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About Consumer Focus

Consumer Focus is the statutory 
consumer champion for England, Wales, 
Scotland and (for postal consumers) 
Northern Ireland. 

We operate across the whole of the 
economy, persuading businesses, 
public services and policy-makers to put 
consumers at the heart of what they do. 

Consumer Focus tackles the issues 
that matter to consumers, and aims to 
give people a stronger voice. We don’t 
just draw attention to problems – we 
work with consumers and with a range 
of organisations to champion creative 
solutions that make a difference to 
consumers’ lives. 

Based on analysis carried out by Teresa Hanley, an 
independent consultant, on behalf of Consumer Focus
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Low-income consumers face a range of 
disadvantages in relation to financial services, 
resulting in them paying additional costs (the 
‘poverty premium’). In essence the poor pay 
more, because being excluded from mainstream 
products means having to pay higher charges. 
The higher costs associated with many of the 
products and services used by large numbers 
of low-income consumers contribute to their 
experience of the poverty premium, estimated in 
2010 to be in the region of £1,280 a year.

This report brings together Consumer Focus 
research findings on low-income consumer 
experiences of using a range of financial 
management products and services. It considers:

●● low-income consumer priorities

●● costs and consequences of using the services 
and products available to meet these priorities

●● the implications for tackling the poverty 
premium

Around one-fifth of the UK population (13.5 million 
people) live in low-income households1. This is 
based on a definition of poverty used by the UK 
Government of being in receipt of 60 per cent 
or less than the median income2. This includes 
a substantial proportion of working people; in 
2008/09, 60 per cent of adults in poverty  
were working3. 

1 Latest figures available are for 2008/09, when 13.5 million 
people in the UK were living in households below the 60 
per cent low-income threshold after deducting housing 
costs. http://bit.ly/rhlm8o 

2 After deducting housing costs
3 Glenn Gottfried and Kayte Lawton, IPPR, September 

2010, In-work poverty in the recession, briefing note

For people on low incomes, the consequences of 
unplanned expenditure as a result of emergencies 
or due to increases in prices can cause severe 
hardship. It may mean cutting back on essential 
items, such as heating, or resorting to high-cost 
credit. Consumers frequently have to make harsh 
choices as some low-income consumers shared 
in our research.

‘I will skip meals or whatever I have got to skip 
to make sure our rent is paid, and the gas and 
electric are my main priority.’4 

‘I have a calendar in the kitchen – I manage on 
weekly basis, I only have enough for a week.’5 

The precariousness of low-income consumers’ 
finances and personal circumstances means that 
they often have to prioritise control (predictability, 
without hidden fees or penalty charges), clarity 
(easy to understand terms and conditions) and 
convenience (easy access and limited barriers) 
over long-term cost. Unlike more affluent 
consumers, they cannot afford to take the risk of 
the fees and penalty charges for missed payments 
that come with more mainstream products. 
Instead, many low-income consumers rely on 
more expensive payment methods and financial 
products, such as cash, certain types of credit 
(eg home-collected credit, payday loans) and 
prepayment meters (PPMs), which are  
better suited to their priorities for day-to-day 
money management. 

4 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users, 
http://bit.ly/dZmcZ3 p. 19

5 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 14

Executive summary
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A consistent feature of our research findings is 
that low-income consumers’ choices are based 
on an active weighing up of the costs and benefits 
of the products they consider available to them. 
Often this means having to make difficult trade-
offs between cost and other priorities, given 
the limited choices on offer. By choosing sound 
financial management with the aim of avoiding 
debt, low-income consumers’ priorities can 
result in expensive choices. Making sensible 
decisions for their financial circumstances can 
actually increase low-income consumers’ poverty 
premium and vulnerability to debt. 

People’s range of choices is also affected by their 
employment status, internet access and place of 
residence as well as their income. For example, 
low-income consumers have more limited access 
to the internet which is a source of information, 
financial management, and cheaper prices 
for many on higher incomes. Other significant 
factors that influence choice are trust, habit, 
recommendations, social contact, contact with 
providers (or the lack of it) and marketing.

Low-income consumers may also have less 
access to ‘mainstream’ financial service providers 
because of where they live and the closure of 
High Street bank and building society branches 
and local post offices. Also, mainstream providers 
claim that their business models, regulation and 
reputational issues make it difficult for them to 
provide low-income consumers with a service.

Recommendations
Consumer Focus believes that people on low 
incomes should not have to pay a higher price  
for the financial services and products they need 
to participate fully in modern-day society and  
the economy.

Mainstream financial services providers have 
shown they are not interested in lending to low-
income consumers, whom they see as high-risk 
and low-profit. This means high-cost providers 
are stepping into the gap at the expense of low-
income consumers’ limited budgets. Following 
the taxpayers’ bail-out of the banking system, and 
at a time of major reform of the financial sector, 
it will be a huge failure not to require mainstream 
financial providers to address the needs of 
the most vulnerable in society as part of that 
programme of change. 

Based on the findings of our research, we would 
suggest three key steps to meet the challenge of 
tackling the poverty premium.

We would value the views of others on the issues 
and questions that we consider need to be asked 
as part of the process of change.
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b) Develop a framework for creating affordable 
financial products and services which meet 
the needs and priorities of low-income 
consumers

A framework should be developed for creating 
financial products and services which

●● meet low-income consumer needs and 
priorities

●● guard against risk of debt for low-income 
consumers

●● reduce the poverty premium

Once agreed, meeting these criteria should be a 
standard against which all retail financial products 
and services are judged. Within a complex 
market, low-income consumers will not be the 
only consumers to benefit from products which 
offer clarity, control and convenience.

c) Further research

Further research to support the development 
of measures to tackle the poverty premium 
should be undertaken, including considering the 
experience of other countries.These and other 
possible models of incentives, investment and 
regulation should be considered in terms of how 
they may encourage the broader provision of 
products and services that meet low-income 
consumers needs and priorities. 

Next●steps:●
a) Build industry commitment to ending the 
poverty premium

Banking solutions should be sought which will 
increase financial inclusion and end the poverty 
premium. The process of achieving change should 
involve an active dialogue between providers (both 
mainstream and community-based), government, 
regulators and consumer representatives. The 
process should aim to build commitment from 
mainstream providers to improve the relationship 
with, and level of service experienced by, low-
income consumers across the entire financial 
services sector. 

Issues to be considered as part of the process of 
change are:

●● the framework for assessing future products 
and services – see b) below

●● roles and responsibilities in delivering services 
to low-income consumers

●● the areas where non-market solutions should 
be sought eg a universal service commitment 
to provide banking services

●● potential solutions to overcome barriers for 
industry



7Making ends meet

Consumer Focus has undertaken an extensive 
programme of in-depth research into low-income 
consumers’ experiences of using financial 
products and services. A key element of these 
studies was qualitative work to understand 
better the priorities and needs of low-income 
consumers. A review of these separate pieces of 
work reveals a number of common themes driving 
low-income consumer choices. 

This report brings together our research findings 
regarding low-income consumer priorities when 
making financial management decisions. By 
virtue of being on a low income, these consumers 
have a more limited range of financial products 
and services to choose from than higher-income 
individuals. The report goes on to draw on a 
range of Consumer Focus and others’ research 
to consider some of the products and services 
that tend to be used by low-income consumers. 
The final section of the report considers the 
implications of the findings for creating products 
and services that better meet low-income 
consumer needs and makes recommendations 
for how to tackle the poverty premium. 

The report is aimed at policy-makers, industry 
and all those interested in ensuring low-income 
consumer financial inclusion. Financial inclusion 
is used here to mean universal access to the 
essential financial services and products needed 
to participate fully in modern-day society and  
the economy.

1 Introduction
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The key pieces of Consumer Focus research 
referred to in the report are briefly outlined below. 

Low-income consumers and the financial 
services sector (2010) – qualitative research 
which included: an ethnographic study with 
four households; and a full-day collaborative 
workshop involving a cross-section of 57 low-
income consumers from London, Glasgow and 
Bristol, and also 15 financial service providers. 
The research aimed to explore experiences and 
perspectives of both these groups and to develop 
ideas and some potential solutions. 

On the margins: Society’s most vulnerable 
people and banking exclusion (2010) – qualitative 
research which focused on the most vulnerable 
people without bank accounts7. It considered 
the needs of this group, the consequences for 
them of not having a bank account, their attitudes 
to banking and how their needs may most 
appropriately be met.

Opportunity knocks: Providing alternative 
banking solutions for low-income consumers 
at the Post Office (2010) – qualitative research 
(eight focus groups plus five in-depth case studies 
across the UK) and a quantitative phase involving 
1,000 face-to-face interviews across the UK with 
people who had a range of banking and benefit 
arrangements8. The research explored low-income 
consumer needs in relation to financial products, 
satisfaction, views on a range of options, barriers 
to take-up of accounts with greater functionality 
and views towards the Post Office more generally. 

