Affordable Credit Optionsfor Vulnerable Consumers:
Identifying Alternativesto High-cost Credit in
Australia, Belgium, Canada, France, Germany, the UK, & the US

Contract #5022667

2 November 2009

Submitted by Jerry Buckland, PhD

Submitted to:
The Office of Consumer Affairs, Industry Canada
235 Queen St.,"5Floor W.
Ottawa, Ontario
K1A OH5



Acknowledgements

I would like to thank David Clarke, Office of Comaer Affairs, Industry Canada. David assisted
me in several ways including providing me quick &etpful feedback to my questions, he wrote
summaries of programs from French language maseaald he provided very helpful comments
on draft versions of this document. | am also duhte members of the Consumer Measures
Committee who provided me input and feedback. Thene several people who assisted with
information about different programs and | woukglto thank all of them, including: Therese
Wilson, Roslyn Russell, Kate Millar, and Vanesstl&i(Australia); Olivier Jerusalmy

(Belgium); Elisabeth Geller, Francois Gosselin, f2elboyal, and the Pigeon Park Savings
manager (Canada); Werner Sanio (Germany); Christeveson, and Boaz Nathanson (UK);
Richele Messick, Rachel Schneider, and Rae-AnreMllS). Finally, | would like to thank
Elizabeth Buckland for assistance in translatifgench language document.



Table of Contents

E o (01N =T e [oT=T g o= o KPR 2
) T I 014 oo [T o g SRR 5
a) The Scope Of thiS REPOIL......uu it e e e e e e e e e eeeeeanes 5.
b) Credit Innovation and the Vulnerable CONSUMEY............cceiiiiiiiiiiiiiiieeeeeeeeeeeeeeees 6
1) Credit INNOVALION. ...t et e e e e e e e e e eees 6
) VUINErable CONSUMET ... ..uueiiii i e s e e e e e e e e e e e et e e e e e eae et nnnneeeesennnnn s 7
1)) CONSUMET DEDL... .o e e e e e e e e 7
iv) oY 0 F= |V I 0 -V PRSP 10
c) Some Salient Characteristics of the 7 Countrighi Study.............cuvveiiiiiiiiinniiinninenn. 11
o ) TR Y/ 1= 1 o T USRS 12
2)  Financial ServiceSand ProOgramsS. ... ... . oo eeeeeeeeeeeeiitiiiii s e e e e e e e e e e eaeeeeesnennes 14
F UL L = | U PP PPPPPPUPPPPTPPPR 14
Service: No Interest Loans Scheme (NILS) ..o 14
SEIVICE: PrOgreSS LOBNS.....cciiiiiiiiiiiiiiiae e e e e e e e e e ee e et eteeeeeeeeeesesassssnn s e s e aeaaeaaaaeeeeeeennnnn 15
Service: Small Loans PilQt.........ooooiiiiiiiiii e eeeeees 16
SerViCe: STEP UP LOANS......uuuiiiiiiiiii e e e e e e eee ettt et s s s s e e e e e e eeaaeeeeeeeensennnnns 18
== o LU o 1R URPUPPURUPRRPTRRR 20
Service: Crédit Social Accompagné (CSA)/ Guided i@bktoan................ccceeevvvvvviiiiinnnnnns 20
Service: Overdraft protection for Social Bank ACCOU..............ceiiiiiiiiiiiiiiiiiiieeeiiiiiiiee 21
SEIVICE: PAWN J0@ML.....ciiiiiiiiiii et e et e e et e e e e e e e e e eeeeareees 22
(O] = o - VPSR URPPPPPPPPP 23
Service: Fonds d’entraide Desjardin/Mutual Assiste® Fund...............cccvieiiiiiiiiieeeeeeenn. 23
Service: Micro-loan (Implemented but NnoOw 0N hold).......ccooveiiiiiiiiiiiis 24
Service: My Best Interest (Plan that was not implenmted)..............ccccovvvvvvveiccccceeee e, 24
Service: Overdraft ProtECLION..........oooiiiiie e 25
= 1P 27
Program: Loan guarantee from Fonds de cohésion saei/ Social Cohesion Fund.....27
Service: Crédit solidaire / Solidarity Credit............coovvvveiiiiiiiiii e 27
Service: Crédit Mutuel Mid-Pyrénées with SecourstBalique..............eeevvevieiieeeeeennnnnnnn, 28
Service: Prét sur gage/Pawn l0am...........oovvuiiuiiiiiiiiiiii e eeeeeee e 28
Service: SOCIAl MICTO-Credit....... ..o e s 29
LT 00 = T YOS PPR 31
SEIVICE: PAWN [OBIN......eiiiiiiiiiiiie ettt e e e e e e e e e e eeeebebeen i nnnes 31
LU a1 = o 1o o (o] o S 32
Strategy: Financial INCIUSION SIrategy........uuceiiiiieeeeeeeieeeeieeee e e e e e e 32
Program: Community Banking Partnership............cooouuuuuiiiiiiiiieeeeeeeeeeee e 32
Program: Financial INCluSIoN FUNG...............uuuiiiiiiiiei e 33
Program: Eligible Loans Deduction SChemMe.........ccooooiiiiiiiiiiiiiiiii e 34
Program: GrowWth FUNG.........cooiiiiii e e e e e e e e e e e e e e ee e 34
Service: Budget and Crisis Loans from Social Fund............cccccoeeviiiiiiiiii e, 35
UNITEA SEAEES ...ttt et e e e e e e e e e e e e e e s s s rn e e e e e e aeeeeeeeaenaas 36
Program: REAL Solutions: Payday Loan Alternatives............cccooeeveeeiiieiiieeeiiiiiiiiens 36
Program: Retail Financial Services Initiative (RFJL...........ccoovriiiiiiiiiciiicieeeee e, 37
Program: Small-Dollar Loan Pilot Program.........cccoeeroiiiiiiiieiieiiii s 37
Program: The Alternatives to Payday Lending PrograPPLE).............ccccceeeiiiiiieeeeenn. 39
Service: Collateral I0ANS.........oooi i 40



Service: Direct Deposit Advance line of credit.............oooooeiviiiiieiccc e 41

Service: Payday Alternative Loan (PAL) - North Side...........ooooviiiiiiiiiiieee, 41
Service: Payday Alternative Loan (PAL) — Veridian..........cccooovvvvvviviieiiiiiiiee e, 42
Service: Salary Advance Loan (SALQ).........ooiiiiiiiiieeieiieiieeeeiiitie e 42
Service: StretchPay: A Credit Union Salary Advangéiernative.............ccccccvvvvvninenennnn. 43
Service: The Worker's Loan Program...........oooiiiiiiiiiiiiiiiiiiiineee e eeee e e e eeeeeeeeennneees 44
)T B = o 1S oo PSRRI 45
2 I O] [ox 1T o] o [ RPPPUPPRPURPP 51
=1 o] oo =T o] o Y2 55
Appendix A. DesCriptioN Of PrOJECL..... ..o e e eeeeaaeeees 59



1) Introduction
a) The Scope of this Report
The topic of this study is affordable credit opsdor vulnerable consumers. The rationale for the
study is the perceived —and in many cases realwxthro the types and amounts of consumer
credit that isunaffordable The growth in numbers of payday loan outlets am&la is the most
prominent example of this growth but other ‘frindgpgink lenders —rent-to-own, auto and regular
pawn, income tax refund advancers, and second-bageback’ schemes— also come to mind. In
some contexts —for instance Canadian inner-citbee-finds a proliferation of fringe banks and a
declining number of ‘mainstream’ banks or Finanamstitutions (FIs) such as banks, trust
companies, credit unions andisses populaire5But fringe bank —notably payday lender—
outlets, and vulnerable consumers are found instiburbs, towns and farms around the country.
This study focuses on affordable credit and teuncerned with identifying alternatives
to various types of fringe credit products suclpagday lending, sub-prime credit cards, and
pawn lending. These services may have certaincéitteacharacteristics such as convenience and
accessibility, but they may also have weaknessds asi higher fees, insufficient/complicated
information disclosure, and lack of connection vd#velopmental financial services.
Affordable credit refers to a loan that is not ®gensive. But what is too expensive? This
question is beyond the scope of this paper bustibetitle for the report gives a clue:
‘alternatives to high-cost credit.” Payday loamsjtrto-own arrangements, and pawn loans often
involve fees that amount to 250% to 750% APR. ‘Adfable credit,’ refers in this study to
products with fees that are closer to mainstreank Ii@es (i.e., single or low-double digit APRS)
and that have other links (possibly through finaheducation) to mainstream banks.
‘Vulnerable consumer’ refers to a citizen relybogsome extent on the market but who
lacks some type of power —economic, social andsbtigal— directly or indirectly in relationship
to the credit supplier. This consumer faces cex@stacles to using competitive or imperfectly
competitive markets: lacking information about @edess to financial services, or lacking social
support or government protection. The result iscag of citizens who are unable to access
mainstream credit markets.
The goals of this report are to provide an inveyitand set of case studies of approaches
taken in Canada, Australia, Belgium, France, GeyndiK and US to:
1) Provide lower-cost alternatives to high-cost srelbtirt-term loans (such as payday loans)
for consumers, and
2) Encourage traditional financial institutions toefEuch alternative services; such
encouragements will focus on government incentisesh as the FDIC low-cost loan
program in the US.

The outline of the report is as follows. The neaitipn of this introductory section will
lay the groundwork for the results, presentingesdlconcepts and data. It will also explain the
methods used in this research. Section 2 presetssassion of affordable financial services and
programs identified, section 3 discusses the saiftd section 4 offers concluding comments.

! In the North End of Winnipeg, for instance, oned§ plenty of fringe bank services and a paucitynainstream
bank services (Buckland and Martin 2005).

%2 The concern about these forms of credit is nawa one. It is a new chapter in the ‘poor pay mthesis argued
by David Caplovitz in his 1967 book about the wetite of the market faced by poor New Yorkers.

% See Appendix A for a list of program charactetisti



b) Credit Innovation and the Vulnerable Consumer

i) Credit Innovation
Credit innovation is an important process imbeddesur current market-centred economic
systent® Credit innovation is related to the process odfiicialization, which is a process of
increasing the role and importance of finance riety (Epstein 2005 cited in Dore 2008}.is
manifested throughout the economy from investmearkets to consumer banking. For instance,
in investment markets in 2007, over-the-counteivdéives were valued at $US516 trillion,
almost eight times the size of the world’s natianabme of $US66 trillion (Dore 2008, p.1099).
Financialization is also manifested in consumetkiranand credit markefsThere are a growing
number of credit products available on the mar8etce the focus of this report is on vulnerable
consumers we limit the discussion to products tickat that group.

Payday lending involves a 2-week unsecured loarpdchaps $350, with fees ranging
from $20 to $30 per $100 loaned, amounting to AR&s 300 to 750%. An exemption from
section 347 of the Criminal Code (Criminal Ratdriérest) allows payday lenders to operate in
jurisdictions that regulate such lenders. A typjgalvn loan is for a 15- or 30-day term, the loan
might amount to $50-$200, and it is secured byresomer item ranging from a CD to a car. In
Winnipeg, interest rates on pawn loans range fré0%2to 500% APR. The loan is made for a
fraction of the value of the item, and fees andriedt are charged when the customer comes to
claim the item. Pawn brokering is regulated, ppadly to stop the sale of stolen goods, at the
municipal level. An innovation in pawn brokeringtie growth in the number of Second-hand
stores and franchises (such as Cash Canada andCGasérters). Some of these firms offer what
is sometimes called a ‘buy-back’ option. This antsun a pawn loan as it allows the consumer
to return to the store before the deadline to nedeat a price— her item. In one case, fees for this
service were higher than regular pawn fees. Reptaio is a means whereby the consumer
immediately gets the product, say a piece of fureitbut pays for it over several months. In
some cases in Winnipeg the fees for this servieerary high leading to APRs up to 500%.
Income tax refund advancers are companies thatuwiitiplete your income tax return and
immediately provide the client with his refund. Téés a significant fee attached to it: for a $500
10-day advance the fee amounts to $55, for anesiteate of 286% APR. Sub-prime credit cards
are simply credit cards that charge fees and ister®mbined into an APR- that is ‘sub-
standard,’ referring to an interest rate highentiaat is charged by regular credit cards. These
cards are often targeted at consumers with pono aredit history.

“ Our current economic system is commonly refercedst neo-liberal. This is a term used to deschibeset of
policies that gained popularity, particularly iretblS, the UK and Canada, since the 1980s. Neaalilpeticies have
important but complex links to classical politiemlonomists such as Adam Smith and David Ricardesd Ipolicies
highlight the role of the market (and trade), antlthe state, to meet the common good.

®> A commonly quoted definition of financializatios that it refers to “the increasing role of finaianotives,
financial markets, financial actors and financredtitutions in the operation of the domestic artidrimational
economies (Epstein 2005 cited in Dore 2008).”

® The prime example of problematic financializatistthe sub-prime mortgages leading up to the USpsihe
financial crisis and ultimately a global recessibnit we see both ‘upstream’ and ‘downstream’ atpef
financialization. But this report is focused on df@ans such as payday loans so that the US sufepnortgage
crisis is of less relevance here.



i) Vulnerable Consumer
In the context of credit, the vulnerable consuneéens to a citizen relying to some extent on the
market but who lacks some type of economic, saaidlor political power, directly or indirectly,
in relationship to the credit supplier. The vulri®eaconsumer concept highlights the individual’s
relative disadvantaged position. In Europe the ephof economic exclusion is more commonly
used than vulnerable consumer. This concept cortheydiverse ways that citizens are
vulnerable. Economic exclusion may be the resuitngierfect or oligopolistic markets,
asymmetric information; social exclusion may bergmult of biases generated by class, gender,
ethnicity or location; political exclusion may beetresult of minority-status, and political
oligarchy. More than one factor can affect a permogroup of persons sometimes causing a
multiplicative effect.

One common indicator of vulnerability is low incenn Canada this is most commonly
measured by Statistics Canada’s low-income cuttd@O’. This indicator shows a sharp rise in
the numbers of low-income households through tl8949The number of families falling below
LICO rose from 1.4 million in 1976 to almost 2.4llon in 1996, subsequently declining to just
under 2.0 million in 2008. Income inequality is another indicator of vulriliéy in the sense
that it points to a changing relationship betwaeh and poor. One way to measure inequality is
the Gini Coefficient, In Canada it rose from 0.377 in 1996 to 0.39206, representing a 4%
increase towards inequality, and representing idjleeist level of inequality among the top 20
countries in the UNDP’s Human Development Repstt liith the exception of the US.

What these data on income poverty and income aléggyoint to are the rise in the
number of people facing vulnerability or exclusiarCanada. Data on financial exclusion find
that in Canada at least 3% of adults have no beoduat and the exclusion rate is at least 8% for
low-income people. These data are not available towe so that we cannot identify a trend. But
data from the 1999 and 2006 iterations of the Suofd-inancial Security can cast some light on
bank exclusion over time. The proportion of peopihout a non-zero bank accothshowed
little change over the period: it increased sliglitbm 12.0% in 1999 to 13.0% in 2066The
proportion of people without a credit card showenhe downward movement as it dropped from
21.8% in 1999 to 17.8% in 2006.

iii) Consumer Debt
In the last 30 years, consumers, particularly ets, the UK and Canada, have been important
drivers of economic growth. Montgomerie (2007) bamed the ternconsumer debt-led growth

"LICO is an estimated income threshold, below wiiarhilies would be required to spend more that 2896,
compared with the average family, on the basic sgties of food, shelter and clothing.

