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About Fair By Design

Fair By Design is a ten-year systems change programme dedicated to eliminating the poverty
premium in the UK — the extra costs that people on low incomes pay for essential products
and services including energy, credit, insurance and payments.

We welcome the Mills Review and submit this evidence to ensure that the risks and
opportunities that Al presents for people on low incomes are central to the FCA'’s thinking as it
shapes its approach to Al-enabled financial services.

We appreciate this is after the deadline for written submissions, but having attended a
consumer roundtable and FCA Consumer Working Group where the Review was discussed we
hope this submission is helpful in informing the Review’s ongoing work, particularly in ensuring
that financial inclusion considerations are fully reflected in the analysis.

Executive Summary

The Mills Review arrives at a critical moment. Al is being rapidly embedded into precisely the
sectors - credit, insurance and payments - where the poverty premium is most acute. The
FCA's response will either entrench existing inequalities at scale and speed, or help dismantle
them.

Fair By Design's submission makes two interconnected arguments:

»  Without deliberate design choices and regulatory guardrails, Al risks automating and
accelerating the poverty premium through algorithmic bias in credit and insurance,
exclusion from Al-enabled tools, exploitative personalisation, and the migration of harm
outside the regulatory perimeter.

»  With the right regulatory framework, Al represents the most significant opportunity in a
generation to reduce the poverty premium through fairer credit assessment, lower
servicing costs that make affordable lending viable, automatic switching that reduces
inertia, and increased access to financial guidance.

The FCA's choices about the pace, direction and governance of Al adoption in financial
services will determine which of these futures materialises.

We urge the FCA to adopt financial inclusion as an explicit Al regulatory objective, and to treat
the poverty premium as a live test of whether Al in financial services is delivering for everyone.

Our key asks are: an explicit financial inclusion objective alongside competition and
innovation; require firms to assess and monitor the distributional impacts of Al-driven decisions;
ensure efficiency gains benefit consumers; targeted access to regulatory sandboxing for
inclusion-focused providers; updated vulnerability guidance for Al-mediated contexts; and data
access rules under Open Finance designed specifically to benefit lower-income consumers.
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Introduction: Al and the Poverty Premium

The poverty premium is not a marginal issue. It is a structural feature of how financial services
in the UK are currently designed. People on low incomes pay more for credit and insurance
because market design and commercial incentives have combined to produce that outcome
systematically.

Al is being deployed at pace in the markets where the poverty premium is most acute. This
creates a fork in the road. Al could entrench and accelerate the poverty premium, training
systems on historical data that reflects existing disadvantage, deploying hyper-personalisation
in ways that extract greater value from financial vulnerability, and excluding lower-income
consumers from the benefits of innovation while exposing them to its risks. Or Al could begin to
dismantle the poverty premium by enabling fairer risk assessment, reducing servicing costs to

make affordable small-sum lending viable, and increasing access to financial guidance.

Fair By Design's submission addresses each of the Review's four themes but focuses
particularly on Theme 3 (Consumer Trends) and Theme 4 (Regulatory Approach).

Al and the Poverty Premium: Risks and Opportunities

The table below sets out, across eleven dimensions, the key risks and opportunities that Al
presents for people on low incomes in financial services. Each row should be read as a pair:
the risk and the opportunity are often two sides of the same capability — the difference is
whether regulatory design ensures that Al is used to improve outcomes, not merely to optimise

profitability.

A Risks for people on low

incomes

v Opportunities if well
governed

Data, models and
decision-making

Personalisation
and pricing

Al systems trained on historical data
risk replicating and amplifying existing
socio-economic disadvantage.
Patterns embedded in past

decisions, such as exclusion from
mainstream credit or higher insurance
pricing, may be learned and reinforced
unless actively corrected.

The use of proxy variables, including
postcode, behavioural data, or
consumption patterns, can result in
systematic bias in access and pricing
even in the absence of explicit
discrimination. Without deliberate
intervention, this risks institutionalising
the poverty premium at scale, making
it more difficult to detect and
challenge.

Granular personalisation risks
deepening the link between individual
risk characteristics and pricing,
reducing pooling and cross-subsidy.
Consumers whose circumstances
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Al can move beyond traditional risk
models by incorporating richer, more
diverse data, including indicators of
financial behaviour that are currently
underutilised. Where designed with
inclusion in mind, this could enable
fairer credit decisions and expand
access to affordable credit for those
with thin or non-traditional credit
histories. It could also enable insurers
to move away from proxies and
assumptions that penalise people on
low incomes and living in areas with
high levels of deprivation.

Where appropriately governed,
personalisation enables more
accurate, fair and responsive
outcomes: more inclusive affordability
assessment, reduced overpricing of
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v Opportunities if well
governed

Digital exclusion
and access

Al-enabled
guidance and
agentic systems

Distribution,
intermediation

correlate with higher risk may face
higher prices or reduced access.

