HOUSE OF LORDS

SELECT COMMITTEE ON FINANCIAL EXCLUSION
WRITTEN AND ORAL EVIDENCE

Contents

2 Shires Credit Union — Written evidence (FEX0016) ...cccvviiiiiiiiiiiiiiiiiiee e 7
The Advice Shop — Written evidence (FEX0039) ...cvviiiiiiiiiiiiiii i i iieieaanens 13
Affinity Sutton Housing Association — Written evidence (FEX0080) ................. 17
Affordable Lending — Written evidence (FEX0102) ....oiviiiiiiiiiiiiiiiiieieneeaens 25
Agenda - Written evidence (FEXO023) ...uiiuiiiiiiiiiiiieieneieeennennennennennennns 33
Age UK - Supplementary written evidence (FEX0094) ......cocoviiiiiiiiiiiiineiinnnnn, 37
Age UK and Disability Rights UK - Oral evidence (QQ 61-68).......ccccvvivvinnnnnn. 60
Dr Christine Allison — Written evidence (FEX0017) ..oviiviiiiiiiiiiiiiieeeeeeeeees 75
Amigo Loans —Written evidence (FEXOO076) ...uviriieiieiiiiiiiiiieneneiennenaeaens 86
Dr Lindsey Appleyard, Coventry University and Dr Shaun French, University of
Nottingham - Written evidence (FEX0086) ......coviiiiiiiiiiiiiiiiiienene e 88
Professor Thankom Arun — Written evidence (FEX0070).....cccviviiviiniininnnnnnnns 96
Association of British Credit Unions Limited (ABCUL) - Written evidence
(=3, (0 101G 17 T PP 101
Association of British Credit Unions Limited, British Bankers’ Association and Fair
Finance - Oral evidence (QQ 150-158) .uuiiiiiiiiiiiii e eeeeas 110
Association of British Insurers (ABI) — Written evidence (FEX0085).............. 126
ATM Industry Association — Written evidence (FEX0041).....ccovviiiniininnennnne. 132
Barclays — Written evidence (FEXOO74) ..o eenneeens 136
Barclays and Co-operative Bank - Oral evidence (QQ 38-49).......cccccvvvvvnnen. 155

Birmingham Financial Inclusion Partnership — Written evidence (FEX0049).... 175

Bournemouth Churches Housing Association (BCHA) - Written evidence

(=00 101532 ) PP PTPPR 186
BrightHouse, Consumer Credit Association and Consumer Finance Association -

Oral evidence (QQ L132-14 1) it ae e e aneaneaneaneaneanennes 192
British Bankers’ Association — Written evidence (FEX0019)......ccovvvivviniininnnns 208
British Bankers’ Association, Fair Finance and Association of British Credit Unions
Limited (ABCUL) - Oral evidence (QQ 150-158) ...cciiriieiieiiiiiiiiniinennennennannns 217
British Insurance Brokers' Association (BIBA) — Written evidence (FEX0075). 218
Buy as You View — Written evidence (FEXO0013) ...cciiviiiiiiiiiiiiiiiniineninannens 225

Carnegie UK Trust — Written evidence (FEX0032)....ciciiiiiiiiiiiiiiiiiiineciaeenns 228



Centre for Housing Policy — Written evidence (FEX0045).......ccvvvvviiiiiniinnnnn. 237

Centre for Responsible Credit and Financial Services Consumer Panel - Oral

evidence (QQ 122-13 1) tuiiiiiiitiii it it e a e 239
Child Poverty Action Group and Gingerbread - Oral evidence (QQ 79-89) ..... 254
Christians Against Poverty (CAP) — Written evidence (FEX0014)................... 269
Church of England’s Mission & Public Affairs Council and Church Urban Fund -
Written evidence (FEXOO25) ..uiiiiiii i e e e e s aneaas 282
Church Urban Fund and Church of England’s Mission & Public Affairs Council -
Written evidence (FEXOO25) ..uviiiiiiii i e e e e e anneaas 289
Citizens Advice and Toynbee Hall - Oral evidence (QQ 112-121)........ccvuvvvne. 290
Citizens Advice Redcar & Cleveland and Coast & Country Housing Limited -
Written evidenCe(FEXOO48) ...uuuuiieiiiiiiie e e e e e e e aeennenes 307
Citizens Advice Rossendale — Written evidence (FEX0043).....ccovvvivviviininnnnen. 313
Citizens Advice York — Written evidence (FEX0036) .....cviviiviiiiiiiiniiiienennss 320
Civil Court Users Association (CCUA) - Written evidence (FEX0103)............. 326
Civil Enforcement Association (CIVEA) - Written evidence (FEX0095)........... 329
Clinks — Written evidence (FEX0026) ....c.iiuiiiiiiiiiiiiiieie e nee e naeees 334
Coast & Country Housing Limited and Citizens Advice Redcar & Cleveland -
Written evidence (FEXOO48) .. .uuiiiiiiiiiiii e e e e ae e eaees 348
Competition and Markets Authority — Supplementary written evidence (FEX0092)
........................................................................................................... 349
Competition and Markets Authority — Oral evidence (QQ 185-192)............... 355
The Consumer Council —~Written evidence (FEX0082) .....ccoiviiiiiiiiiiiiiiiinnannnns 371
Consumer Credit Association — Written evidence (FEX0051) ......ccovvvvnninnnnen. 377
Consumer Credit Association, Consumer Finance Association and BrightHouse -
Oral evidence (QQ 132141 ) ..t e e e ae e e aneaneanenns 385
Consumer Finance Association - Written evidence (FEX0011)...........ccoevvien. 386
Consumer Finance Association, BrightHouse and Consumer Credit Association -
Oral evidence (QQ L132-14 1) it ae e e aneaneaneaneaneanennes 393
The Co-operative Bank — Written evidence (FEX0033) ...cviviiiiiiiieiinninennnenns 394
Co-operative Bank and Barclays — Oral evidence (QQ 38-49).......cccvvvvinnnnn. 401
Council of Mortgage Lenders — Written evidence (FEX0007) .....ccvvvvinvinnnnnn. 402
Demos — Written evidence (FEXOO63)....iiuiiiiiiiiiiiiiieiiieiieeninesanesnnsnnnennens 404
Department for Education — Supplementary written evidence (FEX0100) ...... 414
Department for Education, Department for Work & Pensions and HM Treasury -
Oral evidence (QQ 231-250) . iiiiiiiiiiiiiii i i i aae s 415
Department for Work & Pensions — Supplementary written evidence (FEX0087)
........................................................................................................... 438



Department for Work and Pensions and HM Treasury - Oral evidence (QQ23-37)

........................................................................................................... 445
Department for Work & Pensions, Department for Education and HM Treasury -
Oral evidence (QQ 231-250) .. iiiiiiiiii i i aae e 471
Disability Rights UK and Age UK - Oral evidence (QQ 61-68).......cccccvvvuvnnen. 472
Equality and Human Rights Commission — Written evidence (FEX0089) ........ 473
Experian — Written evidence (FEXO078) ...uviiiiiiiiiiiiiiiii i i sineneenaeas 482
Fair Finance, Association of British Credit Unions Limited (ABCUL) and British
Bankers’ Association — Oral evidence (QQ 150-158) ..cccviiiiiiiiiiiiiiicieeans 490
Fair for You Enterprise CIC - Written evidence (FEX0004).........c.covvivvivennen. 491
The Finance Foundation — Written evidence (FEX0079) ....coiiiiiiiiiiiiiiiiininnns 495
The Finance & Leasing Association (FLA) — Written evidence (FEX0015)........ 504
Financial Conduct Authority (FCA) — Written evidence (FEX0083)................. 509
Financial Conduct Authority - Oral evidence (QQ 203-218) ..civviiiiiiiiiiininnnns 525
Financial Inclusion Commission — Written evidence (FEX0044)..........cccccvevu 544
Financial Inclusion Commission — Oral evidence (QQ 50-60).......cccvvivviinnnnnns 556
Financial Ombudsman Service — Written evidence (FEX0027) ....cccvvvvviinnnnnns 575
Financial Services Consumer Panel — Written evidence (FEX0035)................ 579
Financial Services Consumer Panel - Supplementary written evidence (FEX0099)
........................................................................................................... 590
Financial Services Consumer Panel and Centre for Responsible Credit - Oral
evidence (QQ 122-131) tuiiiiiiiiiiiiiie it it s rae s sar e se s rarerane i aanraanrans 593
Fredericks Foundation — Written evidence (FEX0040) ......ccovvviiiiiiiiiinnninnnnens 594
Dr Shaun French, University of Nottingham and Dr Lindsey Appleyard, Coventry
University — Written evidence (FEXOO86) ....ccvviiiiiiiiiiiiiiiii i i nnae e 596
Friends, Families and Travellers — Written evidence (FEX0002)............cvvne.. 597
Gateshead Council — Written evidence (FEXO046) .....ccvviiiiiiiiiiiiiiiiniineinnenns 599
Gingerbread and Child Poverty Action Group - Oral evidence (QQ 79-89) ..... 608
HM Treasury — Supplementary written evidence (FEX0088).........ccvvvvvvivinnen. 609
HM Treasury and Department for Work and Pensions - Oral evidence (QQ23-37)
........................................................................................................... 612
HM Treasury, Department for Education and Department for Work & Pensions
and- Oral evidence (QQ 231-250) ...ciiuiiiiiiiiiiiiiiiri i raneaeeaneaaneans 613
Homeless Link — Written evidence (FEXO052) ....ovviiiiiiiiiiiiiiiii i 614
Housing Rights — Written evidence (FEXO021) ...iviviiiiiiiiiiiiiiiiieiinennnannens 621
Inclusion London — Written evidence (FEX0067)....cccivviiiiiiiiiiiiiiiiiiiineiiaennn 628
Dr Rama Kanungo — Written evidence (FEX0018).....cciviviiiiiiiiiiiiiiiiinininennens 644
Keep Me Posted — Written evidence (FEX0020) .....cvvviiiiiiiiiiiiiii i nieenaens 647

3



Later Life Ambitions — Written evidence (FEX0050) .....covviviiiiiiiiiiiiiiniiinennnns 653

Leeds City Council — Written evidence (FEX0030).....cciiiviiiiiiiiiiiiniiineninennens 657
Leeds City Credit Union Ltd — Written evidence (FEX0069) ..........covvivvvnvennen. 672
Lloyds Bank Foundation for England & Wales —Written evidence (FEX0010)... 680
Lloyds Banking Group — Written evidence (FEX0077)...ccuiviviiiiiiiiiiiinininnnnens 687
Lloyds Banking Group, Open Data Institute and Tinder Foundation - Oral

evidence (QQ 168-174) ittt i e 695

Local Government Association — Supplementary written evidence (FEX0090) 711
Local Government Association and National Housing Federation - Oral evidence

(OO I 0 1 I ) PP 717
M&S Bank and Nationwide Building Society - Oral evidence (QQ 219-230).... 735
Macmillan Cancer Support — Written evidence (FEX0O057)....cccvviiiiiiiiiiinnnns 750
Mastercard —Written evidence (FEXOO068) ......civviiiiiiiiiiiiiiiiiiiiiiiiinesneennens 761
Professor Stephen McKay, University of Lincoln - Written evidence (FEX0029)768
Mencap — Written evidence (FEXOO060).....ccciiiiiiiiiiiiiii i i s e neeeas 774
Merton Centre for Independent Living — Written evidence (FEX0003)............ 780
Money Advice Service — Written evidence (FEX0062).......ccvviiiiiiiiiiiinininnnnnns 785
Money Advice Service — Supplementary written evidence (FEX0093) ............ 795
Money Advice Service and StepChange Debt Charity — Oral evidence (QQ 90-
0 PP 797
Money Advice Trust — Written evidence (FEXO047) ....cciviviiiiiiiiiiiiiiiinnninnnnens 816
Money Advice Trust — Oral evidence (QQ 1-12)..iiiiiiiiiiiiiiiiiiiiiiiie e 832
The Money Charity — Written evidence (FEX0061) ....coviviiiiiiiiiiiiiiiieiinenaens 848
Money and Mental Health Policy Institute — Written evidence (FEX0071)....... 854
Money and Mental Health Policy Institute - Supplementary written evidence
(=3, 0 L0 1 B PP 869
Money and Mental Health Policy Institute and MoneySavingExpert.com - Oral
evidence (QQ 142-140) ittt i e 873
MoneySavingExpert.com and Money and Mental Health Policy Institute — Oral
evidence (QQ 142-140) ittt i 893
MyBnk and Young Enterprise — Oral evidence (QQ 13-22) ..occvvviiiiiiiiiiiinnnnnns 894
National AIDS Trust (NAT) — Written evidence (FEX0042) .....c.covviviinviinnnnens 909
Nationwide Building Society — Written evidence (FEX0059) .......cocovvivviinnnnen. 914
Nationwide Building Society and M&S Bank - Oral evidence (QQ 219-230).... 921
National Housing Federation- Written evidence (FEX0097) .....covvivvinviniinnnnnns 922
National Housing Federation and Local Government Association — Oral evidence
(01 1 1 e PP 933



National Youth Agency, Rees Foundation and Young Scot - Oral evidence

(QQ B9-78) ttitititiiiie ettt 934
Neyber — Written evidence (FEXOO065) ...ooviiiiiiiiiiiiii i i nieenaea 951
Neyber and Pockit — Oral evidence (QQ 159-167) ..iviviiiiiiiiiiiiiiiiiiiieiieeeaees 963
Non-Standard Finance PLC — Written evidence (FEX0055) ........ccvvvviiviiinnnnen. 979
Oakham Ltd — Written evidence (FEXO064) ......ccoviiiiiiiiiiiiiiiiiciieciae e 987
Ofsted and PSHE Association - Oral evidence (QQ 175-184)......ccccevvivvinnnnnn. 993
Open Data Institute, Lloyds Banking Group and Tinder Foundation - Oral
evidence (QQ 168-174) cuiiiriiii it i i e 1011
The Open University, True Potential Centre for the Public Understanding of
Finance (PUFin) — Written evidence (FEX0009) ....c.oiviiiiiiiiiiiiiiieieneeeens 1012
The Open University, True Potential Centre for the Public Understanding of
Finance - Oral evidence (QQ 193-202) c.iviiiiiiiiiiiiiiiiiere e 1027
Pockit and Neyber- Oral evidence (QQ 159-167) .ciiiiiiiiiiiiiiiiiiiiiiininens 1041
Post Office Limited — Written evidence (FEX0101) ..ccviviiiiiiiiiiiiieieeen 1042
Dr Rajiv Prabhakar — Written evidence (FEX0001) .....cccviiiiiiiiiiiiiiiiieeeenes 1056
Provident Financial Group — Written evidence (FEX0038) .....cccovivvivininnnnn. 1059
PSHE Association and Ofsted - Oral evidence (QQ 175-184).......ccccvvvivvnnnnn. 1065
Rees Foundation, National Youth Agency and Young Scot - Oral evidence

(QQ B9-78) ittt e 1066
Responsible Finance — Written evidence (FEX0005) ......ccoviviiiiiiiiiiiinennns. 1067
SalaryFinance — Written evidence (FEX0034) ....ccciiviiiiiiiiiiiiiiieiineninannens 1075
The Salvation Army — Written evidence (FEX0054)......ccvviviiiiiiiiiiiiniinnnnns 1082
Scope - Written evidence (FEXO006) ... c.uiveiiiiiriiieiineiiieniinrnnnesnnsnneanness 1084
Shelter — Written evidence (FEXOO056) ....cooviiiiiiiiiiii i 1090
SourceCards — Written evidence (FEXO098)......viviiiviiiiiiiiiiiiiieiineninannens 1099
StepChange Debt Charity — Written evidence (FEX0084)........ccvvvvvivvinnnnenn 1104

StepChange Debt Charity — Supplementary written evidence (FEX0096)..... 1118
StepChange Debt Charity and Money Advice Service — Oral evidence (QQ 90-

10 PP 1128
St Leger Homes of Doncaster — Written evidence (FEX0072) .....ccvvvvvivinnen. 1129
Sunderland City Council — Written evidence (FEX0081)......ccovvvviviiiiiinnnnnens 1137
Tinder Foundation, Lloyds Banking Group and Open Data Institute - Oral
evidence (QQ 168-174) .iuiiriiiiiii i 1143
Toynbee Hall - Written evidence (FEXO073) ..oiviiiiiiiiiiiii i nenaaeaas 1144
Toynbee Hall and Citizens Advice- Oral evidence (QQ 112-121)........ccvvvnns 1152
University of Bristol, Dr Therese O'Toole & Dr Ekaterina Braginskaia — Written
eVidenCe (FEXOOB6) . uuiiuiiieiiieiiiiii ettt vt e et e e e e e e e e neeaneenes 1153



Unlock - for people with convictions — Written evidence (FEX0012) ............ 1158

Unum - Written evidence (FEXO028) ...vviiiiiiiiiiiiii i i i vneenneaaneaas 1172
Vocalink — Written evidence (FEXOO031) ...uiiiiiiiiiiiiiiiiii i cineneenneenne e 1185
Young Enterprise — Written evidence (FEX0053) .....cvviiiiiiiiiiiiiiiicieeea 1194
Young Enterprise and MyBnk — Oral evidence (QQ 13-22) ...ccvvvvviiiiiniinnnnn. 1203
The Young Foundation — Written evidence (FEX0022) .....ccovviiiiiiiiiiiiinnnnnne. 1204
Young Scot, National Youth Agency and Rees Foundation — Oral evidence

(QQ BO-78) ittt ittt et 1212



2 Shires Credit Union — Written evidence (FEX0016)

2 Shires Credit Union — Written evidence (FEX0016)

Whilst we welcome the creation of the Select Committee and the Call for
Evidence it is extremely disappointing that this has become necessary as there
was a perfectly good strategy in place until 2011 when the new Government at
the time felt it necessary to destroy most of what was in place and beginning to
work to achieve the objectives which are still being desired today but if anything
have gone severely backwards in the intervening period.

2 Shires Credit Union was established in the year 2000 and since that time has
been working collaboratively to tackle financial exclusion including participation
in the DWP Growth Fund and Credit Union Expansion Programme initiatives. Our
current Manager was previously the DWP Strategic Financial Inclusion Champion
for South Yorkshire and therefore as an organisation we have substantial
knowledge and experience in this field.

We would respond to your specific questions as follows:-

1. We believe that in essence financial exclusion is the inverse of financial
inclusion. We feel that the Government’s Financial Inclusion objectives
from 2008 are still valid. These were:-

e To help people manage their money day to day

e To help people to plan for the future and cope with financial pressure
e To help people deal with financial distress

By making sure that everyone had access to:-

Safe savings
Bank accounts
Free debt and money advice
Responsible and affordable credit
e Financial capability education, training and support
There are many causes of financial exclusion including but not restricted
to the following:-

¢ Unemployment, redundancy, low paid work, zero hours contacts

e Problems with benefits particularly delays and sanctions and welfare
reforms

e Lack of financial capability particularly budgeting skills and
knowledge of alternatives such as affordable loans

e Ease with which people can get into financial difficulties and relative
difficulty in getting out of it

e Ineffectiveness and cost of Debt Management Plans and IVA's

2. Those generally least well off have the greatest chance of being
financially excluded but those who are able to access the appropriate
products and services early enough are able to avoid being financially
excluded.
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Equally those who are generally better off can become financially
excluded usually due to a change in circumstances such as;
redundancy, relationship breakdown, health issues.

People who have not planned for such situations and have no savings
can get into financial difficulties very quickly.

Whilst it is possible for those in remote communities to be more
affected due to the lack of local services or internet we believe this is
less of an issue that it previously was.

3. Quite often people who have other issues such as alcohol or drug
dependencies or homelessness have a much greater chance of being
financially excluded. In these cases all of the issues need to be address
as there is little chance of dealing with the financial exclusion alone.

Debt isn’t an issue as long as it is manageable. It is a real problem in
terms of financial exclusion when it is unmanageable. Many people with
unmanageable debt don’t look to tackle it but try to carry on and even
look to borrow more money. Despite the availability of free debt advice
far too many people resort to expensive paid for services such as Debt
Management Plans and IVA’s where a large proportion of the funds
which the individual can afford to repay is swallowed up in fees to the
provider and doesn’t go in reduction of the debt. We have come across
cases where the provider of an IVA have made 3 attempts to get the
creditors to agree to it and another where a well known IVA provider
with lots of clients went into administration and there has been no real
information provided to creditors many months later. This needs to be
dealt with if we are to provide a reasonable chance of people being able
to recover from unmanageable debt and ethical lenders like ourselves
are to have any faith in the system.

4. People with disabilities or mental health problems are more likely to
face financial exclusion because they are less likely to be able to
engage with financial inclusion services without the necessary support.
In our view the level of support available has reduced over the last 5
years.

5. There is nothing like the level of financial capability that is required in
schools or pretty much anywhere else for that matter. Whilst the
services provided by the Money Advice Service were not in many ways
ideal they did at least provide a central place with up to date
information that people could be pointed to. In our opinion the
provision in schools if any at all is very limited. We are part of the
Archbishop of Canterbury’s Taskforce’s Lifesavers project which we
believe is a good model which couples lesson plans and assembly notes
for schools with a savings club but this is still at a very early stage.
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6. We believe that it needs to start when they are young, initially in
primary school but also developing in complexity in secondary school so
that when the young person goes out into the world either to further
education or to work and they are looking to set up a home and have a
family they have a firm basis on which to build. This also needs to
include information on matters of financial inclusion such as affordable
credit and managing debt not just mainstream products such as bank
accounts, credit cards and mortgages.

7. Whilst in the ideal world everyone should take personal responsibility
for their own finances there are too many people who would find this
very difficult without some initial support and for others it would be
impossible. We believe that everyone can be encouraged to take more
personal responsibility given time. We don't believe there is sufficient
support at present and that the levels of support that was previously
available has diminished. The 3™ sector have historically been best
placed to deliver this but it would need to be funded by Government
and / or business. The less desirable alternative would be for the front
line staff of public sector organisations to do much more of this as part
of their day to day functions.

8. Yes they are but one of the issues is the promotion of these to those
who could benefit from them particularly affordable loans. In our
experience the lack of bank accounts is not the issue that it is claimed
to be but there are still major practical obstacles that need to be
overcome to enable people to open new accounts despite the
reassurances given by the banks. The truth of the matter is that the
service offered by all of the banks is worsening and it is much more
difficult with everyone to do business with them.

Despite what has generally been said and the massive level of
Government funding for the Post Office Card Account this lacks any
useful functionality and is merely a vehicle to make benefit payments.
In our opinion there should be no future funding and those who
currently use them should be encouraged and helped to open a normal
bank account which would give them much better functionality and
enable them to be much more financially included.

9. Whilst they have been capped this has merely brought their rates down
from 5689% APR to 1500% APR compared to the CAP on Credit Unions
of 42.6% APR.

All it has really done is reduce the profits of the providers and probably
for the better the number of customers that they have.

As previously mentioned there is still much that everyone who believes
in financial inclusion can do to promote the affordable credit provided
by credit unions. There is much more capacity in the sector now which
would enable more people to be helped if they knew about them and
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applied. It is worth noting however that our assessment methods are
now much more robust and therefore it is likely that a large proportion
of those who applied would be rejected because of existing issues on
their credit reports. These would need to be addressed before a loan
from that source would be available. As a general rule people go to
credit unions when it is too late i.e. their credit reports have issues on
them. People need to be encouraged to use us much earlier in their life
cycle before they get into the hands of high cost lenders and have
issues with repaying that credit.

10.0ver the years Government Policy has been fairly effective in tackling
financial exclusion in that it has sought as referred to previously in this
paper to identify and seek to tackle the issues. Although also as
previously referred to in this paper we feel this has reduced
considerably since 2011 and indeed more recent Government Policy has
in many ways had the opposite effect and caused more people to be
financially excluded.

Government continues to have a key role in addressing financial
exclusion and needs to re-engage as a matter of urgency with the
agenda.

11.Welfare reform has had a massive impact on financial exclusion. Whilst
we recognise the need for reform this needs to be done in a way that
has the least impact not the most impact on the financially excluded.
We feel there has been a great lack of understanding on the issues and
the affects that the various welfare reforms would create. We feel there
has been a definite shift to put these people at the doors of the 3™
sector as successive public sector organisations have sought to
withdraw.

12.Despite assurances to the contrary proper co-ordination across central
Government has always been doubtful at best. Much more could be
done at little or no cost to join things up much better. That is also true
of individual Government departments notably DWP.

In our experience it is Local Government that understand the issues
best and tried hardest to work with local partners to tackle the issues.
Having said that this varies from one local authority to another and the
work that was started by the Financial Inclusion Champions has fallen
away.
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We are aware of the work done by the Welsh and Scottish Governments
to tackle the issues and there is probably much that could be learned
from them.

13.Whilst the cap on interest rates charged more recently introduced is
welcome it still works out at an APR of around 1500%. This is far too
high when compared to the cap on rates charged by credit unions of
42.6% APR. We are not suggesting the cap applied to credit unions
should be increased but that the overall cap ought to be reduced to a
more reasonable level.

We do not see evidence that there is a massive issue of those unable to
obtain bank accounts as previously suggested but there is much more
that all the banks could do to make these more accessible. We have
examples of people having to wait a number of weeks to get an
appointment to open one.

We also believe that more could be done to discourage expensive IVA
and debt management arrangements where on the face of it the only
winners are the companies that provide these.

We don’t belief that incentives should be used to tackle these issues it
ought to be a matter for the organisations corporate conscience and
failing that robust but proportionate regulation.

14.We believe that the market is generally able to deal with this area
which has moved on considerably in recent years. Even relatively small
credit unions like ourselves are now able to offer online loan
applications and online banking. Government has many other roles they
can play which are much more important.

If the question extends to data capture by Credit Reference Agencies
then there is much more that could be gone to encourage social and
indeed private landlords to subscribe to data sharing which would
enable lenders to make even more robust decisions about who to lend
to. Clearly the down side of this is that many people with rent arrears
would struggle to borrow money but in fact that would be more likely to
ensure that their rent got paid.

As I am sure you can see we feel very strongly about these issues and trust that
our contribution is useful.
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We look forward to seeing the results of the consultation and the Select
Committee’s work in due course.

12 September 2016
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Definitions and causes of financial exclusion

1. Is financial exclusion the inverse of financial inclusion and, if not, how do the
two concepts differ? What are the causes of financial exclusion?

Probably more a spectrum where you have and inclusion and exclusion
at opposite ends.

The causes can be many (lack of financial awareness, poor credit
history, area culture etc). Common theme though tends to be low
income.

2. Who is affected by financial exclusion? Do different sectors of society
experience financial exclusion in different ways? To what extent, and how, does
financial exclusion affect those living in isolated or remote communities?

It can affect anyone but generally those on low income are mostly
affected by financial exclusion. Particular groups can include long-term
unemployed, people unable to work due to disability, people with
learning difficulties, young people (particularly those with low
educational attainment, care leavers)

3. What is the relationship between financial exclusion and other forms of
exclusion, disadvantage or deprivation? What role does problem debt play in
financial exclusion?

Problem debt can result in poor credit which can then result in less
options for accessing new financial products (bank accounts, loans,
mortgages etc) and ultimately a form of financial exclusion.

4. Do individuals with disabilities, or those with mental health problems, face
particular issues in regard to financial exclusion? Financial education and
capability

Depends on disability. Learning disabilities (e.g. difficult to understand
consequences of products) and mental health problems (e.g. chaotic
lifestyles) can result in particular issues in being able to access financial
services.

5. Are there appropriate education and advisory services, including in schools,
for young people and adults? If not, how might they be improved?

There are limited education and advisory services to assist people to
avoid financial exclusion. These services need to be available to people
at the right moment in time rather than be set up for example, with all
schools as it can be 20 years later that people get into difficulty by
which time the context of money management and personal
circumstances will have changed dramatically. Services should be
targeted at people going through any transition in life, whether that is
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leaving home, becoming homeless, starting or changing a job, becoming
unwell etc.

6. How can financial literacy and capability be maintained and developed over
the course of a person’s lifetime?

Allowing clients access to services which provide support as and when
they are needed. If these services existed a referral could then be made
by a doctor, social worker, debt adviser etc.

Addressing financial exclusion

7. What role should the concept of ‘personal responsibility’ play in addressing
financial exclusion? Is appropriate support available for the most excluded and,
if not, how should support be strengthened? What role should Government, the
charitable sector and business play in tackling financial exclusion?

There are structural problems that prevent everyone from taking
‘personal responsibility’. Some people grow up in a culture where using
loans to pay off loans is normal behaviour while everyone is subject to
the same restrictions on access to credit that impact most acutely on
those with the lowest incomes and no history of ‘good credit’. People in
desperate situations - such as those who have lost jobs or become
homeless — will make decisions based on short-term needs rather than
long-term plans.

There should be far more options for people on the lowest incomes to
access low cost credit. Also, better options for people with regard fuel
supplies must be addressed so that those on the lowest incomes are not
forced to adopt the most expensive fuel tariffs through card meters etc.

Interest rates are currently at a record low (0.25%) but yet those on
low income feel no benefit — the government could consider initiatives
where low cost affordable loans are accessible to those in need. This
could also help stimulate economy (like QE but potentially more
effective as money will go straight into economy). The government
could also promote fact that most individuals should have access to a
basic bank account (irrespective of circumstances). Vulnerable clients
(e.g. poor credit history) often assume they cannot get a bank account -
this is not the case.

8. Are appropriate financial services and products available for those who are
experiencing financial exclusion? What might be done to address any deficit?
What role should banks play in increasing access for those most at risk of
exclusion? What is the role of the Post Office in providing access to financial
services for such customers, and how might that role develop?

Some banks have started to provide better access to bank accounts and
affordable credit options but these are still not sufficient to meet the
needs that exist in the population. Barclays bank have been one of few
companies that have promoted use of basic bank accounts for those
with poor credit. This seems like good business as Barclays will have a
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large customer database (with no default issues as accounts cannot be
overdrawn). This would obviously mean they have a constant source of
interest free money (client funds). They could also analyse account
client data and then look at selling (or upgrading) clients to other
products. Other banks may or may not be aware of this potential
opportunity.

The Post Office have a “basic” account but it can be restrictive (e.g. no
wages paid in). The Post Office could therefore look to make their
products more flexible.

Accessing affordable credit

9. What has been the impact of recent changes to the consumer credit market -
such as the capping of payday loans - on those facing financial exclusion? How
can it be ensured that those in need of affordable credit can access appropriate
products or services? Government policy and regulation

As an Advice Service we have seen a welcome drop in the number of
people presenting with problematic debt due to payday lending. There
remain though - and the numbers are gradually increasing — people who
cannot access affordable credit who are entering financial arrangements
such as taking out Provident loans and hire purchase agreements, which
mean that they are spending a higher proportion of their disposable
income on goods and services that others on higher incomes are. This is
then preventing them from being able to afford other goods and
services. Also, other clients (in absence of payday loan options) have
resorted to using local loan sharks with never ending payments.

10. How effective has Government policy been in reducing and preventing
financial exclusion? Does the Government have a leadership role to play in
addressing exclusion?

Money Advice Service is funded by government and has potential to
help. However, most of our clients (from low income deprived areas) are
not even aware that MAS exists. This tends to be because Citizens
Advice Bureau has MAS workers on site and a large number of
financially excluded do not go to CAB for help in first instance (rather
they will go to housing officer, local authority debt agency etc). The
Government could play a leadership role but it should consider targeting
low income areas (which generally tend to be deprived areas).

11. What has been the impact of recent welfare reforms on financial exclusion?

Sanctions, time delays, cancelled claims etc result in no income which
then result in clients looking at all options to survive e.g. increased food
bank uptake, lack of payment towards priority expenditure (rent,
council tax, gas, electricity), high rate loans, borrowing from friends and
loan sharks etc. Ultimately more clients will have been financially
excluded.
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12. How effectively are policies on financial exclusion coordinated across central
Government? Is there an appropriate balance and interaction between the work
of central Government and the work of local and regional authorities, and the
devolved administrations?

Unaware of any coordination across central government. Also, unaware
of interaction between Government and local authorities.

13. To what extent is the regulation of financial products and services in the UK
tackling financial exclusion? Are alternative or additional regulatory interventions
required to address financial exclusion? What balance should be struck between
regulations and incentives for financial institutions? Financial technology
(Fintech)

Most banks seem to have to provide a basic bank account - yet they
rarely promote these accounts. Also, you would think capping interest
on payday loans would help - however, in some cases it has meant
clients can no longer get credit (pay day loan company no longer
exists). This can mean client stops paying priority expenditure (e.g.
rent, council tax). Ultimately, the problem has not therefore been
resolved by capping payday loans but rather shifted to become a
different problem.

14. Does the Government have a role to play in ensuring that the development
of financial technologies (FinTech) and data capture helps to address financial
exclusion? If so, what should this role be?

The Government could ensure (where possible) any future financial
regulations tries to address financial exclusion. For example, if
Government has regulations that insist all banks must have basic bank
account and subsequent statistics show certain banks have low uptake
then that could be analysed and potentially addressed.

14 September 2016
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1.

2.1.

2.2.

2.3.

2.4.

Affinity Sutton Group is one of the largest Housing Associations in England.
We work in over 120 local authorities in which we own or manage over
57,000 properties. These include General Needs, Supported Housing,
Keyworker, Leasehold and Part Buy/Part Rent homes. As part of our wider
Community Investment programme our Financial Inclusion programmes
support around 3,000 residents each year with financial guidance,
affordable loans and debt advice. An example of this is our partnership
with Leeds Credit Union with whom over 1,000 Affinity Sutton residents and
staff have access to banking products and affordable loans. As a Housing
Association with a long term commitment to Financial Inclusion we welcome
the opportunity to submit evidence to the Select committee.

Definitions and causes of financial exclusion

Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial
exclusion?

Financial Exclusion (FE) - Those excluded from financial products and
services either by the market due to income status or perceived
unprofitability fall into a different category from those who may self exclude
due to a pervious negative experience.

Financial Inclusion (FI) - Financially Included individuals have greater
options, access and knowledge of the market place. Our work focuses on
empowering residents in these key areas and giving them the capability to
navigate the market with confidence.

Evidence to the FI Commission lemphasised that two main factors that
promote Financial Inclusion (FI) are stable income and affordable housing.
We agree that both these areas need to be addressed to reduce FE, and
that social housing can make a significant contribution to tackling the
causes of FE. Affinity Sutton does more than just house people on low
incomes; through our Community Investment programme and our
Ready2Work team we support residents into employment or upskilling to
increase their earnings. We also support our residents to get online as we
know that digital exclusion contributes to FE.

We consider the bar to being financially included is rising: the greater
financial management difficulty associated with irregular and unstable
income (eg through the growth of zero hours contracts); the impact of
benefits that can’t be backdated; and the complexity of managing on /
transitioning to a new benefits system are all external factors that impact
on financial stability.

Who is affected by financial exclusion? Do different sectors of
society experience financial exclusion in different ways? To what
extent, and how, does financial exclusion affect those living in
isolated or remote communities?

1 http://www.financialinclusioncommission.org.uk/evidence
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3.1.

3.2.

4.1.

4.2.

4.3.

For the majority of Affinity Sutton residents, who already live in affordable
housing, the main driver of FE will be unstable income and a resulting lack
of access to mainstream credit. Our research? found that some 47% of our
residents are worried about money, with 24% running out of money before
the end of the week / month and 20% of those with children using
catalogues or weekly payment stores (such as Brighthouse). A report by
the Money Advice Service in 20133 highlighted that of those experiencing
debt 74% are unhappy and 56% report a negative impact on family life.
This clearly demonstrates a need for an effective financial capability
intervention to address these psychological and practical challenges.

FE can be exacerbated for those living in isolated or remote communities:
digital access is often disproportionately low due to reduced connectivity,
making digital access to both mainstream and alternative financial
providers more difficult, and appropriate alternatives (eg Credit Unions)
are harder to reach (because there are fewer of them, making travel to
access more expensive and time consuming). The closure of bank branches
and post offices further exacerbates access issues for those not living in
large towns and cities.

What is the relationship between financial exclusion and other
forms of exclusion, disadvantage or deprivation? What role does
problem debt play in financial exclusion?

The relationship between various forms of exclusion is interdependent. For
those who are disadvantaged (for example by mental health issues or low
education attainment) or who suffer from other forms of exclusion the
impacts of FE will be worse. Equally, experiencing FE can compound the
consequences of deprivation. Our most recent customer survey* found that
17% of residents went without food to save money in the past year and
22% went without heating; both of these have implications for residents’
health and in households with children or vulnerable adults this is a
particular concern.

FE is a widespread problem; in the UK 3.2 million people have low digital
and financial capability®. This report clearly shows that being digitally
capable provides tangible financial benefits for low income households with
an average saving of £516 per year. We see a link between Financial and
Digital Exclusion.

Problem debt or the inability to manage debt plays a significant part in FE
and in our sector can lead to rent arrears and eviction. Procrastination and
failure to acknowledge problem debt exacerbates FE. We know through our
support programmes that ‘opening of envelopes’ is the start of the process
of acknowledging a debt issue, but sometimes this is left too late and the
negative consequences of problem debts have already become entrenched,
taking many years to resolve.

2 http://www.affinitysutton.com/news-and-resources/latest-research/the-index-2015/

3 https://mascdn.azureedge.net/cms/indebted-lives-the-complexities-of-life-in-debt-november-

2013.pdf
4 Index 16 forthcoming

5 Lloyds banking Consumer Index - Benchmarking The Digital And Financial Capability Of UK
Consumers 2016
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5.1.

6.1.

6.2.

6.3.

6.4.

7.1.

Do individuals with disabilities, or those with mental health
problems, face particular issues in regard to financial exclusion?

Yes, among those on Employment Support Allowance (a disability linked
benefit), over a third (34%) of residents tend to run out of money before
the end of the week/month compared to 24% of all residents.

Financial education and capability

Are there appropriate education and advisory services, including in
schools, for young people and adults? If not, how might they be
improved?

Whilst basic principles of money management are being taught in school we
still feel that more advice is needed both for young people and adults.
Currently we fund a range of programmes which support residents of all
ages in need.

The advancement of technology offers young people greater opportunities
in having knowledge and access to financial services and products than
earlier generations. Nonetheless although they may aspire to have long
term financial stability young people are living under the shadow of
austerity, high student debts and low disposable income. Their focus is not
financial stability but short term saving goals such as a car or a holiday. In
March 2016 Affinity Sutton compiled an internal report on the experiences
of our young residents. The findings suggest that many lack the money
skills to establish and sustain the lives they want. Only 4% of our tenancy
holders are aged 18-24, however this age group makes up nearly a fifth of
evictions.

The research emphasised that young residents often have multiple issues
which impact on their ability to sustain their tenancies. Although they value
their independence, they experience FE as they struggle to manage their
money, and are unable to absorb financial shocks or to plan and provide for
the future. They are also unlikely to have any savings. Some young
residents have moved into social housing due to a breakdown in their
family relationships and do not have anyone to ask for advice on managing
finances.

To assist with sustaining young people’s tenancies and to reduce FE,
Affinity Sutton tries to foster positive relationships at the start of the
tenancy. All new young tenants are contacted to make them aware of the
training, employment and finance support that is available to them through
their landlord. We have developed online tools such as the Home Truths
website®.

How can financial literacy and capability be maintained and
developed over the course of a person’s lifetime?

A long term approach, flexibility and the use of interactive methods are key
to developing capability over a person’s lifetime. As a Housing Association
we have a long term relationship with our residents, with tenancies
averaging around ten years. We have developed our Financial Inclusion
Service over the last 6 years to be relevant across all age groups. This

6 http://www.themix.org.uk/apps-and-tools/home-truths
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7.2.

7.3.

8.1.

9.1.

includes our telephone based Money Matters Guidance Service. Recently
we have introduced proactive calls to our first time younger tenants who
were increasingly having difficulties in maintaining their tenancy as part of
the package of support described above.

For working age residents, we are working with Toynbee Hall to develop a
new approach to influence and increase the working population’s financial
capability. The Money Buddy is a bespoke, digital financial capability
intervention comprising of 5 modules of interactive learning and support,
offering both a reactive and proactive route to improving financial health.
It assesses the individual’s current financial situation and explores how they
feel about their finances. It identifies whether immediate action is needed
(such as debt advice) and provides further financial planning support, such
as a help setting financial goals, differentiating needs from wants, and
managing income and expenditure. The modules are aligned to the financial
behaviours identified in the Money Advice Service’s Financial Capability
Strategy (dealing with financial difficulty, managing money day to day, and
preparing for and managing life events).

Liverpool Victoria’s most recent State of Retirement report 7 found that 1 in
10 retirees are financially reliant on friends and family. Worryingly those
due to retire in the next 10 years are almost 3 times as likely to be in this
situation. It also found that these older age groups are turning to friends
and family for advice on their finances rather than seeking professional
advice.

Addressing financial exclusion

What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for
the most excluded and, if not, how should support be
strengthened? What role should Government, the charitable sector
and business play in tackling financial exclusion?

As a business for social purpose housing associations can take a closely
involved role in helping individuals escape from FE. But this is reliant on
bolstering ‘personal responsibility’ though working in partnership with our
residents, not taking a paternalistic stance. We are experienced in
collaborating with financial charities as well as other businesses. The
Governments’ role is to support, fund and publish the effective activities
these varied organisations are undertaking.

Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing
access for those most at risk of exclusion? What is the role of the
Post Office in providing access to financial services for such
customers, and how might that role develop?

There is considerable evidence that mainstream banks have designed
products and services that overlook - and even penalise - the needs of low
income individuals and families. As a result, there has been growing
pressure on banks to improve their product offer to reflect the needs of all

7 https://www.lv.com/assets/life/pdfs/01-state-of-retirement-report.pdf
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socio-economic groups, and alternative institutions have also stepped in to
fill these gaps.

9.2. The Government has required financial services institutions and banks to
develop products that help people manage Universal Credit payments more
easily. As these products, such as the new basic bank accounts, are new it
is too early to say whether they will meet the needs of FE groups both in
terms of their accessibility (ie ease of opening) and functionality (eg
transactional ability and ease of management without risk of penalties
disproportionate to income). At present people without bank accounts can
receive benefits using a Post Office Card Account (POCA). The POCA
contract has been renewed until at least 2021, suggesting that people
without bank accounts may be able to use a POCA to receive Universal
Credit. There are concerns about the limited functionality of the POCA and
its ability to promote FI. Failure to provide suitable, accessible products
would undermine one of the main intentions of Universal Credit in
promoting financial inclusion.

9.3. There has been initial interest from existing payment providers and new
entrants in developing innovative prepaid and mobile payments for
Universal Credit recipients. But this has yet to deliver a large scale,
commercially viable product that supports Universal Credit.

9.4. The Co-operative bank has withdrawn running a retail banking service for
credit unions, in effect stopping most credit unions from being able to offer
a fully transactional current account and without which it is difficult for
households/individuals to achieve FI. Credit unions have co-operated with
us historically and are adept and offering financial products to low- and
fluctuating- income groups, we are not (and never have) seeing the same
willingness to promote transactional bank accounts from the mainstream
banks.

10. Accessing affordable credit
What has been the impact of recent changes to the consumer credit
market - such as the capping of payday loans - on those facing
financial exclusion? How can it be ensured that those in need of
affordable credit can access appropriate products or services?

10.1. The supply of affordable credit has changed since 2013 when Government
abolished crisis loans and community care grants. Each local authority was
in control of designing their own scheme and whilst most local authorities
provide assistance, eligibility criteria and application processes for these
schemes vary considerably. An analysis by the Guardian® found that under
new local welfare assistance schemes, application rejections have doubled.

10.2. From our resident survey in 2013°, resident usage of weekly payments
stores (such as Brighthouse) shot up from 3% to 13% in a year. In
response to this surge, Affinity Sutton collaborated with Leeds Credit Union
to help residents manage their money. In 20141° the use of these high-
cost credit stores had increased more modestly by 3% and in 2015 had
stabilised, remaining at the same level.

8 Butler et al, April 2014
9 http://www.affinitysutton.com/news-and-resources/latest-research/the-index-2013/
10 http://www.affinitysutton.com/media/808993/theindex2014.pdf
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10.3. Research by Liverpool John Moores University found that 5.7 million social
tenants use credit and that it plays a key role in their ability to manage
their financial commitments. For low-income borrowers the loan is judged
affordable by the amount of the weekly or monthly payment - not the total
cost of credit.

10.4. Liverpool John Moores interviewed Affinity Sutton residents who had
accessed loans from Places For People Financial Services (PFP FS) as
promoted by Affinity Sutton. 60% of those accessing the service had or
were borrowing from high-cost lenders and 69% of these were in receipt of
benefits. Credit was accessed for a variety of reasons but there was ample
evidence from interviews that the loans project was having a significant
positive impact on the lives of its beneficiaries.

10.5. 55% of Affinity Sutton residents have no cash savings!!. Yet our research
found that 80% of credit union borrowers save something regularly.
However 50% of these savers regularly withdraw savings to cover
unexpected financial pressures — which is preferable to using expensive
credit.

10.6. There are successful alternative sources offering affordable credit (eg the
PFP FS and Credit Unions) but help is required from government in
promoting these sources more widely - in 2014, 38% of Affinity Sutton
residents were not aware of credit unions or what they do?2.

11. Government policy and regulation
How effective has Government policy been in reducing and
preventing financial exclusion? Does the Government have a
leadership role to play in addressing exclusion?

11.1. Government policies such as Help to Save, the living wage and the
increased national minimum wage for 16-24's are intended to helped tackle
FE and promote the narrative of work paying. But the cumulative effect of
welfare reforms, such as capping of housing benefit for under 35s and
removing automatic entitlement to HB for 18-21 year olds has undone
progress around financial security and stability.

12. What has been the impact of recent welfare reforms on financial
exclusion?

12.1. The government’s welfare reforms continue to have a significant impact
on our residents and business. In many cases the changes are complex and
it is difficult to fully appreciate the many and various scenarios that
households will be faced with!3. Our expectation is that more of our working
age residents will be worse off as a result of the reforms and it is now well
documented that the cumulative impact of welfare reform hits social sector
tenants the most!4. Many of our tenants rely heavily on benefits, with only

1 http://www.affinitysutton.com/news-and-resources/latest-research/the-index-2015/

12 http://www.affinitysutton.com/media/808993/theindex2014.pdf

13 See the report Real London Lives http://reallondonlives.co.uk/research/ for examples of the
experiences of social housing residents in London, and how changes in welfare benefits over the
last three years have affected them.

14 Sheffield Hallam The Uneven Impact of Welfare Reforms 2016
https://www4.shu.ac.uk/research/cresr/sites/shu.ac.uk/files/welfare-reform-2016_1.pdf
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44% of our residents in employment?®> (although a fifth of our residents are
retired). We acknowledge the need for reform of the benefit system and
welcome attempts to simplify current arrangements. However, policy
changes such as the cuts in Tax Credits announced in the 2015 summer
budget create new challenges for our customer groups. We believe more
should be done to address in-work poverty and welfare reform undermines
the government’s commitment to supporting working households. FE and
low income are inextricably linked.

12.2. The Index 2015 highlighted that 47% of our residents were worried about

money issues'®. This increased to 51% for those in receipt of benefits.
When Affinity Sutton contacted those who were in receipt of Universal
credit, 59% said that they were concerned about paying their bills.

12.3. Our analysis of rent accounts for residents currently claiming Universal

13.

Credit found that nearly half of those with rent arrears before transferring
to UC had higher arrears. Circle Housing Association’s pilot study into direct
payment of UC!” found similar increases in rent arrears (by 2.5 per cent)
reinforcing that changes in their welfare payments exasperated the
financial exclusion that residents were already experiencing.

How effectively are policies on financial exclusion coordinated
across central Government? Is there an appropriate balance and
interaction between the work of central Government and the work
of local and regional authorities, and the devolved administrations?

13.1. We are aware that FE is a complex issue which can be caused by

14.

numerous factors. As a national Housing Association we have seen
disparity between Local Authorities dealing with Council Tax and
Discretionary Housing Payments (DHP).

To what extent is the regulation of financial products and services
in the UK tackling financial exclusion? Are alternative or additional
regulatory interventions required to address financial exclusion?
What balance should be struck between regulations and incentives
for financial institutions?

14.1. Further consideration around regulation would be helpful. As noted below

15.

in question 14 we would urge the regulator to look at providing greater
protection for clients’ funds in the prepayment card market as the
requirement on banks to supply a basic bank account has only minimal
coverage. It would be helpful if the FCA would review FSA guidance note 9
with housing associations to reflect the current financial markets.

Financial technology (Fintech)

Does the Government have a role to play in ensuring that the
development of financial technologies (FinTech) and data capture
helps to address financial exclusion? If so, what should this role
be?

15 http://www.affinitysutton.com/news-and-resources/latest-research/the-index-2015/
16 http://www.affinitysutton.com/news-and-resources/latest-research/the-index-2015/
17 http://www4.shu.ac.uk/research/cresr/implementing-direct-payment-housing-benefit-
evaluation-circle-housings-hb2u-pilot-project-pdf-77119
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15.1. Yes. FinTech by its nature is fast changing and pioneering yet it has
potential benefits for expanding the reach of financial inclusion activities,
enabling excluded individuals to access appropriate products quickly and
efficiently. Working in conjunction with, but also challenging, the traditional
financial services will develop the diversity of products and advice that is
needed. However, there are risks, for example pre-payment cards have
lower levels of consumer protection than provided by FSCS and further
protection (up to a limit) could be instigated. Without an effective
guarantee system and an amendment to FSA guidance note 9 housing
associations are unable to explain the existence of these emerging
technologies to tenants who would benefit from them as an alternative to
basic bank accounts.

15 September 2016
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Affordable Lending - Written evidence (FEX0102)

Introduction

This is the reply of Affordable Lending Ltd to the House of Lords SELECT
COMMITTEE ON FINANCIAL EXCLUSION CALL FOR EVIDENCE. The Affordable
Lending coalition would like to thank the House of Lords Select Committee for
their interest in this problem, as FINANCIAL EXCLUSION represents a something
intolerable in our modern society that can, with the right support and innovation,
be eradicated within a generation.

Background to Affordable Lending

Affordable Lending was born out of the round table discussions hosted by
Cabinet Office, and chaired by Sir Brian Pomeroy in 2014, which considered the
report and recommendations produced by the Financial Inclusion Commission.
The report concluded that the ability to increase the supply of affordable credit
at a national scale in inhibited by a humber of significant challenges, these
being:

e Infrastructure
o The community lending organisations serve regional markets and
do not have a national infrastructure that allows them to operate
and compete at the national level and the national scale of the
high-cost credit providers.
e Access to capital
o The community lending organisations have limited access to capital
reserves which creates a real risk of running out of money if
demand is stimulated.
e Distribution
o The community lending organisations are local by nature; regional
at best and therefore lack the capability for national distribution
without working together

As a direct outcome of these round table meetings, a working group was formed,
led by Keith Rivers (an independent consultant working pro bono) to look at two
of the three problems; “Infrastructure” and “Distribution”, which by 2015
evolved into the Affordable Lending coalition.
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It's simple mission to break the continuing cycle of financial exclusion impacting
low income consumers by:

e Increasing public access and choice to alternative financial service
providers such as Credit Unions & Responsible Finance Institutions.

e Increasing the supply of affordable credit to displace high cost credit
alternatives.

e Increase levels of personal financial capability in respect to personal
finance and debt management

e Use technology to create national scale and ease of access.

As such, Affordable Lending Ltd, and the Affordable Loans mission, is to reduce
financial exclusion in the UK. To do this, we will increase the supply of affordable
lending; reducing problem debt derived from the use of pay day and other high
cost lenders by those who can least afford it, and help our customers develop
new financial capabilities such that they may become financially included with
access to previously unavailable services. We judge our success by the impact
we have on reducing financial exclusion by engagement with customers, the
provision of affordable loans and other products and where necessary by
referring them for assistance.

The theory of change

Although our primary focus is increasing the supply of affordable credit at a
national scale, changing the credit paradigm is only part of the solution, as this
does not create financial resilience and capability across those suffering from
financial exclusion. Access to credit is part of modern life for many of us, but for
a significant proportion of the population, they are still excluded from main
stream credit, and only have access to the high-cost credit market, especially
during periods of acute financial difficulty. Making credit both affordable and
accessible only delivers systemic change when it is coupled with increases in
financial management capability and the take up of other financial solutions such
as savings, insurances and financial planning.

In order to achieve systemic change, and create the conditions where people can
lift themselves out of financial exclusion, we must create the conditions for, and
the pathways to, being financially included using local, ethical and community
based solutions. Simply replacing a high cost loan with a lower cost loan will not,
ultimately break the inescapable cycles of debt and poverty. What will work is
triaging unsustainable borrowing, and using the opportunity to increase financial
capability so that people lift themselves into “financial inclusion”

Achieving systemic and sustainable change that addresses financial exclusion
across a large cross-section of the UK population is challenging, but to help us,
we can take evidence from other industries, such as Healthcare, to build out a
theory of change model that will work. In common with other societal change
models, we need to (and have) adopted a range of interventions and solutions
that work on many levels:
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o For people in acute (financial) situations, where the need and threat is
immediate, we need to provide triage solutions that stop the people
haemorrhaging through unsustainable levels of borrowing and financial distress.
Learning from others, solutions here need to be easily accessible, and timely as
to stop the problem getting worse. Although they are short-term in nature, they
create breathing space, and are the precursor to any ability to focus on building
future financial capability and resilience.

o For people who are at risk of escalating financial exclusion or are
rehabilitating from an acute episode, solutions need to start building financial
resilience and capability such that the future risk of financial exclusion is much
reduced. Learning from others, solutions and interventions here need to be a
balance of good behaviours and practices, with incentives for compliance and
achieving positive outcomes.

o More widely, we need to change the norm, such that within a generation,
financial exclusion is a thing of the past. This will combine personal education,
increased market competition and availability, supported by policy that
encourages good behaviours and discourages bad. With all the will in the world,
there will always be people who find themselves in acute situations not of their
own making, but for the majority, a shift from a very curative, reactive, day-to-
day model, to one of prevention and well-being is entirely achievable. If our
longer-term aspiration is that 80% of the UK population become not-at-risk of
financial exclusion, we can concentrate our efforts and resources on the 20%
that are-at-risk.

The power to change

Moving what is a good model, into real practical activities is challenging, as our
further notes on the experience of Affordable Lending shows.

From the very beginning in Whitehall, we have taken the view that “the answer
is in the room”; that by working together, we can actually deliver real tangible
benefits without the need for massive and expensive change programmes that
governments have a tendency to commission. Affordable Lending has proven,
with miniscule levels of seed funding, where the power to change really sits. To
work properly, we need (and have harnessed) a combination of government,
commercial business and people.

e Starting with commercial business, this is where the real power lies. These
businesses touch the lives of the population much more regularly than any
government and enjoy stronger brand recognition and trust. Ultimately,
they are commercial businesses, which means they need to make a profit
to remain sustainable, but they can also be harnessed to do much good as
part of their business-as-usual. As the government’s own research into
Mission-Lead-Businesses showed, even when dealing with laudable goals
such as eradicating financial exclusion, the mission is doomed to failure
without a sound business underpinning. The UK economy is worth c. £7
trillion as compared to the government expenditure of £700+ billion,
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which if brought to bear, gives the commercial sector much higher
potential leverage to deliver sustainable systemic change. Although the
community lending sector in the UK is smaller and poorer than in many
other countries, the overall banking sector, or even the overall commercial
sector, has significant resources that can bring about change.

e People are an intrinsic part of our successful change model, and it is
people’s views and behaviours that can ultimately make or break
initiatives, companies and governments alike. In acute situations, it is all
about the empathy, not being judgemental, and a quiet efficiency to
resolve the situation; as such people are very outcome focussed. As we
move out of the acute paradigm towards a more forward looking position,
people respond much better to an enabling approach that supports and
incentivises them to help themselves, such as initiatives that put 2.5% of
loans payments back into a savings account if a good payment history is
maintained. Ultimately, most people don’t want to be financially excluded,
and welcome interventions that help them to help themselves

e Finally, the government has a dual role. On one hand, it provides the
legislative framework by which commercial entities can deliver change,
whilst on the other hand, it has a crucial role in facilitating discussion and
smoothing a competitive market, allowing it to focus on what good looks
like. On the former, delivering financial services into a population that
finds itself excluded is challenging enough for front line organisations,
which are often micro-finance businesses, such that overly burdensome
regulation can often stifle innovation. Standards that protect the
consumer are a good thing, but these must be set in the context of their
application in small to medium businesses, who do not have the resources
that mainstream financial institutions do. On the latter, the personal
lending market, even to financially excluded segments is highly
competitive; not in a good way that sees the best rise to the top; but in a
way that drives insular behaviours (amongst some) and an inability to
focus on “the best for the customer”. As such, the government, or other
such neutral body, has an opportunity to foster innovation for the
common good, provide safe environments to explore mutuality, and
support the germination of good ideas into successful enterprises.

Building the Affordable Lending coalition

Affordable Lending is the first of its type that brings a whole market together in
a broad coalition. It brings together mainstream banks, credit unions,
community development finance institutions, and charities. It is owned and run
by the community finance industry, for the benefit of the consumer and the
industry; it is highly visible to government and the regulatory authorities; it
operates on an “open book” principle; does not believe in making a profit from
those who find themselves financially excluded, yet fully understands the
potential risks of this customer segment, and the higher cost to serve, and
therefore balances that service with an overriding need that lenders too remain
financially stable but do not penalise customers unfairly.
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With any first of its type, shaping a multitude of varying stakeholders into a
functional coalition has been a journey of exploration, conflict and compromise.
The fragmentation of the market; the competitive nature of the actors; the lack
of standardisation across approach, products, systems and risk-appetite has
necessitated an independent moderator and facilitator function to make this
possible. In the first instance this was provided by the Cabinet Office in terms of
bringing together an interested stakeholder group; picked up by the Community
Development Finance Association (CDFA now Responsible Finance) and finally
now under the auspices of the Affordable Lending structure. At each stage, we
benefitted significantly from pro-bono support from outside the community
finance industry, who not only brought an impartial and professional view, but
much needed expertise from other sectors and industries. Without such
impartial, independent and committed support, it would have been unlikely that
all the stakeholders could have come together around a common mission.

Launching the service

The simple plan for Affordable Lending was to create a national online market
place where local and regional community finance providers could be connected
to customers looking for affordable loans (as an alternative to the high cost
credit market). By acquiring contacts through a high-street partner (in our case
Asda for the initial pilot), and by collecting a few personal details, we could
broker a referral to a choice of community finance providers who had been
determined to best meet the customers need. The customer would be presented
with a choice of several applicable providers, with a ranking of which provider
was more closely aligned to their need and circumstance, and be able to be
referred directly into the loan application process of their chosen provider.
Apropos, the loan application forms not only the basis for access to more
affordable credit, but the basis to start an ongoing relationship to promote
financial capability and wellbeing.

