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Introduction_
It is part of the role of the Churches Regional Commission for Yorkshire and the Humber (CRC) in the region to equip churches in their action and their efforts to work for justice and equality for all. Access to affordable credit and good financial advice are important factors in the quality of life and social inclusion for all people. Led by the Social Inclusion Task Group, CRC are urging regional partners to recognise this in strategy development and build on existing local initiatives, and for the financial institutions to consider carefully their policies of corporate social responsibility. With tens of thousands of pounds in interest payments leaking out of the economy each week in some areas, credit extortion is an issue that affects us all.
Starting with a regional seminar on Financial Exclusion held in October 2004 at Leeds Metropolitan University, CRC are leading a multi-agency initiative to support those trapped by extortionate credit and eliminate the exploitation of those who suffer from financial hardship. Effective solutions such as low interest loan organisations, credit unions, money education and advice, and school savings schemes can only make a significant impact if government agencies, public and financial organisations come together to build on existing work done by local initiatives.
The seminar was attended by representatives of Government Office for Yorkshire and the Humber, local authorities, the financial sector, credit unions, Citizens’ Advice, the churches and many others. The main text of this briefing paper provides background information on financial exclusion in the region, while the boxes (as right) record contributions made at the seminar.  
David Price

Social Inclusion Task Group

Churches Regional Commission for Yorkshire and the Humber
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John Packer, Bishop of Ripon and Leeds, on why the church is concerned about financial exclusion. 
Most people do not realise how much Jesus said about money. Financial justice is a Biblical imperative. Experience as a Vicar on the Manor in Sheffield and in Wath-upon-Dearne made me very conscious of the deprivation and disadvantage of people in poor communities. It could not be right that they paid so much more for credit than those who were affluent. This was a crucial issue that must be addressed.

What is financial exclusion?_
Financial exclusion can be defined as: 

‘banking practices and traditions that exclude disadvantaged people from financial services including access to low price loans.’

In the last few years, there has been mounting concern nationally about problems of debt and access to credit affecting those living on benefit, on low incomes or with a poor credit history. Paradoxically, the poorest people pay the most for credit. Stephen Nickell, a leading economist, has said that one of the characteristics of poverty in the UK is ‘the most fantastically expensive credit.’
  In addition, levels of financial literacy are low and not enough financial information and advice are available for those who need it.

Karl Dayson, Project Manager of Community Finance Solutions, University of Salford 
Outlined different kinds of ‘financial exclusion’:
· geographical exclusion e.g. red lining or exclusion by postcode

· access exclusion e.g. for lone parents or ethnic minorities

· condition exclusion e.g. for Muslims who could not accept interest rates

· price exclusion e.g. cost of interest too high              

People on low incomes may need credit urgently to pay for such items as school clothing, cost effective heating appliances or a new refrigerator. They may be unable to obtain it from the Department of Work and Pensions’ Social Fund or from the clearing banks or other mainstream financial organisations. As a result, they rely on doorstep lenders (sub-prime lending institutions in the home credit market or informal lenders) with many thousands of agents working in council and housing association estates. Interest rates are rarely mentioned on the doorstep and are very difficult to work out without an interest calculator. APRs as high as 500% are not uncommon. A recent Government publication
 commented:
‘Some people take out very expensive credit. It’s a decision which can affect their lives for years to come, sometimes resulting in even deeper debt and more stress.
‘Doorstep lenders are successful because they meet a need among low income groups for loans at a low weekly cost. However, a six-month loan from a doorstep lender can typically have an annual percentage rate of 200 per cent.’

Sarah, a single mother in Sheffield, on her problems with debt. 
Her problems started when she moved into her Council House with her one year old daughter after she had split up with her partner. He kept everything. Her family helped but she was very short of money. Christmas was coming. Loan companies came with vouchers that you could spend in the High Street so she borrowed £50 worth of them. They charged her £25 but there were no credit checks. Then she moved on to £100 loans  and kept borrowing more and more until she until she owed nearly £1,000 and was borrowing from five companies. By this time she had lost track of her situation. She hesitated to open the door. She was scared as the lenders were pressuring her all the time. She managed to get £400 from DSS at one fifth of the interest rate charged by the doorstep lenders. Then she got back on her feet with the help of the local credit union, which she now helps to run. 

