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National Consumer Council research consistently finds that the poor pay more, or get less, for essential goods and

services. The resulting market-based exclusion deepens disadvantage and reduces the effectiveness of welfare and

social inclusion policies, such as benefit payments, tax credits and local regeneration.

Achieving financial inclusion is an essential element of the solution to social exclusion and poverty. And access to

affordable credit is a key part of this – though not having a bank account that allows automated payments acts as a

major barrier. Social Fund loans are one source of affordable credit, but, for a variety of reasons, they are not

accessible to all. 

This factsheet presents new research findings to stimulate the development of a policy agenda of market-based

solutions for a new model of affordable credit.
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Low-income consumers need credit, but the mainstream credit market is
inappropriate for many people due to the design of products and the way in
which they are delivered.This results in exclusion from the credit choices
and interest rates that are available to more affluent borrowers. One in five
consumers – 7.8m people – are denied access to high-street credit.

The government’s safety net for those on the lowest incomes, the Social
Fund, is only open to a limited number of people.The worst-off in society
often fall back on the most expensive forms of credit.While this can be due
to poor credit history, in many cases it is simply because some of the features
of high-cost credit products are more important to hard-pressed borrowers
than the financial consequences.

A solution to this enduring problem is needed.To be a realistic alternative to
high-cost credit options, an affordable credit model would need to replicate
some of the product and delivery features that appeal to home credit
customers, and offer low interest rates.
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A new model of affordable credit 

The Treasury’s 2004 Spending Review put financial inclusion firmly back on the political agenda. It set out government

intentions to tackle financial exclusion in three priority areas: banking, affordable credit and free face-to-face money

advice. The Spending Review also led to the creation of the Financial Inclusion Taskforce (formally launched in February

2005, on which the NCC is represented) to monitor progress and a Financial Inclusion Fund to finance initiatives. 

This level of political support and financial investment provides an unparalleled opportunity to make financial inclusion

a reality. One way of doing this is by creating an affordable and accessible credit model to provide an alternative to

home credit, and other high-cost options. 

_çêêçïáåÖ=Äó=íÜçëÉ=çå=äçï=áåÅçãÉë=áë=~=åÉÅÉëëáíóI=åçí=~=äìñìêó
For low-income consumers without savings, borrowing is often the only
option.The amounts they borrow may be small, but without a financial
safety net their need for credit is urgent.
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The design and delivery of mainstream credit fails these consumers for a
variety of reasons, including:

• a lack of trust or familiarity with providers;

• application procedures which are difficult for some, such as form-filling;

• the frequent need for access to a telephone or the internet;

• lack of certainty over the likelihood of an application being successful;

• higher minimum loans than the £150 average that low-income consumers
tend to borrow;

• the need for a bank account to receive the loan and make repayments;

• monthly repayments that do not fit with budgeting cycles;

• penalties and hidden charges; and 

• the serious legal consequences of defaulting.
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Almost eight million people are denied access to high-street credit.This
leaves people on low incomes with little choice but to use the alternative
credit market.As a result, a substantial proportion of their income – currently
an average of £129 per month, equivalent to eleven per cent of their
monthly income – goes on servicing high-cost borrowing. For benefit
recipients the amounts involved are even higher.
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Social Fund budgeting and crisis loans are the government’s safety net for
the most vulnerable people in society.They are interest-free and usually
repaid by deduction from benefit payments. Loans are made from cash-
limited budgets according to local priorities.As a result, there is no
certainty that an application will be successful – even if the applicant
qualifies for a loan.Also, successful applications often result in a loan of less
than the amount requested, leaving the applicant to do without or make up
the shortfall some other way.
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More than one in five applications for budgeting and crisis loans are
unsuccessful.Yet almost 50 per cent of crisis loan refusals are overturned on
appeal, indicating that people with genuine needs are being turned away.
The majority of people who are rejected from the Social Fund simply do
without, but one in four have to borrow from high-cost doorstep lenders
and unlicensed loan sharks.
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Nearly a third of those on the lowest incomes have to use commercial credit
– even those who have successfully applied to the Social Fund. Just under
two in ten had borrowed from high-cost lenders, such as home credit
companies. Fewer than one in ten had borrowed from high-street lenders.
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In 2003, we estimate that £330m of borrowing from home credit
companies was by people in receipt of state benefits.They paid an
estimated £140m in costs for this credit.

qÜÉ=ëìÄJéêáãÉ=ÅêÉÇáí=ã~êâÉí=Å~íÉêë=Ñçê=äçïJáåÅçãÉ=ÅçåëìãÉêë
Alternative credit, also referred to as the sub-prime credit market, is often a
good fit with low-income consumers’ complex needs, though it is expensive
compared to mainstream credit.

There are a range of products and providers including: home credit (also
known as doorstep credit or weekly collected credit); cheque cashers and
payday lenders; pawnbrokers; agency mailorder catalogues; buy-back stores;
some retailers (mainly local); and some sub-prime credit cards.

