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• The 2008 economic recession triggered a demand for a greater understanding  
 of the relationship between socioeconomic factors and health. The last decade  
	 has	seen	significant	changes	within	the	financial	sector	including	the	increasing	 
 market share of ‘fringe banking’, including ‘payday lending’ products.

• Payday lending refers to short-term loans for small amounts of money with high  
 interest rates and fees. Payday lending is targeted toward lower income,  
 high-risk borrowers.

• Payday lending should be considered a contemporary public health concern.  
 Key factors include the vulnerability of the populations involved and the  
 urgency, scale and growth of the issue, coupled with the corrosive effect  
	 that	personal	debt	and	financial	vulnerability	can	have	on	mental	and	 
 physical health.

• The Financial Conduct Authority introduced appropriate regulatory reforms  
 within the payday market in 2015. The reforms do not however address the  
 demand for rapid, easy access and short-term credit among low income  
 households. Nor is the demand currently met by mainstream banking, credit  
 unions, microcredit or employer lending. 

• Identifying viable alternatives to payday lending is a societal policy priority  
 requiring immediate attention.

• Chronic debt is likely to be symptomatic of more complex borrower vulnerability  
 and emergent forms of disadvantage within working populations.
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INTRODUCTION
The	2008	financial	crisis	and	subsequent	economic	recession	triggered	a	renewed	
focus on the relationship between socioeconomic factors and health. At the outset 
of the crisis, several well-evidenced associations were revisited, such as the 
detrimental impacts of unemployment on mental health, morbidity and mortality1. 
Also at this time, greater attention was being paid to contemporary employment and 
socioeconomic conditions which have implications for population health; including 
precarious employment2, working poverty3, underemployment and low pay churning4. 
The economic downturn also raised concerns around the mental health of individuals 
accruing or experiencing personal debt. 

Personal	debt	and	financial	difficulties	independently	predict	an	increased	likelihood	
of depressive symptoms5 and suicidal thoughts6. Of all debt types, problems with 
housing payment are most strongly associated with the onset of mental health 
problems7. Lone parents are especially susceptible to debt and its detrimental effects; 
borrowing money and unmanageable debt are additional drivers of mental health 
disorders among this section of the population8. 

The	UK	financial	sector	has	gone	through	a	period	of	unprecedented	change	since	
the 2008 crisis, including the public takeover of several banking institutions9 and the 
increasing market share of fringe banking, incorporating products such as rent-to-
own leases, pawn loans10 and ‘payday lending’11. This paper focuses exclusively on 
payday lending; a controversial practice which refers to short-term loans for small 
amounts of money with high interest rates and fees. Payday lending is targeted 
toward lower income, high-risk borrowers. 

Prevailing criticisms of payday lending concern the high interest rates and fees 
charged, and suggest that the business model is predicated on trapping vulnerable 
borrowers in a cycle of debt12. However, payday lending is a more nuanced issue 
than	first	impressions	might	suggest,	for	some	borrowers	payday	lending	represents	
perhaps	the	only	means	of	overcoming	financial	exclusion13. Other sources suggest 
many payday borrowers value the lending model as the borrowing costs are 
generally lower than those of unplanned bank overdraft charges14,15. 

The	Office	of	Fair	Trading	(OFT)	estimated	the	UK	payday	lending	market	to	be	worth	
£2.2	billion	in	2013	(rising	from	£900	million	in	2008);	this	equates	to	approximately	
1.7 million borrowers and 8.2 million new loans over the course of 201316. The 
vulnerability of the populations involved, the timeliness, scale and growth of the 
issue, make payday lending worthy of investigation as a public health concern.
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PURPOSE AND AIMS
The	purpose	of	this	briefing	paper	is	to	further	the	understanding	of	the	potential	
population health impacts of payday lending. In doing so, key features of the current 
payday lending model are described and discussed, with a summary of evidence 
relating	to	health	and	wellbeing	impacts.	First,	evidence	concerning	the	influence	
of	debt	on	mental	and	physical	health	is	summarised.	Next,	the	briefing	paper	is	
structured as a series of ten questions and answers which seek to illuminate the 
current	UK	payday	lending	market,	including	the	profile	of	payday	borrowers,	uses	
of payday loans and the factors driving the demand for payday lending. Then, the 
current operation of payday lenders is examined including the conduct of lenders 
and whether disadvantaged communities are targeted and chronic borrowing 
encouraged.	The	implications	of	the	2014	Financial	Conduct	Authority	(FCA)	
regulatory reform and imposed caps on payday lending interest rates and fees are 
also outlined, as are some potential unintended consequences of the caps. The 
viability of alternative short-term loans and models of credit for high-risk borrowers 
are also explored. Finally, the public health implications of payday lending are 
summarised. The discussion and conclusion sections synthesise the key points 
made and outline important implications and recommendations stemming from the 
evidence reviewed.

This paper aims to assist strategic awareness and discussion concerning payday 
lending and its impacts on the health and wellbeing of borrowers. The paper also 
aims to support the development of credible policy responses which mitigate potential 
detrimental impacts of payday lending on population health and wellbeing, in 
Scotland and beyond. 