8 Source: (Statistics Canada No Dat®W INCOME CUT-OFFS AFTER TAX, 1992 BASE; NUMBER OF
FAMILIES; TOTAL FAMILIES IN LOW INCOME

° The Gini Coefficient is the area between Lorenzewand line of perfect equality over the combimatbf these
two areas; 0 represents perfect equality and Esepits perfect inequality.

19 Statistics Canada. No dafable 2020705 GINI COEFFICIENTS OF MARKET, TOTAIDAFTER-TAX
INCOME, BY ECONOMIC FAMILY TYRiable). CANSIM (database). Using CHASS (distrdyiut Last updated
June 6, 200&ttp://dc2.chass.utoronto.ca/cansim2/english/cateds.htmiaccessed 19 June 2009).

1 The publicly available data from the Survey ofdfinial Security did not include precise data onuthieanked
question: it did not contain data on whether asadpnt (a) had an account or (b) did not have aowat. Rather,
the data available was whether the respondeniahpamon-zero account (i.e., an account with anuatnmmore —or
less— than zero) or (b) had a zero account or cousnt.

2 This indicator is not highly useful for trackinimdncial exclusion because it includes peapittouta bank
accountand people with a zero balance bank account. It malyabgful in examining change over time.




referring to the debt-financed consumer spendimggo@ chief instrument to stimulate macro-
economic growth. She argues that the neoliberdl@a®on-inflationary growth kept wage
demands down and thus kept household incomes dg@wtrconsumers were encouraged to
continue to spend to keep the economy moving, hlousehold debt increased (Cynamon and
Fazzari 2008).

Thus, economic growth in the 1990s has heavilgdetin consumer
debt-led spending. Therefore, despite the claimdenty the
advocates of neoliberalism, policies of non-inflatry growth

have not led to enduring prosperity. Instead, thex dependence
on private individuals to continue consuming tovdrihe system
forward have led to new prospects for instabilitg &risis
(Montgomerie 2007, p.170).

Data on consumer debt support the consumer delgrteath theory. Consumer debt in
Canada has been steadily growing over the lastaeyears rising to 121% by 2006 (Certified
General Accountants Association of Canada, 20@B)pand 140% in 2008 (Globe & Mail, 15
June 2009). While Canadian households have accteddabstantial debt, they share this with
neighbors in other Northern countries. For 2005ems of household debt as a share of national
income (not disposable income), among a group @EED countries, Canada falls in the
middle of the group (Figure 1). The US, UK, Austxaind New Zealand all fall within the top 6
most indebted consumers. Only Netherlands and Deénnaae higher consumer debt levels.
German consumer debt levels were similar to Casadhile the levels in France were lower.
Virtually every country’s consumer debt levels h&veen rising from 1985 to 2005.



Figure 1. Household debt as a percentage of GDP
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The proportion of households holding other (thantgage) debt in Canada in 2006 was
just over 50%, which ranks“among 12 OECD countries, just behind New Zealantithe US
(Figure 2). The proportion of French and Germanskbolds with debt is much lower at just
over 30% and around 15%, respectively. These datade evidence to support the claim made
above that Canada, the US, and the UK have reaettplarly strongly on household debt to
boost economic growth.

Figure 2. Proportion of households holding debt
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iv) Payday Loans
Payday lenders and loans have a short and foreestiory in Canada. Today and in the past some

employers have been willing to give employees payivances. Some have linked the payday
loan business to payday advances arranged bygaiteks and allowed by employers in the early
20" century (Robinson, undated; Caskey 1994, p.33)d@alender numbers took off in Canada
in the early years of the new millennium, from 20BGstoric data on payday loan numbers are
not available for Canada but for three cities —htopVancouver and Winnipeg— their numbers
grew by 149% between 1999 and 2005 (Table 1). Afiogrto the CPLA there are currently (in
2009) 1,451 (both CPLA member and non-member) tauitteCanada. From the early 1990s

their outlet numbers grew rapidly in the US so thaay it is estimated that there are over 22,000
outlets with payday loan volumes of $US40 billier gear (Bair 2005).

Table 1. Payday loan outlet numbers, for ToroMemcouver and Winnipeg, 1999 and 2005*

1999| 2005
Toronto** 41 96
Vancouver*** 24 38
Winnipeg 6 43
Total 71 177
Outlet Increase 1999-2005 106
Percent Change 1999-2005 149%

*Data collected by Daniel Liadsky (in Toronto) footh Toronto and Vancouver and Jennifer Braun (inAlpeg)
for Winnipeg and is taken from yellow page and bess directories for 1999 and 2005.

*Toronto data are for pre-amalgamation municipedif previously known as Metropolitan Toronto.
***\Jancouver data are for Vancouver proper and agel surrounding municipalities such as BurnabySundey.

From: Simpson and Buckland, 2009.

A major issue relating to payday loans is whodlents are. The best source of data for
Canada is the 2005 Survey of Financial Securityafram this survey found that respondents
who used payday loans were slightly over-represeasecompared to respondents who had not
used payday loans, among families with income bé&8®,000 (46.7% versus 35.9%) and
among families with incomes below $50,000 (68.6%sue 61.5%). Payday loan users’ income
levels were lower than non-payday loan users: “Maamly income in the [payday loan user]
sample was $40,200, compared to $66,600 in the pagday loan] sample, a difference in mean
family incomes between the two groups that is ystatistically] significant (Bucklanét al
2008, p.28).” Payday loan consumers, as compardnen-payday loan consumers were also
more likely to live in larger families with childne Lower-income consumers used payday loans
more often than other consumers: among househdidsuged payday lending at least once a
month, 52.4% had household income less than $3@Rklandet al 2008, p.33).

While we know the number of payday loan outlezaders’ loan volumes, revenues and
profits are subject to estimation since many paydasglers are not publicly traded companies and
are therefore not required to report this inform@tiThe two that are publicly traded —Money
Mart (owned by US Dollar Financial Corporation) aash Financial Inc.— represent the
majority of the payday loan outlets and thus prevrmdportant insights into the size of the sector.
From these and other sources Robinson (2007) gstinti@at payday loan outlets in Manitoba do
approximately 10-30 loans per day, averaging $ilom (and ranging from $700,000 to $3
million) in loans per outlet each year. For a conave estimate of the industry’s loan volume,
we multiply this average loan volume figure by thamber of payday loan outlets, i.e., $1.5
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million/outlet/year x 1,451 outlets. This suggemtsindustry loan volume of $2.2 billion/year. In
terms of payday lenders’ costs, Robinson noteddpatating costs are the largest component of
their operations. Bad debt costs are a much snw@l@ponent, usually ranging from 1% to 4%.

c) Some Salient Characteristics of the 7 Countriethig Study
The seven countries considered in this study &relatively rich countries, and members of the
Organization for Economic Cooperation and Developn(®@ECD). Their national populations
range from 10.6 million for Belgium to 301.2 millidor the US (Table 2). Income per capita is
among the highest in the world, ranging from $36,if6Germany to $43,968 in the US. In terms
of economic and social indicators, the countriasking in the Human Development Index
(HDI)® range from as high as #3 for Canada to as lov2agat Germany. Growth in national
income ranged from 2-3 percent per year and focthumtries for which data are available,
services are a major component of their natior@nme, ranging from 69% for Germany to 77%
for France. Finally, the share of the populatiothaut a bank account ranges from as low as
0.8% for Australia to as high as 9% for the US.

Table 2. National indicators for 7 countries exaggin

Human Service

Population | GDP/capita| Dev't Index | GDP value added Unbanked

(millions) | (PPP§ Rank growth (%) | (%) (%)°
Australia | 21.0 33,035 4 3 0.8
Belgium 10.6 33,243 17 3 75 1
Canada 33.0 36,687 3 3 3
France 61.7 31,980 11 2 77 2
Germany | 82.3 31,766 23 2 69 3
UK 61.0 32,654 21 3 76 6
us 301.3 43,968 15 2 9

a. UNDP Human Development Report 2008

b. EU members from EC 2008a; Canada from Bucklawd2ong (2006); US from Hogarth, Anguelov and Lee
(2005); Australia from Howell and Wilson (2005)

c. World Bank online databadettp://ddp-ext.worldbank.org/ext/DDPQQ/ member.dethmd=getMembers
accessed: 27 Sept. 2009.

In terms of the banking systems in these seventdeansome interesting characteristics
can be identified. A European Commission reporfimencial services in the European Union
found important differences in the fringe or ‘sutiage’ financial markets there (Anderloei al
2008). These differences were related to the domhiregyulatory regime in each country. In
Belgium, France and Germany there is a limited e financial market. The report
commented that “countries with tighter regulatagimes (such as Belgium, France, and
Germany) seem to hinder the development of thepsimbe market (Anderlonet al 2008,

p.82).” An important exception is pawnshops, wheelst in many EU states. However, the
pawnshops in Belgium, France and Germany are pyblio and often have explicit social and
economic goals. Among EU states, Britain has thetragtensive sub-prime credit market (Table
3). The report finds that this is, at least in pte result of a neoliberal economic policy in the

3 The HDI was developed by the United Nations Dewelent Program and is an index combining incomehpad,
educational attainment, and life expectancy
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UK. Among the other countries in this study —Candlda US and Australia— they would be most
similar to the UK with regard to this sub-prime ditemarket.

In Belgium and France, the consumer protectiontaadnarket regulation are
quite high. The level of bank inclusion is alsothand the use of credit much less
developed than in English-speaking countries. Maxminterest rates, no
subprime or illegal markets and registered lendepdy a less easy access to
credit, and therefore, also, less inappropriatdic(@&nderloniet al 2008, p.79).

Table 3. Alternative Financial Credit Provider&&arope

Sub-prime market EU countries with this sub-primenpanies

Sub-prime lenders (or non-deposit lending | UK; Ireland; Lithuania; Slovakia; Bulgaria
companies)

Sub-prime credit card companies UK

Pay day lenders UK; Bulgaria

Mail-order catalogues and rental purchase | UK; Ireland

outlets

Sub sub-prime market

Legal moneylenders UK; Ireland; Poland*

(or doorstep lenders/home credit companies

Pawn brokers UK; Germany; Norway; France; Ireland;

Austria; Holland; Belgium

lllegal sub-prime market

Unlicensed moneylenders (or loan sharks) Likelgeaccurring in most EU States

*Not regulated by financial authority or commerdeav
From: Corr 2007.

The EC study also examined the broad structubaoking in the EU by categorizing the
types of banking institutions found in different EBimbers. These categories included types
familiar in Canada such as mainstream and fringd$and included some less familiar in
Canada including commercial—social-mission orieritexd Three continental countries had
major FlIs that were commercially oriented and haéplicit social mission. This includes
Belgium’s postal banks, France’s cooperative bas&gings banks, and postal banks, and
Germany’s cooperative banks. This was not the fragbe UK where the credit unions were
much smaller, and under the EU report’s classificatwere considered as alternative providers.

d) Methods
The goals of this project were to identify and déscaffordable loan programs for vulnerable
consumers in 7 countries: Australia, Belgium, Can&adance, Germany, the UK and the US.
The research for this report was completed in Autfjusugh October 2009. The methods for this
study involved reviews and communications. Theaesgeprocess began with a few initial lists
of loan programs, resources and contacts. A lieeatview was conducted using an academic
database (Econlit) and a review was done usingvéie The resources and contacts were
strongest for Canada, US, Australia and the UKIlyEar in the review process an important
European Commission study on financial inclusiors vagntified (Anderlonet al. 2008) which
was based on a series of country studies inclustundjes of financial inclusion efforts in France

12



(Gloukoviezoff 2007), Belgium (Jerusalmy 2007), &ermany (Sanio 2007). These reports
provided background information and pointed to otiesources for further research. Early on in
the research process it was clear that written maégevould not provide sufficient detail on the
programs. So while resources were being gatherégmatessed, efforts were made, through e-
mail and telephone, to communicate with people lveah.
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2) Financial Servicesand Programs

This section describes the loan services and pmugidentified in the research process. In this
report, ‘program’ refers to an activity —either €ling or research— that is intended to support the
provision of loans, and ‘service’ refers to then@heme itself. These activities are grouped and
presented by country and presented alphabetid¢alt/programs and then services. Descriptions
seek to include the assigned features (see Appéndiist) and provide other important
contextual information. In most cases the desanpincludes discussion of the organization(s)
providing the service, the nature of the loan, anailable data about program financing. Also
included is reference to sources of informationefach description including documents, e-mail
messages, and websites.

Australia

There are four identified services offered in Aab# and the data available for them were quite
extensive. Where data were unavailable communitatigth program staff enriched this
information.

Service: No Interest Loans Scheme (NILS)
Central Organization: Good Shepherd Youth and Fagntbervices

The Good Shepherd Youth and Family Services (Gdmgperd) developed the No Interest
Loans Scheme (NILS) in 1981, which is a loan sch@m&w-income people. It is presently
delivered by Good Shepherd in 3 locations in Viet@tate and, through 280 community
organizations, it is offered in States throughoustalia (Little 2009). NILS involves several
organizations: National Australia Bank providesn@apital, State governments provide support
for operating costs, and the loan agreement isdeiwthe community organization and the client.
While there are no formal ancillary programs, G&bepherd provides financial counselling to
participants. Promotion is accomplished throughdaafrmouth and referrals from community
and government agencies. Microcredit programmirggnsajor commitment for National
Australia Bank and it recently pledged $A130 millio capital to support low income groups in
various ways, including the NILS service, the St#ploans and the Small-loan Pilot Program
(National Australia Bank 2009).

The Loan

The loan size ranges from $800 to $1,200, andsitnaller than the Step UP loan (average
$A2,700, see below). The average number of loatendred per year has been approximately
5,500. The number of loans is projected to incréaseature from 6,500 in 2009 to 14,000 in
2012 (Table 5). To participate in NILS the clienigshbe low-income and hold a Health Care
Card or Pension Card (which means she/he receiglarey assistance). There is no interest
charged on the loan which ranges in duration fr@ol18 months. Characteristics of loan
recipients are as follows: 72% female, 31% malé&p 2ddigenous persons; 48% single parents;
majority are on fixed income pension and 6% areleyagl; and the majority are aged 36-55 yrs
old. The most common purposes for the loans apeitchase appliances (70%), and furniture
(13%) (National Australia Bank 2009).
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Table 5. Plan for loans for the Step UP prograd®922012

2009 | 2010 2011 2012

Total schemes funded 110 140 200 210

Loans written in year 6,500 9,000 12,000 14,000

Loans repaid in year 1,500 3,500 6,500 10,000
Total loans written with | 7,000 | 16,000 | 28,0000 42,000
NAB capital

Source: National Australia Bank 2009.