In order to remain sustainable in live service, each participating party needed to
be getting something out of it, as reliance on grants or corporate social
responsibility (towards financial exclusion) is not a viable business model going
forwards. Picking up the theory from earlier that the “answer is in the room”, the
operation of Affordable Lending needs to make a net contribution to the normal
business of each participant. For the community lenders, the business case is
clear, it is a way of increasing their loan book through national exposure, and
creating relationships for other financial products such as savings and the like.
For the technology service providers, again the business case is clear as a
(minimal) fee for service for each loan distributed or application made. For the
high-street partner, again, with less money being spent servicing unaffordable
credit, the consumer has more disposable income and is likely to see them in a
positive light for resolving their financial exclusion issue; benefit from increased
brand loyalty and consequent foot fall. For government, and society as a whole,
a much-needed policy agenda and societal change programme is being delivered
free of cost, as it is baked into business-as-usual operations of commercial
entities.
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The fact that the business itself is commercially sustainable does not exclude the
fact that Affordable Lending is driven by a mission, and measures its success on
the social impact it delivers. If through our efforts, we can create a coalition of
lenders and partners that have sufficient capability and capacity to disrupt the
high-cost-lending market with local, affordable products, then we will have
succeeded. If potential investors can see both the fiscal and social return on
their investment, then again, we will have succeeded. 2017 will be a year of
growth for Affordable Lending, with new community lenders joining the coalition;
new high-street partners taking the affordable lending products out to their
customers; greater technical integration to improve the customer journey;
broader acceptance of the need to achieve industry wide collaboration for the
benefits of consumer and the industry; and perhaps recognition in government
of things that we have learned that work, and pitfalls to be avoided.

Lessons learned and recommendations

With practical experience of starting to address the issues highlighted by the
Financial Inclusion Commission, we ask the Committee to consider the following
learnings and recommendations:

e The need to eradicate financial exclusion needs to instantiated in
government policy that enjoys cross party support and spans beyond the
lifetime of a parliament. The increase in personal financial capacity and
capability that helps avoid financial exclusion can take years to mature,
even to the point of being a generational shift.

e Systemic and sustainable change needs to be planned and executed in
planning horizons; short, medium and long terms (beyond a
parliamentary term) such that point solutions come to fruition, but are
cumulative, holistic and coordinated.

e The role of government in promoting financial exclusion, particularly in the
commercial sector need to be encouraged, which could be made more
visible with a Ministerial appointment with accountability for Financial
Health. We, as an industry coalition would be more than happy to host
the Minister, or any Members of the Select Committee, in any of our
regional operations to provide on the ground insight into the problem and
the role that government could take; which could be further extended
with non-executive position within the Affordable Lending board for
ongoing engagement. In addition, the legislative tools in the Social Value
Act 2012 already exist to allow government to set the pace for the
commercial sector to be more proactive in delivering social value, such as
supporting the financial inclusion agenda, when looking to do business
with government.

e Although not one of the problems that Affordable Lending specifically set
out to remedy (lack of access to capital), there is a clear requirement for
a second round of the Financial Inclusion Growth Fund. For example, a
£10 million investment as a 10-year bullet repayment Social Investment
Bond would enable more than 150,000 loans over its life. Interest at 4%
could be waived and invested in localised financial capability activities. It
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would, of course, be better as a grant, with the capital transferring to the
lenders balance sheets when it is loaned for the first time, which would
enable leverage of up to another £10million. The social impact would be
significant, saving well over £30million against high-cost lenders and
putting that money back into households and communities.

e Affordable Lending has been built and launched with very little public
funding; leveraging private sector money, expertise and good will, to
achieve what we have, and as such a change in the eligibility/qualifying
trades for Social Investment Tax Relief, that would include socially
motivated financial activities, would significantly help innovative initiatives
such as ours to leverage the private sector to greater effect.

e The community finance industry as a whole is still very fragmented and
find it difficult to create opportunities for greater collaboration. From a
FinTech, and more generally from a general business innovation
perspective, there is a role for an independent innovation unit that can
work on behalf of the industry; testing proofs-of-concept; bringing new
partnerships beyond the industry together; and providing that safe space
where innovation can be fostered without negatively impacting on
established businesses. Government has a role in setting this direction
and establishing this capability; yet the unit itself will have to retain
independence and impartiality to retain the support of the industry.

¢ Why some people fall into financial inclusion, and others do not, is still
somewhat of a mystery, which makes it hard to design interventions that
successfully mitigate. We are still learning how people behave, especially
in acute situations, which would warrant some further academic study into
the behavioural science behind it. We are already seeing evidential links
between financial behaviour and mental health, and this is an area (in
general) that could do with greater clarity through academic research
(which we are just starting); what makes people take high-cost-credit
over other alternatives

e Specifically, from a FinTech perspective, much effort is being wasted with
each community lender buying costly commercial technology systems,
paying for expensive customisations and generally reinventing the wheel.
The technology itself is only there to enable the community lender service
and doesn’t really add any value. As such, we could consider a more Open
Standards Open Source approach to the industry that sees all of the
community lenders contributing to an open library of technology that was
free and available for all to use. The world of commissioning large
proprietary systems is diminishing, there could easily be a case made
under the Government Digital Service to create such an industry solution
at a very low cost, that will constantly evolve to meet the changing needs
of the industry. We (Affordable Lending) are already considering this path,
to create a solution owned and operated by the industry, and would
welcome any government support.

o If we are really determined to affect a change in the market that creates
conditions for competition that benefits the consumer, it is unlikely that in
the first instance that the private sector will be willing (or able) to provide
the necessary finances to foster much needed innovation, and so
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government help will need to be sought. The current de minimis rules only
allow for investment of public funds of €200,000 over three years without
invoking state aid issues. Even Affordable Lending, which has gone from
concept to live on a very frugal budget, would have breached this limit if it
was being funded as government sponsored initiative. As such, we need
to look at mechanisms by which innovation can fostered until the point it
is ready for take up by commercial entities, without breaching state aid
rules.

e Different models for community finance exist in different countries. In the
USA for example, Credit Unions directly run CDFlIs, thus putting the
surplus capital in the Credit Unions to good use for commercial return. As
such there is an opportunity to explore new business models as to their
viability, and review (and amend) legislation accordingly, that could be
championed through the FCA innovation hub in conjunction with the PRA

In summary, Affordable Lending, through our coalition, is very active in the
provision and promotion of services to the financially excluded, and as such will
be happy to provide support to initiatives that stem from the Select Committees
work. We believe that this initiative has harnessed the best of the industry, and
would welcome its inclusion by the committee in their report.

17 February 2017
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About Agenda

Agenda is an alliance of more than 60 organisations who have come together to
campaign for change for women and girls at risk. We believe society is failing to
adequately protect and support women and girls who face the most extensive
violence, abuse, trauma and extreme inequality. We are calling for systems and
services to be redesigned with women and girls at their heart so that they can
access the support they need to rebuild their lives and reach their full potential.

Summary

Agenda welcomes the opportunity to input into this committee. It is well
established that women are more likely to live in poverty than men, and more
likely to be in insecure and low-paid employment!®, Women who have complex
needs and have experienced a combination of abuse and trauma, serious mental
illness, substance misuse, disability, homelessness and/or contact with the
criminal justice system are some of the most financially excluded in society.

The causes and effects of women'’s financial exclusion are quite distinct from
those of men. It is important therefore to take a gendered approach when
responding to financial exclusion.

Agenda recommends:

¢ Women'’s specific needs are included in all strategies to target financial
exclusion at a national and local level. All such strategies recognise the
drivers behind women'’s financial exclusion and seek to address these.

e Approaches to tackling women’s financial exclusion involve other relevant
government departments, and should include a focus on violence against
women and girls (VAWG).

e Efforts to tackling financial exclusion go beyond the promotion of ‘financial
literacy’ and widening access to financial products, and move into
providing practical support to help the most vulnerable women build more
stable lives.

18 poverty through a Gender Lens: Evidence and Policy Review on Gender and Poverty University
of Oxford for the Joseph Rowntree Foundation (2014)
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Question 2: Drivers of women'’s financial exclusion

1. Women with complex needs are likely to live in poverty, and to face financial
exclusion. According to forthcoming research by Agenda due to be launched
in September, women who face the most extensive violence and abuse are
most likely to face other forms of adversity, such as mental ill-health,
struggling to find work, or homelessness?®.

2. According to the same research, there is a stronger link between women’s
experiences of abuse and their experiences of poverty than there is for men.
Half of women who have experienced the most extensive violence and abuse
live in poverty.

3. Previous Agenda research shows that 1.2 million women in England have
experienced extensive physical and sexual violence and abuse as both a child
and an adult?® - these women are seven times more likely to have faced a
financial crisis in their lives than women with little experience of violence and
abuse. They are 21 times more likely to have been homeless?!.

4. Abuse, violence, and linked forms of disadvantage are significant drivers of
women'’s financial exclusion. Experiencing abuse and violence can both cause
and exacerbate poverty and deplete a woman’s financial capabilities. This can
be direct: an abusive partner may limit a woman’s access to money, prevent
her from using financial services, stop her from working, and make her feel
incapable of managing her finances.

5. The links between abuse and poverty are also often indirect: experiencing the
most extensive abuse and violence is strongly linked with low self-esteem
and mental ill-health in women?2. Some illnesses, such as PTSD, anxiety, and
depression may make it very difficult for a woman to successfully manage
her finances.

Question 3: Consequences of women'’s financial exclusion - the
relationship between financial exclusion and other forms of
disadvantage

6. Experiencing financial exclusion can make a woman more vulnerable to
further disadvantage. Women who have limited access to financial resources
are easy targets for perpetrators of abuse and exploitation. For example 28%
of homeless women have formed an unwanted sexual partnership to get a
roof over their heads, and 20% have engaged in prostitution to raise money
for accommodation?3.

19 Joining the Dots, The combined burden of violence, abuse and poverty in the lives of women,
DMSS research and Herriot Watt University for Agenda (September 2016)

20 Hidden Hurt, DMSS research for Agenda (2016)

21 ibid

22 jbid

23 Crisis, Homeless women: still be failed yet striving to survive, 2006
http://www.crisis.org.uk/publications-search.php?fullitem=182
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7. Women’s experiences of mental ill-health are often linked to financial
exclusion. Poverty and financial instability have a significant impact on
women’s mental as well as physical health. Trauma from abuse is also a key
driver of women’s mental ill-health?*, and experiencing both abuse and
poverty is associated with the poorest mental health outcomes for women,
suggesting their impact is cumulative.

8. Our forthcoming research estimates that there are approximately 1 million
women in England who experience the combined burden of poverty and
extensive abuse and violence?®. Half (55%) of this group have a common
mental illness, and nearly four in ten (38%) have attempted suicide?®.

9. These women are particularly likely to face precarious financial situations.
Nearly a third (29%) had struggled to find work, and 38% feel their
employment is insecure?’. Many of these women seek financial support from
non-standard sources. 37% of this group of women borrowed money from a
pawnbroker, money lender (including loan sharks), or friends and family in
the previous 12 months?8,

10.This cycle of trauma, disadvantage, and financial exclusion can continue
across a woman'’s whole life course. 77% of women who experience the most
extensive abuse and violence are mothers??, and this financial exclusion can
also have an impact on their children.

11.1t is important to recognise the links between financial exclusion and the
particular roles women occupy as mothers and carers. For example, women
often bear the responsibility for ensuring the household’s costs are covered
and may need quick access to money to meet particular costs related to their
children.

Question 7: Addressing financial exclusion and responsibilities

12.The most excluded women are excluded not because they have taken
insufficient responsibility for their lives, but because they face problems
almost no one would be able to overcome alone. Most have been victims of
serious violent crime, often repeatedly. Many have been unable to access to
even a minimal level of support. For them, financial inclusion is not a
guestion of personal responsibility - it is often impossible without help.

13.Government has significant responsibilities with regard to many of the
complex problems women in multiple disadvantage face. Protecting women
from violence and abuse and treating mental ill-health, for example, are both
clearly in the purview of government. If the government does not discharge
these responsibilities, there is little hope of financial inclusion for these
women.

24 Hidden Hurt, DMSS research for Agenda (2016)

25 Joining the Dots, The combined burden of violence, abuse and poverty in the lives of women,
DMSS research and Herriot Watt University for Agenda (September 2016)

26 ibid

27 ibid

28 ibid

29 Hidden Hurt, DMSS research for Agenda (2016)
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14.The Government also has a role in directing priorities and understanding of
financial exclusion. By recognising the gendered nature of financial exclusion,
the Government can help ensure the right support gets to the right places.

15.0nce those priorities are set, the third sector is vital to delivering specialist
services for women to support their inclusion in the economy. A number of
successful models exist which support women all the way from crisis point to
independence, including delivering financial literacy.

16.However, such services are few and far between, and struggle for funding. To
ensure all women who need them can access them, it is essential that local
and national government recognise the value of supporting women
holistically and in a gendered way. Agenda recommends the provision of a
central pot of funding for such services, to cover the gamut of support they
offer.

Questions 10 and 12: Government policy and regulation in addressing
financial exclusion

17.Women’s needs must be recognised in local and national efforts to prevent
and tackle financial exclusion. Given the extent of the barriers to financial
inclusion faced by the most disadvantaged women, such efforts will have to
be coordinated across a number of different Government agendas.

18.Currently, many women with complex needs cannot access any support
services because their needs in any one category are too low to meet service
thresholds, or because their combination of needs is too complex for services
to deal with.

19.Women need to be able to access holistic, gender-specific support services,
which are able to help them deal with the range of problems they face. Such
services provide the support women need to stabilise their lives, on top of
which financial literacy and resilience can be built.

20.Approaches to financial exclusion should therefore have reference to and
influence on other government strategies, particularly violence against
women and girls as well as public and mental health, and homelessness.

21.Women with complex needs are likely to need education programmes tailored

to these needs and such programmes should be offered in settings which are
easier for these women to access, for example in women’s centres.

13 September 2016
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Summary

1. The UK’s population is ageing. Older people are a highly diverse group
and in many cases those experiencing financial exclusion will have much
in common with other age groups (for example, a low income, disability,
digital exclusion). However some aspects of exclusion are either unique
to the older population or significantly more prevalent among them and
therefore it is important to look specifically at how financial exclusion
affects older people.

2. In particular, digital exclusion or being a less confident digital user and
living with multiple, overlapping impairments may disproportionately
affect older consumers and may require different solutions to those used
by younger consumers, or adaptations to technological solutions.

3. Age UK usually sees financial exclusion caused by one of a combination
of:

a. mainstream financial services that do not meet the needs of older
consumers e.g. banking services move online without suitable
alternatives, meaning that older people who are not confident
internet users are excluded from directly participating in the system
and can only access it through family and friends;

b. financial services discriminate directly against older consumers, e.qg.
in insurance and mortgage lending; or
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c. older people who do not have sufficient financial capability to be
adequately included, this could be because of changes in the
external world, changes in their own situation, low confidence or an
inability to access information and advice.

4. Age UK defines financial inclusion as access to the financial services and
products needed to safely, conveniently and affordably access and
manage money and to participate fully in society. Changes to the way
that essential services and bank accounts are accessed and recent
pension reforms have increased complexity and placed more responsibility
on the individual consumer.

5. We set out detailed proposals for action in our main response below,
however we would prioritise the following:

e Place a statutory duty on the Financial Conduct Authority (FCA) to
promote financial inclusion as one of its core objectives, as recommended
by the Financial Inclusion Commission. This duty should include a
mandate to require financial service providers to meet designated
standards in relation to access and customer service. We identify the lack
of safe, convenient and affordable access to payment and money
management services as one of the first issues the FCA should address
under such a duty.

¢ High level attention within Government on financial inclusion

¢ Improve access to information, guidance and advice

e Require inclusive design of products and services

¢ Consider financial inclusion during policy change

e Review the law on age discrimination as it relates to financial services

e Maintain access to essential services for people who are not online and
launch a refreshed digital transition strategy.

The older population

6. In mid-2015, the number of people in the UK aged 65+ stood at 11.6
million, with 3.1 million over the age of 80.3° These numbers are forecast
to rise to 18 million and 6.3 million respectively in 2039.3! While people
aged 65+ spend over £145 billion per year,3? and wealth has an upward
skew by age, there is a high degree of inequality among the older
population. According to DWP, around half of pensioners live on incomes
of £11,000 or less per year,33 a quarter of people aged 65+ have net
financial assets of £5,000 or less and six per cent of people aged 65+ are
reported as having net financial assets less than zero (ie their liabilities

30 ONS 2015.

31 ONS population projections, Oct 2015.

32 Calculated from ONS population and spending data by age.
33 DWP Pensioners’ Income Series 2014/15.
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are greater than their assets).3* Within the older population there will
therefore be many different forms of financial exclusion.

What is financial exclusion? (Qs 1-4)

7. In Age UK'’s view, financial inclusion means access to the financial services
and products needed to safely, conveniently and affordably access and
manage money and to participate fully in society.

8. On this definition, the minimum requirement for older people to be
financially included is to have sufficient income to live above the poverty
line, to be able to safely, conveniently and affordably access essential
financial services and utilities, not to be discriminated against on the
grounds of age and to have a sufficient level of financial capability.

9. We are therefore interested, for example, not just in whether someone
has a bank account, but whether they are able to operate that bank
account appropriately. Further, the extent of what financial services are
‘essential’ will change over time. For example, the recent pensions
reforms now make it essential that people with defined contribution
pensions who do not choose an annuity have access to affordable and
appropriate financial information, guidance and advice throughout their
retirement. Much of our evidence in this submission focuses on the more
traditional understanding of financial exclusion as relating to ability to
access transactional banking services, however we add some specific
comments on new and emerging risks to financial inclusion, especially
connecting to managing income and assets in retirement.

10.We note that it can be difficult to define financial exclusion by a set of
objective criteria. For example, Anne may choose to use a Post Office
Card Account to receive benefits and withdraw the total in cash each
week. This is likely to be less cost effective and on some levels less
convenient than using a conventional bank account with direct debits and
other payment methods. If Anne is aware of the other options and has
chosen to continue to operate in cash using the Post Office because she
values the face to face interaction and prefers to continue to use the
budgeting systems she has always used and is able to conduct all the
activities and access the services she needs then we may not see her as
excluded but as having made a choice and having access to services
which meet her particular needs. If on the other hand Anne is unable to
trust banks because of previous bad experience, has tried to open an
account but has been told she does not have adequate identification, has
tried direct debits but ended up with unexpected bills she could not afford
or has no way of safely drawing cash without relying on somebody else,
then we may see her as excluded.

34 ONS Wealth and Assets Survey, Dec 2015.
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Who are the financially excluded and how many older people are
affected? (Q2)

11.Individuals’ needs, opportunities and abilities will change throughout their
lifetime and so older people may move into and out of exclusion. Further,
as longevity rises, complexity increases and there is more emphasis on
personal responsibility, we might expect exclusion to increase, including
among groups who previously managed well.

12.Most existing research into financial exclusion has focused on individuals
who are not using financial services rather than on those who may be
using them but with difficulty. On this measure financial exclusion has
been found to be significantly associated with age, income, qualifications,
ethnicity, housing tenure, source of income and household composition.
Specifically, being aged 85+, having an income in the lowest quintile, ‘no
qualifications’, BAME ethnicity, social or private renting, benefit income,
poor health and living alone are all indicators of a higher likelihood of
financial exclusion.

13.A significant number of older people in the UK continue to be financially
excluded, despite some improvements over the last fifteen years such as
the reduction in pensioner poverty and the wider availability of basic bank
accounts. Age UK estimates that at least six hundred thousand older
people are financially excluded, depending on data source and definition,
as shown in Table 1.

Table 1: Indicators of financial exclusion of older people in the UK

Indicator Percentage of Number
reference group

Pensioners with incomes 14% 1.6 million
below the poverty line

People aged 50+ excluded 2.6% 607,000
from all financial
services on ELSA 2015
measure

People aged 65+ not 9.3% 1.1 million
reporting access to a
transactional bank
account (ELSA 2015)

People aged 80+ who 28% 870,000
never use a credit or

35 Kneale 2012.
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debit card to buy
things

People aged 65+ with 19% 2.2 million
lowest scores on
financial capability
scale

People aged 80+ finding it 24% 760,000
difficult to get to a
bank or post office to
use counter services

People aged 80+ 19% 575,000
concerned about the
impact of branch
closures on access to
counter services

People aged 55+ who are 30% 5.8 million
not recent users of the
Internet

People aged 75+ who are 61% 3.2 million
not recent users of the
Internet

People aged 80+ not using 93% 2.9 million
Internet banking

People aged 65+ not 30% 3.5 million
reporting purchase of
home contents
insurance

People aged 65+ not 43% 4.9 million
reporting purchase of
buildings insurance

People aged 65+ 7% 840,000
experiencing difficulty
with five or more
activities of daily living

People in the UK with 1.3% 850,000
dementia (all ages)
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Sources: See Appendix.

Note: The above numbers are overlapping rather than additive. Being drawn
from different sources, it is not possible to identify the exact number of
individuals affected by multiple measures of financial exclusion.

What are the causes of financial exclusion? (Q1)
14.We usually see financial exclusion caused by one of a combination of:

a. mainstream financial services that do not meet the needs of older
consumers e.g. banking services move online without suitable alternatives
and older people who are not confident internet users are excluded from

directly participating in the system and can only access through family and
friends;

b. financial services discriminate directly against older consumers, e.g. in
insurance and mortgage lending; or

c. older people who do not have sufficient financial capability to be
adequately included, this could be because of changes in the external world,
changes in their own circumstances, low confidence, or inability to access
information and advice.

Age discrimination in access to financial services

15. Age UK continues to hear about cases of older people excluded from
access to certain financial services (principally mortgages and insurance)
on the grounds of age, though there have been some positive changes in
2015-16 especially in the building societies sector, where some building
societies have removed age limits altogether and others (including
Nationwide, the largest) have raised their upper age limit. The
ABI/BIBA/HMG insurance signposting agreement appears to have had a
positive impact on the availability of insurance for older people, though it
is hard to evaluate precisely due to incomplete data3®, and some older
people are still likely to have difficulty finding insurance at a cost they can
afford.

16.At the present time, financial services are excepted from the age
discrimination provisions of the Equality Act 2010, so financial service
providers are able to discriminate on the grounds of age subject to the
provision that if they conduct a risk assessment, the information used

36 A new provision in the 2016 version of the ABI/BIBA/HMG signposting agreement requires BIBA
to produce a report on successful and unsuccessful referrals, but the first edition of this is yet to
appear.



Age UK

17.

— Supplementary written evidence (FEX0094)

must be relevant and from ‘a source on which it is reasonable to rely.’3”
Nevertheless, the experience of being discriminated against on the
grounds of age strikes many older people as being anachronistic and
unjustified.

Age UK submits that there should be a review of the Equality Act financial
services age exception, with the aim of making financial services
accessible to all older people at prices that are not inflated, but fairly
reflect risk.

Impact of pensions freedoms

18.

19.

20

Auto-enrolment into workplace pensions has been a major success in
addressing exclusion from pension saving, with over 10 million workers
estimated to be newly saving or saving more38. However, initially at least
many will be retiring with small pension ‘pots’, which is bringing new
challenges for financial inclusion.

From April 2015, people with defined contribution pensions no longer have
to buy an annuity. The increased choice means that (i) pension savers
face increasingly complex decisions at retirement and (ii) many will
continue to face similarly complex decisions throughout retirement. Even
if savers have relatively small pots of retirement saving, decision-making
can be extremely complex, especially where decisions need to take into
account impact on benefit income and debt.

.Pension savers with modest amounts are unlikely to be able to afford

regulated advice and take-up of the free Pension Wise service is not as
high as we would like. Age UK would like to see ‘default’ pathways built
into pensions that would still allow choice but simplify decision-making
and reduce the risk of making poor decisions. Where savers have been
defaulted into retirement saving they may have even less experience of
actively managing investment finances than other savers and may benefit
more from defaults.

Scams

21

.Consumers who are not financially capable, are not confident users of the

channels they need to access financial services or are not well connected
to networks which raise awareness of scams may be more susceptible to

37 EHRC 2016, p 51.
38 DWP, Workplace pensions: update on analysis on Automatic Enrolment 2016



Age UK — Supplementary written evidence (FEX0094)

fraud than others. The impact of fraud can be immense at any age, both
in terms of the financial loss and also loss of confidence.

What policies and strategies should be adopted to address financial
exclusion? (Qs 5-13)

22.We recognise and are supportive of the various industry efforts to reduce
financial inclusion and improve services for vulnerable consumers.
However we note that to date many of the key developments in financial
inclusion have involved Government or regulatory intervention and at this
stage therefore believe that Government has a vital leadership role to play
in order to make sure they do not fizzle out. Financial exclusion also has a
cost to the Government, for example in providing Post Office Card
Accounts.

23.Examples of areas where government or regulators have successfully
stimulated action include:

e Treasury involvement in Basic Bank Account developments.

¢ Auto-enrolment into workplace pensions.

e Treasury Select Committee work on the future of cheques was pivotal in
ensuring this valued form of access was maintained, followed by
legislation to permit cheque imaging.

e Actions prompted by the Financial Conduct Authority’s work on vulnerable
consumers and developing a strategy for the ageing population.

e Establishment of public financial guidance services, such as Pension Wise
and the Money Advice Service, including funding for financial capability
interventions and debt advice

24.More generally, universal service obligations give UK citizens and
residents certain rights to access to essential services such as water,
energy, postal services and telecommunications.

25.In this context, we note and support the recent calls of the Financial
Inclusion Commission which include:

e To designate a senior government minister with responsibility for financial
inclusion.

26.In Age UK'’s view, the priorities for action to promote the financial
inclusion of older people are:

e Place a statutory duty on the Financial Conduct Authority to promote
financial inclusion as one of its core objectives, as recommended by the
Financial Inclusion Commission. This duty should include a mandate to
require financial service providers to meet designated standards in
relation to access and customer service. We identify the lack of safe,
convenient and affordable access to payment and money management
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27.

28.

29.

services as one of the first issues the FCA should address under such a
duty.

Imgrove access to information, guidance and advice

Require inclusive design of products and services

Consider financial inclusion during policy change

Review the law on age discrimination as it relates to financial services

Maintain access to essential services for people who are not online and
launch a refreshed digital transition strategy.

Financial information, guidance and advice

The Government should ensure there is good public financial guidance,
free at the point of use, to assist people make key decisions relating to
their budgeting, pension and other savings, and whether or not to
purchase financial products, including credit cards and others forms of
access to debt. This must be available throughout and not just at
retirement.

To support the guidance, consumers need to be able to access
independent, relevant and accurate information.

Inclusive design
Products and services including information and advice must be designed
to meet the needs of the widest possible range of users. One major
barrier to this in the case of older people is lack of research into how older
people actually use financial services and a poor understanding of their
needs. This can be challenging because some groups will be excluded
from common research methods, such as online surveys. The coping
strategies used by older people may also hide their needs further e.g.
people who cannot access their own accounts and give passwords to
family and friends, therefore appearing to be online. However various
studies including by the Payments Council and more recently the Financial
Conduct Authority and Finance Foundation have demonstrated how these
barriers can be overcome. Combined with detailed customer journey
planning and other design approaches this has the potential to
significantly reduce exclusion among older consumers.

Consider financial inclusion during policy change especially
around pensions

The Government should take a strong lead in ensuring that the pensions
dashboard currently under development is easy to use, accessible,
includes all pensions saving and the State Pension and contains tools
which allow consumers to make good decisions

Government, advice and guidance providers must work together to
improve take up of guidance and advice and ensure that public financial
guidance meets the increasingly complex needs of users. Increased
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research and sharing of the experience of Pension Wise to date will
provide a sounder basis for future developments.

e The Government and industry should examine current customer journeys
and develop ‘default pathways’ to assist people at retirement. Experience
within this sector has shown the limits of consumer education and
provision of information and advice. At the same time we have seen
significant success with defaults such as auto-enrolment.

30. Review the law on age discrimination in relation to financial
services

¢ Review the Equality Act financial services age exception, with the aim of
making financial services accessible to all older people at prices that are
not inflated, but fairly reflect risk.

31. Maintain access to essential analogue services

e Government, regulators and the banking industry should work together to
achieve universal coverage of accessible banking services via bank
branches, post offices or community facilities and/or by the creative use of
new technology.

e Ensure that older people can access cash, use cheques and complete
other money-related paperwork in a convenient way throughout the
country.

e Ensure that methods of third party financial assistance (Powers of
Attorney, third party authorities etc) can be set up and used conveniently
throughout the country.

e Give the FCA a mandate to require financial service providers to meet
designated standards in relation to access and customer service.

32. Launch a refreshed digital transition strategy

e Achieve universal UK-wide Internet and mobile coverage, at speeds that
enable digital banking and other Internet-based financial services to be
carried out quickly and efficiently.

e Address the cost barrier to Internet access for very low income
households, including many retired people on low incomes.

e Re-design Internet and mobile access technologies to make them age-
friendly, for example by developing new interfaces, new information
displays and new ways of passing security.

e Provide assurance of the security of Internet and mobile financial
transactions by initiating a comprehensive anti-fraud and computer
security strategy.

e Ensure adequate provision of skills training and support for those who
need it.

Other Matters
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Personal responsibility for financial inclusion (Q7)

33.When Age UK hears about or offers advice in relation to financial exclusion
it is nearly always in situations where people (themselves or their carers)
are trying to take personal responsibility for financial inclusion but either,
(@) do not have the information they need to do so, or (b) have met a
barrier of some sort. From our point of view it is more productive to tackle
the information deficits and barriers than to engage in a general
discussion on personal responsibility. We note that many government
policies over the past several administrations have, in fact, increased the
amount of responsibility that individuals need to take in respect of their
finances, for example by increasing choice at retirement.

Government role in relation to Fintech (Q14)

34.From Age UK’s point of view, one of the most productive interventions
government could make in relation to Fintech would be to require
developers of financial technology to adopt inclusive, age-friendly design.
As argued elsewhere in this submission, from the point of view of most
older people, Fintech must be radically simplified in terms of interface, use
and ‘passing security’. Older people also need greater practical
reassurance of their security in an online environment. At the moment
there is a generalised fear among many older people of fraud, scams,
computer insecurity and data breaches which is holding back the adoption
of Internet-delivered financial services even among those who already use
digital technologies to a certain extent.

35.1In relation to data capture (Q14), customers need assurance that
captured data will be used for the benefit of the customer rather than the
service provider. As we have seen in the insurance market,3° data capture
can lead to predatory pricing and increase the information asymmetry
between provider and customer. Any regime for data capture should be
designed and regulated to prevent this from happening.

An appendix with the supporting research for this submission follows.

(end)

Appendix: Supporting Research

3% For example, Thomas 2012.
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A1l. Measuring financial exclusion of older people in the UK (Q2)
Al.1 The poverty measure of exclusion

According to DWP, 1.6 million pensioners in the UK have incomes below the
poverty line, with a further 1.2 million having incomes just above the poverty
line.*® This continuing level of pensioner poverty reflects three things in
particular:

e The number of pensioners who do not claim all the benefits to which they
are entitled.

e The low relative level of the state pension, due to the breaking of the
income link in 1980 and the relatively recent introduction of the ‘triple
lock’.

e The fact that the UK has never had an occupational pension system with
universal coverage.

A1.2 Measuring exclusion from financial services

In 2012 the International Longevity Centre (ILC) published a study of the
financial exclusion of older people in 2002 and 2008 based on analysis of the
English Longitudinal Study of Ageing (ELSA), which surveys a large sample of
people aged 50+. In terms of single measures of exclusion, ILC found that 8.5%
of older people in 2008 did not report having a current account and, on a multi-
product measure of exclusion, the exclusion rate was 6.8%.4! This equated to
1.26 million people in England and Wales in 2008.

Since the ILC report was written, Wave 7 of ELSA, for the year 2015, has
become available. Table Al shows the percentage of people aged 50+ not
reporting use of selected financial produces in 2015:

Table Al: Percentage of people aged 50+ not reporting use of selected
financial products in 2015

Product Percentage of people

aged 50+ not
reporting use of

Number of people
aged 50+ not
reporting use of

product product
Current account 8.2% 1.9 million
Savings account 38.2% 9.0 million
ISA 43.5% 10.3 million

40 http://www.ageuk.org.uk/professional-resources-home/policy/money-matters/poverty-and-

inequality/

41 Kneale 2012, pp 37-38. The multi-product measure used a scoring system based on the number

of financial products accessed.
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Stocks and shares 75.1% 17.7 million
Unit and investment 93.6% 22.1 million
trusts

Bonds and gilts 92.7% 21.9 million
Private pension 48.5% 11.5 million
Life insurance 65.2% 15.4 million
Financially excluded on 3.1% 740,000
ILC composite measure

None of financial products 2.6% 607,000
listed in ELSA

ELSA, Wave 7, 2015% The total UK population aged 50+ in 2015 was
23,628,900 (ONS)

Table A2 shows the same measures for people aged 65+:

Table A2: Percentage of people aged 65+ not reporting use of selected
financial products in 2015

Product Percentage of people Number of people
aged 65+ not aged 65+ not
reporting use of reporting use of
product product
Current account 9.3% 1.1 million
Savings account 9.3% 1.1 million
ISA 38.7% 4.5 million
Stocks and shares 76.1% 8.8 million
Unit and investment 92.8% 10.8 million
trusts
Bonds and gilts 90.7% 10.5 million
Private pension 27.6% 3.2 million
Life insurance 74.0% 8.6 million
Financially excluded on 2.7% 314,000
ILC composite measure
None of financial products 2.0% 230,000
listed in ELSA

ELSA, Wave 7, 2015 The total UK population aged 65+ in 2015 was 11,611,200
(ONS)

A1.3 Importance of the cash economy and access to cash

For those without a current account, the options are to work and live exclusively
in cash, use a Simple Payment card or open a Post Office Card Account (POCA),
which is a means of receiving state pension and benefits and withdrawing cash.

At the end of 2014, 2.5 million people, over half of whom were pensioners, had

POCAs.*3

42 Queried by Age UK Research Unit.
43 https://www.gov.uk/government/news/post-office-service-for-pensioners-and-benefit-
claimants-to-be-safeguarded-with-new-government-contract



Age UK — Supplementary written evidence (FEX0094)

One persistent finding of Age UK and other research** into the financial
behaviour of older people is the degree to which many older people still operate
in cash, not only to pay bills but also to do their budgeting. For example, a
recent study of the over-80s by the Finance Foundation*® found that 21% never
pay bills by direct debit or standing order, 28% never use a debit or credit card
and 87% never use the Internet for banking or shopping, as shown in Table A4.

Table A4: Survey participants aged 80+ who never use the named
methods of making transactions

Transaction type % aged 80+ Estimated

who never number

use

Write cheques 46% 1.4 million
Take out cash 7% 218,000
Pay bills by direct debit or standing order 21% 653,000
Use debit or credit card to pay for things 28% 871,000
Pay over the phone 79% 2.5 million
Use Internet for banking or shopping 87% 2.7 million
Use cashback when shopping 59% 1.8 million
Total population aged 80+ in 2015 3.1 million

Source: Cooper 2016, p 18.

For people who operate almost exclusively in cash, cash has the benefits of
being tactile and tangible. It can be arranged physically, for example in jam jars
or in specific pockets of a purse, to help plan payments and avoid going into
deficit and incurring high overdraft charges.*® While this might seem
anachronistic to a financially sophisticated reader, for the people concerned it
can be a positive decision, avoiding the risks and complexity of credit and new
technologies.

Cash is also vital even for those who do use other payment methods. Many cash
payments will be small person to person payments e.g. paying a share of a car
ride, a small amount for coffee at a day centre or small gifts. These payments
may be relatively hidden and because small can be easily forgotten, however
they are essential enablers of social inclusion and independence.

Given the importance of cash, it is necessary to look carefully at the means
people have for accessing cash. Bank branches, post offices and ATMs are
essential for access to cash. The free ATM network has improved in recent years,
but bank branch networks are shrinking and smaller post offices, due to limited
resources, are patchy in their performance. Age UK increasingly hears of
communities that have lost all their bank branches, creating significant
difficulties for local businesses and stranded customers, many of whom are in
the older age group. Stranded customers are also affected by limited bus

44 See for example Age UK 2011.
4> Cooper 2016.
46 Cooper 2016 p 25; Age UK 2011 p 16.
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networks, sometimes making a visit to a bank branch a major round trip or, on
occasion, impossible. Banks encourage people to shift to Internet or phone
banking, but cash cannot be withdrawn by either of these channels.

Regarding ATMs, people over the age of 75 report that they are reluctant to use
on-street ATMs because they are concerned about security.*’ Cooper 2016 found
that only 14% of survey participants aged 85+ would use an on-street ATM,
while 30% would use an ATM only in a bank or post office.*® In this age group,
29% had never used an ATM and 17% avoided using one if possible. This means
there needs to be an emphasis not only on availability of ATMs, but on the safe
location of ATMs from the point of view of the older user.

A1.4 Financial capability and exclusion

There have been many surveys of financial capability in the UK, with the results
tending to show that a large proportion of the population has limited financial

skills, even when tested on what might be considered simple questions involving
addition, subtraction, percentages and basic financial or economic knowledge.4°

Addressing the financial exclusion of older people, Sinclair et al 2016 report that
9.2% of people aged 55-59 had the lowest scores on a simple six question test
included in the English Longitudinal Study of Ageing (ELSA). This rate rises with
age until 31.9% of those aged 85+ had the lowest score in the same test.>° This
age-related decline is consistent with findings in the scientific literature that
show that on average financially-related cognitive skills decline with age.>!

Applying the age-related financial capability table in Sinclair et al 2016 to ONS’s
UK population estimates by age group suggests that around 2.2 million people
aged 65+ would be in the lowest scoring bracket on the ELSA financial capability
measure. The Money Advice Service’s 2015 financial capability survey paints a
broadly similar picture. For example, MAS found that only 66% of older people in
retirement were able to answer correctly basic financial skills and knowledge
questions, falling to 53% of those aged 75+.2

It may be that the impact of declining test scores is mitigated by the way older
people choose to manage their money. It is therefore especially important that
older people are enabled to use their full range of coping strategies and not
further restricted by service design.

Age UK'’s experience, as well as research evidence, suggests that it is hard to
teach financial capability in the abstract. People tend to seek assistance when

47 Age UK 2011, p 45; Toynbee Hall & Policis 2013, pp 10 and 31.

48 Cooper 2016, p 21.

4% For example, Ipsos MORI 2015; Lloyds Bank 2016.

50 Sinclair et al 2016, p 3.

51 For example Salthouse 2004. The Edinburgh University ‘Disconnected Mind’ project, part funded
by Age UK, has shown that there is a significant dispersion around the average results for
cognitive function in older age.

52 MAS 2015, p 51.
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they are facing a life event or challenging situation, and the assistance given
needs to be of a concrete, problem-solving nature.>? Sinclair et al 2016 say that
‘financial education may therefore be part of a solution at the margin, but it is by
no means a silver bullet.” We note that evidence on financial capability is
currently limited and that much more needs to be learned about how to help
people to change their behaviour in this area.

In this context it should be noted that a large majority of the UK population do
not access paid-for financial advice. ILC 2015, based on analysis of the Wealth
and Assets Survey, found that only 4.9% of the UK population aged 16+ had
taken advice from an Independent Financial Adviser (IFA) in the previous two
years. Of those who had purchased a financial product the rate of taking IFA
advice was 11.25%.°>* Thus paid-for financial advice is unlikely to play a large
role in improving financial capability, especially for those who are financially
excluded on other measures.

53 Age UK 2015a, p 14; Sinclair et al 2016, p 4; Spencer et al 2015, p 42.
54 ILC 2015, p 5.
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A1.5 Physical access and exclusion

Postcode level data on bank branches, post offices, ATMs and population by age
would be required to identify the precise humber of older people affected by
distance to counter services or the impact of bank branch closures. However an
estimate can be made from the Cooper 2016 survey of the financial practices of
those aged 80+. Of the survey participants, 74% reported that they used
counter services to take out cash and, of these, one third were finding it difficult
to get to a bank or post office branch and over a quarter were concerned about
the impact of branch closures on access.”> Such concerns were also reported in
the 2016 Age UK report, Age-friendly banking — what it is and how to do it.>®

Applying Cooper 2016’s percentages to the ONS UK population data by age, it
can be estimated that 760,000 people aged 80+ were finding it difficult to get to
a bank branch or post office to access counter services and 575,000 people aged
80+ were concerned about the impact of branch closures on such access.

A1.6 Digital access measure and exclusion

Access to the Internet is strongly associated with age, with the latest (2016)
ONS statistics showing that while 88% of people aged 55-64 describe
themselves as recent users of the Internet, this rate drops to 74% of those aged
65-74 and 39% of those aged 75+.>” Among older people, Internet use is
associated with social class, with the '‘DE’ social group having a significantly
higher non-use rate than average.®® There is also a slight gender bias, with older
men having a somewhat higher Internet use rate than older women.>° This may
in part reflect the over-representation of women among the oldest old.

Converting the above percentages into numbers using ONS’s 2015 population
estimates suggests that 5.8 million people aged 55+ (out of a total of 19 million)
are not recent users of the Internet. Of these non-users, 3.2 million are aged
75+.60

Factors contributing to this high rate of non-use are: unfamiliarity with computer
technology and the Internet, cost (for those on low incomes), poor availability of
broadband in many rural and semi-rural areas, lack of age-friendly design and
security concerns about the Internet.®! Security concerns are a particular factor
deterring older people from engaging with Internet and mobile banking. For
example, Cooper 2016 found that only 7% of her sample of people aged 80+
were ‘active Internet bankers’, while fewer than half of those who used the

55 Cooper 2016, p 22.

56 Age UK 2016, pp 11, 27, 29.

57 ONS 2016, Figure 1.

58 Age UK 2016, based on Ofcom data.

59 ONS 2016.

60 Age UK calculations using ONS 2015 population estimates and ONS 2016 Internet use
estimates.

61 Age UK 2016.
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Internet for banking or shopping were doing so more often than once a month.
Respondents reported ‘widespread concerns about either making mistakes or
being caught out by fraud.’¢?

While there has been some improvement in Internet participation rates from
year to year, the rate of change, particularly among those aged 75+, is not fast,
suggesting that it will be many years until Internet use becomes ubiquitous
among the oldest old. Age UK’s 2015 research into the digitally excluded found
that the barriers to Internet uptake among some older people were high and
that programmes to change this would need to be sustained and well
resourced.®?

A1.7 Impact of physical or cognitive ageing

Physical and/or cognitive changes can impact ability to access financial services.
Data from the English Longitudinal Study of Ageing suggest that the proportion
of people with five or more difficulties with activities of daily living rises from
around 3% in the 65-69 age group to around 20% at age 90.%* Age UK regularly
hears about the difficulties such people have in accessing financial services,
where problems with mobility, dexterity, stamina, hearing, vision and cognition
can combine into very high practical hurdles in accessing transactional banking
or selecting new products.®> Applying the above percentages to the ONS UK
population estimates for 2015 suggests that around 840,000 people aged 65+ in
the UK are affected by five or more difficulties with activities of everyday living.

Normal age-related cognitive decline has an impact on financial capability. Mild
cognitive impairment can severely affect interaction with money and financial
services.®® The extent to which this limits an individual’s ability to manage their
money will depend significantly on the design of the services they use and the
other support available to them. It is not inevitable that ageing means that we
will become unable to manage our own finances.

The onset of dementia makes independent financial management increasingly
impractical and forces a person to be reliant on others for financial management
via Power of Attorney or a Court of Protection Deputyship Order. According to
the Alzheimer’s Society, there are 850,000 people in the UK with dementia.®’
These people depend on unpaid carers and other forms of assistance to conduct
their financial affairs, meaning that the methods and convenience (or not) of

62 Cooper 2016, p 15.

63 Age UK 2015b, pp 5, 39-41.

64 Mortimer & Green 2015, p 15.

65 See for example Vass 2016; Toynbee Hall & Policis 2012.
66 Lichtenberg 2016.

67

https://www.alzheimers.org.uk/site/scripts/documents info.php?documentID=535&pageNumber=

2


https://www.alzheimers.org.uk/site/scripts/documents_info.php?documentID=535&pageNumber=2
https://www.alzheimers.org.uk/site/scripts/documents_info.php?documentID=535&pageNumber=2

Age UK — Supplementary written evidence (FEX0094)

third party assistance affect probably more than two million people at any given
time.

A3 Financial exclusion arising from the incomplete digital transition

(Q1)

A salient feature of the UK in 2016 is the incomplete nature of the digital
transition, particularly as it affects older people. While Internet use is almost
universal among people in their twenties and thirties, a majority of the over-75s
and a large minority of the 65-75s are still not online.®® Non-participation in the
Internet by people aged 65+ is a product of the cost (out of low incomes) of
Internet access and devices, unfamiliarity, lack of age-friendly design, age-
related disabilities and security fears. Together, for some older people, these
factors create an insurmountable barrier.®°

Furthermore, the Internet itself is not yet ubiquitous in the UK. There are many
rural and semi-rural areas that have Internet and/or mobile black-spots or low
running speeds, which make a satisfactory Internet experience difficult or
impossible.”% It is hard to persuade people to try something new when the
infrastructure itself is not yet of a quality standard.

A3.1 Closure of bank branches

Despite the large number of people who are not Internet-enabled, banks are
closing branches at a high rate. It has been reported that 1700 branches have
closed in the last five years’! and further closure programmes have been
announced in 2016. Branches are closing even in busy tourist locations such as
Glastonbury and Windermere. While banks report low footfall in their closing
branches, this is contradicted by observers and community groups who report
that closing branches are often busy.”?

Participants in Age UK workshops tell us that face-to-face services are important
for them”3 and Cooper 2016 reports that a high proportion of people aged 80+
have concerns about bank branch closures or are already having difficulty
accessing bank branches and post offices.’*

At the moment, the contradiction between analogue reduction and digital
exclusion is insuperable, leaving many older people in a very difficult situation.
To bridge the divide, new thinking is heeded. There could be solutions involving:

68 ONS 2016.
6% Age UK 2015b.
70 See map at: http://researchbriefings.files.parliament.uk/documents/SN06643/SN06643.pdf

71 Treanor 2016, based on figures collected by the Campaign for Community Banking Services.
72 For example Prestridge 2016.

73 Age UK 2016

74 Cooper 2016, p 22.
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e Shared bank branches.

e Enhanced banking capabilities for the post office network.

e Banking access in community facilities.

e Using new technology to create age-friendly banking access at a distance.

Whether solutions will be found by the industry acting voluntarily remains to be
seen. Age UK suggests that the government will need to be pro-active to ensure
that all older people can conveniently maintain access to banking services in the
years immediately ahead.

A3.2 Digital exclusion and switching for ‘best deals’

Digital exclusion has an additional impact, hampering offline people from gaining
access to the best offers for financial services such as savings and insurance and
other services such as energy and telecommunications. Service providers are
increasingly separating their customer base into ‘active’ and ‘passive’ customers,
offering cheaper deals for the former while raising prices to the latter. This
practice is known as ‘demand-based price discrimination’, ‘inertia pricing’ or
‘price optimisation’ and is particularly prevalent in the market for insurance.”> It
is also seen in other markets, such as current accounts and savings accounts,
where offers are made to ‘switchers’ while loyal customers pay more or earn less
for the same service.’®

In such markets, digital access, digital skills and financial capability are essential
for accessing best price offers and those who cannot do this are excluded from
the leading value channel in many contemporary financial and product markets.
Empirically it has been found that older people are over-represented in non-
switching customer groups.””
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Examination of withesses

Philip Connolly, Policy and Communications Manager, Disability Rights UK, and
Lucy Malenczuk, Senior Policy Manager, Age UK.

The Chairman: Thank you very much for coming along. We very much value
the time that you are giving up for the Committee. Welcome to this evidence
session. You have in front of you a list of interests that have already been
declared by members of the Committee. This meeting, as I think you know, is
being broadcast live via the parliamentary website, and a transcript of the
meeting will be taken and published on the Committee website. You will of
course have an opportunity to make any corrections that you feel are needed.

Could I ask you both to say a few words, from your experience, about the
nature of financial exclusion that your members—the people you are
particularly concerned about—experience? What do you think are the main
causes of this exclusion?

Philip Connolly: My name is Philip Connolly. I am the policy and
development manager for Disability Rights UK. The experiences of our
members and of the organisations that are members of Disability Rights UK in
terms of poverty are manifold and complex. They have particularly got worse
over the last number of years.

People experience financial exclusion in lots of ways. They experience financial
exclusion because they live in areas with a high concentration of people on
low income and people with disability, where even accessing their cash from
ATMs can be quite a challenge. The ATMs might charge for them being able to
withdraw money, and there might be very few ATMs. That is particularly true
for people in social housing in outlying suburbs of towns and cities.

People may experience financial exclusion because the way they are being
communicated to is not appropriate or even legal. Many of the
communications from financial institutions are standardised. There is no
respect for whether people can actually read, whether people have a cognitive
problem, whether people have a disability that impairs their understanding of
what they are receiving or whether they are visually impaired and cannot see
the printed word. So, they are excluded from information, which is one of the
more serious forms of financial exclusion.

People experience financial exclusion because their incomes are simply too
low—and falling—to meet basic needs. People are struggling to pay for
housing and food. Perhaps even more important than that is contact with
other people, which is a source of support and information—a source of
financial support in itself. I can come back to this but, increasingly, people are
being driven indoors. Despite the high profile of the Paralympics, we are not
seeing many people with disabilities in our high street. People experience
financial exclusion in other ways, too. Getting access to pay for things is
becoming difficult because of the disability poverty premiums in making
purchases.

On the causes of this, clearly, the austerity programme of the Government
and the cuts in benefits have had an enormous impact. It is a complex
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picture. Many disabled people have the talents and skills to get jobs but face
negative attitudes from employers towards employing them. There are weak
legal protections for people who have become disabled. Often, these people
are failed on performance instead of being supported through the duty to
make reasonable adjustments and to help keep them in employment. More
people are losing their jobs in this way than are getting jobs through the work
programme or work choice.

Another problem here is the poor performance of the Government’s back-to-
work support programmes. People were being presented in the early years of
the austerity programme with, “Don’t worry so much about the cuts. Look at
the fantastic support to help you get into work”, but that has not materialised.
The performance of it is abysmal. So, people are compounded in their
financial exclusion because not only are they facing cuts, but their support is
not there to get into work, and the support is not there to stay in work.

There are many other issues, all connected with this, that we could and
should explore, and I am sure members will have specific questions on these,
but those are my opening contributions from the perspective of disabled
people.

Lucy Malenczuk: We would describe the two ways you might be financially
excluded as relating to either financial capability or goods and services not
meeting the needs of the user. By financial capability, we would include your
knowledge, your skills and your motivation or confidence to interact with the
system.

It is very important that we look at the fact that goods and services are often
not meeting the needs of many of the people we are working for. We separate
it out in that way because a lot of the interventions that we would want to see
might address one or the other.

In more concrete terms of who we are talking about and the problems we are
talking about, we see barriers to people managing their money day to day.
Some of the chunkier questions in that area involve the move of services
online.

A smaller but very important issue is the lack of flexibility for people who need
some help to manage their money. That can happen at two ends. You may
need help to access cash or to communicate with your institution, but you
want to be able to make all the decisions yourself. Alternatively, you may feel
that you would like somebody else to help you with your larger decisions, but
you want to be in control of your day-to-day managing yourself. The system
does not currently work very well for people in either of those situations,
which is why we would talk about flexibility and third-party access broadly.
They would be two specific issues in terms of managing money day to day
that I would bring out.

The other area that we are particularly concerned about—there is a risk here
that we are broadening the understanding of financial exclusion too much, but
I think it is appropriate to think of it in these terms—is looking at what is
happening in retirement now. I hope there will be more questions on this
later. We are placing demands on people to manage their money and to make
what are complex investment decisions, perhaps not with large amounts of
money, such as how you accumulate enough for the length of retirement that
many of us hope to have. The world is not equipped to help people to do this
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at the moment, as individuals. Those are some of the things that we are
particularly concerned about.

The Chairman: Thank you both very much. I am sure we will pick up on a
number of the issues and themes that you have raised as we go through the
questions.

Viscount Brookeborough: To what extent have policy interventions to
tackle financial exclusion assisted your members? How effective are targeted
interventions to assist the most vulnerable, such as those with dementia, and
are further measures required?

Philip Connolly: 1 think the policy interventions are few and inadequate.
They have even been withdrawn in some cases. For example, many local
councils implemented their own welfare support measures as part of
emergency procedures to help people with disabilities who are facing the loss
of benefits. Many of those schemes have since been withdrawn. The policy
interventions and support are few and far between, and they have been
progressively withdrawn. Under universal credit, severe disablement premium
has been withdrawn. When people were migrated from the disability living
allowance to the personal independence payment, even before the
assessment was created, it was announced that 600,000 fewer people would
get the support. The effect of all the assessments has been to restrict
eligibility and ration the number of people who can obtain support.

People often focus on the people who are on benefits, but huge numbers of
disabled people are now not in receipt of any benefits, such as the personal
independence payment or the employment support allowance, through the
effect of the work capability assessment and the fact that we have now moved
to the abolition of the mild or moderate categories in social care, so that only
people in the severe and critical categories receive social care. We have had a
succession of assessments—and the trend is continuing—that restrict eligibility
and ration support, and many disabled people are outside those systems now.

Viscount Brookeborough: I have a more general question, which applies to
both of you. Obviously, those people who are the most excluded are those we
do not have contact with, either from the banks or from you or from anybody
else. Organisations such as yours either have a membership or they are
involved with a group of people. We talked about the banks and their social
responsibility. To what extent do you take on that social responsibility? Do
you have programmes? Do other organisations, representing the blind or
whatever? What programmes do you have for contacting every single one of
the people you are in contact with about financial exclusion and ensuring that,
if they are capable of it, they may be aware of it?

Philip Connolly: We run a second-tier advice service. We provide an advice
service for people who are on the front line giving welfare rights advice. We
expect that most people, even if they do not have a bank account and do not
get any financial support from their bank or the banking sector, might go into
a citizens advice bureau or a money debt agency and might get advice from
those people. We provide advice to the people who are advising them. We are
a very small organisation; we are a national organisation. We are very small,
but we are trying to deal with all the public policies, which affect about 12.2
million people.
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There are severe limits on what we are able to do, but it is in this area—

Viscount Brookeborough: Are you proactive, or do you wait for somebody
to ask you? To the people you are involved with, do you say, "Do you have a
bank account?”, or is that too much intrusion? Do you say, “Do you have any
savings? If not, here is who you should go to”?

Philip Connolly: 1 fulfil the campaign, policy, research, development and

communications function of our organisation. That is how small we are. I try
to split my own workload such that I spend about 40% of my time trying to
be proactive and about 60% trying to react to aspects of government policy.

There are particular programmes that I am developing to help young disabled
people in particular to get work. I could mention those and am happy to talk
about them, but I thought they might be outside the remit of your Committee.

Viscount Brookeborough: Well, we are really talking about the exclusion bit
rather more than the work in itself.

Lucy Malenczuk: To answer your second part first, we have an information
and advice function. A significant part of that is reactive. People call up the
advice line, and we still send out paper copies of a number of guides that we
have, or we will talk people through them over the phone. We will also try
proactively to distribute those guides at various events where we think people
who might need them will be.

We are fortunate to have a very strong network of local Age UKs, which will
be much more proactively involved, going out and trying to find people who
need support.

Viscount Brookeborough: Are all those local ones—we have them in
Northern Ireland, in our local villages—aware that they should be focusing on
financial exclusion? You help them in various other ways, with trips and
looking after them.

Lucy Malenczuk: They might not call it financial exclusion. It would probably
be “managing your money” or asking whether they need some help with
something else, but, particularly if somebody is providing benefits advice, it
would come up as part of that. I think it would come up as an adjunct to other
things that are likely to be core activities.

We run some more specific programmes, which will be really proactive, going
out to try to find people who need help in addressing this issue in particular.
That will not be happening across the entire network, because it is simply a
funding issue.

In terms of quality interventions more generally, in the past, we have seen
some very successful interventions, and the Financial Inclusion Taskforce was
certainly one of them. I hope that we are now moving on from the focus on
getting people a bank account, which is very important, to a bank account
that they can use and that works for them. Certainly, we have a lot of people
who, on the surface, look banked, but I would say they are not banked. If you
withdraw all your money in cash once a week and direct debits do not work
for you, because you do not have the margin to allow for the failure of direct
debits, am I making you more financially capable to encourage you to use
that service? I am probably not, actually. It is a case of whether those
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services work for you and whether you know how to use them. That is the
kind of intervention that we would like to move towards.

We are seeing a lot going on right now—this has been mentioned before with
the FCA’s work on vulnerability, access and its ageing population strategy,
which we are obviously extremely pleased about—but I would say that the
proof is yet to come out of those interventions. The British Bankers’
Association has a task force, but a task force does not help me access my
cash or make it easier for me to register my power of attorney. That is where
the recommendations that have been made previously around having a
greater focus could be really useful.

You mentioned the case of the hardest-to-reach people—the people we do not
have contact with. One of the biggest problems is that we do not know them
and they are not researched. That is a really big problem for the older
population. It is getting a bit better, but it is not good enough. We do all our
research online and we say that everybody is using online services, but of
course the people you ask on the computer say that they are happy to do
that. I do not believe you have managed to do the jiggery-pokery especially—
that is the wrong word. You can to a certain extent, but not adequately to
cover that hard-to-reach group.

Are we really trying to understand how these people are using financial
services and what their needs are? That is very important.

Baroness Primarolo: I wonder if we could focus specifically on the question
of dementia and of being able to identify the vulnerabilities. What I have in
mind here is that we all probably know individuals who manage perfectly well
all their lives, but the development of dementia means that their capability to
continue to do that can decline, and nobody knows. Then, there is a most
almighty financial crisis, which will bring together a whole range of things.

When you were talking about identifying vulnerabilities and power of attorney,
I was interested in whether there is more that we can require to be done that
recognises an individual’s fluctuation. It would not just occur with dementia,
of course. Due to other pressures on them and on their health, things can
decline and improve. What could we do there? We are seeing more and more
people ending up in a terrible mess with the bank, with tax and with the
payment of bills or whatever, simply because nobody knew about the
presence of developing dementia in their lives.

Lucy Malenczuk: There are a range of interventions, some of which are
perhaps beginning and will need to be drawn along and some of which will not
have started yet. In terms, specifically, of how we could require that to
happen, I might have to think. I do not think we have a call at the moment
around the requirements, save that we think that, to be able safely,
conveniently and affordably to access financial services, which I think has
particular relevance for the group we are talking about, is an essential service.
There is a strong case now for moving further beyond things like the duty of
care to say that this is an essential service. There are a lot of costs to
individuals and society if it is not adequately provided. That should be our
expectation behind everything. Flowing from that, you may have more specific
requirements.