4

APPROACH AND METHODS
This paper summarises a literature review. The paper is focused on UK-based 
research and evidence; however, international studies have been used where no 
UK-focused alternatives can be found and this is made clear in the text. Research 
papers reviewed include both quantitative and qualitative designs, evaluations, grey 
literature, regulatory reforms, market statistics and published expert commentary 
concerning payday lending. The literature reviewed was assessed in terms 
of methodological quality, credibility of source, currency and relevance to UK 
perspectives on payday lending. In total, approximately 220 sources were reviewed 
in detail with 71 sources being directly used and cited in this paper. 
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THE INFLUENCE OF DEBT ON MENTAL 
AND PHYSICAL HEALTH
This section provides an overview of evidence concerning the effects of debt on 
mental and physical health. These effects and associations are central to the public 
health implications of payday lending. The relationship between debt, mental health 
and physical health is complex; there are important age, gender, income, family 
structure, type and size of debt variances, as well as individual perceptions of debt 
and	consumption	patterns	which	influence	the	degree	of	harm	that	being	in	debt	has	
on mental and physical health17,18. 

Debt and mental disorders

Personal	debt	is	associated	with	higher	rates	of	common	mental	disorders	(CMD);	
a 2012 English study describes how debt is most prevalent among 16-34 year 
olds, non-married adults, low income and unemployed people, and those in rented 
accommodation19.	The	study	concluded	that	individuals	(among	a	random	probability	
sample)	with	debt	were	over	three	times	more	likely	to	have	CMD	compared	with	
those with no debt, and were four times more likely to have depressive episodes, 
panic disorders or anxiety disorders. Individuals with multiple sources of debt, 
specifically	including	payday	lending	and	pawnbroker	debt,	had	the	highest	rate	
of	CMD	among	the	study	population,	at	50%.	The	demographic	profile	of	those	
experiencing debt in this study is consistent with other studies; emphasising the 
particular susceptibility of low income, single, young people to debt and mental 
disorders20.

A	2008	cross-sectional	study	concludes	that	debt	significantly	and	independently	
predicts an additional burden to mental disorders beyond that of adverse 
socioeconomic circumstances. The study also highlights that the number of debts 
is important; participants with six or more separate debts had a sixfold increase in 
mental disorders after adjustment for income and other socioeconomic markers 
(odds	ratio:	6.0,	95%	confidence	interval:	3.5-10.3)21. Personal debt has been shown 
to be a more accurate predictor of the onset of mental health issues and disorders 
than other measures of socioeconomic status, the association being so strong 
that some epidemiologists have concluded that debt should be considered as an 
independent marker of socioeconomic status22. 



6

Debt and physical health

Financial vulnerability and mental health disorders in turn are associated with 
worsened physical health; the evidenced pathways are complex but can broadly be 
categorised as psychobiological and behavioural. Psychobiological pathways refer 
to a body of evidence exploring the ways in which adverse socioeconomic factors 
‘get under the skin’ of the populations concerned, negatively affecting mental health 
(particularly	through	prolonged	stress)	and	contributing	to	poor	physical	health	
outcomes including cardiovascular diseases and all-cause mortality23. A 2011 study 
investigated	an	emerging	psychobiological	pathway,	finding	that	individuals	of	lower	
socioeconomic position exhibit accelerated biological ageing leading to a range of 
biological risk markers compared with people in the least deprived circumstances24. 

Behavioural pathways through which disadvantaged socioeconomic circumstances 
impact on mental and physical health include diminished access to health and 
other services, reduced health-seeking behaviour and adoption of damaging 
coping mechanisms25,26. Issues of addiction and social isolation are higher among 
populations experiencing adverse socioeconomic conditions, adding further burden to 
mental and physical health27,28.

It is likely that debt plays a linking role in these psychobiological and behavioural 
pathways	between	difficult	socioeconomic	circumstances,	mental	health	and	in	turn	
physical health. However, the exact nature of the pathways linking debt to physical 
health requires further investigation, particularly for vulnerable subsets of the general 
population. Without illuminating the pathways to any degree, a number of studies do 
however	report	that	personal	debt	is	significantly	associated	with	poor	physical	health	
and self-reported health, and that the stress associated with debt is central to the 
association with worsened health29-31.

Lenton	and	Mosley’s	comprehensive	2008	synthesis	of	evidence	proposes	
theoretical pathways in relation to debt, stress, mental and physical health. Some 
of the linkages between evidence, particularly in relation to fringe banking practice, 
however,	are	theoretical	and	remain	to	be	substantiated	by	empirical	findings32. 
The	synthesis	begins	to	unpick	a	complex	interaction:	that	debt	serves	as	both	a	
cause and a consequence of worsened mental and physical health. The synthesis 
describes how debt causes stress, which impinges on physical health both through 
psychobiological and behavioural mechanisms; the resultant poor mental and 
physical	health	(particularly	including	depression)	in	turn	inhibits	the	potential	for	
employment and maintaining employment, and thus impedes the ability to escape 
from debt, especially for low-income households. 
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In the context of payday lending, the authors emphasise the importance of ‘debt 
structure’	as	well	as	the	level	of	debt	as	having	a	significant	bearing	on	subsequent	
impacts.	Debt	structure	refers	to	the	type	and	nature	of	debt	and	the	process	of	
accessing and repaying debt. Individuals with few assets and precarious income will 
typically be unable to borrow within mainstream banking at low interest, and may 
resort to fringe banking products such as payday lending. The unfavourable terms of 
payday	loans	directly	compromise	effective	debt	management:	not	only	can	the	credit	
and	administrative	charges	be	so	high	as	to	remove	the	borrower’s	room	for	financial	
manoeuvre	(including	the	purchase	of	household	essentials),	but	the	aggressive	
methods used to compel payment add to the anxiety suffered by the borrower, 
thereby further depleting their resilience and ability to cope rationally with their  
debt burden32.
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TEN KEY QUESTIONS FACING PAYDAY LENDING
This section is structured as questions and answers. From the literature reviewed, 
ten	key	questions	facing	the	current	payday	lending	market	were	identified;	the	
answers	are	based	on	published	evidence,	regulatory	reform	reports	and	financial	
market information and statistics. 

