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About Fair By Design

Fair By Design is the only advocacy programme in the UK dedicated to tackling the
poverty premium. To eradicate the poverty premium, we need to reshape essential
services such as energy, credit and insurance so that they do not cost more if you live in
poverty. Alongside this, we need to address the systems and structures that create this
premium so that people on low incomes pay a fair price across all essential services.

Premium finance is one example of the poverty premium. People living in the most
deprived areas can pay more than £300 extra each year for their car insurance.
This premium increases to almost £400 extra per year if they pay monthly instead of
annually.

We also work closely with people with lived experience, so they can inform our priorities,
approach and asks. We put people with lived experience at the heart of what we do and
strive to leave a legacy where being inclusive in the design of policy, regulation and
services is the norm.

Fair By Design is managed by the Barrow Cadbury Trust on behalf of a group of
foundations.

For more information about this response please contact Rebecca Deegan, Director at
Fair By Design: r.deegan@barrowcadbury.org.uk.

Our response
1. The FCA must act now

The Premium Finance Market Study Update (the Update) confirms that premium finance
does not represent fair value for some customers and that regulatory intervention is
required. It shows that there is significant variation in the costs consumers face to
access premium finance and that “revenues appear to materially exceed costs for some
providers”. These findings suggest that there is not always a reasonable relationship
between the cost and benefit, and that those charging the highest rates are unlikely to
be supporting customers to pursue their financial objectives or to be actively striving to
deliver good outcomes for their customers.


mailto:r.deegan@barrowcadbury.org.uk

This means that, as noted in the Update, the existing regulatory framework provides the
FCA with sufficient regulatory powers to take immediate action against insurers that are
not offering customers fair value. Therefore, the FCA should start action against those
insurers now. It has been more than two years since the FCA wrote to insurance CEOs
warning premium finance charges could be in breach of their rules. We urge the FCA to
take decisive action now as the pace of action to date is too slow for the 21 million
policyholders that are paying for their insurance monthly.

2. The link between premium finance and vulnerability

The Update shows that in 2024 60% of motor policyholders who paid by instalments did
so because they could not afford to pay in a single annual payment. It also found that
paying for insurance in instalments is more common amongst those with one or more of
the four key drivers of financial vulnerability, as well as amongst those already in
financial difficulty and with low financial resilience.

The Update also shows that paying in instalments is more common amongst women,
some racially minoritised groups, and those with health conditions. We could not
ascertain from the Update whether these groups were most at risk of facing the highest
charges for accessing premium finance. The FCA should review whether this is the
case, and if it is, then insurers would need to prove that they meet the exception in the
Equality Act (2010) for statistically and actuarially justifiable risk-reflective pricing factors
i.e. that their approach to pricing is not discriminatory. Finally, the Update shows that
renters and lone parents are more likely to pay for their insurance in instalments, and we
know that these groups experience higher than average levels of poverty.

The ECA’s 2024 Financial Lives Survey also found that between 2022 and 2024, the
number of people holding motor insurance policies decreased among adults aged 25-44,
renters and among Black and mixed/multiple ethnic adults, at the same time it rose
amongst homeowners and those aged 65+. In many parts of the country, being able to
drive directly impacts our ability to access employment, further education and healthcare
services — Fair 4 All Finance’s Segmentation Survey found that 63% of adults in
financially vulnerable circumstances use their car get to work. It also enables us to take
part in activities that improve our health and sense of community such as seeing friends
and family, buying food in bulk from larger supermarkets which can often be cheaper,
and taking part in physical exercise. All of this contributes to whether people are
financially and societally included or excluded — and so the requirement on the FCA to
have regard to financial inclusion further strengthens the imperative for the FCA to
address premium finance at pace.

If current premium finance models lead to systematically worse outcomes for low-income
groups, then inaction is not neutral — it is permissive of harm.

3. The value of engaging people with lived experience
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Consumers are experts by experience of how a market works for them, and so they are
well-placed to explain how policies, regulations, products and services meet their needs.
Inclusive design requires regulators, government and businesses to work alongside
people with a relevant breadth of lived experiences to ensure that all consumers can
access the products and services they need.

