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Executive Summary
In recent months, the combination of high inflation
and sluggish wage growth has forced many households
to turn to personal loans and other forms of borrowing
in order to finance their expenditures. As a result,
unsecured lending (lending not supported by any type
of collateral) to households has increased rapidly, with
the value of outstanding consumer credit standing
at £209 billion as of February 2018, compared to
£196 billion at the same point the previous year.
The average annual interest rate on personal loans
has been falling in recent years and currently stands
at 7.3%, compared to 10% in January 2012, as rates
offered by banks have gradually been driven down by
the historically low base rate set by the Bank of England.
Over the same period, the interest rates advertised by
banks have fallen at an even faster pace, with the
advertised annual percentage rate (APR) for a £10,000
personal loan dropping from 8.6% in January 2012 to 3.8%
in February 2018. These findings point towards a widening
gap between the interest rates advertised by lenders and
the interest rates paid by UK consumers. This is reinforced
by the results of a survey of 1,500 recent personal loan
applicants, which shows that only two thirds of successful
loan applicants are offered a rate similar to the advertised
APR, with those offered a rate above the Representative
APR facing an interest rate that is on average 2.6
percentage points higher. The current regulations on
Representative APR have facilitated this discrepancy,
by allowing banks to quote ‘Representative rates’ in their
advertising that will in fact only be offered to a minimum
of 51% of successful loan applicants.
An examination of the marketing used by the UK’s
largest banks shows that Representative APRs are a
prominent part of advertising for personal loans, with
lenders’ websites commonly featuring a personal loans
calculator that shows a Representative APR based on
the size of loan and repayment period specified.
Meanwhile, our survey provides evidence that this
widespread use of Representative APRs in loan
marketing is having an impact on consumers’ choices,
with one-third stating that attaining the lowest possible
interest rate was their primary consideration when
choosing a lender. Moreover, the results of our consumer
survey highlight that a majority of consumers have not
been made fully aware of how interest rates used in bank
marketing should be interpreted, with 1 in 5 believing that
all successful loan applicants will receive the
Representative APR advertised.

The discrepancy between Representative APR and the
typical interest rates being offered to consumers has
significant ramifications for consumers. Firstly, many
households are facing higher loan servicing costs than
they had initially expected or planned for, costing UK
consumers an estimated £204 million each year. Secondly,
it is conceivable that many consumers may have applied
for larger loans than they would otherwise have done if
they had had a clearer idea of the interest rate they would
end up paying. These may be contributing to many
consumers’ difficulties in meeting their loan repayments.
Meanwhile, most loan applicants feel that it is misleading
that the Representative APR only has to be offered to 51%
of successful applicants, and the most popular response
when consumers were asked how the transparency of the
loan application process could be improved was to
provide greater clarity from the outset on what their
personal APR was likely to be. This suggests that lenders’
current use of Representative APRs in their advertising for
personal loans is detracting from the openness and
transparency of the loan application process.
Another area where many consumers are being kept
in the dark is the impact personal loan applications
can have on their credit score: over 1 in 5 recent loan
applicants in our survey were unaware that their credit
score could be affected by their application. This can
have particularly harmful consequences given the
tightening of credit scoring criteria that banks have
recently been reporting.

" Findings point
towards a widening
gap between the
interest rates
advertised by
lenders and the
interest rates paid
by UK consumers"
3