1.  Who uses payday lending? 

Payday loan customers must be in employment to be eligible for the service, 
although the degree to which this is enforced is questionable. Beyond this there 
is a distinct lack of information available from within the payday lending market 
concerning	the	profile	of	payday	lending	users.	Indeed,	the	most	recent	demographic	
description	of	payday	users	is	from	the	Office	of	Fair	Trading	(OFT)	2010	Review	of	
High	Cost	Credit,	which	describes	payday	lending	customers	as	a	diverse	population:	
they are employed, there are more male customers than female, most customers 
earn more than £1,000 per month but most could be described as low income, and 
live	in	rented	accommodation.	Most	payday	loan	customers	are	unmarried	and	have	
no children33.

Payday	lender	‘Money	in	Advance’	(no	longer	trading)	declared	in	2013	that	the	
average	age	of	their	borrowers	is	34	years	and	61%	were	male,	while	49%	of	
customers	rented	their	home,	and	16%	were	homeowners.	All	borrowers	had	a	bank	
account and a mobile phone, which was a prerequisite for the loan being offered34.

An	important	determinant	of	mental	and	physical	health	when	profiling	payday	
borrowers	is	their	level	of	existing	debt	or	financial	difficulties.	The	2014	Financial	
Conduct	Authority	(FCA)	consultation	on	proposals	for	a	price	cap	on	high-cost	
short-term	credit	(HCSTC),	which	refers	to	a	broader	set	of	fringe	banking	products	
of which payday loans are the predominant product, shows that, when they apply 
for	HCSTC	loans,	many	customers	are	in	difficult,	and	deteriorating,	financial	
situations35. 

• Income and age: HCSTC users are younger than the average UK population as a  
	 whole	(33	years	of	age	versus	40	years)	and	have	lower	income	levels	(the	 
	 majority	earn	under	£18,000	versus	the	UK	average	income	of	£26,500	per	year).	

• Savings:	Around	65%	have	no	savings	compared	with	32%	of	the	UK	population;	 
	 most	of	those	who	do	save	have	less	than	£500	(compared	with	a	median	of	 
	 £1,500-3,000	for	the	UK	population).

• Other borrowing options:	64%	have	outstanding	debt	from	other	types	of	lender,	 
 mainly credit cards, overdrafts, household bills or mobile phones. 
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• Financial distress:	Since	applying	for	a	loan,	50%	reported	experiencing	financial	 
	 distress	and	44%	missed	at	least	one	bill	payment.	

• Debt: Borrowers’ debt continued to increase in the year after they borrowed  
	 HCSTC;	overdraft	breaches	and	missed	payments	increased	to	33%	and	60%	 
	 respectively.	Furthermore,	30%	of	their	outstanding	credit	balances	(including	 
	 HCSTC)	were	in	default	a	year	after	they	borrowed	HCSTC.

A comprehensive 2015 study into payday lending in the USA supports the FCA’s 
findings	in	relation	to	the	financial	vulnerability	of	HCSTC	borrowers:	at	the	time	
of	their	first	applications,	prospective	payday	borrowers	appear	to	be	having	
considerable	financial	difficulties.	A	specific	insight	from	the	study	is	that	payday	
applicants were generally unsuccessful in getting credit, obtaining only 1.4 new 
accounts	from	an	average	of	five	enquiries.	It	would	seem	that	first-time	payday	
applicants	appear	to	be	searching	intensively,	but	unsuccessfully,	for	traditional	(and	
presumably	cheaper)	credit36. However, as this study was based in the USA, it is not 
clear	if	these	findings	are	applicable	to	the	UK	payday	market.

2.  What are payday loans used for? 

Understanding of UK consumers’ actual uses for payday loans is hampered again 
by a lack of accessible market information. The FCA 2014 consultation adopted a 
representative survey of 2,000 HCSTC borrowers which found that35:	

	 •		 55%	said	they	used	loans	for	everyday	expenditure	(housing,	basic	living	costs	 
	 	 	 and	bills).

	 •		 20%	said	the	loans	were	used	for	discretionary	spending	(for	example,	holidays,	 
	 	 	 social	activities,	weddings	and	gifts).

Generally it is recognised that payday loans are used to buffer shortfalls in income 
and for unexpected outgoings. The FCA consultation survey focuses on HCSTC 
loans; a slightly broader range of products than just payday loans. A 2013 UK survey 
of	1,500	specifically	payday	loan	borrowers	also	reports	the	predominant	usage	of	
payday loans is for essential living and utility costs. However, the payday borrower 
survey	paints	a	bleaker	picture,	finding	that	almost	four-fifths	of	payday	loans	were	
used	for	food.	The	study	found:

	 •		 78%	of	respondents	used	payday	loans	to	buy	food

	 •		 52%	of	payday	loans	were	used	to	pay	electricity	and	gas	bills
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	 •		 32%	of	borrowers	used	payday	loans	to	meet	rent	or	mortgage	payments

	 •		 27%	of	payday	loans	were	used	to	pay	for	Christmas,	15%	for	car	repairs/ 
	 	 	 purchase	and	10%	for	home	improvements37.