Program Finances

Loan default rates range from 3% to 5% (Nationastfalia Bank 2009b). The bank has allocated
$A15 million to loan capitalization for the NILS @in 2008 the program lent over $A4 million
with 5,500 loans (National Australia Bank 2009).c@ithe capital is fully utilized lending will
reach 14,000 people per year. As of May 2009 tHeviing state governments had agreed to
provide the following funds to support NILS: Viciai$A4,700,000 (3 years); South Australia
$144,000 (12 months); New South Wales $840,0001@aths); and Queensland $1,200,000 (2
years) (NAB 2009b). NAB calculated that with aaléf rate of 4.75% that loan capital would
sustain the program for 20 years, leading to lsaashing a cumulative total of 200,000 people.

References

* Documents: Therese Wilson, e-mail message to ttimgB September 2009; Wilson
undated; Vanessa Little, e-mail message to theoadth September 2009; Good Shepherd
Family and Youth Services 2008; National Austr&ank 2009.

« Websiteshttp://www.goodshepvic.org.au/www/385/1001127/daspalrticle/1002413.html

Service: Progress Loans
Central Organization: ANZ Bank

The Progress Loan was first offered by ANZ Bankiay 2006. It is offered in three locations in
Victoria State in Australia in conjunction with Bherhood of St. Laurence, a charity with a base
in Victoria. The Progress Loan is a small consulo@n intended "to enable low-income
consumers to access affordable, fair and safe tneams finance to obtain necessary items
(Vawser and Associates 2009)." Advertising of tenlis done by the Brotherhood through its
network and ANZ through its website (Millar). Whileere are no formal ancillary programs, the
Brotherhood of St. Laurence Loan Officers providasiderable support for people from
completing the application, screening applicamsl, @roviding general financial literacy
information, ensuring that repaying the loan is ageable on the person’s budget (Millar 2009).
For the Progress Loans, ANZ draws $A1.5 millionidgrom their personal lending pool

(Millar 2009).
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The Loan

To qualify for the Progress Loan the person musetzHealth Care Card or Pension Card which
acts as an indicator of low-income. Clients musb dave been in same residence for at least six
months and not have rent or utility debt. Loansiaended for household goods and services,
medical/dental care, transportation, and educaliba.loan term is from 6 months to 3 years.
There is a $40 application fee and the interestcharged is 13.89%/year (2009). In 2009, 531
people received 598 Progress Loan ranging in sima $A500 to $A3,000, with an average size
of $A2,183 (Vawser and Associates 2009). The defaté on the loans was around one per cent.
The loans are used for basic goods and servicésfé9household goods, and 28% for car
purchase. Borrowers’ characteristics are as follmmg-third of the clients are men and two-
thirds are women; 49% are under 44 years of ade; 1@t their accommodations; and, all
receive welfare assistance.

Program Finances

The 2009 default rate for the program’s loans 28d.and Millar (2009) attributes this low rate to
the careful support and monitoring done by the IBediood Loan Officers. The goal for the
Progress Loan is for the loan scheme to be findpaalf-sufficient and the evidence so far is
that it may be possible. The ‘credit quality’ andears levels are similar to levels in the ANZ'’s
general personal loans. "Our most recent modeiidgates that the program will reach break-
even when the loan volumes increase to a rate twidl® per loans officer per week.”

References

* Documents: Roslyn Russell, e-mail message to ttltogB September 2009; Kate Millar, e-
mail message to the author 18 Sept 2009; Wilsoateak Vawser and Associates 2009.

* Websiteshttp://www.anz.com/about-us/corporate-responsiddi@mmunity/financial-
literacy-inclusion/programs/progress-loans/

Service: Small Loans Pilot
Central Organization: National Australia Bank

The National Australia Bank is one of the 4 lardemtks in Australia, and a major actor in
micro-lending in Australia. In May 2008 it begapitot program through Money Fasto offer

small consumer loans. National Australia Bank paedi $A1 million loan capital and Money

Fast delivers the loan service. The goal of th¢eptas to demonstrate that small loans can be
delivered at a fraction of the fees charged bygiibanks, as noted by a bank officer: “We want
this pilot to spark debate about the excessiveasteates, fees and charges many payday lenders
are charging (National Australia Bank 2008a).” a@k has organized an advisory group,
including some civil society groups (e.g., Good @texd Family and Youth Services) to help
monitor the program.

4 ts formal name is Mobile Finance Pty Ltd.
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The Loan

The number of loans is rising through each quavtdr 248 in the 3rd quarter rising to 328 in the

4/5th quarters. The interest charged on the lcaB8.25%/year (‘comparison rate’ or 15.85%
‘flat rate’). The loan size ranges from $A1,0005#5,000 with the average size rising over time
to $A3,357 in 4/5th quarters. Repayment is ovenexyear term by automatic debit in weekly,
fortnightly, or monthly instalments. There are mzilary programs offered with the loan.

The Clientele and Loan Use
The intended clientele for the small loan are peepth low income. Many borrowers are single:
71% of borrowers have no dependents, and 77% dlveowith a partner. The first quarter

report found most borrowers were younger than 2syand there was an even split between
men and women. A large share of the loans go tapéaifls: in the fourth quarter it amounted to
24% of the total number of loans.

Program Financing
The goal of the program is to achieve breakeves.défault rates have been kept low: the
default costs in the 4/5quarters were estimated at 1.66% of total cost®agpared with 4.53%
in the 3¢ quarter and 5.00% in the forecast (Table 4). 48" quarters it was estimated that
the cost to administer the loan is $A299/loan, Whschigher than the forecast of $A243/loan.
Fee revenue has steadily increased each quartefAQ1050; Q2: $A4240; Q3: $A7884; Q4/5:
$A8,316.9. Total costs and revenue per loan waG8$.20 indicating that the program was
breaking even. The biggest cost item is adminisgatosts representing 60% of the total. The
largest revenue item is interest income represg@i®o of the total.

Table 4. Costs and revenue with National Austf@iak Small Loan Pilot Program

Total for Total across Portion of
Rate average loan | pilot costs
Costs Administration | $A299 $A298.57 $A120,322 60%
costs ($A/loan)
Costs of funds 7.30% $A103.78 $A42,882 21%
(%)
Default costs (%) 1.66% $A55.80 $A22,489 11%
Profit margin (%)| 5.15% $A173.05 $A15,744 8%
Total costs ($A) | n/a $A631.20 $A201,437 100%
Revenues| Interestincome| 28.25% $A535.49 $A162,868 81%
(%lyear)
Upfront or $A0 $A0 $A0 0%
compulsory fees
($A)
Additional fees | $A95.70 $A95.70 $A38,569 19%
($A)
Total revenue n/a $A631.20 $A201,437 100%
($A)
Revenues n/a $A0 $A0
— Costs

Source: National Australia Bank 2008a.
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Service: Step UP Loans
Central Organization: National Australia Bank

The National Australia Bank, along with Good Shedh¢éouth and Family Services, started to
offer Step UP loans, a small consumer loan, angramee, in 2004. The program draws lessons
from the No Interest Loans Scheme (NILS) to offex program in 21 locations in 6 Australian
States. The goal of the Step UP program is to geoshort-term assistance to low-income people
and to bring people into mainstream banking. Gdogp&erd, and its partners, through their
Microfinance Workers, screen inquiries, assisintdo complete the loan application, and assist
them to do a household budget. The loan agreemmédtieen the client and the National
Australia Bank. The bank has provided the loantehpnd supports the operating costs. In
addition to the loan, National Australia Bank atgfers Step UP insurance, which includes home
and car insurance. Promotion is accomplished throvmyd of mouth and referrals from
community and government agencies.

The Loan

Recipients must hold a Health Care Card or PerSamtession Card and have lived in their
current address at least 3 months. The loans aimges from $A800 to $A3,000 with an average
size of $A2,700. The program receives many ingsiig&eraging 7,000 per year. By the end of
2007 there were 599 outstanding loans valued d6%tillion. Currently there are 1,650
outstanding loans (Millar 2009). The interest cleargn the loans is 3.99%/year and the
repayment periods are 1 to 3 years (Little 2008 bans are used for consumer goods: 86% of
all loans are used for purchases such as secorttebas, car repairs and household items (i.e.,
fridges, washing machines, furniture) (Little 2009he typical client of Step UP is low-income
and receiving welfare assistance. Less than 108cgfients are employed. The majority of
recipients are women and many are young, aged ed4.

Loan Defaults

While arrears rates are higher (roughly doublej thational Australia Bank’s overall personal
loan pool —4% are in 90 day arrears for a totéi5#,000— they are within the bank’s
expectations (National Australia Bank 2008b). lrakdy the end of 2007, 14 loans had been
written-off amounting to $A34,500. At 180 days, iadefaults are reported to the credit bureau,
but at that time none had been reported. The defatel is kept low through face-to-face
meetings and mentoring with Microfinance Workerstincludes creating a household budget.

13 |f a Step UP loan repayment is late, then the Minance Worker gets involved, and when the latiopereaches
45 days then National Australia Bank gets involved.
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These meetings “would be one of the main finarldedacy/education components [of Step UP]
as it provides the opportunity to discuss issuesrat credit histories/reporting, debt, issues
around utilities bills, fees on bank accounts, @tittle 2009)."

Program Finances

National Australia Bank (2008b) reported that dpded loan capital and funds the
management, the Microfinance Workers, marketinge@ssing and servicing loans, amounting
to $A610,000 for the year ending 30 June 2007. Rragarticipants have concluded that Step
UP is an expensive loan program. It is estimatat Microfinance Workers spend 6.5 hours for
each loan as compared with one hour required oautemated NAB standard personal I1dan.

“The Step UP program employs a “high touch”, sugigerservice model where
every loan is managed by a Microfinance WorkersTifimore costly and requires
far more intensive up-front resourcing. The chaknow is to find ways to make
the process more efficient while maintaining thppsrtive service approach
(National Australia Bank 2008b).”

Assessment and Future Plan

Results of the program so far suggest that redipiare not likely to quickly move into a full
relationship with a mainstream bank (National AalsarBank 2008b). However, the program has
been an important means for bank-civil societyatmration: “As well as delivering the Step UP
program, the partnership between NAB and Good S#redias been a valuable learning
experience; helping to reduce stereotypes, over@meal differences, agree mutual aims and
develop new skill sets (National Australia Bank 800" The plan is for the program to examine
expansion to Tasmania and Queensland, and to setha lending volume to 600 and 700 loans
per year.

References

* Documents: National Australia Bank 2008b; Wilsomated; Howell and Wilson 2005;
Vanessa Little, e-mail message to the author 16eSdper 2009.

*  Websiteshttp://nab.com.au/wps/wcm/connect/nab/nab/home/Alddsi4/3/4/?nclD=ZBA
http://www.goodshepvic.org.au/www/385/1001127/dassalrticle/1002414.html

18 Staff cost is a major cost in the Step UP progaamompared with other loans provided by NAB: “Apbrtant
component of Step UP is the supportive service mnmaeided to recipients. On average microfinancekers
invest six and a half hours on each loan, whictuihes fielding enquiries, sending out informatiatks, following
up enquiries, booking interviews, holding interviewompleting loan paperwork, referring client®toer services
and contacting clients whose loans have been @gtliBy comparison, applying for a NAB personal |ma
largely automated process, requiring an averagmethour of staff time (NAB 2009).”
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Belgium

There were 3 identified activities in Belgium. Dataloan services in Belgium were limited.
Two important sources were the European Commisstioies (Anderlonet al 2008; Jerusalmy
2007).

Service: Crédit Social Accompagné (CSA)/ Guided i@8btoan
Central Organization: Crédal Plus: L’Argent Solidag'’

Crédal L’Argent SolidairdCrédal Plus), along Dexia Bank Foundattdand regional
governments offe€rédit Social Accompagn€SA) (Guided Social Loan). Crédal Plus began
offering small loans for businesses in 2000, inietl small consumer loans in 2003, and
expanded the small consumer loans program in 205 CSAs are small loans packaged with
financial advice and support designed to allow laoeeme individuals who are unable to obtain
bank loans —because of low income, welfare recetpt,— to improve their daily wellbeing and
overcome social exclusion. The loans were initiallpilable in the Walloon Region but were
then extended into the Brussels Region.

Partners’ Roles

In terms of each partners’ roles, Crédal Blgsovides "assistance at the time of credit
applications, budget analysis, checking accessriiaind the purpose of the credit, monitoring
during the repayment phase (Jerusalmy 2007, @#@)xia Bank Foundation provides the loan
capital and the backroom financial processing dpmers. It funds 35% of the program’s
operating costs (Lierman 2007). The regional govemt provides loan guarantees and pays a
portion of the staff costs.

Eligibility and Screening

Clients must meet certain income conditions, aeddan must be for something that is "useful
and necessary" to the borrower's daily life. Prospe participants are screened through an
initial telephone conversation and then througlnaperson intervievf?

The Loans

The loans are intended "[t]o satisfy basic needsbflity, furnishings, basic comfort, training,
etc.)" (Belgium Country Study 2008, p.8). Actuabaxples of loan use include "taking a drivers
exam or buying a used car to apply for a job, bgyire bare necessities of furniture following a

7 Original summary o€rédal Plusprojectwas written by David Clarke and was base@@nch language material.
'8 From 2003 to 2007 the social credit program wampsrted by the Postal Bank. Once it withdrew itggsart in
2007 Dexia Bank Foundation began to support it.

19 Crédal Plus: L’Argent Solidairevas founded in 1985 as a credit cooperative bisErench-speaking (Walloon
and Brussels Regions) Belgium. Since its inceptioa,goal ofCrédal Plushas been to combat social exclusion by
using depositors' funds to provide finances forepreneurs, organizations and individuals.

% For instance out of 1004 calls received in the v region in 2008, 866 of the callers were dedel@ible
under the criteria. Out of these 866 eligible, &rawdirected elsewhere, either to a debt mediagovice, or a
Centre public d'action socidh public service organization that can providersgancy funding). Of the 795 who
were eligible for an interview with a counselorgohalf did not make further contact, or did nadwtup for their
interview, with the result that 356 interviews wettémately carried out. Of those interviewed, 6érevdirected
elsewhere (Translated from, Crédal Plus 2008).
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separation [or] repairing a roof (Crédal Plus 20G8Debt consolidation is another possible loan
use. Loan size ranges from €400 to €7,500, anchgedr€2,700 in 2007 (BCS 2007, p.14) and
rose to an average size of €3,000 by 2008 (Evr@@8) Loan frequency is between 100 and 150
loans per year with a total of 400 loans by 2004 280 by 2008. The total amount lent since the
program began is €1 million in 2007 and €1.5 millin 2008. Interest charges range from 4.5 to
6%, with an average repayment period of 28 momtl20D7, and a maximum repayment period
of 3 years. Repayment of the loan is in fixed mbnitstallments.

Program Finances

Data on loan defaults were as follows: 8% of loaese ‘unpaid’ and the loan loss rate was
1.5%. The 2007 program operating budget was €280@0~hich 64% came from public grants
and the remaining 36% came from Dexia Bank Fouoddtvrard 2008). Volunteering is
important to the sufficiency of the program. Lierm(@007) estimated that in 2007 there were a
total of 18 volunteers contributing 1,080 days/y&arard (2008) concluded that the costs of
instruction of participants are particularly heand that for the program to survive it requires
multiple sources of funding.