Other related research by Consumer Focus and 
others is drawn on and referred to where relevant.

7 Categories of vulnerable people the research considered 
were those experiencing disruptive life events, the 
homeless, new migrants, long-established minority ethnic 
groups speaking little English, adults with mental health 
problems or learning disabilities, ex-offenders, women 
fleeing domestic violence and users of illegal loan sharks

8 Segments utilised were people who were a) without a 
bank account, b) with only a Post Office Card Account 
(POCA), c) with a POCA and another account, d) with a 
bank account and receiving benefits into this, e) with a 
bank account but not receiving benefits

Broadband minded: Overcoming consumers’ 
barriers to internet access (2010) – qualitative 
research of in-depth interviews and questionnaires 
with 28 participants from 14 low-income 
households6 to explore the challenges, barriers 
and interests for low-income households in 
accessing the internet. 

The cost of cash (2009) – qualitative research 
in Wales, using four focus group discussions with 
low-income people with children under 16 living  
in their household to explore the daily experiences 
of using predominantly cash for financial 
management. 

Cutting down, cutting back, cutting off: Self-
disconnection among pre-payment users 
(2010) – a total of 764 face-to-face quantitative 
interviews (718 after weighting) and 31 in-depth 
qualitative interviews aimed to quantify the 
nature and extent of ‘self-rationing’ and ‘self-
disconnection’ by PPM customers. The research 
aimed to explore and understand the complex 
reasons behind these behaviours and the impact 
both on customer lifestyles and on physical and 
mental wellbeing; and to identify any trends by 
a range of demographic, socioeconomic and 
regional variables.

Keeping the plates spinning: Perceptions of 
payday loans in Great Britain (2010) – market 
research of the payday loans industry in the UK. 
Qualitative research involving 20 interviews with 
borrowers in London, Leeds and Glasgow and a 
literature review evaluating research conducted in 
both the UK and the USA.

6 Participants were recruited to quotas on age, location 
(rural/urban, north/south), presence of children in the 
household and whether the households had landlines, 
mobile access to the internet or fixed access to the 
internet

The research
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Following this introduction: 

●● part two considers the dominant themes 
of consumer research findings regarding 
consumer priorities and external influences 
driving low-income consumer financial 
management choices

●● part three considers the consequences of 
these financial management choices and 
how these influence low-income consumers’ 
experience of the ‘poverty premium’

●● part four discusses the implications of 
the findings for solutions to low-income 
consumers’ financial inclusion
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2.1 Introduction

This chapter concentrates primarily on the 
dominant messages from Consumer Focus’s 
current research into the financial decision-making 
of low-income consumers.10 This is our starting 
point for understanding what is most important 
to low-income consumers in terms of financial 
products and services which enable them to cope 
financially on a day-to-day basis. In the following 
chapter we go beyond our own research, 
looking at the wider context and drawing on 
the other studies in this area, in order to show 
why low-income consumers have to go outside 
the mainstream market to meet their money-
management priorities and the high price they 
have to pay as a result. 

10 For comprehensive literature reviews in the areas of low 
income consumers and banking, credit, and debt advice 
see Financial Inclusion Taskforce (2010), Evidence review 
of financial services, Claire Whyley

Clear themes emerge from our research regarding 
the priorities of, and influences on, low-income 
consumer choices. The research considered 
low-income consumers’ needs, access to, and 
perspectives of financial products and services. 
This included products such as PPMs used to 
pay for domestic energy and also perspectives 
on using the internet. It is important to keep in 
mind the diversity within the group categorised 
as low-income consumers. Employment status, 
credit history and internet access are just some 
of the factors that can affect the range of choices 
available to an individual consumer. Yet, despite 
these differences, consumers consistently told 
us they had the same requirements of financial 
products and services.

In addition, there is considerable overlap 
between various characteristics that often lead 
to low-income consumers’ disadvantage in 
the marketplace. Our study of people without 
bank accounts (and often on very low incomes) 
confirmed that many of the vulnerable groups 
considered – eg those affected by disability, lack 
of English language, mental health problems, 
homelessness, domestic violence or being an 
ex-offender – often experienced more than one of 
these vulnerability factors9. 

9 Consumer Focus (June 2010), On the margins: Society’s 
most vulnerable people and banking exclusion 
http://bit.ly/qnvNzS p. 11

2 Managing money: low-income 
consumer priorities and influences
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To help maintain financial control, consumers 
emphasised that they wanted to have easy 
access to information on the status of their 
account. They recommended features such as 
mini-statements be available on request and that 
accounts can be checked by phone and the 
internet17. Low-income consumers recommended 
a new type of automated bill payment facility 
which would put the consumer in firm control  
of the frequency and amount of their outgoings, 
and free from punitive charges if a payment  
was missed.

Consumer Focus research on PPMs found that 
the perceived benefits of being able to budget 
flexibly, on a daily basis if necessary, were strong 
enough to overcome many of the disadvantages 
of using a PPM18. Even some dissatisfied 
customers valued the control afforded to them by 
having a PPM and, given the choice, would not 
have swapped to a standard credit meter.

17 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt  p. 09

18 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users, 
http://bit.ly/dZmcZ3 p. 10

2.2.1●Control
Our research into the use of cash11, PPMs12, 
alternative banking services, Post Office Card 
Accounts (POCAs)13 and payday lending14 
highlights the high priority that low-income 
consumers give to maintaining tight control over 
their finances. 

When exploring potential alternative bank 
accounts at the Post Office low-income 
consumers showed little appetite for measures 
such as Direct Debit or features that could incur 
charges. Rather, the ability to maintain maximum 
control of finances and minimise the risk of 
exposure to potential charges was important. The 
threat of possible charges deterred people from 
using transactional bank accounts. 

‘I used to do Direct Debits through the bank. 
Sometimes they took too much out and messed 
me up, I had too many bank charges – so I paid 
off the bank and shut the bank account down.’15

‘It is much more difficult when you have to use a 
bank account – difficult to manage bills.’16

11 Lindsey Kearton (2010), The cost of cash 
http://bit.ly/pkC8mJ p. 7

12 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users 
http://bit.ly/dZmcZ3 p. 9

13 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt  p. 9

14 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K  

15 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 22

16 Ibid

2.2 Priorities
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An aspect of control is predictability in outgoings. 
For instance, peace of mind from knowing that 
there would not be an unexpectedly large bill was 
the second most commonly cited factor (after 
control) that PPM users said they valued21. 

‘You always like to know what you are spending, 
especially now when I know so many people 
in this weather are spending hundreds and 
hundreds. If the money is not there, it isn’t there.’ 

In terms of payday lending, those with short-term 
positive experiences emphasised the predictability 
of repayment arrangements as a priority for them 
and a benefit of this form of loan22. 

Low-income consumers reported distrust of 
mainstream banks and fear of unexpected 
charges that they might apply without notice, 
which also indicated a belief that bank accounts 
mean a loss of control. 

‘Banks have a tendency to increase the limit 
[on cards] without asking – then it puts you into 
financial difficulty.’23

‘Banks charge you for absolutely everything – I 
went 1p overdrawn by paying off an instalment 
on a loan and was charged £30 for being 
overdrawn and another £70 for not paying 
off the loan. There was no flexibility and no 
communication.’24

21 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users, 
http://bit.ly/dZmcZ3 p. 9

22 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K p. 29

23 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 24 

24 Ibid p. 22

A greater proportion of low-income consumers 
do not have access to the internet so are not able 
to use the features that give those with internet 
access the means to control their accounts. 
Yet a deterrent to taking up internet access for 
people was the monthly subscription charge, 
and the loss of control in financial management 
that this represented. This exemplifies the 
complex financial balancing act that low-income 
consumers have to undertake. Our research found 
methods like monthly pay-as-you-go, similar to 
that used by many for mobile phones, were more 
attractive to low-income consumers as a means 
to pay for broadband19. Pay-as-you-go gives 
greater ability to control outgoings. 

Consumers who tended to use cash for all 
financial transactions also highlighted the control 
this gave them in financial management20. 

‘You pay by cash because you know where you 
are from one day to the next.’ 

‘Oh, it’s better. I know where I am, it’s easier. 
You know what you have to spend.’ 

Many low-income consumers consistently 
prioritise control over cost when choosing 
products and services, leading to their use of 
more expensive options. 

19 Jillian Pitt, Consumer Focus (March 2010), Broadband 
minded? Overcoming consumers barriers to internet 
access http://bit.ly/qd3pqu p. 18

20 Lindsey Kearton (2010), The cost of cash 
http://bit.ly/pkC8mJ  p. 7
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The same research found that low-income 
consumers prioritise being able to access their 
cash easily. Being able to draw cash from all free-
to-use ATMs was a priority for them. POCAs do 
not have this facility.

