads; level of 
risk; arrears; the cost of investment capital; 
and the cost of attracting new customers. 
Community lenders must balance all of these 
issues when seeking to deliver a sustainable 
affordable credit service.

• Community lenders must grow exponentially 
to deliver affordable credit across the UK. 
These lenders currently face significant and 
different barriers which hinder efforts to 
operate at scale.

• Credit unions are the largest community 
finance sector lending money to 
disadvantaged groups in the UK.  The 
Credit Union Expansion Project is currently 
supporting a number of credit unions across 
the UK to reduce the costs of lending through 
technological and delivery improvements. This 
should enable credit unions to lend to more 
financially excluded customers, by making such 
loans more financially viable and by attracting 
more affluent borrowers to cross-subsidise 
loans to more disadvantaged groups.

• Credit unions have a number of other 
strengths they can contribute to the growth 
of affordable lending. The sector has a strong 
volunteer tradition, which reduces its cost base; 
has good access to loan capital with hundreds 
of millions of pounds held in savings; provides 
the cheapest non-mainstream loans available 
within their 42.6% APR cap; and is improving 
its responsiveness to customers through the 
development of new technologies, including 
an automated lending decision tool and online 
and mobile lending tools.

• However, the sector also has challenges in its 
capacity to scale up affordable credit delivery. 
It is a diverse sector, with every credit union 
independent and different – and not all 
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have a desire to extend their reach to more 
disadvantaged groups. The model being tested 
through the Expansion Project of attracting 
more affluent borrowers to enable cross-
subsidy to disadvantaged groups is not yet 
proven. Lending capacity within credit unions 
is not always fully exploited – for example 
Scottish credit unions alone currently hold £100 
million in savings that could be out on loan. 
The money that credit unions lend belongs to 
their members – and credit unions therefore 
continually need to ensure that the balance of 
their loan book generates a sufficient return for 
savers, a position which is difficult to reconcile 
with substantial lending to disadvantaged 
groups.

• The personal lending CDFI sector in the UK is 
far smaller than the credit union sector. CDFIs 
are generally more expensive than credit 
unions but they have a strong social ethos and 
target loans at disadvantaged groups at much 
lower rates than commercial high cost lenders. 
They are not restricted by a loan cap and often 
include wider financial inclusion advice and 
support alongside their loan product offering.

• The main challenge for the CDFI sector if it 
wishes to grow is attracting sufficient external 
investment to develop its infrastructure and 
recruit and train skilled personnel. Unlike 
credit unions, CDFIs do not hold savings 
and therefore rely on external investment 
to provide their loan capital. The cost of this 
capital must be priced into their loans. Public 
sector grants can provide such capital in the 
early stages of CDFI development but to 
become financially sustainable CDFIs must 
be able to demonstrate their viability, without 
subsidy, to commercial investors. Proving this 
viability, and attracting investment, can be 
difficult but it has been achieved by CDFIs in 
the UK. The journey to financial sustainability 
is likely to be a long one for most CDFIs and 
requires supportive partners in the public sector 
and amongst social and commercial investors.

• Effective partnership is essential in assisting 
the growth of affordable credit and ensuring 
its provision is a gateway to wider financial 
inclusion. This partnership may come from 
financial service providers, public services or the 
charitable sector. Many, excellent examples of 
joint working between different organisations 
exist at local level. For example, CDFIs 
providing identification processes to allow 
customers to open basic bank accounts; local 
authorities, housing associations and charities 
providing premises through which affordable 
credit providers can offer loans; or banks 
referring customers to local credit unions. The 
challenge is to replicate such examples more 
widely – and many potential partners are 
under financial pressure and may lack capacity 
to assist.

Strengthening support: Overcoming the 
reputational challenge
16. The fact that non-mainstream lending, even 

on a not-for-profit basis, is more expensive 
than mainstream lending is reflected in 
the interest rates charged on loans, usually 
presented as Annual Percentage Rate (APR). 
These interest rates appear incredibly high 
compared to APRs charged by banks for 
mainstream loans. This has led to a public 
perception that charging high APR for loans is 
inherently exploitative and unaffordable, and 
APR remains a key source of public concern. 

17. However, there are significant limitations in 
the use of Annual Percentage Rates as an 
indicator in understanding the affordability 
of the types of small, short-term loans sought 
by many disadvantaged customers. This is 
because an APR is an annualised measure, 
beneficial when comparing mortgages or 
longer term loans, but not particularly useful 
when comparing short-term loans.

18. There are practical reasons why providing 
small, short-term loans to the customer bases 
described are expensive for not-for-profit non-
mainstream lenders. These lenders: tend to 
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serve a high risk customer base (those who 
are more likely to miss payments or not pay 
back their loan at all) resulting in a higher risk 
of ‘bad debt’; generally lend cash rather than 
transfer money electronically which increases 
the administration costs of providing the 
loan; and the cost of lending, in respect to 
administration, set up and operating costs are 
largely fixed and do not vary proportionately 
to the size or term of the loan.   Mainstream 
lenders such as banks are able to reduce the 
cost of credit by only loaning large sums over 
longer periods. The cost of administering this 
type of loan is proportionately much smaller 
than it is for short term, small sum loansThere 
are practical reasons why providing small, 
short-term loans to the customer bases 
described are expensive for not-for-profit non-
mainstream lenders. These lenders: tend to 
serve a high risk customer base (those who 
are more likely to miss payments or not pay 
back their loan at all) resulting in a higher risk 
of ‘bad debt’; generally lend cash rather than 
transfer money electronically which increases 
the administration costs of providing the 
loan; and the cost of lending, in respect to 
administration, set up and operating costs are 
largely fixed and do not vary proportionately 
to the size or term of the loan. 6 Mainstream 
lenders such as banks are able to reduce the 
cost of credit by only loaning large sums over 
longer periods. The cost of administering this 
type of loan is proportionately much smaller 
than it is for short term, small sum loans.