In terms of the interventions, working on the stuff the FCA has done to help
encourage identifying vulnerabilities through staff training and recognising
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patterns of spending, a lot of work has been done there. Firms also need to be
able to respond to that, and I am not sure that, currently, we always have the
services to give people the flexibility to manage their money in the way that
we would like them to in order to maintain independence.

The biggest thing will be encouraging people to plan ahead, with help
managing their money. There is a stream of work that we are involved in on
that, saying, "What do we actually know about how we can encourage people
to plan ahead, not in terms of saving but people thinking that they may need
some help with their finances? How would they be happy to receive that?”
That needs to go in tandem—and, hopefully, is at the moment—with the
developments that say what is available to people. It is then about working
out how we communicate that effectively to people.

Baroness Primarolo: What I had in mind—
Lucy Malenczuk: Sorry, I am not sure I have answered that.

Baroness Primarolo: It is a really difficult area, but what I had in mind was,
for example, the number of people who have decided to take out lump sums
of pensions that would not provide enough of a regular income, because they
know that they are going to have to pay for care, and the development of
their dementia gives that urgency. It might not be the best thing for them to
do at that time, but they then do it in isolation. Is there something that is
joined up that we can do that flags that in the system?

Lucy Malenczuk: In that situation, you have a stronger case for saying that
everyone needs to have a Pension Wise appointment, and to have those
before you withdraw money in some situations. Those kinds of issues will
arise with secondary annuities. We are very concerned about that in
particular, especially where there are joint annuities. How will you spot needs
then? We think that some advice—I know there are questions around costs—
should be required before an annuity is sold on the secondary market.

Lord Harrison: I am very grateful to Baroness Primarolo for pre-empting my
question, but how will recent welfare reforms exacerbate or alleviate financial
exclusion among your members? I have in mind recent pension reforms. Andy
Haldane, the chief economist, says, astonishingly, that he is "moderately
financially literate”, which is good news for all of us, but he was not able to
make the remotest sense of pensions. Tell us more.

Lucy Malenczuk: 1 think this is a question that may not traditionally relate to
financial exclusion, but we saw in the recent Citizens Advice report that people
reaching retirement age with £100,000, not an inconsiderable sum, do not
know what to do with it and put it in their current account. I am not a
financial adviser, but I am pretty sure that is not a good idea over an
extended period.

There are lots of things that we could do to improve the situation as is. The
pensions dashboard is an excellent start, but whether it is really useful will
depend on whether all providers are required to input their information. We
can understand why some providers may not wish to, because there will
probably be a drive to consolidate pots. If you are not very competitive as a
provider, you may lose out, so you may feel that you do not wish your
information to go on to the pensions dashboard. The state pension should also
be included, as should really good tools to help you understand the rate at
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which it is wise to draw down and how to make decisions. We are very
pleased that the pensions dashboard is going forward, but we would like more
attention from the Government to ensure that it is as good as it can be and is
actually useful.

One of the most successful interventions that we have had in this space is
auto-enrolment. We have talked a lot about financial capability. That is an
incredibly long-term, ambitious intervention, and I think we will need what we
call default glide pathways in the intervening time. The industry is always
working with people’s biases and defaults, and we need to do the same now.
It needs to be easier to do the right thing than the wrong thing.

We need improved take-up of Pension Wise and we need to keep monitoring
how well it is performing.

Lord Harrison: Chairman, I wonder whether Philip might like to respond to
that, too, but if I can just plug the last Select Committee I sat on with Lord
Northbrook, we looked at the Equality Act and the effect on the disabled. I
hope that Philip has the opportunity to read that, although it does not
particularly deal with financial exclusion.

Is there anything in the way of recent reforms that affects your disability role?

Philip Connolly: Yes. First, with respect to the previous committee of which
you were a member, Britain is a signatory to the UN Convention on the Rights
of Persons with Disabilities, which was ratified in 2009. There are many
articles in there, but Article 27 covers employment and access to adequate
social protection. Those are cast into doubt by the recent Welfare Reform and
Work Act 2016, which abolishes the work-related activity group for people on
employment and support allowance. Those are people who are too ill to work.
Yet those people are facing a 28% cut in their income from next April.

The trend in welfare reform has been to cut people’s income. All the
engagement that we have with DWP is really about the nature of the cuts. We
do not have a conversation with DWP, for example, about how we can drive
down the costs that disabled people face in their living standards. How can
they start to have a leverage, as a consumer group, over the price of goods
and services sold to them? We do not have a conversation like that with DWP.
It is only ever about, “"Well, we are thinking about this cut. What do you
think?” We provide the evidence about why it is not a good idea, and it then
becomes a reality. The only exception has been the awarding of points for the
PIP in February-March, which led to the resignation of the Secretary of State.
That was a very rare exception.

The Chairman: Lord Harrison, I am conscious that we have already started
to get into pension reforms, but do you want to—

Lord Harrison: I was going to say that I think we have really covered this
question of pensions, and of what happens after you have the ability to draw
down at age 55, very fully; so I suggest we move on.

The Chairman: Okay.
Lord Shinkwin: I am interested, following on from Lord Harrison’s remarks,

in the report of the House of Lords ad hoc Select Committee on the Equality
Act 2010 and Disability, in which reasonable adjustment was a key theme, in
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particular the duty as it applies to providers. I would be interested to hear
your comments on that document.

I would also be interested to know to what extent you feel that the market
has responded with products and services. In its submission, Scope
mentioned that the insurance industry needed to make greater “efforts to
understand how the market is working” and, by implication, is not working, as
may be the case, “for disabled people”.

Do you feel that the market has got it right, is listening and is understanding?
Are there further measures that could usefully be taken, either through
greater encouragement or through regulation?

Philip Connolly: Yes. First, the market is generally unresponsive, largely
because it wants to deal with bulk markets—large markets with large numbers
of consumers within those markets with similar characteristics. The disability
population defies all that. The disability population is big, but very diverse. It
is diverse in terms of its impairments, the severity of its impairments, the
extent to which they have adapted to their impairment or found a coping
strategy and the extent to which they are able to advocate for their own
needs. The disability sector is vast and very diverse. The market generally
fails to distinguish and differentiate.

There are trends that are happening that may stand to make things better.
One trend is in the area of technology, for example with digital fabrication.
One of the projects that I have been running is a mobile digital fabrication
laboratory in the city of Salford, to help disabled people to design and make
their own bespoke products that are appropriate to them and that meet their
needs.

Another trend that may be helpful in this is IBM’s Watson, which is a software
package that allows us to number-crunch non-quantitative data, so that we
can compare terms and conditions of insurance claims, for example.

Then, however, you have to make that public and give disabled people a way
to access that information. Disabled people are the biggest single group who
are not online: 42% of disabled people are not online, looking at the digital
inclusion strategy.

The market needs some kind of coercion over it, and that coercion should take
at least two forms. First, there should be some regulations, which I would look
to this Committee to recommend to government. The other thing should be
helping disabled people to coalesce into communities, and for those
communities to have leverage over the goods and services sold to them, both
specialist and non-specialist.

At the moment, one of the biggest fault lines in the way the Government deal
with disabled people lies in a story that runs like this—or rather, a story that
never runs like this. “"Oh, you are disabled? Have you ever met anybody else
with your condition? Have you ever had some engagement or some
conversation with somebody else with your condition? Have you ever learned
something about adaptation, coping or a responsive strategy from somebody
else in your situation? Have you ever met your peers? Would you like to do
so? Would you like to be part of a learning network? Would you like to be part
of a consumer group that could pool personal budgets and get a better deal
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from providers?” At the moment, that conversation never happens. People are
only ever treated as individuals. They are in a much weaker position because
they are treated only as individuals.

The state could do a huge amount to facilitate that coalescing. For example,
Jobcentre Plus knows a lot about its clients. It knows where they live. It
knows a lot about their backgrounds. That conversation that I have described
never happens when someone goes to Jobcentre Plus.

There is a lot of scope, but this is one of the biggest fault lines that lies
between how disabled people are treated.

The Chairman: Would it be possible for you to provide the Committee with a
bit more information about your project in Salford at a subsequent date?

Philip Connolly: Yes.
The Chairman: It sounds very interesting.

Lucy Malenczuk: 1 largely agree with Philip, unsurprisingly. We could say
that Nest is a market response, which is very positive, but a lot of the things
we might say have come from a government or outside push as well. I do not
think that we have seen a great flourishing of wonderful responses to the
needs of older people by means of the traditional demand, supply and
competition. That is partly because market research typically has not
addressed the needs of older people. There has probably also been
stereotyping around the needs of older people.

Older people are an incredibly diverse group. They are not a one size fits all.
Even as the population ages, you still cannot say that this type of person is
your new market, because there is no “this type of person”, as we all know.

Demand is weak. It is not a strong enough driver to create the outcomes that
we are looking for. I worry that it could get worse as firms become more
sophisticated in analysing their consumers. Will those consumers who do not
appear attractive, in particular, be even less well served? Thinking about the
price optimisation analytics that sit underneath decisions now, not just for
credit but for other products as well, will we see that getting worse? That will
be very hard to advocate around, because it is ever so hidden. That is
something of interest.

Lord Haskel: I suppose I ought to declare an interest as a donor to the
University of Salford dementia unit, which works with your organisation.

You explained the problems, but you did not say whether you thought there
was any way that the market could be incentivised to respond to the financial
exclusion of disabled people. Is it regulation, or should there be any special
accounts? Is there any way that you think it could be incentivised?

Philip Connolly: Yes, absolutely. One of the first ways forward is to help
disabled people form a community and to have the leverage of a consumer
group, with the power to shift things. For example, it is like the way in which
Groupon works. If disabled people could be brought together in a group, they
could negotiate a price. That price might only exist for a certain length of time
or it might be contingent on the number of consumers, but it could be offered
to people on the basis that there are enough people wanting it at that price.
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The spending power of disabled people has been estimated by the
Government at £212 billion. That is known as the purple pound. It is a huge
sum of money, but industry and commerce have very little knowledge of the
market. It is as if everybody is spending a lot of time trying to access the
Chinese consumer market. There is a hidden, underserved market in our own
country, which, globally, is of the same sort of dimensions as the Chinese
consumer market.

Lord Haskel: Could they be serviced, for instance, off a digital platform or
something like that?

Philip Connolly: Yes. There is scope, as I say, with IBM’s tool. It needs
exploring—it is in its infancy—but it offers up the possibility of being able to
help people compare and contrast markets in complex products such as
insurance or travel insurance. There is a need for some investigation in this.

One of our sister charities, Scope, did a report into the extra costs of being
disabled and what was required to remove some of those extra costs. In a
wide range of recommendations that were made, it included recommendations
for the Financial Services Authority and the various regulatory bodies. A lot
can be done in this area, particularly to remove these disability poverty
premiums, whereby, if you are poor, you are paying more for things, because
you lack the consumer leverage. For example, if you can make a quick cash
outlay, you can buy things in bulk. If you are poor, you cannot afford to buy
things in bulk. Those kinds of principles work across all sorts of products and
services. I am sure that the people here know of their own examples.

Lord Kirkwood of Kirkhope: It is a very interesting idea. Motability is a very
good example of what Philip has been explaining. Enhanced eligibility for PIP
gives people access to mobility. I would be really interested in trying to
develop ways to translate some of that. The DWP supports all that, but you
might be able to do something that would give group access to financial
capability. I think it is a very good notion. I am really grateful for the
evidence.

I want to ask you a question about the Post Office card account. I guess it is
really directed more to Lucy than to Philip—but maybe not. On the
recommendations that we could make as a Committee, we are about trying to
enhance capability in any way we can, and those of us who have been in the
game for a long while remember the transition from the old giro book to the
2003 Post Office card account when it was introduced. Over the past 12 or 13
years, it has had a chequered history. It has been two steps forward, three
steps back.

The Government panicked in 2014 and said that they were going to confirm
the existing limited functionality through to 2021, which was of some
disappointment to a lot of us, because it is of course limited. It cannot take
wages in, and it cannot carry direct debits.

It would seem to us as a Committee that we could make a recommendation,
saying that the new Government could look again at the facilities that the Post
Office card account currently offers and enhance them. Does either of your
organisations have a position on that in terms of the representations that you
have made to Government or, perhaps in a wider context, looking at the
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wider pressure group community, are you aware of any feelings that might
encourage us to make a recommendation that the Government should try and
expand what is available through the Post Office card account?

Philip Connolly: 1 think that is one for you in the first instance, Lucy.

Lucy Malenczuk: Our strongest recommendation around the Post Office card
account has been that banks should learn from it and offer a second card on
their conventional account. I do not know how familiar you may be with the
Post Office card account, but there is an ability, which not everybody takes
up, to have a second card on your account. If your son or daughter is the
person who regularly accesses cash for you, or even if you just have the flu
and cannot get out, you can give them this card instead of your own card with
your own PIN. That functionality is something that we would like to see on
conventional bank accounts, because we think it would help a lot with the
third party access issue—which does not answer your question, I am sorry.

Lord Kirkwood of Kirkhope: But it does, actually. What you are saying is
that you do not think the Post Office card account is worth having.

Lucy Malenczuk: No, no, I do. Interestingly, there has been an innovation
within that product, which is not a market-driven product and which is
extremely important for our client group. They have recognised that some
people need help managing and accessing their money, and they have put a
second card on. It shows that it can be done, so there is no reason why other
institutions should not develop something like that. From our perspective, it
has been a bit of a pathfinder in that respect.

We would probably like mainstream institutions’ accounts to be designed so
inclusively that we did not need any of these additional requirements, but we
are not there yet at all. That is another big reason for asking firms to design
more inclusively, so that we do not have to fund all these additional services
for people in different ways.

Lord Kirkwood of Kirkhope: Could Lucy perhaps be invited to produce a
page of A4 expanding that?

Lucy Malenczuk: Yes, of course.

Lord Kirkwood of Kirkhope: I am waiting for the moment when I get my
hands on some Post Office people to give them a really hard time about not
being more adventurous about the limitations on the card. However, you
seem to be saying that you would not want to lose it, because there are
indirect advantages.

Lucy Malenczuk: 1 am not saying that they should not also be more
ambitious, and I would be very happy to write. It was simply to highlight that
they have done something very good, which nobody else has yet done.

Lord Kirkwood of Kirkhope: I did not know that—and that is very useful.

The Chairman: We would be very grateful to receive some extra written
thoughts from you on that. Thank you.

Lord Empey: I have a question on technology, which was touched on earlier,
pointing out that a large number of the client group is currently excluded from
that. Do you see what might be required to ensure that technology reduces
rather than exacerbates exclusion? By definition, we might talk about
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platforms and so on, but to a very large part of the client group that is
irrelevant, because they are not there. However, if more is done using
technology—of course, there can be different types of technology—is it
possible to reach into that client group to prevent them being excluded and to
move them from exclusion to involvement?

Philip Connolly: Obviously, the short answer is yes. We need to make more
of existing assets. For example, schools, colleges, developers and employers
often have massive banks of computer equipment, yet they are in buildings
that are open only around two-thirds of the working day, and the equipment
in them might be available for only half the working day. They are spending
the rest of the time employing guard labour to stop people using it, rather
than training labour so that people might get to learn how to do things on it.

We really need a different attitude towards the current stock. We have to
understand what that stock is, and we have to understand why we do not
have a programme that makes use of it. Why are schools, colleges and
universities not open to the community to go in and learn how to do things—
perhaps how to use money management software, learning to manage bank
accounts or to budget, or learning basic numeracy on that equipment?

We also need to take a leaf out of what Barclays does. It has a thing called
Digital Eagles, which is a mentoring system to help people to become more
digitally savvy. We need some kind of mentoring programme, too. To use the
phrase that I like, we need to connect the people who can inspire to the
people who aspire. We connect the people with the talents and skills to help
people understand and manage what is often a very tiny amount of money
and an unfair amount of money. At least it is trying to connect them to people
who can offer the time and the skill to help them with that. The banks should
finance this.

There are things that could and should be done—making more use of the
assets and having mentoring systems to help with this—but that is one of the
ways forward.

Lucy Malenczuk: 1 think it is a “yes, but”. We will not get rid of the need for
non-digital options for several decades to come, if we ever do. That needs to
be very clear. There need to be alternative channels for people who will not
get online.

That said, there is a lot that we can do to encourage more people online in
Age UK. There is a lot of work on this, and we could write ad infinitum to you
about it, if that would be of interest. There is also more that we can do to
design the products and services so that they encourage people to get online,
by taking an inclusive approach and saying that, if we can design something
for an older person who may not be terribly confident online, who may have
some sight impairments and who may be using old, dodgy equipment,
perhaps we do not all want everything to be very complicated. Perhaps that
will be simple and attractive for a wider range of people. It need not be a
negative form of design; actually, we think it could be a very positive form.

Lord Empey: We have things like silver surfers and all sorts of things that are
attempting to improve the situation, but, as Philip pointed out, anybody who
has ever had a constituency will know that the issue of schools, their playing
fields and their pitches is difficult—some of the schools want grants for more
barbed wire to keep people out. That is an issue that goes way deep into local
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communities, boards of governors, insurance and all sorts of things. However,
I still think there is an underlying reality to the potential benefits in what you
are saying. It makes common sense. They are community assets, after all.

Lord Northbrook: In wrapping the session up, in considering financial
exclusion, where would you like to see the Committee focus its attention?

Lucy Malenczuk: 1 would like to see the Committee strongly recommending
that the Government take a lead, as the Financial Inclusion Commission
asked. I would like that commission—that person—also to increase, in
particular, the transparency of data that we have around how the currently
excluded groups, including—although low income is definitely a very big
issue—some of the more hidden, hard-to-reach groups, are using financial
services now, so that we can understand what the solutions are, based on
good, solid evidence.

I would like an enormous focus on information and advice, recognising that
that needs not just to stop at retirement any more; that will be ongoing
throughout retirement, which is incredibly challenging. We are very concerned
about the direction of travel with the reforms to the Money Advice Service.
Reform may be needed, but we think that there is a huge potential danger
there.

Lastly, firms should be encouraged to design inclusively. That should be the
norm. Financial services are essentially a public good.

Philip Connolly: 1 would like to see the Government compelled to have some
kind of disability impact measure and to understand that impact before they
bring about policy—even before they consult on policy.

A week last Monday, I had a meeting with Dame Sally Coates, who has just
led a review of education in prisons. Her review, Unlocking Potential, which
came out in May, showed that, officially, 32% of the prison population are
people with disabilities. The real belief is that it is a lot higher than that when
you take into account mental health and emotional and challenging behaviour
linked to a disability.

It strikes me that a lot of the people who go into crime do so because of a
lack of opportunity in everyday life. We know that disabled people are on low
incomes, we know that disabled people struggle to get jobs and we know that
disabled people do not benefit, in the main, from a lot of the employment
support on offer.

When the Government deny opportunity, or when the effect of government
policy is to deny opportunity in lots of other areas, inevitably people will end
up in prison. That is one of the places we will find people. We need to
understand the cumulative impact of government public policy on disabled
people’s life experiences. In particular, financial exclusion is a key one here.
At the moment, the Government have resisted this. There have been studies
and literature done on it. That is what we need to understand. We need to
understand the interplay of the different aspects of government policy. That
would go a long way towards informing what the Government choose to do.

The Chairman: I thank you both very much. It has been an absolutely
fascinating session, with lots of very interesting ideas. We are very grateful to
you.
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Philip Connolly: One of our jobs as a charity is to try to give a voice to
people. I just wondered if I would be permitted to read a paragraph from an
email that came from a disabled woman who had contacted us when she
knew that we were giving evidence today.

The Chairman: Would it be possible to send it in to us, so that I can circulate
it?

Philip Connolly: Sure.

The Chairman: It is just that we are slightly behind time now—I do not know
how long it is. If you can send it in, I will ensure that it is circulated to all
members.

Philip Connolly: Okay.
The Chairman: Is that okay?
Philip Connolly: You are the Chairman—it is your decision.

The Chairman: We are just a little behind time. I know that one or two
colleagues have to go, and we just have to transact a bit of further business. I
shall look forward to receiving it, reading it and circulating it. Thank you very
much.
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Definition and causes of financial exclusion (Q 1,2 and 3)

Holding a (transactional) bank account is often used as the top-line
indicator of financial inclusion, but genuine financial inclusion is a broader
concept. It requires access to a full suite of quality financial services - that are
easy to use and meet people’s changing needs as circumstances change over a
lifetime. It also requires that people have the tools - skills and motivation -
needed to manage their financial and economic lives. People can be completely
excluded (usually called unbanked), and/or under-served/poorly-served (usually
called underbanked) by systems which are designed for other circumstances. As
such, financial inclusion calls for:

e Access to a full suite of financial services, including credit, savings,
insurance and payments

¢ Quality, suitable and flexible products and services which are
convenient to use

e People have the financial capability to interact with what the
marketplace has to offer.

While many people are excluded from (conventional) financial services at the
discretion of the service provider (criminal background, past insolvency, poor
credit rating, insufficient residence documentation etc) some people choose to
not have a relationship with e.g. a bank. This may be for reasons of unsuitable
product offering, cost/price, access, fear of unpleasant treatment and mistrust.

One of the main impacts of financial exclusion and/or financial
marginalization is the “poverty premium”, that is the additional cost incurred by
people carrying out their various transactions relative to people who have full
access to financial services. Pay-as-you-go mobile phone contracts, utility
payments, high cost credit and insurance are some of the main areas of live
where additional costs are incurred. These can be quite significant (running into
thousands of pounds).

Addressing financial exclusion (Q8)

For financial exclusion to be adequately addressed, change is heeded on both
the side of the consumer and the providers of financial services. On the side of
the consumer, education, skills and motivation are the key elements. To address
these, interventions should start from a young age, and continue throughout life.
One of the initiatives of the Archbishop’s Task Group on Responsible Credit and
Savings’® is the introduction of financial education and a savings club in Church
of England primary schools (the Life Savers programme).

On the supply side, the major providers of financial services, especially the
banks, are primarily focused on the stable, established, lower risks segment of
the population. To a certain extent, credit unions serve a similar population, but
with some key differences (see below). Much of retail banking is geared towards
people in stable employment, with regular pay cheques, and routine outgoings.

78 Launched in early 2014 and concluded in February 2016, the Task Group was chaired by Sir
Hector Sants and comprised a cross-section of specialists. The final report of the Task Group can
be seen on the ToYourCredit website.
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Pre-authorized overdraft facilities provide a source of short-term credit for a
sub-set of bank customers. In the aftermath of the 2008/09 financial crisis, bank
retrenchment and rebuilding the balance sheet was both required and necessary,
and this led to a tightening of credit provision and withdrawal of services from
some segments of the population. In more recent times, say post 2013, there
has been some progress with, for example the introduction of basic bank
accounts and systems to support the introduction of universal credit which
requires transactional accounts to receive and make payments. Some banks
have extended their service offer to less creditworthy customers, but at the end
of the day, banks are commercial profit making businesses (they do not have a
central social agenda beyond their CSR activities), and their business model is to
offer products and services to customers who serve that goal.

By comparison with the UK, Banks in emerging markets have done a lot to
address financial inclusion, and banks are playing a leading role in providing and
extending financial services to underserved populations. According to the World
Bank’s Global Findex database, over 90% of the 720 million new accounts
opened between 2011 and 2014, were opened at financial institutions, the vast
majority banks. (Credit unions, cooperatives, and postal banks being the
others.) This is due largely to advances in technology which allows banks to
design viable business models that serve otherwise very costly unbanked and
underbanked populations. Interesting, in emerging markets, the majority of
banks treat inclusion as a direct business strategy with a timeline to achieve
breakeven. A few use their CSR to provide complementary services such as
financial education.

“For banks that integrate financial inclusion into operations, digital payments are
the main gateway for new customers, starting with transactional accounts to
make and receive payments. The payments often involve employers/wage and
government/benefit payments as well as payments between individuals. This
starting point means that banks often start with underbanked (more than
unbanked) customer segments in the low-income and informal population and
build their strategies around deepening inclusion for those customers. They
cross-sell products that meet these customers’ needs such as savings, credit,
insurance and pension. Many banks are also launching e-money products,
mainly for the unbanked.” (Extract from the Centre for Financial
Inclusion/Institute of International Finance report — Insights from banks in
emerging markets, July 2016)

Is this type of innovation viable for the UK? Is it realistic for UK banks to
engage with inclusion in the manner that one sees in emerging markets? Is it
perhaps more likely that new entrants to the marketplace will be better
positioned to innovate? The answer to these questions is that is it more feasible
for new providers of financial services to offer innovative products - and this is
where support is best placed: removal of barriers to entry, and a variety of
enabling support mechanisms.

Accessing affordable credit (Q9)

Demand for short term credit of relatively small sums, readily accessible is as
buoyant as ever. In the absence of savings, people need credit to deal with the
lumpiness of income and expenditure (consumption smoothing), an increasing
reality of life today as fewer people are in regular salaried employment. After
transactional bank accounts, access to short-term credit is arguably the most
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important financial service, and the UK consumer credit market is one of the
largest in Europe. Credit cards and bank overdrafts have traditionally been the
most widely used sources of credit, and for the largely banked population they
remain hugely important. However, as the recent FCA study revealed, credit
card debt is not without problems; the CMA review of over-drafts revealed a
similar problem with unauthorized over-drafts and excessive charges.

Next in scale are payday lending and home credit (doorstep lending). At its
peak, payday lending was worth around £5 billion, and served some two million
consumers. Home credit/doorstep lenders serves around 3 million people.
Pawnshops, rent-to-own shops and logbook loans are other sources of short-
term credit. A small humber of credit unions provide short-term credit. Beyond
the legal, regulated market are ill-legal money lenders, the loan sharks. There is
considerable market segmentation, with income/assets, credit rating, age,
gender and location all playing a role as to what type of credit is available to
different population groups. Typically, demand for short term credit increases
with low and volatile incomes, and cost of borrowing similarly increases.

The question of how to provide reliable, affordable short-term credit for
citizens and communities with low incomes and poor credit scores has long been
a difficult and complex public policy issue. There are real moral dilemmas about
who should be able to borrow money and how this access should be provided.
The routes through which many low income people currently borrow money are
far from optimal. Their small-scale, short-term, immediate borrowing needs are
often met by a highly commercial high-cost credit provider - such as payday
lending — as they unable to access cheaper, mainstream financial products.
Advertising and asymmetric information also play key roles.

Payday lending The changes the FCA has introduced since taking control
of the regulatory regime have had a major impact on the payday lending
industry. Indeed, the industry today is markedly different from the headline
grabbing one of two years ago. A number of lenders already exited the market in
2014 - estimates suggest 25-30% of providers, and more continue to do so,
opting not to apply for full FCA authorization. To-date, around 50 firms have
received full FCA authorization to offer high-cost short-term credit (compared to
240 firms operating two years ago), among which are the larger ones, such as
Wonga, Sunny and Quick Quid who have the means to adapt to the new reality.
The other major adjustment is on product offering. Very few firms are now
offering single payment loans, as they are largely unprofitable under the new
pricing regime. Instead, larger instalment loans spanning a number of months
are under offer. Guarantor loans, where family and friends guarantee the loan
are another growth area. They generally offer a lower interest rate than payday
loans as the perceived risk on default is less.

Many of the new firms and new products are building on the innovation
brought to the market by the likes of Wonga. One such new entrant is Provident
Financial Group’s Satsuma. Launched in 2013, self-branded as “best in class” on
price (costing £40/£100 borrowed compared to Quick Quid £72), loan amount
(up to £1000), flexible repayment terms (monthly and weekly), and no hidden
costs (such as missed payment fees). Like the majority of online lenders,
Satsuma is targeted at younger borrowers, in full-time employment who need
short term loans to manage their lives and afford discretionary purchases. In
this way it complements the Provi’s more traditional face-to-face doorstep loan
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(the loan that comes to you), serving the less credit worthy customer. Provident
has also launched a pilot guarantor loan product, offering larger sums of money
over a longer period to borrowers whose own credit record is wobbly, but where
a friend or relative provides a backup guarantee on repayments. Another new
entrant to the online short term credit market is Uberima. Uberima offers
interest-charge only loans, i.e. no other charges, of up to £1000, with flexible
repayment terms. Uberima loans undercut Wonga by around 25% on cost.

According to the Consumer Finance Association (CFA), one of the main
trade associations for online short term credit lenders, at the end of 2015
approximately 80% of loan applications are being rejected and lending volumes
are down by 70%. This largely reflects tighter affordability checks such that only
those with good credit records are granted loans. For those who are denied a
loan, a CFA/YouGov poll found more than a quarter said they failed to pay some
form of bill or credit repayment, a tenth used an unauthorised overdraft at a
bank, and others delayed the planned purchase. A small percentage said they
had borrowed from an unlicensed lender, and a very small percentage (2%)
turned to a credit union. According to some observers (Policis, CFA) there is a
real danger that some new on-line market entrants will be operating illegally
outside UK regulation. Their view is that many customers are unlikely to check
the legitimacy of a lenders licence and they will not know who they are dealing
with. This is the contemporary version of the loan shark, and draws on
experience in the USA where there has been a rise of illegal activity in those
states with the most restrictive regulation. Monitoring the activity of illegal
lenders is a new challenge, and calls for action by government, the regulators
and the justice sector.

Loan sharks, of the traditional sort, are still active in the UK. According
to the illegal money lending team (England), around 300,000 households borrow
from illegal lenders. There is no typical profile of a borrower, but they are
generally located in low income neighbourhoods, have bank accounts (95%) and
a high level of debt (owing on credit cards, council tax, door-step loans, utility
bills, previous overpayment of benefits, rent-to-own, payday loans, rent and
phone bills). As such, they have few alternative sources of credit when money is
needed for everyday expenses such as food and clothing. Loan sharks are
generally known to family and friends, and are regarded as part of the
community. The impact of involvement with a loan shark can go well beyond
financial extortion to physical and mental distress, at its most acute leading to
suicide. Immigrant populations are particularly vulnerable to loan sharks as they
have yet to establish residence and other requirements, necessary to interact
with the formal credit sector.

Credit Unions have long been viewed as one of the most effective ways
to provide basic financial services to un/under-served populations, both
promoting saving and offering affordable credit. In Scotland, an Affordable
Credit Working Group which brought together a wide range of stakeholders with
the view to improving access to fair, affordable short-term credit in Scotland
recently came to the same conclusion. The Working Group published “Gateway
to Affordable Credit” in the spring 2016, stating that “we believe that the
solutions to widening the availability of affordable credit lie in growing our credit
union and CDFI sectors”. The report goes on to say “Scotland is ideally placed to
lead the UK in identifying and testing solutions to deliver more affordable credit
on a viable basis, at scale.” Similarly, this was the proposition of the Archbishop



Dr Christine Allison — Written evidence (FEX0017)

of Canterbury three years ago when he spoke out against Wonga and the
payday lending industry. Out complete the bad with good. One thing the
Archbishop has appreciated is the slow gestation inherent in growing the credit
union/community finance sector as a serious alternative, often saying that ten
years will be needed. This would seem to be a realistic time frame, given the
significant challenges facing the sector: vision, leadership, fragmentation (small
autonomous entities, non-collaborative trade bodies), capital, technology,
product and service innovation, capacity and skills. Progress in the past two
years is nonetheless quite promising with the DWP financed (plus Barclays and
Lloyds) credit unions expansion project beginning to deliver much needed
infrastructure support to participating credit unions. In addition to this there is
considerable innovation elsewhere in the credit union sector, and a sub-set of
credit unions are on a trajectory to become full service, modern financial
institutions. This is good news for both current and future users of credit unions.
But there are points of concern. The customer base that will benefit from credit
union expansion and modernization. Indeed, it is unclear whether the offering
will attract the largely financially excluded, or — more likely - those in
employment and with a stable financial profile who prefer credit unions over
mainstream banks for ethical reasons. For sure, the credit unions themselves
need this customer base to be financially sustainable and to be relevant in the
21t century.

At the local level, there are a number of good initiatives such as Sheffield
Money, the city’s new one-stop shop which provides joined up money and debt
advice together with access to loans (from credit unions and CDFIs), credit for
white goods, and savings and bank accounts from the “better” banks.
Birmingham'’s Fair Money works along similar lines as an on-line multi-agency
service. London Capital, Leeds and Pollock Credit Unions all offer payday like
short term loans, and Street UK and Northern Money provide sizeable lending
services in the Midlands and the north respectively. Lendlocal is a peer-to-peer
platform connecting people with spare cash to people who need a loan,
brokering the money through credit unions and CDFIs. Fair for You, a
competitor to Brighthouse, offers more reasonable finance for household goods
via an on-line platform (see below).

Other areas where there are exciting developments are with credit scores
and price comparison sites. On the former, Pariti provides on-line tools, guidance
and access to low cost loans, and offers a different approach to credit
assessment, building on positive debt reduction steps. Price comparison
websites, purpose built for customers of short-term credit and with poor credit
scores are beginning to emerge in response to the CMA recommendation (e.g.
FairMoney.com). A particularly interesting development is the use of metrics
other than APR to compare the cost of borrowing short term.

But this is not to suggest all is well. New market entrants (such as Fair For
You) are finding that credit rating companies often misrepresent the credit
histories of many people, typically those with complex histories. Inconsistent
reporting, mislabelling defaults where debts have been settled, and duplication
of debt from the same source are a sample of the errors that are recorded.

Rent-to-Own. Like most forms of high cost borrowing in the UK, the Rent
to Own (RTO) sector has experienced huge growth following the onset of the
recession, establishing itself as ever present on the high streets of our more
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deprived towns, cities and communities. It enables over 400,000 households,
almost exclusively with low incomes and reliant to some degree on benefits, to
take out expensive credit to spread the cost of purchasing consumer goods from
furniture and large household items (cookers and washing machines) to
electrical items (such as TVs and computers). It has proven to be recession
proof, more than doubling in size over the last five years since the onset of the
economic crisis. The market is dominated by three just providers, with
BrightHouse, by far the most well recognised and largest firm. The business
model relies upon costly hire purchase arrangements whereby the customer has
a credit agreement but does not actually own the goods outright until the last
payment. Therefore, in addition to the huge cost of purchasing the products,
falling behind with RTO repayment means customers face losing goods, which
can put undue pressure to prioritise such payments. A humber of other unfair
practices have also been highlighted - all shown to compound the debt trap for
many low income families.

By way of offering an alternative a number of social businesses (such as
Fair for You) have been launched, trying to address some of these consumer
detriment issues. These assemble a range of local stakeholders together with
suppliers of household goods and affordable credit lines, combining some of the
more positive characteristics of the RTO model that appeal to consumers but
delivered in a way that designs out some of the more harmful aspects. By doing
so, these alternatives are able to generate significant cost savings for low
income customers and thus help to avoid paying a poverty premium for their
essential goods. It is early days for these alternatives and they face a number of
big challenges to reach scale and make a tangible impact.

Government policy and regulation (Q13)

Regulation, done well, can protect consumers and make markets work for
consumers. Recent changes to consumer credit regulation are a good example.
The responsibility for regulating the consumer credit sector was transferred to
the FCA in 2014. This heralded a major change from the light touch used by the
OFT. The FCA has a different approach and philosophy to the OFT and is more
willing to intervene in markets (for now). The FCA’s authorisation process is
much tougher than the OFT’s licensing approach. There are now meaningful
conduct of business rules which determine how firms should behave and treat
consumers. The FCA has much greater resources to scrutinise the business
models of firms much more intensively during authorisation, undertake more
intensive supervision of firms, and enforce against breaches of regulation.

The introduction of a tough charge cap on payday lending was a landmark
decision for contemporary regulation. In addition to providing additional
consumer protection by constraining unscrupulous lenders to target vulnerable
consumers, it allows non-profit lenders such as credit unions to compete more
fairly against aggressive payday lenders. Historically, non-profits have been
crowded out of the market by payday lenders who could deploy huge marketing
and advertising budgets - generated from exploitative business models. Capping
the charges on payday loans should constrain the ability of payday lenders to
win and maintain market shares so clearing space for alternative lenders.
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But whilst we have seen real progress in the payday lending market, major
problems remain in the wider consumer credit market, harming consumers and
acting as barriers to non-profit lenders who want to offer consumers a fairer
deal. For example, the credit card and overdraft markets are not working for
financially vulnerable households. Millions of vulnerable credit card borrowers
face an uphill struggle trying to manage over-indebtedness. Consumers in the
high risk credit card market are at risk of unfair practices and high charges from
four providers who dominate this market. High unauthorised overdraft charges
continue to harm vulnerable consumers struggling to make ends meet.
Unfortunately, the CMA recently decided not to recommend a regulated charge
cap on overdraft charges leaving consumers vulnerable.

A recent report on the rent-to-own (RTO) sector’® shows the huge consumer
detriment in the RTO market with consumers paying a high cost to own basic
consumer goods. Such issues have placed the industry firmly under the spotlight
of policy makers and the regulator. Falling under the Financial Conduct Authority
since 2014, a process of authorization is ongoing, paying particular attention to
affordability assessments, arrears handling and forbearance, and price
transparency. The ‘big three’ have all been given authorization. The only
substantial new requirement is the appointment of an independent ‘'Skilled
Person’, effectively a self-policing provision. Compared to the treatment of the
payday lending industry, this is a very mild regulatory stance. However, the FCA
did impose a redress scheme in March 2016, against Buy As You View, requiring
close to £1 million payment to 59,000 customers for arrears payments.

We believe that the FCA should apply tougher regulatory interventions to
stamp out unfair charges and practices in credit card and overdraft markets, and
to apply the same approach adopted for the payday lending market to the RTO
sector. But we need to be realistic. The CMA’s weak conclusions may hinder the
ability of the FCA to apply tough regulatory interventions such as capping unfair
charges in the credit card and unauthorised overdraft markets®.

What does this all mean for non-profit lenders such as credit unions? The
clampdown on payday lending has created a real opportunity for non-profit
lenders to offer the short-term, convenient credit consumer something they
need and want. But there is concern about the regulatory framework in which
credit unions operate. As a small part of the financial services landscape, their
treatment is a delicate balance of fair attention to consumer protection and over
regulation. Although sector-specific regulation was introduced in 1979 it was
only the 2011 Legislative Reform Order that gave credit unions the scope to
widen activities, allowing them to liberalise the common bond, enrol community
groups and businesses as members, to pay interest on savings (as well as a
dividend), and to charge for a limited range of additional services. However, the
cap on interest rates remains, now sitting at 3%/month. In 2014, regulation of
credit unions moved to the FCA and the PRA. The FCA is still finding its way with
credit union regulation, and guidance around (customer) affordability and
vulnerability is proving challenging for some new market entrants/potential

79 See http://inclusioncentre.co.uk/wordpress29/wp-content/uploads/2016/03/Better-and-
Brighter-Responsible-RTO-Alternatives-Full-Report-150316-1.pdf

80 the banking industry will now be able to cite the CMA recommendations to argue that further
interventions would be disproportionate
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innovators, who find the FCA over protective and imposing considerable costs on
their businesses.

Fintech (Q14)

FinTech developments have the potential to significantly improve the financial
health of lower income households. For example, the use of technology to
deliver automated lending online has enabled credit unions to better meet
customers’ increasingly high expectations and compete more effectively with the
competition. It has streamlined procedures that make it far simpler for the
member but that also reduce both the time taken for a decisions from days (or
in some cases weeks) to hours and the unit costs of administering a loan
through operational efficiencies. As a result it has helped attract new and more
diverse members that are younger and often with higher household incomes,
expand lending portfolios both in terms of new loan products and lending levels
but also enabling more informed decisions that has reduced bad debts.

However, a number of barriers remain to be addressed if this potential is to
be realized. Barriers fall into three groups8!:

Regulatory barriers: with high levels of public concern about the practices
of payday and other lending targeted to low income groups, regulators are
understandably subjecting new business models to greater scrutiny and have
established tougher rules for financial services providers in the sector. However,
there is also a need to ensure that regulation does not stifle innovation which is
of benefit to consumers. There is a need for regulators to be pro-active by
providing safe harbours or regulatory sandboxes to allow innovators to
experiment. There is also a need to encourage the development of common
infrastructure for the community finance sector, enabling the pooling of liquidity,
and provide access to the payments system.

Financial barriers. The UK has a sophisticated investment environment with
a wide variety of possible funding sources. However, there is frustration that
when it comes to developing products and services targeted on the needs of
lower income households, much of the investment is short-term and subject to
changing priorities. The case for blended finance can be made to help ‘lubricate’
the sector, and the recently created Access Foundation is an important initiative.

Organisational barriers. While non-profits and community finance
organizations have in-depth knowledge of low-income households, FinTech firms
have the technical expertise. There is a natural partnering arrangement to be
sought here, although differing cultures needs to be overcome.

Dr Christine Allison
Financial Inclusion Fellow, Centre for the Study of Financial Innovation

Specialist Advisor , Treasury Committee

81 Taken from “Using Insight and Innovation to Benefit Low Income Households”, CfRC, January
2016.
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Member, Archbishop of Canterbury’s Task Group on Responsible Credit and
Savings
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Annex: The Archbishop of Canterbury’s Task Group and Credit Unions

The Archbishop’s Task Group chose to focus on credit unions as part of the
response to offering more ethical and suitable financial services, including
supporting the establishment of a new credit union (the churches’” mutual credit
union). “In response, the church acted in the one arena where it could materially
affect change - strengthening the Credit Union sector. Never conceived as a
total solution, there were synergies to exploit here. Churches have a culture of
volunteering, some skilled members and a portfolio of buildings across the whole
nation. Credit Unions often lack skills and people to lead them and need a wider
network of outlets. Could these be put together? The churches’ Credit
Champions Network, now expanding from its pilot in two CofE dioceses, suggests
that there is potential here.”8?

The Church Credit Champions Network was set up with the belief that local
churches have resources which, if unlocked, could increase the capacity of
community finance providers (particularly credit unions) to provide access to
saving and responsible credit. The Network has been piloted in London and
Liverpool from 2014-2016.The Network adopted a ‘bottom-up’ approach in its
activities, seeking to help local churches to listen to local experiences of money
and debt before learning about possible practical interventions that they could
take. This has proven to be much more successful than simply making a ‘sales
pitch’ to churches on the virtue of credit unions, as it has allowed local
relationships to develop which are genuine partnerships based on shared
interests. It is no surprise then that these partnerships generated different kinds
of activities in different places.

In Hackney in East London, several churches have turned their buildings into
credit union ‘access points’, with church volunteers trained to help local people
engage with the services of the credit union or just to have a conversation about
their financial situation. This has proven to be very successful where the
churches have committed volunteers and where other pre-existing activities
mean there is a natural ‘footfall’. In the City of London, on the other hand,
churches have been at the forefront of promoting payroll savings schemes
between employers and credit unions. These schemes carry huge benefits for
employers, employees and credit unions alike, but it can often be difficult to get
the necessary decision-makers in the room to create the momentum needed to
get them off the ground. In Liverpool the application of ‘civic capital’ and
community connections has enabled new credit union branches to be opened in
Netherton and St Helen’s. The Credit Champions Network has also been
influential in ensuring that local debt advice services are well-connected with
credit union provision, ensuring that local people are able to access a holistic set
of services to meet their financial needs. And finally, many churches have
provided skilled volunteers and Board members to credit unions, increasing the
quality of governance which can become a platform for future growth.

82 The Revd Dr Malcolm Brown, Director of Mission and Public Affairs for the Archbishops’ council of
the Church of England and Member of the Archbishop’s Task Group.
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However effective, local churches on their own are not able to boost the capacity
of community finance to meet the huge need in the UK. But what the Church
Credit Champions Network has proven is that there is a key role for civil society
organisations to ensure that community finance providers can grow and innovate
without losing their local roots and their relational anchors. Without these local
partners, the future will be much less rosy for credit unions and other forms of
ethical finance in the UK, and that’s why the Church is committed to rolling out
the Credit Champions Network from 2017 under the new name of the ‘Just
Finance Network’.

12 September 2016
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1. This written submission addresses sections 7, 8 and 9 of the Call for
Evidence. It is a short, preliminary submission to flag the forthcoming
availability of in-depth research into the positive effects of guarantor lending
on the credit scores of borrowers with damaged or non-existent credit files;
and the potential of guarantor lending to have a ‘rehabilitative' effect that
moves borrowers from exclusion towards inclusion in the mainstream, from
where they can access a host of cheaper products and services including
utilities and mobile phone packages in addition to credit. The research is
being led by Dr. John Glen of Cranfield University and will be ready for sharing
in late autumn 2016. The research has been funded by Amigo Loans. Both
Dr. Glen and senior managers at Amigo would welcome the opportunity of
discussing it with the Committee.

2. Amigo Loans is the UK’s leading guarantor lender. It offers loans of
between £500 and £7,500 over terms of 1-5 years and most of its customers
have been excluded from finance by banks and other prime
lenders. Borrowers can use the loan for any legitimate purpose including,
buying a car, raising a deposit to rent a home, consolidating other,
more expensive credit, or starting a micro business. Amigo has lent over
£1bn gross to over 215,000 customers - these are only a small proportion of
the circa 12m consumers in the UK that are excluded from mainstream credit
products.

3. Amigo requires that borrowers can easily afford the repayments. It carries
out a full income and expenditure assessment and validates and verifies all
data where possible. It also requires borrowers to have a family member or
close friend who trusts them enough to guarantee to make the payments if
they don’t. In effect, guarantor loans provide a formalisation of the ‘bank of
mum and dad’.

4. Amigo shares the Committee’s concern that better ways need to be found to
help those who have had no credit or bad credit in the past. We believe the
guarantor model should be strongly supported by policy makers as a means of
debt rehabilitation and financial inclusion for those who are either new to the
credit market or have experienced problems with borrowing in the past.

5. In particular, there are important human and social aspects that a guarantor
brings to the transaction. By enabling a family member or friend to
stand alongside a borrower for the duration of the loan, he or she can provide
support at points when the borrower might struggle. This enables family
members to help family and close friends keep their borrowing on track and
default-free, and thereby improve their financial standing and bring down the
cost of future borrowing and other essential services. It leads to more
responsible and realistic borrowing that has a rehabilitative effect as the
borrower (re)builds a positive credit record.

6. Policy makers often cite borrowing from social lenders or friends & family as
their preferred borrowing options. Our contention is that guarantor lending is
friends & family done to scale with proper contractual underpinnings so that
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problems / defaults can be dealt with without souring personal relationships
(which would be the ultimate forfeit for both borrower and lender).

7. The research being conducted by Dr. Glen at Cranfield University will seek to
quantify the benefits for the economic standing and ‘inclusion’ of
borrowers. In 2013, Dr Glen published research that found that an average
UK household with a poor credit score could be paying £1,170 more across a
range of products and services than households with a healthy credit
score. The current research will update that research with specific reference
to consumers using guarantor loans. This research is being supported by Call
Credit who are providing analytical services and verification.

8. Amigo believes that guarantor loans are a part of the solution the problem
the Committee has identified in Sections 7, 8 and 9 of the Call for Evidence,
as they provide social underwriting where credit scores fail to correctly assess
risk. We will update the Clerk to the Committee on the research’s likely
delivery date and discuss the most appropriate way to communicate the
findings to the Committee.

Yours faithfully,

Nicholas Beal,
Director of Legal and Compliance

19 September 2016
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Dr Lindsey Appleyard, Coventry University and Dr Shaun
French, University of Nottingham - Written evidence
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We are currently undertaking a joint research project on the concept of financial
citizenship and its potential for reinvigorating debates about financial inclusion

and exclusion.

1. Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial

exclusion?

The term ‘financial exclusion’ emerged from academia in the 1990s and was
equated with a lack of physical access to mainstream (banks and building
societies) financial products and services. Financial exclusion was therefore seen
as primarily an institutional issue with the focus being on the unbanked and

those on a low-moderate income.

Since the 1990s understandings of financial exclusion have evolved to consider a
more nuanced, spectrum of exclusion to include individual, institutional, and

behavioural issues:

e ‘geographical exclusion, e.g. resulting from branch closures;
e condition exclusion, e.g. the failure to qualify because of minimum deposit

required, poor credit history or identity requirements;

e price exclusion, e.g. the relative cost of financial products and services
such as

unauthorised overdrafts;

e marketing exclusion, i.e. some less profitable groups of customers are not
targeted by providers and so they are unaware of the financial services

available;

e self-exclusion, i.e. cultural and psychological barriers - financial services

as 'not for people like us”.83

83 https://www.jrf.org.uk/sites/default/files/jrf/migrated/files/2222-financial-exclusion-policy.pdf
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Financial inclusion policy emerged as a response to the problem of exclusion and
is often viewed as securing access to appropriate, affordable products and
services. However, financial inclusion is more than an access issue. Over the
last decade or so emphasis has shifted in debates on financial inclusion from
issues of access to a focus on improving the financial literacy and capability of
individuals to make effective and responsible use of financial services, and thus

better manage their own finances.

Increasingly and not least because of the deepening segmentation of retail
financial services markets and the growth of risk-pricing, the exclusion/ inclusion
binary fails to adequately capture the complexities of the relationship between
the use (or otherwise) of banking and other retail financial services, poverty,
individual life chances and socio-economic mobility. First, innovations such as
‘subprime’ products and the emergence of legal, high-cost lenders have made it
increasingly difficult to draw a clear distinction between those who are included
and those excluded. Second, there exist a sliding scale of financial inclusion
which runs the gamut from the marginally included, who rely on basic bank
accounts, through to the super-included who are able to access a full array of
affordable financial services. Third, as various miss-selling scandals attest, as
well as concerns raised over the high charges levelled on basic bank accounts,
financial inclusion is no guarantee of being free of exploitative practices. Fourth,
critics of financial education programmes have raised concerns about how such
programmes have shifted the focus away from the structural determinants of
discrimination and inequality to a focus on the individual failings, cognitive and
moral, of ‘irresponsible’ and ‘irrational’ consumers. The root causes of financial
exclusion around insecure income and work are thus not addressed through
policy or practice that emphasises financial education and the reduction of the
number of unbanked individuals and households. It is important to remember

that financial exclusion is a process and can happen to anyone at any life-stage.

There will probably always be people that do not wish to be part of the financial
system but there is a responsibility for mechanisms to be in place for people to
access regulated, responsible, affordable, appropriate products and services, if

and when they choose.
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Further consideration is needed around the issues of financial precarity and
those that are underbanked to explore why people may have a bank account but
do not use it or the full range of financial products and service that are available

to them.

Rather than the promotion of financial inclusion we would argue that debate and
policy should be reoriented toward the establishment of a set of universal

financial rights that citizens of a highly financialized society like the UK are

entitled to irrespective of their personal or economic situation. These rights

would include the8:

1. Right to participate fully in collective decision-making concerning the
operations of finance and the financial system.

2. Right to a critical financial citizenship education.

3. Right to key financial services.

4. Right to collective, state insurance style guarantees against the risks of

financial participation.

2. Who is affected by financial exclusion? Do different sectors of
society experience financial exclusion in different ways? To what
extent, and how, does financial exclusion affect those living in

isolated or remote communities?

Levels of financial exclusion are geographically uneven, and have significant
impacts on life chances and upon overall levels of economic development. For

example, there are marked divides in levels of financial participation in the UK.

First, there is the 40 per cent of the population that might be considered ‘super-
included’; they have savings and investments and are wealthy. Second, there
are those that may be considered to be less-privileged financial citizens, while
they may be included within the financial system, they do not have significant
savings or wealth and may be over-indebted. This group may also be or choose

to be excluded in some ways, so cannot or do not use a full range of financial

84 Here we draw extensively on the work of Berry and Serra (2012) Financial Citizenship, Friends
Provident Foundation, and Arthur (2012) Financial Literacy Education, Rotterdam, Sense
Publications
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services. Finally, there are those that are financially excluded or only partially
connected to the financial system; they live in a cash economy, use doorstep
financial services or mainstream but limited products such as basic bank

accounts.

3. What is the relationship between financial exclusion and other
forms of exclusion, disadvantage and deprivation? What role does

problem debt play in financial exclusion?

No response.

4. Do individuals with disabilities, or those with mental health

problems, face particular issues in regard to financial exclusion?

The elderly and people with physical or mental disabilities/ health problems face
particular difficulties in accessing bank branches, especially if they have to rely
on public transport and have to travel significant distances because of the
closure of their local branch. In addition, such vulnerable groups often find the
transition to other distribution channels, whether that be telephone or digital,
difficult and are therefore the most reliant on face-to-face contact with their

bank or building society.

5. Are there appropriate education and advisory services, including
in schools, for young people and adults? If not, how might they be

improved?

Current financial education programmes are insufficient to equip citizens in
highly financialised societies. In addition to the knowledge and skills about how
to participate in the financial system, young people and adults also need to be
provided with the skills to critically analyse why the financial system functions
and is structured the way it is and the principles upon which it is based, as well

as the means to intervene to affect change. It is only in providing such a critical
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financial education that citizens will be equipped with the necessary capability to

politically participate in a financialised society®.

6. How can financial literacy and capability be maintained and

developed over the course of a person’s lifetime?

See above.

7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available
for the most excluded and, if not, how should support be
strengthened? What role should Government, the charitable sector

and business play in tackling financial exclusion?

The onus on some individuals to take financial responsibility is too great and the
complexity of the financial market can be overwhelming even for those who are

considered to be financially capable.

The Government needs to adopt a leading role to provide coordinated support

between banks, regulators, businesses, employers, charities and so on.

8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing
access for those most at risk of exclusion? What is the role of the
Post Office in providing access to financial services for such

customers, and how might that role develop?

Banks need to take a more proactive role in supporting those in financial
difficulties. However, the recent CMA review of the retail banking market has
required banks to make very few changes. This firmly put the individual at the
heart of the decision making process which essentially serves to make

individuals financially responsible for issues that may be out of their control.

85 See, for example, Arthur (2012) Financial Literacy Education, Rotterdam, Sense Publications.
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Credit Unions and Community Development Finance Institutions (CDFIs) are not
geographically widespread and do not necessarily have the resources to support
everyone that approaches them. Therefore banks and the Post Office could play

a greater role here.

9. What has been the impact of recent changes to the consumer
credit market - such as the capping of payday loans - on those
facing financial exclusion? How can it be ensured that those in
need of affordable credit can access appropriate products or

services?

The regulation of payday lending has been important but has diverted attention
from other forms of high cost, sub-prime credit. The high cost of overdrafts,
credit cards, rent-to-buy, logbook loans and doorstep lending also needs more
attention as these have not been captured by recent reforms.

10. How effective has Government policy been in reducing and
preventing financial exclusion? Does Government have a

leadership role to play in addressing exclusion?

The Government should play a key role in addressing financial exclusion. Recent
Government policies have served to increase financial exclusion, such as the loss
of the Social Fund. The Financial Inclusion Taskforce could be reintroduced to
monitor and address ways of supporting financial inclusion for those that are

underbanked and unbanked.

Various other changes would also be helpful including: reducing benefit delays;
providing more independent and free money/debt advice; and ensuring that
utility companies effectively support people who struggle to pay bills.

11. What has been the impact of recent welfare reforms on

financial exclusion?

There is evidence for growing income insecurity for people both in and out of
work as a result of cuts in state welfare provision. Benefit delays and sanctions,

variable wages; insecure work (such as zero hours contracts); self-employment;
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loss of employment; low levels of benefit income; have resulted in many people
using (high-cost) credit as a safety net as a result of financial exclusion and
unwillingness of banks to help individuals in financial difficulties.

12. How effectively are policies on financial exclusion
coordinated across central Government? Is there an appropriate
balance and interaction between the work of central Government
and the work of local and regional authorities, and the devolved

administrations?

No response.

13. To what extent is the regulation of financial products and
services in the UK tackling financial exclusion? Are alternative or
additional regulatory interventions required to address financial
exclusion? What balance should be struck between regulations

and incentives for financial institutions?

EU legislation to provide a bank account for all EU citizens has helped to address
this dimension of financial inclusion. The Government should embed this in UK

policy as part of a broader set of financial rights, see question 1.

Credit products need to be reviewed and regulated to ensure that these products

are responsible and affordable.

Greater transparency is required for consumers understanding of products and

services.

14.Does the Government have a role to play in ensuring the
development of financial technologies (FinTech) and data capture
helps to address financial exclusion? If so, what should this role

be?

No response.

21 September 2016
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Financial Exclusion — Global Perspective

The reasons on why a large percentage of the working age adult population are
excluded from the financial system is a global policy concern, and necessitates
more field level studies on gaining a better understanding of the root causes of
financial exclusion. However, financial exclusion is a relative concept, and deeply
interconnected with social exclusion (ESWR, 2010). The supply-side challenges
have focused on the aspects of accessibility that is making financial services both
available and affordable, and designing products in a reliable and flexible manner
(Claessens, 2006). Cole et al. (2011) examined the theory of low demand for
financial services in emerging market economies and noticed that reducing the
price of financial services is a better option for financial deepening, for example,
by encouraging low-cost technological solutions like mobile banking, etc. The
evidences from countries such as Bangladesh (Grameen Bank86) and Kenya
(MPESA) supports the need for innovative business models in addressing

structural constraints of consumers such as low disposable incomes and disability.

Many of these microfinance product features have obviously reduced the
information gap between the parties and to a significant extent addressed the
concerns of adverse selection and moral hazard (Arun, 2016). Technology has
played a key role in the evolution of microfinance, particularly on data transfer,
monitoring and in assessing the creditworthiness of borrowers. Based on their field
experience and client knowledge, microfinance institutions have expanded their
services to insurance in partnership with insurance companies (Arun et.al. 2012).
These programmes provide opportunities to mitigate risk through ex ante (based
on diverse economic activities and conservative production and/or employment

opportunities) and ex post strategies (for example, consumption smoothing by

8 The Grameen model popularised the concepts of group lending, regular repayment schedules, a
liberal approach to collateral; more importantly, it established a long-term relationship between
lender and borrower. Grameen II introduced more innovative products such as flexible loan
products, self-reliance and open access savings.
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borrowing, depleting and accumulating non-financial assets), hence providing
social protection measures to deal with vulnerability (Arun and Murinde, 2010).
Since the traditional banks have embraced global goals at the cost of local service,
community finance initiatives such as Kiva and the new models of micro lending®’
have a big role to play in the financial access agenda. The new technologies have
made it possible to develop crowd sourcing lending platforms, such as Kickstarter
in the USA, or Goteo in Spain, for peer-to-peer financial services (Anca, 2013).
Apparently, many of these innovative mechanisms provide social protection for
the vulnerable by enabling them to access finance, create assets and prevent

people from sliding back into poverty traps.

Though the supply-side developments are promising, the demand side challenges
from the behavior of consumers need more scrutiny. The commonly cited factors
such as the lack of knowledge/information about borrower’s own capabilities and
inadequacies, negative perceptions, attitudes and behaviour which are largely
premised on known adverse experience with a financial institution and traditional
idiosyncratic and covariate risk of poor people. Among the issues that have been
explored in this strand of the literature is how self-discipline based on present bias
theory (trade-off between current and future preference), and financial behaviour
and attitudes, contribute to access to finance (Bauer et al. 2012 and Kostov et al.
2012). Based on the conceptualization of the concept of Discouraged borrower
based on the psychological component of application cost, Kon and Storey (2003)
indicate that even a good borrower may not apply for a loan to a bank because of
the perception of a possible rejection. Many studies have confirmed the positive
relationship between financial knowledge and financial decision-making among
households (Hilgert et.al, 2003; Van Rooji et.al, 2011). Agarwal et al. (2009)
showed that financial errors in investments are more dominant among the young

and elderly people who have less financial knowledge and cognitive ability.