Effective inclusive design is more than just a methodology to apply to specific products
and services to tackle existing poverty premiums. It is about organisations, markets and
an economic system that embrace diversity as a source of innovation so that new
poverty premiums do not arise in the future. It is an important tool for redesigning our
policy and regulatory framework so that it is inclusive and equitable.

Inclusive design recognises that there is not a ‘one-size-fits-all' to financial inclusion and
that to achieve equitable outcomes different people will benefit from different consumer
protections, policy interventions, financial products and services, communications and
incentives. Inclusive design has many benefits including:

¢ Increasing market reach and driving innovation, which can support both financial
inclusion and inclusive economic growth by transforming currently under-served
groups into consumers.

¢ Building insight that increases the likelihood that interventions will work well for
the target beneficiaries and avoiding unintended consequences that could lead to
harm or inefficiencies.

e It can help develop policymakers’ ability to position and embed policy
interventions that could otherwise be driven by bias or a limited understanding of
other people’s realities.

e |t aligns with existing requirements under the Equality Act (2010) and the
Consumer Duty. Therefore, including this approach will support compliance.

The FCA should lead by example and apply inclusive design principles to its own work.
Currently the FCA requires firms to commit to inclusive design principles as part of its
consumer vulnerability guidance, however, it does not commit to following the same
principles at every stage of the regulatory process i.e. from setting long-term strategy, to
understanding market challenges and developing solutions / regulatory updates. For
markets to be fully inclusive, the regulatory environment must also be inclusive as firms
and competition alone will not lead to equitable outcomes for consumers. The poverty
premium and premium finance are prime examples of the current regulatory environment
and market practices leading to inequitable outcomes.

4. The FCA’s premium finance study should be seen as a chance to restore
trust, deliver fairness, and prevent financial exclusion.

Some insurers are already offering customers the option of paying monthly without
additional charges. There are also other products available that provide customers with
credit at no additional cost if they make their repayments on time, such as Buy Now Pay
Later (BNPL). In addition, other household bills such as Council Tax, service charges



and un-metered water bills are spread out over a year without additional charges. These
examples all suggest that extra charges for paying monthly can be eliminated. We
appreciate this could impact customers who currently pay annually, and so as a
minimum premium finance should be reduced so that it is brought into line with the costs
to service this method of payment and to reflect the relatively low credit risk given the
insurer can cancel the policy if one or more payments are missed once reasonable
notice is provided.

We are also concerned with the FCA'’s findings that the choice to pay monthly is being
used by some insurers as a risk indicator (often described as 'double dipping'). We are
supportive of the FCA's commitment to firm-based supervision regarding this practice.
Whilst it extends beyond the scope of this Market Study, we encourage the FCA to
review whether insurers are using other risk factors that do not have an objective and
reasonable basis when calculating premiums.

To achieve fairness and prevent financial exclusion we want to see the FCA:

¢ Introduce clear expectations around the fair value of premium finance, in line with
the principle of fair value and the Consumer Duty. In our recent report ‘Driving
change: Policy ideas to tackle the car insurance poverty premium’ we included a
checklist that insurers could use as part of their assessment of whether they are
compliant with the Consumer Duty.

e |Improve transparency so consumers understand that they are taking out two
products, exactly how much extra they are paying for choosing to pay monthly by
using premium finance, and how this compares to other forms of credit. This
should include transparency around how this choice has affected their overall
premium i.e. if it has been treated as a risk-related pricing factor (‘double
dipping’).

e Use inclusive design principles so that insurers and brokers must consider
payment methods and the communication of them as a core part of product
design, not an afterthought. With a focus on those demographics who are most
likely to pay for their insurance in instalments and those on a low-income and in
vulnerable circumstances who are least able to afford unreasonably high
premiums. We appreciate the FCA has many varied mechanisms for bringing
lived experience into its work, however, if it would be helpful to engage with
members of our lived experience panel who have faced this poverty premium, to
discuss potential solutions as the Market Study progresses, we would be
delighted to facilitate this engagement.
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