Datamonitor estimates that there are now around nine million consumers
defined as ‘non-standard’ by lenders, and all new non-standard lending
amounted to £16bn in 2004.

eçãÉ=ÅêÉÇáí=áë=éçéìä~êI=Äìí=îÉêó=ÉñéÉåëáîÉ
Home credit is by far the most significant form of lending in the sub-prime
credit market. It is worth £2bn per year and serves an estimated three
million UK consumers, most of whom are on low incomes.This form of
credit is very popular among users – although many know that it is an
expensive way to borrow – because of its affordable weekly payments, with
no hidden or extra costs, and the facility to reschedule payments without
charge should the borrower encounter temporary financial difficulty.

Despite this popularity home credit loans are expensive (the average APR is
177 per cent).Also, the NCC has raised a number of concerns about the
way the industry operates in a ‘super-complaint’ to the Office of Fair Trading
in 2004.The super-complaint was referred to the Competition Commission,
who are currently conducting an inquiry into the market.The Commission’s
conclusions – due in April 2006 – are set to determine if there are any
competition concerns in the home credit market that may adversely 
affect consumers.
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Recently, sub-prime credit cards have become popular among some low-
income consumers.They are made available to consumers with low credit
scores or a poor credit history. Research shows that this type of ‘revolving’
credit can be inappropriate for people on very low incomes for a number
of reasons:

• credit card balances, repayments and charges lack the transparency of
fixed-term loans;

• automated systems of penalty charging and debt recovery do not offer the
flexibility needed by people on very tight budgets;

• balances can increase unpredictably to levels that are difficult to reduce,
especially if they are only making the minimum repayment; and

• although APRs on sub-prime credit cards are lower than for home credit
loans, evidence from the US shows that, with costs and charges, they can
end up being more expensive.

The devastating long-term impact of spiralling debt and ongoing formal
debt recovery proceedings on already vulnerable consumers cannot be
underestimated.

qÜáêÇ=ëÉÅíçê=äÉåÇáåÖ=áë=çåäó=é~êí=çÑ=íÜÉ=ëçäìíáçå
Credit unions and Community Development Finance Institutions (CDFIs)
provide third sector, or not-for-profit lending, but on a limited scale,
despite significant public sector investment.These institutions make loans at
lower rates than the alternative credit market (typically between 12-30 per
cent APR).

The proposed removal of the interest rate cap on credit union loans would
allow credit unions to meet the credit needs of a wider membership.Yet,
despite encouraging progress over the years, third sector lenders have so far
proved unable to achieve the level of scale, sustainability and professionalism
necessary to offer a universal solution to credit exclusion.While third sector
lending can play a key role in an affordable credit model, the need for
commercial sector involvement must not be overlooked

^=ÅçããáíãÉåí=íç=áåÅêÉ~ëáåÖ=~ÅÅÉëë=íç=~ÑÑçêÇ~ÄäÉ=ÅêÉÇáí
The Treasury has set out a plan of action for government to increase the
availability of affordable credit in Promoting Financial Inclusion.To date, plans
for reform and investment in the social fund have been outlined, and
proposals to stimulate and facilitate the development of third sector lending
have been put forward.

Our suggestions for the features of a new affordable credit model are in the
box, right.A model which delivers these features could be built around direct
deductions from benefits.And, for the working poor, who account for the
majority of home credit users, this could be done through adaptations to the
tax credit system and, potentially, a revitalised model of basic banking.
A system of direct deductions for credit repayment is attractive to many
benefit recipients.
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√ ^å=~ÑÑçêÇ~ÄäÉ=ÅêÉÇáí=ãçÇÉä=ãìëí=ÄÉ=é~êí=çÑ=~=ÅçÜÉêÉåí=Ñáå~åÅá~ä
áåÅäìëáçå=ëíê~íÉÖó
Affordable credit has to meet real credit needs and be developed as part of
a coherent approach to achieving financial inclusion.As part of this, we
have argued for a re-think of basic bank accounts.

√ ^=ÅçåëìãÉê=åÉÉÇëJÄ~ëÉÇ=~ééêç~ÅÜ=áë=êÉèìáêÉÇ
It is essential that the reasons why the poor – often knowingly – pay
more for high-cost home credit are recognised, understood and respected.
Developing less costly products that do not meet their needs and simply
educating them about the cheaper alternatives that are available is 
not enough.

√ qÜÉêÉ=áë=~=ÅçåíáåìÉÇ=åÉÉÇ=Ñçê=ëí~íÉJëéçåëçêÉÇ=áåíÉêÉëíJÑêÉÉ=äç~åë
Social Fund loans should be recognised as the building block for an
effective affordable credit model.The potential for expanding these loans
to low-income workers must be explored.

_ìáäÇáåÖ=íÜÉ=ÄìëáåÉëë=Å~ëÉ=
It is vital to establish the real cost of delivery of the high-cost credit
products currently used by the poor and explore whether an affordable
credit model could mimic the features valued by those on low incomes.
One option for delivering affordable credit in a cost-effective way is
through a partnership of the public, private and voluntary sectors.

A successful financial inclusion strategy will build on what has worked 
for those on low incomes to deliver a genuinely accessible model of
affordable credit.

kÉñí=ëíÉéë
Over the coming months, we will be working with a range of partners and
stakeholders to develop detailed proposals for a new model of affordable
credit.

`çåí~Åí=ìë
Please contact our financial inclusion team.

Nicola O’Reilly
National Consumer Council
20 Grosvenor Gardens
London SW1W 0DH

financialinclusion@ncc.org.uk

020 7881 3000
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