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Methodology
and survey

A number of different quantitative sources have been drawn upon in compiling this report.

Where datais used it is footnoted, but key surveys used in the course of this research include:

» Fair4All Finance’s survey of 4,132 consumers aged 18-75 across Great Britain. The survey was
weighted to be representative and was conducted online by Ipsos UK in April 2025

- Fair4All Finance’s survey of 6,000 consumers across the UK. The survey was weighted to be
nationally representative and was conducted online from 19 August and 11 September 2025
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Foreword

Every form of credit is to some extent buy now pay later, but the phenomenon of the product known as
‘Buy Now Pay Later’ (BNPL) which is also known as Deferred Payment Credit (DPC) has been gathering
attention for several years since the Woolard Review called for it to be reqgulated in 2021. It will now be

regulated from July 2026.

The principles of Buy Now Pay Later seem benign; split the payments of an item into a number of small
manageable amounts, pay these amounts on time and no interest is applied. Merchants like it as basket
sizes increase at the till. Customers value spreading the repayments as it suits their budget, and two
Fair4All Finance commissioned surveys identified that around a quarter of all adults from all income
groups are using it.

Indeed, we believe, if used correctly, Buy Now Pay Later has significant potential to support financial
inclusion by providing consumers with access to small amounts of interest free credit when they need
it. It can also cater to specific customer needs where other products do not.

Common concerns around unregulated BNPL include that it leads to people with poorer credit histories
and fewer choices overextending themselves, optimistically hoping that they will be able to repay. At the

same time, lenders have no pressure to confirm in advance that they can.

The debt advice sector reports consumers quickly building up a large number of simultaneous BNPL
transactions where consumers'visibility of their situation is hard to grasp and which quickly become
unaffordable. Some lenders then charge penalty fees that erode the interest free attraction, and the
product becomes burdensome, leading to debt problems. Consumers may also use other products like
credit cards to repay BNPL which also cancels out its interest free construct.

In this report we find that the borrower is on balance more likely to fit the profile of someone in financial
vulnerability than not. The report segments the borrower from the 6,000 person survey commissioned
for this research into four categories from ‘prime’ to ‘'distressed’. However, it also makes a point that for
a product where the average sum advanced is £88, a distinction should be drawn between the product’s
propensity to attract riskier borrowers and the risks of the product itself.

From July 2026, BNPL will be regulated like other forms of consumer credit, meaning that lenders will
need to be much more cognisant of borrowers’ affordability and creditworthiness, meet their obligations
under the Consumer Duty, report to credit reference agencies, and be subject to appeal and redress

from Financial Ombudsman Service when things go awry.

It is widely agreed that requlation will result in considerable numbers of customers being declined
access, for a myriad of reasons depending on the way lenders determine how to assess risk.

In this report we wanted to examine whether the use of BNPL - popular with all ages and credit types - is
likely to be restricted by requlation in a way that is helpful or harmful. Drawing from a range of data,

including a bespoke 6,000 person survey and other work, including interviews with subject matter
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experts and BNPL providers, we have laid out the potential consequences of regulation from July 2026.

To be clear, Fair4All Finance supports the regulation of BNPL. Regulation is likely to bring greater
certainty and ensures borrowers are aware that BNPL is a form of credit (many borrowers do not
currently view it as credit), while lenders will better understand the parameters within which they are

operating.

It is not helpful for borrowers to have a significant number of BNPL purchases at the same time. We see
evidence that people in the most financially vulnerable circumstances are incurring penalty fees,

notwithstanding that multiple and frequent use can lead to over indebtedness, harm and burden.

However, it would also be unhelpful to create a requlatory environment that is disproportionate to the
amounts being advanced, which remain modest overall and which may result in lenders declining
borrowers with fewer options over very small sums of credit where in actuality very little additional harm
is being done to them. This is particularly true for lower income households with limited access to credit.

This research identifies that around a quarter of adults in Great Britain are using BNPL, that the sums
involved are generally small across all borrower profiles and that it is the most financially vulnerable
individuals, those described in the report as ‘distressed’, that are likeliest to be rejected in future if
regulation resulted in those with previous missed payment histories being declined. We will explore
how this rejection may cause harms disproportionate to those that the regulation is designed to
prevent.

We believe that many borrowers face rejection in the future, with estimates ranging from 10-30% of
existing customers, because of their credit histories or occasional missed payments. While harm should
be avoided where possible, we also find that a significant number of those who would be rejected have
not fallen behind on their payments; without BNPL their credit options will be reduced, although their

need for small sum credit will remain.

Itis therefore possible that to meet their credit needs, some borrowers will turn elsewhere. Butina
context where the supply of requlated credit already substantially underserves demand’, it is not easy to
see that their needs will be met through appropriate alternatives.

