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In January 2015 the FCA will introduce a cap on the cost of short term credit. This cap 
will be applied to unsecured credit that carries an APR in excess of 100% and where the 
duration of the loan is less than twelve months - for all intent and purpose the payday 
lending industry. Details on the form and structure of the cap and most importantly the 
level at which it will be set are the focus of an FCA consultation which is to begin mid-
July. The cap is primarily a political gesture, intended to show the electorate that the 
government is committed to reining in the payday lending industry where profits are 
considered excessive and some poor and vulnerable consumers are being exploited. 
The cost of credit cap follows a number of regulatory changes recently introduced by the 
FCA, in particular limiting the number of times a loan can be rolled over, removing CPA, 
and stricter affordability checks. These measures are designed to shift the balance in 
favour of greater consumer protection, and encourage more responsible lenders. 
 
The discussion covered three questions: 
 

 What is the likely impact of the cost cap?  

 What can be done to help people who will no longer have access to payday 
loans?  

 How does this change the landscape for other suppliers of short-term credit?  
 
Most observers of the payday lending industry suggest that the impact of the cost cap 
will be highly dependent on the design details, in particular the breath of the financial 
controls (interest rate, fees, other charges). In addition, further regulatory changes (such 
as capping the number of loans, the share of income that can be paid out in loan 
repayment), more stringent affordability checks and greater control on advertising and 
outlawing aggressive marketing tactics – text, phone calls, emails to past customers – 
will all impact the viability of the business model. While we can only speculate on the 
impact on consumers and firms at this point in time, two things are almost certain to 
emerge: a contraction of supply – most likely as some firms exit the market as their 
business is no longer profitable. On the other hand, demand for a cheaper, better 
regulated product is likely to increase and the product will be rationed. The industry is 
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likely to exclude higher risk consumers by way of reducing loan collection costs and 
lowering the numbers of non-performing loans. 
 
For consumers who are able to access less expensive and more strictly regulated short 
term loans, the future looks bright. Many of these people use payday loans as part of a 
menu of consumer credit products, including overdrafts, credit cards, personal loans, 
and store cards, and can – in theory – move around these options if they have to. 
Payday loans are preferred because of their ease of access, speed and (relative) 
transparent cost. But many people turn to payday lenders to pay for the necessities of 
life: rent, food, utilities, council tax, car repairs etc, and have few alternative sources of 
credit. Their future looks bleak, and the withdrawal of supply could be catastrophic. It 
could mean a move into the less desirable parts of the consumer credit market – 
doorstep lending, logbook loans, pawn shops – or even worse, into the illegal money 
markets. What can be done to help people who will no longer have access to payday 
loans, and to protect them from the loan sharks?  
 
The longer-run goal is to break the continuous cycle of credit dependency by improving 
incomes (earned and benefits), balancing expenditure and building up savings. This can 
be supported by consumer education, and early intervention to prevent people sliding 
into a debt trap. However, demand for short-term unsecured credit is likely to remain a 
feature of many lives for years to come, to meet unforeseen and lumpy expenses, and 
to smooth erratic income (from e.g. zero hours contracts, delays in benefit payments). 
What options will people have come January 2015, in the aftermath of the Christmas 
spend? The most likely source of credit will be authorized and unauthorized bank 
overdrafts. These are similarly costly, and too often the charges opaque. Other options 
include loans from credit unions, but these are rarely short-term, and not readily 
available; local authority social funds (until April 2015); and repayment plans with utility 
companies if these can be negotiated.   
 
Does the cost of credit cap on payday lenders change the landscape for other suppliers 
of short-term credit? Depending on the operating margins it is possible that the single 
payment payday loan might disappear from the market altogether as its viability is 
doubtful. This has been the experience in Australia where a cap on interest, fees and 
other charges was introduced in July 2013, and where a drop in the number of lenders 
has also been observed.  
 
For other firms already in the market, the same is true: the cost of providing small value 
short term loans remains an expensive and high risk line of business and it is for this 
very reason that high street banks have stayed away. It is likely that new entrants will be 
attracted into the market as the ‘rules of the game’ will be more widely known. Where 
there is scope to shave costs, and offer new products which can be profitable, new 
entrants will cease the opportunity. How the market will look in a year’s time is anyone’s 
guess, but let’s hope we are not getting out of the frying pan and into the fire!  
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