87 For instance, the JAK Members Bank in Sweden does work based on member savings, no
interest payments and the principles of mutuality in loan disbursements - you are allowed to take
out a loan for yourself to the same extent that you allow other people to receive loans (Anca,
2013).
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A rise in the number of financial instruments and products has increased the need
for education and financial awareness among households and consumers for their
own financial security. The recent findings show that, financial knowledge should
not be taken for granted, not even in countries with well developed markets
(Lusardi, 2013). More severely, this study shows that the young, the old, women,
those not working and those with low education levels manage with very weak
levels of financial literacy across borders®. Nonetheless, education affects
confidence, borrowing decisions, occupational choices, financial market
participation and decision-making (Cole et al., 2012). In the case of under-banked
indigenous people living in remote communities in Australia, in addition to
government policies relating to enhanced consumer education and awareness,
studies have shown the need for distinct industry/provider policies relating to
ensuring culturally appropriate design and delivery of financial products and
services (Godinho et.al, 2015). For example, as this study shows, the need for
family and community based financial education connect better with the needs of
remote customers. Based on the varied sets of evidences, it is not surprising to
observe that the demand determinants define both the opportunities and the
limitations of policy interventions, and the lack of financial knowledge lead to

deceitful financial practices and financial exclusion.

14 September 2016

88 The countries are US, Germany, the Netherlands, Sweden, Italy, Japan and New Zealand.
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We appreciate the opportunity to respond to this inquiry. The Association of
British Credit Unions Limited (ABCUL) is the main trade association for credit
unions in England, Scotland and Wales. Out of the 323 credit unions which
choose to be a member of a trade association, approximately 65% choose to be
a member of ABCUL.

Credit unions are not-for-profit, financial co-operatives owned and controlled by
their members. They provide safe savings and affordable loans. Some credit
unions offer more sophisticated products such as current accounts, ISAs and
mortgages.

At 31 December 2015, credit unions in Great Britain were providing financial
services to 1,269,345

people, including 136,461 junior savers. The sector held more than £1.37 billion
in assets with more than £769 million out on loan to members and £1.16 billion
in deposits.®®

Credit unions work to provide inclusive financial services has been valued by
successive Governments. Credit unions’ participation in the Growth Fund from
2006 - 2011 saw over 400,000 affordable loans made with funding from the
Financial Inclusion Fund. Loans made under the fund saved recipients between
£119 million and £135 million in interest payments that otherwise would have
been made to high-cost lenders. The DWP has contracted ABCUL to lead a
consortium of credit unions under the Credit Union Expansion Project, which will
invest up to £38 million in the sector and aims to make significant steps towards
sustainability.

Q1. Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial
exclusion.

1. Logically we believe that financial exclusion is the inverse of financial
inclusion. They simply denote opposite sides of the same concept. That
said, in both respects there are matters of extent of exclusion / inclusion
and nature of exclusion / inclusion which are driven by the concept’s
nebulous and cross-cutting dynamic. These aspects of extent and nature
come about in respect of how people become excluded - i.e. its causes -
as well as who is affected and in what respect - i.e. in relation to which
type of financial service and at what time of life.

2. Financial exclusion is the phenomenon of groups or individuals either
being denied access, or opting not to access, financial services. In turn
this places them at a disadvantage or precipitates negative financial
outcomes such as: a failure to save for retirement; over-indebtedness;

89 Figures from unaudited quarterly returns provided to the Prudential Regulation
Authority
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not having access to discount prices; a lack of protection against
unforeseen events (i.e. lack of insurance). As well as negative financial
outcomes, exclusion can indirectly cause an inability to participate fully in
society: diminished employability; lack of access to cash; inability to
access online services, etc.

Q2. Who is affected by financial exclusion? Do different sectors of
society experience financial exclusion in different ways? To what extent,
and how, does financial exclusion affect those living in isolated or
remote communities?

3. There are a range of sectors of society who are affected by financial
exclusion. The most obvious groups are:

a. the poor and welfare-dependent - through inability to manage bank
accounts without penalty charges or lack of access to affordable,
low-interest credit

b. those living in isolated communities - through lack of physical

access to financial services branches

the old - denied services such as certain insurance or credit

. those with disabilities - through a lack of accessible channels

e. those in particular geographical locations affected by regular natural
disaster (e.g. flooding) - inability to secure affordable insurance

f. the young - those with a limited credit history, for example.

g. those not native to the UK - often have difficulties opening bank
accounts.

h. those who have gone through bankruptcy or other distressed credit
history — can struggle to access transactional accounts or credit.

ao

4. Different sectors are affected in different ways but the effects can be
generalised. A lack of affordable credit increases credit costs, for
example; a lack of insurance can leave one vulnerable to unforeseen
events. Isolation and remoteness present particular difficulty for those on
low or fixed incomes who tend to be less visible in rural communities. The
lack of physical services in rural locations can exacerbate or expose
vulnerabilities to other forms of exclusion. Rurality and bank branch
closure also has particularly difficult effects on small business.

Q3. What is the relationship between financial exclusion and other
forms of exclusion, disadvantage and deprivation? What role does
problem debt play in financial exclusion?

5. There is a strong correlation between poverty and deprivation and
financial exclusion. Problems created by low income can create the
conditions for self-exclusion since financial systems do not accommodate
the needs of those with limited means. Examples of this include the
unpredictable schedule for Direct Debit payments and the risk of penalties
when payments are missed as against the cost benefits that utilities and
others attach to this payment method or credit with fixed, inflexible
repayment schedules which do not fit the need for low income people in
terms of flexible payments.
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6. Problem debt is a key result of financial exclusion - those without access
to sources of affordable credit resort to borrowing from high-interest
lenders and this can exacerbate problem debt in that high interest can
cause debt to accumulate much more quickly than it would otherwise.
Accessing credit from certain providers can then be used as a negative
flag on a credit report, thereby further limiting access to affordable credit.
Subsequently, previous problem debt can further exacerbate exclusion
from affordable sources even where this is historical. Negative credit
history can also exacerbate exclusion from, for instance, transactional
bank accounts such as in the case of undischarged bankrupts.

Q4. Do individuals with disabilities, or those with mental health
problems, face particular issues in regard to financial exclusion?

7. Those with disabilities and mental health problems have different needs
which are not well accommodated by financial institutions and their
standardised policies and procedures. In the case of disabilities this is
most often the case with limited availability of accessible formats and
channels. In relation to mental health, the work of Martin Lewis’ charity,
The Money and Mental Health Policy Institute, has been instrumental in
highlighting the issue such as those with bi-polar and the possibility of
their overspending during manic periods. Those with diminished mental
capacity can also make financial decisions which don't align with financial
wellbeing. Financial institutions need to be better able to respond to
people with specific needs such as these.

Q5. Are there appropriate education and advisory services, including in
schools, for young people and adults? If not, how might they be
improved?

8. Financial education in schools could be improved but needs to be
effectively funded. Schools will always have different priorities and the
provision of financial education is unlikely to be high on the agenda given
that it is not assessed. This could be part of an expanded PSHE provision
in schools. This education is currently provided by teachers who are not
properly or appropriately trained and often do not feel confident in
delivering education of this kind and so work to provide dedicated
teaching resource would be welcome.

9. Many credit unions provide financial education in schools through the
provision of school savings clubs. A notable example of this is the
Lanarkshire Credit Union which has engaged more than 80 schools,
recruited more than 7,500 junior members and has accumulated more
than three quarters of a million pounds in savings. These savings clubs
are provided alongside financial education classes and the credit union has
developed a compelling game concept for boosting financial education and
promoting good financial health. While these are hugely valuable
interventions, they can only be provided if the credit union is supported to
deliver it with funding. Lanarkshire has received more than £100,000 in
recent years to support its work with schools.
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10.Advisory services are limited and generally focus on those with problem
debt. The key here is finding a sustainable source of funding. The
successes in debt advice demonstrate this with funding for Citizens Advice
and StepChange Debt Charity coming from creditors and the funding for
Money Advice Service’s debt advice coming from the financial services
industry. In order to expand advisory services and education more
generally a sustainable and viable source of funding needs to be found as
this activity cannot be conducted without appropriate funding from some
third party source. In the case of the debt advice funded by Money Advice
Service, it has taken too long to provide for consumer credit firms to
make a contribution to this funding and we hope that this will be done
soon.

Q6. How can financial literacy and capability be maintained and
developed over the course of a person’s lifetime?

11.The work that the Money Advice Service has undertaken in developing its
Financial Capability Strategy has uncovered and brought together a
number of key insights as to how financial literacy and capability can be
maintained and developed. Within this there are a number of key areas.
Firstly, it is important to target adult literacy and capability interventions
at key life events such as: leaving school / college / university; buying
first home; having children; approaching retirement. These are times at
which people are considering their financial position and are more
disposed to positive interventions. MAS has also played an important role
in the provision of generic information and guidance.

12.We would also point to the role of regulators and financial service
providers in developing and designing services which better meet the
needs of consumers and contribute to good financial outcomes. The credit
union sector is a good example to follow her in relation to, for example,
the work it does to provide savings and credit services via payroll
deduction which has proven benefits in making services easy to access
and therefore encouraging good financial outcomes. These include
successful loan repayment and the accumulation of savings building on
the behavioural economics literature around the benefits of default
settings to tackle inertia. Another example of this in the credit union
sector is the role of requiring a small amount of saving alongside repaying
loans as a default. This has been shown - particularly in work by the
Fairbanking Foundation — to have strong benefits in terms of helping those
who have never saved before to begin a savings habit and turning an
engagement with credit into an opportunity to do this. A larger role for
credit unions in these areas would greatly support better financial
capability.

Q7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for the
most excluded and, if not, how should support be strengthened? What
role should Government, the charitable sector and business play in
tackling financial exclusion?
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13.In general, we do not believe that personal responsibility should be a
primary factor in seeking to understand financial exclusion. While of
course personal responsibility is crucial and the ideal outcome would be
for all consumers to take full responsibility for their financial position it is
also the experience of many credit unions that in tackling exclusion we
often find that consumers are not being well served by the market or find
themselves excluded despite their best efforts and that, therefore,
interventions to design and develop services which better meet peoples’
needs is a more fruitful area to pursue. As such, it should be seen as the
responsibility of policy makers, regulators and the industry to provide
mechanisms which support good financial outcomes.

14.Financial exclusion is a cross-cutting phenomenon with implications for a
range of social, health and other problems and therefore often falls
between various stools. With public funding under pressure interventions
to tackle financial exclusion can be deprioritised. Government should take
a leading role and fund interventions which will support financial inclusion
as long as such investment is done on the basis of sustainable solutions
and will therefore have net benefits for society. An example of this is the
Credit Union Expansion Project which is an investment by Government in
financial provision which supports long-terms sustainable provision to the
otherwise excluded. Another example of this is the creditor-funded
provision of debt advice already detailed above.

15.The regulatory community can also play a more active role in encouraging
the financial services sector to design and support products and
interventions that support financial inclusion and positive financial
outcomes.

Q8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing access
for those most at risk of exclusion? What is the role of the Post Office in
providing access to financial services for such customers, and how
might that role develop?

16.Some appropriate financial products and services are available - such as
those provided by credit unions - but these generally remain subscale and
therefore require greater investment and support. ABCUL has been
working closely with Big Society Capital to develop a case for social
investment in credit unions which may support this growth and
investment agenda. Similarly, we would encourage a very tight focus on
areas which build long-term sustainability in institutions. The Credit Union
Expansion Project is an example of this in that it seeks, through
collaborative business models, to help credit unions to sustainably
continue to serve excluded groups. The vision and foresight of the
Department for Work & Pensions here is to be commended.

17.The positive services and interventions already provided by the likes of
credit unions should be supported and invested in by the banking
community if it is not able to emulate such services directly. Lloyds
Banking Group, Citi and Barclays Bank are all examples of UK and
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international banking groups that have invested and supported British
credit union development and we hope that they will be encouraged to
continue to do so. The sector is enormously grateful for this support
which has seen a diverse range of action from direct investment in credit
union capital reserves by Lloyds, to investment in training and business
intelligence tools by Citi and corporate volunteering and expertise sharing
by Lloyds and Barclays. This work is to be commended.

18.Longer term there is the potential for credit union services to be made
available via the Post Office once the Credit Union Expansion Project and
Fiserv Agiliti model that it is developing has been implemented. This is
particularly powerful given the extent and reach of the Post Office
network. We envisage a relationship whereby credit unions participating in
the Agiliti model could offer a full cash desk and loan application service
via their local Post Office. This could potentially boost footfall in Post
Office branches, making them more sustainable, while supporting the
reach, accessibility and sustainability of credit unions.

Q9. What has been the impact of recent changes to the consumer credit
market - such as the capping of payday loans - on those facing financial
exclusion? How can it be ensured that those in need of affordable credit
can access appropriate products or services?

19.The effect of the introduction of FCA regulation into the consumer credit
market and the cap and other requirements on payday lenders has been
to disrupt the traditional payday lending model very successfully. Other
less scrupulous lenders have also been forced out of business or into more
responsible forms of lending which take better account of consumer
needs. This is largely positive as, for example, the bullet-repayment
payday loan is no longer very evident in the market. However, evidence
from debt advice charities now shows an increase in arrears among
priority debts such as utilities, tax and rent which is of serious concern.

20.In order to ensure that there is a sufficient availability of affordable credit,
measures need to be taken to continue to support the expansion and
growth of credit unions as the main source of affordable credit to excluded
communities. As already outlined, it is crucial that such interventions
support sustainable business models. Policy-makers can support this in
the following ways:

a. Supporting and investing in collaborative and shared business
models such as under the Credit Union Expansion Project — through
collaboration, credit unions can gain scale while remaining
responsive to local needs. Investment should seek to encourage
more collaboration between credit unions to support sustainability.

b. Payroll deduction and employer partnerships are crucial. Financial
exclusion, over-indebtedness and related phenomena are not
limited to the unemployed or otherwise out of work and the
provision of credit union services in the workplace can have
significant benefits for low income workers. The new credit union
for the retail sector is a good example of how the sector is
innovating in this regard. Payroll partnerships also have significant
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efficiency and sustainability benefits for credit unions and
productivity benefits for employers making them a win-win.

c. Proportionate regulation is vital. While it is important that credit
unions are well governed and run soundly with proper risk
management and prudential oversight, the sector also needs the
flexibility of a proportionate framework in order to be allowed to
grow. Innovation and diversification is crucial if credit unions are to
develop and proportionate regulation is critical to this.

d. The credit union legislative framework needs also to support
innovation and provide for a credit union sector which is able to
adapt to meet member needs sustainably. Current ambiguities in
the legislation threaten to stifle innovation in some areas.

e. Measures to encourage and support inward investment in balance
sheet growth are crucial. Credit unions are limited in their growth
potential by their ability to accumulate capital and encouragement
of external sources of support, such as subordinated debt and
deferred shares would help to accelerate this. Soon to be published
research from Social Finance on social investment in credit unions
suggests there is a case for supporting this through providing a tax
relief for investment in credit unions.

f. Credit unions tend to lack access to skills and expertise in key
leadership and governance positions which can limit their growth
and development. There have been some exciting initiatives around
corporate volunteering and skill-sharing from some key supporters
of the sector and extension of these schemes would be beneficial.

Q10. How effective has Government policy been in reducing and
preventing financial exclusion? Does Government have a leadership role
to play in addressing exclusion?

21.Government policy in respect of supporting credit unions has been strong
in its prioritisation of capital investment in sustainability. Previous
support, while welcome, did have a tendency to breed dependency and
distort business models. We suggest other interventions seek the same
sustainable outcomes. More generally the economic environment and the
Government’s response to this have put extra pressure on services which
might otherwise support inclusion while the low interest rate context has
had a discouraging effect upon saving. Government should take a
leadership role in tackling exclusion to the extent that it supports, invests
and co-ordinates sustainable solutions to the problem. These should be
driven by market actors and providers but encouraged by Government.

Q11. What has been the impact of recent welfare reforms on financial
exclusion?

22.Welfare reform has seen the incomes of some groups put under pressure
and this necessarily has an impact on levels of financial inclusion. At the
same time reforms have placed an emphasis on personal responsibility
and though this can be beneficial, some find it challenging to effectively
manage their own financial resources. Personal debt levels continue to
rise while saving levels are below where they need to be.
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Q12. How effectively are policies on financial exclusion coordinated
across central Government? Is there an appropriate balance and
interaction between the work of central Government and the work of
local and regional authorities, and the devolved administrations?

23.Policies across government on financial inclusion could be better
coordinated. There is no clear cross-government responsibility for
tackling financial exclusion and as a cross-cutting issue which impacts a
range of government policy, this can leave gaps. Local government
provision is patchy and commitment to tackling financial exclusion is
hampered by pressure on budgets. The Welsh Government has been the
most consistent in maintaining a focus on financial inclusion with some
positive results but the long-term sustainability of their interventions is
not proven. A central focus on financial exclusion issues could be
beneficial providing its focus was on supporting market- and provider-led
sustainable interventions.

Q13. To what extent is the regulation of financial products and services
in the UK tackling financial exclusion? Are alternative or additional
regulatory interventions required to address financial exclusion? What
balance should be struck between regulations and incentives for
financial institutions?

24.Regulation of consumer credit has seen a marked improvement since the
introduction of FCA oversight and rigour. Under the OFT meaningful
regulation was non-existent in this market. More intervention is needed -
particularly in the payments systems - in order to support wider
consumer benefits outside of just credit and debt issues. The advent of
the Payment Systems Regulator is driving positive changes here already.
The problem of financial exclusion is one of market failure and therefore
regulatory intervention and incentive frameworks are critical to delivering
results and improvements.

25.Regulatory interventions need to strike a balance between consumer
protection and maintenance of financial stability and the need to support
innovation, competition and choice for consumers. Sadly we sometimes
find regulatory authorities becoming a barrier to innovation and
competition in the credit union space and we hope that they will take a
more flexible approach in future.

Q14. Does the Government have a role to play in ensuring the
development of financial technologies (FinTech) and data capture helps
to address financial exclusion? If so, what should this role be?

26.FinTech holds many possibilities for supporting financial inclusion such as
helping people to more effectively budget or gain access to the best
financial deal. It also holds the possibility of allowing the provision of
services which support inclusion more cheaply and therefore making such
products and services more sustainable.
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27.However, it is important not to complacently assume that FinTech will
solve financial exclusion on its own without higher-level regulatory and
other interventions. We would suggest that Government considers
incentives - either regulatory or otherwise - which are open to any firm

(FinTech or not) that can demonstrate that it is tackling the problems of
financial exclusion in some way.

14 September 2016
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Q150

Q151

Examination of withesses

Eric Leenders, Managing Director, Retail and Commercial Banking, BBA; Mark
Lyonette, Chief Executive, Association of British Credit Unions Limited and
Faisel Rahman OBE, Chief Executive, Fair Finance.

The Chairman: Thank you for coming. Welcome to this evidence session of
the Select Committee on Financial Exclusion. You have in front of you a list of
interests that have been declared by members of the Committee. The meeting
is being broadcasts live via the parliamentary website. A transcript of the
meeting will be taken and published on the parliamentary website and you will
have the opportunity to make any necessary amendments. First, for the
record, I will ask you to say who you are and who you represent.

Eric Leenders: Thank you, Lord Chairman. My name is Eric Leenders and I
am the managing director responsible for retail and commercial banking at
the British Bankers’ Association. I gave your secretariat my CV with a couple
of interests, which I think will have been shared with you.

Mark Lyonette: I am Mark Lyonette, the chief executive of the Association of
British Credit Unions.

Faisel Rahman: 1 am Faisel Rahman, founder and managing director of Fair
Finance, which is a community finance organisation in London.

The Chairman: Thank you. I will kick off with the first question. The
Committee in its deliberation so far has heard quite a bit of evidence about
the Money Advice Service and its successor. What, in your view, should be the
role of the successor to the Money Advice Service in tackling financial
exclusion? In particular, what good practice would you like to see continue,
and what changes in approach or practice would you like it to take on board?
Eric, I address that question to you, to begin with.

Eric Leenders: There are three issues for me. As a preface to that, I rather
supported what Martin said in the previous evidence session. I certainly
subscribe to the view that the current CEO has done a very good job in
developing a strategy that serves the Money Advice Service well. Therefore,
first, in the forthcoming consultation, I am keen to see the best of the Money
Advice Service preserved. I do not think we need to throw the baby out with
the bathwater.

That brings me to my second point: holistic money guidance and advice
throughout an individual’s life. This takes it from financial education in
schools, through student life and into a first job, through building a family and
into accumulation for pension and retirement and so on. I see that as the
second priority.

The third issue is to build on that Money Advice Service strategy. Martin was
right on point by suggesting that focusing the financing on the priorities would
be a key role for the new body.

Mark Lyonette: 1 would agree with all that. In recent years, the Money
Advice Service has focused clearly on what needs to happen. I would like to
see that focus still on a financial capability strategy and the co-ordination of
financial education, particularly in the financial exclusion space. It is important
that focus is retained on encouraging low-income savings and micro-savings.
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Q152

It has not always been easy to get that across as part of the credit agenda.
Small savings is a big part of how we manage the balance of funds that we
have in our lives.

In recent times, there has been a big focus on evidence collection of what
works. That should continue. To go back to what Martin Lewis and Polly
Mackenzie said, I do not think we understand as well as we should the points
at which we are ready and willing to seek and take on advice; Martin called
them points of vulnerability.

Faisel Rahman: 1 agree with most of the points that have been made so far.
The strength of the Money Advice Service was in co-ordinating lots of
activities and work around financial capability and, for the first time,
continuing the funding of debt advice to some of the most vulnerable through
face-to-face models. I did not think it was particularly involved in the world of
financial inclusion. I thought it was much more involved in the world of
financial advice, guidance and helping people understand how they could
manage their products, as opposed to building new products. So if there was
any consideration about what it might do in the future, it should be more
engagement to support product development and innovation to bring more
services to people who are currently outside the system.

The Chairman: Just to clarify that point, do you think the new body should
and could have a greater focus on tackling financial exclusion?

Faisel Rahman: 1 do not think that the previous body tackled financial
exclusion and I do not think there has been a body focused on financial
exclusion since the demise of the task force or the Financial Inclusion
Commission. The new body should—or a body should, whether that is this
new body or through widening the remit of an existing body such as the
regulator—have a specific focus on inclusion, because currently there is none.

Lord Haskel: This is a question about credit unions. We have heard evidence
that credit unions in Britain have a somewhat lower market share than
elsewhere in Europe and significantly lower than the United States. Can you
explain this discrepancy, and could you comment on the efforts of the
Government on the expansion project, because they are trying to do
something about it?

Mark Lyonette: 1 will try to be as brief as possible, but as you can imagine
this is my subject. As I look around the world, I see credit unions that are
serving anything between 15% and 50% of the population. You have to ask
yourself: why are we so different? What are the key factors? After more than
15 years of working for the association, I have boiled it down to five key
things. I think we need to focus on those five things to continue to see the
sector flourish and grow.

First, credit unions globally never exclusively focus on serving those on
serving those on the lowest incomes. That does not mean that they do not
serve people on the lowest incomes, but it is not the entire membership. We
got diverted on that in the 1980s and it was a red herring. Alongside that, and
often going with it, credit unions globally have not grown through revenue
subsidy grants from the local or central state. Grant funding has not been part
of the growth of credit unions globally. Obviously those first two points go
together.
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Thirdly, the development model is quite different in most parts of the world.
Credit unions fundamentally grew out of a focus on working with employers,
large and small, and then expanded into the community when they had scale
and size. It is no surprise that our largest credit unions in Britain are those
that work with a range of employers.

Fourthly, and we are at the cusp now with 1.2 million members, we need to
look at what we offer. On the lending side, the vast majority of credit unions—
99.9%—offer only unsecured personal loans. Globally, for credit unions to be
successful, they will not get past the scale that we have without having a
broader lending offering, broader savings and a broader transactional product
offering.

The fourth thing links to the fifth thing: successful credit union sectors
globally do not try to solve it all on their own. We have 330 credit unions in
Britain. Mostly we do every single part of every single process in each credit
union. Globally credit unions work together. They create entities and co-
operatives. That can be as small as having a joint HR function between
several institutions and goes all the way up to having common branding and
marketing and so on. We need to do more of that, too.

Where does the credit union expansion programme come in? That was our
attempt to encourage the Government to address at least four of those five
things. There was a recognition that we needed to change from ongoing
revenue support from the Government; the growth fund was hugely
successful between 2006 and 2010, but it did not help the economic stability
and sustainability of the credit unions. It was successful because it gave
several hundred thousand people small-sum credit at an affordable rate. We
needed to change that. The Government have capitalised the credit union
expansion programme, which is allowing us to reach a little broader market.
But one of the key deliverables is a core banking platform with digital, mobile,
tablet access; and straight-through processing. That means that if I apply for
a loan online on my phone at 10 o’clock at night, and if it says “Yes, yes, yes”
all the way, the money will be in my account 20 minutes later.

You might think that credit unions would not necessarily want to do that, or
that they should not do that, but I had a conversation with one of our
members a month ago who said, “Twelve months ago, members would apply
for a loan at night"—in effect, that means that an email arrives in the inbox
for staff to pick up the next morning, as there was no automation—"and we
would get back to them, and everything was fine. By lunchtime, we would
have sorted out those we could lend to. Twelve months later, now when we
get back to those people the following morning, more than half of them are
saying, ‘Oh, don’t worry, we have already sorted it with somebody else’, and
they are almost apologising to the credit union that they have gone
somewhere else”. People’s expectations of convenience and speed are now
huge.

One of the deliverables of the expansion programme is being able to deliver
on that. We have two credit unions live, with another 35 credit unions to go
through the rollout over the next 12 months. It has been a long journey
getting there—it is a very big undertaking for a sector as small as ours—but
we are on the home run now. We have the thing, and we now need to roll it
out to the next 35.
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Does that help? Is that a good start?

Lord Haskel: Yes, that is helpful, but our briefing tells us that only 20% of
credit unions participate in that programme. Is that because they have
different objectives?

Mark Lyonette: No, it is slightly more than 20%. One of the first deliverables
of the expansion programme was a common approach to how we make loans
and to automating lending decisions. Actually, 76 or 77 credit unions out of
330 already use that, and now that the project is coming to an end, many
more are ready to adopt it. I think that is a huge adoption rate for something
so new that at the time was potentially controversial in the sector.

The 35 perhaps refers to the number that have committed so far to the
transformation to this new way of working or new operating model. It is more
than digital banking and digital lending, but that is at the core of it. I would
say that getting 10% of the sector to commit to something for 10 years that
was not proven or available to touch is near miraculous. I do not think it is a
small achievement at all. When we talk to other countries, they cannot believe
that we got 10% of the sector to commit to something before it was even
there.

Lord Empey: I have a supplementary question. Are there any lessons to be
learned from the success of credit unions in Northern Ireland? I declare an
interest as having a responsibility there. Is their success due to the
community aspect, because a lot of them were built around churches and
other religious organisations? Are there any lessons that could be extrapolated
to the rest of the country?

Mark Lyonette: This might not be known to all your colleagues here, but in
both the north and the south of Ireland about 50% of the population use
credit unions. On top of the nearly 1.2 million members in Britain—England,
Scotland and Wales—there are another 0.5 million credit union members in
the north of Ireland.

The origins and history there are very different. When credit unions were
starting all over Ireland, the banks were not serving the vast majority of
people—only 3% is the figure that I have often heard quoted—so the credit
unions were in a space where the banks were not already saturated. When we
got started with our legislation in the late 1970s, banking was already much
more evolved and saturated among the majority of the population. So there is
a difference there.

One thing that we are learning from our colleagues in the north, and in the
south, is that if you do not expand your range of lending and just get older
with your membership, you very quickly come to a point where you are not
lending enough funds and cannot make the whole thing stack up. Ireland,
north and south, is the only exception to the rule globally where the credit
unions achieved scale with just unsecured personal loans. Everywhere else in
the world they have expanded into pretty much the full range of lending.

Lord McKenzie of Luton: My question is on community development
financial institutions—otherwise known as responsible finance providers—
which provide loans both to business and to individuals. My question is
principally to Faisel. In seeking to address financial exclusion, what specific
role is there for community development finance institutions such as Fair
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Finance, as distinct from credit unions and other providers of credit? How
could national and local policies better promote your offer?

Faisel Rahman: 1 will take that question in two or three parts. Forgive me, I
lost my voice early last week, but I will try to speak up a bit.

First, as you have said, community development finance institutions—also
known as responsible finance providers, which is a new name that they have
started to use since last year—are a range of organisations that provide loans
both to individuals and to small businesses to tackle financial exclusion. They
allow entrepreneurs and individuals to access affordable credit.

Unlike credit unions, community development finance institutions often do not
require savings in advance of lending—that is a key differentiator between
them—and they have no price caps on the loans that they offer to individuals.
That means that they are able to lend to riskier, and often more excluded,
people who are unable to access finance from other sources. Their staff are
generally paid and they have few volunteers. The impact of all that is that
they are often much more expensive than credit unions, which have a price
cap. Typically, community finance organisations working with individuals for
consumer finance would offer an interest rate of between 70% and 120%
APR, which is significantly more expensive than a credit union, but they would
lend to different people so they are targeted in a different area.

They generally work with a range of different types of organisation, including
banks, to finance their loan books, and social investors, to expand their
operating footprint. They occasionally engage with local and national
government and with philanthropic organisations to provide ancillary services,
such as debt advice, money advice or complementary services to support
individuals. There are examples of working with housing associations—I seem
to remember that a previous witness talked about working with housing
associations specifically on My Home Finance.

By and large, most CDFIs are independent. They are quite small, and there
are not very many of them. Last year, they lent £22 million to about 45,000
people across the country. The interesting thing about their model is their
flexibility to raise capital and their potential to cover their costs by having the
freedom to charge what it costs to lend to the people that they wish to work
with. That means that in some cases they can offer a viable alternative to
high-cost, short-term credit. Often, that makes them very different from other
organisations.

I launched my organisation Fair Finance in east London in 2005, after I had
worked for the previous 20 years in financial exclusion around the world. We
offer access to banking services—we partner with both RBS and Barclays to
give people access to bank accounts in our branches. We give them access to
personal finance to tackle high-cost lenders and to business finance to support
entrepreneurs looking to grow. Alongside that, we give free money and debt
advice to anyone that we would not lend to.

We finance the entire business by raising investment from high-net-worth
individuals, from the occasional foundation as an investment and from some
institutional partners. That support has allowed me to grow the business from
literally three people serving 500 clients to 45 staff across London serving
20,000 people. Over the past five years, we have lent about £20 million to
some of the most excluded in London. We have seen the business grow quite
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quickly. We are completely financed by banks—we have no government
subsidy in the organisation—and our client base is generally low-paid people,
who work part-time, move in and out of employment and are predominantly
female, usually with dependent children and living in social rented property.

Viscount Brookeborough: Very quickly, you mentioned that you worked in
many other places in the world. Do you have a country which you think would
be a better example of financial exclusion than us? Which offers the best
example?

Faisel Rahman: 1 have worked previously at the World Bank and the
Grameen Bank in Bangladesh, working on small-scale microfinance. My
inspiration was to come back to the UK and provide some type of microfinance
service, because I believed that the problems were still there. If you look
around the world, you can see lots and lots of innovations in different aspects,
such as the fantastic use of technology in some countries, fantastic
government policy in other areas such as in India or in America, but also
really innovative organisations working outside the system.

Viscount Brookeborough: Do you have somewhere that we could ask the
embassy or whatever for information on a particular country?

Faisel Rahman: It depends on what you are trying to fix. If you are looking
for legislative changes, you can see some interesting policies in India, where
banks have been mandated to invest in microfinance organisations as part of
their corporate social responsibility and as part of their business. You could
look to America, where there is legislation such as the Community
Reinvestment Act. You could look to China, which has mandated large
amounts of investment into increasing financial inclusion for much bigger
groups of people. The main challenge when you look at other countries is
that, in countries such as Bangladesh, the issue of exclusion is obvious—it is
in front of you—as most people in the country do not have access to banking
services. In the UK, it is slightly more complex, and I think that the solutions,
therefore, need to be much more nuanced to fit the problem.

Lord McKenzie of Luton: Faisel Rahman, you said that these institutions are
generally quite small. Is there any reason why they cannot be scaled up? Is
there anything that is endemic to their structure that prevents that?

Also, if those institutions reach the parts that other financial institutions
seemingly do not, or do not want to, is that principally because of their
freedom in setting charging levels? Does that have implications on a longer-
term basis?

Faisel Rahman: Personally, I think the potential of these organisations is
limitless. However, the challenge for any organisation looking to lend to low-
income communities is to prove that it can do so sustainably. That applies not
simply to the community development finance movement but across the
board for organisations in the non-profit world. They need to try to provide
services in a sustainable way that is different.

For example, it is very easy to lend to people on low incomes if you are willing
to charge 1,000%, and many banks and institutions will fund you to do so. It
is much harder to convince those institutions that you will be charging a 10th
of that in offering to the same group of people. People have a preconceived
notion of the risk. Because of that, a challenging judgment is given to
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organisations that try to do these things differently, which makes it hard to
raise capital.

Anyone in the community development finance world will tell you that trying
to get to sustainability has been the biggest challenge in the sector—not just
for CDFIs but for many community finance organisations. Fair Finance broke
even last year, and one of the benefits of breaking even is that the banks that
we have engaged with are now much more willing to invest more and to lend
more on commercial terms. The biggest challenge for them has been that
they found lots of organisations doing very worthy things for a small group of
people that they could never scale up, because the more they did, the more
money they would lose. What they see with us, and with some of other
organisations around the country, is that they can actually fund us to grow
bigger. So I think the potential is limitless.

Your question on charging links very closely into that. Previously, many
organisations would have liked to focus on serving low-income communities
but were unwilling to cover the costs of doing so. To give a very simple
explanation of that, many of the costs in dealing with lending in general do
not scale very well as you get to smaller and smaller amounts. For simple
things such as running a credit score, it is the same cost whether the loan is
for £300 or £300,000. For the manual process of underwriting or the data-
capture process, it does not really matter whether it is a small loan or a big
loan, so the economies do not scale very well as you go down, and as a
proportion of each loan those costs are quite high.

On top of that, many people on low incomes who use high-cost credit do so
because they offer a degree of flexibility and a connection in their community
where financial exclusion may exist. That has a high cost, either in terms of
opening branches or adjusting your products to reflect the variable nature of
people’s income. The costs of providing services to low-income people is
higher, relative to the mainstream market, and very few organisations are
willing to do that.

The Chairman: Thank you very much. I think that Eric also wanted to come
in.

Eric Leenders: 1 just want to offer a case study and a forward view—

The Chairman: Could I ask all witnesses to speak up a little bit, because it is
slightly difficult to hear?

Eric Leenders: By all means. I will enunciate.

As you know, I was involved with the inaugural regional growth fund, which
involved £30 million of government money with finance of £15 million from
the Co-operative Bank and £15 million from Unity Trust Bank. To give you an
example of how successful that scheme has been, we had certain
requirements in terms of job creation, wealth creation et cetera, which I
thought it would be useful to share with you. To date, we think the scheme
has created 1,600 jobs and preserved 6,000 jobs. In the context of value for
money, the average cost of those jobs is about £3,800, as opposed to the
national average of about £38,000. So we were exceptionally efficient as well.
We think that that £60 million-odd that was invested has gone on to create
something of the order of about £400 million in the respective local
economies. Since October 2012, we have helped about 2,000 small
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businesses. So as a case study, the CDFI model, where it is appropriately
funded, can be proven to work very well indeed.

The forward view that I would offer is that, working with the Treasury, we
have established a platform whereby loans—or applications for credit, I should
say—that are declined by banks will be put on one of three platforms, where
some 75 providers currently will have the opportunity to consider whether
they want to underwrite the credit. In effect, that is a declined loan referral
scheme, and we see opportunities there for organisations such as CDFIs.

Lord Haskel: Are there any lessons to be learned from the United States,
where they have been active in supporting the development of credit unions
and community development finance institutions? We are aware that
individual states in America have laws that local businesses must try to deal
with local businesses—they try to keep business within the state. Given the
obligations under the Community Reinvestment Act to support CDFIs and
other organisations, do you think that there is a place for a similar statutory
requirement here in the UK?

Mark Lyonette: That is not a position that the association has ever taken.
We are not in favour of a community reinvestment Act. I should say that we
currently have the highest level of support from a number of banks in the UK
that we have ever had in our sector, all of which are now doing really useful
things to help the sector grow.

For example, Lloyds Banking Group has put £4 million into the sector but in a
very different way from the way in which local and central government have
invested. You may remember me saying that revenue subsidy—paying for
part of the operating costs—does not help credit unions to grow. When Lloyds
said that it wanted to be involved, we said that what would be really useful,
instead of repeating the mistakes of the past, would be to put that money in
as capital, which would allow the credit unions to grow more quickly. Because
credit unions are regulated deposit takers, we must maintain minimum capital
levels. For the larger credit unions, for every £1 million they grow they need
to put £80,000 aside. Because we are mutuals, that can only come from the
profits that we make, not from a third party. Lloyds is doing exactly that. That
has completely transformed the process of investing in the sector, and I would
say it is a really good example. Similarly, Citi has invested in training in the
sector and in leadership development, all of which is having quite a large
effect.

So we do not think there is a need to have quite a complex, involved and
burdensome Act to help the banks to encourage the growth of our sector.

The Chairman: Faisel Rahman, if you want to add anything, could you do it
very briefly please?

Faisel Rahman: One of the things that the Community Reinvestment Act
looked to do in the States was to help capital move into underinvested
communities. One of the challenges that financial exclusion has pointed out in
the UK is that there is still a lack of capital in underinvested communities. I
agree with Mark’s point that the CRA is quite complex, but the underlying
principle of trying to get money into areas where it does not exist is a good
one.
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To give a very small example, it is currently very difficult for banks to lend to
credit unions and CDFIs. That is partly due to their view about the risk
attached to these very small organisations, but some of that risk profile that
they look at is a regulatory requirement. Rather than thinking simply about a
CRA, if we thought more about leverage and ways in which we could allow
banks to be involved in that type of investing, we might get a similar type of
activity.

Lord Northbrook: I want to move on to bank account fees and charges. The
Committee has been told that overdraft fees and charges represent a major
source of problem debt for people with low or unpredictable incomes. Do you
think that the proposal by the Competition and Markets Authority to require
banks to set a maximum monthly charge for such fees gives adequate
protection for customers and for banks? Is there a case for introducing a
statutory cap on these charges? Should the FCA as the regulator play a role in
setting such a cap, and what should the cap be? I think that is a question for
Eric.

Eric Leenders: 1 think it probably is.

On the first point, it is important that we are clear on the manner in which an
unarranged overdraft is incurred. There is something of an urban myth that
profligacy can trigger an overdraft, but that is just not the case. The
overwhelming majority of debit card transactions, for example, would be
declined if there were not available funds in the account. The triggers for an
unarranged overdraft are regular payments such as standing orders and direct
debts. Typically, those would cover utility bills, council tax, rent, mortgage et
cetera, which would be the priority or essential spend in an individual
household budget. One of the considerations needs to be the cost of that
unarranged overdraft relative to the cost of that regular payment not being
met, which would be the consequence of the unpaid rent or the unpaid council
tax bill.

Another consideration—and this is where we support the work that the
Financial Conduct Authority is just about to commence—is making sure that,
as has been done in the credit card market study, where there are persistent
users of unarranged overdraft facilities, the internal policies and processes of
the providers of that credit proactively look to support those customers rather
than, perhaps more passively, allow the overdraft to happen. That has been
tried on a number of occasions and, I have to say, to mixed reviews. Some
consumers find it quite intrusive when a programme of outreach from the
bank contacts them to discuss their finances. They do not necessarily see that
as the positive that was intended.

But there are increasingly more discreet ways to nudge customers to think
about their unarranged overdraft. A good example is text alerts. We
introduced those across most personal current account providers in 2010 or
2011. One of the larger banks is on record as saying that it is saving its
customers about £100 million a year in fees. It prompts people to take action
when they could be going overdrawn. So I think there is a proactive
dimension to this. There is plenty of scope within the statement of lending
practice, formerly the lending code, and the FCA’s credit regulation to ensure
that careful consideration is given to managing those situations proactively.
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On the specific point about a price cap, there are really just two levers in
credit: one is risk appetite, and the other is price. It is a combination of those
two levers that allows a credit provider to distribute into a particular market.
We would need to give a lot of thought, therefore, before introducing a cap or
restriction on one of those levers, to what the consequence of that might be. I
think that the solution, on which we are happy to work with both the CMA and
the FCA, is a combination of both the preventive and an element of the
curative or restorative.

I could expand a little further, but I think I have given a good synopsis.

The Chairman: That is fine. If there is more that you want to add, please feel
free to send a further written note.

Lord Northbrook: Sending a text alert seems a simple way. Could that be
made obligatory on all the banks?

Eric Leenders: Back in 2011, we instigated a programme under which all the
larger personal current account providers—the largest nine or 11, I think—
included text alerts to their personal account customers. We are now seeing a
number of different firms experimenting to find the best type of alert. What is
the best catalyst for action, as opposed to simply the balance alert that comes
through in an SMS message? We are seeing quite a lot of developments in
that area, and I expect that the FCA will look at how good practice might be
standardised as it picks up from where the Competition and Markets Authority
left off.

Baroness Primarolo: I want to ask a series of questions about basic bank
accounts. How successful has the implementation of basic bank accounts in
recent years proved to be? Are the banks taking sufficient steps to promote
basic bank accounts, particularly to the type of customer to which the basic
bank account is supposed to be directed?

Eric Leenders: The provenance of the basic bank account was from one of
the then Government’s policy action teams. The first incarnation was the
development of the Post Office card account, which was funded by the
industry and is still with us today. Shortly thereafter, we had the first
generation of the basic bank account. That account provided, by and large,
the functionality of an ordinary current account, save for an overdraft facility.
On the point you make, I think there have been some controversies around
the extent to which it was—to use the vernacular—a below-the-counter
product or whether it was part of a marketing suite.

Picking up recommendations in one of the final pieces of work by Consumer
Focus, and working with the Treasury, at the start of this year we introduced
a second generation of the basic bank account. It is entirely fee free but it
gives all the benefits, including text alerts and online functionality, of a full
current account. However, it prohibits an overdraft, will not allow you to go
overdrawn and does not provide cheque-book functionality. We are very
pleased with that, and we think it is a very good deal. It is designed for
customers in financial difficulty who might otherwise be unable to get a full
current account. On the run rate, across the industry at the moment we are
opening around 50,000 of these accounts per month, so we think that they
are quite successful. That is a similar pattern to the previous basic bank
account.
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However, I have to caveat that, I am afraid, by saying that we are still
working on management information, which we will provide via the Treasury
and then be put into the public domain. So I cannot give you the absolute
figures as we sit here today.

Baroness Primarolo: Can I press you on that? It may be a good deal, but
we need to be sure that it is getting to those who would most benefit from it.
The Committee has received evidence that suggests that the banks are, as
you alluded to, less than keen to put it on the table at the beginning. When
customers go through assessments for a current account, the basic account is
not offered. Are you suggesting that that behaviour is in the process of
changing and that the banks will ensure that they are making basic bank
accounts available to a wider customer base than was the case before?

Eric Leenders: As there is a substantive cost to these accounts—the
estimates provided to the Parliamentary Commission on Banking Standards
suggested that it was about £300 million to £350 million per year—we have
agreed that the process should work such that, when someone is looking to
open a personal current account, the application will be scored and the
process would continue as for the standard account. There are benefits to
that, as it opens access to credit and starts to create a credit history. If one is
unable to get a standard personal current account, a basic account is offered.
There are some exceptions to that. We recognise, for example, that if an
individual is in financial difficulty and already has an overdraft with another
provider, they might need to start with a clean slate and then they would be
eligible for this basic account.

In terms of making sure that customers are aware of the basic account and
that it is visible, all the brochureware and marketing materials were vetted by
the Treasury to ensure that it was comfortable that there was a suitable level
of profile for this particular type of account.

Baroness Primarolo: It has been suggested to us that the process itself is a
systemic problem in getting people to the basic bank accounts. When you
credit score them first and they fail to qualify for a current account, that is
obviously bad because that is recorded. It is not unusual for that not to be
followed through, so the person leaves without a bank account rather than
following through to the basic bank account. Because it is a good deal and
such a good product, I want to press you on this. Can you be absolutely clear
with the Committee that the banks will be doing that, or should we be looking
at further ways of encouraging the banks to be more proactive?

Eric Leenders: To come back to the point, the Treasury will be scrutinising
the figures to ensure that distribution is even across the various different
personal current account providers and will address some of these anecdotal
criticism that you mention. We would like to be a little ahead of that, so we
have been talking to Citizens Advice, which has shared with us some research
that it has undertaken, which we will share in turn with the banks. We want to
make sure that where there is what has been couched previously in terms of a
“policy-practice gap”, it gets addressed. The intention is very much to provide
these accounts in the spirit in which they were designed. To industrialise that
is always going to be a challenge. Where there are issues, we are looking to
address them; where we see the evidence, such as from Citizens Advice, we
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will make sure that it is fed back to the providers. Hopefully, that goes some
way to alleviating your concern.

The Chairman: If I may, I would like to clarify your point about the Treasury
scrutinising the take-up figures. Do you know when those figures are likely to
be in the public domain?

Eric Leenders: To my embarrassment, I can say only that it will be in the
course of the next month or so. I will be able to give you the precise details
when I am back at the office.

The Chairman: That would be extremely helpful. Thank you very much
indeed.

Lord Kirkwood of Kirkhope: You helped us enormously on some of the
difficulties of getting access to a basic bank account, but ID and address
verification is a continuing problem—Ilike a vein of gold, it is shot through all
the evidence that we have received. One piece of evidence that we received
mentioned there may be a prospect of working more closely with DWP on the
rollout of universal credit. I think the Committee would want to make a
positive recommendation on this. What would your collective, brief advice be
about trying to get this bottomed out a little bit more comfortably?

Eric Leenders: Very briefly, we want to play our part in financial inclusion—
hence the basic bank account—but at the same time we have responsibilities
to prevent financial crime. In dealing with money laundering, one of the best,
if not the best, opportunities to keep financial crime out of the system is by
mitigating or reducing the prospects of distributing the proceeds of financial
crime. The best point in time to do that is to prevent the accounts that would
be used to disburse the funds from being opened. Therein lies the tension. I
am sure you will have seen in recent evidence issues around a lack of
government standard ID, such as a passport or driving licence.

We recognise that, in the distribution of universal credit by the DWP, this
could be an escalating issue. What we are currently working on with the
DWP—I think that this is the point that you raise—is how the eligibility letter
confirming the universal credit could be used as a form of identification.
However, we have identified that there is also a challenge in that—this gives
an example of the depth of commitment to making this work—because a
significant number of those in receipt of that letter do not retain it. It
somehow gets lost. So we are looking for a way for the DWP to replicate that
letter with the unique bar code that is generated with each letter, so that we
have an opportunity to identify the individual and then provide them with, in
all likelihood, the basic bank account that will enable them to receive their
universal credit benefits.

Lord Kirkwood of Kirkhope: Have you been working with the Government
Digital Service to try to get digital IDs?

Eric Leenders: Yes, we have.

Lord Kirkwood of Kirkhope: Will people need an expensive smartphone to
get a digital ID?

Eric Leenders: At the moment we are finding that the picture is very mixed.
Some providers have a customer base in which perhaps as many as eight in
10 customers can be identified electronically. However, the cohort that we are
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discussing in terms of financial exclusion will find the same challenges in
getting themselves registered on an electronic ID programme as they might
do currently in trying to open a bank account. They simply do not necessarily
have the sorts of typically accepted identification. We are working with
government on, for example, the Verify scheme to see whether that would
work, and one or two banks are also working bilaterally with government. We
recognise that this is an issue. It is inefficient to rely on paper just now; as an
industry, we would like to see the identification process move electronically,
as we think it is more secure and more efficient. However, there are gaps,
and those gaps, regrettably, are around those who are currently more
financially excluded.

Lord Kirkwood of Kirkhope: It would be quite complicated to make that
into a succinct recommendation. From a self-interested point of view for us as
a Committee, when we are trying to pin government Ministers to the floor to
give a commitment, do you have any shorthand way of pinning that down into
a crisp recommendation that we could then take to the Government?

Eric Leenders: More crisply, it is about encouraging government to find ways
to create third-level electronic identification for as many of the population as
possible. At some point, presumably within the DWP, an identification and
verification process must have taken place to confirm that an individual is
eligible for the appropriate benefits, so it is developing and building on the
good work that it must already have done.

The Chairman: Very briefly, what work are the banks doing to meet the
needs of older people, who may not have passports or driving licences and
may live in residential homes and therefore not have utility statements and
the like?

Eric Leenders: Ideally, we would find through DWP that, as the different
benefit types migrate to universal credit, we would hopefully pick up those
who do not currently have accounts. A humber of retired individuals benefit
from the Post Office card account, through which they receive their pension
payments, and that will run until at least until 2021, as I understand. I guess
that there are the same inherent tensions in that, for financial crime purposes,
we have to be very careful about who we open accounts for, but equally we
have to find a balance.

The Chairman: I shall ask our final question to draw this session to a close.
If there was one thing that you would be particularly keen for this Committee
to focus on in its recommendations, what would it be? You might want to
consider something that is outside your immediate area of interest or the
things that you have particularly focused on today. Who would like to begin?

Mark Lyonette: We would be a little more self-interested, I think. I have
heard some of the excellent ideas that people have given you in evidence, but
I would talk a little about what credit unions need in order to move to the
next level.

We need the law changing so that credit unions can provide a fuller range of
financial services. That is something that we thought we largely had, but it
appears now that the FCA has a slightly different view of that. For example,
credit unions cannot be involved in the whole BrightHouse marketplace
because we cannot do conditional sale or hire purchase. That would be very
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useful. That expansion has happened all over the world for credit unions.
Similarly, at some point credit unions tend to be able to provide credit cards
as well. So we need a little bit of law change. That would be our
recommendation.

Faisel Rahman: 1 will make three quick points. First, as we touched on
earlier when we talked about the future of MAS, the reality is that there is no
single body with oversight of progress towards financial inclusion. I think that
would be a positive recommendation.

”

Secondly—this is a slightly conceptual change—the words “financial exclusion
and “financial inclusion” are often presented in a binary way, as if it was one
or the other, whereas I do not think that many people whom we would define
as financially excluded would define themselves as such. The reality is that
they are underserved, and they are underserved because they currently
receive poor products, with poor product design. So my second
recommendation would be to deal with the lack of product innovation in the
design of new products. There is a very good example in the US, where the
Center for the Study of Financial Innovation partnered with banks and
philanthropic institutions to design and sandbox interesting innovations for
serving low-income communities.

My third recommendation relates to the regulatory aspect, which we touched
on briefly. It is currently very difficult and expensive for banks to lend to
alternative finance providers that are non-profit. Either by virtue of their legal
structure or by virtue of their size, they are treated as financially excluded as
much as their clients. Much of that is blamed on regulation and the
provisioning and allocation requirements. Simply changing that and allowing
some space with the regulator to let banks partner with these organisations in
a proactive and positive way would probably bring more finance to that
market.

Eric Leenders: If I may, I would say three things. First, my internal
colleagues have produced a graphical schematic of the various different
interests and issues around financial inclusion and financial exclusion and,
through our vulnerability task force work with consumer advocates,
regulators, government et cetera, the recommendations that we have made.
From this, the lesson learned is that we need a single holistic view and we
need clear leadership around that.

My second point would be that we need to be very thoughtful around price
capping and consideration of unarranged overdrafts and the potential for
those unintended consequences that we discussed.

My third and final point is that the Criminal Finances Bill—noting its passage
through Parliament as we speak—has the potential to allow for more
intelligent sharing of information on financial criminals and perhaps provides
an opportunity to address some of these tensions between maintaining
systemic integrity and allowing access. If careful consideration could be given
to that as the law is made, that would be very helpful indeed.

The Chairman: Thank you. I have one final request, if I may. You spoke
earlier about work that you are doing with the Treasury on how, where loans
are declined by banks, they might be referred to other platforms.

Eric Leenders: Absolutely, that is for business loans.
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The Chairman: I think that the Committee would welcome any further
information that you are able to submit by way of a note on that.
Eric Leenders: We would be happy to provide that.

The Chairman: Thank you. And thank you very much all three of you for
your evidence. It has been very helpful.
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Consider financial exclusion and access to mainstream financial services

Executive summary

1. The ABI welcomes the opportunity to contribute to the Lords Select Committee
on Financial Exclusion’s Call for Evidence. Insurers recognise the importance
of a financially inclusive society and the industry plays a significant role in
helping to provide access to insurance products and services to a wide range
of customer groups.

2. The UK insurance market is the fourth largest in the world, diverse and
extremely competitive. Established insurers continuously adapt in order to
increase access to their products and services and utilise new technologies and
data sources to offer cover to a wide range of customer groups.

3. Specialist providers and brokers also cater to those individuals who in the past
may have found it difficult to find cover, which has increased competition
across the industry for the benefit of consumers.

4. We believe regulators, as well as insurers, are committed to tackling the causes
of financial exclusion and that the current regulatory approach supports this -
for example the FCA has published two Occasional Papers on Access and
Vulnerability, and is undertaking work on its Ageing Population strategy, the
objectives of which we support.

5. Insurance is a product that helps to prevent financial exclusion and improve
the financial resilience of individuals, through ensuring that when something
goes wrong, people have the means to take control and put their lives back on
track.

6. Given the Select Committee’s remit is to consider access to mainstream
financial services, we have focused this response largely on private motor
insurance, which is a legal requirement for motorists, and household insurance,
which is typically compulsory for mortgage holders. We have also outlined
some of our long term savings work which aims to improve consumer
understanding of pensions products and have briefly outlined the role of income
protection insurance as a financial safety net that can help to prevent people
becoming financially excluded.

7. We have not sought to answer the full suite of questions provided in the
Committee’s call for evidence but have instead focused our response on the
following area of inquiry: Addressing financial exclusion.
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Addressing financial exclusion

Are appropriate financial services and products available for those who are
experiencing financial exclusion?

Product developments

8.

10.

11.

12.

13.

14.

Insurers have led the way with a nhumber of product developments designed to
improve access to mainstream insurance products and which demonstrate
industry commitment to addressing causes of financial exclusion.

Mainstream and larger insurers are increasing access to financial services
through providing new innovative products. As an example, Aviva provide a
stripped back home contents insurance for council tenants and leaseholds that
costs as little as 88p for over 60s and £1.33 for all other ages per week. This
group of individuals previously could not access home contents insurance, but
providing a basic scheme protecting against fire, theft, flood and accidental
damage to TVs, DVD players and computer equipment, as opposed to more
complex cover, makes this possible.

Equally, travel insurers are developing their systems for data analysis to be
able to assess risk at a more granular level of detail. For example, many travel
insurers only screen and alter the cost of cover if the treatments for a medical
condition are within a set time frame. This means that those with a history of
cancer who have not undergone treatment for five years would see a reduction
in their premium.

Technological innovation in the insurance industry is making rapid advances
into the mainstream, most prominently through telematics. Telematics
technology transmits information to a central point; examples in insurance
include ‘black boxes’ for motor insurance and wearable devices for health
insurance. This allows a highly individualised premium to be created and
crucially allows consumers to take steps to reduce their level of risk, thus
reducing their insurance premium, providing them with control over the
affordability of insurance cover.

For motor insurance, telematics technology typically tracks speed, braking and
overall safe driving as well as the time or type of road driven on. This means
that if consumers drive slowly, safely and avoid rush hour it can help to lower
their risk and therefore the cost of their car insurance - helping to provide
more affordable premiums to traditionally higher-risk consumers, such as
young drivers with limited no claims history.

Equally for health insurance, the use of wearable fitness trackers allows
insurers to reflect customers’ exercise levels — as increased exercise lowers the
risk of diseases, obesity and other factors which increase risk and therefore
premiums - resulting in more control for customers to lower their risk, which
can help reduce premiums and increase their access to insurance cover.

Looking to the future, it is likely that as ‘Internet of Things’ technology becomes
more widely adopted in the UK, insurers will be able to use these devices to
transmit information and prevent minor maintenance issues turning into bigger
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issues, or to track good habits such as door or window locking, to reduce risk
and therefore the price of premiums for home contents insurance. These
developments indicate the manner in which Fintech can empower individuals
and ultimately improve access to and affordability of mainstream insurance
products.

Industry initiatives

15.

The ABI has led the way in trying to mitigate some of the issues of a lack of
access and affordability for insurance.

Flood Re

16.

17.

18.

The national initiative Flood Re is a reinsurance scheme developed and funded
by insurers, after the industry identified a market failure for home insurance
cover for domestic properties in areas with a high flood risk or that had
previously flooded.

The scheme works because Flood Re takes the flood risk element of home
insurance from an insurer in return for a premium based on the property’s
Council Tax band. In addition, Flood Re charge the insurer an excess of £250
on the flood part of the policy. Because Flood Re’s activities are subsidised by
an annual levy on insurers of a total of £180m, the premium it charges insurers
is below the rates insurers would normally charge on properties at the highest
risk of flooding.

Flood Re is a world first and has helped an estimated 350,000 households to
access home insurance, evidencing the ABI's commitment to improved
financial inclusion for mainstream insurance products. Although the scheme
was only launched in April 2016, early feedback indicates that Flood Re is
leading to reductions in premiums for consumers in affected areas.

Pensions Dashboard

19.

20.

The ABI is leading the way with a new Pensions Dashboard which is designed
to give customers a complete overview of their pension savings, allowing them
to locate lost pension pots, inform their decisions on retirement planning
tackling under-saving and support the development of automated financial
advice. It is unique in that it will provide clear and holistic information about
an individual’s retirement savings in an accessible format - as it can be
accessed on smartphone, tablets and PCs.

The Dashboard User Interface will allow consumers to view their pension data
and carry out tasks and the Pensions Finder Service will provide a request for
pension providers to search their records to match their pension data to the
user, retrieve their pension information and deliver it for display on the User
Interface.

21. The ABI believes the Pensions Dashboard is an important step to engaging

customers and bridging the savings gap - encouraging consumers to be
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capable and active with their finances. We are currently working with industry,
regulators, Government and consumer organisations to deliver this initiative.

Promoting income protection insurance

22.

23.

Income protection insurance can be taken out by employers or individuals to
provide a replacement income in the event of sickness absence. Insurers also
provide rehabilitation such as CBT or physiotherapy to help people back to
work, minimising the financial impact of their illness or injury and enabling
them to set their life back on track.