Concern about these issues has been expressed by the Debt on our Doorstep campaign supported by a wide range of voluntary bodies. Community Reinvestment Trusts have been introduced in Portsmouth, Salford and East Lancashire. A leading think tank and Citizens’ Advice have called for further development of financial inclusion agencies at local level
.

Government Response_
In recent months, there has been increasing recognition by Government agencies of the gravity of these problems.

The Department of Trade and Industry in the White Paper on Consumer Credit
 promised new legislation to improve regulation of consumer credit. But DTI have decided for the time being against a statutory ceiling on interest rates, although such a ceiling exists in many European countries and in some states of the USA and existed in the UK up to the 1970s. Research into the ceilings in other countries suggested that a ceiling might restrict the availability of credit and drive borrowers into reliance on illegal lenders. However, Debt on our Doorstep campaigners argue that the research was misleading and too narrowly based.
 On 16 December 2004, the Consumer Credit Bill was introduced in the House of Commons designed to improve transparency and protection for consumers in credit transactions. 

In 2004, the National Consumer Council made a ‘super-complaint’ to the Office of Fair Trading (OFT)
 arguing that ‘a number of features of the home credit market in the UK are having an adverse impact on an already vulnerable group of consumers’ and suggesting a range of remedies for the OFT to consider. The OFT was persuaded by these arguments and on 20 December 2004 referred the supply of home credit to the Competition Commission for further investigation.
In the 2004 Comprehensive Spending Review
, the Treasury noted that the Child Poverty Review ‘highlights the need to improve financial inclusion as a way to tackle child poverty’. 
The Treasury proposed:
· to reduce dramatically the number of households without a bank account,

· to work with the private, voluntary and community sectors and ‘to explore mechanisms that allow profitable loans to be made available to those on low incomes at a much lower rate of interest’,

· to increase the supply of face-to-face money advice and

· to set up a new Financial Inclusion Fund to support initiatives to tackle financial exclusion and a new Financial Inclusion Taskforce to monitor progress towards tackling financial exclusion and to make recommendations to Government. 
The Financial Inclusion Fund will be £120 million nationally over 3 years. Sir Brian Pomeroy will lead the Task Force. In December 2004, the Treasury published ‘Promoting Financial Inclusion’ as part of their Pre-Budget Report
, setting out in some detail the Government’s plans to tackle financial exclusion, in collaboration with the financial service providers and the voluntary and community sector.  

In 2004, the Office of the Deputy Prime Minister  issued a folder entitled ‘Action on Debt’ pointing out that more than half the households with serious debt problems are in the very lowest income groups – less than £7,500 a year – and suggesting action to alleviate the problem. The booklet stated that ‘Predatory lending is stripping out money from poor communities’ and encouraged Local Strategic Partnerships and local authorities to address these issues through community strategies or well-being powers.  

Situation in the Region_
The scale of indebtedness in the region is daunting. In the 2 years ending April 2000, 292,000 households in the region had a County Court judgement for debt. This will include mortgage debts as well as personal debt; many, but not all, of these debts will reflect problems of financial exclusion. Another indicator of financial exclusion is the proportion of the population with bank accounts; this proportion   - 84% - is the second lowest among the English regions and compares with 88% in England as a whole. More significantly, the region has a relatively high proportion of people dependent on social security benefits
 or low pay, and roughly 11.2% of household incomes are below £5,000 a year
. People in this situation have the greatest difficulty in obtaining affordable credit and are most likely to face chronic indebtedness. 

The biggest single lender in the home credit market in the region is the Provident Financial which has its HQ in Bradford. Nationally, it comprises 50% of the home credit market. Its operations are well adapted to its market. Its agents, usually women, may be based in the housing estates from which its customers come and seen as friends of the family. It is flexible in its repayment policies, allowing customers in difficulties temporary suspension of repayments. It charges heavily for credit, generally around 177% APR and justifies this on grounds of high costs and risks and on the argument that APRs are not meaningful for short-term loans. Research suggests that on average its loans last 36 weeks and that customers may not realise how much they are paying for credit.