Research into payday loans found that speed and 
convenience were useful aspects frequently cited 
by people who had positive experiences of using 
payday lenders27. Users of these services valued 
the small amount of paperwork the process 
entails and that the transfer of funds is instant28.

The diversity of people making up low-income 
consumers means that there is a range of factors 
influencing how convenient different products and 
services are to an individual and the barriers that 
they face. For instance, in research on vulnerable 
people and banking exclusion, we found that new 
migrants identified providing identification for a 
bank account as a problem; some new migrants 
and women from minority groups cited language 
as an issue; and literacy was an issue for others29. 
Other Consumer Focus research found that the 
detailed system of identity checking and credit 
rating checks acts as a key barrier to opening a 
mainstream bank account:

‘It’s too hard to get a bank account – people 
don’t have bills in their name, or they don’t have 
a passport or a driving licence.’30

27 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K

28 Ibid p. 20
29 Consumer Focus (June 2010), On the margins: Society’s 

most vulnerable people and banking exclusion 
http://bit.ly/qnvNzS

30 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 22

Control and predictability are important to all 
consumers, but there are reasons why they have 
particular significance for low-income groups. A 
crucial factor is that the consequences of over-
spending can be dire for low-income consumers, 
for instance if they cannot pay the rent or make 
debt repayments. Limited access to credit and 
being on a low, fixed income means that the main 
ways to cope with unexpected expenses, for 
instance in emergencies, are to cut out essential 
items such as heating for the household or to 
take on expensive credit options25. Being on a low 
income means that there are only limited options 
available to these consumers and the costs  
of dealing with any unplanned expenditure  
can be high. 

2.2.2●Convenience
A second priority that low-income consumers 
frequently referred to across the Consumer 
Focus research is convenience. Convenience 
incorporates several factors such as geographical 
access, opening hours, flexibility and relevance 
of product features to meet consumer needs. 
Consumer Focus research on developing a 
new type of bank account found that it was 
important for low-income groups to have a bank 
account that accepts payments in from across 
all sources26. Consumers who were holders of 
POCAs highlighted their inconvenience because 
they do not allow for payments in (apart from 
benefits payments) and therefore POCA-holders 
reported that they had to make use of family or 
friends’ accounts, or cash cheques through other, 
often expensive, means. 

25 Jane Perry (December 2010), Paying over the odds: Real 
life experiences of the poverty premium p. 21, Church 
Action on Poverty

26 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt p. 8–9
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For others, a poor credit history can be an 
obstacle to being able to open a new bank 
account and taking advantage of some of the 
banking options available to other consumers36. 
These include ATM access and Direct Debits for 
bill payments to save them money. 

While convenience is a factor that most 
consumers of all income levels value, there 
are aspects that are particular to low-income 
consumers. These include the lower likelihood 
that they will have access to services such as 
online banking which provide convenience to 
some consumers. Low-income consumers are 
also more severely affected by events such as 
the closure of post offices and lack of availability 
of free-to-use ATMs to access their cash 
because they are less able to pay a charge for 
fee-paying access and/or to pay the costs of 
travel to services elsewhere. Their experience of 
inconvenience can be different from that of higher-
income consumers. 

36 Consumer Focus (June 2010), On the margins: Society’s 
most vulnerable people and banking exclusion 
http://bit.ly/qnvNzS p. 25

Indeed, for some low-income consumers, the 
anonymity provided by some services and 
providers is an attractive feature of the service. 
Consumer Focus research on payday loans 
found that users of these often prided themselves 
on their financial management. Payday loans 
provided a means to sort out their finances 
privately and independently31. 

Earlier National Consumer Council (NCC) research 
on understanding disadvantage emphasised that 
people on low incomes are time-poor as well as 
cash-poor32. Time pressures limit low-income 
consumers’ opportunities to shop around for the 
cheapest deals. This is compounded by more 
limited access to the internet33, a key source 
of information for many consumers. Lack of 
time also impacts on people’s ability to travel to 
financial service providers. Over 2,500 post offices 
have been closed since October 2007,34 which is 
likely to be significant for people on low incomes, 
particularly those dependent on a POCA. 

For some consumers, their lack of a credit rating 
can also be a major difficulty. 

‘It can be hard to build up a credit rating. It is 
especially an issue for young people; hard to get 
loans or credit if don’t have credit rating but how 
do you get it?'35

31 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K p. 20 

32 National Consumer Council (2008), Time poor, cash poor
33 Government statistics show that people in low income 

households are more likely to have no internet access than 
higher income households http://bit.ly/q7pFPl 
(PDF 126KB)

34 See Post Office website http://bit.ly/nixYtD 
35 Community Research and Brunswick Research, 

Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 22
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‘I am not too aware actually. Sometimes when 
I put money on the card it does take off a little 
amount, but I am not sure what it is. I am not 
sure if it is a fixed thing. I wasn’t sure what  
it was.’39

Our research into cash use found some bank 
account holders were unclear about Direct Debit 
payments and were extremely concerned at the 
costs they could incur in bank penalties. The 
research found confusion and a deep suspicion 
of products offered by mainstream providers, 
in part driven by a perceived lack of clarity over 
services such as Direct Debit payments40. Other 
Consumer Focus research confirmed low-income 
consumers’ fear and mistrust in dealing with 
mainstream providers41.

‘The exclusions are a nightmare and the small 
print; things are so deep in the small print that 
you can’t find them.’ 

‘The poorest with least knowledge are the ones 
that get ripped off.’

When products are clear without any hidden 
charges, it is more likely that low-income 
consumers will feel confident in using them,  
even if they are more expensive.

39 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users 
http://bit.ly/dZmcZ3 p. 9

40 Lindsey Kearton, Consumer Focus Wales (November 
2009), The cost of cash http://bit.ly/pkC8mJ p. 7

41 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 22 

2.2.3●Clarity
We found that clarity of terms and conditions 
for products and services is a priority for low-
income consumers. However, levels of awareness 
among consumers regarding costs and terms 
and conditions seem to vary quite widely. For 
instance, in relation to payday loans Consumer 
Focus research found consumers well aware of 
the fees charged for loans37. The low-income 
consumers said they found payday loan charges 
easier to understand than the presentation of 
annual percentage rates of interest for credit 
cards and overdrafts from High Street providers. 
However, some reported having limited awareness 
of the price of penalties if they did not keep up 
repayments. Other research found that some 
low-income consumers were unaware of some 
of the options available to them, notably of 
credit unions38. However, the limited scale and 
infrastructure of most credit unions means that 
currently they are not in a position to meet the 
potential level of demand for lower-cost credit. 

Our research into PPMs found limited awareness 
of pricing structures. For instance, the in-depth 
interviews revealed very little awareness of 
standing charges and how much was deducted 
per day or week. Others wrongly believed that 
there were different tariffs for ‘emergency credit.’ 

37 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K p. 21

38 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 21 
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2.3 Influences

Research into payday loans also found 
participants in the research were suspicious of 
banks’ motives and believe that they encourage 
people into debt44. Our research in Wales revealed 
that this distrust increased among young people, 
possibly linked to the high profile of the banks 
role in the financial crisis45. Our research showed 
that distrust of mainstream institutions extended 
into reasons why people did not take up products 
such as insurance, not trusting that it would pay 
out when needed46.

‘I have never had insurance, because I don’t 
trust them.’ 

2.3.2●Habit●and●recommendation
Our research found that people tended to trust 
institutions and financial management methods 
recommended by family and friends. Culture, 
habit, and tried and tested methods – reinforced 
by family and friends – are all influential. 

‘We asked for a meter. My mum has a 
prepayment meter, that is how they manage and 
people have said it is a lot cheaper and more 
efficient. I am not sure it does, because we do 
seem to have put a lot of money into the gas 
meter. But we made the decision because it was 
cheaper and we wouldn’t be stuck with a great 
big bill.’47 

44 Marie Burton, Consumer Focus (August 2010), Keeping 
the plates spinning: Perceptions of payday loans in Great 
Britain http://bit.ly/n5dL6K p. 20 

45 Lindsey Kearton, Consumer Focus Wales (November 
2009), The cost of cash http://bit.ly/pkC8mJ p. 7

46 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 24

47 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users 
http://bit.ly/dZmcZ3 p.10

2.3.1●Trust●
Trust plays an important role in influencing which 
products and services low-income consumers 
use. Trust features regularly in the Consumer 
Focus reports of why people choose to use 
certain services. For instance, it is linked to 
people’s use of family and friends for informal 
saving and borrowing arrangements, as the 
following low-income consumers shared in 
Consumer Focus research:42 

‘There are five people in our family who trust 
each other. We pay £200 each into an account 
and every five months get £1,000.’

‘In Scotland there are a group of friends who 
all put in a certain amount of money into a joint 
savings account each. It’s a short-term saving 
that works because you trust each other. We all 
have dates when we’re able to withdraw what 
we’ve amassed.’