Without this protection, loss of income through ill health can result in debt,
deprivation and vulnerability — as the FCA found in their Occasional Paper on
Consumer Vulnerability — two thirds of people fall into serious debt problems
do so because of some form of income shock. We need to raise awareness, to
increase take up of this protection, in order to increase the financial resilience
of individuals and decrease the risk of financial vulnerability. We have worked
with the Money Advice Service to promote this protection, especially to people
who would be hard hit through a loss of income and where the state may not
step in, and continue to scope out opportunities to ensure more people can
benefit from this type of cover.

Agreement on age and insurance

24. The ABI agreed a non-statutory Agreement with the Government and British

25.

Insurance Brokers’ Association (BIBA) in 2012, in order to promote access and
transparency for older customers purchasing motor and travel insurance. As
part of the Agreement, customers refused cover due to a maximum age limit
are referred to an alternative provider or signposting service that can offer a
quote. The ABI also publishes data annually, showing the link between age and
claims costs to tackle a perception that age is used disproportionately, or
unfairly, by insurers.

This Agreement was developed following independent research conducted by
Oxera, on behalf of the Government Equalities Office, during the development
of the Equality Act 2010. Since the Agreement was put in place, insurers’
maximum age limits have continued to rise and a number of products
specifically targeted at older customers have entered the market, increasing
competition.

Code of Good Practice for vulnerable consumers at renewal

26.

The ABI and BIBA launched a joint Code of Good Practice to help insurers and
brokers recognise potentially vulnerable customers, who may need extra
support when renewing their motor and home insurance policies. The Code
defines a vulnerable customer as an individual who may be particularly at risk
in their interaction with financial services, due to a certain set of circumstances
or characteristics that may affect their ability to make an informed choice. A
customer in such a situation may be significantly less able than a typical
consumer to identify, protect or represent his or her interests.
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27.

The Code will ensure that participating insurers and brokers provide staff with
tools to recognise vulnerable consumers, offer flexible options to suit the
customer’s needs, provide additional communication through the renewal
process and review the policies that they are offering to vulnerable consumers.
The Code comes into effect in January 2017 and, although not directly intended
to address financial exclusion, we believe that it demonstrates insurers’
commitment to treating consumers across the spectrum of society in a fair and
consistent manner.

Pension language

28.

29.

30.

Financial education and capability is of critical importance and we support the
proposals contained in the Treasury’s recent consultation on Public Financial
Guidance. The creation of a single pension guidance body, incorporating the
services currently offered by Pension Wise and The Pensions Advisory Service
and offering guidance at key life stages, should help to improve financial
capability in advance of an individual needing to seek advice. Increasing the
scope of the guidance offered by the new body will help consumers saving into
a pension to take positive action ahead of retirement.

We coordinated, with the support of industry, Government and consumer
groups, a new guide called *‘Making Retirement Choices Clear’ to make pension
language simple, clear and consistent in order to help customers better
understand their options at retirement.

Research found that terms such as ‘flexi-access drawdown” or “uncrystallised
pension funds lump sum” are too confusing and should be avoided - yet using
informal language like “taking cash” did not convey the responsibility needed
to deal with finances. The proactive work that insurers have collectively
undertaken on pensions language indicates that they are able to recognise and
act on issues that may create barriers, or cause difficulties, for consumers.

Insurance pricing

31.

32.

The FCA’s Occasional Paper: Access to Financial Services in the UK queried
whether risk-based pricing for insurance could lead to financial exclusion. The
use of risk pricing is crucial for a market that functions well for consumers. The
basis for insurance pricing is the level of risk posed, meaning the likelihood
that an individual will make a claim. Insurers assess this risk and in some
cases a certain aspect, such as an illness or specific disability may be relevant,
but in many cases it won't be. As an example, insurers do not charge more for
car insurance on the basis of a disability, unless any resulting modifications to
the vehicle affect the cover that needs to be provided.

Risk pricing is crucial for a well-functioning market, to prevent adverse
selection. This means that in the event that insurance is provided at a ‘risk
neutral’” premium, low risk individuals will not purchase it because it
represents poor value for them, whereas high risk individuals, for whom the
product will represent very good value, will buy it and significant humbers of
them will make a claim. The resulting increased claims costs will drive increases
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to the risk neutral premium, leading to more expensive products, lower levels
of cover, and greatly restricted choice for all consumers of insurance, thereby
exacerbating financial exclusion.

Concluding statement

33. The measures outlined above demonstrate insurers’ commitment to tackling
financial exclusion, working with Government and regulators, to provide
innovative solutions. The insurance industry will continue to take the issue of
financial exclusion seriously and will endeavor to execute the aforementioned
measures effectively, as well as to create new ways to lessen financial
exclusion.

About the ABI

The Association of British Insurers is the leading trade association for insurers and
providers of long term savings. Our 250 members include most household names
and specialist providers who contribute £12 billion in taxes and manage
investments of £1.8 trillion. In addition to supporting 334,000 jobs, the industry’s
£29 billion contribution to UK GDP make investor confidence crucial to preserving
the economic recovery.

21 September 2016
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Introduction
The ATM Industry Association (ATMIA) welcomes the opportunity to submit
evidence to the House of Lords Select Committee on Financial Exclusion.

About the ATMIA

As an independent, non-profit trade association, the ATM Industry Association’s
mission is to promote ATM convenience, growth and usage worldwide; to protect
the ATM industry's assets, interests, good name and public trust; and to provide
education, best practices, political voice and networking opportunities for
member organizations.

The ATM Industry Association, founded in 1997, is a global non-profit trade
association with over 3,500 member contacts in 60 countries. The membership
base covers the full range of this worldwide industry comprising over 3 million
installed ATMs.

The ATMIA has chapters in the United States, Canada, Europe, Latin America,
Asia-Pacific, Asia, Africa and the Middle East.

Definitions and causes of financial exclusion

Financial exclusion is a broad concept. At its simplest, financial exclusion is the
inability to access appropriate financial services, which can also lead to social
exclusion. Addressing financial exclusion is a key priority for the ATM Industry
Association.

Those groups particularly vulnerable to financial exclusion include young people,
the elderly, the infirmed, as well as people living in geographically or
technologically isolated or disadvantaged areas.

Financial education and capability

ATMs play an important role in reaching the unbanked and under

banked through basic bank accounts for low income groups linked to an ATM
card.

Since 1967, the ATM has provided cardholders with 24 x 7 access to their safely-
banked cash. In some countries, with the touch of a few buttons, they can
withdraw cash, make deposits, pay bills (and even parking fines), do balance
enquiries, buy tickets, top up cell phone air time, send remittances and transfer
funds.

ATMs have proved a form of free technology training for the public to become
more technological and financially literate in the field of financial self-
services. The simplicity of ATM transactions, gives citizens confidence and
experience in using important modern self-service technology.
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An ATM card is typically the first kind of card issued to a young bank customer,
long before he or she qualifies for a credit card, which helps build financial
literacy and confidence at a relatively young age.

Cash accessed at an ATM gives users better control of their finances and
spending than alternatives, such as debit and credit cards.

Addressing financial exclusion

Many older, vulnerable or less well-off people rely almost completely on cash. It
is a universally accepted payment method that they are comfortable using and
allows them to manage their spending precisely.

The ATMIA has worked closely with the Government and LINK Network’s
financial inclusion program, which subsidies free-to-use ATMs in over 1,400
remote and deprived areas across the UK. The number of free-to-use ATMs is
now at an all-time high - with 97% of withdrawals being made free of charge.

Accessing affordable credit

The ATM Industry Association believes that affordable credit could be made
available in the UK at ATMs. This function is already available at ATMs in Spain
and other European countries.

Government policy and regulation

Many countries around the globe have imposed restrictions on payments in
cash; in some cases, the restrictions apply to certain types of transactions e.g.
salary payments or real estate transactions; in other cases, transactions
exceeding a certain amount cannot be settled in cash.

The ATMIA believes that restrictions on cash payments are not an efficient
instrument to combat tax evasion or financial crime. They have a detrimental
effect on the economy, they can contribute to the creation of a climate of
suspicion towards perfectly legitimate cash transactions, and they may end up
becoming anti financial inclusion. There is also no evidence that such measures
have any impact on tax evasion or crime. They are empty gestures,
inconvenience many honest citizens without having any significant impact on the
dishonest.

Over a dozen countries, including Sweden and Denmark, have imposed
restrictions on cash payments. But until now, no evaluation of the effectiveness
of these measures has ever been undertaken.

We would caution the UK government against curtailing cash payments for fear
of the potentially adverse social consequences. In terms of financial inclusion,
restricting cash would disproportionately affect the most vulnerable in society,
including the young, the elderly and the infirm.

The removal of choice impacts certain social groups particularly hard. Young
people who don’t have fully-enabled bank cards, the elderly who are more
comfortable using cash, visitors to Britain and those on limited means who use
cash as a method of budgeting are all effectively excluded if the choice to use
cash is removed.
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On the issue of tourism, most who visit the UK come from countries where cash
still dominates payments. Over 80% of day-to-day payments worldwide are
made using cash. It would hardly be sensible to do anything to prevent visitors
to our country from conveniently using their preferred payment method.

There is a clear public interest test as to whether plurality of payment methods
can, and should, be set aside. This boils down to a fundamental principle:
‘freedom of choice.” Consumers should be able to pay for goods and services the
way they choose to. They should not be dictated to by either commercial vested
interests or government, as to what they can, and cannot do.

Sweden was in the vanguard of the efforts to make cash unviable but the social
and economic consequences became so acute that the Bank of Sweden has now
had to intervene. The UK should put in place rules now so that we do not find
ourselves in the same situation.

The ATMIA believes that the ability to choose which payment methods people
use should be enshrined in law. This will be a bulwark against those commercial
organisations that have a financial interest in cards and electronic payment
methods, and who have been pressing relentlessly to force the public to use
their products.

Financial technology

The ATMIA does not stand in the way of technological innovation. However, in
the case of payments, such innovation should be focused on offering more
options, not removing those already in use.

In an increasingly cashless future economy, the consequences of not holding a
bank account risk becoming even more exclusionary.

ATMs have an increasingly pivotal role to play in addressing financial exclusion.
The ATM network provides access to the services of basic bank accounts for
people from a variety of socio-economic backgrounds. ATMs, in fact, can provide
four of the eight benefits of access to a basic bank account identified in the
European Parliament’s ECON Study on Basic Banking Services, namely:

e Access to money transmission services

* Lower transactions costs on payments and receipts
e Quicker access to funds

¢ Reduced sense of financial exclusion

The reduction in access to banking service which would result from the de-
installation of convenience ATMs would result in undesirable social
consequences.

The ATMIA would encourage the Committee to challenge LINK on why there is so
little innovation in the services that can be offered at ATMs in the UK. Other
European countries have ATM networks that are capable of a vast number of
transactions, from electronic cheque deposit, to bill payment and cash recycling
(where the cash deposited by one customer is dispensed to another reducing
transport and security costs). ATMs in many other countries are enabled to
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handle up to 100 different transactions. This is of particular benefit where banks
have closed their branches and there are few if any other ways people can make
these transactions easily.

Going forward, there is a need for ATMs away from branches - constituting
"Community Financial Hubs" - which allow the public and small and medium
sized businesses to deposit and withdraw cash in both note and coin form. Such
machines already exist; though they are not currently in use in the UK. They
recycle the cash deposited, which is both an environmentally friendly and cost-
efficient modus operandi.

With bank branches closing, such ATMs are needed now. There are no technical
reasons why the UK’s ATM network could not be enabled to provide these
services. What is lacking is the will on the part of those financial institutions that
control the LINK scheme.

The Government should consider reforming the governance of LINK so that it is

aligned with the public interest or order LINK to provide an exhaustive list of
transactions.

14 September 2016
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A. Call for evidence: 22 July

DEFINITIONS AND CAUSES OF FINANCIAL EXCLUSION

1. Is financial exclusion the inverse of financial inclusion and, if not, how
do the two concepts differ? What are the causes of financial
exclusion?

We do not see the two concepts as being fundamentally different — both are the
product of hard and soft enablers/barriers. At the heart of the issue is whether
an individual has the ability to qualify for and access the products to meet
financial needs (hard enablers), as well as the capabilities to use them to their
full potential without getting into difficulty (soft enablers).

Hard barriers can often be addressed through product design or specific
investment, for example through the provision of Basic Bank Accounts or access
to specific infrastructure (e.g. broadband; a permanent address). Soft barriers
require longer term changes in attitudes and abilities, for example, by fostering
money management skills.

There is no denying we're in the midst of a digital revolution which will arguably
have an even more profound effect on our lives than the industrial revolution.
Digital inclusion is a particularly important soft enabler in modern society, and
its inclusion benefits extend beyond finance. As digital innovation continues to
evolve, (for example through the advent of open banking), there is a risk that
people who are not digitally included are at increased risk of financial exclusion,
as they will not be able to utilise new online products and services. This is a
particular risk for older customers, among whom we know there is lower uptake
and usage of digital platforms. Digital inclusion needs to be tackled in parallel
with financial inclusion to ensure it doesn’t exacerbate or become a cause of
partial financial exclusion.

At Barclays we are helping customers and non-customers to embrace the new
digital revolution through our Digital Eagles programme. Launched in April 2013
with 18 employees, this offers personal support and education for customers and
non-customers. Barclays has now rolled out over 15,000 (15,782) Digital Eagles
across the UK.

Digital Eagles are specially trained members of staff on hand in all Barclays'
branches to provide free technology advice to both customers and non-
customers. Our branches also run ‘tea and teach’ sessions hosted by Digital
Eagles. These are free and an opportunity for people to build confidence in
digital skills — not just around banking and managing finances but staying in
touch with people or catching up on TV online.

2. Who is affected by financial exclusion? Do different sectors of society
experience financial exclusion in different ways? To what extent, and
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how, does financial exclusion affect those living in isolated or remote

communities?
Financial exclusion is mainly linked to wider social and economic exclusion rather
than geographic location. For example, research®® °! has shown that people with
particularly difficult home lives resulting from addiction or domestic abuse might
struggle to access the relevant documents needed to meet identity requirements
to open a financial product. They may also be struggling with debt, which could
impact their credit rating and limit their ability to access and/or afford financial
services beyond basic transactional banking (eg. credit, savings, insurance).
Their wider social and economic exclusion can also mean they are more likely to
struggle with the ‘soft’ barriers to inclusion that we set out above in response to
Question 1.

It may also be the case that some individuals, perhaps because they have got
into difficulty with financial products in the past, now choose to manage their
money in other ways for fear of encountering those problems again. Others
(generally an older demographic) have chosen to opt out of mainstream banking
because they have felt their Post Office Card Account (POCA) meets their needs.
New basic bank accounts which the main current account providers offer as part
of their Memorandum of Understanding (MoU) with HM Treasury are intended to
provide greater choice to these customers by providing an alternative to POCAs.
These accounts are deliberately designed to support vulnerable customers - they
do not offer any credit and do not charge fees for unpaid transactions. As such,
customers are able to manage their money without worrying about
indebtedness.

The Financial Conduct Authority are increasingly interested in understanding how
older customers engage with financial products and whether there are risks of
financial exclusion. In addition to this very wide group of customers, we note
that there can also be very specific challenges that particular communities may
face - for example, the armed forces can struggle to gain access to the financial
services they need owing to being regularly posted overseas.

To help overcome these challenges, Barclays has a number of interventions,
ranging from the general to the specific. For example:

e We recently launched ‘Financial Wings’ — a new gamified learning platform
to boost financial capability (see our answer to Question 5). This sits
alongside a range of other financial capability initiatives.

¢ We provide escalation routes and specialist KYC help desk to help identify
what paperwork a potential customer does have that would be acceptable
for ID&V purposes, and have a partnership with NOMS to open bank
accounts for pre-release prisoners.

90 http://www.refuge.org.uk/files/Money-Matters.pdf
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e We recently extended our age limit for home insurance cover from age 70
to age 80, appreciating that older people make more journeys than any
other age group and require access to suitable protection for their travels.

e We have an Armed Forces hub which makes it easy for service men and
women see the products that are available to them. We also offer
bespoke loan and mortgage services to these individuals.

e Our services for individuals with disabilities are listed in response to
Question 4.

We would note specifically that historically, bankrupts have often been acutely
impacted by financial exclusion. For nearly a decade Barclays was the only
major high street bank to provide a bank account to undischarged bankrupts. A
recent amendment to the Insolvency Act combined with the Basic Bank Account
MoU should now have addressed this challenge. We would encourage the
committee and government to continue to scrutinise whether all main current
account providers are serving undischarged bankrupts. We believe that the
requirement to offer a basic bank account should extend to all providers - not
just the nine largest. Unless this is achieved, the effective consequence is a
structural stigmatisation of financial inclusion customers (such that if they try to
open accounts outside of the nine largest providers they will be turned away -
“sorry we don’t bank customers like you”).

Regarding geographical barriers to inclusion, transactional banking is possible
via the Post Office network, telephone, smart phone and internet, as well as
through the physical bank branch which means that 99% of the population is
within 3 miles of banking facilities. The number of channels to access banking is
now so broad that it is hard to imagine a circumstance in which a customer had
no means to accessing financial services. As noted in Question 1, ensuring that
society is equipped with the relevant digital skills to make the most of
omnichannel service provision is a vital part of financial inclusion in the 21t
Century.

In order to better understand the needs of customers most likely to be at risk of
financial exclusion, Barclays has analysed the behaviours of customers on our
basic bank account. Our research shows that these customers are highly
engaged in managing their money. They have a higher than average use of all
channels, including telephony and digital banking. They are transacting at their
limit more frequently, watching their transactions and balances more closely,
and are more likely to contact us than other customers. Building on the success
of our text alerts, we aim to increase proactive contact with these customers to
ensure we help them remain in control of their finances as much as possible.

3. What is the relationship between financial exclusion and other forms
of exclusion, disadvantage or deprivation? What role does problem
debt play in financial exclusion?
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As noted in our response to Question 2, financial exclusion can be closely linked
to wider social and economic exclusion. This is supported by the Money Advice
Service 2015 Financial Capability survey which found that younger people,
recipients of benefits being replaced by Universal Credit, people who were
unemployed, and people living in social housing had lower scores for key
financial capability behaviours (for example, having a savings buffer, or the
ability to keep up with commitments and keeping track of spending).

Problem debt is a significant part of this story — both as a cause and an effect.
For individuals subject to soft barriers to financial inclusion (i.e. the ability to
effectively manage their finances), there is a risk they find themselves falling
into increasing debt. At its most serious, it can impact their credit rating or even
lead to bankruptcy. This in turn creates a ‘hard’ barrier to accessing to products
and services to meet their needs in the future.

To help customers avoid or recover from problem debt, Barclays offers a range
of support:

e SMS alerts and proactive contact: In 2014 we auto-enrolled our
customers on a range of free SMS alerts that notify customers when they
are about to move into a higher tier of overdraft borrowing, and warn
them before they incur charges so that they can take action. We send out
over 250,000 alerts per day, and our recent research into customer alerts
(January 2016) shows that customers increasingly rely on the alerts they
receive and around half take action to avoid charges. This reflects the
FCA’s recent research which finds that timely, relevant alerts with a clear
call to action are particularly effective in helping customers proactively
manage their money. Future use of proactive notifications will
undoubtedly adapt to new technology as it evolves (for example, use of
in-app notifications).

e Early intervention: Often customers only come to us when they are in
real trouble. However, we have started proactively monitoring customer
accounts for evidence of differing behaviour which may indicate changing
circumstances (for example, high numbers of unpaid items or very
persistent use of an overdraft). Where we see signals that a customer
may be starting to struggle we reach out to them early to help them
before they find themselves in problem debt.

e Barclaycard Money Worries Hub®2?: Our website includes a range of
different customer scenarios to show how we can help make things better,
not worse.

e Debt advice sector: We offer funding and warm referrals to free debt
advice including StepChange (we have a ‘hot key’ from our Collections
operation).

4. Do individuals with disabilities, or those with mental health problems,
face particular issues in regard to financial exclusion?

92 https://www.barclaycard.co.uk/personal/customer/money-worries
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People with disabilities face particular challenges accessing and using services,
however, through inclusive design, Barclays is working to remove these barriers.

For example, we provide accessible paperwork and brochures, as well as
accessible PINsentry devices and tools such as signature stamps, bank note
gauges and cheque and credit book templates to help customers with disabilities
carry out day to day banking. At the end of 2012 we became the first major UK
bank to launch talking ATMs in response to the Royal National Institute of Blind
People’s Make Money Talk campaign and in February 2013 we launched a range
of high-visibility debit cards, which were updated in 2014 to include a tactile
notch to use their cards.

Since June 2015 Barclays has been working with SignVideo to give Deaf
customers instant access to British Sign Language interpreters in branch.
Customers have been able to use SignVideo on their own computer or tablet
since August 2013. We have also rolled out secure chat within our online
banking platform, prioritising those customers who we knew were deaf,
providing them with secure and instant communication with Barclays colleagues.

We are also working to improve colleague understanding and awareness of
accessibility issues, through the use of our Community Wings gamified training
tool. Community Wings is a modular training tool focusing on issues such as
mental health, disabilities and older customers. It enables colleagues to better
recognise a customer’s situation, so we can then consider what we can do to
help and make their life easier. It also empowers and encourages colleagues to
engage in “embedding activities” to build and strengthen relationships within
their local community with other organisations that can help our customers.

Finally, customers with mental health needs are at particular risk of financial
exclusion. We know customers with mental health needs may experience crisis
spending and may be at greater risk of problem debt. Within our collections and
recoveries teams, frontline colleagues are trained to identify vulnerabilities such
as mental health concerns and hand-off customers to a specialist vulnerability
team, who will case manage customers and have greater discretion in managing
their case. Barclays is also engaging fully with the work of the Money and Mental
Health Policy Institute around managing crisis spending for people with mental
health needs.
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FINANCIAL EDUCATION AND CAPABILITY

5. Are there appropriate education and advisory services, including in
schools, for young people and adults? If not, how might they be
improved?

Research carried out by Barclays showed that only 44% of customers felt
knowledgeable about financial issues, with as many as 20% said they to finding
the topic overwhelming and confusing.

The Money Advice Service has identified that financial habits are set by the age
of 7 and that financial education interventions can have long term impacts.
These include, but are not limited to, improved resilience from financial shocks,
planning for life events and securing better value financial products. Propensity
to manage money and to save is not dictated by income - it's attitudinal; it’s
what you learn when you’re young - but also reinforced all the way through life.

At present there is a patchwork of different support services and information
points to help all individuals improve their financial understanding. These are
predominantly funded by the private sector, with significant contributions made
by organisations such as the Big Lottery Fund. For young people, financial
education is embedded in the secondary school curricula across the four UK
nations, but different approaches are taken at primary level.

The role of the Money Advice Service, and the Financial Capability Strategy for
the UK are crucial in co-ordinating provision, highlighting success and reducing
unhelpful duplication. They have responsibility for making recommendations on
how best to scale improvements and address unmet need.

Barclays support the delivery of financial education to young people and adults
in a number of significant ways. LifeSkills®3is our flagship employability
programme which includes financial education content as a core component.
Aimed at 11-24 year olds, materials are available for young people, teachers,
educators (for example youth group leaders) and parents. Since launch in
Spring 2013, more than 2.8 million young people have participated in the
programme, with over 80 % of UK secondary schools and 30,000 educators
registered.

Barclays also supports the delivery of financial capability skills throughout life.
Barclays ‘Financial Wings’* is a fully interactive, ‘gamified’ website designed to
give individuals the knowledge and confidence to take control of their money and
build the skills required to bolster their financial health. We have worked with
industry experts including the Money Advice Service, National DebtLine and
StepChange Debt Charity to create bite-sized modules made up of engaging
video, infographic and text content, with quizzes and interactive follow-on
activities designed to help users build positive habits leading to long-term

93 www.barclayslifeskills.com
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financial resilience. New modules are in the process of being created so that the
tool remains fresh and relevant.

Financial Wings is available, for free, for everyone - regardless of whether you
bank with Barclays or not and it now forms part of core, everyday conversations
between our frontline staff and customers. Since its launch in July 2016, over
5,710 colleagues and customers have used the platform, with 25-34 year olds
currently the age group using it the most.

Finally, Barclays has financial education resources created in partnership with
well-respected national charities such as pfeg, Action for Children and the
National Youth Agency. Whilst these resources are also focused on financial
skills, they are tailored to different groups, some of which may require additional
support. These include primary school children, young people in the justice
system, young people with learning difficulties and young people from acutely
disadvantaged areas. These are free resources available to all to download and
use.

However there are a number of ways in which financial education provision -
particularly in schools — can be improved. These include:

¢ Introducing financial education as a statutory element in the primary
curriculum.

e Introducing financial education and employability skills awareness to
teacher training curricula, delivered through both the academic and
practical elements of study.

e Providing greater support to schools and teachers to enable them to
embed best practice, learn from others and attend CPD sessions.

e Encouraging a positive social and cultural shift to the discussion of money
management within families. This is something the Money Advice Service
has started to consider. Given how early in life financial habits are set
then it is crucial for parents and carers to be empowered to support their
children and to have information on what they need to be sharing.

e Ensuring programmes and resources are tailored for the needs of specific
groups. This personalisation — for example, face-to-face session and high
quality training for the individuals leading the session - increases the
positive outcomes such services deliver, however it also creates a
challenge in how best to scale and replicate success.

6. How can financial literacy and capability be maintained and developed
over the course of a person’s lifetime?

There have been significant changes to the ways in which money is managed
and transacted in recent years. Contactless payments, mobile payments, money
management apps, online intermediaries and the growth of new forms of
currency all present nhew ways of managing finances which now need to be
reflected in the teaching of financial education.

With regularity there will be new financial products, government and regulatory
changes impacting personal finance. Specific recent examples include changes to
pensions and university fee and loan structures. The way which people work in
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the future is also likely to fluctuate, with self-employment and holding multiple
part-time roles on the rise leading to more complex financial situations.

For financial education, this means that learning outcomes will need to include
an awareness of the pace of continuous change and an understanding of the
available sources of guidance to keep up-to-date (LifeSkills delivers this).
Education content needs to be regularly updated to reflect these developments,
and everyone needs to have access to information on how to understand and
weigh up the benefits and disadvantages of new channels and policy changes
new technologies and services.

In addition to the above, service providers also need to be providing customers
with relevant and timely information to make it easy to stay on top of their
finances in a changing world (see above for the potential for text alerts to make
a difference to customer’s lives).

Finally, it is also important that customers are able to ‘ladder up’ financial
products in order to develop their capabilities over time. We see this as a
particularly important element of basic bank account provision. Whilst it is vital
that these accounts are made available to those that need them, customers
should not become trapped on the product as their financial needs and
capabilities develop. Where we see that a customer is managing their finances
well it is in their interest to — where appropriate - move them to a standard
account so they can start building a credit file and gain access to a wider range
of products and services.

ADDRESSING FINANCIAL EXCLUSION

7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for
the most excluded and, if not, how should support be strengthened?
What role should Government, the charitable sector and business play
in tackling financial exclusion?

Personal responsibility is closely linked to financial capability which is why
financial education is so important (see above). The UK'’s strong ecosystem of
financial and voluntary sector organisations also plays a critical role in delivering
financial capability messages. To build on this, we believe there is a key role
here for Government and its agencies in developing messaging and content
which can be used by organisations working on financial capability to reach
customers with the right messages at the right times. This should be the central
financial capability role of the successor body to the Money Advice Service.
Closer coordination between charities providing advice and a single point of
entry could also ensure greater impact from funding and also have significant
benefits for people seeking advice.

For our part, Barclays is investing in a range of initiatives to boost capability, as
noted in response to previous questions (SMS alerts, Financial Wings, LifeSkills
in schools). We also see digital enablement as a vital piece of the puzzle, which
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is why we have rolled out over 15,000 (15,782) Digital Eagles across the UK to
provide free technology advice to both customers and non-customers.

8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing access
for those most at risk of exclusion? What is the role of the Post Office
in providing access to financial services for such customers, and how
might that role develop?

As noted in response to previous questions, the Basic Bank Account MoU was an
important step towards ensuring appropriate financial services are available
widely for those who need them. We believe that all providers should be
required to offer these products as a basic responsibility when operating in the
current account market.

We also believe that the Simple Products agenda should be revived, as this was
important work with the potential to deliver a much wider range of simple,
transparent and accessible financial services products to boost inclusion (more
detail provided in Q10).

The Post Office continues to play an important role in offering access to financial
services nationwide - across the UK. The role the Post Office plays should be
seen alongside the growing number of channels through which banks are
providing their services. In combination, this should means that no community
should ever be without the ability to transact. For example, there are 22 million
Barclays Mobile Banking and Pingit logins every week and 3.2 million per day
(2015) which illustrates the growing popularity of digital channels in managing
finances.

As highlighted above, ensuring the society is equipped with the relevant digital
skills to benefit from these channels will be key to maintaining financial
inclusion.

ACCESSING AFFORDABLE CREDIT

9. What has been the impact of recent changes to the consumer credit
market - such as the capping of payday loans - on those facing
financial exclusion? How can it be ensured that those in need of
affordable credit can access appropriate products or services?

Analysis of our current account book at the time of the payday lending market’s
peak (late 2013) showed that 90% of our customers that had taken out a
payday loan would not have met our own responsible lending criteria - i.e. we
could see their expenditure exceeded their income or that they were already
over-indebted elsewhere.
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This led us to conclude that for the majority that took out a payday loan, more
credit was not the solution to their problems. Instead of fuelling an
unsustainable situation and increasing overall levels of debt, the right outcome
for these customers would be access free debt advice and help to take action to
get on top of their existing debt situation.

We work closely with the free debt advice sector to help as many people as
possible access the help they need. We have a system of warm handovers for
customers we see are getting into trouble, as well as a wealth of information and
links on our website. We believe this remains the best approach to supporting
customers that might be looking towards payday loan companies as a result of
problem debt.

We also recognise that the community finance sector has an important role to
play in supporting consumers that may not be able to access mainstream credit.
Barclays has been a strong supporter of credit unions for well over a decade,
with over £5m donated since 2004 to help it expand and grow.

GOVERNMENT POLICY AND REGULATION

10. How effective has Government policy been in reducing and
preventing financial exclusion? Does the Government have a
leadership role to play in addressing exclusion?

The previous Labour Government’s Financial Inclusion Taskforce, which was
disbanded in 2011, was very effective at working in partnership with the third
sector and the financial services industry to reduce the number of unbanked.
We support the recent Financial Inclusion Commission’s recommendation that all
relevant Government departments have a minister with responsibility for
financial inclusion in their portfolio, with HM Treasury as the lead department.

In terms of products and services, 2014 Basic Bank Accounts MoU was an
important intervention, and appropriate in this case because the products are
loss-making - government and regulatory encouragement is helpful in ensuring
providers offer these accounts. We would encourage the Government to
consider extending the requirement beyond just the largest nine banks, as
provision of these accounts should be a basic responsibility of operating in the
current account market. Barclays has long been a provider of a high
functionality basic account, and until recently, was the only bank that would
provide services to undischarged bankrupts.

We also recognise the Government’s work to date on Simple Products -
supported by the Sergeant Review — however are disappointed at the lack of
progress on this agenda in recent years. The Sergeant Review concluded that
lack of transparency, complexity of products and difficulties making comparisons
undermine confidence and trust in retail financial services.

In response, the industry and government began work to develop a simple
products accreditation standard, and in August 2014, Barclays launched our
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simple fixed-term life insurance product. The product was independently
assessed to ensure it was aligned to the review’s principles and product features,
that we had in place effective procedures and training to enable colleagues to
clearly explain the product to a customer, and that we were able to evidence
through a post-purchase survey that customers see the product as
straightforward. Following a robust process, our Simple life product received
accreditation from the British Standards Institution. Since launch, we have seen
a positive response with a significant increase in conversations between our
branch colleagues and our customers regarding Life Insurance. We believe this is
due to a combination of factors - consumers find the product easy to
understand; independent accreditation instils consumer trust; and the simplicity
of the product and strong internal communications gives colleagues confidence
talking to customers about life insurance.

Our product remains the only simple product on the market, and the issue
appears to have lost momentum. We would welcome revival of this work in
order to see more simple and transparent products brought to market for
consumers.

Looking to the future, the role of MAS and the future of debt advice coordination
is currently under review. It is important that much of the good work MAS has
pursued to date is not lost in this process (e.g. research, need mapping and
strategizing to inform the Financial Capability Strategy), and that the successor
body builds on this, rather than starting afresh. Government gas a key role to
play in ensuring consistency and momentum moving forward, despite this period
of uncertainty.

11. What has been the impact of recent welfare reforms on financial
exclusion?

To date, only new benefit recipients have so far been enrolled on Universal
Credit. We may see increased demand for basic bank accounts across the
industry once existing claimants start to be migrated to universal credit in 2017.

We anticipate that the change will increase financial inclusion given that more
people will need to have a transactional account. However financial capability is
going to be key — many people will have to manage a monthly income for the
first time. As previously, our Financial Wings and SMS alerts will all help to build
this capability among customers.

12. How effectively are policies on financial exclusion coordinated
across central Government? Is there an appropriate balance and
interaction between the work of central Government and the work of
local and regional authorities, and the devolved administrations?

As noted above, we support the recent Financial Inclusion Commission’s
recommendation that all relevant Government departments have a minister with
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responsibility for financial inclusion in their portfolio, with HM Treasury as the
lead department.

13. To what extent is the regulation of financial products and services
in the UK tackling financial exclusion? Are alternative or additional
regulatory interventions required to address financial exclusion?
What balance should be struck between regulations and incentives for
financial institutions?

As noted in response to Question 10, we believe that the MoU to deliver
consistent provision of basic bank accounts was a valuable government
intervention. We would also reiterate our desire to see the Government’s work
on Simple Products revived, as this is another area of product development that
is unlikely to move forward without external pressure.

Regarding more challenging regulatory requirements, we would call out Anti
Money Laundering (AML) and Know Your Customer (KYC) requirements as
something that can feel like a barrier to access for some customers. The
provision of certain identity and proof of address documents can be difficult in
some circumstances, although we recognise the absolute importance and need
for this regulation to protect all customers from fraud, scams, and the flow of
finance for other criminal activities (including terrorism). We welcome ongoing
progress to deliver digital identities (eID) so that a customer need only be
identified once in order to have secure and trusted access to a range of services.
We include more detail on this technology in Question 3 in the follow up
questions below.

FINANCIAL TECHNOLOGY (FINTECH)

14. Does the Government have a role to play in ensuring that the
development of financial technologies (FinTech) and data capture
helps to address financial exclusion? If so, what should this role be?

We see the Open Banking agenda as offering great opportunities to address
financial exclusion, and we are very pleased to see both the Government and
Competition and Markets Authority strongly promoting this work. Increased
availability of customer data could lead to the development of tailored money
management tools, personalised prompts for insurance and investment needs,
and bespoke presentation of info e.g. larger font. All of this supports increased
competition, financial capability and improved customer outcomes.

Whilst this new world is full of possibilities, it must be delivered in a way which is
safe for consumers and businesses. The Government and regulators have a vital
role to play in ensuring that suitable customer protections are built in from the
start so that the UK gets open banking ‘right first time’. Research®> shows that
suitably appealing customer benefits can trigger unquestioning adoption of new
services - if consumers are willing to share their financial data this readily, then
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we need to ensure their trust is not misplaced. There must be appropriate
protections in place to ensure the security and integrity of the customer data,
and clarity on liability and redress in case of need. It would only take one
significant data breach by any firm - large or small - to significantly undermine
consumer trust (three quarters of consumers say that if they experienced a bad
outcome, they would be less likely to give permission again). We look forward
to working with the Government to ensure the right safeguards and governance
are in place ahead of implementation.

Finally, whilst there are exciting opportunities on the horizon, digital exclusion
needs to be addressed in parallel so it does not become a new cause of financial
exclusion. As previously noted, the Barclays Digital Eagles, Digital Driving
Licence and Code Playground are our contribution to this work, but it is
imperative that all sectors and industries are similarly engaged in this agenda.
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B. Follow up questions to oral evidence: 19 July

1. At Board level, is anyone’s remuneration linked to the bank’s
performance on financial inclusion?

There is no one at Board level whose remuneration is linked to the bank’s
performance on financial inclusion specifically, because the definition of inclusion
is very broad and means different things for different customers. We see the
provision of inclusive products as a core part of operating in the personal finance
market, and is not something that can be split out as a separate line of work.

However we do report business performance against a balanced scorecard which
sets out eight specific commitments across our 5Cs (Customers & Clients,
Colleague, Citizenship, Conduct and Company) against which people can monitor
how we are doing. Inclusion is an element of customer support. The 2015
Citizenship metrics that fed into the Balanced Scorecard included SME lending
and start-up support as well as financial and money skills for youth as part of
the wider skills-building target. The remuneration of Tushar Morzaria (our Group
CFO) is linked to the Balanced Scorecard.

2. What would be required for the UK to reconstitute the Payment
Accounts Directive post-Brexit?

HM Treasury’s implementation of the Payment Accounts Directive requirements
merged two different policy objectives: financial inclusion for the financially
vulnerable, and cross-border access to banking services.

The Directive requires that all EU citizens are able to open an account ‘with basic
features’ anywhere in Europe. HM Treasury interpreted this as requiring banks
to make their most basic account available to EU citizens. For signatories of the
Memorandum of Understanding on Basic Bank Accounts 2014 (MoU), this meant
the inclusion account. The consequence is that the nine MoU signatories have to
offer fee-free financial inclusion accounts to (UK-unbanked) European customers
that are not in financial difficulty.

It remains our belief that where an inclusion product such as the basic bank
account is brought to market they should be protected for use only by the
customers that need them: the financially vulnerable. Cross-border access to
banking services for all EU citizens could have been met by providing a standard
account with basic functionality.

3. What work is underway in regard to the ID requirements for bank
accounts?

The industry is currently working with the BBA to bring greater consistency and
clarity across the banks to the ID&V documents acceptable for basic bank
accounts. This work is aimed at expanding the list of commonly acceptable



Barclays — Written evidence (FEX0074)

documents for ID and AV purposes, focusing on consumer segments typically
excluded due to a lack of more mainstream documentation. ‘Typically excluded’
groups are drawn from examples named in discussions with the Financial
Inclusion Commission, the BBA’s Consumer Panel, and the more recent FCA
paper: Access to Financial Services in the UK.

As part of the financial inclusion agenda, banks will seek to crystallise some of
the discussion outputs in guidance/tools for advice case workers in order to help
bridge policy/practice gaps. The extent to which any extended list of commonly
accepted documents can be published e.g. on websites will be considered
against fraud concerns around publicly available material. Industry is also open
to exploring with DWP alternative benefits and Universal Credit related
documentation that may be used for ID purposes.

However we see other significant opportunities for financial inclusion coming

with the development of electronic identities (eID). On 2nd March 2016 Barclays
launched our Digital Identity Service to provide an identity proofing and
verification service to UK citizens who need to access a range of government
services such as viewing a driving license, completing a self-assessment tax
return online or claiming a rural payment. We are one of 9 providers to the UK
government as part of the GOV.UK Verify program.

The service is free to consumers and requires a quick and simple online
registration journey, which complies with government requirements. Once
completed, the customers can use the same credentials to log-on to any
government service that uses GOV.UK Verify.

We have also become a board member of the Open Identity Exchange (OIX),
which is a technology agnostic, not-for-profit, members based organisation that
explores through projects how to create trusted online transactions through the
use of digital identity. Through our active involvement in OIX we have
participated in several identity projects, including using a digital identity to find
and access your pension, opening a bank account in the UK with a digital
identity and using a European digital identity to open a bank account in the UK
for a new to country customer.

The potential long-term benefit of e-identification in addressing financial
exclusion challenges is that the customer need only confirm their identity and
credentials once in order to access a wide range of products and services across
a range of providers. This could make for both a more seamless experience at
initial product opening, and when changing providers or shopping around later -
particularly useful in an open banking world.

4. How might the concept of flexibility work in regard to direct debits,
and what is the relationship with variable income (for example
minimum hours contracts)?
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Research®® commissioned by Barclays which looked - amongst other things - at
the top payments innovations individual consumers sought found that the two
most favourable were “Having all payments clear immediately and shown in my
balance straightaway” and “Having more control and visibility over when direct
debts are taken out of my account.” We consider that this demand is particularly
strong among those on lower, irregular or uneven incomes - something that is
supported by Payments Council and Toynbee Hall research®’.

The Payments Strategy Forum has recognised this and supports the creation of a
“request to pay” service. As with our existing SMS notifications, a ‘request to
pay’ offering would give consumers greater transparency and control over their
payments, and help them stay on top of their finance - especially in cases of
variable income. We support this work and are working with the Forum to
understand the options available to make it a reality (these include building on
the open banking agenda - mentioned in other answers — or using existing
collaborative payments infrastructure).

5. Should not bank overdraft fees (authorised or unauthorised) be made
clearer and in writing as customers are often in the dark about the
scale of these?

Overdraft pricing and financial management are important consumer concerns
and Barclays has taken significant steps over the past few years to provide
greater transparency, simplicity and control for customers. In June 2014, we
implemented significant changes to our personal banking overdraft structure and
charges to introduce a simple daily fee structure that replaced the previous APR
model. This was based on detailed customer research which told us that they
find daily fees simpler and easier to understand, and the changes were
welcomed by Citizen’s Advice when announced. These are made clearly
available to customers at account opening, in pre-contract information (provided
by in hard copy) when an overdraft is taken out, and during the lifecycle of the
product through statements, annual summaries, and notifications (e.g. SMS
alerts). They are also available on our website®s.

Further to the introduction of daily fees, we also introduced a suite of other
changes to improve transparency and support customers in managing their
finances:

e Extended daily ‘grace period’: This gives customers more time on the day
a payment is due to make funds available. Customers are proactively
alerted via SMS to the level of funds in their account and have until 3pm
to pay money into their account to avoid unpaid transaction fees, and
until 6.30pm to avoid overdraft and Emergency Borrowing fees. The
earlier timing reflects the sequence of payment processing cycles.

9% http://www.tooleystreetresearch.co.uk/wp-content/uploads/2015/06/Towards-world-class-
report-by-Tooley-Street-Research-for-Barclays-FINAL-web-version.pdf

97 http://www.toynbeehall.org.uk/data/files/Services/Financial Inclusion/Access to cash -
Qualitative research.pdf

98
http://www.barclays.co.uk/CurrentAccounts/Changestooverdraftsandwaystoavoidfees/P124266327
4269
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e Introduced £15 ‘buffer zones’: In response to feedback from consumer
groups, this was introduced to help customers who accidently go
overdrawn by a small amount. This means that a payment that takes a
customer to -£15 would be processed with no charge applied. The buffer
applies at every ‘tier’ (overdraft, Emergency Borrowing and unpaid
transaction).

e Introduced a range of free SMS alerts with triggers: These alert
customers when they are about to move into a higher tier of overdraft
borrowing, and warn them before they incur charges so that they can
take action (see Appendix for the full list).

We have found the SMS alerts to be a particularly powerful tool in helping
customers to manage their finances. We took the proactive decision to auto-
register customers into certain alerts and have been pleased to see almost half
of customers taking action in response to these alerts. We send out over
250,000 alerts per day, and our recent research into customer alerts (January
2016) shows that customers appreciate the alerts they receive. We believe this
service offers real transparency and control for customers, and supports recent
research from the FCA which finds that providing timely, relevant, ‘bite size’
information is most effective in helping customers manage their finances.

It is important to note that Barclays has deliberately chosen not to offer
unauthorised borrowing. Unarranged or unauthorised overdrafts are ‘shadow
limits’ that customers do not know they have, are variable in amount, and are
not agreed upfront. Barclays only offers authorised borrowing that is clearly
agreed upfront with customers.

6. Should there be a cap on punitive unarranged bank overdraft charges,
which are higher than the cap on payday loans?

Barclays does not offer unauthorised borrowing. We offer an ‘emergency
borrowing’ facility which is a final tier of arranged overdraft. It is a pre-arranged
amount for which customers pay £5 per day to use and is capped at a maximum
of £35 per month. Emergency Borrowing bears no resemblance to unarranged
overdrafts which are ‘shadow limits’ that customers do not know they have, are
variable in amount, and are not agreed upfront. The Competition and Markets
Authority remedies will introduce a publishable *‘monthly maximum charge’ so
customers will know the total amount they can incur in any given month. The
intention is to enhance customer understanding and ability to compare between
providers.

7. How successful has the Access to Banking Protocol been, and what
are your aspirations for the independent review of the Protocol that is
currently underway?

We remain committed to ensuring communities always have the ability to
transact, but traditional bricks and mortar bank branches are becoming less
integral to enabling this, and less relevant to our customers. Counter
transactions in our branches are falling by around 20% year on year as
customers move to channels where they can access a Barclays colleague 24/7.
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In this context, we are keen to ensure that the local community has the support
they need to transition to a new way of banking when a physical branch closes.
The Protocol has helped to codify best practice in this respect, and deliver a
more consistent approach across the industry. For Barclays, whilst we have not
reversed a closure decision under the Protocol, we have altered our ‘leave
behind’ services as a result of community feedback, and amended timelines for
exiting a community based on feedback. All of our impact assessments are
made publically available.

However we are always looking for ways to improve our approach, and are keen
to hear the outcome of Professor Russel Griggs’ review. We hope that Professor
Griggs will be able to offer recommendations for what more we could do to
engage and support communities where we take the difficult decision to close a
branch.

8. How does your company identify customers who are in, or at risk of
financial difficulty? What support would you offer to such customers
and do you employ ‘warm handovers’ to introduce customers to
organisations that might offer assistance?

Customers often don’t always come to us during early signs of difficulty, which
means the problem can worsen. To address this, we look at customer accounts
for signs of financial pressure which may indicate changing circumstances. For
example, high numbers of unpaid items or very persistent use of an overdraft
can all be signals that a customer may be starting to struggle. Where we
observe changes such as these, we write to the customer offering support, and
we are conducting a pilot of proactive telephone calls. We continue to keep our
criteria for contact under review to ensure they are the most appropriate and
effective.

To help customers remain in control of their finances we provide a range of
support and tools to customers in all stages of financial health - be that good
health, at risk of financial difficulty or in financial difficulty. These have been
detailed in response to previous questions, but include:

¢ Good financial health: Balance alerts, Financial Wings

e At risk of financial difficulty: Near-limit alerts; avoid fee alerts;
Barclaycard Money Worries Hub; in-branch debt awareness activity;
proactive contact (letter, SMS, outbound call) to customers displaying
early warning signs of financial difficulty (identified by data analytics)

¢ In financial difficulty: Dedicated collections and recoveries area with
staff trained to help customers reach a manageable way forward with
their debt; specialist vulnerability training for colleagues in this area; hot
key for warm transfers to StepChange Debt Charity for free independent
debt advice.
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9. The Financial Services Consumer Panel has suggested that banks
should have a statutory duty of care to their customers. What is your
view of this suggestion?

We are familiar with the Consumer Panel’s proposal, and share their desire to
deliver fair and positive consumer outcomes. However our own analysis
suggests that the vast majority of these protections are already enshrined in
legislation, case law, regulatory requirements and principles in the UK,
accompanied by the necessary supervision and enforcement powers.

10. What role do banks have in improving the financial literacy and
education to children, young people and aduilts?

Please see our responses to Question 5 and 6, above.

11. Are there new technologies or innovative projects that are being
used to tackle financial exclusion in developing markets that could be
used to tackle financial exclusion in the UK?

The UK is currently focused on delivering Open Banking, which has the potential
to significantly increase competition and innovation in financial services.
However whilst this new world is full of possibilities, it must be delivered in a
way which is safe for consumers and businesses. The Government and
regulators have a vital role to play in ensuring that suitable customer protections
are built in from the start so that the UK gets open banking ‘right first time’ (see
response to Question 14, above).

15 September 2016
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Examination of Witnesses

Catherine McGrath, Managing Director, Transactions, Insurance and Mass
Market, Barclays, and Matthew Carter, Director of Products and Marketing,
The Co-operative Bank

Q38 The Chairman: This is a very hot day, so if witnesses and Members wish
to remove their jackets, that is absolutely fine by me. I do not want anyone to
overheat. This is our fourth evidence session, so thank you very much indeed
for attending. For the record, our two witnesses today are Catherine McGrath,
who is managing director, transactions, insurance and mass market, at
Barclays Bank, and Matthew Carter, director of products and marketing at the
Co-operative Bank. Welcome to this evidence session of the Select Committee
on Financial Exclusion. You have in front of you a list of interests that have
been declared by members of the Committee. This meeting is being broadcast
live via the parliamentary website. A transcript of the meeting will be taken
and published on the committee website, and you will have the opportunity to
make any necessary corrections to it. If you are ready, may I just kick off
with the first question, which is a very general one? How does your
organisation define financial exclusion? What is the incentive, or the business
case, for banks to address financial exclusion?

Catherine McGrath: First, the definition of financial exclusion, or inclusion, is
quite difficult, because it can manifest itself in a number of different ways. On
one level, we would describe it as a customer being unable to access the
products or services that they should have. The reasons for that could be
incredibly different, though. It could be to do with financial vulnerability. They
might be a member of the Armed Forces, and standard banking does not work
that well if you are one of those. It could be to do with disability. The reasons
are quite broad. We think it is important, because we see part of our broader
role in society as ensuring that everybody can participate fully, and we are
very aware that access to banking products and services is a cornerstone of
that.

Matthew Carter: 1 think that our view is quite similar. It is difficult to define
in one phrase or sentence, but we see it as part of our broader focus on
customer vulnerability more generally. Financial exclusion is often a key
consequence of wider vulnerability, so we look at it in that context. From a
business strategy perspective, the Co-operative Bank has always been
committed to financial inclusion and banking for customers whatever their
circumstances, so it is fundamentally embedded into the heart of our business
strategy.

Lord Haskel: You say that your purpose is a broader role in society or
financial inclusion. To what extent does your organisation’s work fall within
the social agenda that you have just described, and to what extent does it
form part of your business development agenda?

Catherine McGrath: The fact that neither of our job titles here says
“corporate social responsibility” indicates that it is quite intrinsic to the
organisation’s structure. My job is not corporate social responsibility, but do I
have a significant obligation to ensure that we are inclusive in providing
banking services to customers? Absolutely.
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Another key way in which Barclays looks at this is that we think that digital
enablement is a big part of financial inclusion, so our decisions about
providing things like Digital Eagles, working with BT to find black spots in
digital capability and ensuring that it can be provided, and putting in digital
services are key. All those things are part of our key business strategy and
not something that we necessarily look at under the banner of corporate
social responsibility. We would see it as a key part of our business strategy.

The Chairman: Could I follow up on that point? Are you saying that your
digital enablement strategy is primarily to help financial inclusion—to get
more people having accounts? How much does it come from an
understandable desire to cut costs?

Catherine McGrath: The way we look at digital enablement is broad. A
Digital Eagle will help a customer get access not just to their banking services
but to Skype and video banking, to Facebook and anything else that they
want to have. A digital revolution is happening, and that is part of our role.
We have the capacity and ability to help people to be part of that revolution
rather than be left behind. It is aimed at all our customers. It is interesting for
us that our basic bank account customers are twice as likely to use our digital
platforms as those who are not on that account. Our view is that everything
that we do to get customers digitally engaged very much supports the
financial inclusion agenda, but it is a far broader plank of our strategy than
just financial inclusion.

The Chairman: Thank you. We will return to the digital issue a bit later.

Q39 Lord McKenzie of Luton: Who leads your companies’ work on financial
exclusion? To what extent is the board involved? Is it routinely an item on the
agenda for the main board meeting? What reporting measures are used? How
is the activity covered in your annual report?

Matthew Carter: For us, it is embedded in our ethical policy, which is
defined by what our customers think is the most important thing—what they
believe is fair and right in the way we conduct business. Therefore, it is a
reflection of that, and vulnerability and inclusion are core pieces of it. But I
would describe it as being both top down and bottom up. At board level, we
have a values and ethics committee that looks at how we apply the ethical
policy in its broadest context, particularly how we include all our customer
groups. From a fundamental point of view, that is critical. The director for the
retail bank has specific empowerment for the execution of financial inclusion
and in relation to vulnerability throughout the business. However, that has to
be embedded from top to bottom. For us, it is very often the training and
support that we give to colleagues on the front line that is fundamental to
identifying areas of customer vulnerability where we need to apply certain
policies or practices to support customers in financial difficulty. That is
obviously then monitored not in one particular way but by using a plethora of
metrics: everything from fraud analytics to analysing customer behaviour,
complaints and customer feedback. We look at a whole series of measures to
try to identify how well we are dealing with financial inclusion.

Lord McKenzie of Luton: Are these measures routinely on the board
agenda?
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Matthew Carter: Yes. They are certainly reported on every two months
when the Values and Ethics Committee meets. There is a regular standing
agenda item on customer vulnerability, including financial exclusion.

Lord McKenzie of Luton: Do you know what that data has shown in recent
months and what the trend is?

Matthew Carter: The reporting tends to be about how we are progressing on
the activities that we have identified and are trying to put in place, such as
working with third-party institutions to support debt advice. Equally, if is
about how we are progressing on the identification of customer vulnerability
and financial vulnerability through, for example, the development of our data
and systems. It is the tracking against those core pieces of work that is, we
hope, moving the organisation forward in the right way.

Catherine McGrath: What is complicated about this, referencing the remark
I made at the beginning, is that it is difficult to define a customer who is
either vulnerable or going through moments of inclusion and exclusion. It will
happen for very different reasons for different groups of customers. We look
at it by asking, “If we are making changes to our business, how is it likely to
impact different groups of customers?” If I am making a change to overdrafts
or to digital policies, I think about a group of customers who are digitally not
engaged. If I am doing something that benefits those who are digitally
engaged, how do I think about supporting those who are not? You could argue
that they are being financially excluded because of some things that are
happening in the digital space. It is very multifaceted. I have one definition of
financial vulnerability, which is customers on the basic bank account. It is
very easy to see them, what is working for them and what is different for
them versus customers who are on our standard accounts. It is more difficult
if I am trying to understand whether somebody is financially included or
excluded because of dementia or because of being in the Armed Forces. We
look at it across the board. We try to look at it cohort by cohort of customers,
and we look at it issue by issue. Financial inclusion or exclusion will change
depending on the issue, or on the banking service that people are trying to
access at the time.

Lord McKenzie of Luton: I can see the challenges. Just to be clear, does the
“we” in all this include the main board?

Catherine McGrath: Yes it does, irrespective of whether it is Jes talking
about the shared growth agenda and saying, “Investing in the UK overall must
be good for the banks, so supporting all segments of society as part of that is
critical”. Ashok Vaswani runs Barclays UK, the UK part of the bank, and it is
very high on his agenda. Across the board and part of everyone’s role is the
guestion, “"How are you supporting all segments of society?” However, if you
tried to find one page on a report somewhere, it would be quite hard to
summarise it because of the complexity of the issue. The specific issue will
vary from customer group to customer group and banking service to banking
service.

The Chairman: I will bring in Lord Haskel in a second, but could I first follow
that up? At board level, does anyone’s remuneration include consideration of
what they have achieved on greater financial inclusion?

Catherine McGrath: Sorry, I do not know the answer to that question.
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Lord Haskel: In your reporting process, do you also report on the cost of all
this socially oriented work? Presumably that is included in your overheads
structure. How do you take all that into account?

Matthew Carter: Not on a specific case-by-case basis. Over the last few
years, we as an organisation have had to make some balanced and
commercially based judgments about that. As Catherine said earlier, the
growth of the digital agenda in particular means that we as an organisation
need to re-orientate where we invest. For us, there has been a very clear
strategy. We have said, "We must invest massively in our digital agenda,
because that is consumer demand. That is what customers expect”, and those
expectations are rising significantly. At the same time, we are seeing far fewer
transactions in traditional branches. Last year alone, we experienced a 30%
reduction in branch transactions. That means that you end up with branches
that become economically unsustainable. Yet those decisions, such as
decisions to close branches, and our commercial decisions were very clearly
driven by customer data. Are customers actually using the branches? There is
a series of considerations. How do we decide whether it is commercially
sustainable to close the branches? You have to decide how you embed
financial inclusion and broader customer vulnerability when you execute any
of those policies, and you have to decide on a case by case basis. However, I
reiterate the point that the ethical policy for us as an organisation is in effect
consideration of these things as part of any decision, change or development
that you make. If you do not consider them, you are out of line with the policy
itself, which is quite clear about embedding financial inclusion and how the
organisation will then take decisions, which we hope will be in a balanced
way.

Lord Haskel: So if you were on a cost-cutting exercise you would not say,
“We're going to cut out this socially oriented work and cut our overheads”?

Matthew Carter: Absolutely not. For example, we have been in the basic
bank accounts market since 2000, and we have been the market leader in the
provision of such bank accounts. Our market share is around 2%, but our
provision of basic bank accounts is significantly in advance of that: it is 20%
of our entire customer base. That has always been an incredibly important
element of our approach, strategy and broader contribution to society. We are
massively supportive of the new access to banking protocol, which came in at
the end of last year, but we have also been encouraging the remainder of the
industry to share some of the burden and the cost. For us, there is quite a
significant cost in running the basic banking book to support financial inclusion
in the way we are. That is not to say at all that we would want to remove our
commitments from that. Absolutely not—it is enshrined in our strategy as a
business—but we would want that cost to be shared proportionately across
the industry.

Catherine McGrath: Can I build on that point? You would not find a number
for us that indicated the commitment that we are making on financial
inclusion. But, to touch on Matthew’s point, the basic bank account is a key
component of financial inclusion. That is a loss-making product but part of our
investment in society. A couple of things are worth mentioning. Ensuring that
all banking participants are party to that, not just the subset that is currently
signed up to it, is important; otherwise you have people going into the branch
of a bank that they think would be great for them and they are told, “Sorry,
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you're not someone we want to bank. Can you go down the road and be
supported by someone else?” That is not a good outcome.

The second opportunity is the payment accounts directive, which is quite
interesting. It requires that people who are unbanked can open what has been
defined in the UK as a basic bank account. This presents the issue that if my
accent were not New Zealand but French, for example, and I earned what I
earn today, I would still be entitled to open that basic bank account in the UK,
because in UK circumstances, as currently defined, I am unbanked. I think
that is completely wrong; the basic bank account is there to support financial
inclusion and should absolutely be there for people who require that sort of
account. Someone who is not part of financial inclusion should have no
entitlement to go into that basic bank account. That is an interesting thing
that we need to think about: how we implement the Payment Accounts
Directive in the UK to make sure that it is targeted on those who need it, not
on a more general audience because they are unbanked.

Q40 Baroness Primarolo: Catherine, could you explain to us how many people
you think try to get access to basic bank accounts who are not entitled to
them, in the sense that we already heard from Matthew and you about the
growth in demand from customers who want to be able to do things on more
sophisticated digital platforms?