Assessment

The program is growing in terms of number of lodoan volume and regions covered by the
program. The European Commission country studyloded that "this pilot project has been a
clear success: good repayment rates, satisfyingntege financing needs, a strong social impact
through the financing provided (a better qualityifef, enhanced self confidence and the
enhanced employability of a substantial numbermstamers) and in terms of preventing over-
indebtedness (Jerusalmy 2007, p.8)."

References
* Documents: Crédal Plus 2008; Anderlenal. 2008, p.71; Jerusalmy, 2007; Olivier
Jerusalmy, e-mail message to the author 17 Septe2b8; Lierman 2007; Evrard 2008.

* Websiteshttp://www.credal.be/images/csa/rarw08.pdf

Service: Overdraft protection for Social Bank Accou
Central Organization: Dexia Bank

Dexia Bank offers a basic bank account called ‘@dgank Account’ that provides transactions
services with a €20 overdraft facility. These acdswere developed for clients of the Public
Centre of Social Action of Belgian MunicipalitieSRAS). CPAS are social welfare providers

L One study classified the use, and average sitteed®SA loan into the following headings: (1) tomote
mobility and employability: ranging from used caahs (average loan size €3,667), through car =efererage
€1,375), to purchase a computer (average €778jof2)ousing, with regard to access, quality ansidbeomfort:
loans have ranged from rental deposits on an apatttaverage €600 euro), through renovations (gecg2,989
euro), furniture (average €1,207 euro) to heat8®)983); (3) for other: including appliances (ager&721), health
care needs (average €300), and bringing familigsther (€2,891 euro).
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and offer budget guidance and debt counseling.atbeunt is intended for ‘disadvantaged
people’ and is free of charge for welfare recipeiiC 2008a, p.63). 51,000 Social Bank
Accounts have been opened. There is a 0% intenasge on the overdraft and the cost of the
account is borne by the CPAS.

References

* Documents: Anderlonket al.2008, p.71; Jerusalmy 2007; Olivier Jerusalmy,a-message
to the author 17 September 2009.

* Websites: not available

Service: Pawn loan
Central Organization : Crédit municipal / Mont-de-iBté / Public Pawnshop

Public sector pawnshops in Europe have their oiigthe 17th century. Mont-de-Piété has its
roots in Italy and was a response td' teéntury sensitivities around usury (Belgium Cowntr
Study 2007, p.12). It is the sole legal providepaivn loans in Belgium. Public sector
pawnshops in Belgium provide roughly 120,000 loaash year, offering a maximum of 70% of
the estimated value of the pawned item with a mimmoan of €30. The applicant must be
citizen of an EU state and must have proof of idignt

References

e Documents: Anderloret al.2008, p.71; Jerusalmy 2007; Olivier Jerusalmy,ag-message
to the author 17 September 20009.

«  Websiteshttp://www.montdepiete.be/EN/index.htm
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Canada

There were only two operating loan services in @and@wo other services were identified as
being under research or operating in the pastdwton hold. The data for the Desjardins
Federation program is quite extensive.

Service: Fonds d’entraide Desjardin/Mutual Assiste@ Fund
Central Organization: Desjardins Fédération

With over 5.8 million members and $144.1 billionasfsets (2007) Desjardins Fédération is one
the largest financial institutions in Canada. SiB860 Desjardins set aside $500,000 for a series
of ‘solidarity’ products including loans for smallsinesdMicrocrédit Desjardins aux enterprises
(loans for small business). TRends d’entraide DesjardifMutual Assistance Fund), a
consumer micro-loan service has its roots at threg &and has been running since 2002. In June
2009 the Mutual Assistance Fund was operating ilo&4tions in Québec (and one in Ontario)
involving 298caisses populairgs3% of allcaissedn the Desjardins Federation network. The
loan is made in conjunction with a local budgetresmliling organization of which there are 28
involved in the program. The objective of the lasuto assist people who do not have access to
mainstream bank credit, and who are experiencmanfiial difficulty, through budget
counselling, and an emergency loan.

The Partners

The project involves Desjardins Fédération, a loa@ése populaireand a credit counselling
agency. The federation and localssecontribute towards the loan capital, and the fonan
counsellor’s salary. The locaaisseagrees to maintain the loan fund by replenishmglaan
losses. The budget counselling agency refers sli@nthe program, does pre-lending
counselling, and monitors repayment.

The Loan

The loans can be between $500 and $1,000 andfareaby the locataisse populairen a no-

or low-interest basis. From its inception to Juf82, 3,456 loans were extended, valuing $2
million, with an average loan size of $571. In Dmber 2007 data indicated that the typical
borrower was between 25 and 54 years of age, tdtaale, relying on social assistance and with
annual income less than $10,000. Participants aqrse to become a member of the loaisse
and attend budget counselling sessions. All butcamsecharge no interest and that aresse
charges 5% interest. The average repayment pexib8 imonths.

Program Financing
The overall default rate is 10%. The program issedt-financing.

References

* Documents: Buckland 2008; Buckland, Hamilton andriee, 2006; Francois Gosselin, e-
mail message to the author, 25 September 2009.

* Websiteshttp://www.desjardins.com/fr/a_propos/profil/engaggmt/fonds_entraide.jsp
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Service: Micro-loan (Implemented but now on hold)
Central Organization: Community Financial Servicegsentre (CFSC)

The Community Financial Services Centre is a pt@gé&orth End Community Renewal
Corporation, a non-profit agency based in a disathged area of Winnipeg. Assiniboine Credit
Union (ACU) is a key partner in the project offeyiaccess to a credit union account. Clients to
Centre come through referrals from participatinghomunity organizations. The project offers a
series of basic banking services for low-incomepteto help them to develop a relationship
with a mainstream bank. The services include flre@identification, access to an ACU
account, no-holds cheque-cashing at ACU brancimelspae-on-one financial counselling
(optional for all clients but required in orderaocess micro-loans) including assistance in
creating a credit history. In addition, the CFS@ngl to offer group-based financial management
training in the future. The Centre has a full-timanager and one staff member. As of June 2008
the Centre had 153 clients issued with photo IRIggacilitated opening 136 basic accounts,
completed 79 one-on-one counselling sessionstedsiscreating 8 credit histories, and issued
21 loans.

The Loan

The micro-loan program is now on hold, pendingwaesg (Joyal 2009). The loan size could be
between $40 to $100, with a fee of $1 per $20 lveerb The Centre originated a total of 21 and
these were all at $100. Twelve have not yet bepaide One concern expressed by clients was
that there was considerable processing in ordget@a $100 loan.

References

« Documents: Debra Joyal, e-mail message to the gut®eptember 2009; Buckland 2008;
Buckland; Hamilton and Reimer 2006.

* Websites: not available

Service: My Best Interest (Plan that was not implented)
Central Organization: Vancity Credit Union

As recently as September 2007 Vancity Credit Unvass exploring development of a small loan
for vulnerable consumers. Vancity has experiendk srmall loans for business, and with the
growth of the payday lending industry it had idéatl a gap in mainstream banking for small
consumer loans. Vancity had developed a produceddMy Best Interest (MBI), which was to
respond to the need for a small loan, but not tyecibstitute for a payday loan. However this
product was not implemented because it was feltrtba payday loan regulations would control
problematic aspects of payday loans, and becauseaotial limitations at Vancity (Geller
2009).
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The Loan

The loan was to have an annualized interest ravetween 18% and 30% and a 6 month
repayment period. The loans were to be accessilegh partnering community organizations
and clients would not have to be members of Varuitythe loan amount would be deposited on
a cash card allowing access via a Vancity ATM. Idaa transaction would appear on the
consumer’s credit reports. Financial literacy tiagnwould be available for clients but would not
be a requirement of loan receipt.

Program Finances
The loan fees were to be sufficient to make the Midigram self-financing. The fees were
intended to cover Vancity’s capital costs and th&t€to the community partners

References
* Documents: Elisabeth Geller, e-mail message tautitleor 22 September 2009.
* Websiteshttps://www.vancity.com/

Service: Overdraft protection
Central Organization: Pigeon Park Savings

Pigeon Park Savings (PPS) is a credit union opeyati the Downtown Eastside of Vancouver.
Pigeon Park Savings is a program of the non-poofjanization, PHS Community Services
Society, and a branch of Vancity Credit Union. Watker 5,000 members it offers a basic
account for $5 per month, accessible through VgisckTM network, a free % account, and
counter cheques that can be used for bill paym®®s. has arranged a system of personal
identification —using photocopied personal idenéfion verified by their welfare office— with
clients drawing welfare benefits. PHS providesstadf to manage and provide teller services
while Vancity contributes backroom processing, catapsystem and technical support. Since its
inception, Vancity has also financially supportedhe of Pigeon Park Savings’ operations.

The Overdraft

In addition to the basic account, PPS offers ad&fdraft for some members. The overdraft
comes at no charge but can be accessed only inrparsl requires approval. The overdraft is
very popular: approximately 85% to 90% of membexrgehthe overdraft today (PPS Manager
2009).

Program Finances

There is no separate financial analysis for thedradt facility. In terms of PPS’s overall
finances, it pays no rent for its building, whishprovided by the Coastal Health Authority.
Some of PPS’s operating costs are covered throemyite fees. But at least through 2007-2008,
some operating costs have not been covered, antidkibeen paid for by Vancity Credit Union,
amounting to approximately $100,000 each year.
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France

There were 5 identified loan programs or serviogSrance. Two important sources for these
data were the European Commission studies (Andestaad. 2008; Gloukoviezoff 2007). There
was a modest amount of detail available for thesgrams.

Program: Loan guarantee from Fonds de cohésion saei/ Social Cohesion Fund
Central Organization: Managed: Caisse des dépoétsatsignation; Supervised: Comité
d’orientation et de suivi de I'emploi des fonds(CBB)

Fonds de cohésion soci#Bocial Cohesion Fund is a government programani guarantees

and it began in January 2005. The loan guaranteam@ant to encourage banks to provide credit
to people who are otherwise lacking access to riraen® bank credit (Gloukoviezoff 2007, p.5).
The purpose of promoting mainstream bank loans sdate employment and enhance social
cohesion. Loan guarantees are available to coopetanks, the postal bank, municipal pawn
brokers, and some credit card issuers, but not ecangiat banks. The loan guarantee is structured
so that it covers one-half the amount of the loalne (Gloukoviezoff 2007, p.5). It is planned
that €73,000,000 will be available over 5 yearsr(illions in 2005, €12 millions in 2006, and
then, €19 millions in 2007, 2008 and 2009) (Gloukawff 2007, p.5).

References
« Documents: Gloukoviezoff 2007.
*« Websiteshttp://www.fininc.eu/index,en.htmhttp://www.responsible-credit.net/

Service: Crédit solidaire / Solidarity Credft
Central Organization: La Caisse Régionale de CréAgricole du Nord-est

The Crédit Solidaire(Solidarity Credit) is offered by th€aisse Régionale de Crédit Agricole du
Nord-est It is a consumer micro-loan that is available ttheuable people in North-eastern
France. The program is not a top-down model folimpa fixed process but rather it allows
different partnering banks to develop their own moet(Beaujouan 2006). The loan is available
to people who face acute financial challenge duotoe unforeseen event such as family iliness,
break-up or job loss. The loan is not seen as atwvayercome poverty but, if delivered carefully
with financial counselling, it can assist a borroweercome a short-term problem. Applicants
are carefully screened to ensure that they cactefédy use and repay the loan. In fact, the
accompaniment of the borrower with a counsellar jsllar of the program.

The Borrower and the Loan

Usually the borrower’s monthly income is betweerD00 and €1,300. The loans are intended to
assist the borrower to return to their financiadiion prior to the event and/or assist them tmgai
employment. From 2001 to 2005 a total of 732 lomerse extended for a total value of

2| would like to thank Elizabeth Buckland for asai®e in translating a French language documenttabis
program (Beaujouan 2006).
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approximately €13 million. Most loans were repaid B.2% of the loan volume is delinquent
(crédits douteux ou litigiegx

Assessment

The program faces a tension of (1) acting as a,kmmkturning a profit, and (2) achieving its
goal of assisting the clients. Beaujousan (200§)es this tension can be resolved through an
effective program and staff commitment. It is inaot for the success that stafiéttre les
mains dans le cambotiby understanding their clients’ needs and goHte solidarity credit
program is undergoing some changes such as redingrigan committee and considering
micro-lending for businesses. It is understood siaditlarity credit will not realize immediate
profit but can assist the bank to improve its imagd strengthen consumer loyalty.

References
* Documents: Beaujouan 2006.
*« Websiteshttp://www.fininc.eu/index,en.htmhttp://www.responsible-credit.net/

Service: Crédit Mutuel Mid-Pyrénées with SecourstBalique
Central Organization: Secours Catholique (Caritagd&nce)

According to Gloukoviezoff (2007), social microcieith France has its inspiration, in part from
a loan program structured to support victims ofAlZ& chemical factory explosion in Toulouse,
France. Th&ecours CatholiquéCaritas France) developed a loan scheme to asdishs.

References
« Documents: Gloukoviezoff 2007.
*« Websiteshttp://www.fininc.eu/index,en.htmhttp://www.responsible-credit.net/

Service: Prét sur gage/Pawn loan
Central Organization: Crédit municipal/Public Pawm®ps

As with other European countries, France has @sysf public pawnshops with roots in thé"17
centuryCrédit municipal They offer pawn loans but with fees and rulefedint from

commercial pawn brokers like those in Canada. Atiogrto Gloukoviezoff (2007, p.4), "[tlhey
have a social mission." Among other services (fscauctions), these pawnshops offer pawn
loans,prét sur gageThey are also involved mini préfmicro-credit, discussed below. There are
approximately 15 public pawnshops across Frandaedimg, Paris, Lyon, Marseille, Bordeaux,
Nantes, Toulouse, and Dijon (Gloukoviezoff 2007).
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The Loan

The interest charge for the loan is generally adol®% APR (Gloukoviezoff 2007), as
compared with 250% APR for some pawn loans in CarfBdckland and Martin 20055.At the
Crédit municipal de Parighe loan is extended for one year —not one mastith many
pawnshops in Canada— for 50-70% of the value op#vened item. If the loan cannot be repaid
at the end of the first year then an extensiorafsecond year can be arranged at a fee equal to
the one year interest payment. If the loan is nt#reded or repaid then the item is sold. If the
selling price is higher than the loan principal amerest then the difference is given to the
borrower (if the selling price is lower than thaoprincipal and interest then the difference is
not charged to the borrower). Extra revenue from #ie sf pawned items in Canada does not
revert to the borrower. According @réedit Municipal de Paris"[tjoday, 93% of objects left in
pawn at theCrédit Municipal de Parisire recovered by their owners (website)."

Assessment

The public pawnshop pawn loan seems like a usérhative source of credit for vulnerable
consumers. Two caveats are that (1) it is not ¢febhe quoted APR includes all fees and, (2)
data were not available on the program financirdjvanether thgrét sur gageprogram is self-
financing or if there is some cross-subsidizatldowever, Gloukoviezoff is critical about pawn
loans: "But prét sur gaggcan not really be considered as a proper answindncial exclusion
as first, they are not available in every town, aadond, they are obliged to request an item
(usually jewelry) as a basis for the loan (Glouleaaff 2007, p.4)."

