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1. Introduction

No Interest Loan Schemes (NILS) have been developed by non-government organisations in response to the difficulties faced by low income consumers in obtaining access to credit on affordable and fair terms from mainstream lending institutions.



When considering the reasons why low income consumers need credit and why they are often discriminated against in the marketplace it is worth reflecting on the history of credit provision in the Australian context. This paper provides a historical context in relation to credit provision in Australia and outlines the purpose and philosophy behind the development of NILS. 



Appendix One provides key information in relation to the establishment and administration of NILS.



Appendix Two contains case studies which provide a consumer perspective in relation to NILS.



2. The rise of consumer credit in Australia

Consumer credit has assumed a central place in Australia’s society and economy in the second half of the twentieth century. Australia’s post-Second World War boom was fuelled in part by the increased availability and use of consumer credit, which enabled many Australians to purchase mass consumer goods and services (Whitwell 1989:16). By the early 1970s, Australians had become the third largest users of credit in the world (Sackville 1975). Lending to households, excluding housing finance, grew at an average of 14% per annum during the 1980s (Callen 1991). Australians embraced the use of credit along with other significant lifestyle changes, including increased workforce participation by women and increased home ownership.



Attitudes towards the use of credit changed significantly in the post-war era, especially following the widespread introduction and acceptance of credit cards in the mid-1970s. By 1992 more than half the adult population had at least one credit card, in addition to various other forms of credit (MCA 1992:2).



Rapid advances in technology have also contributed to the growth of the consumer credit industry. Computerisation has enabled credit card and banking transactions to occur electronically, with administration costs for financial institutions being significantly lower than for previous methods of banking and credit provision. A revolution in the financial services industry has seen the traditional activities of banks transformed as Australian consumers and businesses are connected to the global marketplace through the use of technology (Reiniecke 1988).



3. Unequal access to consumer credit

While the expansion in the use and availability of credit has contributed to the growth of Australia’s economy and brought significant benefits to many consumers, these benefits have not been shared by all Australians. Consumer credit has not been provided on equal terms. The inequality in the availability of credit has exacerbated the financial disadvantages experienced by low income Australians.



Consumer groups are increasingly concerned that low income earners’ access to affordable credit and the banking system is diminishing. State and Federal governments of all persuasions have attempted to keep pace with the rate of innovation within the financial services industry through the introduction and ongoing reform of consumer protection legislation. However, these attempts have failed to address the issues affecting low income consumers.



While one of the aims of the deregulation of finance markets was to reduce the cost of finance to low income consumers, the interests of more powerful groups have taken precedence over the needs of low income Australians, and this aim has therefore not been met.

The fact that low income earners generally pay a significantly higher cost for consumer credit than those on higher incomes in this country is a cause for significant concern. This situation is in indictment on a society that prides itself on its egalitarian aspirations and on governments in their endeavours to ensure that the financial system treats individuals fairly.



The expansion of credit provision by finance companies during the 1970s and 1980s was in part related to government financial control over banks. Yet despite the significant reforms to the financial system over the past two decades, low income consumers still have only a limited number of high cost options when accessing credit.



4. Market forces

Market forces paradoxically have created a situation where those least able to afford credit are charged the highest cost. Financial markets have a history of innovation in terms of the range and cost of credit products available to consumers, but low income consumers are often forced to take what they are offered in terms of consumer credit, with access and ability to manage the repayments being the key determinants, rather than the overall cost.



Australians have little choice but to use consumer credit in order to participate in mainstream society, yet approximately 2.4 million people, or 17% of the population, are low income earners. Their income is just 10% above the poverty line, or lower (Harding 1996:4).



While the availability and marketing of consumer credit has played a key role in changing patterns of consumption, to some extent the use of credit is still seen as a ‘necessary evil’ to be used on a discretionary basis for luxury spending. This may be the case for a minority of Australians, but for the majority consumer credit is a necessary resource which enables the purchase of essential household goods, motor cars and other basic necessities.



