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EXECUTIVE SUMMARY

Great Expectations:
The Demanding Market for Credit
is the first research report to be
published by Equiniti Credit Services
and the fifth in an ongoing series
investigating consumer attitudes
toward unsecured credit.
Previous iterations have been published
by Nostrum Group which, following its
acquisition, now forms part of Equiniti
Group’s Equiniti Credit Services division.
The report draws on data collected
from a survey of 2001 UK consumers
conducted in August 2017 and
identifies a combination of enduring
and emerging attitudinal trends toward
unsecured borrowing in the twelve
months prior.
The study depicts a rising market
for credit and highlights age-related
variations in attitudes, which are
creating new opportunities for
established and alternative lenders
alike. A near 50/50 split in respondent
preferences for established and
emerging lenders suggests growing
polarity in attitudes toward credit
providers.

Irrespective of which camp the
consumer falls into, the report confirms
that today’s consumers are more willing
than ever to shop around to find the
right product. Consequently, lenders of
all kinds will have to work hard to deliver
products and services that are attuned
to the varying expectations of their
customers.

Together with other trends, the
report highlights a direct and shortterm revenue opportunity for lenders
through ‘declines management’. It
draws on data relating to the customer
experience at the point of a credit
application decline and reveals how
smart, automated technologies can
be used to retain declined customers
by immediately matching them with
an alternative product, thus boosting
customer satisfaction and generating
revenues that would otherwise be lost
when the customer turns their attention
elsewhere.

Combining three
market-leading
enterprises

The report concludes that for all lenders,
there is ‘all to play for’ in the 2017/18
market for unsecured credit. The battle
lines are drawn between established
and emerging lenders and the market
is wide open for more growth. Rewards
can be reaped by those best-equipped
to develop products and processes
that are most closely aligned with the
varying digital expectations of the UK’s
borrowers.
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INTRODUCTION

Methodology
Of the 2001 people questioned in this
year’s survey, 52% of respondents were
women and 48% were men. The age
demographics analysed included 32%
millennials, 34% generation-x and 34%
baby boomers.
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INTRODUCTION

Welcome to
Great Expectations
The Demanding
Market for Credit, a
research report from
Equiniti Credit Services
investigating consumer
attitudes toward
unsecured lending
in 2017.

The UK is undergoing unprecedented
social and economic change. Issues like
Brexit, the Trump presidency, the falling
pound and near-to-zero interest rates
all feature prominently in the mind of
today’s borrowing consumer.
Fuelled by high levels of employment
– just 4.6% of the population are out
of work in 2017, the lowest rate since
1975 – growth in consumer borrowing
has leapt by 10.3% in the 12 months to
April 2017, according to The Bank of
England.
Employment does not always equal
prosperity, however, and whether
the recent hike in borrowing reflects
increasing consumer confidence or
a growing need for financial support
remains a matter for debate.

As James Knightley, Chief
International Economist at
ING, notes:

“The squeeze on spending power from
weak wage growth and rising prices
has led households to borrow more
through credit cards and personal
loans1.”

This report reveals age-related
variations in attitudes toward credit,
to the firms that provide it and the
technologies used to deliver it. It shines
a light on specific market opportunities
for lenders, and explores how agile
technologies can be employed to help
them meet their customers’ needs
through the responsible provision of
attractive, affordable and efficient
credit products and services.

 ttp://uk.businessinsider.com/what-will-happen-to-the-uk-economy-brexit-2017-7/#the-british-consumerh
james-knightley-chief-international-economist-at-ing-2
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SECTION ONE

Since 2015, borrowing has
increased significantly

+17% +9%
millennials
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generation-x
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SECTION ONE

Market dynamics: where are
the honeypots for lenders?

The benefits of youth

2017 survey data reveals notable historic variations between age-groups when
borrowing more than £1,000.

Since 2015, borrowing has increased significantly for both millennials (+17%) and
generation-x (+9%). Baby boomers, on the other hand, appear to remain more
cautious, showing virtually no growth over the same period (+1%).

Established vs alternative lenders: Different customers, equal opportunities
When questioned about their choice of provider, 53% of those surveyed indicated
that they would only borrow from an established lender, or one they have used in
the past, suggesting that large portions of the population remain resistant to the
products of smaller, alternative businesses.