Personalisation could evolve into price
optimisation based on urgency of
need, price sensitivity, or likelihood of
shopping around which would
exacerbate financial vulnerability. This
could also reduce transparency as two
consumers with similar risk may be
charged different prices.

Al-enabled financial services are likely
to be primarily accessed through
digital channels. Consumers with
lower digital confidence, limited
connectivity, or older devices may be
excluded from the benefits of
innovation while continuing to rely on
higher-cost legacy channels that are
increasingly deprioritised. This

risks compounding the existing
divergence in outcomes between
digitally engaged consumers and
those who are not, reinforcing
elements of the poverty premium.

Al-driven guidance may optimise
decisions within existing market
structures without addressing
underlying issues of access and
pricing. For example, in credit,
consumers may be steered toward
products they are most likely to be
approved for, which may remain high-
cost. In insurance, Al may improve the
identification of appropriate

products for consumers, but if this
occurs within pricing structures that
continue to generate systematically
higher premiums for certain groups
this would limit any improvement in
outcomes. In other words, if the
underlying market structure is
unchanged, Al may simply make
unequal outcomes more efficient.
There is a risk that such systems
prioritise commercially valuable
segments, creating a two-tier market in
which more engaged consumers
benefit most.

Al is increasingly shaping how
products are presented, ranked and
recommended through platform-based
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consumers grouped into high-risk
categories, and better alignment
between products and needs. The key
is ensuring that increased knowledge
of risk is used to improve outcomes
through support and appropriate
pooling, not solely to refine pricing.

Al has the potential to lower barriers to
engagement by simplifying
interactions, automating processes,
and reducing the cognitive burden of
complex financial decisions. If
accessibility is prioritised, this could
support wider participation and
improved financial outcomes,
particularly for those who currently
struggle with financial services.

If designed with explicit inclusion
objectives, Al-enabled guidance could
provide scalable, low-cost support that
improves how consumers navigate
financial services. In credit and
insurance, this could support better
product selection, more appropriate
borrowing decisions, and improved
coverage choices, particularly for
those managing constrained or volatile
finances.

By reducing informational and
cognitive barriers, these systems could
help extend the benefits of financial
guidance, historically concentrated
among higher-income groups, to a
much wider population.

Al-driven distribution could reduce the
effort required to find and compare
financial products by improving
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v Opportunities if well
governed

and market
steering

Market structure,
competition and
data advantages

Cost reduction
and pass-through

Product design
and suitability

distribution models — including price
comparison websites, digital
intermediaries, and embedded finance
within retail and service platforms. This
creates a risk that consumers are
steered toward higher-margin
products, with limited visibility of
underlying incentives.

Lower-income consumers may be
particularly exposed to default
pathways and simplified journeys,
increasing the likelihood of suboptimal
outcomes.

Reduced transparency in how
recommendations are generated may
also weaken effective competition and
consumer trust.

Al may reinforce existing market
concentration, as firms with access to
large-scale data and technical
capability gain competitive advantage.
Smaller or inclusion-focused providers
such as community lenders and
mutual insurers, may struggle to
access the data or tools required to
compete effectively, limiting innovation
that serves underserved consumers.

Al-driven efficiency gains may not
automatically benefit consumers.
Firms may retain cost savings as
increased margin, particularly where
competition is limited or consumers
face barriers to switching. Without
explicit focus on distributional
outcomes, lower-income consumers
may not benefit from reduced
operating costs, even if these gains
are significant.

There is a risk that Al is used primarily
to optimise existing products for
profitability, rather than to address
unmet consumer needs. This may
result in products poorly aligned with
the realities of low-income consumers,
including income volatility, irregular
expenses, or limited financial buffers.

Fair By Design — Mills Review Submission, May 2026

comparability and creating relevant
customer journeys. This could enable
consumers to identify suitable, better-
value products with less time and
knowledge.

Where governed transparently,
recommendation systems could
enhance competition and improve
matching between consumers and
products, particularly benefiting those
who currently face barriers to
navigating complex markets.

Al and data-sharing initiatives such as
Open Finance could support more
dynamic, competitive markets,
lowering barriers to entry and enabling
new business models focused on
excluded and underserved segments.
With appropriate design, this could
allow a wider range of firms to develop
and scale inclusive products,
increasing competitive pressure to
deliver better outcomes for lower-
income consumers.

Lower operating costs create a
genuine opportunity to expand the
provision of affordable financial
services, particularly in small-sum
lending and community finance that
have historically been constrained by
cost. Automation could support more
responsive and efficient service
delivery, with the potential for these
benefits to be passed on through lower
prices or improved access and quality
of services.

Al enables more adaptive and
responsive product design, including
flexible repayment structures, levels
and types of insurance cover and
features that better reflect real-world
financial behaviour. This creates an
opportunity to develop products better
suited to the circumstances of lower-
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v Opportunities if well
governed

Regulatory
perimeter and
consumer
protection

Supervision,
monitoring and
regulatory
capability

Cross-market
financial
outcomes

Such mismatches can contribute to
poor outcomes and reinforce elements
of the poverty premium.