References
* Documents: Anderloret al. 2008, p.70; Gloukoviezoff 2007.

*« Websiteshttp://www.creditmunicipal.fr/accueil.htmihttp://www.fininc.eu/index,en.html
http://www.responsible-credit.net/

Service: Social micro-credit
Central Organization: Cooperative Banks, Municip&awnshops, etc.

Social micro-credit is offered with support frometBocial Cohesion Fund, which guarantees
50% of the loan and is offered by various partitigainstitutions. Financial institutions that are
involved in the program include cooperative barnlks,postal bank, municipal pawn brokers, and
credit card issuers. The purpose of the socialavieedit loan is to foster financial inclusion. The
way it works is that the financial institution prdes the loan to the client in conjunction with a
community organization that assesses the riskeasye@and supports the clients (Gloukoviezoff
2007, p.10). Under th€redit Municipal de Paristhe name given to this type of loan (with 50%
guarantee from the Social Cohesion FundWiisrocrédit personnel

2 It is not clear if the APR calculated includesfals, including storage and insurance fees whiels@metimes
kept separate. The figure quoted for Manitoba idetuall fees including storage and insurance (se&l8ndet al,
2003).
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The Loan

The range in loan size is €300 to €4,000 with araye size of €2,250 (Gloukoviezoff 2007,
p.14). Interest charges range from 4% to 8% AP&sgthre no administration fees, and the
repayment period is 48 months. From its inceptio005 to 2007 there were a total of 2,500
loans amounting to €3 million (Anderloet al. 2008, p.71). Two-thirds of the loans are used for
transportation purchases (e.g., to purchase andranother 15% are used for housing.

Assessment

Different participating Fls have used differentteyss to extend the social micro-loans. The
variations have been described in the following svalecentralised vs. centralised schemes;
‘dedicated structure’ vs. bank branch; universakarggeted approach (Gloukoviezoff 2007,
p.11). For instance the decentralized scheme wWiasvied by Crédit Mutuelthat allows the
caissein different regions to choose whether to partitgpin the pilot phase of the project. The
use of ‘dedicated structures’ involves the bank@gsiffice space in another, local institution. The
targeted approach involves targeting a certaingrelg., young people, for the loan. In his
assessment of the social microloans, Gloukoviazaiiéd:

The definition of who can or cannot access sociataouredit is related to the
criteria which are accepted by the Social CoheBiamd. People who are in
extreme poverty and who over-indebted are excludgdvertheless, some pilot
projects go further than what it is expected bySbeial Cohesion Fund. Some of
them lend to over-indebted people with the agre¢metheBanque de France
which is already supervising their debt repaymdsu Gloukoviezoff 2007).

References

* Documents: Anderloret al. 2008, p.71; Gloukoviezoff 2007.

* Websiteshttp://www.fininc.eu/index,en.htmhttp://www.responsible-credit.net/
http://www.microcredit-municipal.fr/

30



Germany
There was only one identified loan service for Gamgnwhich came from the European
Commission’s study on financial inclusion (Andeilenal 2008; Sanio 2007

Service: Pawn loan
Central Organization: Public Pawnshop

The public pawnshop in Mannheim, Germany acceptriaty of consumer goods for collateral
on a pawn loan. These goods include: jewelry, bidazware, power-tools, electronic
equipment, bicycles, music-instruments, camerast@ys. The charges for the service are 1%
interest and 2% fees per month. The repaymentgeyié months, with a possible one month
extension. The pawn loan can be extended furth@alging the appropriate fees. If the loan is
defaulted and the good is sold, revenue in exceg®grincipal and interest is returned to the
customer.

Resources

« Documents: Werner Sanio, e-mail message to th@a@thSeptember 2009; Tobias
Rackstraw, e-mail message to the author 29 Septe2068.

* Websiteshttp://leihamt-mannheim.de/cms/front_content.php&id127
http://www.fininc.eu/index,en.htmhttp://www.responsible-credit.net/

4 The lack of identified programs, other than pupliozvnshops, from Germany may partly reflect thelmmge
challenge | faced. Based on a contact in Germaagi¢S2009) | tried to contact two organizationg: The
Federation of German Consumer Organizati@es, Verbraucherzentrale Bundesverband éWZBV), and the
Institute for Financial Services-Hambuftgstitut Fur Finanzdienstleistungen E,\IFF-Hamburg) but | was
unsuccessful to communicate with them.
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United Kingdom

Data for the UK comes from several sources. Dateapious government programs were more
extensive but there were limited data on FI seszi&alient work in the UK included the
government financial inclusion strategy, four pags and one service.

Strategy: Financial Inclusion Strategy
Central Organization: HM Treasury

The beginnings of the current UK government Finahiciclusion Strategy go back 1997 with
the formal strategy for 2005-2008 being unveile®acember 2004 and th&°2ound for the
2008-2011 period. The strategy includes a numbepuits, including getting banks to open
more accounts, and assisting the 'third sectat{cunions and community development
financial institutions) to expand through the Grbwund (a part of the Financial Inclusion
Fund), and to increase loans through the Sociatl Fline ultimate authority of the strategy is
HM Treasury. The Financial Services Authority (FSa)d the Department of Work and
Pensions (DWP) are other important departmentdvedo The negative impact of the sub-prime
financial crisis on the UK economy seems to havaffiemed this strategy, and in particular
through increasing government funds available émscmer credit. In 2004 the government
announced the goal to cut in half in two years2i8emillion individuals in 1.8 million families
who have no bank account (HM Treasury 2007). Im$eof progress on the goal, it was found
that in 2005-2006 that the number of unbanked ebatl fallen to “2 million adults, living in
1.3 million households, meaning that 800,000 achdts been brought into banking between
2002-03 and 2005-06 (HM Treasury 2007)."

References

* Documents: HM Treasury 2007; Christine Hewson, d-massage to the author 15
September 2009; Boaz Nathanson, e-mail message author, 10 September 2009.

* Websiteshttp://www.hm-treasury.gov.uk/fin_inclusion_indeth
http://www.financialinclusion-taskforce.org.uk/

Program: Community Banking Partnership
Central Organization: Various, e.g., the New Econa®s Foundation

The New Economics Foundation, the National Assamiatf Credit Union Workers (NACUW),
the University of Salford, and Lloyds TSB (the fengare one group investigating community
banking partnerships. The purpose of the partnesshito bring together financial expertise of
banks and local knowledge to demonstrate waysdioceefinancial exclusion.

References
* Documents: New Economics Foundation 2004; DaysdnConaty 2005.
* Websiteshttp://www.neweconomics.org/gen/news communitybagiartnership.aspx
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Program: Financial Inclusion Fund
Central Organization: Department of Work and Pensi®

As a part of the UK government’s financial inclusistrategy it established the Financial
Inclusion Fund, which is implemented by the Deparitrof Work and Pensions. The goal of the
fund is to reduce financial exclusion in three kegas: money advice, banking, and affordable
credit (Hewson 2009).

The fund amounted to £120 million for three yeaf¥)5-2008 (Table 6). For the next
three year period, 2008-2011, the fund was inckas€130 million. Three-quarters of the total
£265 million, 6-year fund is allocated towardsrirag and employing money advisors (48% of
the total), and administration and provision of gnewth fund (30% of the total). The Growth
Fund is designed to support credit unions and conitpndevelopment financial institutions to
expand their provision of credit to under-bankedpe (see below).

Table 6. UK Financial Inclusion Fund allocation0%62011

2005-2008 | 2008-2011
Item Millions £
Employment and training of money advisers (500) 45 74 + extra 9
Growth Fund 36 + extra6 =42 38
Growth Fund administration (& the eligible loans | 10
deduction scheme)
Pilot mechanisms of money advice outreach 6
Financial Inclusion Taskforce 3 2
Campaign to overcome batrriers to financial exchusji@0
Financial inclusion “champions” 12
Debt advice in prison locations across England and 2
Wales
Campaign to provide information about Christmas 2
saving schemes, etc. (with Office of Fair Trade)
Total 120 + extra 6 = 126 130 +9 =139
Source: Hewson 2009
References
* Documents: HM Treasury 2007; Christine Hewson, @-massage to the author 15

September 2009.

* Websiteshttp://www.hm-treasury.gov.uk/fin inclusion indetaoh
http://www.financialinclusion-taskforce.org.uk/
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Program: Eligible Loans Deduction Scheme
Central Organization: Department for Work and Persis (DWP)

This program is run by the Department for Work &eaahsions (DWP) and it is a part of the
Financial Inclusion Fund and began in December 200the first three years of the Fund, 2005-
2008, £10 million were allocated to the Eligibleans Deduction Scheme (and for administration
of the Growth Fund). The purpose of the scheme isdrease lending to financially excluded
people by reducing the risk of borrower defaulef@boy the lender (HM Treasury 2007a, p.33).
The way it works is that once the lender has satddDWP that they have done all that they can
to be repaid by a defaulting borrower, then DWP daduct payments from the borrower’s
welfare income, and remit them to the lender.

References
e Documents: HM Treasury 2007a; Christine Hewson ad-message to the author 15
September 2009.

* Websiteshttp://www.dwp.gov.uk/other-specialists/eligiblealp-deductions/

Program: Growth Fund
Central Organization: Department for Works and Paoss

The Growth Fund is operated by the Department ofd/dad Pensions (DWP) and the Fund
began operation in July 2006. It is a componenhefrinancial Inclusion Fund (see above). The
value of the Growth Fund was £42 million for thesnyears 2005-2008 and £38 million for the
2008-2011 period. The purpose of the fund is tesa%kird' sector —credit unions and
community development financial institutions— toyide affordable loans to vulnerable
consumers. The goal of the fund is to raise thac#pof the third sector to promote financial
inclusion and, in particular, by 2011 to double tluenber of loans delivered by that sector to
150,000, and to raise the value of lending to £dbom per year (HM Treasury 2007b). The
Growth Fund seeks to target the loans towards fmeme consumers and geographically poor
regions (HM Treasury 2007b). The DWP is funding doganisations to deliver loans financed
through the Growth Fund.

From July 2006 to August 2009, there were mora #&2,832 loans made, valuing
almost £80 million (DWP website). The average sizthe loan was £435, and just over one-
third of loan recipients opened a bank accountnduithe loan process. HM Treasury estimated
that 85% of the loans were received by low-incomepbe in areas of highest financial exclusion
(HM Treasury 2007b, p.195.

The monies received by participating organizatiamsto be used to capitalize their new
lending to low-income people and is not repayabliné government (Hewson 2009). It is
expected that the capital can be sustained evénseihe non-repayment, through revenue

% A list of organizations is available dtttp:/php.dwp.gov.uk/other-specialists/the-groviahe/growth-fund-
contracts/contracts.php

% The government has geographically mapped arefasapicial exclusion, sedtttp://www.hm-
treasury.gov.uk/financial_credit_union.htm
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sources such as interest charges. Monies werguaisaed in the first three years to contribute
to administration and operating costs of the pitsjec

A couple questions have been raised about the Brbund (Jones 2008). First, that the
Fund might pressure credit unions to focus on forely excluded people, which is at odds with
credit unions’ general pattern of having a morestse clientele (necessary for their financial
viability). Second, that large capital infusionsrfr the state can unbalance small credit unions,
for instance because they are required to divedurees from core business to managing the new
capital. Since the Fund is very new there is lgti@ence available to test either of these
questions.

One example of utilization of the Growth Fund isrfélk Credit Union, located in
Norfolk UK, which is in the central-east part ofdgtand. Norfolk Credit Union receives funds
from the Growth Fund and is presently contractegrawide 300 loans in 2009 (Squirrell 2009).
The credit union is contracted to meet certain laagets each quarter. The loan size varies from
£150 to £1,600 and will average around £600. Boerswnust be low-income and loans are
intended for basic necessities such as furnitymgljances, clothing, utilities and, in special
cases, debt consolidation. Norfolk Credit Union ateer funding streams that provide similar
support for loans, e.g., rental assistance fortsna

References

* Documents: HM Treasury 2007b; Christine Hewson,aé-message to the author 15
September 2009; Jones 2008; Alan Squirrell, e-ma#sage to the author 6 October 2009.

*  Websiteshttp://www.hm-treasury.gov.uk/financial credit_unibtn
http://www.dwp.gov.uk/other-specialists/the-grovitimd/; http://www.norfolkcu.co.uk/

Service: Budget and Crisis Loans from Social Fund
Central Organization: Department of Work and Pensi®

The Social Fund, operated by the Department of VdakPensions, was established in 1988. It
includes funds for grants and loans to welfarepieaits. A proposed reform would shift the
lending component to financial institutions. Cuthgneligible recipients include people

receiving Pension Credit, Income Support, inconteted Employment and Support Allowance

or income-based Jobseeker’s Allowance, and who baga receiving the benefit for at least 26
weeks (DWP 2008a). Two types of loans are availdhlielget Loans and Crisis Loans. In 2007-
2008 over £500 million was allocated for Budget h®and £120 million was allocated for Crisis
Loans (DWP 2008a). There are no interest feeshmraharges for these loans. During that same
period there were a total of 1,168,000 Budget Loahged at £511 million and 247,000 Crisis
Loans valued at £139 million (DWP 2008a). The agersize the Budget Loan was £433, and the
average size of the Crisis Loans was £458. Buagetsl are intended for households items such
as appliances and furniture, and Crisis Loansraemded for dealing with emergency or disaster.

References
* Documents: DWP 2008a; DWP 2008b; Collard and Kem2895.
« Websiteshttp://www.dwp.gov.uk/consultations/2008/social-ddnew-approach.shtml
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United States

There are a variety of programs (4) and servicgpr@sented here that are related to affordable
credit for vulnerable consumers in the US. The @atéhe US activities are one of the most
detailed among the 7 countries. Of the programs,i®a government one, and the other three are
(were) run by industry associations. In total, fim& programs offer details about 48 loan
services. Also included below are seven servicgsiding four cases from one of the programs
listed above and three other cases.

Program: REAL Solutions: Payday Loan Alternatives
Central Organization: Credit Union National Assodi@n (CUNA)

The program REAE’ Solutions is a research project organized by €tédiion National
Association (CUNA) and seeks to assist credit uniorthe US to offer a range of financial
services useful to “working families with low wdakhind modest means.” Through REAL
Solutions, in 2009, CUNA prepared an implementagjoide for credit unions seeking to offer
credit that is an alternative to payday loans. Ghiele features 10 case studies of credit unions
offering payday loan alternatives.

This payday loan implementation guide is intenaeldlp credit unions develop
solutions that are appropriate for the credit usiand its members. It is not a
turn-key answer, but some turn-key products areifed as examples (Pierce
2008).

This program includes a range of products from stiakeare very similar to payday loans to
some that are qualitatively different —particularnyeference to fees, repayment timeframe, and
link to mainstream banking— from them.