Instead, many may turn to unregulated credit which has well evidenced potential harms, provided
through friends, family, unlicensed lenders and loan sharks.

We need to have proportionate regulation that allows the use of a valued product, whilst protecting
consumers from the worst excesses of overuse, and we will continue to monitor the regulation of BNPL

and the consequences thereof.

Kate Pender, CEO
Fair4All Finance

Thttps://www.lek.com/insights/fin/eu/ei/improving-access-lending-financially-vulnerable
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Executive summary

Five years on from the publication of the Woolard Review, Buy Now Pay Later (otherwise known as
Deferred Payment Credit) is set to be regulated. At the time of writing, the Financial Conduct Authority

has closed its consultation, and firms are set to enter its regulatory perimeter on 15 July 2026.

New regulation will improve protection for consumers by introducing information requirements,
requiring firms to conduct affordability and creditworthiness assessments, expecting them to meet the
requirements of Consumer Duty and introducing an independent dispute resolution service in the form

of the Financial Ombudsman Service.

Each of these reforms are welcome, and a robust but proportionate regulatory environment will support
consumers to make more informed decisions about their use of Buy Now Pay Later.

Setting the scene

In this paper, we present the findings of a new bespoke survey of 6,000 consumers in which we explore
who uses Buy Now Pay Later and how they compare to the wider population. We extend existing
literature by segmenting our sample into different credit segments and drawing on bespoke survey

modules to create composite measures of a respondent’s financial health and their experience of Buy
Now Pay Later.

Our analysis finds that users of Buy Now Pay Later are:

« Likely to be younger and show lower financial health on average than our whole sample
+ Lesslikely to have savings

« More likely to report struggling to access credit

« More likely to report having higher debt to income ratios

« More likely to use high-cost credit

Perhaps most importantly, our BNPL cohort is:

« More likely to report commonly agreed markers of financial distress, such as county court
judgements (CCJs) and debt relief orders (DROs)

In our view, it is no surprise that consumers who show markers of financial difficulty are more likely to
use easier to access or higher cost forms of credit. This poses unique challenges to the requlation of Buy

Now Pay Later.

Our analysis and findings

Necessarily, a distinction should be drawn between the product’s propensity to attract riskier
borrowers and the risks of the product itself. After all, evidence presented later in this paper shows that
greater use of BNPL does not significantly increase the likelihood that consumers face financial distress
in the medium term, although it does increase the likelihood of falling behind on BNPL products

themselves.
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We believe - if used correctly - Buy Now Pay Later has significant potential to support financial
inclusion by providing consumers with access to small amounts of interest free credit when they need
it. Its nature as a small sum product borrowed and repaid over short time horizons makes it useful for
introducing consumers who have previously found themselves locked outside of the credit market and
for meeting short term credit demand for consumers who are underserved or have specific needs and

preferences.

We are clear however that credit is not a solution to long term economic distress or limited economic
growth because lending must be sustainable if it is to avoid resulting in short termism and negative
consumer outcomes.

In light of this, we emphasise that the supervisory environment created by the Financial Conduct
Authority is equally as important as the requlator's rules. We argue that an overly cautious and risk
averse application of new FCA rules could result in a significant proportion of BNPL users losing
access to the product when they might otherwise use it responsibly and benefit from it.

We construct an indicative model which suggests around 20%-30% of users may lose access after
regulation in July 2026, in line with other existing estimates. In many instances, this may be the best
outcome. However, while not the sole defining criteria for lending, our model suggests that large

proportions of those who might be rejected do not report falling behind on their existing BNPL use.

This is concerning given the growing body of literature indicating that the credit options available for
credit consumers at the riskier end of the spectrum have declined significantly over recent years.

Evidence produced by ClearScore and Fair4All Finance respectively shows that offer rates for low
income consumers have tumbled since 2020 and this is paired with increased concern about the
prevalence of illegal money lenders.

A preview of our recommendations

We therefore make recommendations to monitor the effect of regulation and support continued access
to Buy Now Pay Later for those consumers who can be safely lent to. We recommend that:

« The FCA should undertake research with Buy Now Pay Later firms to understand which
consumers lose access to the BNPL market and how this effects their outcomes. The
introduction of creditworthiness assessments will mean that some consumers who currently have

access to BNPL will likely lose that access.

- Forsome consumers, further borrowing is not the right decision and affordability assessments
are required to prevent unaffordable borrowing. Without clear requlatory expectations, we're
concerned that risk aversion could prompt the exclusion of consumers that might otherwise
successfully benefit from BNPL. To avoid this, we recommend the FCA work with firms to
understand which consumers cease to access BNPL following the introduction of regulation

and whether it is necessary to reject them
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The FCA should issue guidance to BNPL firms supporting them to conduct affordability
assessments in different circumstances. The Consumer Credit Handbook requires firms to
undertake a ‘reasonable’ creditworthiness assessment and fixed sum BNPL providers will need to
conduct an affordability assessment every time a consumer seeks to borrow. We believe firms
would benefit from additional FCA guidance that provides a sense - not a conclusive guide - of
what might constitute good and bad practice for different types of consumers.