Financial exclusion is not confined to towns. It also arises in rural areas. The CRC’s Report ‘Sowing the Seed’ drew attention to rural poverty. Closures of banks and post offices have increased social isolation and the inaccessibility of financial services. The development of credit unions is more difficult in scattered rural areas. For example, North Yorkshire has just one credit union with 110 members. The Yorkshire Chapter of Credit Unions is currently grappling with this. At the same time, there are encouraging examples of rural self-help, such as Bradfield Parish Council’s purchase of the local post office, which is now a business and community focal point. 

There are special problems of financial exclusion for the region’s large Muslim population. Islam forbids usury and interest. This means that most products from the financial services industry are not acceptable to Muslims and can lead to excessive dependence on finance from within family or community groups. On 22 September 2004, a new Islamic Bank, approved by the Financial Services Authority, opened its first branch in Edgware Road, London.  There have also been recent moves by financial institutions such as HSBC, Lloyds TSB and West Bromwich Building Society to introduce financial products that can be reconciled with Shariah principles.
 

Regional bodies devote considerable resources to the regeneration of deprived areas. But the amount of money flowing out of these areas in interest repayments may well exceed the money coming in for regeneration. A survey in one Council estate in Meadowell, North Shields, by the Cedarwood Trust, found that, of 142 households surveyed, 87% were paying doorstep lenders an average of 33.5% of total income. For families this amounted to £66 a week out of £200. Interest rates varied between 33% and 2000%.   

The region has a range of community finance initiatives (see Useful Information at the end of this paper). These include 50 Credit Unions. The total membership was nearly 39,000 in September 2003, of whom 25,000 were in West Yorkshire, 9,000 in South Yorkshire, 3,000 in Humberside and only 110 in North Yorkshire. Credit Unions have an important part to play in efforts to tackle financial exclusion as they offer local opportunities for people to build up savings and obtain credit and can also give money advice. At the same time, as noted on page 3, there is growing interest in Community Reinvestment Trusts, as these can extend access to low cost loans. However, it is important for them to work closely with Credit Unions on a complementary basis.  

Sue Davenport, Chief Executive Officer, Leeds City Credit Union (LCCU)
LCCU offers savings accounts, affordable credit, bill payment services, money advice, debt counselling and debt adjustment. It benefits from payroll deduction from 25 local employers. It has pay points at local shops and garages as well as at two branches. It can handle tax credits and benefits plus accounts.  Its lending is extremely beneficial as compared with doorstep lenders. But it is limited by law to 12.68% interest rates, which ruled out high risk lending. (There are now Government consultations on whether this restriction should be maintained.)  Credit unions make a difference because they are widely accessible, open to low income groups, encourage savings, offer low cost credit and a bridge to other services. 

	Dianne Lyons, Chief Executive of Leeds Citizens Advice Bureau (CAB)
Services provided by Leeds CAB are under increasing pressure with 17,000 debt related enquiries in 2003/04 (25% of total enquiries).  In response to a number of points raised during the day, Dianne pointed out that CAB work within certain constraints, such as those of the Financial Services Authority, which mean that bureaux cannot recommend particular financial products to clients. Leeds CAB and Leeds City Credit Union have been exploring ways in which they can work more closely together but both are constrained by FSA and other requirements. (Treasury is now considering relaxing the rules on CAB staff giving financial ‘advice’.) The debt advice provided by CAB is independent and follows nationally recognised good practice.  The first priority is usually to enable a client to keep their home, with debts such as rent arrears and fuel bills taking precedence over other creditors.  Debt problems can be caused or exacerbated by other issues, such as ill health or disability, and nearly half of clients seen by Leeds CAB suffer from a long term illness or disability.  The additional support needs of these clients need to be more widely recognised, as does the growing need for financial literacy support.   