Catherine McGrath: 1t is a new requirement, but the UK Government still
have the opportunity to determine how they interpret that. Can people who
are not financial inclusion customers get into the basic bank account? The
current thinking behind the interpretation is that if I am unbanked in the UK—
in other words, I am coming in from an EU country—I could have access and
must be offered the basic bank account.

Baroness Primarolo: Why do you think that is wrong?

Catherine McGrath: Because if I am earning, if I am not a financial inclusion
customer, I should be offered a bank account but not the basic bank account,
and I should not be entitled to the basic bank account.

Baroness Primarolo: What would the benefits be to somebody deciding that
they wanted a basic bank account and nothing else? What would be the
advantage to them?

Catherine McGrath: Absolutely no fees are associated with it.
Baroness Primarolo: But they can do nothing on it.

Catherine McGrath: They can. A basic bank account is a full service account
that lets you do what you need to do; it just does not have overdraft lending
on it. With the basic bank account, you are not charged the fees that you are
charged for similar behaviour with a standard account. That is absolutely right
for financial exclusion customers. It is not right that somebody from outside
the UK is offered an account with a different price structure than somebody
inside the UK can get.

Q41 Lord Empey: To some extent you have touched on one or two of the
things that I was going to raise. What has been the level of take-up of the
basic bank account product that you respectively offer? You have referred to it
already, Matthew, in some of your comments. Since the launch of the new
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basic bank account, has there been a corresponding decline in the number of
customers who are rejected for bank accounts?

Matthew Carter: 1 gave the number for us earlier. We have 300,000
accounts. The number of people applying for accounts has dipped but only
very slightly. The number of declines is absolutely stable. Other organisations
might see this differently, but because it was such an embedded part of
business anyway we have seen that continue. We have probably seen slightly
fewer applications, but only by a couple of percentage points down this year.
Some customers who would have come to us before have probably gone
somewhere else.

Catherine McGrath: From our perspective, when HMT publishes its data I
would expect to see that our share of new flow has also declined. The reason
for that is that we were one of the few banks that were offering a full-service
basic bank account before, so we were doing significantly more than our
natural market share.

Lord Empey: You are saying that you had already captured some of that
market.

Catherine McGrath: Yes, similarly to Matthew’s organisation, Barclays would
have been one of the organisations that was overperforming on the basic
bank account since the previous version of basic bank accounts. The flow has
reduced because other major banks are now required to offer basic bank
accounts. That has now been measured, which is good because it means that
there is a breadth of supply and competition in that market.

Another thing that we will discuss with HMT is that if we can see from the
turnover in someone’s account that they no longer require a basic bank
account, we will proactively engage the customer about moving them into a
standard account. We believe that that is the right thing to do, because they
can start to build up a credit file and a credit footprint, which means that they
can get access to broader financial services, which we think it is a critical part
of financial inclusion.

Lord Empey: That leads me neatly on to a supplementary question. What is
the process for customers moving from the basic bank account to a regular
current account? How is this move instigated, and what accompanying
support are customers provided with in that regard? In other words, what is
the trigger point for somebody moving from the basic bank account to the
regular bank account, and what is available?

Matthew Carter: Catherine is absolutely right. In our book, too, some
customers start to behave in a way that suggests that a broader banking
product could be made available to them. However, you cannot automatically
assume that people wish to do that. A lot of research will tell you that
customers often like the controls that a basic banking product gives them—for
example, you cannot get overdrawn and it puts quite clear rules and
boundaries in place. We do not automatically upgrade people, but we do go
through a contact programme that says in effect, “You seem to be displaying
the behaviours of an upgrade”, and we encourage people either to come into
a branch or to have a conversation with one of our telephony advisers about
moving to a more mass-market product.
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Lord Empey: I suppose some people prefer pre-payment meters for exactly
the same reason.

Matthew Carter: Absolutely.

Lord Empey: You have a product that is free of service fees. The thing that
would trigger a change is behaviour; perhaps a customer wants to borrow.

Matthew Carter: Yes, possibly. There are also payment differences and the
availability of a chequebook—those sorts of things—which will make a
difference. You are absolutely right, but even if a customer wants to take
those other facilities they do not have to take an overdraft as part of that
broader range of services. That is why we are keen that if people want to avail
themselves of an overdraft, for example, we will have two quite distinct and
separate conversations with them.

Catherine McGrath: We are still working through exactly what that will look
like. On our standard account, customers can have all the same controls as
there are on a basic bank account. You can choose the ability never to get
overdrawn if that is what you want. We would absolutely encourage
customers to have a standard account if their account conduct indicated that
they if they applied again today they would be offered one. The credit
turnover of the account is one of two things that we tend to look at. If it is
£2,000 or £3,000 a month, they are less likely to be financially vulnerable.
But we would also look at the conduct of their account. If a customer is
constantly bouncing up against zero, that indicates that they are probably still
in a financially vulnerable state. If they have a reasonable amount of credit
left in their account at the end of every month, that indicates that they are
probably in a good place to be able to move on. You would generally want a
standard account because it starts to give you access to all those other things
that you can get. Having customers with the ability to get lending at bank
rates as opposed to payday lender rates is a critical part of financial exclusion,
which is why that conversation will happen with a customer.

The Chairman: Can I pursue the point about the annual number of declines
and whether that has gone down since the introduction of the basic bank
account?

Catherine McGrath: My answer is similar to Matthew’s: it has not gone down
at all. The reason why it has not is the only reason why we would decline a
customer for an account before: because of fraud. Barclays has consistently
offered accounts to undischarged bankrupts, for example, in a way in which
the rest of the industry has not, so there was no reason to expect our
rejection rates to change. Fraud is the only reason why you will not get an
account with us.

Q42 Lord McKenzie of Luton: I would like to move us on to Brexit, if I may.
These are early days, I know, but the Payment Accounts Regulations are the
UK Government’s way of implementing the European directive. I have two
questions. The first is a narrow, technical one. When we eventually depart the
EU, does anything need to be done to reconstitute those regulations in UK
law, or are they still embedded sufficiently so that they continue?
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More importantly—Catherine has answered this at least in part—if there is no
requirement to follow the EU directive, what changes would you like to see in
the regulations?

Catherine McGrath: 1 do not think that I can give you the technical answer
to the question of what would be required to reconstitute the regulations.

Lord McKenzie of Luton: Forgive me, but could somebody perhaps write to
us on this?

Catherine McGrath: Yes, we can definitely pick that up. From a basic bank
account perspective and a UK perspective, that has been put in by a
memorandum of understanding between the banks and HMT. It is not a
regulation or anything else, it is just an undertaking that we have given, so
nothing further needs to be done because it is an undertaking that a subset of
the industry has given.

If there are no requirements to follow the EU, irrespective of Brexit, the
Government have a choice about how they implement some of the payment
services regulation. We have a slight concern that someone who is not a
financially vulnerable customer coming from Europe could get the very basic
bank account in the UK, but that the same thing would not happen the other
way around. Irrespective of Brexit, there is plenty of room for the
Government to choose to interpret the most appropriate response. Our view is
that having an account that works and is completely free for the financially
vulnerable is important. Irrespective of memorandums of understanding, we
believe that we would offer such an account as part of our broader
commitments to the UK. So I see nothing changing. It is important that the
account is there for the financial vulnerable and that it is not there for an
audience that is broader than that. If it is loss-making, it is cross-subsidised
by other parts of the bank. It is really important for the financially vulnerable,
and it should not be available for people who are not financially vulnerable.

Matthew Carter: 1 would reiterate those points, particularly with regard to
the EU payments directive. The FCA and the BBA, and the industry as a
whole, are engaged on the best way to implement certain elements of that.
There are some slightly contradictory regulations. For example, it is difficult
for us to comply with our AML regulations at the same time as honouring the
principles of banking foreign customers in the UK that Catherine was talking
about. That is an industry challenge which the BBA and FCA are engaged in.

Lord McKenzie of Luton: You say that it is an existing industry challenge.

Matthew Carter: It is one of our concerns about the implementation of the
EU PAD regulations, which have started to come into effect. I would reiterate
my point about whether, given the change in the broader environment in the
post-Brexit world, that interpretation is still the most appropriate. We clearly
have to continue to honour EU regulation until such time as we do not. In the
meantime, we need to find the most pragmatic ways of working through that.

Lord Haskel: Can we come back to the basic bank account? Do you see it as
a sort of loss leader, a public service hopefully leading to a regular account? Is
that how you market it?

Matthew Carter: We have a very simple range of products. We really have
only two. We have either a broadly standard bank account or a basic account.
We market them both equally and present them in exactly the same way
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through all distribution channels, whether you walk into a branch, access
them through the internet or via phone or contact centres. The prominence of
the accounts is absolutely equal in that regard. Clearly, we go through a
process where generally we want people to take the standard product if that
is right for their circumstances. A customer can actively take a basic bank
account if they do not want anything that is a slightly more comprehensive
proposition. If customers apply for a standard account and unfortunately are
declined for that product, they will obviously be offered the basic bank
account as an alternative. We offer these things in a very open and
transparent way.

Lord Haskel: So you make it absolutely clear that the basic bank account is
available.

Matthew Carter: Absolutely, and the basic banking protocol that we are
committed to with HMT makes it really clear that the product has to be
available in exactly the same way and through the same distribution channels
as our other products.

Catherine McGrath: Equally, for us, the basic bank account sits alongside. If
you opened a brochure, you would see the range of products offered by
Barclays, and the basic bank account is there alongside the other accounts
that we offer. If a customer came in and was not specific about what they
wanted, we would take them through the standard account-opening process
first. If they were not accepted into that, we would specifically talk to them
about the basic bank account. Looking at our marketing approach you would
not see press ads that said, "Come to us and talk about basic bank accounts”,
because we tend to market our standard products. But if a customer comes
in, it sits with equal prominence in what they will see.

Lord Haskel: So it is made absolutely clear that the basic account is
available?

Catherine McGrath: Yes.

Q43 Lord Shinkwin: I have two questions for each of you. First, could you tell
me whether your company envisages expanding the basic bank account
concept so that it includes savings or insurance products that tackle financial
exclusion—you used the term “financially vulnerable”? Secondly, if so, would
this be something that the market could support, or would it need to be
mandated by government so there was a level playing field?

Catherine McGrath: From our perspective, we have a broader range of
products that we think meets the requirements. A few years ago, the
Sergeant Review looked at simple financial products, particularly in savings
and insurance. We have chosen to launch—and I think we are the only
organisation to have launched—a simple life insurance product. That has
taught us that customers are very positive about it and about a kite mark that
says that something is stamped as a simple financial product. It would be fair
to say that overall within the industry there has not been a lot of traction in
that space. Simplicity and transparency are cornerstones to financial inclusion.
Do I think it is relevant that there are broader products that have that stamp?
Absolutely. That is why we launched our life insurance product. Financial
education is a key part of it, because you only really get balance in society
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when people are educated enough to be able to make a sensible choice. Kite-
marking helps, but the level of education is important.

On the question of making it mandatory across the industry, again, if a thing
is loss-making, the answer is probably. With basic bank accounts, we found a
couple of providers that were still choosing to offer a full-service basic bank
account and therefore getting significantly more than their natural share,
because others were stepping away from it. Life insurance products can be
made so that they are not loss-making. If part of our role is being a bank that
supports all segments of society, there will naturally be products in that
space. The risk in the UK is that as new competitors come in, they quite
understandably say that they want to serve only segments of customers.
Either by choosing where they put their branch footprint, or by choosing to be
a digital only proposition, by definition they are choosing not to serve large
segments of society. If we want the breadth of suppliers in a financially
vulnerable or financially inclusive space, a degree of undertaking or
mandatory behaviour will be important.

Matthew Carter: 1 think that some co-ordination would be helpful. There are
often a load of initiatives. The Sergeant review was very insightful and said in
effect that the simpler you can make things, the more you can remove from
more vulnerable customers the nervousness or uncertainty about accessing
financial service products. It is interesting that there is now a separate
initiative—I am trying to recollect whether it is HMT's—that is looking at
simple products for financially vulnerable customers to encourage savings.

Going back to Catherine’s point, the challenge is that if you do not almost
mandate this, a number of people will simply step back from it. The burden
will then be taken by too few, who perhaps have some of those things more
embedded in their principles. Having said that, on a broader point, our
underlining ethos, particularly since the bank’s transformation and rebuilding
since 2013, has been relentlessly to simplify the business. We fundamentally
think that the simpler you can make things, the greater access that gives to
all. For us, there is a general principle of making things really, really simple.
We are relentlessly reviewing everything, from putting terms and conditions
into plain English so that people understand exactly what they do to having
very simple, basic offerings in the market, which means hopefully that more
consumers can become engaged. The one thing that all research, and
certainly the Sergeant review, said was that people are fundamentally put off
and block things. They know there is a need, but they are too confused by the
complexity of some of the products on offer.

The point about how the industry moves forward together on this is an
absolute point of principle. As an example, we are, and remain, the foremost
banker for prisoners in the UK. We made that an explicit part of our policy and
it is an intrinsic part of the rehabilitation of prisoners. Clearly there is a
correlation between committing further crime and financial exclusion. We used
to bank for the vast majority of prisoners in the UK. We are now taking the
rest of the industry with us. Again, we want to support this with what we
believe is a proportionate amount for what is a relatively small banking
organisation relative to others, spreading that burden and cost across a range
of other institutions. That is now being done across the UK. We will absolutely
continue to do what we are doing, but we want to make sure that we are not
disproportionately taking the load from others.
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Lord Empey: What you are really saying is that you do not want your
competitors to cherry pick. You want everybody to have a responsibility,
whereas some can pick and choose so that you, who already operate in that
market, will bear the burden of the cost. Other people get away with the
premier customers. Is that what you are saying?

Matthew Carter: 1 would suggest that the market will change dramatically
over the next two years. We can talk about PSD2, the payment services
directive, and how that will dramatically change the landscape of the banking
industry. Equally, as Catherine alluded to, we have a lot of hew entrants. More
competition in the market is absolutely the right thing to have, but, equally, a
number of the stated commercial objectives of those organisations is to be
very specific about the types of segments that they wish to attract. For
example, a number of digital-only banking providers will specifically target
mass affluent males aged 30 to 45 within the M25. I suggest that one
guestion that needs to be asked is how we all share responsibility for financial
inclusion. That is something that we take very seriously, but it should not be
disproportionate. That is the broader consideration.

Q44 Baroness Primarolo: I want to ask a question about the identification that
needs to be provided by those seeking to open a basic bank account. It was
interesting, Catherine, to hear about Barclays’ slightly different route into the
standard account first and, only when they failed that, then into the basic
bank account. There are clearly issues to do with proof of identity. I
understand that it is complex, because it also links in with money-laundering,
but if we are to accept that having a basic bank account is also, as we heard,
a way of being included, being work ready and managing money, we have
also heard complaints that the ID can be very difficult for particular groups to
comply with. There are migrant workers and asylum workers, and Catherine
touched on people with dementia understanding a utility. Through the banks’
experience in dealing with basic bank accounts, do you have any comments to
make on how identification of an individual could be assisted in opening a
basic bank account?

Catherine McGrath: Let me just clarify one point. If a customer came in and
asked for a basic bank account, that is what would be discussed. If they did
not ask for anything in particular, we would start with the standard account.
Identity is quite difficult, for the reasons that you suggested. It is also difficult
for the reasons of fraud. It is an interesting process for a bank to be in,
because if you are the most open with identity in the market, you are more
likely to get a higher proportion of fraudulent accounts being opened. It was
well known across the industry in the UK for a period of time that bank
accounts opened with certain forms of identity from other countries in the EU
had a very high likelihood of being fraudulent accounts. A real balance has to
be struck. I do not get the impression when I look at our complaints about
basic bank accounts that the ID requirements in particular caused the
problem. I think we are pretty broad about the sort of identity that we accept.
Do I think that it could be made easier? It would be great to identify
customers as being okay to be in the UK through a government source, for
example. Banks could rely on that for a whole lot of other things. That would
be fantastic, not just for financial inclusion customers but across the board.
That is the far broader issue. “Identify me once. Then everything follows”,
would be a great thing to achieve and focus on.
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Matthew Carter: 1 do not have a lot to add to that. There are some
challenges with documentation. It is an industry-wide issue, and the BBA's
work with the FCA on this is important. It explores issues such as how we can
access centralised government data electronically to try to help that ID&V
process, rather than somebody physically having to bring paper into a branch.
The more that can be streamlined, the easier it will make it for everyone
involved in the process.

Baroness Primarolo: It has been suggested to us in previous evidence that
the banks are not particularly flexible when it comes to ID and that there is no
benefit of the doubt. The person opening the account might say, “This proves
my identity”, but when it goes into the system it is rejected. Obviously the
individual working in the bank will be under pressure if they give a bit more
latitude each time. If, as you suggest, there is work on a gateway that would
trigger it, rather than bits of paper—utility bills or whatever—which puts
people off, can you direct us to where we could get more of that work? Is it
being done on universal credit, for example?

Matthew Carter: It is being done by the BBA. We can certainly give you the
details on that.

The Chairman: Could you provide the Committee with a short note?
Matthew Carter: Yes, we can do that.
The Chairman: Thank you. That would be very helpful.

Q45 Lord Kirkwood of Kirkhope: Could I ask a question, first off, about the
access to banking protocol that was concluded in March 2015? How many
branches of your respective banks have since closed? How many of them have
been salvaged after the local engagement process that you are obliged to go
through in relation to the consultation that is currently in place?

Matthew Carter: In the past year, we have closed 54 branches. As a bit of
context, the Co-operative Bank and Britannia merged in 2009, and the
process left us with duplicate branches, often two in the same town. You had
Co-operative Bank branches that were predominantly current account and
transactional, and Britannia branches that were predominantly savers. The
branches that unfortunately we have needed to close over the last year were
all Britannia-based. That has been driven by the fact that the transaction
levels in those branches had declined significantly and were down to fewer
than 50 to 100 transactions a week in some locations. That puts the viability
into context, and those are the decisions that we clearly had to make in
relation to that. The size of our estate is still bigger than it was pre the
merger in 2009, if that makes sense. We at the Co-op have a bigger footprint
now than we did then. Equally, over the last 18 months, we have invested in
excess of £20 million®? in refurbishing the remaining network to demonstrate
our commitment to community banking. That is quite an important piece.

On the branch access protocol, it is also important to say that while we have
always engaged with a range of local stakeholders in relation to any branch
that is selected for closure, the decision to close is already based on a whole
range of reasons. The focus for us in relation to the branch protocol is how we
manage the impact of that in a way that ensures continuity of service,

99 Note by witness: the correct figure is £12 million
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financial inclusion and customer education. A lot of things that we would do go
above and beyond the protocol, such as one-to-one engagement with
customers in branch and specific strategies for customers whom we define as
vulnerable or requiring financial inclusion. That might including hand-holding
those customers to register for online banking or to use the local post office,
or reallocating them to the nearest branch where available. In answer to your
specific question, the branch access protocol has not changed those decisions,
but it never set out to do that; rather, it set a series of standards on how we
might best minimise the impact and work in a way that is entirely customer-
centric.

Lord Kirkwood of Kirkhope: You describe this as a consultation, but the
decision is taken. It is a way of transitioning to a new situation.

Matthew Carter: It absolutely is.

Lord Kirkwood of Kirkhope: So you are talking only to your account
holders. You are not talking to the local authority or the local CAB.

Matthew Carter: We engage local government and local MPs—a whole load
of people— because we know that these things are very sensitive. We will
then go through a whole series of steps to ensure that those customers end
up with an absolute continuity of service.

Lord Kirkwood of Kirkhope: And you guarantee as part of the transitional
process that you will not leave anybody not only without a local branch but
without any account at all.

Matthew Carter: No, we do not close accounts, but we will also go through

an upgrade process that gives people better access to things like post offices
and digital banking. We will walk them through those processes as we close a
branch.

Lord Kirkwood of Kirkhope: Presumably that applies roughly to Barclays as
well.

Catherine McGrath: Yes. The story for us is that, at the end of 2015, we had
more than 1,300 branches, which is the largest single-branded network in the
UK. Since the protocol came into effect, we have closed 120 branches, and
opened one branch in Newcastle. We take the engagement process very
seriously, and we were mentioned in Parliament by Chris Evans MP for the
standard that we are setting in the way we engage with the community.
Stakeholder engagement has never reversed a decision about whether a
branch should stay open, but that is because we do a lot of quite hard work
even to get the point of deciding whether to close a branch. However, what
such engagement has done is change what we have left behind or how we
have done it. The engagement is broad; it is with community groups, MPs and
local councils. As an example of some of the things that have changed as a
consequence, customers are often most concerned about ATMs, so leaving
those behind to enable people to access cash is very important. We have also
postponed closures. Where significant roadworks have meant that getting to
the nearest branch was taking twice as long as it should have, we have
postponed the closure or changed opening hours for some of the nearest
branches. That, for us, felt like quite a good way of doing it.

We talked before about digital engagement. Although we have Digital Eagles
across our branch network in the UK, if a branch is going to close we will
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concentrate effort in that environment so that individual customers can come
in and have sessions with the digital eagles to get them more digitally
engaged. That also helps to manage the transition.

Lord Kirkwood of Kirkhope: Would it be a natural consequence of such
local engagement with your account holders that those who were engaged
could be handed over to perhaps more appropriate CDFIs or credit unions? I
understand that there is some consideration of how this protocol is to be
operated in the longer term; I am just thinking about whether there are other
things you could do—warm handovers—not just to keep hold of an account
but to get better service, such as insurance. Do you have any ideas or
resources in gestation to improve the protocol?

Catherine McGrath: Customers are primarily saying that they want access
to transactions and the ongoing ease of that. The relationship with the post
office network for that purpose is really important. In the New Zealand
market, what was the old post office bank has become a more fully fledged
bank in its own right, and it is starting to play an important role in propping
up—to be honest—post offices in the local community, because it means that
there is another source of income for that environment. That support for post
offices to have transactions made through them is important both for
customers and for having that hub of the community. Working out how that
transactional service can be supported, possibly even more than we are doing
today, is key.

Matthew Carter: Yes, the post office is crucial. What we have learnt to do as
we have gone along is really understand the detail and the cohorts of
customers that we have. We have put bespoke approaches in place for
customers who we have identified as being potentially at risk of some financial
exclusion. We have a programme, for example, where once a branch has
actually shut we phone its customers to hand-hold them through the
transition to the new arrangements. We have found that the number of
customers who have ultimately left the organisation is minimal as a
consequence of such changes. The number of complaints that we have had as
a proportion of total customers is less than 0.25%. If you can manage it in
the right way, with the right degree of sensitivity and humanity, and with real
precision about the different groups of customers, hopefully some of those
things will come back from the review of the protocol and be embedded more
broadly.

Q46 Lord Kirkwood of Kirkhope: Catherine has just put the idea in my head,
which I might take up with the Chair, that we visit New Zealand to study the
post office there. It sounds like a worthwhile thing to do.

On trying to fill the gaps in data, we are trying to make positive, constructive
suggestions to the Government. On an individual account basis across the
United Kingdom, you will have at your disposal as an industry a huge amount
of detail. I just wanted to tax you both on this. Obviously there is commercial
confidentiality in this, which everybody understands, but is there some way of
making your data available so that policymakers at our level could fill in some
of the gaps? Do you track accounts that are closed, for example? If an
account was closed, would you know that it was probably because of high
interest charges, for example? When you require accounts to be closed—I
noticed a bit of a flurry in the press about telling some account holders, “You
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have to close that account”, as an instruction. I think there are rules for doing
that. Do you have figures available that you could share in some way with the
Government so that we might get a clearer picture of where the hotspots and
the gaps in the policy are? We could then perhaps talk sensibly to you about
making changes that would assist the excluded part of community which the
Committee is particularly concerned about.

Catherine McGrath: My top-of-the-head response to that is that if we try to
define a set of data that we would like consistently from across the industry, I
do not know whether that would give you what you want. I am just trying to
think through the bits of data that would be particularly—

Lord Kirkwood of Kirkhope: Not even trends over time?

Catherine McGrath: 1 was going to make an alternative suggestion, which is
not a good, consistent thing but it is an insight thing. It would be very
sensible for you to ask us to give you our thoughts, based on the data that we
have, about where we think the issues and the hotspots are, from what we
can see—a broader thought process—and therefore why we think that your
being bothered about these particular things in this particular order is a good
idea. While it would not get you that consistency, it would probably get you a
broad view of some of the things that you might want to think about. The
reason for saying that relates to one of the things we are quite thoughtful
about. I look at our customers on basic bank accounts and I see where they
are different. I know that they are heavier transactors and heavier users of all
our services than someone with a standard account. We believe that happens
because they are managing finances on the absolute edge. They will call to
ask whether a transaction has gone through yet, or whether it will go through
tomorrow, and what they should do with their money. One reason for doing
that is because they do not like direct debits, which feel very uncomfortable
because they are hard to control. It would be great to have a more flexible
direct debit so that you could call up and delay it for two or three days. If you
asked us for generic data, some of those issues might not come out, but if
you asked me for my thoughts on what is important in the supporting data
and why, you would get a more insightful view.

Matthew Carter: The only other thing is that we are about to see
anonymised data through the BBA—I do not think we have had it yet—on
basic bank account openings. There may be some way to do both those things
and perhaps use the BBA as a way of trying to get data collectively, at an
industry level, that does not compromise any competitiveness or
commerciality issues.

The Chairman: We are slightly up against time now, so I will ask for the
remaining questions and their answers to be as succinct as possible.

Q47 Lord McKenzie of Luton: I was struck by some data in our briefing that
said that, in 2014, the UK had 170 branches per million inhabitants, compared
to 410 in France, 500 in Italy, 430 in Germany and 690 in Spain. I am sure
that there are myriad reasons why that is, but could you give us a brief
comment on it?

Catherine McGrath: 1 do not have good insight into why the branch density
in other European countries is different. I think that digital take-up and usage
in the UK has been at a pace. As Matthew was saying, we are certainly seeing
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a 20% decline in transactions in branches year on year. My working
assumption is that density of population may also have an impact on this, but
I cannot comment more broadly than that.

Matthew Carter: 1 would say the same. I think that it is quite often about
urban versus rural.

Baroness Primarolo: I wanted to follow up on something that Catherine said
just now about how, by looking at basic bank accounts and seeing the
transactions, you can distil some themes. You mentioned direct debits, which
have been mentioned to us before as an issue. This relates to a question
about being able to track and understand your customers who may be
vulnerable to sudden changes in their income. Rather than take time now,
might both of you be able to give an answer in writing to the specific point
about direct debits? We know that people are reluctant and that this is about
when money is going in and out of their accounts. They are trying to juggle, a
bit like with jars of money, to meet different bills. Could you give us
something a bit more substantial on how the perennial problem of direct
debits might be improved?

Secondly, is this also linked to the fact that their income into the account can
vary? For example, they might be on zero-hour contracts and end up with no
second income, or a much reduced one, going into the account. The money
going out—the question of direct debits—is one thing, but that is dependent
on what is coming in, possibly from a multitude of sources, and whether
income is reliable every month. Could you give us that sort of information?

Catherine McGrath: We could certainly look to see what we have that would
be useful. I think that the objective of your question is: help us to understand
why direct debits are an issue and what could be done to improve this.

Baroness Primarolo: Yes. That leads me on to wanting to understand how
you can assist your customers who might hit a crisis—a car that needs
repairing or whatever—so they need access to something else in order to
maintain their income. That is what I am trying to drill down to.

Matthew Carter: Would you like that as part of that submission? From our
perspective, we can articulate exactly what we do to identify the pinch points
where customers might be getting vulnerable and the entirety of the activity
that we then undertake, whether that is internal or referral to debt referral
agencies. We can do that.

Baroness Primarolo: Yes, absolutely. You have touched on that several
times. I do not need you to repeat it, but it would help enormously if you
could draw it into a focused piece so that we can understand the
vulnerabilities for different cohorts of customers.

The Chairman: Thank you very much. Just before I move on to Lord
Shinkwin, Lord Northbrook, who was not able to be here today, has asked if I
could send you very two very specific questions about bank overdraft fees. If I
do so, could you give a written response?

Matthew Carter: Of course.
Q48 Lord Shinkwin: My question is about financial capability, including

education. I would be very interested to hear from both of you, but perhaps
we could start with Matthew. In answer to my previous question, you made a
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point about co-ordination being helpful. With regard to financial capability, do
you think that there would be any benefit in some form of co-ordination or
oversight of the various financial capability projects undertaken by banks? If
so, what form might this take?

Matthew Carter: With all these things, co-ordination is very powerful. I
emphasise that a number of retail banks are involved in very impressive,
wide-scale programmes on financial education and capability. For us
specifically, we tend to have a very focused colleague volunteering
programme. Part of that is a minimum of two paid days per year on which we
allow people to go out and do community-based activity. Financial education
and inclusion are, among other things, key areas of focus of our broader
community strategy. We have a long history of other things that we have
been involved in from that perspective. I do not know the answer, but there is
certainly a broader debate about this and the education curriculum. At their
most basic, financial services are far simpler than most people probably
perceive, but the lack of understanding is the root cause of a lot of people’s
later misconceptions and the reason why consumers do not necessarily wish
to engage. I would encourage co-ordination. Equally, the broader point about
financial education through the curriculum is critical.

Lord Shinkwin: Further to that, Catherine, what appetite do you think there
is for co-ordination across the sector?

Catherine McGrath: 1 would broaden the co-ordination point beyond simply
the banking industry to across the debt advice sector, government and
everybody else. I think there has been violent agreement in this room that
financial education and capability are a key foundation. It would be good to
ensure that that is broad and is not just targeted at children but is important
for adults too. In the UK, pockets of this have been done in different ways. I
do not think you would want to erode any of that enthusiasm because it has
been done off its own bat. Mapping it out and saying, "Where are the gaps,
and how should we take best practice in one area and roll it out more
broadly?” would be very important.

Baroness Primarolo: I am sorry to ask for lots of notes, but again you might
want to develop your strategy here. You both touched a number of times on
the importance of new technologies and using innovative projects to support
those who are financially excluded. A niggle in my mind is people who live in
rural areas and cannot get access to a digital platform, or those who are
reluctant to deal with or do not want the digital platform—they might be
vulnerable. Could you either briefly explain now, or offer us a note on, how
you deal with that? People like us being offered IT is fine, but if you live in a
rural area—I live in a rural area—you get kicked off the site when your speed
drops and after a number of attempts your bank account is locked. As
somebody who is also vulnerable, that becomes impossible to deal with if, as
Catherine said, people are watching their accounts much more closely and
need to be reassured all the time because of worry about not having enough
money. Where are the innovative projects, and how do you cross-reference
that with understanding that some people just do not have access to that
digital platform in any shape or form?

Catherine McGrath: There are ways to ensure that you deliver innovation,
even if you are not fully digital. One thing that we have done is roll out more
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than 14 different types of SMS alerts. The vast majority of the UK population
has a mobile phone, even if it is not a smartphone. We can see that over 40%
of customers respond to alerts. The likelihood of response is higher if they are
also digitally engaged, but it is equally easy if you get an SMS alert just to call
the bank and say, “This is something I want to do with my money”. We have
been very proactive about getting customers into those programmes, and we
deliberately chose to move customers into them without asking them to opt
in. We did that because we know it works. It takes some of that stress away.
I have SMS alerts coming from my account that say, “You are starting to run
out of money. Move stuff across”. What is great about that is that it means I
do not have to keep checking all the time, because I know that the bank will
do that for me. That is a very straightforward innovation that uses platforms
that most of the population has and makes it far easier for me to keep on top
of my finances. The issue for some parts of the sector is that every time I do
that, frankly, it costs the bank money, but it is the right thing to do, so we
choose to do that anyway. Getting the industry to do some of those things
more holistically would be a very good way forward.

Matthew Carter: Proactivity is incredibly important. The point is that access
to multiple channels is utterly critical. Interestingly, if we look at digital
adoption, for example, we know that the biggest growth area has been the
over-60s over the last 18 months. We have seen a 200% or 250% increase in
the number of over-60s who have adopted digital banking. Having said that,
each of those customers could equally phone us up. We are not discriminating
by distribution channel. We are not saying, “You have to use that,” or, “You
have to use this”. If customers want to use the branch or to transact with the
local post office, they can. Mobile and digital banking are crucial but as part of
multi-banking. We see the examples of this all the time now; someone may
well be online, but they will still phone up because they want confirmation
that something has happened. They want that reassurance. For us, it is about
providing that in a holistic way, which does not discriminate in any way and
gives customers the choices that they want. We find that the more choice
they have, the more choice they exercise in the sense that they become
better and more engaged customers. You could look at that as a long-term
investment in our customers and making sure that we are having the right
conversations with them on an ongoing basis.

The Chairman: Lord Empey has the final question.

Q49 Lord Empey: Yes, you will be glad about this. We just commented that
direct debits are part of our worry about the poverty premium. I can imagine
the bedlam if you have 50, 100 or 250 customers who want to move to that in
two days. You might have to find a technological solution or a new product. I
am just asking you for a bit of advice for us. In considering financial
exclusion, where do you think we should focus our attention?

Catherine McGrath: There are several areas, which we have already
touched on. Digital inclusion is important. The way that technology is
evolving, it is important to get more people comfortable in the digital space,
irrespective of whether that is in banking or anything else. Secondly, there
are things that improve customers’ engagement with products. Simple,
transparent products are important, as are kitemarks so that I do not need to
engage my own brain to work out whether it is good for me, as somebody
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else has done that process. A lot of work has already been done on that
through the Sergeant Review. Another part of that is SMS alerts and making
sure that customers get the information at the right time and have an easy
way of accessing it. Thirdly, there is education throughout life, so I would
focus primarily on digital, simplicity and transparency, and education.

The only other point I would make is the one I made earlier about actually
understanding the specific issues. If I am living on the edge, direct debits do
not really work for me, so how can we get direct debits to work better? If I
am in the Armed Forces, the issue is not having a consistent address. You
tackle that problem in a different way. I would try to get to the specific issues
as opposed to the big issues, because we could make a lot of progress
tackling pain-point by pain-point, rather than just the big banner of financial
inclusion or exclusion.

Matthew Carter: 1 would absolutely say that the devil is in the detail, as
Catherine says. We have recently looked at the number of direct debits for
customers who make small payments to charities. You find that some
customers end up paying 20 or 30 direct debits of £2 a month to various
charities. Is that what they wanted or intended? Is that the right thing to
happen? Are they getting stopped in the street all the time and being asked to
sign up for X and Y, and being good citizens they do so? That in itself might
be a form of financial exclusion. While that is one specific example,
understanding that and the nuances of exactly how direct debits work is an
incredibly important issue. Those are the small issues.

The big issue is a question you asked me earlier: how do we make sure as an
industry, and as the industry changes, that we all move together in the right
way and in a way that shares the burden and responsibility across new
entrants and existing players, big or small? That is the only way in which you
get consistent application. We have an absolute commitment to support this
and to drive this forward as one of our key social goals, but at the same time
we do not have bottomless pockets. For us, it is just that broader point of
making sure that everyone understands the responsibility across the industry
and supports it equally.

Lord Empey: I presume, Chair, that if anything further occurs they could add
that to any written comments?

The Chairman: Absolutely, yes. That would be very helpful. Thank you very
much indeed. It has been a very important session. I am grateful to you for
your time, and that bit of extra time that you have given us. You very kindly
offered to send us notes on various issues, and the secretariat will be in
contact with you. Indeed, if we jointly think of any further things that we
would like to ask, I hope it would be in order for us to contact you again. It is
so important that we really understand the banks’ perspectives.
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Birmingham Financial Inclusion Partnership — Written
evidence (FEX0049)

1. Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial
exclusion?

1.1 Whilst there is a direct relationship between the two concepts, financial
exclusion and inclusion do differ. To include is to “"comprise or contain as part of
a whole or make part of”. With this in mind, financial inclusion seeks to ensure
that there is access to financial products, services, information, advice and
education.

1.3 Whilst some elements of exclusion are indeed the inverse to inclusion, that
is, to deny access or privilege, the concepts are different. To exclude is to
“remove from consideration” -So even where financial services are made
accessible, if marginalised groups or individuals have not been considered in the
design of the product and it is not suitable to their needs the individual will be
financially excluded no matter how ‘accessible’ the product or service is.

1.4 Where the concepts are correlative is that they can both exist without
equity. Equity must be at the forefront of efforts to eradicate financial exclusion
for a truly financially inclusive society. This notion translates well to all inequality
issues across health, education and criminal justice.

1.5 The causes of financial exclusion are interrelated to poverty and the
aforementioned inequalities. Inequity in education underpins this, with
educational attainment being a cross cutting feature in many inequality issues.
Inequity along with the following cause financial exclusion:
¢ Inadequate financial services/products (in the provision of day to day
banking, savings, loans/credit and insurance/pension products) that meet
a person’s changing needs across a lifetime
e Inadequate or lack of appropriate Education, Information & Advice
Digital exclusion
e Culture, that is, individual motivations and attitudes towards money

e Policy

2. Who is affected by financial exclusion? Do different sectors of society
experience financial exclusion in different ways? To what extent, and
how, does financial exclusion affect those living in isolated or remote
communities?

2.1 Birmingham is a richly diverse city and is one of the most deprived with 5%
of its districts being the most deprived in the region and ranking highest of all
districts on deprivation scales relating to income and employment. Financial
Vulnerability is more pronounced in the inner city wards.

2.2 Household Income levels are significantly below average, 30% of household
in the city have an income of less than £15,000 per year. Many people who have
access to financial products and bank accounts can still be financially excluded
as they are not provided with the appropriate financial products. 31% of people
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surveyed in Birmingham’s monthly tracker survey indicate they have problems
making ends meet on a monthly basis. Through low incomes and high debt
levels this can mean there is financial exclusion

2.3 After housing costs are considered there are an estimated 37% Children
living in Poverty in Birmingham, these children are subject to varying levels of
exclusion.

2.4 The two largest groups in Birmingham who are financially vulnerable are
residents of urban communities with a strong sense of identity and Families with
limited resources who have to budget to make ends meet. In terms of household
types, the types with the most significant proportion of the most financially
vulnerable are families with needs and Asian Heritage

3. What is the relationship between financial exclusion and other forms
of exclusion, disadvantage or deprivation? What role does problem
debt play in financial exclusion?

3.1 Financial exclusion is both a symptom and cause of other forms of exclusion
and has a significant impact on long-term health and wellbeing. People who have
complex needs have to focus on day to day survival rather than enjoying the
activities and services which the financially included access with ease. They
struggle to understand the options open to them or cannot navigate services
themselves. Continuous low income is a key driver of long-term poor health and
wellbeing.

3.2 Their problems are linked to

health issues including substance misuse and long term conditions
lack of education meaning a lack of literacy and work ready skills
homelessness meaning unstable lives

digital exclusion through lack of skills or access

low income from people both in-work, out of work and those unable to
work

e lack of access to easy and affordable travel

e lack of access to social and community activities

3.3 37% of children in Birmingham are living in poverty, there is little
opportunity for their parents and families to break the cycle of deprivation.
These children are subject to varying levels of exclusion, mainly dependent on
their parents capacity to provide financial support for day to day necessities
(food, fuel, school uniforms and clubs etc) as well as involvement in many day to
day activities (social, community and digital)

3.4 Problem debt is an area of concern for advice and support agencies in
Birmingham. Increasingly people are now struggling to make payments for their
rent, council tax and other essentials. This includes people on benefits that have
been reduced under the ‘bedroom tax’, the benefit cap and sanctions as well as
people in work who are experiencing the challenges of trying to manage on low
pay and zero hour contracts or agency work.

4. Do individuals with disabilities, or those with mental health problems,
face particular issues in regard to financial exclusion?
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4.1 People with physical disabilities or mental ill health are, in general, more
vulnerable and more prone to financial abuse as well as financial exclusion. They
are more likely to be out of work or in unstable lifestyles, often beyond their
control meaning they face multiple hardships due to lack of access to
mainstream services including financial services.

4.2 A large number of individuals depend on benefits as they are not able to
work; they are often unable to acquire low rate loans, so tend to rely on pay day
lenders and higher rate loan providers. This can lead to indebtedness and as a
result create an adverse credit rating maintaining the cycle of exclusion from
everyday banking or insurance.

4.3 Birmingham City Council Homelessness Strategy 2012 stated that the
second highest priority need group was people with physical or mental ill-health
or disabilities. Homelessness is a key symptom and cause of financial exclusion.

5. Are there appropriate education and advisory services, including in
schools, for young people and adults? If not, how might they be
improved?

5.1 Birmingham has the youngest population of any European city, nearly 40%
of the population is under 25.

5.2 It would appear that most schools will have a family support worker whose
role it is to provide a link between the parent/child and the school. As part of
this the family support worker will be faced with a large variety of social
problems some which may be complex in nature. To resolve the issues the
workers will need an overview of what services are available to refer for more
appropriate help. At best a lot of support services are disjointed with no one
having a responsibility to pull services together to ensure they are well
publicised and contactable. To have one organisation responsible for managing
would aid this, perhaps in conjunction with the local authority as they may be
funding some of the services. There also could be closer work around public
consultation as to what services are needed and any gaps being identified with a
view to resolving these gaps.

5.3 A survey of social housing tenants in Birmingham (2012) revealed that an
average 70-80% of young tenants were experiencing rent arrears. It also
revealed that amongst young people:-

o There is a lack of practical skills — young people do not experience
budgeting as a reality, either as word or a concept.

o There is an awareness that they can get into financial difficulties, but don't
feel it necessarily applies to them.

o Talk about other young people; those on benefits with no incentive to

work; those engaged in illegal activities and; those getting into
debt/trouble by lending from friends.

5.4 Despite financial education being introduced to the National Curriculum in
2014, young people of today face more financial concerns than their
predecessors. With growing evidence base to support this it’s important that
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youth financial capability (not just financial education) remains at the forefront
of policy making decisions.

5.5 Interestingly, Mosaic Statistical Data for Birmingham (2013) revealed a
strong overlap between multiple deprivation, low income and illegal money
lending activity, especially for young people.

5.6 Research undertaken in 2009 revealed that 31% of all illegal money lending
victims was between 16-24 years old. In addition we were informed that
financial exclusion can be exacerbated by certain vulnerabilities e.g. as care
leavers, carers, ex-offenders and families and other areas of potential
disadvantage that Providers are regularly seeking to address.

5.7 In 2013, ahead of the Welfare Reform Act gaining assent, the Big Lottery
funded a project in Birmingham, The PASA (Pay Ahead Stay Ahead) project. The
aim was to increase financial confidence, efficacy, capability and wellbeing and
bring about a sense of security so that young people can go on to spend wisely,
manage credit, save money, plan for the future and not fall foul of illegal money
lenders

5.8 Currently (2016), as a housing sector we are experiencing financial austerity
where public spending is placed under scrutiny and funding is being severely cut,
It was extremely timely, therefore that PASA could start to address some of the
financial vulnerabilities that some of our most disenfranchised young people in
Birmingham.

5.9 There is no standardised, shared framework for providers to use when
identifying, engaging and supporting young tenants. This currently means that
every young person needing guidance will experience different levels of guidance
and information

6. How can financial literacy and capability be maintained and
developed over the course of a person’s lifetime?

6.1 The financial circumstances of individuals change throughout their lifetime
based on their own specific life journey.

6.2 Through a DWP Universal Credit Pilot for social housing tenants, Birmingham
tested a Gateways of Influence model, which we are currently adapting for
financial inclusion. This will highlight the touch points through a life cycle and
specific elements of financial literacy that people need to have at particular
points throughout their life using a digital by default approach to learning.

6.3 Birmingham City Council Financial Inclusion Partnership and Digital
Birmingham responsible for the Digital Strategy and Digital Inclusion for the City
are well versed in how to develop this and if funding was available could work
with other external partners such as financial institutions such as Barclays to
develop or re-purpose financial modules and content to ensure that it meets the
different user needs.

7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for the
most excluded and, if not, how should support be strengthened? What
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role should Government, the charitable sector and business play in
tackling financial exclusion?

7.1 Personal responsibility is difficult to exercise in the context of low pay, zero
hour’s contracts and welfare reforms. The experiences of debt advice agencies is
that individuals do not have credit cards and bank loans, but experience huge
difficulty in paying rents, mortgages, council tax and utility bills. People with
complex problems or chaotic lives lack the capacity to take personal
responsibility without ongoing support.

7.2 People need support to overcome their initial crisis then stabilise their
situation in order to have the breathing space to plan. Being financially stable
enables individuals to focus on broader life improvement opportunities, such as
increasing income from work, developing new skills, training and smarter
purchasing of basics, such as utilities.

7.3 Cuts to services and higher thresholds for statutory support mean many
charitable organisations have to ration services to meet funders’ requirements.

7.4 Government should recognise the cost benefit of services for the most
vulnerable in society which supports them to take control over their lives. This
will reap benefits in reducing the high cost of late interventions when crisis has
deepened. Government should also examine all changes to legislation and
policies to ensure they do not increase or inadvertently increase financial
exclusion.

7.5 Charitable organisations should work closely together to build collaborative
partnerships and seamless services to ensure people do not fall between the
cracks. This may require focused and targeted activities to meet the specific
areas of deprivation in the locality. In Birmingham, targeting support to the
families of the 100K children living in poverty will reap huge rewards from a
reduced reliance on services and enable the children of the city to fulfil their
potential.

7.6 Businesses should focus on providing opportunities to individuals regardless
of background to enable individuals to develop their true potential and prosper.

8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing access
for those most at risk of exclusion? What is the role of the Post Office in
providing access to financial services for such customers, and how
might that role develop?

8.1 To exclude is to remove from consideration or deny access. Financial
exclusion by its very nature within the financial sector means that groups
(particularly of low income) are not provided with appropriate financial
services/products. Financial institutions deem low income households to be
unprofitable and therefore products are not designed with such households in
mind, nor are products and services marketed to such groups. This issue, along
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with the diminishing presence of financial institutions on local high streets both
encourages and exacerbates self-exclusion.

8.2 The government successfully negotiated the provision of ‘fee free’ bank
accounts with the main high street banks to plug this gap. However, our own
research has found that these accounts are not well promoted or accessible with
the qualifying criteria varying greatly between the providers. Most will only
qualify where they have failed to be eligible for a standard or upgraded product
as some form of credit scoring is used.

8.3 In our experience of providing Personal Budgeting Support the most
common forms of debt within low income households is rent, council tax and
utility bills; costs associated with basic day to day living. As rent and council tax
debt do not feature in credit scoring data, it is quite possible for an individual to
be at high risk of imprisonment and homelessness yet not qualify for a fee free
bank account.

8.4Some suggestions as to how the deficit could be addressed include:

8.4.1 Long term unemployed/those moving on to Universal Credit to be offered
fee free bank accounts to aid the transition to monthly income and direct
payment to landlord (reviewed after 12 months).

8.4.2 Providers accept referral/recommendation for a fee free bank account
from money advice service providers for customers engaging with support
(reviewed after 12 months)

8.4.3 New products are developed that consider diversity. Birmingham is a
super diverse city where opportunity exists to take on an asset based
approach in developing more culturally diverse products. For example
Sharia compliant accounts and the use of Pardners - a popular savings
method used by many Black and Asian British households.

8.4.4 Better and ethical use of financial data. The Financial Inclusion
Commission estimates that there are 2 million unbanked adults in the UK
- but what does this mean at a local level? More effective local solutions
could be found if more detail is available as to the extent of issues at a
local level as opposed to the national context. This might better aid local
partnerships to focus resources within their area. It is imperative that the
financial sector forges links and engages with such partnerships.

8.4.5 Savings - A savings culture is imperative in increasing financial resilience
and tackling financial exclusion. This is @ major gap across the entire
sector. Those wishing or only able to save very small amounts are not
serviced by the main high street banks or by credit unions. Whilst many
credit unions have a mandatory savings clause attached to any loan,
these funds can (and often are) immediately withdrawn. Incentives to
save must be developed where interest earned is negligible. Discount
schemes that support larger purchases and bonuses for longer term
savings should be considered. Partnerships with schools should be
established to embed the savings culture with creative use of pupil
premium enabling lower income households to participate.

8.4.6 The role of central government and the wider industry (utilities and
transport for example) in tackling the poverty premium - which is
presently estimated to be £1,300 each year (FIC 2015) for financially
excluded households.
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8.5 The Post Office is a trusted brand and still has a presence in local
communities that has been lost with high street banks. The Post Office,
therefore, has massive potential in providing financial services to low income
or currently excluded customers. Greater collaboration between the Post
Office, High Street Banks and Credit Unions would be beneficial in achieving
this.

8.6 The Post Office is a for-profit organisation and provides banking services
through a number of larger banks. Due to this, many of the limitations of
high street banking products exist within the Post Office product range.
Partnership with Credit Unions (who have limited outlets) would allow for
improved accessibility and product range. However, support of government
and the financial industry (both financial and developmental) would be
required to achieve financially inclusive products and services.

9. What has been the impact of recent changes to the consumer credit
market - such as the capping of payday loans - on those facing financial
exclusion? How can it be ensured that those in need of affordable credit
can access appropriate products or services?

9.1 Whilst the capping was welcomed it has had the impact of some providers
exiting the market. Affordability checks have also meant that those who would
have been accepted before the changes would see themselves being refused
credit. Ultimately when someone’s credit options are restricted they are forced
to look elsewhere and this may include the use of loan sharks. The changes
came into force in January 2015 so it is too early to say if there has been an
increase in the use of loan sharks. Certainly this type of borrowing is well
hidden and usually only surfaces when the borrower starts running into
repayment difficulties.

9.2 Within Birmingham we have worked with the England Illegal Money Lending
Team (IMLT) , City save and Advance credit unions and Money line to try an
offer residents low cost loans and access to savings. We have worked with the
Council’s Markets team and provided the organisations with a small shop to offer
their products from. This has been promoted by Birmingham’s Financial
Inclusion partnership and will enable small loans to be taken out. In the past we
have also worked with the credit union and promoted incentivisation schemes.
This would see someone joining the credit union and after saving for a short
period the IMLT would give a savings bonus (£10-£15). This helped encourage
the use of the credit union and also helped promote it. The savings bonus was
money which had been taken from convicted loan sharks through the proceeds
of crime act. It is essential that credit unions are promoted to ensure awareness
and also that small loans are available as high street lenders will typically see
£1,000 as their minimum loan product. Once joined a credit union can
encourage savings and the payment of benefits into their accounts so that there
is something there to fall back on and the need for high cost credit is
significantly reduced.

10. How effective has Government policy been in reducing and
preventing financial exclusion? Does the Government have a leadership
role to play in addressing exclusion?
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10.1 Government policy has been fragmented the Labour Government in the
1990’s introduced a host of initiatives to look at banking, affordable credit and
face to face debt advice, they also introduced the Growth fund and the Now let’s
talk money campaign. Since the coalition Government there has been little in
the way of financial inclusion work that has had a local impact. The credit union
expansion fund has been introduced in 2014. After that the impact of cuts on
local authority has seen residents directly impacted. Welfare reform has
increased exacerbated financial exclusion.

The Government has a role to play in addressing exclusion, rather than it being
fragmented and spread across a number of departments a Minister for Financial
Health should be appointed. Mandatory inclusion of financial capability in the
national curriculum would also go some way in addressing exclusion.

11. What has been the impact of recent welfare reforms on financial
exclusion?

11.1 Already financially excluded groups have been further marginalised through
policy changes such as under occupancy (14-20% reduction in housing costs
support), Localisation of Council Tax (20% reduction in support in Birmingham),
Universal Credit, localisation of social fund (Local Welfare Provision) and the
Benefit Cap. Meaning that already stretched budgets and stagnant benefit
income must now go much further. Significant increases in homelessness, rent
and council tax arrears have been seen in Birmingham which may be directly or
indirectly attributed to the aforementioned reforms.

11.2 Welfare reform requires low income household to be more financially astute
and savvy, yet it appears that full consideration may not have been afforded to
the capability of individuals/households nor to the additional support and advice
required to facilitate this transition.

11.3 Personal Budgeting Support (PBS) provided to Universal Credit claimants in
Birmingham has highlighted low levels of financial capability, with many
claimants being at crisis point, unable to meet their basic day to day living costs.
Often debt is associated with meeting such living costs and any additional credit
sought being used to cover existing debt or day to day living, rather than, one
off purchases or luxuries.

11.4 The long waiting period for new Universal Credit Claims (up to 45 days) has
impacted rent arrears and claimants ability to meet their immediate short term
needs. It was initially believed that those making fresh UC claims would be
coming out of paid employment and has sufficient savings or final salary
payment to see them through this waiting period. However, PBS has highlighted
that a large number of those supported do not have this buffer as they had
previously been in receipt of Jobseekers Allowance, Employment and Support
Allowance or ‘zero’ hour contract type employment.

11.5 Localisation of the Social Fund or Local Welfare Provision (as it is known as
in Birmingham), initially allowed the authority to respond to local need. The
ample budget was soon decimated, nevertheless the need has not reduced -
with the charitable sector (that is Food banks) now bearing the brunt of this
demand.
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11.6 Responding to welfare reform has proved to be extremely labour intensive
- increasing administration costs and demand for both local authority and third
sector services. Yet, substantial cuts to these sectors have coincided with
welfare reforms. The drive towards digital service (in part to modernise but also
to offset such funding cuts) in many instances further excludes those most
marginalised i.e. low income households.

11.7 The benefit cap will have massive ramifications in Birmingham, impacting
thousands of households; many of which will be lone parent households - This
and future reforms (limiting benefits to 2 children, Local Housing Allowance rate
in Social Housing Sector and ‘pay to stay’) risk exacerbating child poverty in the
region further.

12. How effectively are policies on financial exclusion coordinated
across central Government? Is there an appropriate balance and
interaction between the work of central Government and the work of
local and regional authorities, and the devolved administrations?

12.1 The recent announcement in relation to a levy on financial institutions to
provide sustainable funding for the illegal money lending teams in England,
Scotland and Wales is a great example of central and local government working
well together.

12. 3This proposal for the levy to provide a sustainable funding stream has been
developed through close central government working across BIS, the Treasury
and with the Financial Conduct Authority working in partnership with local
authorities and the industry itself. This form of partnership working and positive
collaboration is to be commended and provides a positive template for problem
solving.

12. 3The Illegal Money Lending services are hosted within local authorities. For
example, the England team is hosted by Birmingham City Council and the Wales
team by Cardiff Council / Vale of Glamorgan, operating nationally. This national

policy making linked to defined local delivery is an excellent example of how we

can work together to tackle challenging issues.

12.4 This model of looking at the challenge through a whole system lens
focusing on outcomes and engineering the appropriate systems approach, which
in this case required extensive collaboration across central and local government
alongside the sector is exactly the approach that should be taken for other policy
developments to maximise our collective impact.

13. To what extent is the regulation of financial products and services in
the UK tackling financial exclusion? Are alternative or additional
regulatory interventions required to address financial exclusion? What
balance should be struck between regulations and incentives for
financial institutions?
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13.1 We do not see current regulation tackling financial exclusion, but equally
we do not see regulation as the only answer. Interventions which seek to
educate and provide ease of access to simple savings and payment products
would, we believe, have greater value.

13.2 We believe there is more scope for Government intervention into educating
benefit claimants and low income families on the imperative to save regularly (
however small) to ensure emergency cash calls can be covered by saved cash
and not recourse to debt. Such education could be delivered by local credit
unions (or other local agencies) and it would be helpful to have a nationally
agreed narrative and some funding support for this.

13.3 Ease of access can be facilitated by greater employer engagement with
save as you earn schemes (SAYE) which are very simple to set up but need
employer co-operation. The UK credit unions are experienced in handling SAYE
schemes and offer very simple savings and payment products. We believe
employers could be incentivised through Government initiatives to support SAYE
schemes with credit unions and that such an initiative would also resonate
strongly with local community agenda's.

14. Does the Government have a role to play in ensuring that the
development of financial technologies (FinTech) and data capture helps
to address financial exclusion? If so, what should this role be?

14.1 Financial Agencies know their customers, know their profile, know where
they live, know their household income and spending habits and through their
partners/credit reference agencies know a great deal about an individual and
their bill payment history.

14.2 Banks, therefore, have ample data available to them to identify when their
customers are in financial difficulty or struggling to budget effectively. Overdraft
charges and unpaid transaction fees place increased financial pressure upon
those already experiencing financial hardship. Financial institutions are well
placed to offer/provide financial education training to improve the financial
capability of customers.

14.3 There is opportunity to increase engagement in such services by
incentivising participation by waiving the bank charges - similar to that offered
by police forces for speed awareness courses, where if you attend you do not get
your penalty points on your licence. Could the banks enable people to do some
training online within a timeframe and waive the charge? This would also help
banks to promote services that are on offer that help customers manage their
accounts and finances such a budgeting tools or text reminders.

14.4 There are a number of banks who have developed resources specifically
around financial exclusion e.g. Barclay Digital Wings / Financial Wings /
Community Wings. This should be made available and tailored to specific
targeted groups. It should be linked to the Gateways of Influence Model for
Financial Inclusion specified in Q6.

14.5 Many financial institutions that offer financial services should be made to
offer support as part of their corporate social responsibility.
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Summary of Key Points:

Anyone can find themselves financially excluded at different times and for
different reasons in their life.

BCHA'’s customers are not only living on low incomes, but also have a
range of complex needs including mental health, substance misuse and
anti-social behaviour.

There are various services and products available for people who need
financial support; however, funding cuts, increasing demand and more
complex needs mean they cannot support everyone who needs help.

BCHA's approach to addressing financial inclusion is by engaging with
people in their own homes through a dedicated Financial Inclusion Officer,
key workers for supported housing and in Bournemouth a general floating
support service.

Depending on people’s situations, Government’s policies have been both
successful and unsuccessful in reducing and preventing financial
exclusion.

About BCHA

BCHA is a specialist housing provider, helping homeless individuals and
families, young and vulnerable people access the right housing, health,
learning and work opportunities. Founded in 1968, BCHA supports over
10,000 people every year to take control of their lives and equips them to
find a way forward.

BCHA has a diverse range of approximately 2,000 homes across the South
and South West. Over 800 of these are supported homes for people who
find themselves homeless after facing relationship breakdowns,
addictions, unemployment, domestic violence and deteriorating mental
and physical health.

BCHA's vision is to ‘create lasting solutions to homelessness,
unemployment and social exclusion in our local communities’.

Introduction

As a social landlord and support provider, BCHA sees around 10,000
people a year who face varying degrees of financial exclusion. Some
people come to us without any income or bank accounts; others manage
to pay bills, but have difficulties accessing mainstream financial services
because of their income, employment status or credit score.
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Definitions and Causes of Financial Exclusion

Financial exclusion happens when people do not have the access to
mainstream financial services or the capability to manage their money
independently.

Anyone can find themselves financially excluded at different times and for
different reasons in their life. In our experience, the main reasons for this
state are personal changes like relationship breakdown, disabilities,
bereavement, mental health issues, learning difficulties, and economical
changes like having children, starting a new business or losing
employment.