Introduction
Over the past year, UK households have had to contend with a notable rise
in the cost of living. With the annual rate of inflation comfortably outpacing
average wage growth, households have increasingly had to turn to borrowing
in order to finance their expenditures. Historically low interest rates have further
supported this trend. Although household expenditure growth fell significantly
in 2017, consumers remained the largest driver of the UK economy (ahead of
business investment, government spending and net trade), contributing to over
60% of overall GDP growth. Given the squeeze in real incomes that has taken
place in recent months, the growth in consumer credit has been essential in
fuelling household spending. Indeed, data from the Office for National Statistics
(ONS) show that in 2017, households were net borrowers for the first time since
records began in 1987.
This report – commissioned by Shawbrook Bank - examines the personal
loans market in the UK, including how it has evolved in size over time and how
borrowing habits vary across the country. We then go on to look at lenders’ use
of Representative annual percentage rates (APR) in the advertising of personal
loans, and to what extent advertised rates differ from the interest rates typically
offered to consumers. In order to gain an insight into how consumers interpret
Representative APR and their experiences of the personal loan application
process, we commissioned a survey of 1,500 UK adults who have applied for
a personal loan within the last two years. The key findings of this consumer
research are presented in the final section of this report.
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The personal loans market in the UK
Growth of consumer credit
As of February 2018, the value of outstanding unsecured
consumer credit stood at £209 billion, compared to £196 billion
at the same point the previous year. Of this amount, around
a third (£71 billion) is made up of credit card loans, with the
remaining two thirds comprised of personal loans, overdrafts
and other loan types (£139 billion). Our estimates, based on
figures from UK Finance, suggest that £60 billion of these are
personal loans.1

Figure 1
Value of outstanding consumer credit 2010 - present

Value of outstanding consumer credit in
February 2018 prices (£ billions)
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Figure 1 shows that consumer credit - which declined
significantly following the 2008 financial crisis and ensuing
recession - has been steadily on the rise since 2014. The
UK’s brightening economic outlook in 2014 and 2015
spurred household borrowing in these years, while more
recently the squeeze in household incomes has forced
an increasing share of consumers to turn to borrowing
to finance their expenditures. Cebr expects the Bank of
England to raise interest rates twice over the course of
2018, due to above target inflation, a tight labour market
and slow but steady economic growth. Higher interest
rates will represent a significant challenge both for

Source: Bank of England

households with variable interest rate loans and
households looking to take out new personal loans.
For the latter group in particular, securing finance
at an affordable rate may become increasingly
difficult in the coming months, and a transparent
market for personal loans will be essential in allowing
consumers to select the most appropriate option.
Misleading advertising practises by lenders could
lead to an increasing number of consumers
struggling to meet their repayments as the cost of
borrowing looks set to creep up in the medium term.

According to UK Finance, the value of outstanding personal loans issued by seven of the UK’s largest lenders
– which account for around 60% of the UK market – is £36bn.

1
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Lending hotspots across the UK
UK Finance publish quarterly statistics on the value of personal
loans issued by the UK’s largest lenders, who together account for
60% of personal loans. Figure 2 below illustrates the UK’s lending
hotspots, based on the average value of outstanding personal loans
per household.

Figure 2
Average value of outstanding personal loans per
household in Great Britain, by UK postcode area
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" Misleading
advertising practises
by lenders could lead
to an increasing
number of consumers
struggling to meet
their repayments"

Source: UK Finance, United Kingdom Census 2011
Scotland Census 2011, Cebr analysis
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The personal loans market in the UK continued

The average value of outstanding personal loans per
household varies significantly across the UK, from
£1,911 per household in the Uxbridge postcode area to
just £980 per household in the Dundee postcode area.
Three out of the five postcode areas with the highest
level of outstanding personal loans per household are
in Greater London (Uxbridge, Ilford and Harrow). The
remaining two are Slough and Salisbury in the South East
and South West respectively. Figure 2 illustrates that the
value of personal loans tends to decrease to the north of
the midlands and in the UK’s western and eastern coastal
areas. The areas with the lowest average value of
outstanding personal loans per household are mostly
located in Scotland, with the lowest levels recorded in
Dundee, Dumfries & Galloway, Kirkwall and Lerwick.