The FCA should focus its supervision and innovation efforts on reducing the propensity of
frequent users to fall behind and the associated late fees. While evidence suggests that
increased BNPL usage does not increase financial distress in the medium term, our own research
and that of others shows that high frequency BNPL users are significantly more likely to report
falling behind on payments and are therefore more likely to pay a late fee. We suggest the FCA
should use its TechSprints and supervision to reduce this.

The Financial Ombudsman Service should consider amending its fee structure to create
differentiated fees. The standard £650 fee for the Financial Ombudsman Service (FOS) is
disproportionate to the average BNPL transaction size of just £88. We are concerned that this will
discourage firms from engaging non prime consumers. We suggest the FOS should review a
differentiated fee structure to reflect the cost of different lending products.
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Introduction

Fair4All Finance is a not-for-profit organisation working to improve people’s lives by increasing access
to fair and affordable financial products and services. We do this through targeted investment,
research and partnerships with government, industry and community finance providers, so that

everyone can have the right financial support when they need it.2

This work is vital if the UK is to address the challenges faced by the 20.3 million people in the UK who live

in financially vulnerable circumstances.®

Over the past few years, Fair4All Finance has produced a series of significant research pieces
attempting to map the contours of both the size and shape of the credit market. This includes work to
understand the challenge of illegal money lending, and the need to build a financial services market that
includes people from ethnic minority groups.*

Naturally therefore the rapid growth of the Buy Now Pay Later market represents an area of significant
interest, given its potential to extend small sums of interest free credit to a broad array of consumers.
Arguably, its growth and the subsequent decision to regulate it represents the most seismic change in
the shape of the credit market since the collapse and rapid disappearance of high cost lenders.®

The sudden growth of Buy Now Pay Later since 2019 has unsurprisingly attracted attention from
government, regulators and consumer groups, each of whom has commented on the benefits and
challenges posed by the product. This paper represents our first contribution.®

With the government having legislated to bring BNPL into the Financial Conduct Authority’s regulatory
sphere, this report takes the temperature of the BNPL market as of September 2025 and looks ahead to
what changes requlation might bring for firms and consumers.”

To do that, the report draws on quantitative analysis of numerous surveys, including those conducted by
Fair4All Finance, the Bank of England, and the Financial Conduct Authority. This analysis is used to
segment the BNPL market before investigating what regulation might mean for some of those different

segments.

2 Fair4All Finance - Main Website.

3 Fair4All Finance, Nearly half of UK adults now living in financially vulnerable circumstances.

“ Fair4All Finance, Access to credit and illegal lending: The shape of the market is as important as the size (May 2024);Fair4All
Finance, Levelling the playing field: Building inclusive access to financial services for people from minority ethnic groups (November
2024)

® Financial Conduct Authority, High-Cost Credit Review Technical Annex 1: Credit reference agency (CRA) data analysis of UK personal
debt, July 2017; Financial Conduct Authority, Dear Chief Executive Officer: FCA Strategy for Consumer Lending (March 2024); Centre
for Social Justice, Beyond the Tipping Point: Where after High Cost Credit?; Financial Times, Crackdown on high-cost credit leaves
gap that must be filled; Financial Times, Millions have been left behind by the payday loans crackdown.

8 For example, see: Money and Pensions Service, Buy Now Pay Later: A review of the market, risks and trends, consumer
understanding, impact, and outcomes; Centre for Social Justice, Flexing the Future: Buy Now Pay Later in the UK; Citizens Advice,
Buy Now... Pain Later?

7 GOV.UK, Regulation of Buy-Now, Pay-Later: Consultation on draft legislation (October 2024).

10


https://fair4allfinance.org.uk/
https://fair4allfinance.org.uk/nearly-half-of-uk-adults-now-living-in-financially-vulnerable-circumstances/
https://fair4allfinance.org.uk/flipbook/access-to-credit-and-illegal-lending-2024/
https://fair4allfinance.org.uk/flipbook/levelling-the-playing-field-2023/
https://www.fca.org.uk/publication/feedback/fs17-02-technical-annex.pdf
https://www.fca.org.uk/publication/feedback/fs17-02-technical-annex.pdf
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https://www.centreforsocialjustice.org.uk/wp-content/uploads/2025/02/CSJ-Beyond_the_Tipping_Point.pdf
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https://www.ft.com/content/88dabab0-791c-4409-96ca-6c369790310e
https://maps.org.uk/en/publications/research/2023/buy-now-pay-later-a-review-of-the-market-risks-and-trends-consumer-understanding-impact-and-outcomes
https://maps.org.uk/en/publications/research/2023/buy-now-pay-later-a-review-of-the-market-risks-and-trends-consumer-understanding-impact-and-outcomes
https://www.centreforsocialjustice.org.uk/library/flexingthefuture
https://www.citizensadvice.org.uk/policy/publications/buy-nowpain-later/
https://www.citizensadvice.org.uk/policy/publications/buy-nowpain-later/
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It also benefits from qualitative interviews with stakeholders and subject matter experts in and around
the BNPL industry who have helped us to understand what regulation will mean for firms and consumers.
We hope that this report contributes a valuable resource for a broad range of stakeholders, including
regulators and consumer groups, who are seeking to understand this market and what it might mean for