Generally speaking, people with health issues (physical and mental
health) and some Black and Minority Ethnic (BME) communities with little
social connections, low incomes, cultural barriers or with little or no
qualifications seem to be hit hardest.

Debt is a key issue in financial exclusion, as it not only affects people’s
income, credit score and access to mainstream finances, but also people’s
health, confidence and social networks.

Jane (not her real name) lives in one of our homes. Up until a couple of
months ago she was working with a stable income. Jane had a couple of
loans but managed to pay her rent and access services, until her daughter
moved away to university and Jane started to feel increasingly lonely and
struggled with low moods which developed into a severe depression. She
often struggles to get out of the door or even open her post. Recently,
this has meant that Jane hasn’t kept up with rent and bill payments. She’s
now in around £6k of debt in council tax, utility bills, rent and other loans.
BCHA'’s Financial Inclusion Officer is supporting and educating Jane on
priorities, budgeting and applying for the debt relief order Jane has
requested.

The current system means that it is very difficult for some people to
become financially included. For example, banks often require two forms
of ID and utility bills to open a bank account. Homeless people do not
normally carry around ID (or have funds to pay for an ID) and do not
have utility bills to prove their address. Not everyone has a bank account
because the bank might have closed it or some people have never had to
open one.

For those living on low incomes in social housing, a significant number use
pre-paid meters to manage and pay for their electricity and gas. This form
of payment is often costlier than normal meters and if people do not have
money to put on the card one week, it means they will go without
electricity or gas. A number of people take out loans (often with high
interest rates) to pay for these bills, meaning they get themselves in
costly debts without the capability to repay them.



Bournemouth Churches Housing Association (BCHA) — Written evidence (FEX0058)

4.7

4.8

5.0

5.1

5.2

5.3

5.4

6.0

6.1

Another issue is that most people in social housing do not have a home
content insurance, so if their phone or washing machine breaks down,
they will often be using their income on replacing these instead of rent.

Financial exclusion does not only impact on people’s individual finances,
but also has as a knock on effect on other sectors like health, crime and
housing. For example, cold homes of those who cannot afford electricity
and gas can cause damp issues, but also pneumonia and other health
issues, and the desperation of not having money or access to it can drive
people into committing crimes - excluding them even further.

Financial Education and Capability

Across the country there are a variety of support and advice services
available for people who need some temporary support in managing their
money. However, in the last couple of years these services have
increasingly seen their funding cut whilst working with a growing number
of people who need help.

Around 90% of BCHA'’s customers are in receipt of benefits. Some of
these manage their money well and pay their essentials in a reasonable
time, but a large number struggle to prioritise their spending. Our
customers are not only on low incomes, but also have a range of complex
needs including mental health, substance misuse, anti-social behaviour
and (digital) illiteracy.

We have noticed that financial support and advice services - partly
because of being overstretched - do not or are not able to support our
complex needs customers. BCHA's Financial Inclusion Officer and key
workers understand our customers’ chaotic lives and take a different
approach than these services by engaging with people in their own
homes.

People need to be educated on budgeting, saving, employment and
financial impacts of life events from an early age. For children, this should
be included in their school curriculum; for students this should be offered
as part of their apprenticeship or courses, and some targeted services
should be available for new parents, those going through family
breakdowns or those nearing retirement.

Addressing Financial Exclusion

Taking ownership and personal responsibility are key in overcoming
financial exclusion. We work with some people who are in severe debts,
but do not want to accept help or do not want to increase their financial
literacy and capability. We also work with
people, especially in supported housing, who do want to take ownership
but have severe difficulties accessing services because of their credit
history, learning difficulties, (digital) illiteracy or chaotic behaviours. They
cannot just go to job centres to sort out their benefits because they need
individual support in filling out forms and someone to advocate for their
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needs and difficulties to ensure the right benefits and financial access are
made available.

Digital inclusion and improving literacy skills are essential to addressing
financial exclusion. As public services are increasingly moving online,
people need access to internet and the skills to read, write and work on
computers.

BCHA'’s Financial Inclusion Strategy for general needs tenants is in its
early stages, but the long term aim is to offer residents in need a two-
year support programme to achieve the following:

e Address people’s wellbeing to ensure they have a decent quality of life

e People to take ownership of their financial affairs and manage
independently

e Develop people’s knowledge and skills in dealing with public services,
like job centres and housing benefit

e People to set a growth or success goal which will see them secure,
retain and develop their (self-)employment, education and training
opportunities.

Our Financial Inclusion Strategy will aim specifically to increase the
number of people progressing into self-employment, which we expect will
benefit some people who have had difficulty sustaining other forms of
employment

For those living in supported accommodation, each tenant has a dedicated
key worker who supports them to sustain their tenancy, address health
needs and improve life skills (including budgeting). These key workers
need training on enabling people to become more financial included.

In Bournemouth, BCHA provides a floating outreach support for people
out in the community who have difficulties maintaining their tenancy.
Around 650 people have accessed the service during 2015/16; many of
them avoided eviction and further debt issues because of the support.
One homeless application costs the local authority £2,724: if only 300
people were helped to remain in their homes through our support, then
we might have saved the local authority £817,200 in non-cashable costs.

Government Policy and Regulation

Depending on people’s situations, Government’s policies have been both
successful and unsuccessful in reducing and preventing financial
exclusion. For our customers in supported housing, policies related to
benefit sanctions, caps and the new Universal Credit (UC) system are
causing increasing difficulties as their chaotic state means people often
struggle to attend appointments, lack the skills to appeal caps and cuts,
and to manage their lump sum benefit payment on a monthly basis.

For our customers in general needs housing, the policies might be more
effective.
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An example is the monthly payment of benefits through UC, which is more
like receiving a salary. People need to budget and prioritise their spending
to manage throughout the month, as they would if they were working.
However, one of the main issues is that the Government changed the
system without giving people the extra help they needed to transition.
The increasing pressure on charities means that they cannot provide this
service either.

The idea of the policy could work well on a national level, but is difficult to
implement on a local level where the same (Job Centre/charity) staff need
to do more without extra resources. We have seen this at the Job Centre,
where Work Coaches now assess people’s eligibility for benefits and direct
rent payments whilst still undertaking their other duties. They simply do
not have the time to help one of our customers to fill out forms on the
computer.

In our supported housing services, Housing Benefit currently pays the rent
directly to the landlord, and tenants receive their ESA or JSA benefits
themselves. From this benefit, tenants need to pay a small service charge
to the landlord. Currently this is very difficult for chaotic tenants,
especially for those who are using substances or those vulnerable to
financial abuse. In the future, the complete rent and potentially even the
support cost are expected to go to the tenant directly via UC. We are very
concerned about the impact this will have on our tenants’ finances and
their ability to manage their tenancies. We expect that many will use the
money on non-essential items and become victims of expensive loans to
pay utility bills and rents. By the time we can apply for direct payments at
eight weeks, we will normally already be starting our eviction procedures.
If the landlord and the tenant agree, then rent (and support costs) should
be paid directly to the landlord so that the tenant can focus on managing
behaviours, vulnerabilities and their health.

There is also a real financial issue around benefit caps and sanctions for
this group. People living in our supported services are known to be
unstable and chaotic. Missing an appointment with the Job Centre or
support services is not uncommon due to drinking, mental health or
learning disabilities. Currently, people are sanctioned for this — meaning
they cannot pay for their essentials and causing severe financial exclusion
and eviction.

BCHA has also seen the impact of the Bedroom Tax on families living in
our homes. We understand and agree that properties should be used for
the right (amount of) people, but some people do fall through the gaps,
especially those with carers or children over 18 years old who are claiming
JSA or ESA. We have a tenant whose son is over 18 years old, so
according to the Government he needs to start paying rent to make up for
the Bedroom Tax (£46). The Bedroom Tax is causing a lot of friction in
families, as children have never paid rent and parents do not want them
to as they see it as their duty to provide for their children. The son in this
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family finds it hard to pay rent as he only receives basic JSA (£57.90) per
week, leaving him with little money after paying for his housing.

For those people living in social housing, the changes mean that housing
associations are increasingly seeing financial inclusion as essential to their
organisation. Since July 2016, our Financial Inclusion Officer has already
recovered over £14,000 in unpaid rent or suspended benefits for nine
customers. Housing associations, support providers and other relevant
statutory bodies need a financial inclusion strategy that is monitored and
reported on.

Summary

The people living in our homes are often not only financially excluded
because of their low incomes and health issues, but even more because of
their chaotic lifestyles which include substance misuse, anti-social
behaviour and (digital) illiteracy.

Changes in Government policies mean that people need to take more
responsibility over their finances and find work quicker. For many people
this is a good development; however, some need support transitioning.

Existing financial inclusion services are not always able to reach out to
these groups because of their complex needs, ongoing funding cuts and
increased demand.

In summary we urge the Government to:

¢ Develop a financial inclusion curriculum for people throughout their
lives, starting from childhood, continuing at college or university and
with targeted support at stages of significant personal change.

e Ensure financial inclusion resources are available for those transitioning
into Universal Credit and other changed benefits.

e Put ongoing resources in place at the Job Centre, Housing Benefit and
other public services for people who need advocacy and support filling
out forms. Some vulnerable people will never be able to manage
financially on their own.

e Make developing and monitoring financial inclusion initiatives and
measurable outcomes mandatory for housing associations, support
providers and statutory bodies.

e Allow regulated landlords to receive direct payments at sign up if both
the tenant and landlord agree to avoid future debts and evictions.

14 September 2016
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Examination of withesses

Russell Hamblin-Boone, Chief Executive, Consumer Finance Association,
Hamish Paton, Chief Executive, BrightHouse and David Rees, Chairman, Law
Committee, Consumer Credit Association.

Q132 The Chairman: Good morning. I thank all three of our witnesses for coming
in today. Welcome to this evidence session of the Select Committee on
Financial Exclusion. You have in front of you a list of interests that have been
declared by members of the Committee. The meeting is being broadcast live
via the parliamentary website. A transcript of the meeting will be taken and
published on the Committee website. You will have the opportunity to make
any necessary corrections to the transcript. We have quite a lot of business to
get through and there are three of you. If questions are asked and there is
nothing you particularly want to say, please do not feel obliged to say
something in response to all the questions.

What is your sense of the nature of the customer base? Who is using your
products? Written evidence that the Committee has received reports an
increase in problem debt and certainly that, in recent years, many borrowers
have had difficulties with repayment. I would be interested to know if that has
happened in your sector, too. What sort of information do you have about
what your loans are used for? Would you like to introduce yourselves, please,
as you answer?

Russell Hamblin-Boone: 1 am Russell Hamblin-Boone, chief executive of the
Consumer Finance Association, representing short to medium-term lenders,
operating both online and through high street stores.

The first point was about customers and the customer demographic as we
understand it. There has been a shift up the income bracket as a result of
regulation specifically but, in parts, price as well. There has always been some
misunderstanding about the customer demographic that uses short-term
loans, particularly as the market has moved increasingly online. The split now
is that about 80% of the market is online and 20% is through stores.

The customer income bracket is similar to the average income. The average
customer of the member businesses that I represent is earning £25,500,
compared with the UK average income of about £26,000. The customers are
more likely to be working full time than the population as a whole. They are
predominantly aged between 18 and 34 years old; they are 60% of the
market. They come from all walks of life, from people in senior positions in
industry through to people on zero-hours contracts doing catering and
cleaning work—the full spectrum of people.

On what has happened to the market as a result of regulation, price control
regulation came into place in April 2014, and price control took effect on 1
January 2015. Before that, 240 firms were registered as offering high-cost,
short-term credit. There are no specifics; you have to do a manual trawl of
the financial services register. We estimate that there are now about 60 firms,
so there has been a significant reduction in the number of firms authorised.
There has been a reduction in the number of loans that are issued. Back in
2012, it was about 10 million loans; there are now 1.8 million loans per year.
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That is based on 2015 figures, so there will be a slight variation. Overall,
lending in high-cost short-term credit, offering a payday loan, has reduced by
about 70%. The market has shifted from a payday single-payment loan,
which has all but disappeared, to an instalment loan product of three, six,
nine or 12 months. That is still captured by the high-cost short-term credit
regulatory framework and the price control. The cost of loans has fallen on
average as well, by about £30. We provided some data to the Social Market
Foundation so that it could analyse the market. Later this month, it will
produce its report, which will give a lot more detail. Perhaps it will be useful
for the Committee to have that. I will ask the foundation to ensure that you
have a copy.

The Chairman: That would be extremely helpful. Thank you.

Hamish Paton: First, thank you for giving me the opportunity to talk to you
this morning. Financial exclusion is an important subject for me personally
and for BrightHouse as a business. I will start by telling you a bit about what
we do at BrightHouse. We are the UK's leading rent-to-own business. I want
to give you a sense of what that means, because it is different from some of
the financial products that are talked about in this space. If a low-income
family needs a new washing machine, and they are not fortunate enough to
have a pot of savings to pay for the product outright in cash, and if they have
been turned down for credit, be that for a loan or for some form of store
credit, for example, they might well consider BrightHouse. The family would
consider us because we are welcoming, affordable and supportive of our
customers. We give our customers the opportunity to get things that they
might not be able to get from other people—normal, everyday things.

To answer your specific question about customers, estimates in this market
vary significantly, but our view is that there are probably between 10 million
and 12 million people in this space who cannot get access to everyday
financial products. For every customer we take on, we go through a detailed
income and expenses process. The average income for one of our customers
is £277 per week, which works out at about £14,000 per year—certainly
towards the low end of the spectrum. Our customers are slightly skewed
towards females—two-thirds are female—and they are relatively young; the
majority of our customers are in the 25 to 45 year-old bracket. They are
families. The vast majority have children. Many have three or more children.

The thing to understand about our customers is their options. They do not
have many. People normally look at our customers by their scorecard—their
credit scores—which would normally tell a lender not to lend to one of our
customers. They might have what we would call a thin credit file, so there is
not much information about the customer. They might not have a mainstream
bank account. If there is information about them, it is not much at all, and not
enough to take a view about the person’s credit history. That works out to be
about 20% of our customers.

Alternatively, our customers might have some form of impairment in their
credit history. The majority of our customers have had a default at some point
in recent history. As a business, we believe strongly in giving our customers a
second chance. They might have been turned down by other providers of
mainstream credit. They might even have been turned down by other
providers of alternative credit. We try to work with our customers to find a
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rent-to-own solution that really works for them and gets them to a place
where they can afford the cost of essential household products.

David Rees: My Lord Chairman, I apologise for being slightly late.
The Chairman: Do not worry about it.

David Rees: In brief, home-collected credit, or home credit as it is more
commonly called, is a different system from the systems that both my
colleagues described. It involves small cash loans, repayable weekly. The
mechanism for contact with the customer is an agent. We think that there are
about 16,000 agents in the sector, probably serving around 2.4 million
customers—that kind of magnitude. The loan terms are very short: between
26 and 52 weeks is likely to be the range of loan term. The customer is visited
at home each week by the agent.

The key feature of home credit is that there are no extra charges. The
customer pays a fixed all-in charge. It might be £40 on £100, for instance,
over 26 weeks. That is a hypothetical figure, but that is the kind of range.
That £40 includes everything. It includes having an agent calling 26 times at
their home—or more, if required. There are no extra costs if the customer
misses a payment. They could extend that 26-week loan, if they had a
problem with their finances, to, say, 50 weeks, and it would still be only £40
on £100. With most credit products, if the customer hits difficulties, they end
up paying more by way of default charges and extra interest. Technically, with
home credit, the cost of the credit is falling. That is an important distinction,
which has been recognised by the regulator.

The system is very transparent, as I have explained. It is very flexible. If you
have a problem as a customer, all you have to do is tell the agent when she
calls. She may say, “Look, if you cannot pay this week, pay me next week”.
What often happens in that situation is that the whole set of payments then
ratchets on one week. Rather than the loan taking 26 weeks to repay, it takes
27, so the customer can miss one. Some customers like to catch up. That
might happen, for instance, if they have been away on holiday. They might
say, “Look, I have been away. I would like to catch up and put my account
back in order”.

It is very simple. It is very transparent. It is very flexible. As we mentioned in
our written submission, that offers control for the customer, and if they are on
a low income that is extremely important. If they are working on a tight
budget, things can happen in their household that would not necessarily derail
the budget of a middle-income household, but it can derail their budget.
Therefore, they need systems that can help them through that. That is home
credit.

On the specific question about what we have seen regarding the impact on
arrears for our sector, I have some interesting data. It is the latest set of
figures from Citizens Advice, called Advice trends, which it does not produce
any more. It is a breakdown, which started for the first time seven or eight
years ago, of exactly what Citizens Advice was looking at in its debt cases. We
have something like 30 different categories of debt, and only six of them are
consumer credit debt. There are arrears of income tax, overpayment of
universal credit, rent arrears and telephone and broadband debts. A lot of
those debt items are not in fact consumer credit items.
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I will send the document to the Committee. What is interesting about it, as I
have heard people from Citizens Advice say in recent presentations, is that
they are seeing a reduction in the number of consumer credit problem debts
and an increase in the number of utility debts. There is an inversion of the
normal expectation. I believe that is still valid.

The Chairman: Thank you very much. We have already had written and oral
evidence from Citizens Advice. I do not know whether we have that particular
paper, so, if you are able to forward it, that would be very helpful.

David Rees: Sorry, but you did ask.
The Chairman: That is very helpful.

David Rees: We had a Competition Commission inquiry into our sector. The
Competition Commission asked the advice sector how much interface it had
with our sector, and it said it was very little. I have made some calls to
members of our association. We are perhaps looking at 0.5% of its customer
base, so it is pretty minimal. That is probably in line with most lenders, or
with most types of lender.

The Chairman: Thanks. That is a very helpful overview. We will be picking up
a number of the points that you raised as we go through the questioning.

Lord Haskel: We have had drawn to our attention the divergence between
the interest rates charged by subprime lending companies and those charged
by organisations such as credit unions or other third sector lenders. Those
people lend to a similar cohort of customers. What are the reasons for that?
Also, does it partly explain the decline in payday loans that Russell told us
about?

Russell Hamblin-Boone: 1 cannot speak for home credit, but there is a price
control in place in our market, which was designed by the Financial Conduct
Authority after rigorous analysis of the market, modelling the impact on
consumers and looking to ensure that there could still be a viable market for
people who would continue to benefit from short-term lending.

The cost of the loan is made up of the components of each part: the cost of
acquisition, the cost of getting a customer, the cost of administering the loan
and any cost to do with collecting outstanding debt. Margins are very small
now. We have seen a reduction in the market as a consequence of regulation
and price control, which will be reviewed in 2017. The cost is reflected by the
risk that the lender has to take in lending to people with thin and impaired
credit records, and in competing with other markets.

Lord Haskel: Presumably people have similar costs. Why are the charges
different?

Russell Hamblin-Boone: The costs reflect the charges. There are no
additional charges over and above 0.8% per day interest. Lenders are entitled
to charge £15 in total as a penalty fee over the length of the loan, whether it
be a loan for three months or for 12 months. They cannot charge more than
£15 in penalties, and the loan cannot escalate in interest beyond 100%. If
somebody borrows £100, the loan can never exceed £200.

Hamish Paton: The interest rates facing our customers vary significantly.
There is payday, which operates in the thousands per cent; there is home-
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collected credit, which operates in the hundreds per cent; towards the lower
end, there are credit unions, which have a cap of 42.6%. Our representative
APR is 69.9%.

Your point is well made: how do the costs reflect the charges? On the one
hand, you have risk. You are pricing for risk. If we look at our customer base
and the choices they have, our customers tend to come from a similar cohort
to credit union customers. Some of our customers would not get a loan from a
credit union. We take on a broader range of risk. Some of the things that we
do with our customers the credit unions would not be able to do.

At the same time, it is important to have in mind the cost infrastructure
behind the business. We have a business that is designed around our
customers to make sure that there are sufficient safeguards in place such that
we can lend appropriately to customers in this space. To give you a sense of
the costs, we have 312 stores located up and down the country, often in
locations that are convenient for our customers to get to. We have a face-to-
face relationship with our customers. We give our customers the opportunity
to pay in store every single week in cash. We do not rely on digital platforms
for our customers to engage online. You do not need to be an online user to
be a BrightHouse customer. In fact, you do not need a bank account if you
want to be a BrightHouse customer; 17% of our customers do not have what
we would describe as mainstream bank accounts.

We are unusual because we give customers access in a way that many other
options do not. We also have a strong sense of support for our customers.
That is something we will come back to. What do we do with our customers
when they find themselves with problems around paying? Our proposition is
designed to give forbearance to those customers in a way that is appropriate,
and that comes with a cost. Although our interest rate of 69.9% is higher than
that of credit unions, it is not a million miles away, and it reflects the special
service that we give our customers.

Lord Haskel: Your customers get something extra and pay for it.
Hamish Paton: They do.

Russell Hamblin-Boone: We are talking about interest rates as an
annualised percentage rate. For a short-term loan, for example, it is not a
relevant measure. What you would be looking at is the pounds and pence, and
it is £24 for every £100 borrowed per 30 days. We can apply annualised
percentage rates only to loans that are beyond 12 months. The figure,
regardless of the interest rate, is still £24.

David Rees: 1 cannot speak for the two sectors that have just given answers.
For our sector, the correct response is that it is not exactly the same cohort as
you described. Our internal data suggest that only about 3% of our customers
are using credit union loans, which is one of the types of lender that you
described.

With home credit specifically, we have a weekly collection system at the
home. That modifies risk. It is not just us experiencing that; it used to be
experienced by local authorities when they collected their rents. When local
authorities moved away from fortnightly rent collection, as it usually was, I
remember having a conversation with a rent officer in Birmingham, who said,
“Our arrears went through the roof”. A home collection service, which costs
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money to provide—probably one of the reasons why local authorities moved
away from it—modifies the risk. An interesting piece of research was done by
Liverpool John Moores University, where credit unions used loan guarantee
funds; in other words, it was money that they did not have to account to their
members for. They lent it remotely to home credit customers—very good
home credit customers—and what actually happened was that those accounts
went into serious arrears. There is obviously a linkage with the regular
discipline of the weekly call. It is a routine and a discipline; it is not about
enforcement; it is about routine and discipline, which customers welcome. The
answer to your question is that it is not necessarily the same cohort.

I will quickly go through the things that affect price in credit, some of which
are often missed. Loan size, which we covered in our response, is important.
If you are making small loans, you cannot charge the same percentage rate
that applies to, say, a £6,000 or £7,000 car loan, because the economics do
not allow that. Risk is clearly important.

One sector that perhaps ought to have been represented here today is what
used to be called the agency mail order sector, which is one of our main
competitors serving the lower income groups in the UK—socioeconomic
groups C, D and E, which are our customer base. In the past, mail order
people have often said to me, "We serve the same customers as you”. It is a
very big sector. Our sector is 2.4 million; we think theirs is probably 5 million.
What used to happen was that, if you had a catalogue, your family would buy
from your catalogue, so there was a hinterland of customers.

If you supply goods on credit, the Monopolies and Mergers Commission, now
the Competition and Markets Authority, calls that an implicit credit charge; in
other words, the credit cost is built into the price of the goods. In effect, the
credit charge becomes invisible, to all intents and purposes. There is nothing
unusual about that. It happens across the world, and it has happened
throughout history, but it is an important point when you are looking at
pricing. Retail or cash is an important point. Whether or not default charges
are charged is an important point. We do not make default charges, so we
have to build into our pricing the cost of our customers missing payments,
which we allow them to do.

Finally, there is the method of delivery. We use a home-collected system,
which the customers like because it modifies risk. They pay a charge for that.
As we mentioned in our response, there is an important piece of work by
Consumer Focus, which talked about the customer’s need for control.
Customers are making conscious decisions to buy that control. They know it
costs them more, but they would rather have that than a product that appears
to be cheaper but is more difficult to control.

Lord Harrison: Gentlemen, what has been the effect of the cap on payday
loan interest rates, introduced in 2013, on the use of products offered by
different companies in the sector? David, I turn to you first. Your mention of
mail order catalogues sends me back 50 years to my mum, who used to have
one. The only person who ever seemed to order from it was her. Other
members of the family did not necessarily contribute. That brings me to
another world that I inhabit, which is microbusiness and small businesses.
Starting with you, David, could you answer the question that I have put
regarding the effects, but could you say what percentage? You talked about a
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different cohort of people. Perhaps some of them are microbusinesses.

David Rees: 1t is possible that some of them are microbusinesses. In the
1990s, we went into South Africa to see if our product could work there. To
our complete astonishment, we found that we were lending to
microbusinesses. We knew we were doing that. I think we won an award for
it. We withdrew from that market for commercial reasons, but we won an
award for lending to microbusinesses. For sure, some people will do that, but
that is not our proposition, and it certainly does not come out in our internal
figures. There is a small business facet to our industry, in that probably 300
or so members of our association are small businesses, and probably about
200 of those are sole traders.

The payday rate cap—the high-cost, short-term credit cap—does not apply to
home-collected credit, probably because we do not put default charges on our
product. That seems to be the rationale that was applied. It was based on a
political directive to put a price cap on payday lending specifically, rather than
other product formats. I do not think that we can really comment on that.

Hamish Paton: I cannot speak for what has happened in payday, but where
there has been any spillover into rent to own, it has been very limited indeed.
With the tightening of the availability of credit within payday, do customers
then go to different forms? Our product is very different from payday. Payday
is used to bridge short-term affordability. People use our product to get
ownership of products through a medium-term proposition.

Hearing you talk about catalogues reminds me that it is worth thinking a bit
about the heritage of rent-to-own. Back in the day, rental used to be big
business across the UK; Granada Rentals and Radio Rentals had more than 2
million customers in their heyday. Interestingly, BrightHouse came into being
from Radio Rentals—that is where we originated. The reason why we became
rent-to-own was that people renting a TV and making their payments felt they
had nothing to show for it at the end. We tailored that proposition and made it
rent-to-own. We wanted to give customers ownership, recognising that they
liked all the benefits of rental, they liked the flexibility that it gave and they
liked the service wrap, but they wanted ownership, too. That is why our rent-
to-own proposition is what it is today.

Russell Hamblin-Boone: 1 can say what happened in the market in that
sense. I talked about some of the impact on consumers and about the decline
in the size of the market. The average loan size now is about £256, and 80%
of customers pay back their loans on time. Only 7.5% of people incur
additional penalty fees for missed payments and very few loans are rolled
over. That says that the payday sector, as previously defined, is almost non-
existent, and we are now talking about a short-term lending sector that gives
people loans over a slightly longer period. It gives people the flexibility to pay
back those loans in a shorter time than the contractual period. It does not
require people to make a single payment in 30 days and then charge them for
missed payments. As you can see from the figures, the number of people
being charged for missed payments has reduced dramatically.

All of that is very positive, because it shows that the credit market has
moved. It has identified that the demand still exists, but it has a better way to
provide that demand—a way that is not based on profiting from people
missing payments, perhaps in the same way as the credit card industry is, for
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example. It is much more focused on providing an affordable form of credit.
Remember that, in a market for people with thin or impaired credit files,
affordable is not necessarily cheap; it is just more affordable.

We asked recently about what has happened to people, and of those who had
been turned down because of the new affordability criteria, which meant that
lenders had tighter criteria to lend against, around 36% of them said that
they borrowed from friends or family instead. Another third said that they
went without whatever essential thing they needed, while 12% said they
would cut back on some of their expenditure, and 10% said that they would
not have bought what they had originally wanted the loan for or would not
have paid bills. Associated with that are the costs that they might have
incurred for missing payments.

Other consumers reported that they would turn to alternative sources of
credit; 9% said that they would consider pawnbroking and 7% said that they
would consider the home credit market. There is no close correlation between
our customers, other than store-based customers, and the majority of people
using short-term instalment loans. Six per cent of people said that they would
use an unplanned overdraft, and 8% would have used a credit card if they
had been able to access one. There are alternatives available for some people,
but the majority of people who use short-term loans are using them rather
than those products, because they do not fit their needs, whether it is the
convenience, speed or flexibility of the product.

Lord Fellowes: This is primarily for Russell. We have been told that there is
wide disparity among credit providers in how clearly customers are told about
interest rates, insurances, warranties, fees and penalties. That disparity can
add significantly to the overall amount paid. Is that the case? If so, why is it
the case?

Russell Hamblin-Boone: 1t is absolutely not the case in our market, partly
because the price control means that there is a limit to how much can be
charged. The price control also makes things very explicit. Lenders can charge
up to 0.8% a day, which equates to £24 per £100 for every 30 days. They
cannot charge more than £15 in penalty fees, regardless of the length of the
loan. The loan cannot increase by more than 100% of the original size of the
loan borrowed.

It is important for customers to know, in pounds and pence, how much they
need to pay back. That point is very clear when people are taking out a short-
term loan. Because of the simplicity of the product, lenders can state very
clearly exactly how much people will pay at the end of their loan term,
whether it is three, six, nine or 12 months.

Lord Fellowes: You are really saying that this disparity does not exist.
Russell Hamblin-Boone: There are more complicated credit products.

Lord Fellowes: And some providers would have different or higher standards
than others, inevitably.

Russell Hamblin-Boone: The regulation exists, and lenders need to meet
the price control.

Hamish Paton: Ours is not a simple financial product. We do not lend
money. We offer access to the use of a product. Therefore, for us, the
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structure of charging is perhaps slightly more complicated. It is really
important for us to make sure that we are completely transparent with our
customers as to what they are being charged. The breakdown of those
charges and the total payable is displayed on our tickets, in large, across
every single product. It is explained online and in our catalogues.

Before any of our customers takes up an agreement with BrightHouse, we
spend between 20 and 25 minutes talking through what we call our
agreement guide presenter, which goes through each element of the
proposition in turn: what it means, what it means for them and how the
process works afterwards. We make sure that we invest the time up front,
educating the customer as to what it is, what they are getting themselves into
and how much it costs.

Lord Holmes of Richmond: It has been suggested to us that consideration
should be given to the establishment of a simple regulatory structure that
would limit the amount of income that could be earned from non-lending
services by credit firms, pro rata to their direct lending income via interest.
What is your view on that?

Russell Hamblin-Boone: As I understand it, that would restrict the profits or
restrict the size or amount of loans that lenders can offer.

Lord Holmes of Richmond: It would tie income from non-lending products
pro rata to income from direct lending.

Russell Hamblin-Boone: Right. David, do you want to—

David Rees: Sorry, my Lord Chairman, just to clarify, this is where you sell
an extra product, as well as the credit. Is that right?

Lord Holmes of Richmond: I am asking about all additional services that
credit firms get involved in that are not interest from direct lending services.

David Rees: 1 can answer that briefly for home credit. A long time ago, we
used a form of payment protection insurance, run by the association. It
worked very differently from the product that is out there now, but we
stopped it many years ago—probably 20 years ago. We do not offer any
product. It is purely the loan and the fixed charge on it. It is not an issue for
us.

Lord Holmes of Richmond: To answer the question, would you see the
introduction of such a structure as a good thing?

David Rees: My personal view is that, if you intervene in a market, things
often happen that you do not expect. That is how I would answer that
question.

Hamish Paton: 1t is possibly more relevant to our business. We offer
services alongside the straight credit product, but it is important to
understand that we offer something in addition to just credit. We offer the
opportunity to get access to a product, and to make sure that it is well looked
after and insured for the duration of the contract.

One of the interesting things in the market is that there is exposure for
customers where the product is not protected. We know from talking to our
customers, in store or through a number of the surveys that we do, that
customers feel exposed to one-off costs. You might have heard from Fair for
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You, for example, about manufacturers’ warranties. We try to go beyond that
for our customers, because our customers struggle to sustain affordability
shocks. What I mean by that is that it is difficult for our customers to pay for
a washing machine repair for a machine that is outside its warranty. I was
looking at this yesterday. Should the washing machine break down outside its
basic manufacturer’s warranty, a labour charge will typically be somewhere in
the order of £90 to £110. After that, the customer also has to pay for the
repair of any parts. We are talking about a significant amount of money for
our customers. We seek to offer our customers peace of mind. We know that
our customers cannot afford a £200 repair bill, so we try to make sure that
the product is protected for the duration of the agreement that our customers
have with us. That gives them peace of mind. A lot of the situations that our
customers find themselves in are stressful and based on anxiety. The
feedback that we have had about our proposition is that they really value the
peace of mind that it gives, alongside the basic access to products.

Bishop of Birmingham: I will move on to another area of that. We have
mentioned APR—annual percentage rate. Some of the evidence that we have
received from the CCA and the CFA says that it is a flawed indicator. Do you
have any proposals for the improvement of that kind of indicator?

Russell Hamblin-Boone: We need to look at simple interest and pounds and
pence. People who have cash-flow problems or who need to smooth the peaks
and troughs of their household finances need to know what it looks like in
money. That is why it is a very simple product. To answer Lord Holmes’s
point, there are no additional products associated with the short-term loan. It
is a very simple and increasingly flexible product. There is no need for
anything that makes it more complex.

David Rees: In our response, it was not actually us making the statement
about APR; it was the Competition Commission, which said that APR was “a
poor measure of the cost of a home credit loan ... We do not consider that the
APR is a useful comparator for customers”. It was not us saying that; it was
the Competition Commission.

Bishop of Birmingham: I understand that.

David Rees: The real problem with APR, or indeed with any measure, is the
question of retail credit. What do you do with retail credit? If you try to modify
it, you still have the problem that the credit charge can be included in the cost
of the goods. APR has a value in certain circumstances. That is clear. The
most important improvement that could be made is to make people aware
that it has limitations.

Russell Hamblin-Boone: The regulator is the one who set the price cap for
our market at 0.8% a day, in full acknowledgement that that is 1,200%-odd
in APR. Even the regulator felt that that was irrelevant, because it is about the
simple interest.

Bishop of Birmingham: How confident are you that people have the ability
to navigate those different categories?

Russell Hamblin-Boone: 1t becomes difficult. We are looking at working
with the price comparison websites to find ways for people to be able to
compare loan products. That is counterintuitive when there is a price cap in
place, but there is some evidence of variation within the market. Essentially,
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people ignore the APR, because they are interested in the monthly payment
they need to make.

Lord Shinkwin: Hamish, you spoke specifically about support for customers
and the importance that you attach to that in what you offer them on behalf
of BrightHouse. I invite all three of you to focus on the issue of support,
particularly for those at risk of financial exclusion. My question is in two parts.
As we know, many customers use the subprime credit sector because they
have been refused credit by other providers on account of a poor credit rating,
for example. The Committee has been told that a poor credit rating can be a
cause of financial exclusion, so could you share with us what alternative
checks you might carry out to ensure that people are not forced into arrears?
Separately, but linked to that, what precautions do you and your members
take to prevent customers falling into financial exclusion, especially in your
dealings with customers who fall into arrears?

Hamish Paton: 1t is important to bear in mind that there are two sides to
that. One is affordability, and the second thing is what we do when customers
experience financial difficulties. It is worth explaining that BrightHouse has
one of the most stringent affordability checks that exists in the market today.
We have already talked a bit about credit scorecards and some of the inherent
weaknesses in those when dealing with this group of customers. We use credit
scoring, but it is just one part of the information dataset that we use with our
customers. We have our own bespoke scoring mechanics, which we use, with
20 years’ experience in the market, to try to understand the demographics of
the customer and what it is about the customer that means they can afford a
loan with us.

The affordability piece is most important. You will hear in certain places that it
is easy to get a loan; a few clicks of the mouse and the money is in your bank
account in five minutes. People do not sign up to a BrightHouse agreement on
a whim. They need to prove to us their income and they need to prove to us
their expenditure. They bring those two things into the store, and we sit down
with them. We try to assess affordability after taking into account all the
things that they spend their money on. We validate and verify their income,
either through payslips or through bank statements. We then sit down with
them and work through their bank statements, identifying each of the
different elements of expenditure.

We want to get to a place where at the end of the month they have money
left over, money to spend on BrightHouse, but also what we call a buffer,
which enables the customer to get through any unexpected surprises in that
month. In our world, that buffer is £100. We want to make sure about
income, expenditure and a buffer, and only then can you borrow money from
BrightHouse. It is a lengthy process. It takes time; it typically takes anywhere
between 90 and 120 minutes to go through that with a customer. It is a
thorough, robust check. We do that because we understand that our
customers have been excluded from other places, but we try to say yes to our
customers, and we can say yes because we invest time in going through their
individual circumstances.

Up front, you might say, yes, great, the customer can demonstrate
affordability, but what happens if their circumstances change? The one thing
that we know about this customer group is that their circumstances are more



BrightHouse, Consumer Credit Association and Consumer Finance Association — Oral evidence (QQ
132-141)

susceptible to change, so we think through what happens when that occurs. It
is worth thinking about the short-term and medium-term problems that a
customer may have. In the short term, it might be that they are out of work
because they have had a hospital appointment, they have not been paid that
week or they have had an unexpected bill of some sort; the boiler has broken
down and they have a short-term shortage in affordability. We work closely
with the customer to get them back on track. We give them breathing space.
Often we reschedule, say, three weeks of missed payments and put them at
the end of the agreement. The customer has breathing space, and we can get
them through a short-term challenge around payment difficulties.

It is important for us to distinguish a short-term affordability challenge and a
medium to long-term affordability challenge. This is one area where our rent-
to-own proposition really comes into its own. One of the things that we do,
which I guess many other people do, is to reschedule the loan. For example, if
the customer has 20 weeks left on their agreement, at £5 a week, and they
owe £100, we might extend that to, say, 40 weeks, cutting their payment
from £5 a week to £2.50. It is very much in our interests to try to get them to
the end of that agreement. There are no extra costs. Yes, it costs us money,
but we are trying to get that customer to the end.

Because our proposition is different from payday or home-lending credit, one
thing that we can do is to downgrade that product. You have a TV with us. It
is a 47-inch TV. It is great—you have enjoyed the use of it—but itis £12 a
week and you can no longer afford that. We work with you potentially to
downgrade that product, perhaps to a 32-inch TV—a cheaper model,
something that is much more affordable and is suited to your new financial
situation.

The final thing that I really want to draw out is the idea of returnability in the
BrightHouse proposition. It is really different and unique in this part of the
market. People can hand their product from BrightHouse back to us and have
no outstanding liabilities or obligations to BrightHouse. If they change their
mind after four weeks, six weeks, eight weeks, 20 weeks or whenever, they
can hand the TV, sofa or washing machine back to BrightHouse, and that is
the end of the story. We will take it back. We will not post any black marks on
their credit file. We will not call it default or the end of the relationship with
us. It is the ultimate forbearance option, in the sense that the customer can
hand it back and they are not trapped into some form of unaffordable debt.
Give the product back, return it and that is the end of it.

The Chairman: We are starting to get a bit tight for time. If you want to add
anything, can you please do it very succinctly?

Russell Hamblin-Boone: As I have established, ours is a different customer
demographic from the one that the other guys here represent. Our customers
are people who have non-standard and irregular salaries, and they need to
smooth their finances. The important point about affordability is that the
businesses that I represent have been heavily scrutinised by the regulator.
Because of the regulations that are in place now, their business models have
changed fundamentally. It used to be about having big collections teams to
recover as much debt as possible that had been lent to as many people as
possible. Now it is about doing rigorous affordability checks, which include
using big data, advanced technology and analytics to make a decision not only
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about whether the firm can get its money back, but about whether it is
affordable for the customer to take credit. That way, firms reduce the amount
of collections costs, because fewer and fewer people are defaulting on their
loans. As I said, 80% of people do not incur a penalty fee and pay back their
loans on time. As 93% of loan applications are declined, only a very small
percentage of applications for short-term loans are successful now. If people
get into financial difficulty, lenders freeze the payment—freeze interest—and
work with the customer to find a longer-term repayment plan.

David Rees: We use the old system for lending, which is the three Cs:
character, capacity and conditions. Modern credit scoring systems produce a
proxy for that, but the important difference in home credit is that we get to
understand the customer as an individual, as a human being. We get to
understand their household as well—the conditions. We understand the
character of the customer, which is very important. That is a core element of
our system.

The Chairman: We will have to be really brief in both asking and answering
questions in order to get through the rest.

Baroness Primarolo: Could you explain why your practice and policy differ
between each of you regarding who you are lending to, how much you charge
and, importantly, what happens when there are arrears, either when the
customer is overindebted or when they get into difficulties? I understand
absolutely that you are lending to different cohorts—you made the point
clearly—but there is both a commonality in approach and a difference in
approach. I want to understand why that is happening.

Hamish Paton: 1 have just talked a bit about our approach to arrears. I
cannot speak for—

Baroness Primarolo: Do you use bailiffs?
Hamish Paton: No, we do not.
Baroness Primarolo: Never?

Hamish Paton: No, we do not. We have some field agents—collections teams
who go out to try to reconnect with customers.

Baroness Primarolo: Explain it carefully to me: what is a field agent who
carefully tries to reconnect with a customer?

Hamish Paton: We have a weekly cycle of payments. If a customer misses a
payment, the way our schedule works in the week is that the payment will be
missed on Saturday night. We have found through experience that quickly
connecting with that customer gives the customer the best chance to get back
on track with payments as soon as possible. Rather than leaving it for a long
period of time, we try to get in touch with the customer again on the phone in
the early part of the following week.

Baroness Primarolo: I am sorry to interrupt, but you said that your
customers come in and pay in the shop.

Hamish Paton: That is right.

Baroness Primarolo: You said earlier that that is part of it. You are
suggesting that, when they miss a visit, you quickly follow that up regardless.
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Hamish Paton: They have a humber of different payment options. They can
come into the store. They can pay on the phone. Regardless—

Baroness Primarolo: I am sorry, I am getting more confused. Your earlier
evidence was very clear: it was cash, because they did not necessarily have
bank accounts, and they came into the shop. You described that as a strength
of your business model.

Hamish Paton: 1 apologise if I misled you. It is not just a cash business. We
have a number of different options whereby our customers can pay. Yes, they
can pay in the store in cash. They can also pay on the phone. They can pay by
continuous debit card authority. We try to give our customers as many
different ways of making payments with us as possible.

Yes, we have a process whereby, if a customer misses a payment, we try to
reconnect with that customer as soon as possible. We try to do that primarily
through the phone, but we have a team of people in the business who go and
knock on the customer’s door to try to reconnect. We are not trying to
repossess the product or intimidate the customer. We are trying to make sure
that we get the chance to speak to them. As I have already described, we
have strong, positive options to get our customers back on track. We have the
breathing space and we have the opportunity to reschedule the loans. We
have the opportunity to be flexible with the product. The most important thing
for us is to talk to customers as quickly as possible before the level of arrears
builds up.

Russell Hamblin-Boone: The fundamental difference is the rigorous scrutiny
that has been applied to our market by the regulator. I am sure the regulator
will want to apply that level of scrutiny to the whole credit market, to look at
where the drivers are—the drivers for profit and the drivers for incentivising
customers to pay, or perhaps even not to repay, and the penalty fees
associated with that. In our market, as I have explained, there is a slightly
different demographic, but it is a very straightforward product. Lenders now
have to treat customers fairly. They are regulated for their conduct, which
means that they have to make sure that, with affordability, they are doing
something that is in the best interests of the customer, not necessarily in the
best interests of the firm.

Baroness Primarolo: Are there any points that you want to make about how
your policy differs? Given the pressure on time, we would be interested if you
wanted to do a subsequent note. Would that be all right?

The Chairman: That would be very helpful. This will have to be the last
question.

Lord Empey: A number of submissions to the Committee expressed concern
that tighter regulation could mean higher-risk customers resorting to illegal
lenders. Does that mean that tighter regulation should be avoided? If tighter
regulation means that the legal credit market becomes inaccessible to some
customers, does your industry have a role to play in helping them to find
other, legal alternatives?

Russell Hamblin-Boone: Absolutely. There is concern about people being
turned down for certain financial products and, therefore, resorting to illegal
lenders. It is important to note that it is very easy to characterise an illegal
lender as somebody operating in the community, which they do, using
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aggressive and violent tactics to recover debt. There is also the risk of an
illegal online market, which is much more difficult to regulate and track,
especially when the loan sharks are, effectively, operating outside the UK.
There is a risk there. It is easier for someone to recognise a loan shark in the
physical sense as opposed to the digital sense. We need to be aware of that.
From our research, 6% of people said that they would consider using, or had
used, an illegal lender, whether it was somebody in the street or somebody
online. As responsible businesses, we lobbied the Treasury to continue to fund
the illegal money-lending team in England and Wales. We all have a
responsibility for the levy, which, thankfully, is now being applied to the whole
of the credit market. Certainly, more can be done, as was presented by the
previous witnesses, to make the judicial process much stricter and to make
loan sharking a specific criminal offence.

David Rees: The simple response to the question is that illegal lending exists.
It is a natural market response to regulation. Therefore, if regulation is
tightened, those who are doing the tightening need to be aware of that risk
and to factor for it.

Hamish Paton: Building on that point, in a world of tighter regulation, the
demand for credit in these forms does not go away. Typically, there is less
supply, which perhaps means that some of the people who need credit most
can no longer access it in a regulated form, so moving towards an
unregulated form is definitely a possibility. It tends to get talked about in
terms of family, friends and acquaintances, but it is very much a feature of
what will happen should regulation tighten further.

The Chairman: As we sign off, could all three of you, in one sentence, say
one thing that you would like to see the Committee focus on? What would it
be? Just one sentence each, please.

David Rees: The evidence—empirical evidence.

Hamish Paton: There is a desire to make sure that the supply of credit to the
market is well regulated and responsible, and I totally concur with that. At the
same time, demand is not going away. Whatever the Committee can do to
think about increasing competition in this space, getting more people
providing opportunities for those customers, with better competition and more
providers, will lead to better outcomes for customers.

Russell Hamblin-Boone: 1 agree with those two points but, to prevent
financial exclusion, we need to look at rewarding people for good borrowing
behaviour, regardless of the credit products they are using. Particularly in the
past, but also when people talk about it now, there tends to be stigma
associated with being a payday customer. Actually, if a payday customer has
paid off their loan well and demonstrated good borrowing behaviour, why is
the credit reference agency not saying, “That is good”, so that they start to
transition into mainstream, cheaper products?

The Chairman: That is a very helpful point. Thank you very much, all three
of you. It has been a very interesting session. Thanks very much for giving us
your time and thoughts. We appreciate it.
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0.1. Promoting a better banking industry for the benefit of the UK as a whole is
the BBA’s overarching and long-term ambition. We are working with our
members to deliver this by focusing on helping customers and raising standards
within our industry.

0.2. The issues affecting access to services are many and varied, and will affect
many of us over the course of our lives. Issues facing banking services in
particular have already been identified by the Financial Inclusion Commission in
its 2015 Report, by the FCA in its recent paper on Access to Financial Services in
the UK, and in some of the Committee’s oral evidence sessions to date. These
range from the difficulties some consumers face in providing the documentation
needed to open a bank account, the ability of others to access credit, to the
changing way people engage with their bank, the rise of digital banking and new
technology, to the need to access specialist information and address
vulnerabilities such as long term or mental health issues.

0.3. The banking industry has made good progress on a range of the issues
which drive financial inclusion and to address the issues affecting access to
financial services. We detail this progress in responses to specific questions
below. However it is clear that these are often complex, multifaceted problems,
and collaboration will be essential in making further progress.

0.4. It is our view that the key elements to overcoming barriers towards
achieving good consumer outcomes and greater financial inclusion in the UK and
are:

e financial education - enhanced financial literacy and capability, often an
important prerequisite to tackling exclusion;

e smarter communication - of the rationale behind banking decisions and
the range of alternative options that may be available to an individual;

e improved awareness - of alternative routes to entering the financial
system and accessing services;

e broader collaboration - a joined up approach between all stakeholders
(firms, regulators, Government, consumer organisations) to ensure that
all customers have the chance to access the services they require, with as
few barriers as possible.

0.5. We welcome the opportunity to respond to the Select Committee on
Financial Exclusion on this important topic. We elaborate on our views
responding to a selection of the Committee’s questions below.


http://www.financialinclusioncommission.org.uk/pdfs/fic_report_2015.pdf
https://www.fca.org.uk/news/occasional-paper-no-17
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Q1. Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial
exclusion?

1.1. The BBA would align with the European Commission’s definition of financial
exclusion (roughly adopted by the FIC and the FCA), referring to a process
whereby people encounter difficulties accessing and/or using financial services
and products in the mainstream market that are appropriate to their needs and
enable them to lead a normal social life in the society in which they belong?, In
this respect we would consider financial inclusion to be the inverse of financial
exclusion.

Q2. Who is affected by financial exclusion? Do different sectors of
society experience financial exclusion in different ways? To what extent,
and how, does financial exclusion affect those living in isolated or
remote communities?

2.1. We would direct the Committee to the Financial Inclusion Commission
Report for responses to these guestions.

Q3. What is the relationship between financial exclusion and other
forms of exclusion, disadvantage or deprivation? What role does
problem debt play in financial exclusion?

3.1. We would direct the Committee to the Financial Inclusion Commission
Report for responses to these questions.

Q4. Do individuals with disabilities, or those with mental health
problems, face particular issues in regard to financial exclusion?

4.1. UK banks recognise that people who may be in vulnerable circumstances
(including disabilities and/or mental health problems) often need additional
support.

4.2, Earlier in 2016 the industry, together with charities and consumer groups,
proactively joined forces to publish recommendations from the very first financial
services Vulnerability Taskforce in order to improve the experience and
outcomes for customers in vulnerable circumstances. The recommendations
published in the Taskforce report in February 2016 highlight effective access to

100 2008, European Commission, Financial Services Provision and Prevention of Financial Exclusion.


http://www.financialinclusioncommission.org.uk/pdfs/fic_report_2015.pdf
http://www.financialinclusioncommission.org.uk/pdfs/fic_report_2015.pdf
https://www.bba.org.uk/news/reports/improving-outcomes-for-customers-in-vulnerable-circumstances/#.V6B8JPkrK9I
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support, customer focused and inclusive product design, specialist help and
appropriate signposting.

4.3. The Taskforce recommendations have been endorsed by the larger UK retail
banks, most of which are already in the process of embedding into business as
usual. Concrete examples of accessible services for individuals with disabilities in
particular (including for example visual or other physical impairments) include
the new wave of accessible branches and ATMs, innovation in assistive
technology and mobile banking apps now using biometric technology such as
voice and touch recognition to access or monitor their accounts. The BBA’s just
published Help at Hand report expands on these and other examples.

4.4. The BBA is also working with the Money and Mental Health Policy Institute
to build on the previous good practice that was developed for dealing with credit
and mental health issues to see what more can be done to support customers in
these circumstances.

Financial education and capability

Q5. Are there appropriate education and advisory services, including in
schools, for young people and adults? If not, how might they be
improved?

5.1. UK banks have long recognised the role they can play in supporting
financial education, actively supporting financial education and training,
committing programmes and resources to deliver this.

5.1.a. The BBA and its members actively supported the APPG for Financial
Education which led to the subject becoming compulsory in England’s
secondary schools. Banks also recognise the challenges that schools and
teachers still face in finding time and in embedding the subject, so remain
supportive of the ongoing work of the APPG two years on.

5.1.b. A significant number of major retail banks run financial capability
programmes and provide support to schools. The investment from banks can
amount to large sums of money which provide quality and impartial learning
materials. Adapting programmes to more modern technology and offering
support to teachers, parents, and peers are amongst the ways banks try to
ensure more engagement and reach through their programmes.

5.1.c. Employee volunteering programmes also mean some schools have
access to delivery support from a bank employee. Some banks are


https://www.bba.org.uk/landingpage/waywebanknow/
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already working with Money Advice Service (MAS) on IMPACT evaluation to
ensure that the programmes are evaluated beyond their reach and address
outcomes and impact.

Q6. How can financial literacy and capability be maintained and
developed over the course of a person’s lifetime?

6.1 The BBA supports the principles of the Money Advice Service’s UK financial
capability strategy and it’s long term goals to address financial capability at all
life stages. The BBA made recommendations to the Public Financial Guidance
Proposals that Financial Capability should form part of the new money guidance
service due to come into existence in 2018.

6.2. As well as running community programmes which address financial
capability, many UK banks have also progressed to simplify their product
offerings, apply Plain English to their communications, and now provide early
warning alerts to people who may be at risk of financial difficulties. While there
is always more that can be done, these changes all improve the accessibility to
banking, help improve skills and knowledge, and encourage motivation for
customers to engage with their finances.

Addressing financial exclusion

Q7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for the
most excluded and, if not, how should support be strengthened? What
role should Government, the charitable sector and business play in
tackling financial exclusion?

7.1. Personal informed choice is and should be the starting point for any
engagement with the financial services; yet there is an argument to be made
that we all share responsibility for financial inclusion. Where people face barriers
to accessing financial services and banking in particular, there is a role for
industry to play in highlighting the benefits of banking and in making it easier to
access products and services.

7.2. The banking industry has made good progress on a range of the issues
which drive financial inclusion and we highlight some examples under Question
8.

Q8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
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address any deficit? What role should banks play in increasing access
for those most at risk of exclusion? What is the role of the Post Office in
providing access to financial services for such customers, and how
might that role develop?

8.1. The banking industry has made good progress on a range of the issues
which drive financial inclusion:

8.2. Basic Bank Accounts

8.2.a. Basic Bank Accounts were first introduced in the UK in the mid 1990’s
to enable the financially excluded access to mainstream banking. Last year
UK’s major retail banks worked with HM Treasury towards a voluntary
standard to provide a standardised ‘free’ service across nine basic account
providers. The introduction of the new Basic Bank Accounts in January 2016
by nine major retail banks is a genuine inclusion tool aimed at serving those
who for a range of reasons may not previously have been able to access
banking services. High street banks have operationalised the basic bank
account agreement and new basic bank accounts are being delivered in full
since the turn of the year, including the obligations to ensure visibility and
access. As a result more people than ever before can now access banking
services without any fees.

8.2.b. Under the EU Payments Directive, all UK banks will now have an
obligation to now provide a ‘payments’ account to all EU consumers. At its
lowest level this is a basic bank account and will be available to all including
the currently excluded from mainstream banking.

8.3. Switching

8.3.a. The banking industry is very much in favour of competition and
actively encourages customers to shop around to get the best deals. Over
the past five years, banks have introduced a number of different services to
help customers keep on top of their money and compare offers so they can
make informed choices and switch if appropriate. To give just a few examples
of this commitment, customers can now see itemised charges on bank
statements, over 1.3million text alerts from banks are sent to customers
each week and the midata tool was launched last year to help consumers
compare prices based on data from their actual account use. Customers are
also provided with annual summaries and breakdowns of charges taken to
help comparisons.

8.3.b. The voluntary standard for the new Basic Bank Account also places
additional responsibility on banks signed up to it, to ‘accept a switch’ from a
financially excluded person in certain circumstances.

8.3.c. Moreover, the support and development of open API’s will allow
consumers to use their personal data to compare and contrast provider
products and at the same time improve transparency on pricing.

8.4. Identity and address verification (ID&AV)
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8.4.a. The BBA is working with the industry to bring greater consistency and
clarity across the banks to the ID&V documents acceptable for basic bank
accounts. This work is aimed at expanding the list of commonly acceptable
documents for ID and AV purposes, focusing on consumer segments typically
excluded due to a lack of more mainstream documentation. ‘Typically
excluded’ groups are drawn from examples named in discussions with the
Financial Inclusion Commission, the BBA’s Consumer Panel, and the more
recent FCA paper: Access to Financial Services in the UK.

8.4.b. As part of the financial inclusion and helping customers agenda, banks
will seek to crystallise some of the discussion outputs in guidance/tools for
advice case workers in order to help bridge policy/practice gaps. The extent
to which any extended list of commonly accepted documents can be
published e.g. on websites will be considered against fraud concerns around
publicly available material.

8.4.c. Industry is also open to exploring with DWP alternative benefits and
Universal Credit related documentation that may be used for ID purposes.

8.5. Branch provision and alternative banking options

8.5.a. The way we bank is changing, and as a result a humber of banks are
reshaping their branch networks. Innovations in everyday technology and
personal communications are changing the frequency and channels with
which we engage directly with our banks. Further changes expected over the
coming years, such as in facial recognition and biometrics, will bring about
significant improvements to security, ease of access and deliver a better
experience for consumers. Firms are also launching video technology for
face-to-face conversations and offer help in branches for those who require
additional support in accessing digital services, or who lack the technology,
skills or confidence to bank in this way.

8.5.b. Digital has an important role in promoting financial inclusion though in
turn the challenge of digital exclusion would need to be met. Banks realise
that using the latest technology is not for everyone. That is why more than
20 banks have done deals to allow customers to do basic banking through
Post Office branches and have invested millions of pounds refurbishing
branches to install technology to help customers. 99.9% of adults live within
20 minutes’ drive of a bank branch or post office. As a result there are now
more places to bank than ever before - from 20,000 places to carry out
transactions face-to-face, to 50,000 free to use ATM machines, and new
mobile van branches which serve to help customers carry out a range of
personal transactions, including cashing cheques, making account deposits
and paying bills.

8.5.c. Since branch networks were first established, the UK has gone through
significant change with businesses, shopping centres and populations
developing, declining or moving. It is therefore important for banks to review
their network to ensure that they are located in the right locations for their
customers. The industry and BBA put in place the Access to Banking Protocol
this time last year to ensure that the impact of associated branch closures on
local customers are taken into account, and that banks take steps to properly
inform and engage with customers to ensure that they continue to be able to
access banking services through a range of alternative methods.



British Bankers’ Association — Written evidence (FEX0019)

e Banks are no different to other high street brands that have to adapt
to the drop in footfall in branches (up to 50% in the last five years) as
customers choose to do more and more of their business digitally and
online. While no one wants to see job losses or branches in demand
close, banks must assess local demand. Statistics around branch
decline show:

e The percentage of customers carrying out simple transactions in
branches in September 2015 was just 28% - down from 55% the year
beforelo?,

e Mainstream bank branches have suffered 10% annual decline in
transactions in recent years.

e For one large high-street bank, 93% of contact from their customers is
now completed via the telephone, internet or smartphone, while 97%
of cash withdrawals are made via an ATM.

e The average small branch costs £250,000 a year to run.

Where banks are closing money is being reinvested to meet customer
needs, suitable for modern living. As a result it's now easier than ever
for customers to do their banking: people can set up standing orders
and direct debits to pay their bills; check their balance in seconds on
phone apps; speak to their bank 24/7; pay a friend digitally; and so
on.
8.5.d. The Access to Banking Protocol is currently being independently
reviewed to ensure it continues to play an important role in supporting
customers affected by a closure. Led by Professor Russel Griggs OBE, the
review will consider the way banks have applied the Access to Banking
Protocol, as well as the outcomes for affected customers and communities. If
appropriate, it may make recommendations to amend procedures to ensure
banks continue to meet the protocol’s objectives.

Accessing affordable credit

Q9. What has been the impact of recent changes to the consumer credit
market - such as the capping of payday loans - on those facing financial
exclusion? How can it be ensured that those in need of affordable credit
can access appropriate products or services?

