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Where do people in deprived
communities access finance?

There is evidence that people with low or no incomes, and those in deprived communities,

are more likely to access a range of high cost credit providers when they need access to

finance.
Pawnbrokers
. It is estimated that there are around 1800 pawnbrokers in the UK', up from
around 1300 in 2010 and 800 in 2003, with a total loan book value of around
£192 million.
. Women are most common among pawnbroker customers and 64% of the
customers surveyed were women. |9% described themselves as Black or
Asian?
. Most pawnbroker customers did not own their own homes. 48% rented social

housing and 22% were rented privately. 20% were owner occupiers.

. 40% of customers were in employment while 60% were not, most commonly
because they were unemployed (25%) but also because they were looking after
the home of caring for the family (14%), unable to work due to ill-health or
disability (14%) or retired (6%).

J 70% of customers had incomes of less than £300 a week which is below the
national average income of £407 a week.

. Pawnbroker customers were less likely to have a transactional bank account
than the general population (38% compared with 89%) and more likely to have a
basic bank account (40% compared with 5%) or a Post Office Card Account
(20% compared with 5%).

. Loans from a pawnbroker were typically used for day to day living expenses

(51% used the loan for food and groceries and 27% for bills other than rent or



mortgage). They were less commonly used for a special occasion (5%) or
socialising (3%).

o Interest is typically charged monthly and ranges from 5%-12% which equates to
an APR of between 70% and 200% on a £100 loan over six months.* 88% of

customers surveyed were not able to say what the APR was on their loan.
lllegal lenders (loan sharks)

o Average APR for legal doorstop lenders is between 188% and 500%. Assuming
that illegal lenders charge three times as much, the APR they charge will be
between 566% and 1,500%. People pay back £285 for every £100 loaned.’

. People who use illegal lenders tend to be unable to use legal home credit
lenders because they are not in their areas, or they have defaulted or reached
the limit for home credit lenders, or are too high risk.*

o There is a greater tendency for users of illegal lenders to have complex lives as 3
out of 10 have drug, alcohol or mental health problems, although most do not
have such issues.”

o lllegal lenders are intentionally unclear about the loan terms and often employ
arbitrary penalty charges for missed payments and small top up loans to enable
payments to be made.?

. An estimated 310,000 people borrow from illegal moneylenders, a number

which is set to grow in the coming years.’

Payday lenders

o The three largest lenders account for 55% of the market by turnover and 57%
by loan value.'
o In 2012 over 12 million short-term cash advance or ‘payday’ loans| were

arranged in the UK."



o .2 million people a year are thought to use pay day lenders'? and the number of
such providers is growing. For example The Money Shop has increased from
|68 branches in 2006 to 450 in 201 1."

J A total of £3.7bn-worth of credit was extended in this way and UK borrowers
paid over £900m in interest and charges."

J In 2013, the average payday loan amounted to between £265 and £270, and was
borrowed over 30 days."

J Firms reported that the average cost of borrowing £100 was around £25, but
ranged from £14 to £51."

o 28 per cent of loans issued in 201 1/12 were rolled over at least once, accounting
for almost 50 per cent of revenue. Five per cent of loans were rolled over four
times or more, accounting for 19 per cent of revenue."”

o 82% of employees surveyed said that they did not have sufficient money to get
to the end of the month and 12% of these said that they had used payday
lenders such as Wonga, Money Shop and Quick Quid to help them until they
were next paid.'® A £200 loan at an APR of 4,200% would take three days’
wages to pay off.

. 60% of people who borrow through pay day lenders use the loans to pay for

bills and other essentials including food, petrol and nappies.'”
Rent to own / pay weekly schemes

. These schemes, offered by retailer Brighthouse for example, enable people to
buy goods (commonly white goods and electrical appliances) on credit and repay
the loan weekly. This costs the consumer considerably more than it would cost
to buy the item outright. For example, a fridge freezer costs £1,074 through the
scheme compared with £430 to buy outright.”

. Moreover, there is evidence that such providers inflate the price of the costs

above other retailers so their users are repaying interest on a higher amount.
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