47%, on the other hand, indicated that they would be prepared to borrow from an
unfamiliar lender.
Such figures are indicative only, however. A comparison with past data from
previous reports confirms that, over the past five years, only 26% have borrowed
more than £1,000 from an ‘alternative lender’. This suggests attitudes towards
alternative lenders are changing but this is yet to manifest itself in actual
behavioural change. As time goes by, consumers appear to be increasingly
receptive to the idea of borrowing from alternative sources of credit. It will be
interesting to monitor how this trend evolves over the coming years and whether
the perception becomes the reality.

We see this as a further warning for established lenders to ensure their propositions
are ready for the challenge laid in front of them by newer lenders deploying
technology and processes that are both agile and capable.

53% indicated that they would only
borrow from an established lender.

Takeaways for lenders

It is clear for both established and
alternative lenders that the biggest
opportunities in the coming months
exist in the millennial and generation-x
age groups. The fact that the
‘established vs alternative split’ is
shared across all ages suggests that
lenders should focus on creating loan
products that appeal to the different
demographics of each group, since a
baby boomer is no more or less likely
to borrow on the basis of the provider
itself, than, say, a millennial.

Both millennials and generation-x are
characterised by their digital fluency.
Success with these groups, therefore,
will also be demonstrated by lenders
that prioritise a fully digitised service
experience in their product and service
design. Digital financial integration,
mobile device support and instant
query/response are all important
factors to consider, and could make
the difference between attracting and
deterring customers in these groups.
The utopia here is achieving customer
loyalty – being able to retain the
customer for the long term and having
them act as advocates for the lender.

47% indicated that they would
be prepared to borrow from an
unfamiliar lender.
07
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SECTION TWO

Borrowing behaviours

Low rates rule the roost

As consumers continue to search for new ways to make their money work harder, it
is no surprise that the survey data reveals low interest rates remain fundamental in
consumers’ product evaluation criteria.

54% cited the interest rate itself as
the primary deciding factor in their
decision to apply for a loan.

9% cited the availability of clear
information and documentation
relating to the loan product.
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Low weekly / monthly repayments’
featured in a comparably distant
second position, with just 15%.

SECTION TWO

Shopping around is the norm

The study also indicates that borrowing
confidence is, at least in part, justified
by consumers’ willingness to ‘shop
around’ to find the best deal.

Takeaways for lenders

These figures suggest that the current socio-economic climate of uncertainty is
driving more than half of all borrowers to put the cost of a loan before everything
else. Despite being a relatively low figure (9%) it remains interesting to note that
one in ten consumers put the clarity of a product’s terms and conditions above all
else, suggesting that both caution and conservatism accompanies the market’s
overall appetite to borrow.
The figures also strongly indicate that the age in which lenders enjoyed the
uncontested customer loyalty is well and truly over. In its place, two distinct
markets appear to have established:
• Those who will only borrow from an established lender but within this
universe are price-conscious and lender-agnostic.

Almost all respondents (86%)
reported that they would use a
price comparison site to compare
loan rates with 78% believing that
they would get a cheaper loan
from online lenders. Lenders
have ground to gain here in the
loyalty fight and investment in
technology will be key to
reversing these trends.

• Those who shop on price alone, irrespective of the type of provider
offering the credit.

In both markets lenders must compete on price. For many lenders, an opportunity
to drive down the cost of their operations would enable them to protect their
margins and pass the saving on to the customer through lower-rate products.

Transparency and clarity feature prominently in the minds of consumers, together
with those of the industry’s regulators. Here, the ability to demonstrate responsible
lending practices and conduct appropriate affordability checks will go a long way
to assuaging consumer concerns, together with the Financial Conduct Authority
(which represents their interests).
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SECTION THREE

How credit is used

Aspiration vs debt management

Takeaways for lenders

47% of respondents indicated that a
personal loan or credit would most
likely be used to fund holidays,
household purchases or to widen
the monthly budget. An age group
divide emerged in the data with
regards to the use of credit, with
those under 25 most likely to use it
for a holiday, whilst those over 50
were more inclined to use credit to
remedy an unexpected shortfall.

Accurately designing a portfolio of
products that align with different
customer motivations requires both
resource and time to get right. Lenders
that see the value in this approach will
need to redirect internal resources
away from business as usual operations
and toward innovation and product
design. The smart application of flexible,
automated and agile technology
solutions can make a substantial
contribution here. Outsourcing
operational tasks can enable valuable
creative resources to refocus on
adapting to these trends in the market,
reducing time to revenue for new
products and demonstrating their
understanding of customers’ needs,
strengthening relationships as a result.

When questioned about their reason for borrowing, the survey’s respondents
were equally split, between using credit to fund aspirational or domestic
expenditure, and managing or consolidating existing debts.

