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I have been asked to speak on credit and debt issues for low income people and ways to minimise risks with NILS projects. 



I want however to start with a story.  Its a story that is a good illustration of the credit and debt issues faced by low income people and the need for alternatives.  It's the story of a woman who approached Campbelltown Legal Centre for assistance; for this story I will give this woman a new name and call her Tina. 



Tina needed money because her son had died and she wanted to provide a headstone for his grave. Tina saw an ad in the local paper, "All loans personal/business $2,000 - $5 MIL"(million) and a phone number.  She rang the number and asked could she borrow $2,000.  Tina was told she could get a loan; all she had to do was pay $100 into a bank account and fill out some papers (which would be posted to her). Tina received the papers, completed and returned them and sent the $100 as requested.  But she did not get any money in return.  She contacted the credit provider a number of times and asked when she would get the money but she was never successful in getting any funds. 



Some months later Tina told me the story and the Legal Centre took up the case.  The Legal Centre sent a number of letters to the credit provider asking for the client's money to be returned.  The credit provider send the $100 back but did not give any explanation of why they failed to provide the credit.  



Once the $100 had been returned the Legal Centre reported the credit provider to the Department of Fair Trading and requesting that the Department investigate the credit provider.  I was subsequently told the Department's investigation revealed that the company had been the subject of about 50 adverse reports alleging that money had been paid but that the credit sought had not been provided.  Given the high number of complaints the Department advised me it would prosecute the company. 



I think this story illustrates ways that low income people can be ripped off because of their needs for credit.  Tina was vulnerable because she wanted money and wanted it quickly, she did not know much about credit and it appears she was deceived by the credit provider.  It was stories like this that lead to me getting interested in alternatives and no-interest loans. 



I will come now to a brief summary of what I think are the main credit and debt issues for low income people: 



An inability to save on low income �For people on social security income it is hard enough to cope with the day to day costs on the money they receive let alone being able to put money aside. 



Lack of access to low cost credit �Some of the most accessible credit is also the most costly credit.  Loan rates of 26-29% are common for credit that is easy to access.



Assessed as high risk �Most lenders assess a person on a low income as being a high credit risk and therefore not suitable for a loan.  Lender that generally make loans available to low income consumer are likely to charge a high rate of interest.



Lack of education / understanding of credit�Many people have little understanding of how credit operates, what interest rates are and how they are calculated.  This lack of education makes people vulnerable to shonky operates (like the one who advertised in the Campbelltown paper).  Despite their lack of understanding there are many people who enter into credit transactions; it is all made to sound so easy! 



Touting by credit providers �I also think it’s important to highlight the blatant touting by credit providers.  I will show a few examples of ads from local papers to illustrate the point: 





PERSONAL LOANS

Instant cash

No Credit Checks

Pensioners Welcome

Bankrupts & Bad Credit Okay

FREE MOBILE PHONE

Phone xxxx xxxx

24HRS   7DAYS   Conditions apply

��

CAR FINANCE ?

Previous Problems

Never had credit

Some Pensioners

We come to you

No deposit

1hr Acceptance

Anything of Value

Ph xxxx xxxx

��

Access to high cost credit and consequent indebtedness�As mentioned earlier where people fail to get access to low cost credit they are likely to still pursue ways of getting credit and often access high cost credit.  The consequences for many of these consumers is increased indebtedness.



Lack of knowledge about remedies/redress�For vulnerable consumer their debt problems can be compounded by their lack of knowledge about agencies they can turn to for help.  



Limits of government regulation/intervention�I also strongly believe that government could take a more active role in ensuring that credit practices are fair and that consumers get the protection they need.   The fact that credit providers can place ads like the ones above tells me that government regulation is either too lax or not being applied.  I believe government should prosecute credit providers who fail to act fairly in their dealing with consumers.



I will now move on to the second part of my talk.  For this I will assume that the concept of NILS gets support from the government and more schemes are established.  Here is a checklist of how to minimise risks in this scenario.



Holistic Approach

I believe that the success of NILS will be maximised (and potential risks minimised) if a holistic approach is adopted. By this I mean that scheme are established within a framework of other initiatives such as education, budget support, buying schemes, industry regulation and active government involvement.  I will elaborate on these points:



Education�As I mentioned earlier many consumers have little knowledge or understanding of how credit operates and while this lack of knowledge does not prevent them from entering into credit transactions it does make them extremely vulnerable to being ripped off.  On the macro level government sponsored consumer education is necessary to warn of the traps and likely consequences of signing credit agreements. On the micro level agencies that operate NILS can assist enquiries by  educating them about credit and in particular alerting them to the potential dangers of high cost credit. 



Budget support�For anyone taking out a loan with NILS the chances of them successfully repaying will be enhanced by them receiving support with budgeting.



Buying schemes�The Good Shepherd Youth and Family Service which started the first NILS also started a buying service.  This service negotiates with retailers to get quality products at the lowest price.  If buying services are established in conjunction with NILS, then loan recipients could get a better price for the goods they want and the scheme would have more money to go around.  



Industry regulation�Credit providers as an industry need to be accountable for their practices and where a provider is acting unfairly these practices must be stopped.  A few years ago consumer advocates produced a report on one company with case studies where consumers had been ripped off by unscrupulous practices.  The credit provider while not accepting all the case studies nevertheless undertook their own investigation of the cases and promised change where any practices was identified as unfair.



Roles for Government



Resource the community sector�Resourcing could take many forms and dialogue between the NSW NILS network and the government could be the start of identifying what resources NILS want.



Direct funding of NILS.�In NSW NILS have been established and are run by a range of non-government and community agencies.  For the most part the funds that are being used for loans have come from church and charitable agencies and private trusts.  The government could consider whether it will put funds into schemes like the recent example in Western Australia.  



Fund resource materials�Many groups in NSW have used the resource materials developed by the Victorian Good Shepherd Youth and Family Services.  I should also acknowledge the generous support given by the staff of the Good Shepherd resource unit who have provided many hours of assistance and lots of practical help.  The NSW Government could assist the community sector by providing funds for developing resource kits, and materials to assist groups wanting to set up schemes.  



Industry awareness �As mentioned earlier there is a role for government to work with the credit industry and see that credit practises are fair.  Government has a role to play in getting industry to cooperate in curbing some of the bad practices that have existed.



Community education �I believe that the government also has a role to play in providing community education on credit and debt issues.  There are many people using credit who don't understand how it works and who are not given sufficient information, in language they can understand to be 'aware' consumers.  As I mentioned earlier lack of knowledge often does not stop people using credit it just makes people more vulnerable to being ripped off by unscrupulous credit providers.



Prosecutions�I also believe that while cooperation with industry should be pursued government should take an active role in prosecuting credit providers who fail to treat consumers fairly.  In the examples of the advertisements I have mentioned earlier I think it is clear that vulnerable consumers, including bankrupts, are being invited to take out loans.  If the industry itself cannot get ride of these excesses then government must act.
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