Figure 3
Average value of outstanding personal loans per household by UK region
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Source: UK Finance, Cebr analysis

" The proportion
of loans per
household as a
share of income
is the highest
in England’s
northern regions"

The figures suggest that households in London have
taken out larger personal loans than those in the rest of
the UK, with the average level of outstanding loans per
household standing at £1,805 in 2017. The regions with the
next highest levels of personal loans are the South East,
West Midlands and the North West, where the average
value of outstanding personal loans per household stands
at £1,553, £1,406 and £1,394 respectively. Average
incomes in London and the South East are higher than
elsewhere in the UK, which to some extent explains why
households in these regions have been able to service
larger loans. For all of the UK’s regions, the average value
of outstanding loans per household has increased
significantly between 2013 and 2017, by an average of
nearly 20%. In the South East, the value of personal loans
rose from £1,237 per household in 2013 to £1,553 in 2017
– a sizeable 25% increase.
When adjusting the average value of outstanding
personal loans per household for average levels of
income in each region, a drastically different picture
emerges. The proportion of loans per household as a
share of income is the highest in England’s northern
regions - the North East (5.3%), North West (5.3%) and
Yorkshire and the Humber (5.2%) - as well as in the West
Midlands (5.3%) and Wales (5.3%). London – which has
the highest average value of outstanding personal loans
per household – has the second lowest level of personal
loans as a share of income, at just 4.2%. These findings
suggest that the burden of debt weighs most strongly on
households in regions where average incomes are lower.
This makes the provision of affordable sources of finance
all the more important, since higher borrowing costs are
also felt most acutely by lower income households as
they generally have fewer resources from which to
absorb these costs. Outside of London, regions with a
relatively low value of outstanding loans as a share of
average income include the East of England (3.5%),
Scotland (4.4%) and the East Midlands (4.7%).

Figure 4
Value of outstanding loans as a share
of income
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The personal loans market in the UK continued
Lenders’ perspective on the personal
loans market
The Bank of England’s quarterly credit conditions survey
monitors the UK’s credit market by asking lenders about
their observations over the previous three months and
their expectations for the next three months. According
to the latest survey, consumer demand for unsecured
lending contracted sharply in the first quarter of 2018
– the second consecutive quarterly fall following increases
in six out of the seven previous quarters. There are a
number of factors that are causing consumers to rein in
their demand for consumer credit. The already high levels
of household debt mean that many are reaching their
borrowing limit. Meanwhile, consumer confidence
remains well below pre-Brexit referendum levels despite
recording some increases in recent months, and the
prospect of future interest rate rises is making consumers
more apprehensive about taking on new loans.

" Over 1 in 5 recent
personal loan
applicants were
not aware that
their credit score
could be adversely
affected by the loan
application process"

Figure 5
Availability of consumer credit 2009 - 2018
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Change in default rate of unsecured consumer loans
(net percentage balance)

Figure 6
Default rates on unsecured consumer loans
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According to the credit conditions survey, the availability
of unsecured credit to households fell throughout 2017 and
has continued to do so in 2018. This appears to have been
driven by a tightening of credit scoring criteria and a
consequent fall in loan approval rates. The prolonged
squeeze in real incomes that households have suffered
in recent months means that this contraction in the
availability of credit will have had a particularly large
impact. The falling availability of unsecured credit means
that it is increasingly important for households who wish
to secure loans to maintain a good credit score. However,
the results of our consumer survey presented in section 4
suggest that over 1 in 5 recent personal loan applicants
were not aware that their credit score could be adversely
affected by the loan application process. This indicates
that many consumers are unwittingly harming their future
borrowing prospects.
The reported tightening of the personal loans market
by UK lenders appears on the surface to be somewhat
inconsistent with the large expansion in consumer credit
in 2017. However, the annual growth rate of consumer
credit has now fallen below the peak growth rates
seen in 2016.
In eight out of the last nine quarters, lenders have
reported an increase in the default rate on unsecured
consumer loans. The increase in default rates could be
related to the fact that some consumers are applying
for loans that are more expensive than their initial
expectations based on the advertised Representative
APR. This may have caused many households to struggle
to meet their repayments.

" Some consumers are
applying for loans that
are more expensive
than their initial
expectations based
on the advertised
Representative APR"
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The gap between average interest rates on
loans and interest rates being advertised widens

Each month, the Bank of England publishes the average
interest rate advertised by banks for personal loans of
£5,000 and £10,000. The most recent figures show that
the average annual percentage rate (APR) quoted to
households for a £5,000 personal loan is 8.04%, while
the average APR for a £10,000 loan is 3.82%.