53% were most likely to use credit
to cover a funds shortfall, or to
consolidate an existing debt in an
effort to manage repayments more
affordably.

Micro debts funding aspirational lifestyles

This near 50/50 split in the use of credit clearly demonstrates that micro-debts are
being used to fund aspirational lifestyles and therefore contributing to an increase
in overall household debt. According to Mintel (reference) 46% of consumers have
unsecured micro-debts under £1,000, a growth of 7% since 2016, with credit cards
the most common form of unsecured credit.
Mintel, Consumer attitudes towards debt UK, July 2016 http://store.mintel.com/consumer-attitudestowards-debt-uk-july-2016
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The disparity in motivations fuelling the
increase in consumer borrowing again
points toward the need for lenders
to adopt more intelligent decisioning
relating to credit profile and customer
data. Customers seeking to consolidate
debt will not be attracted to a product
positioned for home improvement, for
example, and vice versa.
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SECTION FOUR

New revenues, overnight

Rethinking credit declines

When consulted on the service
experience received from lenders,
survey respondents highlighted an
opportunity for lenders of all kinds
to generate new revenues, virtually
overnight.

Takeaways for lenders

The reluctance of consumers to return to the start of the credit application process
is understandable, so their willingness to continue with a single provider, albeit with
a slightly more expensive product, makes a lot of sense.
In an age where consumers select credit lines based on price, not on the lender’s
brand, any opportunity for a lender to maintain the exclusive attention of their
customer should be welcomed.

Rarely do lenders focus on applicants to whom they have declined credit. This is a
mistake.

It could also be argued that the business that declines a consumer for credit could
negatively impact their brand through the process.

If their credit application had been
declined, 68% of respondents
indicated that they would likely
continue with an alternative loan
offer at a slightly higher-interest
rate, if it was offered to them
immediately.

By continuing the dialogue with the applicant and immediately offering an
alternative product the lender can maintain the exclusivity of their customer
relationship and deter them from looking elsewhere. But more importantly they may
also repair the damage and in turn build greater customer loyalty. Moreover, since
the application data is already available the transition process can be dramatically
reduced, saving time for everyone.
Establishing an effective declines management platform could help bigger
lenders to defend their existing 65% market share, reducing customer defection
to alternative lenders. Conversely, alternative lenders could leverage this solution
to convert some of the perceived 47% market opportunity into actual customers,
stealing market share from the established lenders. Regardless if the lender needs
to broker a loan from another source to match customer to product, they still
benefit from an introducer’s fee and don’t incur a negative hit on the customer
relationship.

Agile technologies are the key to unlocking these revenues. Specialist outsourcers
enable lenders to tap into extensive lender panels and match declined customers
with affordable, alternative products that they are likely to qualify for. ‘White
labelling’ products in this way is one real-world example of how a next generation
outsourcer such as Equiniti Credit Services can deliver measurable revenue into any
lender, irrespective of scale, almost immediately.
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SECTION FIVE

Device and conquer
– delivering the right
digital experience

Appetite for disruption

With millennials and generation-x offering the most near-term revenue potential,
the ability of lenders to pitch their digitisation of loan products effectively to these
groups will continue to be the primary success factor.

While those surveyed confirmed that desktops and laptops continue to be favoured
by the majority for researching loans, the use of smartphones and tablets is sharply
increasing among the younger age-groups.

Millennials Generation-x Baby boomers

44% of millennials surveyed would research a loan on their smartphone, compared
with 29% of generation-x and just 9% of baby boomers.

E-signature technologies have removed paper from the credit lifecycle entirely,
enabling lenders to not only deliver an entirely digital customer experience, but also
adopt a new level of automation, one that dramatically speeds up their operations
and reduces administrative costs.
As with many new security technologies, however, customer enthusiasm to adopt
e-signatures varies acutely between groups.

Data suggests that the vast majority of millennials and generation-x are comfortable
signing electronically – if it means receiving funds faster (83%) – despite many
having never used the technology. Baby-boomers, on the other hand, appear to
need more time to acclimatise; 39% of this group would still insist on signing in the
traditional manner.
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The need for speed

The digital delivery of services
will enable lenders to respond
to a universally shared customer
requirement: Speed.

Overall, almost two thirds (63%) of
those surveyed wanted credit to be
available in less than 24hrs after the
lender has granted approval, with
more than a quarter (28%) expecting
the grace period to be half a day,
or even less.

Interestingly, these expectations are
shared across all age groups, suggesting
that baby-boomers welcome the
facility and convenience of the digital
revolution but, unlike younger agegroups, are more reluctant to endorse
the enabling technologies themselves.