Indeed, one of the most important changes which has occurred since the Second World War is the expansion in the range of goods which have changed status from ‘luxury’ to ‘basic household items’. These items include a fridge, a washing machine, a television and other electrical appliances (Whitwell 1989). Owning such items is generally a cheaper alternative than, for example, using laundromats. A television and video are comparatively cheap forms of entertainment for a family. It is inconceivable that any Australian household should have to contemplate going without such items.



5. Credit for essential household goods

Large expenses such as the purchase of furniture or whitegoods are impossible to manage without incurring debt if income level does not allow for savings, challenging the accepted notion that consumer credit is used to satisfy wants rather than needs.



In fact, low income consumers generally use credit for the purchase of essential items, rather than for discretionary spending on luxury items, and as a group tend not to be large users of credit. They are, however, doubly constrained because although they use credit for meeting basic necessities they have few options in terms of access to credit.



Australian consumer and welfare groups have identified examples where credit products appear to have been developed with low income earners specifically in mind. In some cases, these products appear to have been deliberately designed to avoid being covered by or to exploit loopholes in existing consumer protection legislation (Huntsman 1988, Hahn 1995). Purchasing goods at inflated prices and on inflated credit terms is the result.



Credit products of this nature have existed since the introduction of consumer credit and can be traced back to companies such as the Waltons retail chain, which pioneered the provision of consumer credit in Australia, marketing various credit products to low income consumers during the 1960s and 1970s.



6. Does low income equal high risk?

Clearly the finance industry has a perception that the majority of low income consumers are high risk borrowers. It is true that for reasons of low income and lack of income security this group faces particular difficulties making repayments on credit commitments. These difficulties are compounded by the disproportionately higher cost of credit available to low income earners and the lack of flexibility available to consumers who may experience temporary difficulty in maintaining repayments.



It has been contested that mainstream financial institutions unfairly discriminate against low income consumers, particularly in relation to credit provision. These institutions tend to stereotype the low income consumer as a high risk borrower. “Credit To The Community”, a report by the Brotherhood of St Laurence (Chalmers and Prosser 1989), challenged the legitimacy of this view, arguing that low income consumers are, in fact, low risk borrowers.



The finance industry’s traditional response to its perceived high risk customers has been to charge higher interest rates, thereby minimising the risk of loss. However, such stereotyping of low income earners has been challenged by community welfare organisations and credit cooperatives, who have shown that credit can be extended to low income earners on a commercially viable basis without the need to charge excessive interest rates (Hahn:1997)



The successful growth and development of No Interest Loan Schemes (NILS) over recent years has assisted in dispelling the myth that low income people are high risk borrowers. Given a chance the majority are successful in repaying a loan providing repayments are structured to meet their often very tight budgets.



7. The cost of credit - a poverty trap

For low income people, the lack of access to affordable credit to purchase necessary household goods and pay for essential items exacerbates the difficulties of living on a low income, and can perpetuate the experience of poverty: “No matter how knowledgeable a consumer is about the credit system, or how ideal the legislation in covering the industry, if (s)he is still denied cheap credit because (s)he is considered a poor credit risk then (s)he will still be in the same position” (Lupi 1978).



Research has shown that a small percentage of low income families may be paying as much as 9% or more of their gross income on interest payments (Vipond 1988). Interest rates for credit, often as high as 30%, are justified by mainstream financial institutions on the basis that the nature of the loan and its recipient makes it high risk lending (Hahn:1997). 