The main source of financial advice is through Citizens’ Advice Bureaux which have trained debt counsellors in many parts of the region. In the year 2003/04, CABs dealt with 125,000 consumer debt cases in Yorkshire and the North East, up 1.4% on the previous year.

Important new developments are occurring in the region. In Sheffield, work by IMPACT, a community organising body, in co-operation with the City Council, the Sheffield Credit Unions Development Agency (SCUDA) with additional financial support from Barclays Bank, etc. has led to agreement to a new integrated financial inclusion strategy. Under an over-arching body, Financial Inclusion Services Ltd, there is a new loan institution (Moneyline Yorkshire (IPS) Ltd, which could be seen as a community reinvestment trust), a combined Credit Union with a city-wide common bond, Sheffield Credit Union, together with provision for financial literacy and money advice. 

	Eric Thompson, Chief Executive of Financial Inclusion Services Yorkshire  (FISY)

Eric explained that he also headed up Moneyline Yorkshire and Sheffield Credit Union.  To meet various legal requirements, three organisations had been set up, but they operated under the same management and from the same premises in Sheffield. They all were launched in September 2004.  FISY was responsible for strategy, promotion, financial advice and literacy. Sheffield Credit Union combined 3 former credit unions and had a common bond embracing the whole of Sheffield. Moneyline offered three kinds of affordable loans – personal, business and home improvement. Unlike most credit unions, it could lend to those without previous savings, though it would only lend to those with the ability to repay. This structure had great promise but, for it effectively to tackle financial exclusion, there was a need for public funding. 


In Leeds, there is already a strong city-wide Credit Union, which also offers advice, debt management and budgeting assistance.   Recently, the Economy Partnership of the Leeds Initiative and the City Council commissioned Salford University to carry out research into poverty and financial exclusion. They requested special reference to disadvantaged communities and vulnerable groups, such as single parents, and asked the consultants to make recommendations as to the way ahead.      

	Karl Dayson, Project Manager of Community Finance Solutions, University of Salford 
Karl had recently carried out a survey in disadvantaged areas of Leeds on behalf of the City Council. It covered 410 residents. The most excluded group was single parents. Nearly 40% of respondents used moneylenders. There was considerable interest in local loans (34%), local savings (36%), self-employment loans (20%) and money management courses (22%). The researchers would consider recommending community finance initiatives in the light of the survey, including perhaps a Community Reinvestment Trust which could provide services beyond what a credit union can legally supply e.g. flexible loan products serving high risk customers. The recommendations would go to the Leeds Economy Commission. 


Implications for Regional Policy_
Regional partners are committed in ‘Advancing Together’ to a ‘First class quality of life’:
‘Yorkshire and the Humber will be a socially cohesive and inclusive region. Our people will have the capacity, resources and equitable access to quality services needed to live well.’ 

In ‘Part of the Picture’, regional partners said:
‘We want Yorkshire and Humber to be a region where all people enjoy good quality of life, no matter who they are or where they live. This means a commitment to tackling poverty….’

CRC considers that access to affordable credit and good financial information and advice are important factors in quality of life and social inclusion for people in the region. There is a need for regional partners to review their strategic planning and monitoring, with a view to:
(a) recognising financial inclusion as an important factor in quality of life;

(b) considering the regional implications of the initiatives being taken by central Government (see page 4);  and

(c) supporting the initiatives being taken in Sheffield and Leeds (see page 6) and building on them elsewhere in the Region.

Implications for private sector financial institutions in the region_
The mainstream financial sector has an interest in avoiding a situation where there is a section of the population whose poverty is intensified by financial exclusion and debt burdens, affecting their ability to pay regularly for their rent, for public utilities and other vital household expenditure.  Leeds is among the most important financial centres in the UK. Many financial institutions have carefully considered policies of corporate social responsibility. For example, Barclays Bank gives significant support to credit unions and also supports the Community Reinvestment Trusts in Salford and East Lancs and the establishment of similar projects in London, Cumbria and Sheffield. HSBC has developed new products for Muslims. The CRC urges financial institutions to lead the way in reviewing their policies in relation to providing affordable credit and other help to those on low incomes. 