‘Jamaican people have a “Pardner” ie we all 
agree to save £10 per week and every two 
weeks there is £2,000 in the pot.’

Trust plays a significant role in why people are 
supportive of the Post Office as a financial 
services provider43. 

42 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 19 

43 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt p. 19
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2.3.3●Social●contact●and●
communication●
Our evidence found that opportunities for 
social contact can influence decisions on which 
products and services are used. For instance,  
the risk of isolation by using online services 
reduced some people’s interest in using the 
internet for activities that they currently did in  
a more direct way.

‘I’d much rather talk to somebody over the 
phone, or face to face or talk to somebody over 
the counter, you know what I mean, than just 
send somebody an email and have them send 
me one back.’50

Our research found low-income consumers 
critical of mainstream financial service providers. 
Lack of trust was a primary issue for low-income 
consumers in terms of their relationship with 
mainstream providers, which they viewed as 
inflexible, impersonal and remote51. This was 
caused, in part, by their lack of contact with staff 
in person or even by phone52. The use of offshore 
call centres serves to exacerbate the feelings of 
a lack of personal care and many consumers 
comment on the fact that call centre staff are 
unable to help with non-standard enquiries, 
negotiate over situations or offer advice. 

50 Ibid p. 14
51 Community Research and Brunswick Research, 

Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report  p.  22

52 Ibid  p. 23 

In contrast, unfamiliar methods are not so 
highly trusted. Research into vulnerable groups 
without bank accounts found that the fear of 
using unfamiliar technology such as ATMs and 
plastic cards with PIN numbers deterred some 
more vulnerable consumers from opening 
bank accounts.48 Consumer Focus research 
into broadband found consumers reluctant to 
change the ways that they had always shopped, 
accessed services or paid for bills. We found that 
people distrusted the security of technology  
as a channel for payment or privacy and this  
deterred people from using its full range of 
potential functions49. 

Trust in an institution, product, service or 
technology is often influenced by word of mouth 
for all consumer groups. The difference for people 
on low incomes is that the family and friends they 
trust are more likely to also be on low incomes, 
and hence, less likely to have experience of 
some of the mainstream products. Also, a higher 
proportion of people who operate by cash are 
on low incomes, thus forming something of a 
reinforcing circle of distrust of some products for 
some low-income consumers. 

48 Consumer Focus (June 2010), On the margins: Society’s 
most vulnerable people and banking exclusion http://bit.
ly/qnvNzS p. 26

49 Jillian Pitt, Consumer Focus (March 2010), Broadband 
minded? Overcoming consumers barriers to internet 
access http://bit.ly/qd3pqu p. 16
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All consumers are subject to aggressive 
marketing. But low-income consumers are less 
able to cope with costly choices made as a 
result of being swayed by aggressive marketing. 
Research by Ofgem, the energy regulator, found 
that the low-income consumers were far more 
likely to switch energy providers due to direct 
sales activity, suggesting susceptibility to doorstep 
sales56. It also suggested they are at a higher 
risk of switching to a deal which is not the most 
financially advantageous to them57. 

56 Ofgem (October 2008) Energy Supply Probe: Initial 
findings report http://bit.ly/fI6DuH (PDF 3.98MB) p. 11

57 Ibid p. 120 

While some of these aspects are common across 
all income groups, there are features which 
are usually only experienced by low-income 
consumers. For instance, this experience of 
isolation in mainstream banks can be exacerbated 
for those with a basic bank account because 
some providers limit access to counter facilities to 
consumers carrying out transactions of a certain 
value. The value is often higher than the usual 
withdrawal a low-income consumer may  
be making. 

‘I am not allowed to go into the bank. I have to 
ring a number instead. That makes me feel like a 
lower class of person.’ 53

2.3.4●Marketing
Another key influence on low-income consumers’ 
financial management behaviour, as it is 
intended to be, is marketing, which can at times 
be aggressive. Low-income consumers in 
our research referred to all forms of lenders – 
including mainstream banks, credit and store 
card companies, private loan companies as well 
as catalogues and retail stores – as placing an 
emphasis on selling rather than providing a service 
to them54. 

‘The banks are introverted – all they care about 
is the bottom line; they tend to work in favour of 
the bank not the consumer. They have incentives 
to sell more and more products.’

‘When you do go into the bank….they’re trying 
to sell you something.’55

53 Ibid p. 23
54 Ibid p. 23 
55 Ibid p. 23
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Research into satisfaction with banking facilities 
similarly found that on the surface there were 
high levels of satisfaction with the POCA. But the 
more in-depth research found that low-income 
consumers actually wanted a very different type 
of account with key features including the use of a 
cash withdrawal card at all cash machines, a debit 
card for payment for goods and services, monthly 
paper statements and statements obtainable by 
telephone or internet61. Superficial surveys can 
disguise dissatisfaction with products that do not 
meet consumer needs. 

Furthermore, earlier research by the NCC found 
that some low-income consumers find it difficult 
to make complaints about service they receive 
because it is costly, time-consuming and, they 
feel, pointless62. The research found that low-
income consumers felt they were ignored, 
unrepresented and unheard because of the 
stigma attached to the areas where they lived. 
Financial and time costs associated with making 
complaints in person or by phone deterred low-
income consumers from complaining about 
inadequate services. Low expectations about 
future improvements also reduced their motivation 
to make their dissatisfaction known. Such limited 
voice in the marketplace further compounds low-
income consumers’ disadvantage. 

61 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt

62 National Consumer Council (2008), Time poor, cash poor

Even if the priorities of control, convenience and 
clarity are being met, this does not necessarily 
mean that consumer needs are also being met. 
Evidence on consumer satisfaction is relevant 
here. Consumer Focus research on PPMs found 
that users generally had positive attitudes to 
having a PPM, with half of all users ‘satisfied’ and 
a minority – around one-seventh – ‘dissatisfied.’ 
However, this high level of satisfaction can be 
misleading. This was based on consumers’ 
appreciation of the control over finances, peace 
of mind and security that a PPM gives. However, 
more in-depth research revealed low-income 
consumers’ frustrations. For example, consumers 
referred to practical difficulties with topping up, 
particularly at night or due to mobility problems 
or a poorly-located meter.58 They stated that they 
also needed clearer information about tariffs, 
information on the status of their debt repayments 
and lower tariffs 59. So while the research found 
that some dissatisfactions with PPMs were 
forgiven because having a meter gave consumers 
a strong sense of effective budgeting, this did 
not mean that the product adequately met low-
income consumer needs60. 

58 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users 
http://bit.ly/dZmcZ3 p.15

59 Ibid p. 9
60 Ibid p. 10

2.4 Making do 
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Coming through our research are clear and 
consistent priorities that inform low-income 
consumers’ choice of financial products and 
services. These are control, predictability, 
convenience and clarity. In addition, there are 
other inter-related factors which influence the 
choices of low-income consumers, notably 
trust, habit, recommendation, social contact, 
contact with providers (or the lack of it) and also 
marketing. However, in aiming to meet these 
priorities it is clear that low-income consumers 
are often having to make difficult trade-offs 
between these priorities and their costs, frequently 
sacrificing value for money in order to get services 
that meet their needs. 

The next section considers the choices that these 
priorities are leading low-income consumers to 
make and the additional costs they have to pay 
as a result. Having focused on our own research 
findings so far in this report, in the next chapter 
we look at the issue more widely, considering the 
work of others in this area. In the final chapter we 
propose a solution to how these issues may be 
reached.
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A significant choice people make is whether to 
operate in cash or use a bank account. Two-
thirds of those interviewed in a Consumer Focus 
sponsored survey in Wales (67 per cent) said that 
they prefer paying for things in cash63. The ability 
to maintain control was a primary motivation 
for using cash64. Consumer Focus research 
confirmed that the link between a low income 
and a preference for using cash was very clear, 
with the survey finding that more than eight out 
of 10 people from social grades DE (82 per cent) 
expressed a preference for using cash compared 
to less than half of those from social grades AB 
(44 per cent)65. 

Reliance on cash is often associated with people 
who do not have a bank account. Data from 
the Financial Inclusion Taskforce (FITF) shows 
that 1.54 adults living in 1.14 million households 
in 2008/09 did not have a transactional bank 
account, constituting an ‘unbanked’ household66. 
Over one-third of households without a bank 
account are in the lowest two deciles of income 
distribution, which is a vast over-representation 
of low-income consumers67. By definition these 
households will be predominantly cash-users.