Most programs studied have loan sizes ranging B850 to $US500, loan terms vary
from 14-days to 6 months, and criteria for applarausually include 30-90 days membership
with the credit union (Pierce 2008, p.8-10). Mdsthe products were structured to act as a kind
of substitute to payday loans without some of thgday loan’s problematic features such as high
fees?® Where data were available, loan volumes from kit modest levels of 37 loans valuing
$US20,700 at Hershey Federal Credit Union to lavgérmes of 44,101 loans valuing $US13.6
million at Wright-Pratt Credit Union. Charactercstiof borrowers vary across credit unions but
for two, the majority of borrowers have househaoldome less than $US45,000. Well over three-
guarters of clients in these two programs are batwl8 and 54 years of age. The loan losses also
vary across the credit unions, from 0.3% to 4.6%n& of the programs are turnkey programs in
that they are designed by another organizationttaer sold to the credit union for their use. The
REAL Solutions report is silent on program finargclnut does make reference to the marginal
profitability of such products:

" The acronym stands for: Relevant, Effective, Admelding, Loyalty-producing.
% However, one loan program, Good Money Payday Lappeared to be very similar to a commercial payday
in terms of the interest charge (257% APR) andehm (14 days).
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Most credit unions will want to cover some or dltleeir operating expenses
associated with the product as well. If the loamdpict is losing money, the credit
union can make the decision how long it will congrto provide the loan as a loss
leader or what changes to make to the producta@ase revenue or to cut costs
(Pierce 2009, p.109).

References

» Documents: Pierce 2008; Pierce 2009.

* Websiteshttp://www.realsolutions.coop/solutions/loans-araygay-lending/payday-
lending; www.realsolutions.coop

Program: Retail Financial Services Initiative (RF3I
Central Organization: National Community Investmeiiund (NCIF)

From 2003 to 2006 this project was run by Natid@dammunity Investment Fund (NCIF), the
Center for Financial Service Innovation (CFSI), angroup of 12 banks and credit unions. The
program generated a guide that seeks to “incréasguantity and quality of financial services

for unbanked and low- to moderate-income consuiiNasonal Community Investment Fund
2005).” This includes an effort to develop alteivies to payday loans. The payday loan example
used in the guide is the North Side Community Faldéredit Union, discussed below.

References

* Documents: National Community Investment Fund 20R4&chel Schneider, e-mail message
to the author, 23 September 2009.

* Websiteshttp://www.cfsinnovation.com/research-paper-dethp.?article _id=380

Program: Small-Dollar Loan Pilot Program
Central Organization: Federal Deposit Insurance Quoration, FDIC

The Small-Dollar Loan Pilot Program was starte&aruary 2008 as a two-year case study
designed to “illustrate how banks can profitablieoaffordable small-dollar loans as an
alternative to high-cost financial products, sustpayday loans and fee-based overdraft
protection (FDIC website).” Pilot banks can rece@RA credit although most participating

banks have sufficient credit and are motivated nooiteof an eagerness to demonstrate it can be
done (Miller 2009). In total, 31 small, local, am@dium-regional sized banks are participating
and they have a total of 560 branches located ist&@s. The 31 FIs’ assets range from $26
million to $10.4 billion, and 8 of the banks ha@axisting small loans programs. As a
government-sponsored pilot project, this is a wleltumented program. Fourteen of the 31 banks
have a financial literacy component, many bankslgeneral consumer education, 16 banks
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required, and 4 encouraged a ‘linked’ savings sehemd 5 banks contributed to the savifigs.
In terms of bank rationale, most see the smalladddians as a "cornerstone for long-term
relationship-building that also creates goodwilthe community.” However, as with all of these
loan schemes, data were limited on program financin

The Loans

Loans are grouped into two categories: small-dddlans (SDL) which are less than $US1,000,
and nearly small-dollar loans (NSDL) which are begw $US1,000 and $US2,500. FDIC
(website) provides guidelines for loan charactessincluding:

. Loan amounts of up to $1,000

. Payment periods that extend beyond a single pakahate
. Annual percentage rates (APRs) below 36 percent

. Low or no origination fees

. No prepayment penalties

. Streamlined underwriting

. Prompt loan application processing

. Automatic savings component

. Access to financial education.

To complete the loan application the banks requiteshts to provide proof of identity,
address, income and credit report. Loans can berumitten in 48 hours and if the client has the
appropriate documents, application processing eatobe in less than an hour. Underwriting
was achieved in the following ways: 4 banks usditszores, 9 banks required the client to have
a deposit account, and 6 banks required directsiepbemployment income. Interest rates
ranged from 11% to 36% APR, with an average of X8®R. Fifteen banks charged an
application fee, ranging from $18 to $61.50, andraging $34. Loan terms ranged from three
biweekly instalments (six weeks) to 36 monthly pawts.

Assessment after Year One

At the end of the first year the banks had provitié@00 loans valued at $18.5 million. Sixteen
of the 31 banks targeted specific clients: 10 $getlow- and moderate-income households, 4
specified military personnel, 3 specified collegedents, 2 specified Latino-Americans, and 1
specified Native Americans. In terms of loan detfari3% of SDLs were outstanding, and 3.4%
of loans were charged-off (where the loan is cotepfedefaulted) under the pilot. Delinquency
rates (trouble paying on time) were 3 times highigh these programs as compared with typical
bank lending. However charge-off rates (loan loskess that are written-off and are
uncollectable) are at about the same rates asarelgains.

Success of the pilot projects was attributed fipsutive bank leadership, bank
commitment to the community, having a bank 'chamgio manage the program, good location,
partnerships with non-profit agency, and word-ofetomarketing. One of the biggest obstacles
to the viability of the programs is the high opergtcosts particularly associated with the staff
time to review and approve the application (Mil&09). Most banks find that on its own, the
small-dollar loans —particularly the SDL and lesgise NSDL— do not generate a profit. But the
small loan does bring new clients in who will eweadly use other more lucrative bank products.

% The linked savings partially collateralized thans.
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Some banks operating in communities with large nkbd —particularly immigrant—
communities have been able to generate a shortgesfit:

Banks with existing programs were the most likelyeport that overall
relationships with SDL and NSDL customers are pabfe. These banks indicate
that costs related to originating and servicingar. or NSDL are similar to other
loans. However, given the small size of SDLs and lesser extent, NSDLs, the
interest income and fees generated are often ffatisnt to achieve short-term
profitability. Nevertheless, banks with existingpgrams have been able to
generate long-term profitability through volume dnydusing the SDL and NSDL
products to cross-sell additional products (FDIO%).

References

* Documents: FDIC 2009a; FDIC 2009b; FDIC 2009c; FROD9d; Herrmann and Tescher
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Program: The Alternatives to Payday Lending PrograAPPLE)
Central Organization: National Federation of Commutly Development Credit Unions

The Alternatives to Payday Lending Program (APPisE program of National Federation of
Community Development Credit Unions. The programdnein 2007 and it involves 6 case
studies of payday loan alternatives at communitsetigoment credit unions. The program was
funded by JP Morgan Chase Bank and was evaluatdueb/oodstock Institute in 2007
(Williams 2007). The purpose of APPLE was to depedgpayday loan service that the credit
unions can sustainably offer and that is appeamdyhelpful to consumers. This study provides
the most detail, in comparison with other studasut program financing.

The Loan

The loan sizes ranged from $US100 to $US5,000 avitaverage of $US350 to $US1,900.
Almost one-half of the loans (46%) were used to @agrdue bills. In 2005-2006, 3,500 loans
were made amounting to $US1.6 million. Loan voluritesa 1.5 year period ranged from 55
loans valued at just over $US100,000 at AS| Federatlit Union to 2,254 loans valuing just
under $US800,000 at Faith Community United Creditod. The client group is described as
people who use payday loans. All credit unionsrdffeancial education and some require clients
to attend these. Interest rates range from 9-18%4tesre are often other fees, e.g., application
fees. Commonly the loans are secured by requirimgnmm membership tenure, calling for
credit reports, and requiring direct deposit aniweuatic deduction. Repayment periods range
from one to 18 months and may involve one or midtipstalments. Advertising is done through
word-of-mouth of clients and tellers.
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Program Financing

Five of the six banks have low delinquencies, nagdrom 0% to 1.8%. One bank has high
delinquencies of 40%. The loan charge-off rate earfgpm $USO to $US29/$US1,000. All of the
six programs had positive net income. Average maime (revenue less costs) for these
programs averaged $US47.99/loan and ranged fron® $@%oan to $US127.58/loan. In the
Woodstock Institute’s evaluation of the programs itoncluded:

However, even including charge-offs, it is cleaattthe affordable PDLs [payday
loans] are profitable for each credit union. Tkiparticularly notable given the
innovative nature of these loan products. Givenenexperience to refine
underwriting standards and reduce loan costs pibssible that each credit union
has the capacity to increase gross margin percesigen more (Williams 2008).

Assessment
This study concludes that FIs can offer affordaiéalit for vulnerable consumers in such a way
that program revenues compensate, with some mimgprofit, for program costs. In addition,
the study (Williams 2007, p.ii) argued that effeetloan services should be designed with the
following features in mind:
- to discourage ‘over-borrowing’ (too many loans ighert period of time) and to
encourage savings during the repayment period
- to keep fees to a minimum, including interest rat@greater than 18% APR
- to use expedited loan application and processing
- to develop a long-term relationship with the boreowan lead to a long-term benefit
for both client and FI
- to use care with regard to credit bureaus to bdticate clients and help to build their
credit rating.

References
+ Documents: Williams 2007.
* Websiteshttp://www.cdcu.coop/i4a/pages/index.cfm?pageid=902

Service: Collateral loans
Central Organization: The Provident Loan Society New York

The Provident Loan Society of New York offers paaans, on terms akin to European public
pawn brokers, and different from commercial pawokbers. The interest rates are lower than at
commercial lenders and, if the item is not redeearaisubsequently sold, any extra funds
(above the principal and fees for the loan) anernetd to borrower. There are five outlets in New
York City.

References
« Documents: not available
* Websiteshttp://www.providentloan.com/
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Service: Direct Deposit Advance line of credit
Central Organization: Wells Fargo

Wells Fargo Bank has offered the Direct Deposit &tbe, a line of credit, in California since
1994 and now offers it in 24 states. It is desigimedvercoming an emergency situation like
medical crisis, car repair, or emergency travelll§éargo notes that it is an expensive form of
credit and it is intended for particular emergesityations (Messick 2009). The cost of the loan
is $US2 per $US100, which amounts to a 120% APR.|®&an is available to Wells Fargo Bank
clients who have direct deposit (minimum $US100rpenth), and an account in good standing.
The maximum value of the loan is "the lesser of@60half of the individual’s monthly direct
deposit income,” and it must be repaid within 3gsd&lients have the option of speaking with a
banker about financial literacy issues or use tle§\Fargo financial literacy tools on its
website, but this is not a requirement to get tiaa! Heavy use of the line by clients is
discouraged®

References
* Documents: Herrmann and Tescher 2008; Richele Mlessimail message to the author, 14
September 2009.

* Websiteshttps://www.wellsfargo.com/checking/dda/incdex
https://www.wellsfargo.com/help/fags/dda_faqs

Service: Payday Alternative Loan (PAL) - North Side

Central Organization: North Side Community Feder@redit Union, Chicago

Example from: From the Margins to the Mainstream,d®ail Financial Services Initiative’s
(RFSI).

The Payday Alternative Loan (PAL) program has baféered since 2002 by North Side
Community Federal Credit Union in Chicago. The pamg was highlighted in Retail Financial
Services Initiative’s (RFSI) publicatioRrom the Margins to the Mainstrea{National
Community Investment Fund 2005).

The loans are maximum $US500 and as of July 20&phad extended 3,531 of them. In
order to be eligible the client must earn minimuds%,000/month and become a credit union
member. There is an application fee of $US30 aadrterest charge is 16.5% APR. The
repayment period is 6 months and the minimum payiise$87/month. When the loan is almost
completely repaid North Side will make the lastipayt or place the last payment into a savings
account. Loan volumes were reduced in 2005 to ajpiaiely 676 loans per year.

The program is not self-financing, but it is legkd that it could become self-financing
with some minor changes (National Community Investtr-und 2005, p.2). However North

%0 Use of the product in more than 12 consecutiaerient periods leads to a $US100 credit limit cédn.
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Side officials believe if these changes were maeda the demand for the product would decline,
which is not desirable to them. The product is seea way to bring in new members who will
eventually use other, more profitable, credit urpooducts.

References
* Documents: National Community Investment Fund 2005.
*« Websiteshttp://www.cfsinnovation.com/research-paper-daship?article id=380

Service: Payday Alternative Loan (PAL) — Veridian
Central Organization: Veridian Credit Union, Wateob, lowa
Examples from Payday Lending: A REAL Solutions® Irtgmentation Guide

Veridian Credit Union of Waterloo, lowa has beefeohg its Payday Alternative Loan, PAL,
since March 2007. This is an example frBayday Lending: A REAL Solutions®
Implementation Guide

Underwriting Criteria

Clients must be 18 years old, be in good standinigeacredit union, and have their income direct
deposited. To be eligible members must not be geént more than 10 days on other Veridian
loans. The client’s credit bureau is also checKéw application can be done by phone, on the
web or at a branch. If the client has all the infation then the application process may take only
15 minutes.

The Loan

This is a closed-end loan ranging from $US400 t&$1000, with a 6-month term with periodic
repayments. One-half of the loan is frozen in arggsaccount until the loan is fully paid. The
interest rate is 19% - 21% and there is an apphicdée of $US20. In the period January through
October 2008, a total of 2,752 loans were mada total amount of just over $US2.5 million.
The average loan was $US910. The interest incoome fine loans was $US98,096, fee income
was $US50,574, and late fee income was $US7,02ihddencies amounted to 1.8% of loans,
or $US44,432 as of October 2009. The breakdowrelifiguencies by duration was: 10 — 29
days: 52 loans; 30 + days: 63 loans. The averdgegdent loan balance was $557.

Service: Salary Advance Loan (SALO)
Central Organization: North Carolina State EmployseCredit Union
Example from Bair (2005).

North Carolina State Employees’ Credit Union begHaring the Salary Advance Loan (SALO)

in 2001. It is available to members who receiveértpay through direct deposit at the credit
union. It is a maximum loan of $US500 and the derate is 12% APR, with no additional fees.
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Bair (2005, p.21) points out that for a $500 twoekéoan the fees amount to less than $US2.50.
In order to encourage clients to save, there ®@@etl savings feature that requires 5% of the loan
to be placed in a special savings account. Thdataragbn has a total of 1.2 million members, and
40,000 members use the product (Bair 2005, p.28).average size of the loan is $US367 and,
on average, it is repaid in 20 days. From 20010@b62a total of just over $US300 million in
SALOs were made. This has generated just under $uBan in interest income, with loan

losses (charge-offs) of just over $US700,000, aretan to the credit union of 7.8% (Bair 2005,
p.22). The savings component led to total savid@J®6 million in 18 months. Credit union
officials noted that “profitability [of the loan pgram] is heavily driven through members’
recurrent use (Bair 2005, p.22).”

