Truth and Banking
Consumers Matter: Loans

“	The personal loans
market has been stacked
against consumers for far
too long.
	 It’s time for change.
	The market needs to be
exposed to the full force
of competition. Only then,
will consumers really be
able to borrow well.”
Paul Pester
Chief Executive Officer
TSB Banking Group
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Foreword.
Nearly one in 10 people are estimated
to hold personal loans2 and recent data from the
Bank of England has shown that personal debt
has risen by nearly 11% in the past year alone.3
In this environment, it is more important than
ever that the market works in consumers’ interests
and that people are given the tools that they need
to make informed financial decisions, shop around
and switch.

The UK’s unsecured
personal loans market
contributes £23 billion
to the UK economy every
year. When consumers
are able to borrow well,
that money can be used to
fuel local economies right
across Britain – whether it’s
to local builders for home
improvement work, or a cardealership for a new motor.
1

But consumers can only borrow well when the
financial services industry enables them to do so,
and instead of fulfilling this responsibility, we have
identified that underhand tactics by a number of
players are resulting in a market where:
• consumers are being punished for shopping
around through unnecessary hard credit checks;
• consumers are being kept in the dark about
important product features which could save,
or cost them money; and
• consumers may feel trapped with their current
provider as there is no easy way of switching
their personal loan to another provider.
In short, the loans market is stacked against
consumers and what is more, we estimate that
this could be costing consumers as much as
£400 million each year.4
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So what can be done to
remedy this situation to
ensure that consumers
are able to borrow well?
We believe that three relatively straightforward
changes will go a long way to making the loans
market start working for consumers.

Successfully implementing these changes will,
we believe, lead to a loans market where consumers
are really able to borrow well. By enabling consumers
to shop around, switch and search more easily,
consumers will be able to make informed choices
about the level of borrowing they can afford; the
best product to meet their needs; and they will be
able to vote with their feet and move provider easily.
Ultimately, this will lead to a market that works in the
interests of consumers rather than the interests of
the big banks or aggressive loans providers.

1.
Customers must be able to shop around for
a good deal – by personal loan providers agreeing
never to perform a hard credit check until a customer
chooses to actually purchase a loan in full knowledge
of the APR and monthly repayment being offered.

Paul Pester
Chief Executive Officer

2.
Providers must come clean on hidden product
features to enable customers to compare products
and find the right one to meet their needs.

3.
The loans industry must create a new switching
service to free customers who feel trapped with
their current provider.

By enabling consumers
to shop around, switch
and search more easily,
consumers will be
able to make informed
choices about the level
of borrowing they can
afford; the best product
to meet their needs; and
they will be able to vote
with their feet and move
provider easily.
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The UK personal
loans market.
The UK personal loans
industry contributes
around £23 billion into the
UK economy every year.
That is money that
is helping to fuel economic
growth in communities
right across Britain.
While people take out personal loans for a variety
of different reasons, for the majority of us who
do use them, loans help us manage our finances,
or improve our living standards.
And the money that consumers borrow often goes
back into local economies right across Britain,
whether it’s to local builders for home improvement
work, or a car-dealership for a new motor.
While personal loans are an important way for
consumers to access finance, at a time of rising
personal debt it is more important than ever that the
market is working in the interests of UK consumers
and that consumers are able to borrow well – to
borrow not only what they can afford, but to be
assured that they know what they are getting from
their provider so that they can choose a product to
meet their needs.
If the industry prevents this from happening,
consumers are at risk of being considerably out of
pocket, and the financial services industry will move
even further away from restoring the trust it lost
during the financial crisis.

Why people take
out personal loans
17%

31%

3%

25%
24%
Debt consolidation
House and home improvement
Vehicle purchase or improvements
Holiday
Other
CACI's PLDB, November 2016
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Worryingly, many consumers feel that they are being
kept in the dark with 77% of consumers who have
taken out a loan in the past five years calling for
greater transparency over interest rates, and 76%
asking for more clarity on the amount they will have
to repay over the lifetime of their loan.5

Given this, it is clear that the personal loans
market is in severe need of reform. Only then,
will consumers reap the benefits of improved
value and service and be able to borrow well.