Implications for the churches_
Churches are increasingly recognising the priority that the Bible gives to listening to, and responding with, the poor. In our society, this implies support for policies that tackle social exclusion (e.g. through organisations like Church Action on Poverty) and active involvement in local anti-poverty and regeneration efforts. More specifically, some churches are directly involved in financial inclusion through support for credit unions.
	Graham Brownlee, Chief Executive of the Churches Regional Commission for Yorkshire and the Humber

Graham suggested the following action points for churches and the voluntary sector:
1. Support collaborative action between church organisations and individuals concerned with financial exclusion. 
2. Encourage each local authority and strategic partnership to develop a strategy for financial inclusion.

3. Secure effective credit unions and low interest loan organisations across the Yorkshire and Humber region. 

4. Secure effective money advice in each locality through liaison with local CABs.

5. Encourage schools and colleges to provide financial education and access to savings schemes.


Conclusion_
At the end of the Seminar, a panel met, consisting of John Battle MP (West Leeds), Carol Cooper-Smith (Director of Neighbourhood Renewal and Communities, Government Office), Cllr Mark Harris (Leader of Leeds City Council), Cllr Keith Wakefield (Leader of the Opposition, Leeds City Council), Karl Dayson, Sue Davenport and Eric Thompson, with Hilary Willmer in the Chair. 
The following points were made:
· At present, money was leaking out of poor areas in interest repayments so that the poor were arguably subsidising the shareholders and employees of home credit companies. 

· There was a lack of clear responsibility for financial inclusion in the various regional organisations.

· The legislative framework was critical and arguably no lasting solution could be found without requiring all high street banks to take on a quota of high risk lending. 

· The mainstream financial sector was vitally important but hardly represented at the seminar. A similar event should be held for them. 

· Financial education was important but terminology like ‘financial literacy’ might not help. 

· Debt was a serious threat to mental health. 

· There was a danger of failing to follow up these important issues because of their complexity. There was a need for further consultation leading to a further similar gathering in 2005.

There were new community finance initiatives in the region, e.g. in Sheffield and it was important that these received financial support. It was important that the region got its proper share of the Treasury’s new Financial Inclusion Fund.
Seminar Action Points

Participants agreed to the following action points: 
· The Churches Regional Commission and St George’s Crypt would organise an event for the financial sector.
· The CRC would produce a briefing paper on the seminar. 
· Carol Cooper-Smith would consult colleagues across Government Office and in Yorkshire Forward on their response to the issues raised at the Seminar.
· Mark Harris, Leader of Leeds City Council, undertook to look at the credit union situation in the city and to raise issues from the Seminar at regional and sub-regional level.

Useful Information_
Sources:
Tackling Over-Indebtedness: Action Plan 2004. 

Available as a pdf document from the DTI website at:  http://www.dti.gov.uk/ccp/topics1/pdf1/overdebt0704.pdf 
Profiting from Poverty 2002 
Available as a pdf document from the New Economics Foundation website at:  http://www.neweconomics.org/gen/z_sys_PublicationDetail.aspx?PID=129 
Exclusion to Inclusion

Research into Financial Exclusion in Leeds and a study of alternative community based credit and savings systems by Salford University for Leeds City Council. Available from http://www.leeds.gov.uk/documents/E95D0DB27485B09380256FA3003AA188.pdf  

Promoting Financial Exclusion

HM Treasury Pre-Budget Report Dec 2004 available from http://www.hm-treasury.gov.uk/pre_budget_report/prebud_pbr04/assoc_docs/prebud_pbr04_adexclusion.cfm
Organisations:

Church Action on Poverty
A national ecumenical Christian social justice charity, committed to tackling poverty in the UK. It works in partnership with churches and with people in poverty themselves to find solutions to poverty, locally, nationally and globally. Also publish ‘Your Key to Successful Lobbying’, particularly useful for local church groups who want to make a difference in relation to both domestic and international poverty issues at UK and European Union levels. Priced £2.50. t_0161 236 9321 e_info@church-poverty.org.uk w_ www.church-poverty.org.uk.
Debt on our Doorstep