63 Cited in Lindsey Kearton, Consumer Focus Wales 
(November 2009), The cost of cash http://bit.ly/pkC8mJ 
p. 5

64 Ibid
65 Ibid p. 5
66 Financial Inclusion Taskforce (December 2010), Banking 

services and poorer households http://bit.ly/hNYtOt 
(PDF 231KB) p. 3

67 Ibid p. 5

As the previous chapter has shown, low-income 
consumers’ financial management decisions are 
often based on clear priorities, themselves built on 
principles of sound financial management. Low-
income consumers often have to choose between 
priorities such as control (vital to managing the 
household budget on a low income) and cost. 
While cost is clearly an important element in 
deciding which products and services to choose, 
consumers are also balancing other priorities and 
so it is not always the overriding priority. 

This section considers some of the products 
and services that tend to be predominantly used 
by low-income consumers. It also discusses 
some of the consequences of these choices, 
particularly in relation to low-income consumers 
paying the ‘poverty premium’ (the additional costs 
associated with being excluded from mainstream 
financial services). In order to consider the issues 
within a broader framework, this section draws 
on research by other organisations as well as 
Consumer Focus. 

3 Financial products and services: 
choices and consequences

3.1 Banking and cash
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Consumers without a transactional bank account 
face high costs for some services. For instance, 
using a non-bank service to cash a cheque can 
cost £16.50 on a £200 cheque72. This service 
would be free for people with a current account 
that can wait for the cheque to clear. 

Being without a transactional account can also 
exclude people from cheaper ways of spreading 
their spending over time, eg by using some 
stores’ low- or no-interest credit facilities for major 
purchases or by taking out a personal loan from a 
bank at a lower interest rate. Basic bank accounts 
were developed as part of the solution for these 
issues. Unlike POCAs, these have many of the 
features of full current accounts; for instance they 
usually include a debit card facility, some have 
a buffer zone (but not full overdrafts) and most 
enable use of all free-to-use ATMS. However, 
there are variations between different accounts 
with some not allowing or limiting counter access 
for customers withdrawing small amounts of 
money (eg under £300). 

72 Europe Economics and New Policy Institute, Office of 
Fair Trading (Sept 2010), Markets and households on low 
incomes p. 49

The POCA is frequently used by people on low 
incomes without bank accounts (71 per cent of 
people without a bank account have a POCA)68. 
Due to its very limited functionality using this 
product does not constitute having a bank 
account69, although 74 per cent of POCA holders 
were very satisfied with the ‘straightforward’ 
nature of the account70. The limited capacities 
of a POCA, which many have to use in order to 
receive welfare benefit payments, make it useful 
in avoiding overspending. But it does not address 
many aspects of financial disadvantage and in 
many ways is not significantly different from being 
cash-based. Our research found that POCA 
users experienced a number of difficulties with 
the limited functionality of the accounts, notably 
their lack of a debit card, the inability to receive all 
inward payments, and the lack of access to free-
to-use ATM machines of mainstream banks71. 

‘I opened a Post Office account – they don’t 
charge because you don’t go overdrawn. But it’s 
not that easy to withdraw because you have to 
go there to get the money…there’s not 24 hour 
access – you can only withdraw money during 
Post Office opening hours.’

‘You can’t use the “hole in a wall” – so people 
tend to withdraw more money than they need 
and spend it.’

68 Financial Inclusion Taskforce (August 2010), Realising 
Banking Inclusion: The achievements and challenges 
http://bit.ly/pi5JX8 (PDF 426KB) p. 45

69 Financial Inclusion Taskforce (December 2010), Banking 
services and poorer households http://bit.ly/hNYtOt 
(PDF 231KB) p. 3

70 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt p. 6

71 Ibid p. 6–9
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Research from FITF found that those who remain 
without bank accounts tend to be more severely 
disadvantaged than those who have moved 
to having a bank account77. 70 per cent are 
predominantly benefit-dependent and hold a 
POCA. Those without even a POCA tend to be 
reliant on cash-based, irregular work and have 
often fallen out of banking due to an income 
shock. However, the research found that the most 
important reason for not having an account is a 
lack of perceived need, cited by four in 10 (41 per 
cent), with a quarter (25 per cent) citing problems 
with previous accounts. Another quarter stated 
either that they had tried to open an account and 
been refused or had not applied in the expectation 
of refusal. Many without a bank account have a 
strong affinity with cash management and with 
high-cost cash-based payment channels.

Our research showed that there is appetite among 
POCA users for the Post Office to provide a fully 
transactional account of the type identified by the 
research78. This links to the trust that people 
have in the Post Office as a provider as well as  
its convenience for many consumers in terms  
of access.

77 Financial Inclusion Taskforce (August 2010), Realising 
Banking Inclusion: The achievements and challenges 
http://bit.ly/pi5JX8 (PDF 426KB) p. 6

78 Richard Bates et al, Consumer Focus (January 2010), 
Opportunity knocks: Providing alternative banking 
solutions for low-income consumers at the Post Office 
http://bit.ly/pLoFgt p. 19

While being without a bank account can be 
costly, individuals who have recently opened 
a bank account may also face difficulties. 
Research conducted in 2010 for the Financial 
Inclusion Taskforce found that consumers with 
new accounts on low incomes experienced a 
higher degree of penalty charges than would 
be expected for their income, or the amount of 
money going through their account73 . Around 
half have been exposed to penalty fees, six in 10 
of these having paid charges within the past 12 
months. Individuals who do incur charges tend to 
be charged multiple times, averaging 5.6 times 
a year, with one in three of with a newly opened 
account incurring more than five charges in the 
previous year74. 

The same research also found significant 
increases in debt among those with a new bank 
account. Thus the wariness of some consumers 
towards having a bank account may not be 
unjustified. These experiences may be part of 
the explanation for the high failure rate of bank 
accounts among low-income consumers. It is 
notable that more than six out of 10 of those 
currently without a bank account have had one 
in the past75. Furthermore, 15 per cent of those 
with a newly opened bank account have stopped 
using their accounts altogether (19 per cent of 
those on the lowest incomes)76. It is evident that 
the current structure and design of bank accounts 
is not suitable for many low-income consumers. 

73 Financial Inclusion Taskforce (August 2010), Realising 
Banking Inclusion: The achievements and challenges 
http://bit.ly/pi5JX8 (PDF 426KB) p. 5

74 Ibid  p. 5
75 Ibid p. 6
76 Financial Inclusion Taskforce (December 2010), Banking 

services and poorer households http://bit.ly/hNYtOt 
(PDF 231KB)
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Also playing a role were: socio-cultural factors, 
such as an existing tradition or culture of use of 
particular alternative providers; trust and familiarity 
with individual organisations; and the potential for 
some schemes to fulfil a social function82 . These 
trends were confirmed by our research which 
brought together low-income consumers with 
financial providers83.

However, some of the informal methods of saving 
incur costs for consumers. For example, many 
low-income consumers save for Christmas by 
using schemes in which they prepay throughout 
the year for goods. But the goods in some 
Christmas saving catalogues are more expensive 
than in a supermarket. In addition, savers with 
these schemes have less protection if they 
collapse: eg Farepak, a Christmas savings club, 
collapsed in October 2006, taking with it the 
savings of many low-income consumers. Also, 
saving via friends and family often does not 
include any interest on savings, thus representing 
an opportunity lost.

82 Ibid
83 Community Research and Brunswick Research, 

Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 18 

Savings enable individuals to cater for high-cost 
predicted items of expenditure as well as to make 
provision for unexpected costs. Research for 
FITF found that lower-income families are less 
likely to have a savings account with a formal or 
mainstream financial institution79. Furthermore, 
fewer than one in five (18 per cent) of all lower-
income families had any money saved formally. 
The research found that in addition to the sheer 
lack of money at the end of the week or month 
to enable people to save, also important were: 
barriers to access; the complexity of savings 
products; and the lack of attractiveness of 
products particularly the low rate of return  
on savings. 

Consumer Focus research confirmed low-
income consumers’ use of informal methods in 
their homes, family and friends, credit unions 
and other community-based methods to save 
money80. Indeed, research for FITF found that 
when informal saving was taken into account, 
the difference between the proportions of lower-
income and better-off families who were saving 
narrowed considerably81. 38 per cent of lower-
income families were only saving informally, 
compared with 21 per cent of better-off families. 
The attractions of saving informally identified in 
the FITF research included the ability to save small 
and varying amounts conveniently, as and when 
people could afford to do so, and the ability to 
save directly towards a particular purpose. 

79 See HM Treasury (The National Archives) 
http://bit.ly/pSFurO   

80 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 19 

81 Personal Finance Research Centre (June 2009) Saving 
in lower-income households: A review of the evidence  
http://bit.ly/pwBi4x (PDF 1.3MB)  p. 7

3.2 Savings 
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●● Department for Work and Pensions’ Social 
Fund 

●● informal methods, eg borrowing from friends 
and family.