Consumer credit has not been provided on equal terms. The inequality in the availability of credit has exacerbated the financial disadvantages experienced by low income Australians. Since its introduction, consumer credit has been problematic for low income Australians for a range of reasons. The 1975 Federal Government Commission of Inquiry into Poverty found: 



“For a poor person credit is often a necessity. Even basic goods and services may be beyond the immediate reach of low  income earners, especially those suffering unexpected misfortune such as illness or unemployment. In addition, advertising and the techniques of mass marketing generate pressures on poor people to obtain credit to share the 'good life' which others enjoy. The result is often excessive indebtedness, causing considerable hardship to the debtor and his family.” (Sackville 1975:104)



8. Other options

8.1 Pawnbroking:

Resorting to pawnbrokers, hiring basic household goods and furniture, or buying secondhand goods are some of the other potential options available to consumers who are unable or unwilling to borrow money from mainstream lending institutions.



A Department of Justice (Victoria) discussion paper (1995:6) on pawnbroking and secondhand dealers commented that pawnbroking is an extremely expensive form of credit used by low income consumers when they have no other options. Community welfare agencies have identified that buying secondhand goods can be false economy in the longer term. Without the necessary funds to purchase new or appropriate items, low income households are forced to buy secondhand appliances which often use significantly larger amounts of energy, are more likely to break down and have a shorter lifespan than new items.



8.2 Appliance rental:

A new breed of credit merchants has filled the void left by companies who specialised in hire purchase — companies who specialise in hiring household goods. Consumers rent household goods such as furniture and whitegoods, some spending up to $1,500 per year. After the initial twelve month rental period expires, they have the option to purchase the item, again on a time payment arrangement at relatively high cost compared to other methods of purchase. While not strictly credit, the net effect of these schemes is to considerably inflate the cost of acquiring goods as compared to purchasing through the use of credit at market rates.



8.3 Social Security Advance Payments:

Recent reforms to the Social Security Act have made it possible for some pensioners to receive lump sum advances on their pension entitlement. This initiative is a limited response to the need of some low income earners for access to small loans without incurring the burden of high interest or other charges.



While this development is a positive step, the eligibility criteria restricts it to a relatively small group in terms of the overall needs of low income earners for access to affordable credit. Due to poor administrative procedures, it appears likely that the approval of an advance payment may in some circumstances do little to assist the longer term financial difficulties facing the recipient. Simply providing an advance of benefit or pension entitlement may not be an appropriate response in certain circumstances. The thirteen week repayment period may cause hardship for some recipients as their income may be reduced by as much as $38 per fortnight during this repayment period, depending on the amount of the advance.



Eligibility is based on a person’s entitlement to a pension, rather than their need for credit. It should therefore be seen only in the context of the Federal Government’s attempts to make the social security system more flexible, rather than a considered response to the issue of affordable consumer credit. However, it is encouraging to see the development of such initiatives, which will enable those eligible to gain access to small amounts of credit at no cost. Monitoring and evaluation of this program will provide interesting insights into the needs of its recipients.

�Appendix One



No Interest Loans Schemes - what are they?

Community welfare agencies have responded to the problems of low income earners in this area through the establishment of small, locally based no interest loan schemes. The number of these has increased significantly throughout Australia in the 1990s.



These schemes are the direct response of community agencies to the problems encountered by low income consumers in accessing credit from mainstream lending institutions. The majority of funds available for lending are provided by philanthropic trusts.



The 1990 study “Credit to the Community” by the Brotherhood of St Laurence stated that the rationale for community based services rested on a number of social justice arguments:

low cost loans make it possible for low income people to upgrade inefficient and costly appliances, and thereby improve their disposable incomes;

low income people can use low cost loans to even out peaks of expenditure, which might otherwise be unmanageable on tight incomes, or might force recourse to borrowing at higher cost from the mainstream sector or pawnbrokers;

the capacity to meet periodic needs for additional income through low cost loans reduces the dependence of low income people on the charity of welfare organisations;

low cost lending can foster self help and community development through member participation in credit cooperatives and other community based lending services; and

low cost lending services can assist low income people to progress from borrowing to deal with a financial crisis, to borrowing to acquire consumer products, through the development of skills in money management on tight budgets, and the development of confidence in the use of those skills when dealing with lending institutions.



Why No Interest Loans?