Consumers are right to feel this way, because
instead of empowering them to borrow well, many
providers are stacking all the cards against them
by preventing customers from being able to work
out what is the best deal to meet their needs, and
punishing them for shopping around.

Five top tips for borrowing well.

1.

3.

Work out what you can afford
Before taking out any lending products it’s really
important to make sure that your borrowing is
sustainable and that you know how much you will
have to pay back each month. A lot of providers
and price comparison websites have lending
calculators and these are useful tools to help keep
you in control of your finances.

Make sure you understand what you
are getting
While price is important, there are a lot of other
product features that can impact your finances –
such as whether or not you can take a repayment
holiday or how long it will take you to get your
money – make sure you have all the facts before
you sign on the dotted line.

2.

4.

Shop around
Lending products are a commitment and it’s
important to make sure that you are making the
right decision for you. Make sure that you look
properly at a number of products before applying
for a loan, prioritising lenders who offer a
personalised “soft search” that allows you to
know exactly what you’ll pay, without performing
a hard credit check.

Review your products at least once a year
As different deals come onto the market regularly,
it’s important to frequently get quotes from other
providers – that don’t issue hard credit checks –
to make sure that you are still on the best deal,
but make sure you also understand the impact
of any early repayment charge.

5.
Be prepared to switch
Switching can save you money.
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The personal loans
market is stacked
against consumers.
For any market to be working Customers are being
in the interests of consumers, punished for shopping
as a bare minimum
around.
In order to borrow well, customers need to be
consumers need to be able
given the opportunity to shop around for
different products so that they can work out which
to shop around freely,
ones are right for them.
be given the tools they
As a starting point, when a customer sees an
attractive interest rate, they need certainty that they
need to understand which
can benefit from it before they commit to taking out
products are right for them, a personal loan.
banks and lenders like TSB provide consumers
and be able to switch easily. Some
with a personalised quote at the point of enquiry
without affecting their credit record. This makes clear
The personal loans market,
what interest rate a customer will be offered if they are
for the loan. And it provides certainty to a
however, is failing consumers accepted
consumer before they proceed with a loan application
about the rate of interest they will have to pay if they
on all of these fronts.
choose that provider. Then if they don’t like the offer
they have been given, they can easily look somewhere
else without any effect on their credit record.

40%

of consumers surveyed who
have taken out a loan in the
past five years have no idea
whether or not their provider
issued a hard credit check
at the point of enquiry.

61%

of providers don't show
consumers their final
interest rate without
them first completing
a hard credit
check.
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61% of open market loan providers (the
companies consumers can apply for a loan with
without having an existing relationship), however,
don’t show consumers their final, personalised
interest rate without completing a hard credit check.
These providers make customers apply for a loan
without giving them any certainty about what
interest rate they will be offered before they apply.6
This means that if a customer is unhappy with the
interest rate they are offered and decide to look
elsewhere, each and every time they go to
one of these providers, they will get a mark
on their credit score.
Over time, this can restrict the amount of credit
they will be offered because these hard credit
checks will appear as multiple credit searches on
a consumer’s credit record and can be seen as
a potential indicator of risk. Not only could this
result in a customer having to pay a higher price
for lending, it could also increase the probability
that a customer will be declined.7 By behaving
in this way, almost two thirds of open market
providers are effectively punishing
consumers for shopping around.
Compare this behaviour to nearly any other
industry – when a customer shops around for
a new car or a washing machine they will usually
get the product they want at the lowest possible
price; in the loans market, this same behaviour
could paradoxically see a consumer getting
a more expensive deal, or potentially no deal
at all.

We believe that this practice of preventing and
punishing consumers for shopping around could be
costing them as much as £400 million each year.
More worrying still, is the fact that so few
consumers are aware that the industry is
doing this.
A recent survey conducted by YouGov for TSB
found that 40% of consumers who have taken
out a personal loan in the past five years have no
idea whether or not they received a hard credit
check when they asked for a quote.8

Underhand
tactics by the personal
loans market is costing
consumers as much as

£400

million a year.