consumers.

The structure of the report is set out as follows:

e N
Part one introduces the Buy Now Pay Later market by briefly outlining its rapid growth, drawing the
distinction between types of BNPL products and highlighting recent proposed regulatory changes

. J

4 N\
Part two takes the temperature of the BNPL market. We set out findings from a consumer survey of
some 6,000 respondents we conducted from August to September 2025 to understand how BNPL
consumers differ from the whole population. We highlight the increased financial fragility of BNPL

\_consumers, before assessing how different credit segments use BNPL products )

4 N\

Part three focuses on how consumers report experiencing their use of BNPL products. We construct a
broad composite measure of BNPL health by using a battery of Likert scale questions that explore how
consumers experience BNPL before moving on to what drives lower BNPL health scores for less

creditworthy consumers. Finally, we compare this to those consumers’ overall financial health to draw a

high level view of the market.

G J

4 2\

A\ J/

Part four briefly draws together this analysis before discussing the future regulatory environment that
BNPL firms will operate in from July 2026. We welcome regulation and believe that new rules putin
place by the Financial Conduct Authority will help protect consumers and address some of the harms
currently found in the market.

However, we remain concerned by evidence which suggests less financially well off consumers
increasingly have fewer credit options despite having a clear demand for affordable credit products. In
this part, we note that while credit will not always be the right option for consumers and additional
borrowing cannot be a substitute for long term financial health, BNPL has the potential to improve
access to credit and support consumers to manage their finances.

We make a number of recommendations that we believe could support less financially secure

consumers to access safe, affordable credit when they need it.

n
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Part one:
The emergence of
Buy Now Pay Later

Deferred Payment Credit, more commonly known as Buy Now Pay Later, is a consumer credit product
that generally advances small sums of interest free credit to consumers.® When a customer purchases a
product, the cost of the purchase is paid by the BNPL provider and customers subsequently repay the
BNPL provider in instalments.

The core concept of BNPL is not a new one. In times of economic difficulty, retailers have long sold goods
to consumers on credit. In the late twentieth century, tallymen or credit drapers would sell goods to
consumers in return for weekly collection.® Such products were also popular in the United States well into
the 1980s until credit cards emerged as the increasingly dominant credit product.

Over the last ten years, the use of BNPL has grown significantly, accounting for over $316 billion, or %5%
of global e-commerce in 2023, and growth is not expected to slow.® Estimates suggest global users will
exceed 900 million by 2027, a 157% increase from 2022, and this is paired with an increased intensity of

use as BNPL cohorts mature.”

In the UK, growth has been significant. In 2019, the total value of BNPL transactions was £1.23 billion,
rising to £13.76 billion by 2024." The percentage of consumers who say they have used BNPL in the last
12 months rose from 17% to 20% between 2022 and 2024, and two Fair4All Finance commissioned
surveys in 2025 estimate that roughly 25% of adults have used BNPL in the last 12 months.”In a
different analysis, the Bank of England’s NMG Survey shows that about 11% to 12% of households say they
hold an outstanding balance on BNPL products.14 Despite this, BNPL remains only a fraction of credit
card lending, making up just 6% of credit card new lending.™

8 Financial Conduct Authority, Research Note: Deferred Payment Credit: findings from the Financial Lives Survey.

9 Sean O'Connell, Credit on the doorstep: the tallymen in Credit and Community: Working-Class Debt in the UK since 1880, Oxford
University Press.

10 Stijn Maesen, Dionysius Ang, Buy Now, Pay Later: Impact of Instalment Payments on Customer Purchases, Journal of Marketing,
2024.

" Juniper Research, Buy Now Pay Later Users to Reach Over 900 Million Globally by 2027; Securities and Exchange Commission,
Klarna Group plc.

12 Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025); Financial Conduct Authority, CP25/23: Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed approach to
regulation (July 2025).

13 Financial Conduct Authority, Financial Lives 2024 Survey: Credit & loans (Selected findings); Our own surveys by IPSOS and
Opinium respectively suggest that 25% of GB adults 18-75 said they had “personally used” BNPL within the past 12 months (April
2025)and 26% of UK adults said they had used BNPL in the past 12 months (August 2025).