Figure 7
Comparison of average APR on personal loans and average advertised
APR for a £10,000 personal loan
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2
Average quoted interest rates are weighted by the size of the lending institution,
such that the rates advertised by the largest lenders are given the highest weighting.
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" The Representative APR
advertised for a £9,000
loan among the UK’s
major lenders varies
from 2.8% to 4.9%, well
below the 7.3% that
households on average
are paying."

A closer examination of the UK’s personal loans market
shows considerable variation between banks in the
Representative APR being advertised. Among 13 of the
UK’s largest lenders, the advertised APR for a £5,000
personal loan with a two-year repayment period ranges
from 3.4% to 14.5%, while the advertised APR for a £10,000
loan with the same repayment period ranges from 2.8%
to 4.9%. In almost all cases, the Representative example
featured prominently in the advertising for personal loans,
with all websites offering a personal loan calculator that
outputs a Representative APR depending on the size of
the loan and the repayment period specified.
According to Bank of England data, the average annual
interest rate on personal loans was 7.3% in February 2018.
An analysis by MoneySuperMarket found that of the
3 million personal loan enquiries the website received
between 2015 and 2017, the average loan value was just
under £9,000. The Representative APR advertised for
a £9,000 loan among the UK’s major lenders varies
from 2.8% to 4.9%, well below the 7.3% that households
on average are paying. This suggests a significant
discrepancy between the APRs being advertised
and the interest rates being offered to households.

Financial institutions in the UK are required to include
a Representative example when advertising financial
products such as personal loans. This includes a
Representative APR, which aims to give consumers
an initial idea of the cost of their desired loan. Since
the implementation of the European Union’s Consumer
Credit Directive in February 2011, the regulations
surrounding the interest rates that banks can advertise
have changed. Previously, the advertised rate had to
reflect the APR offered to at least two thirds of successful
applicants. Now, the Representative APR must reflect the
rate offered to at least 51% of successful loan applicants.
Other things being equal, this change allows banks to
advertise lower interest rates for personal loans, since
the Representative APR need only be offered to just over
half (rather than two thirds) of successful applicants.
This change appears to have had an impact on lenders’
marketing practises – figure 7 shows a clear divergence
between the average APR on personal loans and the
average advertised APR for a £10,000 personal loan
following the change in regulations in 2011. The steep
decline in the rate advertised for personal loans is likely
to have contributed to the rapid expansion in consumer
credit that the UK has seen since 2013.
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Consumer perspective on loan
application process
Consumer understanding
of Representative APR

Our analysis above suggests that the Representative
APRs being advertised by banks have become
increasingly unrepresentative of the actual interest
rate that will be offered to many successful loan
applicants. In order to gain consumers’ perspectives
on this issue, Cebr commissioned a survey of 1,500
individuals who have applied for a personal loan
within the last two years.

83% of respondents in our survey were aware of the
Representative APR when applying for the loan, which
confirms that this is a prominent feature of banks’
advertising for personal loans. Among all the factors
influencing the choice of lender, attaining the lowest
possible interest rate was found to be the most important
for consumers, with one-third (33%) stating that this
was their primary consideration. This suggests that
Representative APRs have a significant impact on
where consumers choose to apply for a personal loan.