Hard credit checks punish consumers...

Lucy wants to borrow £8,000
to put towards her first car and
with so many deals advertised
she wants to make sure she is
getting the right price.

She finds a provider with the
best headline rate of 3.0%, but
is unable to find out whether she
will be eligible for this rate or what
her repayments might be without
completing an application. Lucy
doesn’t know that completing this
application will have an impact on
her credit record.
After applying, Lucy is told that
while she will be accepted for
a loan by the provider, she won’t
receive the headline rate and
is instead offered an interest rate
of 9.9%, so she decides to
shop around.

Lucy has a similar experience
with three more providers.
Eventually, the fifth lender that
Lucy tries offers her an interest
rate of 4.9%, which she accepts.
However, unbeknown to her,
if she hadn’t accumulated four
hard credit checks from the four
previous loan applications already
on her credit record, she would
have been eligible for 3.1% with
this, and other, providers, meaning
she loses out by £375, just for
shopping around.9
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The Borrow Well
Checklist.
Many providers
hide important
product features
from consumers.
Consumers need to be given the tools to be able
to work out which product is right for them.
At face value, loans seem like straightforward
financial products – in fact 78% of the people we
surveyed felt this was the case10 – but we believe
that there is a false transparency in the personal
loans market where key product features, fees
and charges are often deliberately obscured from
consumers.
In fact, we think that there are at least five key
features and charges that customers need to
be aware of before they request a quote or apply
for a loan.

Will I get a hard credit check
when shopping around for
the best deal?
Make sure you know which
providers punish you for shopping
around with a hard credit check
when searching for a quote.

How much the loan will
cost me?
While some providers give
you a personalised quote at the
point of enquiry, others will make
you go through a full application
process before letting you
know how much you will have
to pay – make sure you don’t
get caught out.

But what is incredibly telling is just how few
consumers feel they have this information before
making a decision on a personal loan.
Recent research conducted by YouGov found
that 39% of consumers who have taken out a
personal loan in the past five years were unsure
if their provider offered them a repayment holiday;
while 27% were unsure if they could make
overpayments; and 27% were unsure if there
was an Early Repayment Charge for paying off
the loan early.11
The research also found that one in 10 consumers
with a loan did not feel their provider was clear
enough with them about the interest rate they
would be offered – the most basic, critical aspect
of any loan product.
This clearly indicates that rather than be
transparent with consumers, many in the industry
are instead keeping consumers in the dark over
key product features.
What is more, these providers are benefiting
from this culture of opacity as without more
transparency many customers will not realise that
they could get a better deal elsewhere.

Will I have the opportunity
to take a repayment holiday?
Make sure you know whether
your product has the flexibility
to allow you to take a repayment
holiday without penalty.

Can I flex the amount
I pay back to suit my needs?
Make sure you find out
whether or not you will be
hit with a hidden charge for
making overpayments.

When will I receive my funds?
Make sure you know when the
money will reach your account.
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Recent research conducted by YouGov found that:

27%

were unsure if they could
make overpayments.
Early repayment charge levied (27%)

27%

were unsure if there was
an Early Repayment Charge
for paying off the loan early.11
Overpayments offered (27%)

39%

of consumers who have taken
out a personal loan in the
past five years were unsure
if their provider offered
them a repayment holiday.

Repayment holidays offered (39%)

YouGov, survey conducted for TSB, Jan-Feb 2017

Customers feel trapped
with their loan provider.
Even if consumers are provided with enough
information to make an informed decision on
a personal loan product, existing personal loans
customers looking to switch their provider
may find themselves unable to take advantage
of better deals.
While they may not currently work for all consumers,
most retail products have their own switching services.
Unlike the current account market, which has the
Current Account Switching Service, the ISA market
which benefits from ISA transfer rules, or the credit
card market which allows balance transfers, personal
loan providers do not provide a mechanism for customers
to be able to switch easily.
Instead, customers are told to “do it yourself” – and this
is no easy process.