14 Centre for Social Justice, Flexing the Future: Buy Now Pay Later in the UK; The Bank of England’s NMG Survey is structured on a
household level, so is not comparable to the Financial Lives Survey.

5 Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025).
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https://academic.oup.com/book/4250
https://journals.sagepub.com/doi/10.1177/00222429241282414
https://www.juniperresearch.com/press/bnpl-users-reach-over-900-million-by-2027/
https://www.sec.gov/Archives/edgar/data/2003292/000162828025012824/klarnagroupplcf-1.htm
https://www.fca.org.uk/publication/occasional-papers/op-69-impact-bnpl-consumer-arrears.pdf
https://www.fca.org.uk/publication/consultation/cp25-23.pdf
https://www.fca.org.uk/publication/consultation/cp25-23.pdf
https://www.fca.org.uk/publication/financial-lives/fls-2024-credit-loans.pdf
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Figure 1: Total value of BNPL transactions in the United Kingdom (£billions)
Source: Financial Conduct Authority™
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The growth of the sector has been spurred by technological advancements that have allowed for the
seamless integration of embedded finance into merchants’ online (and sometimes offline) point of sale.
This allows consumers to access credit at the moment of their purchase decision, creating a seamless

purchase experience and reducing administrative friction for consumers."”

In addition to this, BNPL has differentiated itself from more traditional credit card products by offering
fixed sum credit, although some exceptions are listed below, reducing the cost of credit by collecting
surcharges from merchants rather than consumers, and generally not charging interest."™

For retailers, the benefits are clear and significant. Research shows that the availability of a preferred
payment option is a crucial consideration for 70% of consumers.™ According to Shopify, 11% of online
customers abandon their online shopping carts due to the lack of multiple payment methods offered by

82024 figures are based on first 10 months and updated to 12 months on a pro-rata basis.

7 Scarlett Sieber, Sophie Guibaud, Embedded Finance: When Payments Become An Experience, Wiley.

PYMNTS, Brick and Mortar Shoppers Struggle to Find Buy Now, Pay Later Options; PYMNTS, BNPL's In store Struggle: Digital Darling
Hits Brick Wall in Physical Retail.

18 Ashish Kumar, Jari Salo, Ram Bezawada, The effects of buy now, pay later (BNPL) on customers’ online purchase behaviour, Journal
of Retailing, 2024. Note, some running account deferred payment products charge fees to defer payment over time.

" PYMNTS, 70% of Shoppers Say Payment Options Influence Where They Shop Online (October 2024).
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the retailers.?’ The availability of BNPL provides an immediate source of liquidity for consumers and
providers note that the use of BNPL results in increased shopping cart size.?

BNPL does have much to count in its favour for both consumers and retailers, but this has not been
without disquiet. Research has identified a number of consumer harms that inevitably stem from the use
of credit and notes a number of risks that BNPL poses to consumers, including that many BNPL
customers do not perceive their borrowing as credit.

Instead, many mentally account for it as merely deferring payment and often using other credit products
torepay BNPL.22 It's important, therefore, that BNPL products are supervised by a proportionate
regulatory environment to ensure consumers can access affordable credit safely.

From a UK requlatory perspective, BNPL products are typically thought of as fixed sum credit products,
but there are also a number of products that operate BNPL features but are structured as running
account products.

Fixed sum credit is defined by the advancement of a specific amount of cash and the amount borrowed
does not fluctuate. In the BNPL market, examples include Klarna's ‘Pay in 30 Days’ and PayPal's ‘Pay in
3.2 Running account credit by contrast is where the consumer is enabled to receive cash, goods, and/or
services to a value that does not exceed a pre-defined credit limit.2* The most well known running
account product is credit cards. In the BNPL market, common running account product examples
include Zilch and Virgin Money Slyce, where consumers are given a credit limit but pay in instalments.

Below, we briefly outline a number of different products in the market that might broadly be considered
‘Buy Now Pay Later to give an illustration of the different products available.

It must be noted that we have not examined specific BNPL product arrangements where additional
settings are utilised to cover the providers' costs of extending credit to people who are especially

excluded such as minimum basket sizes or transaction fees.

20 Shopify, How to Reduce Cart Abandonment and Close Sales(2024).
2 AfterPay, Connect with the world's best customers; Rhys Ashby, Shahin Sharifi, Jun Yao, Lawrence Ang, The influence of the buy-
now-pay-later payment mode on consumer spending decisions, Journal of Retailing, 2025.

22 Credit Strategy, Most UK BNPL users don't think they can lead to debt; Benedict Guttman-Kenny, Chris Firth, John Gathergood, Buy
now, pay later (BNPL)... on your credit card, Journal of Behavioural and Experimental Finance, 2023.