A	Money	Advice	Service	survey	of	2,000	UK	adults	describes	important	temporal	
usage of payday loans; the survey estimates that approximately 1.2 million payday 
loans were used to pay for Christmas presents and festivities in 201338. The latter two 
surveys cited above represent populations accessing a national charity and statutory 
advice service respectively; it remains unclear if the cited uses of payday loans are 
representative of the wider payday borrower population. 

3.  What factors drive the demand for payday lending? 

Broadly speaking two discourses have emerged across the literature reviewed 
relevant to the accumulation of personal debt and the use of products such as 
payday	loans.	One	discourse	positions	people’s	experiences	of	debt	(and	their	
responses	to	it)	in	the	context	of	national	and	international	practices	and	policies:	
including	globalisation,	changing	labour	markets,	and	(until	recently)	poorly	regulated	
financial	industries.	The	other	discourse	is	an	individualised	focus	on	financial	
management – framing personal debt as a problem of irresponsible individual 
consumption39. Both discourses are complex and there is evidence to support each of 
them:	the	former	will	be	described	below,	and	recent	research	proposes	that	the	latter	
is embedded within levels of materialism and aspiration unmatched by income40. 

The GCPH has recently described the changing nature of employment and poverty 
in Scotland41; the main trends described by the GCPH have also been evidenced 
across the UK42-44. The proportion of households experiencing in-work poverty has 
markedly risen in recent years. Contributing to this, there have also been increases in 
low-paid, short-term and precarious employment. The 2008 economic recession and 
the evidenced shift towards an economy dominated by the service sector have both 
further compromised labour market stability in Scotland41. 

Rates of temporary and part-time work are also increasing across Scotland. Women 
are more likely to be in part-time work compared with men, however the concept of 
underemployment	(for	example,	wishing	to	move	from	a	temporary	to	a	permanent	
job	contract,	or	requiring	full-time	working	hours	but	only	working	part-time)	is	a	
growing concern for both genders. As of 2011, over a third of all temporary workers in 
Scotland	would	like,	but	cannot	find,	a	permanent	job41. 
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At the time of writing there is a lack of empirical evidence directly linking the recent 
economic downturn and changes in poverty and labour market conditions to the 
increased demand for payday lending. However, given that the predominant users 
of	payday	lending	(working,	low	income	individuals	and	households)	are	those	most	
affected by increasing rates of in-work poverty, low-paid, short-term precarious 
employment and underemployment, it is reasonable to assume that these factors 
have played some part in the increased demand for payday loans in the UK. 

4.  Do payday lenders target disadvantaged communities?

It is generally understood that UK payday lenders open premises within 
disadvantaged city centre and urban areas, taking occupancy on declining high 
streets	(as	larger	retailers	move	to	shopping	malls	and	outlets)45. There are no 
current UK studies which explore this empirically, however evidence from the USA 
shows that payday lenders do actively target their products to low income individuals 
and households and disadvantaged communities; this appears to be an integral 
part of the payday lending business model. Targeting primarily concerns geographic 
proximity	and	access	to	payday	loan	establishments;	there	are	significantly	
higher numbers of payday lending retail units per head of population within 
disadvantaged and minority communities compared with working and middle class 
neighbourhoods46. There is also evidence that payday lenders target sections of the 
population	which	have	a	history	of	financial	vulnerability,	such	as	ethnic	minorities	
and military personnel – rates of payday lending units within the vicinity of military 
bases	are	significantly	higher	even	compared	with	disadvantaged	communities	
overall47.  

Close geographic proximity to payday loan shops and their density within 
disadvantaged communities are both associated with an increased likelihood 
of payday loan use48. The increase in payday lending establishments within 
disadvantaged communities coincides with a dramatic rate of closures of mainstream 
banks within the same communities13.

5.  Do payday lenders operate irresponsibly?  

Evidence from the 2013 OFT Compliance Review of UK payday lenders paints a 
concerning picture of market-wide irresponsible operation and lending among payday 
lenders. The review concludes that the payday loans market is not working well for 
many consumers. The review presents evidence of widespread non-compliance with 
the Consumer Credit Act and other legislation; payday lenders also generally do not 
meet the standards set out in the OFT’s Irresponsible Lending Guidance16. 
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In	summary,	the	OFT	conclude	that:	

 •  Payday lenders compete by emphasising speed and easy access to loans  
	 	 	 (through	misleading	advertising	materials)	but	borrowers	are	not	getting	a	 
   balanced picture of the costs and risks of taking out a payday loan.

 •  Across the sector, there is evidence that the majority of lenders are not  
   conducting adequate affordability assessments and their revenue streams rely  
	 	 	 heavily	on	refinancing	or	deferring	the	loan,	known	as	‘rolling	over’	(described	in	 
	 	 	 next	section).	

	 •		Many	lenders	are	not	treating	borrowers	in	financial	difficulty	with	understanding		
	 	 	 or	forbearance	(in	line	with	industry	regulation).	Many	are	promoting	a	deferral	or	 
	 	 	 ‘rollover’	of	the	loan	(where	an	initial	loan	period	can	be	extended,	provided	 
	 	 	monthly	loan	interest	and	charges	are	met)	when	borrowers	would	be	better	 
   served by a repayment plan. 