Figure 8
Most important factors when choosing a personal loan
Competitiveness of interest rate
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" Representative
APRs being
advertised
by banks
have become
increasingly
unrepresentative"
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Our survey also delved into consumers’ understanding of the precise
meaning of the Representative APRs being advertised by lenders.
Interestingly, more than 4 in 5 (83%) of recent loan applicants expected
to be offered the Representative APR if their loan application was
successful. When asked what percentage of successful loan applicants
would be offered the Representative APR, the average response given
was 67%. Over 1 in 5 respondents were under the impression that the
Representative APR would be offered to all successful loan applicants,
while 62% expected this rate to be offered to more than 50% of
successful applicants. A majority (57%) of recent loan applicants were
not aware of the specific rule that the Representative APR would be
offered to only 51% of successful applicants. These results demonstrate
how a large share of borrowers do not have a full understanding of the
meaning of the Representative APRs being advertised by lenders, and
may well be making decisions based on an incorrect interpretation of
these rates. This affects not only which banks consumers choose to
apply to for a personal loan, but perhaps more importantly the size of
the loan applied for. Our survey has exposed the fact that many
consumers have an incomplete understanding of how Representative
APRs should be interpreted, which in turn means that many may go on
to take out loans that are more expensive than initially anticipated. The
magnitude of these higher borrowing costs faced by consumers across
the UK is discussed further in section 4.2 below.

" 57% of recent loan
applicants were
not aware of the
specific rule that
the Representative
APR would be
offered to only
51% of successful
applicants"

Figure 9
Percentage of successful loan applicants that consumers expected would
be offered the Representative APR
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Consumer perspective on loan application process continued

Outcomes of successful personal
loan applications
Three quarters (75%) of applicants were offered a loan
following their application, with just under two thirds (66%)
of those offered an interest rate roughly the same as
the Representative APR. Over 1 in 5 (21%) were offered
a higher rate. Among these, the average annual
interest rate offered was 10.1% compared to an average
Representative APR of 7.4%, which again highlights
a significant discrepancy. There is a large amount
of regional variation in the share of successful loan
applicants that are offered the Representative APR. In
Wales and the West Midlands, 75% and 79% of successful
applicants were offered the advertised APR. Meanwhile in
the South West and the North West, this share falls to just
54% and 60% respectively. This shows that the effects of
the use of Representative APR in loan marketing are being
felt to differing degrees across the country.
Unsurprisingly, the share of individuals who accepted
the loan when offered a rate similar to the Representative
APR was higher (89%) than the share of individuals who
accepted the loan when offered a rate above the
Representative APR. That being said, roughly 4 in 5 of
those offered a higher rate still accepted the offer, which
suggests that a significant number (13%) of consumers
who apply for a personal loan go on to take out a loan
that is more expensive than initially advertised. Based on
the results of our survey, lenders offering interest rates
above the Representative APR is costing UK consumers
roughly £204 million each year in extra interest rate
charges3. For those paying interest rates above the
Representative APR advertised, the average additional
cost each year for a £10,000 loan is £242.

"Lenders offering
interest rates above
the Representative
APR is costing UK
consumers roughly
£204 million each
year in extra interest
rate charges"

3 Calculation based on the average discrepancy between interest rate offered and Representative APR for consumers who take on a loan
despite being offered an interest rate above the Representative APR.
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Outcomes of unsuccessful personal loan applications
Figure 10
Alternative sources of finance applied to following unsuccessful
personal loan application
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Among those whose personal loan application was
unsuccessful, the most commonly cited reason was a
poor credit score, with other frequent answers including
insufficient income and high levels of existing debt. 34%
of unsuccessful personal loan applicants did not go on
to seek funding elsewhere. 20% went on to use a credit
card for funding, 18% sought funding from friends or
family, 15% applied to payday lenders, 15% applied for a
bank overdraft and just 13% went on to apply for another
personal loan. The average APR offered to those who
were successful in securing funding elsewhere was 14.8%,

roughly double the average Representative APR of 7.4%
in the initial personal loan application. This finding
illustrates that those who are unsuccessful in their
first personal loan application often go on to pay
considerably higher interest rates via alternative lending
sources – the interest rate differential shown in our survey
equates to £370 per year in extra interest rate charges on
a £5,000 loan.