If a customer wants to switch their loan provider, the
first thing they have to do is get an early settlement
quote before shopping around – this will let them know
if it pays to switch.
Once they have this, they can’t just transfer their existing
loan to another provider – they will need to take a new
loan out with someone else while the other one is already
open and then pay their first loan back manually.
Unlike ISAs or credit cards, this means that customers
have to have two loans open at once in order to be able
to switch. In loans, the skewed market is therefore
resulting in an environment where customers have to take
on more debt in order to benefit from cheaper lending.
And in many circumstances, this may lead to perfectly
financially solvent customers being refused lending,
with the new lender unable to be certain that the old
loan will be closed. Customers may therefore be unfairly
assessed on their ability to meet repayments on both
loans, even though the vast majority will close their old
loan straight away.
This unnecessary hassle for customers is also particularly
challenging for financially vulnerable individuals.
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Customers are
being punished for
shopping around.

As a result, customers
may feel trapped with
their current provider and
unable to benefit from
lower prices, or a product
that better suits their
financial situation.
We believe that the combination of these three
major failings in the personal loans industry is
resulting in a market that is not working for UK
consumers. Instead, consumers are punished for
shopping around; restricted from being given the
tools they need to work out which product is
right from them; and prevented from being able
to switch to a better deal.

Many providers
hide important
product features
from consumers.
Customers
feel trapped
with their loan
provider.

Consumers want to switch to a better deal...
Ben wanted to borrow £15,000
to pay for a new kitchen.

So she looked for a switching
service and couldn’t find one.

In November, he chose a provider
that would give him a loan at a rate
of 16.4%, with monthly repayments
of £360.

Because there is no easy way
to switch, Ben feels locked into
the loan he already has.12

But in January, his wife Sarah found
a loan on the market for 2.9% and
worked out that if Ben refinanced he
would save £50 a month and
£2,300 over the lifetime of the loan.
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Three simple
changes will help
to transform
the personal loans
industry.
So, if three interconnected
issues are punishing
consumers, what can
be done to ensure that
consumers can get a
better deal from their
personal loans providers?

1.
Customers must be
allowed to shop around
for a good deal.
Personal loans providers must agree never to perform
a hard credit check until the customer chooses to
actually purchase a loan in full knowledge of the price
being offered.
The practice whereby some providers issue a hard
credit check in order to issue a customer with a
personalised price needs to end. There is no reason
to punish customers in this way.
And consumers want change, with 78% calling
for providers to be more transparent over whether
or not they will receive a hard credit check when they
ask for a quote or what their monthly repayments
might be.13
Instead, providers must commit to not performing
hard credit checks until after a consumer has been
given their personalised interest rate and has decided
to apply for the loan. This will end an environment
where some providers are effectively punishing
customers for shopping around for a better deal.
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2.
Providers must come
clean on hidden product
features to enable
customers to compare
products and find the
right one for them.
If there are five key features that customers
need to be clear about when requesting a quote
from any given provider, then it is beholden on the
industry to publish this information, in a standardised
way that customers can use to compare products
more easily. As well as publish this information
independently, personal loans providers should also
make it available to price comparison websites for
inclusion in best buy tables.
We believe that this can be a game changer for
customers, as not only will they be confident
in their product choices, they may also be able to
save money. Our own internal analysis reveals that
key product features like overpayments saves an
average TSB customer £600 over the lifetime of their
loan,14 while repayment holidays, which under half of
all UK loans customers are able to benefit from,15 are
used by over one in 10 TSB customers to help them
manage their finances.16
It’s clear that customers need to know whether they
can benefit from features that can save them money
before they take out a loan – and what is more, they
are calling for more transparency.
Recent research has shown that 78% of people
want personal loans providers to be clearer over fees
and charges; 65% want more transparency about
how long it will take to receive funds; while 61% are
calling for providers to be more transparent about
the number of applicants that receive the advertised
interest rate for a loan.17
Personal loans customers are telling the industry that
it is time to inject greater levels of transparency into
the loans market, so that they can be given the tools
they need to make informed financial decisions.