 •  Rollovers and the resultant costs and penalties are poorly explained to  
   consumers and their misuse is causing distress to some consumers, in some  
	 	 	 cases	leaving	them	with	insufficient	funds	to	cover	their	most	basic	living	costs.

	 •		A	number	of	payday	firms	are	using	aggressive	debt	collection	practices	which	 
	 	 	 fall	far	below	the	standards	set	out	in	the	OFT’s	Debt	Collection	Guidance.

 •  Across the industry the OFT reports evidence of poor internal procedures and  
   processes, not least a failure to put in place effective complaint handling  
   systems.

The	findings	of	the	OFT’s	Compliance	Review	are	supported	by	a	range	of	studies	
which	also	cite:	how	the	irresponsible	promotion	of	payday	lending	obscures	the	
borrowers’ understanding of the risk and penalties for late repayment; the damage 
loan	rollovers	can	have	on	individual	financial	management,	including	paying	housing	
costs and basic utilities12; and aggressive debt collection practice involving repeated 
phone calls and lettering, often tantamount to harassment49. In 2014 the market 
leader Wonga apologised and agreed to pay compensation to customers after using 
letters	from	falsified	legal	firms	when	chasing	debts50.

6.  Does payday lending encourage chronic borrowing? 

The predominant criticism of payday lending concerns debt repayment deferment or 
loan	‘rollovers’.	Most	payday	lenders	allow	loans	to	be	deferred	beyond	the	original	
agreed repayment date provided the borrower pays another month’s administration 
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fees and interest charges. Rollover loans are handled differently among payday loan 
providers,	however	until	recently	(2014	regulatory	reforms	are	described	in	next	
section)	no	limits	on	the	number	of	times	a	loan	can	be	deferred,	or	‘rolled	over’	were	
imposed, thereby dramatically lengthening the repayment period and exponentially 
increasing the overall cost of the loan49. 

There	is	empirical	evidence	that	a	significant	proportion	of	payday	lending	profits	
result	from	the	financial	mismanagement	of	borrowers	or	the	inability	of	borrowers	to	
repay the original loan16.	Furthermore	the	profit	margins	received	from	such	clients	is	
markedly higher than for those who repay their loans within the agreed period. The 
2013	OFT	Compliance	Review	states	that:

	 •		 28%	of	loans	issued	in	2011/12	were	rolled	over	or	refinanced	at	least	once,			
   which accounted for just under half of total payday lending revenue

	 •		 5%	of	loans	were	rolled	over	four	times	or	more,	accounting	for	19%	of	total	 
   revenue. 

In the same review, debt advisers reported to the OFT that borrowers seeking help 
with payday lending debts had on average rolled over at least four times and had six 
separate payday loans16.

Payday	lenders	may	well	defend	these	figures	and	their	practice;	they	provide	
a speedy, valued and in-demand loan service for high credit risk individuals to 
whom	mainstream	banks	will	not	lend.	The	high	interest	rates	and	fees	reflect	the	
considerably	higher	financial	risk	undertaken	by	the	lender,	and	should	not	be	
compared with those of mainstream banking as the products in question are so 
fundamentally different51.	Indeed	opinion	is	divided;	high	profile	figures,	such	as	
the head of the Financial Services Consumers Panel, have spoken out in favour of 
payday lenders, stating that criticisms often equate to little more than “middle-class 
value	judgements”	of	the	industry	and	an	assumption	of	financial	illiteracy	among	its	
clientele52. 

7.  What are the payday lending regulatory reforms?

In	December	2013,	the	UK	government	gave	the	FCA	the	duty	to	introduce	a	price	
cap to secure an appropriate degree of protection from excessive charges for 
borrowers of high-cost short-term credit53. The FCA price cap rules came into effect 
on 2nd January 2015. The caps affecting payday lenders are summarised below. 
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 •  Initial cost cap of 0.8% per day – lowering the cost for most borrowers. For all  
	 	 	 high-cost	short-term	credit	loans,	interest	and	fees	must	not	exceed	0.8%	per	 
   day of the amount borrowed; this capped interest rate is substantially lower than  
   rates observed in the payday market prior to the regulation. It means that a  
   borrower taking out a typical loan over 30 days and repaying on time will not pay  
   more than £24 per £100 borrowed.

 •  Fixed default fees capped at £15 – protecting borrowers struggling to repay.  
   If borrowers do not repay their loans on time, default charges must not exceed  
   £15. Interest on unpaid balances and default charges must not exceed the  
   initial rate. 

 •  Total cost cap of 100% – protecting borrowers from spiralling debts. Borrowers  
   must never have to pay back more in fees and interest than the original amount  
   borrowed.

8.  Are the payday lending regulatory reforms working?

It is too early to fully assess the impacts of the FCA regulatory reforms on the payday 
lending	market.	However,	on	first	inspection	the	reforms	appear	to	strike	at	the	heart	
of OFT’s concerns surrounding the payday market’s irresponsible practice, namely 
the excessive interest rates and fees, trapping borrowers in cycles of rollovers 
and spiralling debts. The FCA caps on interest rates, fees, rollovers and total debt 
accrued	firstly	appear	to	protect	borrowers	from	unmanageable	debt,	but	secondly	
will potentially lead to more responsible lending and practice within the payday 
lending market. The immediate aftermath of the regulatory reforms is that a number 
of smaller payday lenders have ceased trading, as they cannot continue to operate 
under the imposed market restrictions.