●● illegal private sector, ie ‘loan sharks’87

Research by Kempson et al (2009) found that six 
in 10 households in the lowest income quintile feel 
the need to borrow in any twelve-month period. 
They have few options to raise money other than 
borrowing. Finding £200 to £300 in an emergency 
would be difficult or impossible for four in 10 
low-income households, and eight in 10 existing 
home credit customers. A similar proportion 
would find it difficult or impossible to save £500 
for a special purpose. Borrowing from mainstream 
lenders – such as High Street banks or building 
societies – is not seen as a realistic option. Six 
in 10 low-income households, and more than 
seven in 10 home credit users, believe they would 
find it difficult or impossible to borrow from a 
mainstream lender88.

These trends lead many low-income consumers 
to use home-based credit options. Many of these 
routes to credit incur high costs or penalties as 
the table below shows, with a £300 loan being 
repaid over 52 weeks resulting in more than a 
£200 difference in repayment costs. These extra 
costs can have severe consequences for people 
on low incomes already managing on extremely 
tight budgets.

87 Adapted from Lavinia Mitton, Joseph Rowntree 
Foundation (2008), Financial inclusion in the UK: Review of 
policy and practice, http://bit.ly/rhJyHc 

88 Joseph Rowntree Foundation (March 2009), Is a not-for-
proft home credit business feasible? http://bit.ly/oypebo 
(PDF 640KB) p. 11

Most people occasionally need to borrow money 
to smooth out peaks and troughs in income 
and expenditure. For people on low incomes, 
these are typically small loans for short periods 
often, and ideally, to be repaid in weekly cash 
instalments84. Recent research confirmed that 
low-income consumers’ reasons for debt tended 
to be due to an inadequate income rather than 
‘consumerism’85. Triggers to debt included moving 
in and out of low-paid work and associated 
delays in the processing of benefit payments; 
unanticipated or large costs; and ill health.

Nine million people in the UK do not have 
access to credit from banks86. Given the over-
representation of people on low incomes in the 
category of people without bank accounts and 
among those using accounts with more limited 
functionality, it is fair to assume a very significant 
proportion of this nine million is made up of low-
income consumers. The avenues to access  
credit open to people who cannot get credit  
from a bank include:

●● private sector, for example:

●– sub-prime lenders, specialising in lending to 
those with poor credit histories

●– licensed home credit, store card, catalogue 
credit and ‘cash before payday’ services – 
ie payday loans, cheque-cashing services 
and pawnbrokers

●● not-for-profit or third-sector providers, eg 
credit union, Community Development Finance 
Institutions

84 Joseph Rowntree Foundation (February 2005), Affordable 
credit for low-income households http://bit.ly/nEwIDk 
(PDF 48.2KB)

85 Joseph Rowntree Foundation (June 2010), Credit and 
debt in low-income families http://bit.ly/oVuHO7 (PDF 
86.7KB)

86 New Economics Foundation (2009) Doorstep robbery: 
Why the UK needs a fair lending law, p. 2

3.3 Credit
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Despite widespread criticism of the cost of loans 
offered in this way, successive studies have 
shown that home credit has many features that 
are liked by its users. People on low incomes 
welcome its ready access, the flexibility over 
repayments, the certainty of the cost (there are no 
separate default charges), as well as the fact that 
payments are collected on the doorstep90.

90 Joseph Rowntree Foundation (March 2009), Is a not-for-
profit home credit business feasible? http://bit.ly/oypebo 
(PDF 640KB) p. 12–14

Credit provider Amount repaid

Typical Credit Union (at least 8 weeks saving required beforehand) 
12.7%, paid over 52 weeks

£318.64

Credit Union (offering instant loans) 
26.6% APR, paid over 52 weeks

£337.99

Community Development Financial Institution (offering instant loans)  
47 .5% APR, paid over 50 weeks

£357.50

Typical home credit company (home collection, APR 272.2%)  
272.2% APR over 52 weeks

£546

Difference between the cheapest and most expensive £227.36

Low-income consumers are critical of many 
creditors’ practices, which they see as being 
unfair, discriminatory and pushing them further 
into debt. Examples included:

●● bank charges and fees that were seen as 
excessive

●● marketing of loans and credit cards to 
vulnerable people

●● high levels of interest charged by those 
specifically targeting poorer people, such as 
doorstep lenders and those selling goods on 
credit door-to-door89

89 Joseph Rowntree Foundation (June 2010), Credit and 
debt in low-income families http://bit.ly/oVuHO7 (PDF 
86.7KB) p. 3

Cost comparison of a £300 loan (adapted from Cost of cash)
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We found that low-income consumers drew on 
the flexibility permitted by PPMs to manage their 
household finances, particularly when money 
was short. For instance, more than half of PPM 
users had used an emergency credit facility in the 
12 months preceding our research. The facility 
is a limited amount of extra credit on a meter 
(typically £5) which a consumer can use and 
which will be deducted from the next top-up bill. 
In addition, half of the PPM users interviewed 
had also self-rationed, that is they made choices 
either to reduce energy consumption or to reduce 
expenditure elsewhere in order to pay for energy 
use eg by going to bed early, not socialising, 
skipping meals95. 

Self-disconnection is another strategy some 
people use to manage their finances, ie not 
topping up the meter until the credit runs out 
so households are without energy. We found 
that 16 per cent of PPM users, that is 500,000 
households, had self-disconnected in the past 
year96. This strategy is associated with low-income 
households. The research found that 87 per cent 
of households that self-disconnected earned 
£13,500 or less per year. Using such strategies 
reflects some people’s lack of alternative options 
to cope with a shortfall in money. In addition, 
consumers with PPMs are not able to benefit from 
the protection against disconnection that energy 
companies give to vulnerable households, which 
they would have if they had credit meters. This is 
because when PPMs run out of credit and users 
cannot top up, they have to self-disconnect from 
the supply.97

95 Ibid p. 18
96 Ibid p. 37
97 Ibid p. 29

Significant financial management choices relate 
to how people choose to pay for key household 
items. An important element is payment for 
domestic energy. Our research predicted that 
5.1 million households in England will be in fuel 
poverty (spending more than 10 per cent of their 
income on fuel) in 2011 – up from 4.4 million 
in 201091. The range of ways that people can 
pay for their energy includes: Direct Debits from 
bank accounts; pre-payment methods at the 
post office, paypoint or bank; or putting credit 
on a pre-payment key or card for use in a meter. 
Increasingly, the main reason for PPM installation 
is debt recovery, and so linked to the financial 
management problems of consumers. In 2009 an 
estimated 442,000 meters were installed because 
of debt, more than 1,200 every day92. 

Our research found the annual household income 
of people using PPMs was markedly lower than 
in those households without one. Of those with 
a PPM, 60 per cent had a household income of 
less than £17,50093. More than half received some 
kind of means-tested benefit or disability benefit, 
and the chief income provider did not have a job 
in just under a half of cases. We found that more 
than one-third of PPM households were home 
to someone with a long-term physical or mental 
health condition or a disability94. While some of 
these people would be in receipt of social tariffs 
that would significantly reduce energy costs, many 
consumers using a PPM are paying a higher tariff 
than others available on the market. 

91 The Centre of Sustainable Energy, working with Consumer 
Focus, has estimated figures for fuel poverty based on all 
of the ‘Big Six’ putting prices up an average of 19% for 
gas and 10% for electricity in 2011 http://bit.ly/r3Fmuk

92 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users http://bit.
ly/dZmcZ3 p. 5

93 Ibid 
94 Ibid

3.4 Paying for energy
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Internet access at home provides the means 
to use some of the financial products and 
services that may have lower costs and higher 
financial benefits than others, eg via online 
savings accounts, cheaper energy tariffs or 
online methods for purchasing goods. It is also 
the easiest way for many people to access 
information about financial management and 
to compare the costs and benefits of different 
financial products and services, eg via cost 
comparison websites. Research by the Post 
Office identified that the monthly direct financial 
benefit of having broadband in the home was,  
in 2008, in the order of £70 for the average  
UK household100. 

Our research found that some low-income 
consumers were not convinced that the benefits 
they would accrue from internet access, eg 
savings in money and time, would outweigh 
the costs to them of paying for a broadband 
connection. This included both financial costs, 
which would mean giving up expenditure 
elsewhere, as well as other costs, such as a loss 
of social contact. However, even with internet 
access, our research has shown that people may 
not use the full range of functions available to 
them. This seems to be linked to an assessment 
that the perceived benefits do not outweigh the 
costs of using it, including losing some social 
contact and concerns about security of data  
or privacy101.