3.
The industry must stop
locking in customers
by creating a switching
service.
If switching mechanisms can be created for
current accounts, mortgages, credit cards and
ISAs, then why not for personal loans?
We believe that the industry should work with the
FCA and the payments regulator to find a solution
to free those consumers who feel trapped with
their current personal loans providers, so that they
can benefit from better deals.
69% of consumers with unsecured personal
loans support a move to make switching in the
loans industry easier.18 And a personal loans
market that enables switching will see the balance
of power shift to customers, who will be able to
vote with their feet if the service and product they
receive isn’t up to scratch, as they will be able
to get a better deal elsewhere.
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Conclusion.
In an environment where the level of
personal debt is increasing,
it is more important than ever that
consumers are able to borrow well.

Due to the behaviour of many
personal loans providers, however,
the personal loans market is
stacked against consumers.
Any market which punishes
consumers for shopping around,
obscures key product features
and does not enable people to
switch freely is one severely in
need of reform.

By committing to three relatively
straight forward changes, we believe
that the industry can go a long
way to rebalancing the personal loans
market to support the interest
of consumers.
A commitment to stop hard credit
checks when issuing customers
with a quote; an obligation to provide
greater transparency over key
product features; and the creation
of a new switching mechanism
in the loans market are all common
sense solutions to a market which
has been stacked against consumers
for far too long.

Any market which punishes
consumers for shopping
around, obscures key
product features and does
not enable people to switch
freely is one severely in
need of reform.
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More
information.

15

TSB understands that it’s
not always obvious what
is happening in banks,
which is why we are
committed to being open
and transparent with
our customers.
Our Truth and Banking portal (www.tsb.co.uk/
straightforward-money/truth-and-banking/)
is our way of sharing more information with our
customers and showing them how TSB works.
Truth and Banking has information about the way
TSB works, competition in the banking sector and
what we think should be done to ensure the sector
is working for consumers.
We need to see banking exposed to the full
force of competition to ensure consumers get
a better deal.
If you would like further information please contact
media@tsb.co.uk or tweet us @tsb_News.
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About
TSB.
TSB was created to bring
more competition to UK
banking and ultimately
make banking better for all
UK consumers.
TSB only serves local consumers and local
businesses, to help fuel local economies, because
communities thriving across Britain are a good thing
for all of us. That is what we mean by local banking.
We have a simple, straightforward and transparent
banking model and make clear on our website how
we operate and make money. We offer the products
and services people tell us they want, with none
of the funny stuff people normally associate with
traditional banks.
This is why we are committed to helping customers
with a TSB loan to borrow well, and we make clear
that:
	We will not issue a hard credit check when
a customer is looking for a quote.
	Customers can find out how much a TSB loan
will cost them before they apply.
	We give customers the opportunity to take two
repayment holidays each year.
	We enable customers to flex the amount they
pay back to suit their needs without charge.
	We provide customers with certainty that they
will get their money quickly.

When TSB launched in 2013 we set out to build
a different sort of bank, working in partnership to
serve the local communities we’re a part of, rather
than the other way around. This is why we have
a partnership culture, whereby all of our employees
are Partners in the business.
In addition, TSB was first bank to scrap sales
targets, and instead, all TSB Partners, from our
most junior new recruit to CEO, share in the
TSB Award – a form of annual profit share worth
10% of our salaries and awarded purely on delivering
great service to our customers.
And so far our approach seems to be working.
We’ve already been recognised as Britain’s most
recommended high street bank and we have
recently been named as one of the Sunday Times
“Top 10 Best Big Companies to Work for”.
For more information about TSB Bank plc,
please visit our website www.tsb.co.uk.

Call
0207 0039 369
Email media@tsb.co.uk
Twitter @TSB_News
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