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Purpose 

The purpose of the research report finalised in December 2017 was to examine the extent and variety of interest rate restrictions within the EU and further afield, with a view to assessing the appropriateness of introducing such a restriction in the Irish market. 

Moneylending industry in Ireland

Licensed moneylending is a form of lending which is legislated for and is subject to authorisation and regulation within the boundaries of the relevant legislative provisions. All licensed moneylending firms in Ireland are currently subject to a restriction on their total cost of credit. They are currently licensed to charge interest rates of up to 187% excluding collection charges and up to 287% including collection charges (known as annual percentage rates - APRs). 

There are 39 licensed moneylending firms in Ireland. Currently, these 39 licensed moneylending firms have outstanding loans valued at about €153 million.  The average loan size is €566, over an average period of 9 months. There are an estimated 330,000 customers of moneylending firms in Ireland, a majority of whom are female, in the lower socio-economic group and between 35 and 54 years of age. 31 of the 39 firms are categorised as home collection credit firms. Home collection credit firms involve APRs of up to 287% and calling to the customers’ homes on a weekly basis to collect loan repayments. Despite the extremely high-cost of moneylending credit, customers report satisfaction with the convenience and ease with which they can borrow from and repay moneylending firms. 

The remaining firms are catalogue companies. Catalogue companies typically have lower APRs than home credit companies, with interest rates in the region of 43% - 72%. Almost 50% of the customers of moneylending firms are customers of catalogue companies. 

It should be noted that the Central Bank of Ireland has not granted a licence to any “payday” type lender, where lending is generally over several weeks, although this appears to be a natural evolution in this type of lending elsewhere. Some of the price caps in other jurisdictions (e.g. UK) have been specifically introduced for this type of lending.

EU - Interest rate restrictions

Globally, interest rate restrictions have become more prevalent in both developed and developing countries in recent years. In Europe, there has been a clear trend towards the use of interest rate restrictions as a policy tool to control high-cost credit. Today, 21 of the EU28 member states now have some form of interest rate cap on high-cost credit. Ironically, Ireland is included in the 21, due to the interest rate cap of 1% per month on credit union lending.  The 21 include the three largest economies in the EU (post Brexit) – Germany, France and Italy. 
In some cases, the restriction is directed at bank lending, such as instalment loans, overdrafts or credit cards. In other cases, it is directed at non-bank lending such as payday/SMS (text) loans or home credit. The latter accounts for much of the recent increase in IRR as a policy tool in EU member states. Some countries have tightened their existing IRR legislation in recent years, either in response to the expansion of payday/SMS loans and home credit, or to curb attempts to circumvent existing legislation. Ireland is now in a minority of countries in Europe that has no formalised interest rate restriction on high-cost credit. 

Morality and Social Justice

In answering the question, is it right that Ireland should permit interest rates of up to 187% (APRs of 287%) levied mainly on low income individuals and families, Germany is an example of relevance. The German Supreme Court has established a very strong presumption that interest rates that are over double the relevant market rate lack moral legitimacy. Other examples in the EU include Spain, where an interest rate of 24% was deemed “excessive” and Finland, where an interest rate of 118% was seen as “unconscionable”. These examples raise the question of the moral legitimacy and social justice of permitting excessive interest rates for access to credit, which often targets the most vulnerable and financially excluded consumers.  

Downsides of Doorstep Moneylending

The research has highlighted many downsides that arise from doorstep moneylending. In the UK, 52% of home credit users believed that using this form of credit had trapped them into a cycle of borrowing (U.K. Personal Finance Research Centre, 2013). Repeat usage is a concern in terms of how much income is being spent on high-cost credit, especially given that 14% feel trapped by their use of moneylending firms (Central Bank 2013). Many experts in European countries highlighted the fact that high-cost lending is particularly targeted at people on low incomes, leading to a spiral of increased indebtedness and an inability to maintain payments for essential items such as rent and utility bills.

Illegal moneylenders

One of the main barriers to placing an interest rate restriction on licensed moneylending firms is the fear that it will drive people to use illegal moneylenders. Illegal moneylenders are one possible alternative credit source; however, they are not the only nor the preferred alternative. Research has shown that many of those who use moneylending firms in Ireland already use other sources of legal credit (Byrne, McCarthy & Ward, 2005). In addition, as evidenced by the recent impact of an interest rate cap on high-cost payday credit in the UK, a migration to illegal providers is not an inevitable consequence of an interest rate restriction. Furthermore, the U.K. Personal Finance Research Centre (2013: vii) states that, in their survey of 1,451 customers of high-cost credit providers, “using an illegal lender was not an option that the vast majority of customers would consider” in light of a restriction of credit from legal suppliers of high-cost credit. 

Effects of introducing interest rate restrictions

A restriction on interest rates and the total cost of credit will encourage moneylending firms to re-examine their business model. This is likely to result in some people no longer being able to access credit from this source. Reduction in the supply of credit must be matched by an alternative for individuals willing and able to repay the loan. There is no clear evidence to suggest that people will turn to illegal moneylenders where the supply of credit from licensed moneylending firms is lessened. The credit union movement was set up in the 1950s, to address, inter alia, the issue of access to reasonably priced credit. It represents the obvious alternative to the licensed moneylending firms. Its Personal Micro Credit (PMC) initiative, for example, is emerging as a credible and affordable alternative for social welfare recipients. 





Recommendations

The introduction of any interest rate restriction regime requires an accompanying infrastructure that will serve as the mainstream alternative to the moneylending sources of credit. The overall remit of policy, legislation and regulation should be to encourage and support existing alternatives, such as credit unions, including their PMC loan scheme, which are currently the only and practical alternative. Any interest rate restriction regime should be coupled with a limit on other fees and charges and a limit on the total cost of credit, with the rules carefully designed to avoid circumvention through the introduction of other ‘innovative’ fees and charges.  The findings from this study also recommend actions to enhance consumer protection and financial inclusion for Irish consumers of high-cost credit. Further work is needed to understand how greater financial inclusion can be embedded in policy and financial service provision together with building the capacity of individuals. The latter includes the need for longer-term financial educational initiatives. The three key recommendations are:

1. Government to adopt a policy that prohibits usurious rates of interest in the interests of fairness to the most vulnerable in Irish society by the introduction of a restriction on interest rates and charges. 

2. Such a policy to be conditional on the credit union movement in Ireland committing to, and being enabled, to serve the community currently serviced by the moneylending firms, subject always to adherence to prudent credit guidelines.

3. In consultation with the credit union sector, the Department of Finance consider increasing the 1% monthly cap on interest rates for credit unions as per Section 38 (1)(a) of the Credit Union Act, 1997, for this type of lending to cater for the significantly greater costs associated with such small lending.
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