100 SWQ Consulting (September 2008), Broadband in the 
home: An analysis of the financial costs and benefits, 
Final report to the Post Office, http://bit.ly/nysCga (PDF 
332KB) p. 1

101 Jillian Pitt, Consumer Focus (March 2010), Broadband 
minded? Overcoming consumers barriers to internet 
access http://bit.ly/qd3pqu

Many low-income consumers use financial 
products and services which incur higher costs 
and/or penalties for default. These include reliance 
on cash, certain types of credit (eg home credit 
and payday loans) and PPMs. They are also least 
represented in households with internet access, 
which provides a route to some of the lowest-cost 
products and services. The costs associated with 
many of the products and services used by large 
numbers of low-income consumers contribute 
to their experience of the poverty premium. The 
‘poverty premium’ refers to the higher prices 
which the poorest families often pay for basic 
necessities like gas, electricity and banking. 
The concept of the poverty premium, originally 
developed by Save the Children and Family 
Action, was estimated in 2010 to be in the region 
of £1,280 a year98. Some of these increased costs 
are for financial products and services such as 
high-cost credit and tariffs for goods and services. 

Low-income consumers still form a significant 
proportion of the people without access to the 
internet. Only 26 per cent of households on the 
lowest incomes have internet access compared 
to 73 per cent of all households nationally. Nearly 
all (96 per cent) of households on the highest 
incomes have internet access. Take-up is lowest 
among people over state pension age (37 per 
cent) and lone parent households (63 per cent)99. 

98 Save the Children (January 2011), The UK poverty rip-off: 
The poverty premium 2010 http://bit.ly/oWzDFc (PDF 
123KB)

99 Office for National Statistics, Social trends spotlight on: 
e-Society http://bit.ly/q7pFPl (PDF 126KB)

3.5 Day-to-day financial  
management and the  
poverty premium
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Research has shown that simple access to lower-
cost products and services, while necessary, 
is not sufficient to lead to full financial, social 
or digital inclusion for low-income consumers. 
Indeed, our findings and other research suggest 
that experiences of financial, digital and social 
exclusion are complexly entwined and all seem 
affected by the priorities and external influences 
outlined earlier in the report. For instance, 
Consumer Focus research into internet access 
found that it does not necessarily lead to 
using the online options that may be financially 
advantageous104. Distrust of the technology and 
its security, and the desire for social contact 
all deter people from taking advantage of the 
opportunities to get cheaper deals online. The 
FITF research into banking found that people 
who have bank accounts do not necessarily use 
all their functions105. Consumer Focus research 
into use of cash found that it is not always lack 
of access to other options that causes people to 
use cash106. In all these cases, rather than lack 
of access to, or low awareness of, other options, 
important though these are, often the priorities of 
control and convenience and other priorities play a 
major role in people’s choices from their available 
options. 

The report now turns to consider implications of 
our research findings for solutions to exclusion in 
more depth. 

104 Jillian Pitt, Consumer Focus (March 2010), Broadband 
minded? Overcoming consumers barriers to internet 
access http://bit.ly/qd3pqu

105 Financial Inclusion Taskforce (December 2010), B Banking 
services and poorer households http://bit.ly/hNYtOt 
(PDF 231KB)

106 Lindsay Kearton, Consumer Focus Wales (November 
2009), The cost of cash http://bit.ly/pkC8mJ

A consistent feature of the research findings is 
that low-income consumers’ choices are often 
active choices, even when they are for a more 
expensive option. This means they are based on 
consumers weighing up their options from the 
limited products and services and information 
available to them in order to choose the products 
and services which will best meet their priorities 
and needs. For instance 26 per cent of people 
using PPMs have chosen to have these installed 
while a further 31 per cent have maintained one 
that they have in their accommodation despite 
alternatives being available102. In our research on 
the use of cash, research participants confirmed 
that this was their choice from a range of options 
including holding a bank account103. None had 
been refused a bank account or felt they could 
not open one if they wanted. 

However, as the evidence above suggests, this 
does not mean that consumers’ needs are being 
met. Rather that this is the best option they 
identify from the limited choice available to  
them based on their priorities, circumstances  
and income.

102 Hannah Mummery and Holly Reilly, Consumer Focus 
(July 2010), Cutting back, cutting down, cutting off: Self-
disconnection among prepayment meter users http://bit.
ly/dZmcZ3

103 Lindsay Kearton, Consumer Focus Wales (November 
2009), The cost of cash http://bit.ly/pkC8mJ 

3.6 The complexity of 
disadvantage
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The previous section showed that many of the 
financial products and services most commonly 
used by low-income consumers are not those 
offered by ‘mainstream providers’, ie the High 
Street banks and building societies. However, 
mainstream providers are one of the few groups 
with the capacity, reach and coverage of outlets 
to be able to provide accessible services to low-
income consumers. The Post Office is another 
provider that has at least some of this potential. 
Credit unions and other social lending options 
would need substantial investment to grow this 
capacity. It is unlikely that financial inclusion and 
removal of the poverty premium can be achieved 
without some involvement of the mainstream 
providers. They have an important role to play.

The retail banking system is part of society’s 
basic infrastructure. Being connected to it – or 
at least having the opportunity to be connected 
– provides the means to avoid aspects of the 
poverty premium. While significant numbers of 
people on low incomes are now connected to 
mainstream financial services, 1.54 million people 
remain disengaged from transactional banking 
services108. In addition, our research shows that 
the current services being used by low-income 
consumers from mainstream providers and  
others do not adequately meet their needs (see 
2.4 above). 

108 Financial Inclusion Taskforce (December 2010), Banking 
services and poorer households http://bit.ly/hNYtOt 
(PDF 231KB) p. 3

Modern-day life involves negotiating an 
increasingly complex set of options in how best 
to manage the household budget. There is a 
vast array of financial management products and 
options available. Products, payment methods 
and services vary according to people’s income, 
financial history, employment status, place of 
residence and internet access, to name just a few 
factors. Many of these factors are inter-connected. 
For instance, we found that a significant barrier to 
internet take-up (digital inclusion) is that potential 
benefits of the internet (such as costs savings) are 
not accessible to some low-income consumers 
even with internet access because they need, 
but do not have, a bank account (financial 
exclusion)107. This reduces their motivation to take 
up opportunities for access to the internet. The 
diversity of low-income consumers’ situations and 
experiences also complicates further the creation 
of solutions. 

107 Jillian Pitt, Consumer Focus (March 2010), Broadband 
minded? Overcoming consumers barriers to internet 
access http://bit.ly/qd3pqu p. 15

4.1 Towards solutions

4 Tackling the poverty premium 

4.2 Mainstream providers 
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In essence, many mainstream providers 
see services for low-income consumers as 
unprofitable and, at the deliberative event, they 
highlighted three main obstacles to providing 
services and products in ways that better meet 
the needs of low-income consumers. They argued 
that the retail banking business model makes it 
expensive to service low-income consumers. 

Barriers cited include the cost of risk associated 
with lending to people with low or no credit ratings 
and the high costs of door-to-door models. 

‘We don’t lend to low-income consumers – our 
model doesn’t work that way.’111

The second obstacle put forward by providers 
was that of regulation, in the form of:

●● money laundering regulations, which require 
consumers to provide ID in the form of 
personal data and documents

●● requirements to check credit history and 
assess risk

●● disclosure requirements – the need to provide 
detailed contractual and cost information to 
consumers, making it difficult to provide a 
service that is perceived as simple, clear and 
without large amounts of small print

Providers argued that regulation and its 
associated costs of lending make it less profitable 
for many providers to offer products wanted by 
low-income consumers (for example, smaller and 
shorter term loans). 

 

111 Provider (unnamed) in Community Research and 
Brunswick Research, Consumer Focus (March 2010), Low 
income consumers and the financial services sector, A 
collaborative research project, Final report

At our event, Low income consumers and 
the financial services sector – involving 15 
financial product and service providers including 
representatives of the High Street banks 
and building societies – we found that some 
providers were at least able to articulate a good 
understanding of some of the needs and priorities 
of low-income consumers109. They highlighted 
that many have very good financial management 
skills and careful budgeting. These representatives 
of providers were aware of consumers’ desire 
for clarity and control in financial management, 
products and services, that money was often 
managed weekly and that low-income consumers 
tend to be risk-averse to avoid getting into debt. 
They were also often aware of consumers’ desire 
for tailored and face-to-face service and advice, 
and also for particular products such as short-
term and low-value loans. 

Yet, despite recognising that many low-income 
consumers were good money managers that 
wanted to avoid debt, mainstream providers still 
identified other providers, such as credit unions 
and the Post Office, as more appropriate to 
serve low-income consumers. This suggests that 
creating solutions for low-income consumers 
remains a low priority even among mainstream 
providers sympathetic to their needs. Even 
in terms of playing a supporting role to social 
lending, the banks’ efforts have been found 
wanting110.

109 Community Research and Brunswick Research, 
Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report

110 Brian Pomeroy CBE, Focus on Finance (February 2010), 
Making financial services more inclusive: What can be 
done about the poverty premium?
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Taken together these factors ‘show that some 
consumers are paying an unduly high price for 
high-cost credit’.115 This situation will continue 
until low-income consumers are able to find 
products that match their priorities from the 
mainstream providers. Rather than accepting the 
banks at face value on the issues of business 
model and regulation, an in-depth examination 
into the pricing models for products that meet 
low-income consumers needs should be carried 
out. This would identify and substantiate the 
genuine difficulties that are faced by the banks in 
relation to offering these types of products to this 
group of consumers. Depending on the outcome, 
this could also form the basis for the banks being 
able to explain any higher costs associated with 
these types of products.