2 Legislation.gov.uk, Consumer Credit Act 1974; Financial Conduct Authority, Fixed-sum credit.

2 Legislation.gov.uk, Consumer Credit Act 1974; Financial Conduct Authority, Running-account credit.



https://www.shopify.com/uk/blog/shopping-cart-abandonment
https://www.afterpay.com/en-AU/business
https://www.sciencedirect.com/science/article/pii/S002243592500003X#bib0004
https://www.sciencedirect.com/science/article/pii/S002243592500003X#bib0004
https://www.creditstrategy.co.uk/latest-news/news-top-stories/most-uk-bnpl-users-dont-think-they-can-lead-to-debt
https://www.sciencedirect.com/science/article/pii/S2214635023000023
https://www.sciencedirect.com/science/article/pii/S2214635023000023
https://www.legislation.gov.uk/ukpga/1974/39/section/10
https://www.handbook.fca.org.uk/handbook/glossary/G1289.html
https://www.legislation.gov.uk/ukpga/1974/39/section/10
https://www.handbook.fca.org.uk/handbook/glossary/G1329.html

Table 1: Fixed Sum and Running Account Buy Now Pay Later Products
Source: Information gathered from firms' respective websites

Company
Fixed Sum Credit
Klarna (Pay in 3)

ClearPay (Pay in 4)

PayPal

Running Account Credit
Klarna (Card)

Zilch (Pay over 4)

Feat

Number of Payments: 3 payments paid every

30 days

Cost of Credit: 0%

Late Fees: Yes

Debt Collection: Yes

Number of Payments: 4 payments over 6
weeks

Cost of Credit: 0%

Late Fees: Yes

Debt Collection: Yes

Number of Payments: 3 payments over two
months

Cost of Credit: 0%

Late Fees: No

Debt Collection: Unknown

Number of Payments: Up to 12

Cost of Credit: Depends on the number of

payments. Interest is payable on conversion at

27.9% fixed.”

Late Fees: Yes

Debt Collection: Yes
Number of Payments: 4
Cost of Credit: £0 - £3.50
Late Fees: No

Debt Collection: No%®

25 Klarna, Pay with Klarna, Everywhere.

26 Zilch, What happens if someone can't repay the money they have borrowed?
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FCA Regulated?

No

No

No

Yes

Yes

15


https://www.klarna.com/uk/card/
https://www.zilch.com/faq/what-happens-if-someone-cant-repay-the-money-they-have-borrowed/

fairgall
finance

Virgin Money Slyce Number of Payments: Up to 12 Yes

Cost of Credit: Depends on the number of
payments. Up to 10% fee of the total plan for 12
month plans.

Late Fees: No

Debt Collection: Unknown

Until recently, fixed sum BNPL products have benefitted from regulatory exemptions via Article 60F of
the Financial Services and Markets (Regulated Activities) Order 2003 which provided an exemption for
fixed sum deferred payment credit (BNPL) products.

It meant that borrower-lender-supplier agreements for an interest free fixed sum, which are made up of
less than twelve payments payable within twelve months or less were exempt from much consumer
credit requlation, such as pre-disclosure requirements and affordability checks.?

However, this regulatory environment will soon come to an end. Calls for regulation have occurred
since at least 2021and in May 2025, the government confirmed that it would bring forth secondary
legislation to bring third party BNPL providers under the scope of the Financial Services and Markets Act
2000 and Consumer Credit Act 1974 respectively.? This has since been implemented.

The implementation provided the Financial Conduct Authority with new powers to make or approve rules
after the initial commencement date. The regulatory commencement date - the date firms will become
subject to the FCA's supervision - will occur at the end of the period of twelve months beginning with the
initial commencement date.?® This means the Article 60F exemption will end and firms will be placed
into the FCA's regulatory orbit on 15 July 2026.%°

Once implemented, providers will be obliged to adhere to a range of new regulation and follow FCA

rules, the latter of which the FCA is consulting on.*' A consolidated list of new changes include:

Creation of a tailored regulatory environment: In its consultation response, the government confirmed
that it will introduce a tailored requlatory environment for BNPL agreements offered by third party
lenders. As it proposed in its consultation response, HM Treasury decided not to apply some elements of
the Consumer Credit Act 1974, opting to allow the FCA to introduce rules for tailored disclosure

2 Legislation.gov.uk, The Financial Services and Markets Act 2000 (Requlated Activities) Order 2001. Please note, despite the
regulatory exemption, some DPC providers already undertake such requirements. See: Financial Times, Buy Now, Pay Later rules
will help rather than hinder big lenders.