The ‘Apple effect’ together with
Hollywood’s popularisation of biometrics
as ‘the ultimate security measure’ is
accelerating change and facilitating the
adoption of new biometric technology.
The runaway success of Apple’s Touch
ID together with Apple’s Face ID, a
facial recognition system that works
with the iPhone X, which it launched this
month, is having an impact on consumer
acceptance of these technologies.
76% believe that fingerprint and eyerecognition systems will make user
authentication safer.

SECTION FIVE

Takeaways for lenders

Going digital is one thing. Going digital
in a way that chimes with different
customer groups is something different.
This requires lenders to understand
the varying expectations of their
customer audiences. The mobile device
revolution is in full effect but, in 2017, it
is the younger generations that remain
biggest consumers of this channel.

Few would argue that investment in a
multi-channel digital experience will
enhance a lender’s customer appeal, not
least because it enables the collection of
profiling data that can increase the firm’s
understanding of its customers, aiding
the creation of more accurately tailored
products and services. Here lies the key
to differentiation and reduced customer
attrition.
New technologies, like e-signatures
and biometric authentication, promise
to take digital engagement to the next
level, making life for both lenders and
customers faster, cheaper and more
convenient.

Lenders that have the foresight to
invest in moulding their products for
different customer segments while
using agile technology to enhance their
operational efficiency stand to prosper
the most. The power of this combination
will enable much needed competitive
differentiation in a rising market.
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SECTION SIX

6

Antisocial analysis

Stick to the #FACTs

2017 data suggests that lenders have struck a chord relative to the
amount of information they require applicants to divulge when applying
for credit.
75% of respondents felt that the information required on a loan
application is ‘about right’.
That said, detractors remain:

When addressing the issue of whether data drawn from an applicant’s
social media feeds should contribute to a lender’s loan suitability
assessment, however, the results approach the unanimous.

20% of respondents believe
that “too much” data is
needed.
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Only 11% of respondents felt
that social media data should
be used to help make a credit
decision, a sentiment shared
equally across millennials,
generation-x and baby
boomer generations.

Takeaways for lenders

Don’t go there – yet. While the availability of new
data sources enabled through digital innovation
is generally a force for good, social media feeds
are rarely a reliable depiction of the individual
that creates them. The overwhelming majority of
consumers appear to agree with this statement,
so a move into this domain is likely to be
unwelcome, if not damaging to a lender’s brand.

Instead, lenders should make smarter use of the data
sources currently available. Automated technologies
already enable the intelligent matching of an
applicant’s profile with market-wide loan scorecards
helping to secure the best loan for that applicant’s
individual circumstances. This technology is readily
available today.
The data sharing economy is already here with
some younger drivers agreeing to telematics
(which some would consider to be equally
intrusive) providing for cheaper insurance
and other consumers sharing exercise activity to
reduce the cost of health cover. Inevitably, social
media data has a role to play in credit decisioning,
and we see the potential for consumers to offer this
up to get a better rate or terms.

SECTION SEVEN
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Great expectations of a varied
and demanding market

Can lenders keep pace?

The data and takeaways in this report
paint a picture of an empowered,
informed and demanding customer.
Advances in consumer technology now
enable consumers to gather information
on rates, compare products and engage
with the lending industry faster and with
less effort than ever before.
The last decade has caused many
consumers to question their faith in
financial service providers. It is difficult
to say whether this, or the simple
availability of comparison tools, has
encouraged consumers to shop around
for the best deal.

The fact that at least half of the market
appears to insist on borrowing from an
established lender, indicates that many
consumers are aware of the industry’s
fragility and actively seek the comfort of
a recognised brand.

That said, the attitudinal shift toward
alternative lenders is hard to deny.
These providers, many of whom are able
to operate with greater agility than their
established counterparts, have gained
a significant foothold in the market. It
is all to play for in the battle between
established and alternative lenders.
Regulators like the Financial Conduct
Authority have raised the profile of
compliance significantly, adding to the
sense of consumer empowerment that
runs through this report. Perhaps moreso than ever before, consumers seem to
know their options and expect lenders
to engage with them, in real time,
by presenting products that are both
cost competitive and relevant to their
lifestyles and needs.

Those with the vision and
determination to embrace
‘agility’ as an operational
fundamental, investing
in the technologies that
drive cost and operational
efficiencies, stand to
benefit the most from
the rising market.

This is no small task for lenders.
Market differentiation in the coming
twelve months will be hard won and
the enabling role of smart technology
solutions cannot be overstated.
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