Previous analysts have concluded that, without 
regulation, providers are unlikely to move 
towards providing services such as affordable 
credit that meet low-income consumer needs116. 
The evidence from Consumer Focus research 
suggests this remains the case. Regulation, 
or some new form of incentive, is likely to be 
required if mainstream providers are to prioritise 
the development of products and services that 
meet low-income consumers’ needs. Further 
consideration is needed of whether regulation 
could take the form of a universal service 
commitment to provide banking services117 and, in 
appropriate circumstances, the provision of credit. 

115 Office of Fair Trading (June 2010), Review of high-cost 
credit, p. 34–35

116 Joseph Rowntree Foundation (February 2005), Affordable 
credit for low-income households http://bit.ly/nEwIDk 
(PDF 48.2KB)

117 See Consumer Focus (July 2011), Response to 
Independent Commission on Banking interim report 

‘Clearly it’s true that low-income consumers 
aren’t profitable unless you have a very special 
business model. They aren’t profitable, and 
Government is at fault as regulation means 
it’s set up for middle-class consumers – loan 
compliance and home credit has the same cost 
as middle-class lending. Government and public 
policy is at fault.’112

Regulation is often cited by industry as a barrier 
to action. The degree to which regulation 
really prevents them from serving this group of 
consumers (already an unattractive proposition to 
mainstream providers) remains untested. 

The third obstacle providers cite is reputation. 
Some mainstream providers claimed a viable 
business model for low-income consumers would 
incur high costs and/or high interest rates to be 
passed on to consumers, which in turn may be 
damaging to their own reputation113. 

The difficulty is that while mainstream providers 
remain unwilling to offer the types of services to 
low-income consumers that would meet their 
priorities, high cost providers are doing so, and 
often at considerable profit. The Competition 
Commission Inquiry in 2006 into home credit 
found ‘profits substantially in excess of the typical 
cost of credit’ among the largest firms in the 
home credit sector.114 The recent Office of Fair 
Trading review of high-cost credit found low-price 
competition in this sector and, on the basis of 
a limited study, ‘some evidence’ of higher than 
expected profit among pawnbrokers and home 
credit providers. 
112 Community Research and Brunswick Research, 

Consumer Focus (March 2010), Low income consumers 
and the financial services sector, A collaborative research 
project, Final report p. 28 

113 Ibid
114 Competition Commission Home Credit Inquiry: Final report 

(2006), Chapter 3, p. 41
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●● Payment methods that reduce up-front costs 
and that increase control, eg subscription- free 
pay-as-you go methods

●● Clear fee structures with no unpredictable 
and cumulative penalty charges, and where 
charges are proportional to costs

Service features

●● Convenient local access for services and 
payment

●● Clear, two-way communication which is 
jargon-free and uses a range of methods 
including SMS mobile phone alerts

●● More community-based services and greater 
use of community-based providers to offer 
financial and other services

●● A higher degree of personalisation, with 
individually tailored, one-to one support and 
advice

●● Staff who are helpful, accessible and focused 
on consumer needs

●● Independent sources of advice on financial 
and technical issues 

There are a number of consistent messages from 
our research and from other work for the types 
of products and nature of services which can 
help to meet the needs and priorities of some 
low-income consumers. They will not resolve the 
underlying issue of people’s poverty. Also, no one 
type of product can ‘fix’ financial exclusion and 
the poverty premium for everyone. Low-income 
consumers are a highly diverse group of people. 
However, certain product and service features 
appear repeatedly in our research and these are 
important to meet low-income consumer priorities 
for control, predictability, convenience and clarity. 
The recurrent features are set out below. 

Product features 

●● Payment methods that give consumers control 
– eg the use of standing orders rather than 
Direct Debits.

●● Tailored financial services that put the 
consumer in control of their outgoings. For 
example, specific bank accounts: 

●– that incorporate a small overdraft facility or 
‘buffer zone’ (suggestions from £10–£30)

●– with the capacity to receive payments from 
all sources

●– that provide a debit card

●– that allow access to cash via all free-to-use 
ATMs as well as through branches

●– with budgeting payment options that the 
consumer can control

●● Small, short-term and low-interest loans based 
on a consumer’s financial situation, which are 
available quickly and are easy to access and 
understand

●● Payment methods that make use of smart, 
mobile phone and other technology, eg to top 
up PPMs 

4.3 Recommendations for  
products and services 
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Next●steps:
a) Build industry commitment to ending the 
poverty premium

Banking solutions should be sought to increase 
financial inclusion and end the poverty premium. 
The process of achieving change should involve 
an active dialogue between providers (both 
mainstream and community-based) government, 
regulators and consumer representatives. The 
process should aim to build commitment from 
providers to improve the relationship with, and 
level of service experienced by, low-income 
consumers across the entire financial  
services sector.

Issues to be considered are:

●● the framework for assessing future products 
and services – see b) below

●● roles and responsibilities in delivering services 
to low-income consumers

●● the areas where non-market solutions should 
be sought eg a universal service obligation to 
provide banking services

●● potential solutions to overcome business 
model and regulation barriers for the industry

b) Develop a framework for creating affordable 
financial products and services which meet 
the needs and priorities of low-income 
consumers

Financial service providers recognise that many 
low-income consumers are responsible money 
managers, keen to avoid debt. Yet low-income 
consumers remain poorly served by the major 
financial institutions and high-cost providers 
are profiting substantially from the lack of 
competition in this market. The major banks are 
able to take advantage of reduced borrowing 
costs because of the likelihood that they will 
be bailed out by the Government in the case of 
failure. The Independent Commission on Banking 
estimates that this saves the banks over £10 
billion per year118. We believe that banks which 
benefit from this government guarantee should 
be obliged to invest in better services for low-
income consumers. At a time of major reform of 
the financial sector, it will be a huge failure not 
to address the needs of the most vulnerable in 
society as part of that programme of change. 

We suggest below three next steps to build on 
the findings of our research in order to create 
solutions which will eventually remove the  
poverty premium.

We would value the views of others on the issues 
and questions that we consider need to be asked 
as part of the process of change – see steps a) 
and b) below.

118 Independent Commission on Banking (April 2011), Interim 
report: Consultation on reform options p. 152

4.4 Next steps
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ii) Guarding against risk for low-income 
consumers

●● Do staff have training in assessing low-income 
consumer vulnerability to debt? How is 
low-income consumers’ ability to pay being 
assessed? 

●● Are there any penalties or other costs which 
are disproportionate to the value of the product 
and/or increase the risk of debt?

iii) The ways a product/service reduces the 
poverty premium

●● What aspects of the poverty premium does 
this new product or service address and how? 

●● How does it contribute to the long-term aim 
of ensuring people on low incomes have the 
opportunity to access the financial services 
and products needed to participate fully in 
modern-day society and the economy?

Once agreed, these criteria should be a standard 
against which all retail financial products and 
services are judged; within a complex financial 
market, low-income consumers will not be the 
only consumers to benefit from products which 
offer clarity, control and convenience.

c) Further research

Further research work to support the development 
of measures to tackle the poverty premium 
should be undertaken, including considering the 
experience of other countries. Examples from 
abroad and other possible models of incentives, 
investment and regulation should be considered 
in terms of how they may encourage the broader 
provision of products and services that meet low-
income consumers needs and priorities. 

A framework based on low-income consumer 
priorities and needs should be developed, which 
will assess new financial management products 
and services for their relevance to reducing the 
poverty premium. Initiatives such as that of the 
Fairbanking Foundation to develop ‘financial well-
being’ factors for financial products and services 
will be helpful119. These types of approaches may 
provide a key to effective solutions for low-income 
consumers. 

Our research suggests that the following 
questions should be asked as part of  
developing a framework for assessing new 
products and services. 

i) Meeting low-income consumer needs  
and priorities

●● How does the product give the consumer 
control over their financial management, 
eg frequent information updates by mobile, 
information on demand?

●● How is the product designed to increase 
convenience for low-income consumers, eg 
are there easy-access points for payment and 
other services; does it use smart technology?

●● How do the product costs to the consumer 
compare to those of services available only to 
higher-income consumers? 

●● What is the source of independent advice 
available to support consumer decision-
making? 

●● Has information on the product/service been 
tested with low-income consumers for clarity 
and transparency?

●● How has customer service been oriented 
to focus on helping to meet low-income 
consumers’ needs?

119 Fair Banking (February 2010) FairBanking ratings: Socially 
useful banking http://bit.ly/qibFuD (PDF 2.78MB) p. 4
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