The FCA’s 2014 consultation on the proposed regulatory reforms did identify a 
number of consequences which may be detrimental to payday borrowers as a result 
of the caps. These include35:

More people unable to receive loans	–	with	significantly	curtailed	profit	margins,	
payday	lenders	will	be	keen	to	avoid	loan	defaults	and	unprofitable	repayment	
delays; this will make lenders more selective as to whom they provide loans for, 
meaning more ethical and rigorous affordability assessments involving clearer 
communication of loan terms and charges to borrowers. But this will also mean an 
increase in vulnerable borrowers who cannot access payday loan products, have no 
access to legal credit and who are now unable to purchase vital utilities and food. 
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The	FCA	estimates	that	160,000	people	–	or	11%	of	those	applying	for	a	payday	loan	 
– would be denied a loan under the proposed caps.

Increased use of illegal lenders – as a result of many people being unable to 
receive payday loans, in desperate situations some may turn to loan sharks – illegal 
lenders that are likely to be worse for consumers than current payday lenders. The 
FCA said there was “inconclusive evidence” about how likely this was, based on 
similar regulatory reform seen in other EU countries34. Although how well placed the 
FCA	(and	its	European	counterparts)	are	to	assess	the	prevalence	of	and	access	to	
illegal lending at a community level must be questioned.

A shrinking market leads to less competition and fewer products for borrowers 
– according to FCA research, out of around 400 payday lenders just 10 account 
for	around	88%	of	revenues.	With	an	unprecedented	43%	drop	in	industry	profits	
resulting from the FCA regulatory intervention, the majority of payday lenders 
will go out of business. The FCA estimates that only the three biggest payday 
lenders	–	Wonga,	Dollar	and	QuickQuid	–	would	remain.	It	is	likely	this	will	lead	to	
a homogenous marketplace and a stark drop in industry competitiveness based 
on reduced access to funds, customer service and speed of delivery; the very 
characteristics payday borrowers value. 

9.  Is there a viable alternative to payday lending?

This question is pivotally important to future policy and regulatory responses 
concerning fringe banking and payday loan products, and potentially to the health 
and wellbeing of vulnerable payday borrowers. Traditional banks offer no alternative 
HCSTC products similar to payday loans, other than overdrafts, which are often 
more expensive than payday products. Furthermore, traditional banks generally do 
not offer loans to prospective low-income borrowers with any sort of adverse credit 
history54. 

Credit unions have generally been more vocal than banks in claiming to be viable 
competitors to payday lenders. However, very few credit unions currently offer 
payday loans; this is because if they offer a payday product within their comparatively 
lower interest rates and fee structures they are likely to incur a loss because payday 
loans	represent	significantly	higher	lending	risk55. For the extreme minority of credit 
unions that offer payday products, the overall costs of borrowing are very similar to 
those in the payday market. Furthermore, credit union payday loan products have 
stricter credit criteria, which generate much lower default rates but exclude typical 
payday borrowers out of the market56. 
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Most	payday borrowers indicate a strong preference for a less restrictive but higher-
priced payday product57, compared with a credit union version of a payday loan. 
The preference for mainstream payday products is driven by service characteristics 
–	credit	unions	generally	have	locations	and	business	hours	that	borrowers	find	
less convenient than those of payday lenders. Loan applications are complicated 
and longer at credit unions – notably the availability of approved loan funds is 
substantially quicker at payday lenders, in most instances payday borrowers will 
leave the payday establishment in possession of cash funds well within one hour or, 
if the loan transaction is approved online, an electronic transfer of funds is almost 
immediate58. Furthermore, credit unions operate within traditional banking credit 
assessment systems – defaulting on a credit union payday loan will harm borrowers’ 
credit scores, whereas default on a standard payday loan does not directly harm 
one’s	credit	score	(payday	loans	can	only	affect	credit	scores	indirectly,	insofar	as	the	
increased debt and higher interest rates and fees may detrimentally affect borrowers’ 
ability	to	meet	their	financial	obligations	in	general)56,57.

Microfinance	and	microcredit,	broadly	characterised	as	not-for-profit	lending	to	the	
poor, have been the subject of extensive examination in recent decades59. However, 
the	concept	has	become	less	popular	in	recent	years	and	significantly	less	well	
resourced, especially post-2008 economic recession and as systematic criticisms of 
the impacts have emerged60. Irrespective of the debate concerning microcredit, the 
practice does not offer a comparable product to payday lending; indeed the current 
focus of microcredit in Scotland appears to be tending towards enterprise and  
self-employment61.

Employers lending to employees is an encouraging development which has gathered 
momentum over the last decade, where low or no interest employer loans can be 
repaid directly from pay-packets over agreed timescales. Indeed, there have been 
some lending schemes where employers have worked in partnership with credit 
unions62. From the limited evidence available, it appears however that employer 
models of lending do not replicate the characteristics of payday loans, particularly in 
terms of the speed at which loan funds are made available. 

Overall, the evidence is clear – presently there are no directly comparable or viable 
alternatives to payday loans, particularly in terms of speed of loan availability and 
ease	of	access.	The	assertion	that	other	financial	institutions	can	serve	the	payday	
market with lower interest and fee structures is unsubstantiated. 