It is virtually impossible for most low income consumers to save the full cash price of major items such as a fridge, TV or washing machine.

Mainstream financial institutions have a stereo-typed image of the low income consumer as a high risk borrower.

Low income consumers generally pay the highest rate of interest for credit.

Low income consumers have few options in regards to access to small loans, and are forced to “take what is offered” by mainstream lenders, or be denied access totally.

Most banks do not provide personal loans of under $3,000. The only option available is a credit card which carries an interest rate of approximately 16%.

The high cost of consumer credit for low income consumers has long been recognised as a poverty trap.



Purpose and Philosophy of NILS

No Interest Loans are an alternative form of credit provision. They are necessary due to the failure of the mainstream finance sector to provide appropriate services for all people. They can be distinguished from emergency financial assistance programs by their concern to ensure that loan recipients have the capacity to repay the loan.



Importantly, most No Interest Loans Schemes are administered alongside other services such as financial counselling, consumer advocacy and buying advice. No Interest Loans Schemes are therefore an important part of a holistic response to the needs of low income consumers.



The basic philosophy behind the provision of no interest loans is:

to offer a viable alternative for low income consumers who face barriers in gaining access to credit on fair and reasonable terms

to provide low income consumers with access to credit, without the burden of high interest charges.

a belief that all people should have access to essential household goods for which credit is often a necessity.



General Features

Small, interest free loans (generally less than $800).

The schemes are operated by non-government community welfare organisations.

Loans are provided for the purchase of household goods and other essential items.

Capital for lending is raised through donations from philanthropic trusts, service clubs, community organisations and various fundraising activities.

No interest loans are seen as distinct from emergency financial assistance and would generally not be available for purposes such as debt consolidation, or for general living expenses (eg. food, electricity, telephone, etc.).

All applicants are interviewed to assess whether they meet the eligibility criteria and if they have the capacity to repay.

Decisions are made by a loans committee.



Eligibility Criteria

low income earners (Health Care Card holders)

applicant must reside in the area serviced by the loans program

applicants must have the capacity to repay the loan



Assessment

All applicants are interviewed to assess the following:

Do they meet the general criteria for the program?

Whether a loan is appropriate, or are there other options?

Does the applicant have the capacity to repay the loan? 

A detailed budget is completed



Repayments

The actual rate of repayment varies according to each person’s circumstances 

Repayments generally range between $20–$40 per fortnight

Most loans are repaid in twelve to eighteen months

Repayments are usually made to a bank account, established specifically for the loan scheme



Administration of NILS

To operate successfully the loan scheme must have a clear written policy stating its purpose, eligibility criteria, decision making and other procedural aspects.

A set number of loan interviews are available each week.

If the loan is approved the recipient signs a loan agreement which sets out details of the amount loaned, its purpose and the rate of repayment.

Cheques are always made out to the trader or provider of goods.



Loan Default

If a consumer defaults on a loan, they are asked to contact the Agency to renegotiate repayment.

A statement and/or letter is sent to the loan recipient.

No home visits are made

No legal enforcement (or threats of) action is taken if the consumer fails to make payments.



Legal Aspects

The loan scheme is operated along similar lines to other community service programs. (A small number of loan schemes have chosen to become incorporated in their own right).

Financial records are included in the audit of the auspice organisation. 

Loan schemes must operate in accordance with relevant legislation affecting all community service programs such as the Equal Opportunity Act and Privacy Act.

The schemes are not covered by the Credit Code as they do not charge interest

In 1999 Good Shepherd Youth and Family Service obtained Trademark Registration of the names “No Interest Loan Schemes and NILS” Groups wishing to use either of these names must in future agree to sign an acknowledgment that they will operate their scheme according to the “Common Principles and Accountability Document” developed by the Victorian NILS Network. This document is contained in the NILS resource kit and can be obtained free from Good Shepherd Youth and Family Service: Ph 03 9419 5477 email: goodshep@infoxchange.net.au 
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