19. The practical challenges in bringing down 
the cost of a small, short-term loan coupled 
with the negative public misperception of a 
high APR can mean that policy makers who 
otherwise may be interested in supporting 
responsible delivery of affordable credit may 
be reluctant to do so. Policymakers need to 
develop a suitable risk appetite to overcome 
the reputational challenges around relatively-
high APRs; recognise that this is not the key 
issue for the customer group; and support 

6 Joseph Rowntree Foundation (2006) Affordable Credit for Low Income 
Households

not-for-profit interventions that help to 
develop products that people want, focusing 
on responsible lending and affordability, 
whilst making a significant positive difference 
for some of the UK’s most disadvantaged 
communities.

What role should banks play in increasing 
access for those most at risk of exclusion?

20. Banks can play a key role in supporting social 
lenders that are providing affordable credit 
to citizens at risk of financial exclusion. Our 
Gateway to Affordable Credit report identified  
four ways in which banks can fulfil this role:

• Provision of basic bank accounts: There are 
examples of good practice partnerships 
between community lenders and banks which 
permit community lenders to undertake an 
identification verification process for their 
customers, enabling them to open a basic 
bank account. This is an excellent example 
of access to affordable credit providing a 
gateway to wider financial inclusion. We would 
like to see all providers of fee-free basic bank 
accounts develop similar arrangements with a 
local credit union or CDFI. 

• Referrals: In some areas, mainstream financial 
services refer declined loan applicants to 
local credit unions or CDFI, to identify if 
they may be able to provide a loan or offer 
another type of service. Again, we would 
like to see all mainstream financial services 
across the UK should have a similar referral 
arrangement with local credit unions or 
CDFIs, providing such a referral does not 
place an unreasonable expectation on these 
organisations to approve credit. 

• Releasing data: Our knowledge of borrowing 
levels within individual communities remains 
limited, with most published data at a more 
macro level. The release of data from all 
lenders on a postcode or ward basis across 
the UK would provide an in-depth picture of 
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outreach basis; or offering skills and expertise 
on a pro-bono basis. 

24. It should be recognised that the development 
of such partnerships is often far from 
straightforward. Many of the potential 
partners listed above are under increasing 
financial and time pressure and their resources 
and ability to support affordable credit or 
financial inclusion initiatives may be limited.  

Government policy and legislation
Does the Government have a leadership role 
to play in addressing exclusion?

25. The UK Government has a critical leadership 
role to play in supporting the expansion 
of affordable credit across the UK. In its 
leadership role, Government can give a 
clear indication that affordable credit is 
an important, priority area of policy; ‘give 
permission’ to others to take on some of 
the reputational risks around APRs; and 
encourage, enable and support activity at 
local level. To help support this we believe it 
would be helpful for a government Minister to 
have a designated responsibility for financial 
inclusion, which would include affordable 
credit, as part of their portfolio. 

Financial Technology
26. The provision of good quality financial 

products, designed to meet their specific 
borrowing needs, could incentivise and 
support people to get online. The Trust would 
emphasise, however, that there is a correlation 
between financial and digital exclusion 7.  
Particularly high levels of digital exclusion are 
experienced by older citizens, those who are 
unemployed and social housing tenants 8. 
When exploring digital solutions it is therefore 
important to consider that those who most 
need to access credit may not be able to do so 
digitally.

7 Poverty Alliance (2013) Welfare reform and financial exclusion in Scot-
land

8 Carnegie UK Trust (2013) Across the Divide – Tackling Digital Exclusion in 
Glasgow
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borrowing in communities, which would be 
hugely valuable in supporting credit unions 
and CDFIs to understand their market better 
and target resources accordingly.  

• Investment: Banks should commit to 
dedicating time and energy to analysing 
CDFI business models and determining how 
they can best support these lenders to grow – 
through a mixture of commercial investments 
and corporate social responsibility resources.

What role should Government, the charitable 
sector and business play in tackling financial 
exclusion?

21. Many of the solutions to providing more 
affordable credit are likely to be local – even 
if supported by strategic leadership and 
resource at national level. Different solutions 
will be required in different local areas. Local 
authorities have a vital leadership role to play 
here, setting the direction of travel for their 
area and building on local financial inclusion 
strategies and interventions. 

22. Affordable credit specifically and financial 
inclusion more generally are vital aspects of a 
wider social justice agenda. To that end, any 
organisation that is interested in improving 
outcomes for disadvantaged individuals and 
communities potentially has a role to play in 
supporting the development and delivery of 
not-for-profit affordable credit services. This 
might include housing associations; advice 
agencies; churches and faith groups; libraries; 
health professionals; social workers; charities 
and social enterprises; community workers; 
and businesses with a corporate social 
responsibility agenda.

23. Each of these organisations might be able to 
help develop the growth of affordable credit 
services in their local area by: referring clients 
to a community lending provider; offering 
community lenders access to their premises 
at a reduced rate to deliver services on an 
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