28 |_egislation.gov.uk, The Financial Services and Markets Act 2000 (Requlated Activities etc.)(Amendment) Order 2025;
Legislation.gov.uk, Financial Services and Markets Act 2000 (Regulated Activities) Order 2001. See Article 36FB and Article 60F

Financial Conduct Authority, The Woolard Review - A review of change and innovation in the unsecured credit market.

28 Legislation.gov.uk, The Financial Services and Markets Act 2000 (Requlated Activities etc.)(Amendment) Order 2025.

30 Legislation.gov.uk, The Financial Services and Markets Act 2000 (Regulated Activities etc.)(Amendment) Order 2025; Financial
Conduct Authority, Regulating Buy Now Pay Later (BNPL)(September 2025).

3T 60V.UK, Regulation of Buy-Now, Pay-Later: Consultation on draft legislation (October 2024); Financial Conduct Authority, CP25/23:
Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed approach to regulation (July 2025).
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requirements that are proportionate to the BNPL sector.3?

Application of the Consumer Duty: The FCA's requlatory orbit will apply significant pieces of requlation,
including the Consumer Duty, to the BNPL sector for the first time. The Consumer Duty requires firms to
achieve ‘good’ outcomes for consumers by putting ‘themselves in customers shoes’ to understand and
meet their needs. This requires consideration of the products and services firms offer, the price and fair
value of those products, consumer understanding, and consumer support.3

Introduction of formal responsible lending requirements: The Financial Conduct Authority (FCA)
requires firms to carry out creditworthiness assessments which assess if a customer has the ability to
pay.** Entering the FCA's regulatory orbit will require firms to formally implement these requirements,

although some firms already do so.

Treatment of vulnerable customers: The Financial Conduct Authority has detailed guidance on the
identification and treatment of vulnerable customers and expects firms to provide customers with a
level of care that is appropriate given their characteristics.® More recently, the FCA also formalised its
pandemic-era Tailored Support Guidance to require firms to offer support to customersin or
approaching financial difficulty. This will require firms to consider customers who are in or approaching
arrears and treat them with forbearance and due consideration.*

Credit reporting: Credit reference agencies(CRAs) are firms that collect and store information about
consumers’ credit history. This information is subsequently used by lenders to assess the risk of granting
credit. Access to consumer credit information is currently predicated upon the general principle of
reciprocity, which sets out that data contributors may only receive credit information from CRAs at the
level of information they contribute, but this is changing.?” The government confirmed its support for the
Financial Conduct Authority’s proposals to introduce mandatory data sharing requirements with
designated credit reference agencies for requlated firms and these will apply to BNPL firms.3®

Access to the Financial Ombudsman Service: The Financial Ombudsman Service (FOS)is an
independent body set up by Parliament to resolve complaints between consumers and financial services
firms. Consumers can complain to the FOS if they have been unable to resolve their complaint / issue

52 HM Treasury, Regulation of Buy-ow, Pay Later. Government Response to Consultation.

33 Financial Conduct Authority, Policy Statement PS22/9: A new Consumer Duty: Feedback to CP21/36 and final rules.

34 Financial Conduct Authority, Policy Statement PS18/19: Assessing creditworthiness in consumer credit - Feedback on CP17/27 and
final rules and guidance (2018).

% Financial Conduct Authority, Finalised Guidance: FG21/1 Guidance for firms on the fair treatment of vulnerable customers.

% Financial Conduct Authority, Policy Statement PS24/2 Strengthening protections for borrowers in financial difficulty: Consumer
credit and mortgages. Feedback to CP23/13 and final rules.

7 Financial Conduct Authority, MS19/1.3: Credit Information Market Study Final Report (2023); Steering Committee on Reciprocity
(SCOR), Information Sharing Principles of Reciprocity (June 2021).

%8 Financial Conduct Authority, MS19/1: Credit Information Market Study (2019).
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with their respective firm. Following the introduction of regulation, BNPL consumers will be able to
access the Financial Ombudsman Service.

Creation of a temporary permissions regime: The introduction of reqgulation has the potential for
significant disruption to existing providers and consumers alike, were BNPL to be brought into
regulation without a temporary permissions regime. Without such a regime, firms would be required to
cease activities while they apply for full authorisation. In response to this, the government confirmed

that it will legislate to introduce a temporary permissions regime to ensure firms can carry on trading.

With regulation now confirmed, the Financial Conduct Authority is set to have 12 months to draft and
finalise rules for BNPL products ahead of regulation taking effect in July 2026.%° With this context
established, the following chapter takes the temperature of the BNPL market, seeking to answer who
uses BNPL and how it is used.

9 Skadden, UK Announces New Regime to Regulate ‘Buy-Now, Pay-Later’ Lending Following October 2024 Consultation.
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Part two:
Taking the
temperature

With new regulation confirmed, now is an opportune time to take the temperature of the Buy Now Pay

Later market and understand what regulation might mean for the sector.