17
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Consumer perspectives on the loan application process
The results of our consumer survey suggest that a majority
of consumers are dissatisfied with how Representative
APRs are currently being used in loan advertising. 63%
of recent loan applicants felt that it is misleading that
the Representative APR advertised only has to be offered
to a minimum of 51% of successful loan applicants.
Meanwhile, 38% felt that this fact was not made
sufficiently clear in banks’ advertising, compared to 36%
who felt that this was made clear enough. Although a
majority of consumers surveyed felt that the process of
applying for a personal loan was transparent, nearly a
quarter (24%) disagreed, pointing towards a sizeable share
of consumers who desire more openness in the loan
application process. When asked how the application
process could be made more transparent, the most
common response was that consumers want greater
clarity from the outset about what their personal APR was
likely to be. This shows how many loan applicants feel that
the widespread use of Representative APRs that may
differ widely from the APRs that are actually offered is
making the overall process less open and transparent.

"Although a majority of
consumers surveyed
are dissatisfied with
how Representative
APRs are currently
being used in loan
advertising"
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Maintaining a good credit score is increasingly important
for consumers given the tightening of credit scoring
criteria being reported by UK lenders. While 77% of loan
applicants were very or somewhat aware of their credit
score at the start of their application, more than 1 in 5
(22%) were not aware that their credit score could be
affected by the loan application process. These results
illustrate how a large number of consumers are applying
for loans without having been made aware of the
potential adverse consequences of their application.
This is highly problematic - especially given that some
of these loan applications will have been made on the
basis of often unrealistic Representative APRs. This points
to another area where clearer communication with
loan applicants could be beneficial to consumers.
7 in 10 respondents in our survey applied for a personal
loan with their existing bank, with trust and customer
services the most commonly cited reasons for doing so
– ahead of the competitiveness of the interest rate. This
emphasises that customer loyalty in the personal loans
market is formed most strongly through establishing trust
with consumers, something that might be undermined
by the use of misleading Representative APRs.

Conclusions
The personal loans market has had a considerable impact on the UK economy in recent months
by supporting consumer spending during a period of low confidence, rising prices and tepid
earnings growth. Consumer credit has been growing rapidly since 2014, and the average value
of outstanding personal loans per household has increased throughout the UK by 21% between
2013 and 2017.
The growing scale and significance of the
personal loans market means that it is more
important than ever that the loan application
process is open and transparent for
consumers. However, lenders’ widespread
use of Representative APRs to market personal
loans has contributed to the widening gap
between the interest rates being advertised
and the interest rates actually being paid by
consumers, such that Representative APRs have
become increasingly unrepresentative. This
problem is exacerbated by the fact that a
majority of surveyed consumers have not been
made fully aware of the precise interpretation
of a Representative APR, meaning that many
are applying for personal loans under the false
impression that they will receive the rate being
advertised. The results of our consumer survey
show that 83% of recent loan applicants
expected to be offered the Representative APR
when making their application, while 1 in 5
believed that all successful loan applicants
would be offered the advertised rate. We also
find that a significant number (1 in 5) of recent
loan applicants were not aware that their
credit score could be adversely affected by the
application process, which is particularly
pertinent given the tightening of credit scoring
criteria in recent months. Banks’ widespread
use of teaser rate advertising twinned with

many consumers’ lack of awareness of how
applications can impact their credit score
mean that a large number are making
applications that, if successful, will often be
more expensive than expected, and even if
unsuccessful could damage the prospects
of obtaining funding from elsewhere.
This lack of transparency has a number
of implications for consumers. Our survey
suggests that 13% of loan applicants go on
to take out a loan that is more expensive
than initially advertised. This is costing UK
consumers a total of £204 million each year
in extra interest costs. This phenomenon is
likely to have caused many consumers to
struggle with meeting their repayments and
will have contributed to the increasing default
rates that banks have reported in recent years.
From a customer perspective, lenders’ current
use of Representative APRs is having a
negative impact on consumers’ experience
of the loan application process. A majority of
consumers surveyed feel that it is misleading
that the Representative APR only has to be
offered to 51% of successful applicants, while
the most popular response when asked how
to make the application process more
transparent was greater clarity from the outset
on what their personal APR was likely to be.

"A majority of
consumers surveyed
feel that it is misleading
that the Representative
APR only has to be
offered to 51% of
successful applicants"
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