References
« Documents: Bair, 2005.
* Websiteshttps://www.ncsecu.org/Loans/SalaryAdvance.html

Service: StretchPay: A Credit Union Salary Advangéernative

Central Organization: Wright-Patt Credit Union, Faborn Ohio

(From Pierce 2009, p.11-12)

Example from Payday Lending: A REAL Solutions® Imginentation Guide

StretchPay is a payday loan-like service offere\right-Patt Credit Union in Fairborn, Ohio. It
has features that make it similar to a payday (ghort repayment) and features that make it
dissimilar to payday loans (low interest rate).sTisia turnkey product which is purchased by the
credit union from Credit Union Outreach Solutiolms;. (CUOSI). It is an example fromayday
Lending: A REAL Solutions® Implementation Guide

Underwriting Criteria

Clients must be at least 18 years old, a creddrumember of a minimum of 69 days, and have a
verified minimum income of $US1,300/month. To bigiele clients cannot be delinquent on an
existing loan. For a $US500 advance, $US50 is frazenember’s share account until expiration
of loan.

The Loan

The loan is an open-ended line of credit for eitid5250 or $US500. To obtain it one must pay
an annual fee: $35 annual fee for $250 line; $#uahfee for $500 line. The interest rate is 18%
APR, and the loan must be repaid in full in 30-daysere were 4,817 active StretchPay loans,
and for the 10-month period ending in October 2tb@8e were 44,101 advances in total during
the period, amounting to just over $US13.5 millibata show that members typically use the
line seven-times per year and the average load$580. Total annual fees for the service
amount to $174,410 and these go to CUOSI. Loare$oamounted to $US235,127 or 1.7% of
total advances. Interest earned by the credit uwasnot recorded. Delinquency levels as of
October 2008 were: 30 days: 1.76%; 60 days: 4. RD/aays and over: 2.70%.

43



Service: The Worker’s Loan Program
Central Organization: Wilmington Trust, WilmingtorDeleware
Source: Small-Dollar Loan Pilot Program, Federal [pesit Insurance Corporation, FDIC

The Worker’'s Loan Program is offered by Wilmingtbrust in Wilmington, Delaware through
collaboration with West End Neighbourhood House (W, a community organization

working with low-income people (FDIC 2009c). Thi®gram offers a loan that ranges in size
from $US250 to $US5S00, at an interest rate betvil@8a and 15%, with no additional fees. Loan
repayment is over a maximum of four pay-periods.NMEScreens applicants and collects
requisite information (which is similar to what aygay lender requires). Once the application is
completed, it is faxed to the bank, where the heerocan pick-up the money. In 2008 the bank
originated 238 loans totalling almost $US100,000the end of the®quarter, 13 loans were
delinquent, and 14 loans had been written-off. @@nomic recession was a factor in these
delinquency and charge-off rates. The partnersbipden the bank and the community
organization was judged as a critical part of thecsess of this project. WENH staff were able to
encourage repayment of the loan and to providendilmheducation to the clients.

Documents
- Reports: FDIC 2009c
- Websiteswww.westendnh.org
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3) Discussion

There are a significant number of affordable crediices for vulnerable consumers in the seven
countries examined here. Some of these, the pp&linshops in Europe, date back to th® 17
century, but most of them have relatively recemjif@ngs, starting in the early or mid 2000s.
The numbers and sizes of the services or prograsns most pronounced in the US, Australia
and the UK; Belgium, France and Québec/Canada haiddle range of programs and services;
and Canada outside of Québec, and Germany hadléniified services.

In the US and Australia, Fls are actively engageproviding these services. Most US
cases were delivered solely by the FI. With oneeption, the Australia FIs collaborated with
nonprofit organizations to deliver these serviddse UK situation appears to be more top-down
than the situation in the US and Australia in thatgovernment has established several funds to
be used to capitalize loans and strengthen credins. The situation in Belgium, France and
Québec builds on what Anderlogii al. (2008) called ‘commercial--social-oriented’ Fieliuding
postal banks, cooperative banks, aatsse populaireThese services are commonly delivered
with nonprofit and government agency support.

The US has the greatest number of loan progranesi@ithe seven countries (partly
explained by it having the largest populafiband the largest payday loan industry). This
research project identified four (research andtpjjoograms in the UE When combined, these
programs have research data for 48 loan servidesedfby banks, credit unions, or community
development credit unions. The data from thredne$é¢ programs (Small-Dollar Loan Pilot
Program, the REAL Solutions Program, and the APPL&gram) are recent and quite
comprehensive. The data for the services offeregklstralia are also quite detailed. The top-
down nature of the UK services affected the datal@avility. The data available were primarily
from the government departments that establishedutids. The data from Belgium, France and
Québec were of modest quantity, and as mentionedealthere were virtually no data available
for services in Canada outside Québec and Germany.

Based on this analysis there appears to be twe typeonsumer loans fitting the general
category of affordable credit for vulnerable consusn

1) The first type —let us call itsocial consumer micro-loan is often provided by a program that
has economic and social objectives, either

(a) larger loan ($1,00-$4,000) offered in AustraBalgium and France, or

(b) smaller loans ($500-$1,000) offered in Québet the UK.
These loans are provided on generous terms (lesesit rate, 0-10% APR; and long repayment
period, 1-3 years), offered in collaboration byFdrmnd nonprofit and/or government agency.
These services do not cover their costs and sareegdditional resources from elsewhere, often
from the state and nonprofit organizations.

31 The US population is by far the largest of theesegountries: 3.7 times the German population ttrhés the
Belgian population.

32 The four research or pilot programs include: the3(L banks involved in FDIC’s Small-Dollar Loarid®i
Program, (2) 10 credit unions with CUNA’s REAL Stiduns to Payday loans, (3) 6 community developnoeadit
unions involved in the Alternatives to Payday LengiProgram (APPLE) of the National Federation offfBaunity
Development Credit Unions, and (3) 1 credit uniathwhe Retail Financial Services Initiative (RF8f)the
National Community Investment Fund (NCIF).
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2) The second type of loancansumer micro-loancloser in character to a payday loan, is
generally offered by an Fl on its own, with terrhattare close to those found with other
mainstream bank credit products (e.g., credit cardslines), including interest rates between
11% and 36% APR, sizes ranging from $50 to oved®%, but most ranging from $100 to
$1,000. In some cases these loans mimic the pdgday2-week period and in other cases
having longer repayment terms, say 3 to 12 moithese loans can be offered in ways that
allow the FI to cover its costs or, for the busgease to be made, through attracting new clients
into the bank who will eventually use more profleabank services, i.e., the loss leader idea.
These loans are offered by a variety of banks aaditcunions in the US and by NAB through
their Small Loan Pilot program in Australia.

Overall, the loan schemes’ data demonstrate agiiyesf lending terms that are
considerably more attractive than payday loansséovices offered in partnership with
nonprofits (Australia, Québec, Belgium and Franotrest rates are single-digit. For most
services offered solely by an FI the interest imt@gher, ranging from 11% to 36% APR (with
one bank, Wells Fargo, charging an interest rateusming to 120% APR).

Loan volumes in terms of number of loans and dgtyaot loans range considerably
across these programs. Some large programs inttledeuropean public pawnshops and the UK
government funds (Table 7). However, the data envdtue of loan volume for public
pawnshops were not available. The data for the begiment loan funds and the French Social
Cohesion Fund were not broken down by FI.

In terms of the social consumer micro-loan progrdoen volumes vary from smaller
programs like Desjardins that, since its inceptiame originated a total of $2 million in 3,456
loans, with approximately $670,000 in just overOD,(oans in the past year. The Australian
programs ranged from the Progress Loans of aroQf@iddans valued at around $320,000
($A300,000) per year to the NILS program of 5,50énis valued at $4.3 ($A4 million) per year.
The Belgian program annual volume was approximét&yloans amounting to $714,000
(€450,000) per year. These programs range in loamme from 200 to 5,500 loans per year and
valued at $320,000 to $4.3 million per year.

Consumer micro-loan volumes also range consider&lB’s Small Loan Pilot Program
is approximately 1,312 loans/year amounting to $dillion ($A4.4 million) per year. The US
programs range from modest levels of 37 loans dbites22,500 per year ($US20,700) (at
Hershey Federal Credit Union) to larger volumed4fl01 loans valued at $14.8 ($US13.6)
million per year at Wright-Pratt Credit Union. Tleeglumes are likely lower than some of the
volumes for banks patrticipating in the FDIC SmatiHar Loans Pilot Program but those data
were not available. These loan programs rangezefsom 37 to 44,101 loans per year valued
from $22,500 to $14.8 million.
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Table 7. Loan data: loan volume, terms of loan defdult rate

Country / Name of loan

No. / amount of loans

Teoh®an

Default rate

Australia

NAB Small Loans Pilot

3284 quarter or $A4.4
million/year (estimate)

28.25%/year comparison
(15.85% flat); Fees for late
payments & collections.

Default costs of 1.66% {4
quarter)

ANZ Progress Loans

598 loans/3-years or $A1.}
million/3- years (estimate)

3 13.89%/year (2009) + $40

approval fee

Default rate 1.2% (2009)

No Interest Loans Scheme
(NILS)

5,500 loans/year or $A4
million/year (estimate)

No interest

Default rate 3 - 5% (2009)

Step UP Loans

599 (to end 2007) or $1.46
million/year

3.99%/year (2009)

4% are in 90 day arrears
(total $A52,000); 14 loans
written-off ($A34,500) (end
of 2007)

Canada

Mutual Assistance Fund

3,456/total or $2.0
million/total

No fees, only one of the
DMAF charge interest rate
(5%)

Default rate 10% (2009)

Micro-loan 21 loans (June 2008)
Belgium
Pawn Loan 120,000/year

Crédit Social Accompagné
(CSA) / Guided Social Loan

approx. 150/year or
€450,000/year

4.5 - 6% interest rate

Unpaid loans 8%; loss rate
1.5%

Overdraft Protection

0% interest charge

France

Prét sur gage Pawn Loan

approx.10 % APR

Social Microcredit

2,500 loans or €3 million/2-
years (2005-2007)

4 - 8% (APR) with no
administration fees

Ger many

Public Pawnshops 1.1 million (2006) 1% /month afe charge
UK

Growth Fund 46,000 or over £20 million

(since 2006)

Budgeting Loans (& Crisis
Loans) from Social Fund

1,168,000 or £511 million
Budget Loans; 247,000 or
£139 million Crisis Loans
(2007-2008)

No interest charge

us

Small-Dollar Loan Pilot
Program (Generally data
refer to 1 Year Monitoring)

16,000 loans with balance o
$18.5 billion (1 year)

Interest rates range: 11-36%
APR, average = 18% APR;
15 banks charged application
fee, $US34 (average)

7.3% of SDLs outstanding;
3.4% of loans 'charged-off'

The Alternatives to Payday
Lending Program (APPLE)

range 55 loans of
$US100,000/1.5-years to

2,254 loans or $800,000/1.5f

years

9-18%; other fees, e.g.,
application

5/6 banks low delinquincies
0% - 1.8%; 1 bank 40%; $0
$29/$1,000 loan charge-offs

North Side Payday
Alternative Loan (PAL)

3,531 loans (July 2005)

$30 application fee; 16.59
APR

Wells Fargo Direct Deposit
Advance

$2/$20 (120% APR)
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The repayment periods for the different loan screwaey from a ‘payday loan’ term of
two weeks up to four years. Typically, social cangu loans have longer repayment periods,
usually between 1 to 3 years. The consumer loawes $taorter terms: 2 weeks to 24 months, with
most repayment terms ranging from 3 months to 1. yeaome cases repayment is one time, in
other cases it involves several payments.

The loans are generally intended for vulnerablesamers. In the case of consumer loans
the focus is on payday loan users. Social consloaes are targeting low-income people more
generally. Loan sizes range from just under $500gbunder $4,000 (Table 8). But many of
these loans are of a size similar to payday loatéch often range from $300 to $500 in
Canada). The loan programs have considerable wariat the size of their loans, in some cases
up to $6,500, an amount considerably higher tharatlerage payday loan in Canada.

Many of the organizations offering these loan m@walso offer general education on
household finances and/or particular counselintheir household finances. In some cases this
component is required (as with Desjardins Mutuaisgtance Fund, Crédal PIusiédit Social
AccompagngCrédit Agricole’sCrédit Solidaire and ANZ Bank’s Progress Loans). Sixteen of
the 31 banks involved in the FDIC Small-Dollar Ldgifot require some type of financial
education. In other cases the education composentequirement for certain participants, as
with North Side Community Federal Credit Unionthé client’s credit score is less than 580. In
other cases the education component is option&ths/Nells Fargo’s Direct Deposit Advance.
Fifteen of the banks in FDIC’s Small-Dollar Loard®idid not require an education component
and some of the credit union programs in the CUNREAL Solutions program did not require
this.

Data on program financing was the most difficulotiain, in part due to proprietary
concerns of some of the FlIs involved. Some dat& \&eailable regarding loan losses (discussed
below); there were some data available on oveoslisc(e.g., The APPLE programs reported in
Williams 2007), but usually only qualitative statemts were ever available on the breakdown of
costs. These statements generally comment th&tdheschemes have costs higher than regular
loans schemes because they involve more staff filmes they have higher operating costs than
for other loan schemes that are more automated.

Default or delinquency rates (loan repayment théate) and charge-off or loan-loss rates
(loans the FI has decided are not repayable) wamnerglly kept to levels acceptable to the FI. In
some cases the default rates were relatively hitjfagr what the FI experienced in their overall
consumer loan portfolio, but the loan-loss ratesevaemilar to those of their general consumer
loan pool. Data on default or delinquency ratesevesailable in several cases and they ranged
from 1% to 10%. Data on loan-loss rates were abviglan fewer cases and they ranged from
1.5% to 3.4%. These rates of bad debt are sinult#rdse reported for the payday loan industry
in Canada. The APPLE program reported that loaslates ranged from $USO to $US29 per
$US1,000. Fls reported that these rates were kepthHrough service design features
(restrictions of amount of loan, etc.) and staffpart of the client.

The research identified different financing modedsd for the credit services. It is
generally understood that social consumer loansatatover costs with revenue from service
fees. In these cases the FI, government and/orafiy@sources are often involved. With the
consumer loans, the goal of self-financing is mam@amon, but it is not clear how many of the
Fls have been able to achieve the goal. Two impbsaurces for qualitative input on this
question are the FDIC’s Small-Dollar Pilot Progrand the Woodstock Institute’s (Williams
2007) examination of community development credibn efforts through the Alternatives to
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Payday Lending Program. In regard to program fimegthe results of these two studies, on the
surface, are somewhat at odds. While Williams aghedl that all the programs are self-
financing, FDIC concluded that most programs atfte Pfitability data were also available in
the case of the North Carolina Credit Union (B&02), which reported a positive return on the
service, and the National Australia Bank’s Smalhhd?ilot Program, which reported meeting
break-even on the service (National Australia Bad88a). Beaujouan (2006) noted tGaédit
Agricoleis not achieving self-sufficiency with its loarhgene.

For the Small-Dollar Pilot Program, some of theksahave been able to achieve self-
financing, or even generate a profit on their lsarvice (Miller 2009). These banks have unique
locales with a large number of newcomers who ax&as to use bank services:

All of these banks [that are able to achieve piafthe payday loan alternative
program] are located primarily in census tractdikigh concentrations of LMI
[low and modest income] households, immigrant hbakks, or both, and have
identified a need for small-dollar loan productsomg these consumers. In
general, these banks are better positioned to genkigher transaction volumes
and tend to impose interest rates and fees atghemhend of the range (FDIC
2009c¢).