10.  Is payday lending a risk to public health?

On the balance of evidence presented so far, public health has a responsibility to 
recognise payday lending as a contemporary socioeconomic determinant of health 
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and wellbeing. Indeed, the UK Faculty of Public Health has stated its concern for the 
wider determinants of health, including socioeconomic factors and how they impact 
on	population	health.	In	responding	to	emerging	determinants	and	influences,	the	
Faculty has emphasised a collective responsibility for health and a commitment to 
working in partnership to promote population health63. 

The	scale	of	payday	lending	is	of	societal	significance;	it	has	been	estimated	that	
payday lending outlets are more prevalent than leading fast food restaurants64. Based 
on an estimated 1.7 million UK payday loan users in 2013, approximately 500,000 
borrowers rolled their payday loan over at least once16, representing a degree of 
financial	difficulty	and	unmanageable	payday	loan	debt.	Approximately	80,000	
borrowers rolled over at least four times16, representing chronic payday borrowing 
and	extreme	financial	vulnerability.	The	overall	payday	loan	population	of	1.7	million	
borrowers in 2013 is substantial.  In comparative public health terms, this population 
is similar in size to the number of people in the UK in contact with specialist mental 
health	services	(1.8	million	patients	across	the	UK	in	2014/15)65. 

The evidence described in this paper suggests that payday lending is a risk to 
population health. Central to this risk is the increased susceptibility to mental health 
disorders	(and	worsened	physical	health	in	the	longer	term)	among	borrower	
populations,	through	four	cumulative	mechanisms:	

 1.  Low income and existing adverse socioeconomic conditions. 

	 2.		 Existing	personal	debt	and	financial	difficulties.

 3.  Exhausted or excluded access to low interest credit.

 4.  Worsened debt burden through unmanageable payday loans, high interest  
    and fees.

The FCA reform of the payday lending regulation, introduced in 2015 placed 
appropriate restrictions on the market. However, the reforms do not necessarily 
mitigate the potential harm to public health for the populations involved. The reforms 
do not address the underlying demand for HCSTC among vulnerable, low-income 
populations	experiencing	financial	difficulties.	The	reforms	may	indeed	unintentionally	
worsen	the	financial	and	living	circumstances	for	some	who	now	do	not	meet	the	
stricter criteria for payday loans. In these situations unsuccessful borrowers may turn 
to illegal forms of credit, risking violence in the form of debt collection, losing their 
home or going without living essentials such as food, electricity or heating during 
periods	of	acute	financial	vulnerability35.
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DISCUSSION
Payday lending is a controversial and highly contested fringe banking practice, the 
evidence	reviewed	here	underlines	that	payday	lenders	have	profited	substantially	
from vulnerable borrowers who cannot repay their debt. Furthermore, until the 
2015 regulatory reform, the payday industry was beset by predatory, irresponsible 
and unscrupulous practice35,53.	This	briefing	paper	also	makes	clear	that	there	are	
substantial negative population health consequences associated with payday loans 
and	chronic	debt,	and	that	the	number	of	borrowers	affected	is	significant	in	societal	
and public health terms.

On	the	other	hand,	payday	lenders	are	the	only	institutions	meeting	the	specific	
financial	needs	of	a	high-risk,	vulnerable	and	sizable	population	whom	mainstream	
banking has effectively turned its back on, and for whom credit union, microcredit or 
employer loans do not adequately serve. The 2015 FCA regulatory reform of payday 
lending addresses important industry concerns. However, like most examples of  
state	regulation	within	financial	markets,	the	positive	impacts	may	not	be	experienced	
by all consumers and may potentially be detrimental for some consumers. Indeed, 
the reforms do not currently represent a mechanism to address the fundamental 
market demand for easy access, rapidly available, short-term credit among  
some consumers. 

The policy responses required must promote and enable progressive action to 
examine and address the demand for easy access HCSTC among sections of the 
working population. In the short term, positive steps would enable ethical, affordable, 
timely	and	easy	access	to	credit	for	vulnerable	families	during	times	of	acute	financial	
distress and, in the longer term, would work upstream across a range of areas to 
address and reduce the considerable and repeated demand for HCSTC within 
vulnerable households. Actions to address this demand would need to consider 
financial	vulnerability	in	terms	of	both	household	income and expenditure. 

Reducing the demand for HCSTC across society might be achieved in part 
by boosting income within vulnerable working households through central 
macroeconomic levers, such as increases to welfare support and minimum wage 
or adoption of the Living Wage66, and through action to improve quality of work and 
employment. This would result in households being more likely to be able to meet 
housing, utility and food costs without accruing debt and more able to effectively 
combat	the	financial	insecurity	associated	with	underemployment,	zero-hour	
contracts and precarious jobs. 

Reducing	household	expenditure	(including	on	HCSTC	repayments)	may	also	
require	improved	financial	literacy	and	planning	among	current	payday	borrowers,	
the	profile	of	which	suggests	young,	single,	low-income	men	might	be	most	in	need.	
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Access to money advice and debt consolidation agencies among this group is low67; 
this	should	be	reviewed	and	the	barriers	to	access	identified	and	addressed.	In	the	
longer term, promoting access to training, continued education and advice on career 
progression will support payday borrowers in moving on from low income, precarious 
and underemployed jobs.  