9.1. To help customers understand if they are able to take out credit, a number
of quotation tools and eligibility checkers have been developed across the
industry. The Industry has agreed with the FCA that it will undertake a piece of
cross-sector work over the next year to assess how these recent innovative
developments help customers to shop around for the best products and deals,
and identify any areas where enhancements might be helpful for customers.

9.2. To help customers to access affordable credit, a number of firms now
provide credit-builder products specifically to applicants with no or limited credit
history, or who have had previous financial difficulties. These products are
subject to a robust credit assessment to ensure they are right for the customer
and meet the responsible lending requirements. They typically start with a low
credit limit and give the customer the opportunity to build up a history of
managing their finances which should allow them to get better access to credit

101 source: ‘Bricks and Clicks’ by Social Market Foundation for the Post Office
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products and services. Alongside these products firms provide information on
how credit scoring works, to help customers to demonstrate their ability to meet
their financial commitments and thereby open up opportunities for further
products and better pricing. However access to credit is not just a lower socio-
demographic issue - the ability of banks and regulators to mediate between the
need for customers to access services against the need to maintain financial
crime and fraud controls is an ongoing challenge.

9.3. The FCA occasional paper 20 highlighted concerns that customers’ did not
have sufficient knowledge of credit scoring or information as to why they might
have been rejected for an application. The industry will be considering ways in
which clearer messaging can be provided to customers to help them understand
potential options that are available to them if they are declined for a credit
application.

9.4. Banks are also supportive of customers who might be about to enter
financial difficulty or who are in financial difficulty. Banks will try to reach out to
customers who, through the operation of the account or credit history, they have
identified as being more likely to enter into financial difficulty. This pro-active
approach is to get customers to seek help at an early stage. For customers that
are in financial difficulty, banks may use a range of measures to help
customers. This can be agreeing to defer payments; giving customers time
(forbearance) to seek debt advice, or rescheduling the debt into a more
affordable payment. Banks also provide direct or indirect support to Credit
Unions and through this provide valuable support to local communities. A
considerable amount of work is also being done by industry via the FCA under
the Credit Card Market review to develop strategies to tackle what is described
as ‘persistent debt’ and those in ‘pre-arrears’.

9.5. As well as their internal specialist staff providing support to customers in
financial difficulty, banks will signpost customers to the free to client debt advice
organisations such as StepChange Debt Charity and Money Advice Trust. As well
as being in the best interests of the customer to get holistic debt and money
advice (checking benefit eligibility and dealing with all of the customers
creditors), it is also a regulatory requirement under the FCA rules.

Financial technology (Fintech)

Q14. Does the Government have a role to play in ensuring that the
development of financial technologies (FinTech) and data capture helps
to address financial exclusion? If so, what should this role be?

10.1. While Government has a role, we wanted to highlight that a number of UK
banks are also actively involved in supporting Fintech and engaged in areas that
can tackle financial exclusion. This includes members being active with Innovate
Finance; FCA Project Innovate; and the Open Banking Working Group .

10.2. A key task of Government is to ensure that different initiatives stay linked
up. There is interest in digital and data-based solutions in a humber of
departments and regulators. For example, the projects noted above involve the
Competition and Markets Authority, the FCA, and HM Treasury. It is important
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that the different organisations cooperate to ensure duplication is avoided and
that these initiatives build off each other as much as possible in order to provide
maximum benefit to consumers.

12 September 2016
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The British Insurance Brokers' Association (BIBA) is the UK's leading general
insurance intermediary organisation representing the interests of insurance
brokers, intermediaries and their customers.

BIBA membership includes just under 2,000 regulated firms, who employ more
than 100,000 staff. General insurance brokers contribute 1% of GDP to the UK
economy, they arrange 54% of all general insurance and 78% of all commercial
insurance business. Insurance brokers put the client’s interests first, providing
advice, access to suitable insurance protection and risk management.

Thank you for the opportunity to contribute to the Committee’s understanding of
access to insurance; answers to the questions set out in the call for evidence are
included below.

Q1. Is financial exclusion the inverse of financial inclusion and, if not,
how do the two concepts differ? What are the causes of financial
exclusion?

Insurance pricing is risk-based with those posing the highest risk contributing
more in to the risk pool by way of a higher premium, or customers being
declined because the risk is too high or not properly understood by an insurer
who is not specialist in that particular area of risk or does not possess the
relevant knowledge. Whilst there can be risk-factors which may result in these
individuals failing to find appropriate cover, it is not necessarily because the risk
is uninsurable; often it can be because they are not going to the right insurance
provider. The recent popularity of price comparison websites (PCWs) has
resulted in a ‘computer says no’ scenario for many non-standard risks. More
often than not, specialist insurance brokers can place these risks. Lack of
knowledge of where to go for non-standard insurance means perceived exclusion
has the same effect as actual exclusion. Appropriate signposting to providers
who can help is one way this can be avoided.

Q2. Who is affected by financial exclusion? Do different sectors of
society experience financial exclusion in different ways? To what extent,
and how, does financial exclusion affect those living in isolated or
remote communities?

Examples of exclusion include, but are not limited to:

Criminal convictions

Northern Ireland conflict-related convictions
Pre-existing medical conditions with travel insurance
High flood risk in property insurance

Older people with travel and motor insurance

© oo oo

BIBA has been able to successfully work with Government and other industry
stakeholders to provide cover to groups such as these. Specialist brokers can
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provide cover to those with criminal convictions and we have worked with the
Office of the First Minister in Northern Ireland to provide insurance to those with
convictions related to the conflict in NI. We have several members who
specialise in offering cover for people affected by terminal illness or cancer -
allowing them to travel abroad, sometimes for the last time. Our flood specialist
brokers have helped many customers who thought they could not get cover
when they were turned away from price comparison websites and we have
signed an agreement with the Government Equalities Office and the Association
of British Insurers on insurance for older people. The agreement launched jointly
with BIBA and Teresa May when she was Home Secretary in April, named
‘Transparency and access in motor and travel insurance for older people: An
agreement on age and insurance’ is a condition of membership of both the ABI
and BIBA. It mandates that if you’re not able to offer cover to an older person
based on their age, that insurance provider should signpost them to someone
that can help. More often or not, that customer is signposted to the Find a
Broker service operated by the not-for-profit trade body BIBA. The service has
helped over 243,539 older customer access insurance in the last four years.

Q3. What is the relationship between financial exclusion and other
forms of exclusion, disadvantage or deprivation? What role does
problem debt play in financial exclusion?

Credit rating is one of the important risk factors used in motor insurance. This
can provide several indicators such as likelihood to pay monthly premium
instalments and propensity for fraud. In terms of motor insurance, employment
status is also used, as insurers understand those who are employed are more
likely to keep the vehicle in a roadworthy state — reducing the risk of accident.

Q4. Do individuals with disabilities, or those with mental health
problems, face particular issues in regard to financial exclusion?

In terms of motor insurance, cover cannot be refused based on a disability if the
DVLA are satisfied as to the health of a driver and have issued a driving licence.
In terms of travel insurance, 80% of claims are for medical care; therefore
health plays an important role in determining risk. As mentioned above,
specialist insurance brokers with expertise of complex conditions can often place
these risks where price comparison websites fail. An example of this can be
found in our Manifesto where a BIBA broker was able to find travel insurance for
120 WWII veterans to travel to Arnhem to attend a service to commemorate the
Liberation of Arnhem in 1945.

A second example is also in the manifesto where a terminally ill man, Jason
Liversidge, with both Motor Neurone Disease and Fabry disease could not find
the cover needed to travel to Disney World with his family. BIBA’s Find a Broker
service was able to step in and find the insurance they needed with a
competitive premium (see video of Jason and Liz Liversidge explaining in their
own words how they struggled, then found the cover they needed
https://www.youtube.com/watch?v=0k0nxOtVD1c).



https://view.publitas.com/biba/biba-manifesto-2016/page/11
https://www.youtube.com/watch?v=Ok0nxOtVD1c
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Q5. Are there appropriate education and advisory services, including
in schools, for young people and adults? If not, how might they be
improved?

Q6. How can financial literacy and capability be maintained and
developed over the course of a person’s lifetime?

Q10. How effective has Government policy been in reducing and
preventing financial exclusion? Does the Government have a leadership
role to play in addressing exclusion?

We have chosen to answer questions 5 and 6 and 10 together.

There is very little in the way of financial education the takes place in schools
and few other bodies who work broadly on helping the public understand how
insurance can help them protect themselves and their assets.

Following the Government decision to close the Money Advice Service,
identifying gaps in the financial guidance market is a relevant objective for the
replacement money guidance body.

BIBA would like to propose themselves as a relevant third party who could assist
in this area. As described above, BIBA is a not for profit Trade Association who
run a general insurance Find-a-Broker service which helps over 250,000 general
insurance customers access insurance every year.

More often than not these queries relate to gaps in the financial guidance
markets where customers with unusual or non-standard risks have been
unsuccessful in finding suitable insurance solutions in the general market. This is
often because they find ‘the computer says no’ - this concern was raised in the
FCA Occasional paper 17, Access to Financial Services in the UK in May 2016 as
a barrier that can exist for consumers trying to access financial services in the
UK.

Another barrier that was raised in this same paper was that 3.8 million UK
households are without any internet but also 12 million people live in rural or
remote areas of the UK with poor internet access. This same paper also
highlights 3 million people with disabilities who have been turned down for
insurance or charged extra. This goes on to say the ‘non-standard consumer’ can
find it impossible to find tailored or appropriate products.

We have formally suggested a new agreement with Government that builds on
our existing and successful Find-A-Broker Service that could assist in this area.

Q7. What role should the concept of ‘personal responsibility’ play in
addressing financial exclusion? Is appropriate support available for the
most excluded and, if not, how should support be strengthened? What
role should Government, the charitable sector and business play in
tackling financial exclusion?

Personal responsibility is a key part of an insurance contract as the insured has
responsibilities including a fair presentation of the risk under the Consumer
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Insurance (Representation and Disclosure) Act 2012, as well as other
responsibilities dependant on the type of insurance, regarding due care,
vehicle/home maintenance and reporting incidents that may give rise to a claim.
If the insured does not fulfil the responsibilities they have an insurer may not
pay their claim. Brokers, acting as agent of the client under agency law, often
provide guidance on the cover they are purchasing as well the responsibilities
both parties have to one another. This understanding is crucial to ensuring that
an insurance policy responds when it is needed and pays the claim. Brokers
usually get paid by insurer via commission rather than fees, meaning that this
service often does not cost more than going direct.

Utmost good faith is a positive duty voluntarily to disclose, accurately and fully,
all facts material to the risk being proposed.

BIBA has also recently launched a Code of Good Practice to help vulnerable
customers in conjunction with the ABI. Under the Code participating insurers and
brokers will:

e Ensure staff are adequately trained to recognise and understand
potentially vulnerable customers at renewal and be able to offer flexible
options to help address needs (where necessary).

e Periodically review legacy policies to, where possible, identify vulnerable
customers to ensure they are aware of any more suitable alternative
products now available.

e Ask potentially vulnerable customers at renewal if their current policy and
renewal terms meet their needs, and make clear the importance of
reviewing their cover.

e Consider if additional communication, for example a telephone call, is
needed to help vulnerable customers through the renewal process.

e Ensure that the customer’s options, and how they can exercise them, are
always clearly set out.

Q8. Are appropriate financial services and products available for those
who are experiencing financial exclusion? What might be done to
address any deficit? What role should banks play in increasing access
for those most at risk of exclusion? What is the role of the Post Office in
providing access to financial services for such customers, and how
might that role develop?

Many banks opt to provide insurance cover via packaged bank accounts. There
have previously been issues with the way these have been sold to which led to
the regulator issuing new rules to ensure that the product was suitable for the
customer. The policies offered are often limited in terms of their cover compared
with quality stand-alone products sold by brokers, which can be a surprise to
customers when it comes to a claim.

In terms of non-standard risks which banks, the Post Office or other providers
can’t place, BIBA would suggest a system of ‘signposting * to the BIBA Find a


https://www.biba.org.uk/press-releases/abi-and-biba-launch-code-of-good-practice-to-help-vulnerable-customers/
https://www.biba.org.uk/press-releases/abi-and-biba-launch-code-of-good-practice-to-help-vulnerable-customers/
https://www.fca.org.uk/publication/policy/ps12-22.pdf
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Broker service in a similar way to the 'Transparency and access in motor and
travel insurance for older people: An agreement on age and insurance’
agreement mentioned above- ensuring that those distressed risks that can’t find
cover are directed to someone that can help.

Q9. What has been the impact of recent changes to the consumer
credit market - such as the capping of payday loans - on those facing
financial exclusion? How can it be ensured that those in need of
affordable credit can access appropriate products or services?

In terms of credit, many brokers offer insurance premium finance, allowing them
to spread the cost of their premium over the period of the insurance contract.

Q11. What has been the impact of recent welfare reforms on financial
exclusion?

Q12. How effectively are policies on financial exclusion coordinated
across central Government? Is there an appropriate balance and
interaction between the work of central Government and the work of
local and regional authorities, and the devolved administrations?

We have chosen to answer questions 11 and 12 together.

BIBA has no comment on welfare reforms specifically; however, young people
aged under 25 have seen their housing benefit withdrawn. Young drivers also
experience some of the highest insurance premiums.

Young drivers make up just 12% of licence holders but are involved in 25% of
road deaths and serious accidents, which tend to be more expensive in terms of
claims. The increased number and costs of accidents involving young drivers
mean their insurance premiums are much higher.

One way to offset this could be to promote telematics insurance policies which
offer discounts to the safest drivers based on their driving behaviours. This is
monitored either via a smartphone app or ‘black box’ in the car measuring
variables such as speed, acceleration, deceleration, G-force in corners and
familiarity of route. Young drivers in particular can make significant savings as
well as

Research by the Road Safety Foundation, commissioned by Ageas and in
conjunction with BIBA member ingenie, showed that an Insurance Premium Tax
(IPT) break on young driver telematics products would lead to safer roads and
more insured drivers. It would mean a net benefit to the UK economy of £370
million at a benefit- cost ratio of more than two to one.

Further details can be found on Ageas’ website:
https://www.ageas.co.uk/documents/corporate/press/IPT business case FINAL

-pdf

Q13. To what extent is the regulation of financial products and services
in the UK tackling financial exclusion? Are alternative or additional


https://www.ageas.co.uk/documents/corporate/press/IPT_business_case_FINAL.pdf
https://www.ageas.co.uk/documents/corporate/press/IPT_business_case_FINAL.pdf
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regulatory interventions required to address financial exclusion? What
balance should be struck between regulations and incentives for
financial institutions?

Q14. Does the Government have a role to play in ensuring that the
development of financial technologies (FinTech) and data capture helps
to address financial exclusion? If so, what should this role be?

We have chosen to answer questions 13 and 14 together.

Brokers play a crucial role in helping customers, particularly those with non-
standard risks, find the insurance they need. However, research commissioned
by BIBA and carried out by London Economics shows that UK insurance brokers
face the most expensive regulatory regime in the world; more than double the
cost of our nearest competitor, Singapore. As well as the extra cost, the extra
work generated by UK regulators stifles innovation in Fintech that can help
empower customers.

The sheer weight of regulatory change in recent years from the FCA and the
Competitions and Markets Authority (CMA) has meant a significant amount of IT
resource has been diverted away from innovation and into compliance.

For example, a leading broker software houses advised they have had to delay
developments of Mylicence - a facility to automatically check DVLA’s driver
licence records, and Flood Re to ensure compliance with the CMA protected no
claims bonus (NCB) rules that begin in August this year as they require major
systems changes.

They reported to us that new regulation CMA and FCA regulation required them
to spend an additional 4,000 hours of work in ensuring compliance. BIBA would
argue that something like Flood Re is far more important for customers in flood
risk areas; however, because the new CMA protected NCB rules is a legal
regulatory requirement we have no choice as an industry but to focus on
regulation as the priority. This resulted in few brokers being able to utilise Flood
Re when it launched on 4 April — ultimately meaning fewer customers can access
affordable flood insurance.

The FCA’s forthcoming changes to split out add-ons into more detail and to show
last year’s renewal will also take up front line resources and mean innovations
such as Mylicence get pushed further down the agenda.

The UK is already the most expensive regulatory system in the world. Some of
BIBA's largest members pay comfortably over £1 million in regulatory fees and
our members pay collectively over £28 million for their direct cost of regulation,
but then even more than this again to ensure compliance with this constant flow
of new requirements from our regulators.

At the moment we have seen no benefits from the Government’s red tape
challenge and in fact for 2015-16 saw a 8.4% increase in the direct cost of
regulation.
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We would recommend to the Committee that now the Enterprise Act has
received royal assent, that Government strongly enforce part 2 of the Bill
regarding a regulators performance report and the duty to report on the effect
on economic growth of regulation ‘Red Tape’. Crucial to this helping our industry
this is ensuring the FCA is confirmed as one of the designated regulators under
the secondary legislation.

BIBA would be very happy to give oral evidence to the committee and we are
happy to invite any committee members to come and visit the call centre to see
how we can help the financially excluded to access insurance.

Yours Sincerely

Graeme Trudgill, FCII
Executive Director

15 September 2016
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Introduction

1. Buy as You View (BAYV) is delighted the House of Lords Financial
Exclusion Committee has been established and is examining the consumer
group we term the “forgotten borrower”. This consumer group who are
financially excluded have long been overlooked by policymakers and the
mainstream credit companies, and there is a lack of understanding of their
circumstances. As a company operating in the Rent-to-Own (RTO) sector,
providing essential household items to many low income families who are
unable to access standard forms of credit, we believe we have a unique
insight into how to tackle financial exclusion. We have daily contact
serving many of the 1.5 million financially excluded families across the
UK, and we would be delighted to provide oral evidence to the committee
as the inquiry progresses. This response outlines the challenges the
forgotten borrowers face when it comes to accessing credit.

Background

2. BAYV is a Home Collected Credit business with over forty years’
experience helping mostly low income households to buy high quality
home furniture, consumer electronics and other durable household
products through affordable weekly payments.

3. We currently serve 65,000 customers and employ more than 500 full time
employees operating in 6 major geographical locations: South Wales,
Scotland, the North East, Yorkshire, Midlands and the North West. We do
not operate a “bricks and mortar” store operation, and 80% of the 2,000+
applications we receive every week come via our website.

4. BAYV operates one of the nationally lowest APRs in the industry with all
charges included upfront and no late fees, guaranteeing that customers
will not face any extra charges. We allow customers to return their
products at any time without financial penalty, and have a strict
affordability checking process that sees less than 30% of all applications
approved. Our research has showed that it is often more difficult to be
approved a mortgage with a high-street retail bank than be approved a
payment plan for a BAYV washing machine, demonstrating our
commitment to only taking on customers who are capable of meeting their
repayments.

5. We do not charge late fees or default interest. Our customers are clearly
shown exactly how much they will pay (per week and in total), for how
long, and the cash price of the product. We have spent several years
working with organisations such as Thrive, Church Action on Poverty and
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the Centre for Responsible Credit to develop a customer charter that is
clearly displayed on our website.

The forgotten borrower: exclusion from standard credit

6. The RTO and Hire Purchase sectors serve a customer base of
approximately 3 million households across the UK, many of whom are at
the lower end of the income scale or recipients of welfare support. The
sad but factual truth is that much of this population are excluded from
access to other sources of finance and are unlikely to have enough
available savings to replace basic essential household products, like beds
and washing machines.

7. Many of the forgotten borrowers rely on short term loans and RTO
agreements to meet shortfalls in their income. Recent research published
by the Consumer Finance Association (CFA) shows that 54% of customers
who access loans and short term credit agreements feel "“it makes it easier
to pay bills...and without this access to credit, they might be tempted to
turn to his local loan shark”.

8. Furthermore, a large proportion of our customers are single working
parents on relatively low incomes but with considerable outgoings, and a
payment plan with BAYV helps to give clarity and security of the
affordable bills that are paid for essential household items on a monthly
basis. The CFA also found that customers who set up loans and payment
plans online “like borrowing online because it’s a controlled, efficient
environment that they understand”.

9. Many of BAYV’s 65,000 customers across the UK are financially excluded
from mainstream forms of credit. We believe this consumer group who
struggle to afford essential household items and cannot access standard
credit are the “forgotten borrowers” of their generation. Among many
other associated problems, they are unable to afford to buy or borrow
typical household goods many take for granted. It was this unmet demand
from which the Rental and Hire Purchase sector was borne out of in the
1950s.

10.At a time when the Government is keen to tackle financial exclusion, there
has been little in-depth research to understand this vast consumer base
and we urge the committee to examine the type of financial products that
can work for low income households, such as the often overlooked RTO
market. Given our experience of working with financially excluded
families, we are very keen to support the inquiry’s objective to "find a way
forward and look at the role banks and others in the financial services
industry can play in helping those who are currently excluded...”
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BAYV supporting financially excluded families

11.BAYV understands that working with low income households requires a
responsibility to our customers and we operate a distinctly different model
to our competitors which leads the industry in transparency, responsibility
and affordability. We are the only company in the RTO sector to have fully
adopted the customer charter the industry worked on with consumer
groups and charities.

12.We understand that many customers do not have the financial education
often needed to navigate the complex rules, regulations and payment
plans that are often presented in documents which can be very difficult to
understand. Therefore, BAYV is the only RTO business to offer warranty
and insurance as optional extras and it is our policy to point out to
customers that home insurance may be a cheaper option, including a
marker on our website. Our prices are fully transparent within our website
listing and catalogue - for every product we show: the cash price; number
of weeks; the total cost and the weekly payment.

Misconceptions of the RTO sector

1. The public perception of the RTO sector is popularly linked with the largest
retailer; BrightHouse, which has regularly come under criticism for its high
interest rates, lack of transparency and practice of compulsorily “bundling”
warranty and other charges into the total cost of the product.

2. Due to the bad practises of our competitors in the past, the RTO sector
has rightly come under close scrutiny from the FCA and Parliament. There
are many who believe that the RTO sector should cease to exist, but we
believe this would only lead to more families becoming financially
excluded.

3. There are many not-for-profit companies operating in the RTO sector,
such as Fair for You, Own Your Own and a range of community run credit
unions. Whilst we welcome more competition in the sector, providing
more choice for consumers, it is unrealistic to expect the not-for-profit
sector to provide non-standard credit for the millions of consumers who
rely on RTO agreements to fund their essential household items. The not-
for-profit companies do not have the national scale nor the access to
capital that the RTO companies do and would be unable to keep up with
consumer demand. It is therefore vital that the RTO sector continues to
function with a mix of not-for-profit and for-profit, but all companies act in
the best interests of financially excluded consumers.

12 September 2016
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The Carnegie United Kingdom (UK) Trust welcomes the opportunity to submit
evidence to the Select Committee on Financial Exclusion.

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.

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.

4.

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.

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 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.

. 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.

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

Accessing affordable credit

8.

What has been the impact of recent changes to the consumer
credit market - such as the capping of payday loans?

. 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.

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:


http://www.carnegieuktrust.org.uk/publications/meeting-the-need-for-affordable-credit/
http://www.carnegieuktrust.org.uk/publications/meeting-the-need-for-affordable-credit/
http://www.carnegieuktrust.org.uk/publications/gateway-affordable-credit/
http://www.carnegieuktrust.org.uk/publications/gateway-affordable-credit/
http://www.carnegieuktrust.org.uk/publications/gateway-affordable-credit/
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a. 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 2013. 1%2 Overall, the Consumer Finance
Association has estimated that the market has contracted by almost
70% as a result of new regulations.

b. 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 million. %3 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.1%4

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

e 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:

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

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

104 http://ii.co.uk/research/LSE:PFG/news/item/1393316/final-results?context=LSE:PFG
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a. 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.

a. 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 crisis®®; fundamental shifts in the
labour market mean that over a third of temporary workers in the UK
cannot find a permanent job'%, 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.

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:

a. 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.

b. 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

105 Office for Budget Responsibility, Economic and fiscal outlook, November 2015
106 ONS Labour market statistics, January 2016
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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.

c. 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.

d. 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.

e. 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.

f. 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.

g. 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.

h. 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 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
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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.

i. 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.

j. 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.

k. 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
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17.

18.

19.

20.

charging high APR for loans is inherently exploitative and unaffordable,
and APR remains a key source of public concern.

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.

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 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. %7 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.

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 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?

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:

a. 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.

107 Joseph Rowntree Foundation (2006) Affordable Credit for Low Income Households
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b. 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.

c. 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
borrowing in communities, which would be hugely valuable in
supporting credit unions and CDFIs to understand their market
better and target resources accordingly.

d. 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.

e 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 outreach basis; or
offering skills and expertise on a pro-bono basis.

24.1t 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.
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Government policy and legislation

e 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.® Particularly high levels of digital
exclusion are experienced by older citizens, those who are unemployed
and social housing tenants®. 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.

14 September 2016

108 poverty Alliance (2013) Welfare reform and financial exclusion in Scotland
109 Carnegie UK Trust (2013) Across the Divide - Tackling Digital Exclusion in Glasgow
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9. What has been the impact of recent welfare reforms on financial
exclusion?

1.

2.

In September 2016, the Centre for Housing Policy completed large scale
longitudinal research that mapped the housing, work and financial
circumstances of social housing tenants living in London. Interviews took
place with tenants once a year between 2013 and 2016. Tenants were all
below pension credit age, and none were living in supported housing. The
quantitative element of the research included 1,648 tenants interviewed
by telephone at Round 1, and the qualitative work included face-to-face
interviews with tenants in their own home. There were 54 interviews at
Round 1.

The research has been able to draw broad conclusions on tenants’
responses to a range of welfare reform changes, in the light of detailed
knowledge of how respondents managed their day-to-day finances.
Welfare reforms - including the introduction of the social rented sector
size criteria (‘bedroom tax’), a tighter sanctions regime connected with
applications for jobseekers’ allowance, and the freezing of certain benefits
which constitutes a reduction in real terms - have had a damaging effect
over the long term for a significant minority of social housing tenants,
including many who are in work. The research found instances of tenants
left with less than £30 a week to pay for food, groceries, travel and
clothing. This situation may be sustainable over a matter of months, but
over years the welfare reforms have left many households reliant on the
sale of personal items to pay for essentials such as food or heating.

Welfare reforms have introduced entrenched indebtedness for some
households, and led to circumstances where expenditure on mandatory
items (for example, rent, utilities, council tax) often very nearly exceeded
income. Living on very small sums of money generally amounted to
financial exclusion, since tenants were simply unable to manage their
finances within the formal banking system. People living on a limited
income ‘micro-manage’ their finances on a weekly basis. This micro-
management tends to take place outside the banking system and instead
relies on the use of pre-payment cards for example for utilities. The use of
services such as direct debit was not regarded as workable when income
was extremely low, because routine payments in excess of what was
directly required for day-to-day living were not feasible. Tenants were
tending to juggle their finances by paying minor amounts across a range
of bills.
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Further details of the study are available at:

http://reallondonlives.co.uk/research/

14 October 2016
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Examination of withesses

Damon Gibbons, Director, Centre for Responsible Credit; Sue Lewis, Chair,
Financial Services Consumer Panel.

The Chairman: Welcome to this evidence session of the Select Committee on
Financial Exclusion. You have in front of you a list of interests that have been
declared by members of the Committee. The meeting is being broadcast live
via the parliamentary website. A transcript of the meeting will be taken and
published on the Committee website. You will of course have the opportunity
to make any necessary corrections to the transcript. Would you like to
introduce yourselves, please—who you are and the organisation that you
represent?

Damon Gibbons: 1 am Damon Gibbons. I am the director of the Centre for
Responsible Credit, which is an independent, not-for-profit think tank and
research unit in the Learning and Work Institute. We are hosted by that
charity.

Sue Lewis: 1 am Sue Lewis. I represent the Financial Services Consumer
Panel. I am also a trustee of StepChange, which may be relevant to these
discussions.

The Chairman: Thank you. We have quite a lot to get through, so I will kick
off with the first question. How do you think the pattern of consumer credit
and problem debt has changed since 2008, and what are the consequences of
those changes?

Damon Gibbons: We considered that recently in a report that we put out for
the TUC—Britain in the Red—which looked at the pattern by volume of lending
that is taking place. After 2008, there was an immediate dip. Households cut
back on consumption, which was, of course, part of the reason for the
recession around that time. They also paid down debts, so there was a fall in
the outstanding amount of consumer credit. Since 2010 in particular there has
again been a significant increase in consumer credit indebtedness. On the
aggregate figures from the ONS, we are probably only about 5% away from
the peak in 2008. In total, over the last eight years, the aggregate level of
consumer indebtedness has fallen by only about 5%, which is very limited.

There has been a shift towards credit card lending. In 2008, around 33%—a
third of the market—was credit card debt; it is now around 41% or 42%. That
has been a significant shift. On some of the specific lending products, we have
seen the expansion of subprime credit cards, particularly very high-cost
products such as those offered by Vanquis Bank, which is part of the
Provident Financial Group. There have also been changes as a result of
regulatory action by the FCA, particularly the cap on payday lenders, which
morphed that product into a sort of instalment loan. That has some benefits
and some disadvantages for households using such products.

There has been renewed growth over the last year or so in home credit—the
door-to-door loans that are offered by the likes of Provident Financial and
others. There is greater concern about alternative credit products such as
guarantor loans and logbook loans, which have come under great scrutiny. We
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have had long-standing growth in the rent-to-own market—BrightHouse and
so forth.

As far as I can see, the overall driver for that is that as the stock of consumer
credit has not reduced significantly, interest payments on consumer credit
debt are still at a very high rate. Interest rates on consumer credit debt have
not fallen, despite base rate cuts. The squeeze on incomes, particularly with
the lack of real-wage growth since 2010, has meant that consumer credit debt
repayments are a greater burden on households than they were before. That
is probably some of the explanation behind why debt advice charities are
reporting increased arrears on household bills, for example. It is not
necessarily because, as some in the high-cost credit sector might argue,
credit options have been constrained, and people are therefore not able to
manage their cash flow and are getting into arrears with household bills. Quite
conversely, credit growth is strong, but interest payments relative to the
surplus of people’s disposable income are much lower. That is causing that
effect.

Sue Lewis: There is not much I can add to that comprehensive description,
except that since the FCA took over regulation of the consumer credit market
we have seen a lot of gaming of the system. For example, since it imposed
the payday lending rules, we have seen products that are more in the nature
of rolling credit. As Damon said, there has been a rise of alternative products
such as guarantor loans.

The Chairman: I have one quick follow-up question; you touched on it,
Damon, in that comprehensive overview. We have had quite a lot of evidence
that the make-up of problem debt has changed in nature quite a bit over the
past 10 years. Whereas 10 years ago it would primarily have been debt from
credit cards, catalogues and that sort of thing, that has now been overtaken
by areas such as council tax, rent and utilities arrears. Do you share that
view?

Damon Gibbons: 1 certainly do not dispute the fact that debt advice
agencies, at least not-for-profit debt advice agencies, report more people
coming to them with those kinds of debts. That is indisputable. However, that
is not the entire picture of the indebted population. There are probably some
shortcomings in relation to the data that we have about the types of debt
problems that people have.

There has been a burgeoning in for-cost—for-profit—debt advice by
companies. We do not have good insight into the types of problems that they
are reporting. I suspect that for-profit debt management plan providers are
more interested in trying to get hold of debtors who have consumer credit
debts rather than household bill debts; they make money from debt
management plans on consumer credit debts rather than household bills. We
do not have a comprehensive picture.

From the aggregate data, the Office for National Statistics produces other
accounts payable in the national accounts, which is non-consumer credit debt,
and could comprise council tax, income tax, debts to small businesses and
various other things. That is bundled together in the aggregate data in the
national accounts. Until the ONS releases a breakdown of other accounts
payable in that dataset, we will not know for sure, but the amount owing in
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other accounts payable has been falling, not increasing, in recent years. It is
for the ONS to come back and provide further detail on that.

Sue Lewis: That is certainly something we observe, if I can pop my
StepChange hat on for a minute. The other thing I should have mentioned is
that we are seeing a big increase in friends and family borrowing, with an
average of something like £4,000 outstanding to friends and family, which can
put strain on those relationships.

Lord Haskel: There are a variety of ways to resolve problem debt: individual
voluntary arrangements, debt relief orders, bankruptcy and others. Do they
add to financial exclusion, or do they help to avoid financial exclusion? Which
is it?

Damon Gibbons: 1t is a bit of both. In the UK, the landscape of insolvency,
and indeed debt management, for want of a better, broader, term—in which I
include debt advice and debt management plans—is extraordinarily confusing
and fragmented. Each solution—IVA, a debt relief order, bankruptcy or a debt
management plan—has pros and cons. It is extremely confusing for debtors to
know which is the most appropriate procedure for them. The biggest problem
is that it is not fit for purpose as a landscape.

As I have already recounted, the pressures on households of indebtedness
and the payments they are making on consumer credit have increased
significantly since 2010, but the number of people going through insolvency
procedures has fallen. There was a slight uptick in the last quarter’s figures,
but generally there has been a significant reduction in the number of people
going through insolvency, which means that they are not getting access to a
write-off. Where there have been increases, they have been in the number of
people going into debt management plans, where there is no write-off of debt
and they are very lengthy. One purpose of an insolvency regime is to release
people from their debts, given certain conditions, and to make them
productive members of society again as quickly as possible. We do not seem
to have a landscape of provision that actually does that.

There are certain specific things that we could learn from other countries; for
example, chapter 11 in the US, which protects debtors’ homes. We have a
problem for people in mortgage difficulties with consumer debts, who will not
take bankruptcy or who will end up paying huge amounts of fees in an IVA if
they go down that route, and for whom a debt management plan with no
write-off is effectively their only option. There are some other idiosyncrasies.
Debt relief orders have an upper limit on the amount of debt that you can
have in order to qualify. That seems strange, in that those who are most
indebted with no assets will not get assistance through that procedure. You
have to be below that to get assistance.

The fundamental point is that a lot of debt has been written off by originating
lenders in the system and sold. It has been bought up by third-party debt
collection companies, which are now backed by private equity. They have
expanded dramatically. They bought up those debts at 5p or 6p in the pound,
yet the debt is being collected at full rate. A lot of that debt is on debt
management plans and is still being paid for at 100% of the nominal face
value. A lot of debt could be written off, but it is not. In economic terms, that
is quite significant: interest payments on consumer credit debt of around £26
billion a year, which is a significant amount—over 1% of GDP—are going on
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debt repayments, a great proportion of which, I imagine, has already been
written off on bank balance sheets.

On the financial exclusion point, these are lengthy procedures if you are in a
debt management plan for eight years. How does it help you to become
included again if your IVA is for six years? Those are the sorts of issues. It
should be a question of obtaining quick release for people who have no
prospect of repayment, but it is not.

Lord Haskel: The speed of resolving the problem is important.
Damon Gibbons: 1 think so, yes.

Sue Lewis: The whole landscape is really confusing for consumers. Often
they reach some sort of solution through a lead generator—someone spams
them and says, “"We can solve your problems”, and they may not end up with
the best solution for them. They may go to one of the reputable agencies, but
they may not. I would like to see something that reduces that confusion and
perhaps regulates the lead generators. People are very vulnerable at such
times.

On the point about the lengthy process, the one thing about debt
management plans and the like is that they can help people to rebuild a credit
record—even though that takes quite a long time—because they can show
their ability to repay debt. I fully accept, however, that the timescales are
very long.

Lord Empey: In an era of devolution, the regions now have legislative
responsibility for this area, in many cases. Could any lessons be learned about
different practices in different parts of the country?

Damon Gibbons: The debt arrangement scheme in Scotland is the obvious
place to look. It is an improvement, although it does not have write-off within
it either. I would like to see something in the UK that is systematic, such as
the debt arrangement scheme in Scotland.

Lord Empey: Could I interrupt you? Are you aware of the breathing space Bill
in the other place, from Kelly Tolhurst? It sounds a bit like chapter 11 to me.
Is there any traction in that, do you think?

Damon Gibbons: There certainly would be if we were to have in the UK the
breathing space proposals that StepChange put forward. I fully support those.
It will be interesting to see what is happening with regard to that in the
devolved Administrations, in Scotland in particular. They have not necessarily
made full use of the powers they have; for example, I would have thought
that some element of write-off in the debt arrangement scheme would be a
major step forward. Devolution provides a testing ground, hopefully, for
variations on a theme.

Sue Lewis: The breathing space proposal is the best example, I agree.

Lord Harrison: Sue, you are a member of the Financial Services Consumer
Panel, which has called for a “duty of care” to be placed on financial service
companies. Could you tease out for us what form that would take? More
especially, how would it affect the financially excluded?
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Sue Lewis: It has certainly been one of our themes for a while. We are
proposing a duty of care in primary legislation that the FCA would then
interpret in its rules, depending on the complexity of the market that was
under consideration. In practice, it would mean that firms would be required
to avoid conflicts of interest and put the interests of their customers first. That
is not a fiduciary duty, because obviously they also have duties to
shareholders, but it would mean that their business models would need to act
in the best interests of consumers. PPI is an obvious mis-selling problem that
would not have happened if banks had had a duty of care, because they would
have had to check that the elements of PPI were suitable for the customer
they were selling to. They would put the interests of that customer first.

Lord Harrison: Why is that not a fiduciary duty? Properly interpreted, a
fiduciary duty is to improve opportunities for the firm, by having concerns
environmentally and for the workplace, and for the consumer. I see that duty
of care as a fiduciary duty.

Sue Lewis: We have not described it in that way. In one sense, it does not
really matter. What matters is what it could achieve in legislation just in
clarity, both for consumers and for firms in knowing where they stand. At the
moment, they have the FCA’s slightly vague principles of treating customers
fairly, but those principles are not rules, and it is therefore very hard for the
FCA to enforce against them, and for the ombudsman service to take them
into account when it determines compensation. It is about clarity across the
board. If someone is not actually a customer, how does the duty help them?
It would not directly, but it would enable or force banks and others to look
more broadly at what they offer. One of the exclusion problems is that there
are no products that respond to the needs of those on lower incomes.

Lord Harrison: Damon, could you tackle that aspect? How, in the end, does
it help those who are financially excluded, if indeed you agree with the idea of
a duty of care?

Damon Gibbons: 1 will not go into detail about the specific proposal. Some
years ago, when the Financial Services Bill was going through Parliament, we
responded to it by arguing that there ought to be broad social and economic
objectives for banks in particular, and some obligations ought to be placed on
them in return for what is an implicit taxpayer guarantee, a bailout and so
forth. We would like that expressed in a way that is similar to the Community
Reinvestment Act obligations on banks in the United States, where there is an
affirmative obligation for banks to demonstrate how they meet the needs of
underserved communities. They do that by setting out their plans to meet the
needs of lower-income communities and by being ranked on that by the
regulator. As a result, trillions of dollars have flowed from banks through
credit unions and other local economic development in the United States. We
see that sort of obligation as something that should be pursued in the UK, too.

Short of that, however, we tried for obligations with regard to disclosure of
lending patterns at local level, so that there could be a process of better
engagement between local communities, local authorities and other
stakeholders and the banks, saying, "What are you doing in our community to
support our businesses and help households in financial difficulty?” and so
forth. It is very disappointing that although Parliament discussed that at
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length as a potential amendment to the Bill a few years ago, government
chose to take it down a voluntary route with the British Bankers’ Association.

There is a voluntary disclosure framework in place. Banks have been
disclosing lending patterns on personal loans at postcode level for a number
of years. We looked at that recently. We did a case study in Leicester, and
overlaid the data with other locally available data. Only 15%, or thereabouts,
of the consumer credit market is covered by the disclosure framework. We do
not have credit card lending, we do not have overdraft lending and we do not
have any of the higher-cost lenders involved in that disclosure framework. It
is not really doing the job of driving the necessary engagement about where
the problems are and which lenders in particular need to engage with local
agencies.

Looking again at obligations with regard to disclosing what lenders are
actually doing in local areas would be very useful. I accept, however, that it
would not address Sue’s point, which is whether it would stop PPI or those
sorts of problems. That is a different kind of duty. We are getting into
discussions about whether principles-based regulations such as those pursued
by various regulators over the years in the UK have been effective or not, or
whether more stringent rules regarding products and other regulatory
interventions are required.

Lord Holmes of Richmond: Where has the Financial Conduct Authority been
successful in its activities so far, and where might it do better? How well do
you think the authority has dealt with the subprime lending sector, not least
payday loans, rent to own and home credit?

Sue Lewis: It has certainly acted swiftly on high-cost, short-term credit. That
was fine. It is still thinking about adjacent markets such as rent to own. Our
biggest point on this is that most debt is credit card debt or overdraft debt.
Payday loans hurt very vulnerable people, so it was absolutely right that the
regulator dealt with them, but most of the overindebtedness we see is due to
credit cards and overdrafts, particularly unarranged overdrafts. We want a
level playing field on regulation across all forms of debt. If that means a price
cap, it means a price cap on the cost. Unarranged overdrafts are often more
expensive than payday loans, but they are completely unregulated. We want
that market levelled.

Damon Gibbons: 1 agree entirely with Sue’s assessment. I am a little
concerned as to how far we can thank the FCA itself for the interventions in
the payday lending market. The original Act that set up the FCA gave it the
power to cap prices, a power that it chose not to use. Effectively, Parliament
forced the FCA to cap prices in respect of payday lending. The FCA itself was
very reluctant to use those kinds of direct interventionist approaches. Indeed,
it is concerning that its mission statement, which it put out for consultation
just last week, focuses on the primacy of using competition interventions,
rather than consumer protection interventions. That is worrying, because over
the years there has been very little evidence that competition-type initiatives,
for example, to promote switching among lower-income consumers and so
forth have actually worked. That dates back to 2005 and the Competition
Commission’s inquiry into home credit, in which I was heavily involved at the
time.
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Of the so-called remedies that the Competition Commission brought in and
that it evaluated itself only a few years ago, it said, "We cannot tell whether
or not the competition aspects of what we have tried to do have had any
effect at all on the market”. What it could say was that the requirement to
give a rebate to people who effectively re-rolled over their borrowing in that
area of the market had had an impact. It knew what direct intervention had
cost the industry, and how much of that had transferred to households, but it
had no idea whether the competition stuff that it brought in had had an
impact.

We saw a similar case recently when the Competition and Markets Authority
looked at switching for people on unauthorised overdraft charges. It is very
difficult for people who are in debt to switch, because they are effectively
trapped by the requirement to repay the debt before they can move. I do not
think that competition approaches in that sector of the market will be
effective. It is very worrying that, since 2008, regulators in the UK have not
looked afresh at the evidence as to whether competition-type approaches
deliver good outcomes for lower-income consumers. It is more an assertion
and an article of faith by regulators in the UK that those approaches will work.

The good stuff that I think they have done is on supervision and enforcement,
where they have uncovered quite a lot and put in place redress schemes; for
example, with Wonga and other payday lending companies. I have some
concerns with regard to the consistency of those redress schemes. It is not
easy to work out why in some circumstances the FCA says that all the loan
will be written off, yet in other circumstances it says that the detriment is
such that only the interest will be written off but the household still has to pay
back the principal. That is inconsistent with the Financial Ombudsman Service
approach in a number of cases. It is extremely confusing.

It is extremely surprising to me that home credit was left out, and specifically
excluded from the high-cost, short-term credit cap. I do not know the reason
for that. The problems with home credit in this country have been long
standing. The Competition Commission failed to sort that out, the OFT failed
to sort it out and now the FCA is failing to sort it out, too.

On affordability, we have a real dog’s dinner. I do not think that the industry
is very clear about what the affordability rules mean, and I do not think that
consumers or consumer agencies are very clear about what it is all about. I
hope we get to something much more structural. As an example, we talk
about lots of problems in the credit market, and we could say that student
loans are a problem, but one of the good things about student loans is that it
is pretty clear that if your income is below a certain amount, you do not pay
the loan back. There is acceptance of that. It is pretty clear to students and it
is pretty clear to lenders. Why we do not have as straightforward an approach
regarding consumer credit, I do not know. That is the approach they have in a
number of US states, and in Canada, too. We have not really seen the FCA
fundamentally depart from the pre-2008 approach and the OFT approach, but
it has been pushed in a number of areas to take action where it was otherwise
reluctant to do so.

Lord Holmes of Richmond: I will ask this briefly, and I ask for a brief
answer if you are able. The inconsistency point that you raise is incredibly
important. What is your sense of the reason for that inconsistency? What
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needs to be done to get an assurance that when action is taken it is consistent
across the piece?

Damon Gibbons: The reason for it is simply that the FCA has not set out the
basics of its thinking when it has put in place redress schemes. It has almost
been, “Let us announce a redress scheme”, and that is sufficient to keep
people happy with the fact that it is doing something. I do not think that it
has thought through the principles behind which those redress schemes would
be calculated and put in place.

There is an element of pragmatism about the FCA. I do not know whether it
wants to set out in detail the basis on which it will work through what a
redress scheme looks like for public scrutiny, to see whether it meets the
public opinion test of whether it looks fair, or whether it wants to cook up a
redress scheme that is sort of acceptable to the firm and will not put it out of
business, and makes it look as if the FCA is taking action. Simply because of
the lack of transparency, I do not know what the truth is behind that, but I
know that it does not look good.

Lord Haskel: You spoke about most debt being unauthorised overdraft and
on credit cards. Do you think that the banks and the credit card companies
can do more to stop people going overdrawn unauthorised?

Sue Lewis: Yes, if they wanted to, of course they could. They have the
technology to do it.

Lord Haskel: Exactly.

Sue Lewis: They market accounts that say, “For £10 a month we will not let
you go overdrawn”, the technology is there, but the problem is that that is
where banks make a lot of their money. One thing we have called for is a total
limit on people’s unsecured borrowing, from whatever source. The FCA
published a paper in August showing that the biggest predictor of problem
debt is an individual’s debt-to-income ratio. You could very simply—if the FCA
or the industry chose—Ilimit people’s borrowing, not necessarily to something
affordable day by day, but to a particular debt-to-income ratio. Of course, the
industry could do something about it, but it will not while it is making so much
money out of people slipping into overdraft or taking on credit debt, perhaps
tempted by 0% balance transfers. The credit card industry knows that it is
pulling in people who will end up paying a lot more later. Those business
practices in the industry cause a lot of the problems.

Lord Empey: On the business of unauthorised overdraft, is the dilemma not
that, if a standing order is bounced because there is no overdraft, it can
sometimes produce charges of its own? We are just shifting the problem
around from one place to another.

Sue Lewis: Under the voluntary agreement on basic bank accounts, there is
no charge on bounced standing orders. That is part of the agreement, so,
again, we know that banks can do that. They could defer the standing order;
they could give the customer the option of deferring a standing order until
they have money in the bank.

Lord Empey: Previous witnesses told us about the difficulties. With zero-
hours contracts, people’s earnings are inconsistent, and if you are rigidly
stuck on a standing order cycle for household bills and so on, you can get
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huge knock-on effects from the providers of those services, even if it is not
the banks themselves.

Sue Lewis: Yes, that is true, but I still maintain that there is the technology
to enable people, especially those with lumpy incomes, to defer payments
until they have some money in.

Damon Gibbons: That is fundamental. A lot of credit is used for cash flow
management, because people are in difficulties with fluctuating incomes,
fluctuations in expenditure pressures and so forth. If it was easy for them to
contact their utility providers, the council or other household bills and
reschedule those payments rather than take out credit, they would not pay
the interest that they pay, often at very high cost, to high-cost lenders, and
would not necessarily incur other costs, for bounced direct debits or those
sorts of things.

It is interesting that we have not seen investment in financial services
technology or investment in the energy, the effort and the research to make
the sorts of things happen that people would clearly benefit from, but which
would not be profit-making for banks or credit institutions. Instead, we have
seen development of products that are fast and get money to people quickly
when they are having cash-flow issues—those sorts of marketing approaches.
Something is going fundamentally wrong in what we are using the available
technology for and how we get it to help low-income households, rather than
simply creating more credit products on the basis that that is what people will
continue to need.

Q127 Lord Fellowes: As you realise, we have received a range of views on the
effects of the 2013 regulations on the short-term credit sector. Some have
suggested that displaced customers are going to illegal lenders instead; some
that they are moving to other legal but less heavily regulated parts of the
sector; and some that customers are simply doing without credit altogether. I
wondered what your take was on that.

Damon Gibbons: All those things are entirely plausible when the FCA
introduces a cap in only one element of the market. That is certainly the case.
We used to have arguments about where the cap should be—the level and
associated issues. We needed to make sure that lenders who were capped
could not evade it, and those sorts of issues. Clearly, if you introduce it in
only one area of the market, you allow all the other lenders, effectively, to
evade the regulation, so it is not a surprise if there is movement into those
areas. There is probably a bigger issue of principle about caps that regulators
have not quite grasped, which is that they reduce the level of risk being taken
in the financial system as a whole. There are good economic benefits from
capping consumer credit more broadly. If returns on investment on consumer
credit can be consistently higher than, for example, those on investment in
productive business or manufacturing or other things, that is where a lot of
the investment will get channelled. It will be channelled into lending to the
household sector. Caps have a broader application than simply consumer
protection at the individual level. I would like to see a regulator that got to
grips with some of the economic arguments for things.

It is entirely possible that illegal lending has taken place. It is not quite as
straightforward as some would make out. The payday lending industry, before
the cap was imposed, was at pains to point out that the majority of its
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customers were young, savvy, technologically adept people who were just
hard up now and again. They are not the sorts of people who would go down
to the local pub and borrow from the local loan shark if they could not get an
online loan within 15 minutes. I do not think there is a direct correlation
between the types of people who get into lots of problems with loan sharks
and the payday lending customer base, where the cap has actually had an
effect.

The statistics on illegal lending are not particularly reliable. As with any crime,
there are reporting issues. Often, people are more likely to be caught after
the illegal moneylending unit has undertaken marketing activities and so
forth. We do not know whether that is an increase in the actual number of
people who are getting involved with loan sharks or just increased detection
and reporting of it. Nevertheless, if you wanted to do something about illegal
lending, we should probably have a straightforward criminal sanction for it.
The lesson from Japan, when they introduced interest rate caps because of
concerns about illegal lending, was that they hiked up the criminal sanction
and made it a priority for the police force to do something about it. The result
of the cap was a reduction both in the price of credit for people in Japan and
in the number of illegal lenders. It can be tackled through those sorts of
approaches. Ultimately, however, we need across-the-board, consistent
regulation of the different areas of the market.

Lord Fellowes: Would you do something now on the regulatory front—right
away?

Damon Gibbons: Yes. I would immediately look to expand the scope of the
cap to other areas, particularly home credit and rent to own, which have been
mentioned, and to credit card lending where it is rolled over on a regular basis
to prevent that.

Sue Lewis: The FCA does a lot to warn people about investment scams, but
very little to warn people about loan sharking. Both those things are outside
the regulated boundary by definition. We would like to see more campaigns
on loan sharking. It is important to remember that people often do not know
whether the lender they are dealing with is a loan shark or just a home credit
person. They both appear the same. It is quite hard to get under illegal
lending and the extent that it is carried on. I think the FCA, in its review of
the price cap, will attempt to do that, but it is quite a hard thing to do. We
would like more awareness campaigns.

Baroness Primarolo: I want to be clear about what you are saying with
regard to regulation. Are you suggesting that there is merit in imposing
regulatory measures similar to those imposed on payday loans across the
subprime credit market? It is not a solution in itself, but it begins to open up
the other arguments. Is that the case? What are the other arguments that
would flow from that, briefly?

Damon Gibbons: 1 am suggesting that that is done, yes. The bottom line is
that if only one area of the market is capped, as is currently the case, that
lends itself to others marketing themselves and taking advantage of the
section of the customer base that is no longer being served. Things such as
rent to own in particular have expanded in recent years, and they are
extraordinarily expensive ways to borrow. I would like the FCA to look at a
consistent approach about a reasonable price to pay for credit in the market
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as a whole, not just in respect of whether the loan is only available for less
than 12 months or not—those sorts of things.

Baroness Primarolo: You are suggesting that dealing with the illegal
lenders—the loan sharks—would need to be linked to enhancing police activity
on criminal measures as well, so that we did not see a shift. Those people will
still need the money.

Damon Gibbons: There are two things. First, we ought to take loan sharking
very seriously. There should be a specific criminal offence of loan sharking. At
the moment, it is very difficult to bring prosecutions under the various pieces
of legislation or to get convictions at a certain degree of sentence.

In Japan, the lesson was to have a specific criminal offence of lending without
a licence, which was significantly up the scale of sentencing. As a result, the
police took it much more seriously in their allocation of resources in local
communities. That was one of the lessons from Japan. That in itself will still
not be the answer. Fundamentally, we are still talking about people having
credit needs, or at least having needs to fund themselves in emergencies or to
buy essential household items, and those sorts of things. There is a question
about whether the market can deliver for everybody, or whether some of the
social policy interventions are necessary to help people in those positions.

The Chairman: Damon, you mentioned various regulatory approaches and
legislative requirements in other countries. You mentioned the US, Canada
and Japan. Would it be possible for you to let the Committee have a note on
those approaches and any evidence that exists of how effective they have
been?

Damon Gibbons: 1 would be delighted.

Baroness Primarolo: Particularly on the point about obligations, so that we
do not have a confusing set of messages—key obligations about ensuring that
there is accountability, affordability and transparency.

Bishop of Birmingham: Damon, your last comment is a good lead-in to
looking a bit more at the effect of the market. You have already mentioned
affordability a couple of times. Could you go over that again? How much can
we expect of the market in providing short-term, small amounts of lending?
On short-term credit, even for that which might be provided by responsible
lenders, are there alternative ways of providing credit to people who might
not fit into a market model?

Damon Gibbons: 1t is sometimes helpful to look at things in extremis. If we
saw homeless people on the street being lent money at vast interest rates, we
would say that it was potentially justifiable on the grounds that not many of
those people would pay back those loans, so the risk element is clear. A
lender could justify charging them a fortune on a pure market perspective,
but it would do nobody any good, and the few who did pay back would be
paying for all the other people who did not. That is one of the reasons why the
cost would be so high. That is the argument in complete extremis. At some
point towards that, a line has to be drawn. Drawing that line is the job of
politicians, regulators and so forth, but a line has to be drawn, because the
extreme market position is clearly absurd.
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There are two problems. The first is that we have gone down the route of
saying, “Let us create more affordable credit, through credit unions and so
forth”. The difficulty with that is that they too are dealing with people who are
fairly high risk, and the scale at which they are able to conduct their
operations is limited. We are asking them to create an entirely new, small-
scale infrastructure to deliver credit to quite high-risk individuals, and that is
very difficult, or virtually impossible, to do. We need some mechanism, or at
least a scalable approach, for getting credit to people, and potentially some
element of cross-subsidy. In many areas of the credit market, the poor cross-
subsidise the wealthier. It is an extremely regressive system, which is driving
wealth inequalities in this country.

We have to look at developing social products whereby there is an element of
cross-subsidy from wealthier individuals to poorer ones. The classic one would
be if people were to pay for their bank accounts and there were not so many
back-end charges for people who get into difficulty. The market cannot deliver
that, because at the moment everybody is stuck in a prisoner’s dilemma: you
can never be the first bank to get rid of free banking. There has to be a
regulatory intervention to break that prisoner’s dilemma.

A couple of things flow from that. First, on the affordable credit side, how do
we get that to scale? It would be very helpful if credit unions could pool
resources, so that they could mutually and jointly invest in marketing on a
national level in the development of products with fintech companies, which
would enable them to deliver their services much more cheaply. They are
trapped at the moment, because they each individually have responsibilities to
their members for their deposits, so how can they take a joint risk on the
venture? We need to think about what a back-office pooled deposit looks like
for credit unions. In the US, there are credit unions at that level, which
operate for the credit union movement and bring those things together. We
do not have that in the UK. A national credit union infrastructure would be a
good way forward.

There are some good alternatives, such as Fair for You, which is a not-for-
profit alternative to rent to own. We need patient capital. The problem with
the development of affordable credit in this country has been that lots of
capital was given for pilot projects and so forth, expecting them to become
self-sufficient within three to five years. It is the opposite in the commercial
world, where venture capital is put out for very long periods of patient time. It
is expected that the recipients get to scale and then start paying back, not
that they start paying back on the route to scale.

The Chairman: Damon, we are starting to run out of time.
Damon Gibbons: Yes, I do not blame you for stopping me. There is a lot.

Sue Lewis: The cross-subsidy has to come from somewhere. It can come
either from other customers of the lender or from the taxpayer. Personally, I
was a fan of Social Fund budgeting loans, which filled a gap that could not be
filled commercially. It has to come from somewhere.

Lord Shinkwin: I am mindful of the time, so I wonder if you could give brief
answers and perhaps elaborate in writing afterwards. Damon, you touched on
credit unions. Sue, you opened your remarks by talking about how the

crackdown on payday loans resulted not just in alternative products springing



Centre for Responsible Credit and Financial Services Consumer Panel — Oral evidence (QQ 122-131)

Q131

up but in a big increase in friends and family borrowing. Given that recent
research, for example by Affinity Sutton housing association, showed that
some 38% of its residents were unaware of the work of credit unions, how
successful do you think third-sector credit providers such as credit unions
have been in supporting subprime borrowers who cannot be served in other
ways? How could they better be promoted and supported, and what role
would you like to see central government taking? I emphasise the time
constraints. Could you keep your answers brief and then follow up with further
information? Thank you.

Damon Gibbons: We need a national infrastructure for credit union
development. In many respects, they have been set up to fail. There have
been some good developments recently, however, particularly the Circle
Housing and Leeds City Credit Union tie-up, which means that any tenant of
Circle Housing, no matter where they live, can join Leeds City Credit Union.
The extension of those sorts of common bonds to all housing association
tenants has been really good. That is probably the way forward.

The reality is that credit unions were set up as localised takers of small
deposits, intermediated into small loans at low interest rates, which is a recipe
for very slow growth. It is the model of banking from the 1910s but at an
extremely small level. Some sort of element of pooling of loans and
securitisation of credit union loans—mechanisms for them to raise much more
investment—would be very useful. They have a problem on the marketing
side, predominantly because they cannot market nationally as they are all
local credit unions. We need a national credit union marketing company.

Sue Lewis: At local level they are absolutely great, but I do not think it is a
scalable model.

The Chairman: If you want to add another sentence or two, that is fine. We
have time.

Sue Lewis: No, that is okay.

The Chairman: That is fine. It is an area we have been keen to pursue in this
evidence session and previous ones, and I am sure we shall pursue it in the
future, too.

To bring this session towards a close, could you tell us where you think the
Committee should be focusing its attention? If there were one, or a maximum
of two, recommendations that you would like the Committee to get involved
in, what would they be?

Damon Gibbons: 1t would be a focus on mainstream banks and their
obligations to society as a result of the implicit taxpayer guarantee, the
bailout and so forth. We need to get back to what banking is for, which is
supposedly to support our economy and our households in a positive way.
Over the last 40 years, banks have selected a better-off customer group to
focus on and have wanted to outsource the provision of services to lower-
income households, which is what they have done; they have been investors
in high-cost credit. They have supported the development of high-cost credit,
but they have not been w