Debt on our Doorstep is a national campaigning organisation which aims to end extortionate lending and ensure universal access to affordable credit and other financial services.
w_ www.debt-on-our-doorstep.com
The Consumer Credit Counselling Service
A registered charity whose purpose is to assist people who are in financial difficulty by providing free, independent, impartial and realistic advice. FREEPHONE helpline is open from 8am to 8pm Monday to Friday t_0800 138 1111 e_contactus@cccs.co.uk w_www.ccs.co.uk
Credit Action

Aim to helping people manage their money better. Our passion is to help people stay in control, rather than let money control them and disrupt their lives through over indebtedness.

t_01522 699777
e_office@creditaction.org.uk
w_www.creditaction.org.uk
Citizens Advice Bureau

CAB helps people resolve their legal, money and other problems by providing free, independent and confidential advice, and by influencing policymakers. Find your local office by visiting www.citizensadvice.org.uk/index/getadvicet  t_0207 833 2181
Financial Inclusion Services Yorkshire (also Moneyline Yorkshire and Sheffield Credit Union)

Unit 6, The Gallery, Castle Market Building, Exchange Street, Sheffield 

S1 2AH.  t_0114 2760787 e_enquiries@fisy1.co.uk.

Credit Unions

Financial co-operatives owned and controlled by their members. They offer savings and great value loans plus they are local, ethical and are also often linked to many local advice centres. Find your nearest office at www.abcul.org.uk or t_ 0113 2448324 (Yorkshire Chapter of Credit Unions)

National Debtline

Free, confidential and independent service funded by the DTI and the credit industry Helpline open Monday - Friday 9am-9pm and Saturday 9.30am - 1pm t_0800 808 4000 w_www.nationaldebtline.co.uk 

Age Concern

The Age Concern Information Line provides a service to older people and their relatives and friends, as well as professionals and carers which includes money matters. Fact and information sheets also available online.t_0800 00 99 66 (open 7 Days a Week, 8AM - 7PM) w_www.ageconcern.org.uk 
Christians Against Poverty

Aims to relieve poverty through debt counselling, advice and practical help and to demonstrate God’s love in a practical way. Also provides support for churches setting up a local centre.

t_01274 760720 e_info@capuk.org w_www.capuk.org 
Footnotes_
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� Presidential address to the Royal Economic Society on 8 April 2003. 


� Office of Deputy Prime Minister: ‘Action on Debt’ 2004. 


� ‘Beyond Bank Accounts: Full Financial Inclusion’ by Sue Regan and Will Paxton. IPPR and Citizens’ Advice. 2003. 


� DTI:  ‘Fair, Clear and competitive: the Consumer Credit Market in the 21st Century’. Dec 2003.  


� DTI: Press Notice of 26 August 2004 ‘No interest rate ceiling – for now’. See also Policies Report for DTI: ‘The effect of interest rate controls in other countries’ on DTI website and commentary on Debt on our Doorstep website.   


� See National Consumer Council website: � HYPERLINK "http://www.ncc.org.uk/moneymatters/home_credit.pdf" �www.ncc.org.uk/moneymatters/home_credit.pdf� . A ‘super complaint’ is a complaint that ‘any feature or combination of features in a market in the UK is or appears to be significantly harming the interests of consumers.’


� See paras 5.24-5.28 of Budget Report on Treasury Website.  


� See HM Treasury website. 


� In August 2003  7.4% of region’s population were on Income Support and 2.1 % on Income Based Jobseeker’s Allowance. 


� Yorkshire Futures. Progress in the Region 2004. Page 145. 


� NCC paper (see 6 above) and R Murphy: ‘The case for an interest rate cap in the UK’. Debt on our Doorstep. 2003.


� www.islamic-banking.com and � HYPERLINK "http://www.amanahfinance.hsbc.com" ��www.amanahfinance.hsbc.com�
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