Al-enabled services may deliver
outcomes that are functionally
equivalent to regulated

activities while operating outside the
regulatory perimeter, exposing
consumers to harm without access to
protections or redress. Existing
regulatory tools, including vulnerability
frameworks, may be less effective in
Al-mediated interactions, where
decision-making is less transparent
and human intervention is reduced.

Al-driven harms may be

diffuse, cumulative and difficult to
detect, particularly where individual
decisions appear justified but produce
systematically worse outcomes for
certain groups. Without a stronger
focus on distributional outcomes, there
is a risk that the poverty premium
becomes more deeply embedded at a
system level, while remaining largely
invisible when assessed through firm-
level or transaction-level metrics.

While the poverty premium has always
been cumulative across markets, Al
makes this risk more acute by
enabling firms to optimise pricing and
access more precisely within individual
products, potentially compounding
disadvantage across multiple services
while masking system-level harm.

Regulatory Approach

income consumers, improving both
accessibility and outcomes.

There is an opportunity to clarify and
modernise the regulatory framework to
ensure that consumer protections
apply consistently, regardless of how
services are delivered. By updating
guidance and expectations to reflect
Al-driven contexts, the FCA can help
ensure that innovation does not erode
safeguards for vulnerable consumers.

The FCA has the opportunity

to enhance its supervisory approach
by using data and Al

to monitor outcomes at a system level,
including the distributional impacts of
pricing, access and product design.
This could support earlier identification
of emerging harms and enable a more
proactive, evidence-based approach to
ensuring that markets deliver good
outcomes for all consumers.

With more integrated data and a
broader analytical lens, Al could
support a more holistic understanding
of consumers’ financial positions,
enabling better coordination across
products and services. This creates
potential for more effective support for
households experiencing financial
stress, and for addressing the poverty
premium as a system-level issue
rather than in isolated silos.

The question for the FCA should not simply be 'how does regulation prevent Al from harming
low-income consumers' — but 'how does regulation actively create conditions for Al to reduce
financial exclusion and the poverty premium.' Regulation that focuses solely on preventing
harm, however important, will not be sufficient to ensure that Al in financial services works for
people on low incomes. It will, at best, limit the downside. To ensure that Al contributes to
reducing, rather than reinforcing, financial exclusion, we recommend that the FCA:
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Adopt financial inclusion as an explicit Al regulatory objective

The Review focuses on competition, innovation and consumer protection. Fair By Design urges
the FCA to add financial inclusion, and specifically the reduction of the poverty premium, as an
explicit objective for its Al regulatory framework. Without this, inclusion will be structurally
unlikely to be weighted adequately against stronger commercial incentives.

Require outcome-based monitoring of Al systems

Move beyond process-based oversight to require firms to assess and monitor the distributional
impacts of Al-driven decisions, including pricing, access and product suitability, with particular
attention to low-income and vulnerable consumers.

Strengthen oversight of distribution and market steering

Recognise the growing role of platforms, intermediaries and embedded finance in shaping
consumer outcomes. Ensure that Al-driven recommendation and ranking systems are
transparent, fair, and aligned with good consumer outcomes, particularly where they influence
default choices.

Monitor cost-reduction pass-through to lower-income consumers

Monitor whether efficiency gains from Al are reflected in lower prices, improved access or
better-quality services, particularly for those currently facing the highest costs and financial
exclusion, rather than being retained solely as additional margin.

Update regulatory frameworks for Al-mediated interactions

Adapt existing frameworks, including the Consumer Duty and vulnerability guidance, to reflect
Al-driven decision-making environments, where consumer agency may be reduced and
decision-making less transparent.

Prioritise inclusion-focused firms in FCA Al Lab access

Use regulatory tools such as sandboxes, Al Lab, and data access frameworks to prioritise firms
and models that apply inclusive design principles to serve underserved markets, ensuring that
smaller and inclusion-focused providers are not excluded from Al-driven innovation.

Conclusions and Summary of Recommendations

The poverty premium is not a fixed feature of financial services. It was created by design
choices in how products are priced, how risk is assessed, how distribution channels are
structured, and how data is used. Al does not change this fundamental truth. It accelerates it.
The same design choices that currently produce the poverty premium will, if left unreformed, be
embedded and amplified at algorithmic scale. What stands between the poverty premium
getting worse and getting better is not technology. It is governance. The Mills Review is an
important opportunity to shape that governance and to establish that financial inclusion is not a
secondary consideration for Al regulation but a primary one, alongside competition and
innovation.

For further information, please contact:
Rebecca Deegan, Director, Fair By Design

r.deegan@barrowcadbury.org.uk

Fair By Design — Mills Review Submission, May 2026 Page 6