This	paper	highlights	the	need	for	financial	‘safety	nets’	for	low-income,	working	
populations. It is recognised that many local services, such as health and social care, 
charities and communities themselves have provided safety nets in various forms, 
not	least	the	recent	and	high	profile	increases	in	foodbanks68 and the emergence of 
promising community co-operatives69. However, awareness of and access to locally 
driven services can be variable and may be compromised by the poor mental health 
of those experiencing chronic debt. At a societal level, one option which could be 
considered further is whether real-time and responsive support could be offered 
within the structure of the welfare system to meet the requirements of working 
payday	borrowers	(without	the	market’s	interest	rate	structure).	This	would	require	
significant	resource	within	welfare	budgets	for	loans	and	their	administration,	but	
if payday-style loans were delivered in this way they could be offset against future 
welfare payments, meaning there would be no loan defaults. However, even small 
monthly	reductions	in	income	(to	repay	‘loans’)	could	plunge	some	households	into	
financial	difficulty	again.	The	ability	of	the	welfare	system	and/or	local	public	sector	
partner	organisations	to	provide	a	form	of	financial	safety	net,	potentially	means-
tested, is worthy of consideration and may align well with the ongoing development of 
the online universal credit system70.

It may however be limiting to focus entirely on monetary issues and alternative 
financial	models	to	payday	lending.	Financial	mismanagement	and	chronic	debt	are	
likely to be symptomatic of more complex borrower vulnerability and emergent forms 
of	disadvantage	within	working	populations.	Contemporary	financial	vulnerability	is	
complex;	financial	vulnerability	acts	as	a	driver	for	accruing	debt	(and	potential	use	
of	payday	loans),	and	debt	in	turn	is	a	driver	of	financial	vulnerability.	It	is	also	limiting	
to	consider	debt	and	financial	vulnerability	as	affecting	only	borrowers;	evidence	
supports	that	the	social,	emotional	and	behavioural	damage	of	financial	vulnerability	
adversely	affects	the	families	and	children	of	those	in	stressful	financial	situations71. 
Where	payday	borrowing	is	a	symptom	of	financial	vulnerability,	individuals	are	
more	likely	to	benefit	from	sustained,	holistic	and	person-centred	support	and	advice	
potentially involving a range of services. Support services should focus on household 
income and expenditure, current debt management as well as longer-term routes 
out	of	financial	vulnerability.	It	is	also	vital	to	deliver	appropriate	social,	mental	and	
emotional support, designed to reduce the burden of stress and promote health and 
wellbeing while experiencing being in debt. 
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CONCLUSION
The payday lending market is going through a period of rapid change as a result of 
the FCA regulatory reform. The long term prospects for the market are uncertain, 
but in the short term it will become less competitive, more selective and hopefully 
more responsible, transparent and accountable. Essentially, the reforms have made 
the conduct of this form of fringe banking more in line with mainstream banking, 
the consequence of which may be to push many payday borrowers – low-income, 
working	individuals	and	households	–	deeper	into	financial	exclusion.	

What is clear from the evidence reviewed is that payday lending represents a risk 
to	population	health	by	exacerbating	debt,	financial	difficulties	and	mental	health	
problems among already vulnerable populations. Payday lending is however a 
market that is simply responding to a demand for easy access, rapid and short-term 
credit among low income, working populations in order to purchase basic living 
essentials	such	as	food.	In	this	regard	payday	lending	has	become	a	toxic	financial	
safety net for many households. With a current lack of viable alternatives to payday 
lending it appears the practice will continue for the foreseeable future and is therefore 
a societal policy priority as well as a public health concern. 

Moving	forward	it	is	important	to	broaden	the	lens	through	which	payday	lending	 
and	financial	vulnerability	are	considered.	These	issues	are	not	just	monetary	but	
appear inextricably symptomatic of more complex labour market and employment 
dynamics and contemporary forms of disadvantage within working populations.  
The collective role of the state, public services and the third sector in providing  
local debt management and consolidation solutions alongside holistic and  
person-centred support and educational opportunities is vital. The societal need for 
viable,	sustainable	and	accessible	financial	‘safety	nets’	for	vulnerable	individuals	
and families is a key policy concern. 
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KEY MESSAGES
 •  Payday lending is a contemporary public health concern: the vulnerability of  
   the populations involved, the urgency, scale and growth of the issue coupled  
	 	 	with	the	corrosive	nature	of	personal	debt	and	financial	vulnerability	to	mental	 
   and physical health are key factors in this.

 •  Provision of viable alternatives to payday lending is a societal policy  
   priority requiring immediate attention: the demand for rapid, easy access and  
   short-term credit among low-income households is not currently met by  
   mainstream banking, credit unions, microcredit or employer lending, nor do the  
   2014 Financial Conduct Authority regulatory reforms address these demands;  
   indeed the reforms may exacerbate demand for some borrowers.

 •  It is limiting to focus entirely on the monetary consequences of debt and  
   payday lending: alongside populations experiencing chronic debt, payday  
   borrowers should have access to a range of sustained and person-centred  
   services and support. To help manage their debt and mitigate the damaging  
   effects to health and wellbeing, longer-term support should involve access to  
   training, continued education and career advice.

 •  Greater transparency is required within the payday lending industry: it  
   would help services and support for payday borrowers if there were a clearer and  
	 	 	 timelier	profile	of	borrower	demographics	and	patterns	of	borrowing.
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