However, for most of the banks participating in BR2IC pilot, self-financing is not the goal and
the small loans are seen as a loss leader, a waintpin new clients who will eventually use
more lucrative bank services. However, there id@we that some credit union programs have
been able to cover program costs with fee reveDatiled revenue, cost and net income data
were available for the APPLE project. All particiipg FIs reported positive net income, before
and after charge-offs. After charge-offs are suité@, net income ranges from $US1.76 to
$US9.69:

However, even including charge-offs, it is cleaattthe affordable PDLs [payday
loans] are profitable for each credit union. Tkiparticularly notable given the
innovative nature of these loan products. Givenenexperience to refine
underwriting standards and reduce loan costs pibssible that each credit union
has the capacity to increase gross margin percesigagn more (Williams 2007,
p.14).
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Table 8. Loan size: average and range

Loan size
Country / Loan name Average (local | Average ($)* Range Range ($)*
currency) (local

currency)

Australia

NAB Small Loans Pilot $A3,357 3,558 $A1,00Q 41,060 - 5,300
$A5,000

ANZ Progress Loans $A2,183 2,314 $A500 t 530 — 3,180
$A3,000

No Interest Loans Scheme (NILS) < Step Up loan ep&ip loan| $A800to| 848 — 1,272
$A1,200

Step UP Loans $A2,700 2,862 $AB800 1 848 — 3,180
$A3,000

Canada

Overdraft Protection $20 20

Mutual Assistance Fund $571 571 $500 - | 500 -1,000
$1,000

Micro-loan $100 100 $40 - 40 -100
$100

Belgium

Crédit Social Accompagr(€SA) / €3,000 4,761 €400 - 635 - 11,905

Guided Social Loan €7,500

Overdraft Protection €20 32

France

Social Microcredit €2,250 3,571 €300- | 476 — 6,349
€4,000

UK

Growth Fund £435 750

Budget Loans from Social Fund £433 747

Crisis Loans from Social Fund £458 790

us

StretchPay, Wright-Patt Credit Union, Fairbgr8US500 544 $US250 { 272 — 543

Ohio $US500

Payday Alternative Loan (PAL), Veridian $US910 989 $US400 1 435 - 1,087

Credit Union, Waterloo, lowa $US1,000

The Alternatives to Payday Lending Program $US350 - 380 — 2,065 $US100 { 109 — 5,435

(APPLE) $US1,900 $US5,000

Salary Advance Loan, North Carolina State | $US367 399 Maximum 543

Employees’ Credit Union $US500

*Exchange rates with Canadian dollar, as of Sepezrdb09: $A0.94; €0.63; £0.58; $US0.92.

So what explains the different profit experiencesngen the FDIC pilot and the APPLE
program? Without details from both programs inmpossible to precisely identify the reasons for
the differences. However, there are important thffiees between the participating Fls including:
different absolute sizes, different loan terms, apdrating in different locales. Regarding the
size of the Fls involved in these studies, theycargsiderably different. The Fls involved in the
APPLE pilot are smaller than the banks involvethie FDIC study. The APPLE Fls range from
$US2 to $US285 million in assets with the mediaimgp@pproximately $US10 million. Banks
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participating in the FDIC pilot range from $US26llioih to $US10 billion in assets, with a
median value of $US403 million. Loan terms are @different as well. Within the APPLE pilot
the loan terms range from 1 month to 18 months thighaverage being 6 months. The Fls
involved in the FDIC pilot have loan terms averagir® months for SDLs and 16 months for
NSDLs. Interest rates were slightly higher for ABPEIs (16%) compared with FDIC pilot Fls
(SDL: 15.3%; NSDL: 14.0%) and two-thirds of APPLE lRad additional charges as compared
with one-half of the FDI pilot FIs. Finally, witregard to the locales of operation, the FDIC
results found that FlIs working in locales with hegiproportions of low-income and immigrant
Americans had profitable programs. By definitidrie APPLE FIs, which are community
development credit unions, are more likely thankisato be working in these types of locations.
Without more detailed data these results shouldsiee cautiously.

Detailed data on borrower’s social and economaratteristics are limited. For social
consumer micro-loans, where data are availableqigerity of the clients were often reported as
female. This includes three of the Australian pamgs (NILS, Progress and Step UP) and the
Desjardins Mutual Assistance Fund loans. The dtlercases in which data are broken down by
gender are consumer micro-loans. In the case dAdis&alian Small Loans Pilot Program, one-
half of borrowers were female, and in the caséefservice offered by Prospera Credit Union
(with the REAL Solutions Program), 58% were fem&egarding age of the clients there is
some evidence that the programs are more populangyoung and middle-aged people. Two
programs —Australia’s Small Loan Pilot Program #r&Step Up program referred to the
majority of borrowers as being young, less thaly&ars old or between 25 and 44, respectively.
Two loan schemes within the REAL Solutions progiantuded age data of borrowers: Prospera
Credit Union and Missoula Federal Credit Uniont jfiesver than 90% were between 18 to 54
years old. For the limited data available, womed younger people appear to be important
participants in some of these programs.

4) Conclusion

There is a surprising number and diversity of afédnle loans schemes for vulnerable people in
the seven countries studied. Two principal typeloah services were identified: social and
regular consumer micro-loans. The research idedtifie largest number of services and
programs in the US, followed by Australia and th€. Belgium, France and Québec had a
moderate number of programs, and Canada (outsiQaiébec) and Germany had few identified
services.

The regular consumer micro-loan is often offerelely (or with limited assistance from a
community organization) by the Fl. The social caonsumicro-loan is often a team effort
involving Fls, nonprofits, and government. With #eial loan, there is a common division of
labour between the FI and the community organimafiénancial institutions partner with
nonprofits to develop products that are usefuldo-typical clientele, they generally provide the
service, and they sometimes support operating apidat costs. Community organizations act as
a ‘bridge’ linking communities with Fls, providenincial education, and support clients through
the loan process (including repayment). Governraepport plays a role in many of these
services through loan capital or supporting opegatiosts.

The loans are generally directed at low-incomeskbolds and/or people who rely on
payday loans. Data are limited but in the casegevtie data are available, women and young
and middle aged people (between 18 and 54 yearsegtesent the majority of the borrowers.
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This gender division was clearest for the socialscmner micro-loan programs. The age division
was found in all types of loans for which data wavailable.

Research and development (R&D) of new productador-typical clientele emerges as
an important issue. Many of these projects aretgilor small-scale projects with the intention to
be expanded once a proven model is establishedprbjects involve new products which are, at
best, marginally profitable on their own. Thus ®int to carefully design and test the product
before they are replicated. The services in theabbAustralia seemed to be the furthest along in
the R&D process and so they would be the most helpf anyone interested in setting up
alternatives elsewhere.

Loan volumes range considerably across the sar8phae programs are offered through
other institutions (UK and French funds) and sommg@ms are offered through one or several
outlets or branches so that it is difficult to makenparisons with commercial loan programs. In
terms of the social consumer micro-loan prograwe Molumes ranged from 200 to 5,500 loans
per year and valued at $320,000 to $4.3 millionyear. Consumer micro-loan volumes also
range in size from 37 to 44,101 loans per yearadftom $22,500 to $14.8 million. By way of
comparison, loan volume among Manitoba payday lead#ets ranges from $700,000 to $3
million per year, averaging $1.5 million per yelais estimated the industry lends $2.2 billion
each year. This suggests that one of the largéalsmocconsumer micro-loan schemes is similar
in size, based on value of loan volume, to one k@i payday loan outlet. The entire FDIC
Small-Dollar Loan Pilot, with 31 banks, originat&@,000 loans for a value of $20.1 ($US18.5)
million. This is just under 1% the value of the @dian payday loan volume.

An important aspect of small and affordable loantheir financial viability. Are small
loan programs able to generate sufficient reveauw®mpensate for their costs? Loan losses are
reported to be at a reasonable level but some majgons reported that operating costs were
higher than for more automated loan schemes. §tdse to the staff-intensive nature of the
programs.

Given data limitations, what can be said abougrm financing? One conclusion is that
the social consumer micro-loans are not self-sigffic They provide generous terms and involve
in-depth staff support (e.g., financial educatisa¢h that they are not designed to, and do not
achieve financial self-sufficiency. In terms of tln@re economically focused consumer micro-
loans, the evidence presented here was limiteddamé&what mixed. The best data available
were the qualitative and general results from théCFSmall-Dollar Loan Pilot Program (FDIC
2009c, Miller 2009), and from the Woodstock Indetstudy of the APPLE Program (Williams
2007). The former study argued that only a few lsam&re able to cover program costs and
generate a profit while the latter study found #lasix participating credit unions had self-
supporting programs. In the previous section it a@sied that these results are not necessarily in
conflict. Factors such as the size of FI (the ned¢dy smaller community development credit
unions were more successful), loan terms (slighitiher fees and shorter repayment terms were
found among Fls achieving self-sufficiency), and libcation of the branch (both FDIC and
APPLE projects in lower-income neighborhoods appedave been more successful) may
explain the different results. Without more det@itiata these results should be used cautiously.

Most of the loan schemes offer or require cliéatengage in some financial education. In
some cases low default rates are attributed téirtaacial education and to the general support
clients receive from staff through the applicatimteipt and repayment process. Considering the
high levels of consumer debt in Canada the finahtgaacy component may be appropriate.
However, it will depend on the client. It is notpappriate to assume that low-income clients lack
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financial knowledge (see Buckland forthcoming). {¥heay be very knowledgeable about their
financial reality.

Since several types of organizations are involvetthése programs, clarifying each one’s
role is important. Commonly the Fl is the chief diper and provider of a new financial service,
and the nonprofit serves as co-developer and tinkutnerable consumers and communities. The
government roles seem to vary. Providing clearipyimlicy, funding (capital and operations),
and supporting research are common roles ideniifi¢iis research.

A variety of types of FIs are involved in thesaricschemes. In Australia two banks have
played the central role. Banks have been impodksetvhere, including in the US FDIC Small-
Dollar Loan Pilot Project. But, in many programghe US, and programs in France,

Belgium and Québec the role of what Anderlatidl. 2008) termed the ‘commercial—social-
mission’ Fl sector (cooperative banks, credit usjatc.) is critical. These FIs have explicit
financial and social objectives for their operasioRresumably it is this combination of
objectives that has compelled coop banks and anedbns in Europe, the US and Québec to
pursue affordable loans for vulnerable consumers.

This report has not provided insight into the gigant role of nonprofits in the schemes
they are involved. This is partly because the famfuis research project was to scan and
describe key features (see Appendix for the ligeatures) of relevant loan programs in the
seven countries. This report thus lacks a moreitedtpresentation of the loan schemes. A
critical aspect of the texture is how the serviates to its clients, and for many programs,
nonprofits play a bridging role here.

Governments have been active in a variety of waykese programs. Governments have
funded loan capital and operations and they happ@ted research into payday loan
alternatives. The French (Social Cohesion Fund)dFinancial Inclusion, Growth, and
Social Funds) governments have established fundeda capital or guarantees to participating
Fls. There are no doubt challenges for this apprdat since it is new it is hard to determine
how effective it is (Jones 2008).

Regional and local governments have supported bpgreosts of loan services in
Australia, Belgium and France. Government has la¢ésm active in research, most notably in the
US through the FDIC Small-Dollar Loan Pilot Projdumtit it has also helped fund research for
other projects (e.g., Winnipeg’'s Community Finah8arvices Centre). Along with research
done by US credit unions (REAL and APPLE), the FpIGject is one of the best sources of
data on payday loan alternative services. Of coimsé&DIC chairperson, Sheila Bair, brought
with her to the position an expertise in bank actiegarding payday loans in the US (see, Bair
2005). This may partly explain the FDIC’s leadepstegarding payday lending alternatives.

Overarching policy is an important issue that hatsbeen addressed in this study.
However, in investigating affordable credit optiptiee UK financial inclusion strategy stood out
among the seven countries. The strategy has se@rmglonents including encouraging banks to
expand the number of bank accounts they provideexipansion of credit union system and its
ability to provide credit, and the expansion offigial education. Through the Office of Fair
Trade the government is also examining issuesmgwoer protection related to financial
services. It's too early to assess the successgedfttategy, but it holds many elements that could
make it successful. One weakness is that them appearance of a top-down approach. But this
may not be the case in reality. Once the commuratyking partnerships develop, the fruits of
these efforts may appear.

The Desjardins Federation program demonstratabstantial interest in Québec for this
type of project. There are few loan schemes in Gamaitside Québec. There is an overdraft
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program at Pigeon Park Savings (Vancouver) ane tivas a small loan scheme through the
Community Financial Service Centre (Winnipeg), ibig now on hold. The situation in Québec
may be partly explained by the more federated pattithecaisse populairesystem, as
compared with the more competitive nature of cradions in other Canadian provinces. The
stronger tradition in the social-economy in Quélrexy be another factor at work. In Québec,
payday loans have been virtually outlawed throunghprovincial usury ceiling.

It is unclear why there are not more loan servares programs in Canada outside
Québec. Except for Québec, Canada has witnessgaicagrowth of payday lending, and there is
a well-developed credit union sector in many ofpih@vinces. One reason noted was that the
absence of regulation of payday lending acted asbatacle for FIs to get involved in small
loans. This is changing now, as provinces unveglii&ions. Another potential challenge for Fls
interested in small loans is that regulations walty between provinces. This might make
national programming and inter-FI collaborationjreportant in the US, more difficult. The
example in the US is that associations (CUNA antiodal Federation of Community
Development Credit Unions) played an important iolbringing individual credit unions
together to engage in R&D on the affordable creelitice. By working together they were able
to find resources to engage in effective reseanchta develop products that are now
commercially available. A final factor that mighe bt work is that credit unions have opted to
invest program resources into other services ss@sset building and financial literacy instead
of consumer micro-loans.
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Appendix A. Description of Project
Affordable Credit Optionsfor Vulnerable Consumers
Review of approaches taken in Canada and othedjations to:

1. Provide lower-cost alternatives to high-cosakmshort-term loans (such as payday loans) for
consumers

2. Encourage traditional financial institutionsofter such alternative services; such
encouragements will focus on government incentisesh as the FDIC low-cost loan program in
the US.

Other jurisdictions: US, UK, France, a selectiomtifer European countries (such as Belgium,
Austria, and possibly Norway and Germany), and ralist

In reviewing each program related to item ‘1’ tlemiractor will describe the program’s
functions and operations, examining where appropseach issues as:
* What is the size of the program?
* How long has it been in existence?
* How many clients are served?
» Is there a specific target group?
* What is the size of the typical loan?
» Is there information on client profiles? E.g., wigathe financial situation of clients, the
reason for their loans?
* What are the criteria for acceptance of clients?
* Are there financial literacy, educational or budgetinselling activities associated with
the provision of the loan?
« What are the terms of repayment of the loan (tiongay, interest rates, opportunity to
build savings)?
* How is the program financed? Is it self-funded fipnmaking, subsidized by government
or charitable organization?

The review will be largely a literature review. Waalata not available there, the contractor will
be asked to contact representatives of programs.
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