This section seeks to explore how consumers are using BNPL. To do so, we draw together a range of
data sources, including the FCA's flagship Financial Lives Survey (2024) and Fair4All Finance’s own
polling (Ipsos, April 2025 and Opinium, August 2025).

For this research, we worked with Opinium to conduct a new, nationally representative survey of about
6,000 consumers. The survey was constructed on a household and individual basis to build a broad
understanding of how consumers use and engage with Buy Now Pay Later products.“®

According to our consumer survey, 26% of consumers report using a Buy Now Pay Later agreement in
the last 12months, slightly above the most recent large scale estimate we know of taken in 2024. This is
in line with the Fair4All Finance commissioned Ipsos survey from April 2025 where 25% of survey
confirmed they had ‘personally used’ BNPL within preceding 12 months '

We begin by asking: who uses Buy Now Pay Later?

Below, we present a series of summary statistics which present a broad overview of who uses the
product and a comparison of the average BNPL user with the whole population. We find that, consistent
with other work, the average BNPL consumer is likely to be younger, carry a greater debt load, more
likely to show signs of limited financial health, and more likely to be users of high-cost credit.“?

Very similar findings were identified in the Fair4All Ipsos survey where, within each demographic
subgroup, there was higher BNPL usage amongst those who were 25-34 years old, have children or live in
rented accommodation. The Ipsos survey results also found BNPL use was significantly higher amongst
those who have also used a formal loan, borrowed from friends or family, or used an unlicensed lender or
loan shark in the last 12 months.

“0The survey was undertaken by Opinium. Fieldwork was conducted between Xand Y.

“TWe further narrowed this down by asking respondents to tell us the provider of up to four of their most recent BNPL agreements.
Provider options include: Klarna, Clearpay, PayPal, Instalments by Barclays, Zilch, Humm, DivideBuy, Monzo Flex, Virgin Money
Slyce, Other, Don't Know, and Prefer not to say. We did not find a significant difference between our narrow and wide measure and
therefore opted for the larger sample size; Financial Conduct Authority, Financial Lives Survey 2024.

“2 Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025).

19


https://fair4allfinance-my.sharepoint.com/personal/alejandro_gasteazoro_fair4allfinance_org_uk/Documents/Documents/datasets/bnpl_matt%20research/Financial%20Lives%20Survey%202024
https://www.fca.org.uk/publication/occasional-papers/op-69-impact-bnpl-consumer-arrears.pdf

Summary statistics of BNPL users and the whole sample (UK adults)

Source: Fair4All Analysis of Opinium Consumer Survey*®

BNPL / BNPL Whole sample (UK

users adults)

Age (median) 38 49
Household income Individual income (mean)(gross) £32,807 £27,765

Household income (mean)(gross) £57,285 £49,273

Financial health (see box 2) 4 8
Financial Health At least one month’s savings 51.68% 63.64%
(Percentage Strongly Finds credit commitments and bills a 45.83% 30.82%
or Somewhat Agree) heavy burden

Struggles to access credit 27.96% 15.29%

Prime 35.36% 58.68%
Credit segment (see New or Rebuilding 15.50% 13.13%
box 1) Challenged 29.03% 15.20%

Distressed 20.11% 12.98%

Debt to income ratio (excluding 21.62% 1.15%

student loans)
Credit use Users of high-cost credit (Defined as

payday loans, home credit, logbook 13.08% 4.68%

loan, or high-cost credit)

But of course, each consumer experiences the use of BNPL differently and the shape of the credit
market is inevitably broad. Fair4All Finance exists to address financial inclusion, so we've sought to
understand how different consumer cohorts with different levels of financial strength use and

experience the product.

To this end, much of our analysis in this paper is centred around consumer clusters, which seek to
account for four different types of consumer profile. We define these as:

« Prime

New or Rebuilding

« Challenged
o Distressed

Their characteristics are explained in Box 1below. To be clear, these are not based on CRA data but
constructed from the survey responses. We have intentionally not segmented people by income because

the utilisation of BNPL is so ubiquitous across society.

“3These summary statistics emerge from our consumer survey. Readers may wish to compare the ratio difference between BNPL
users and the whole sample to administrative data cited by the Financial Conduct Authority in Financial Conduct Authority, Distress
Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears (2025).
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Box 1: Constructing our credit segments

To construct these segments, we asked respondents to our survey a number of questions about their
financial situation and subsequently assigned them to a credit segment. Consumers are assigned as
following:

Distressed

A consumer is assigned to the Distressed segment if they report they have been subject to any of the
below in the last 6 years:

1 Bankruptcy imposed or a Minimal Assets Process
2 County Court Judgement (CCJ) for credit related matters or a Decree
3 Debt Relief Order

4 Individual Voluntary Arrangement (IVA)(i.e. an agreement made with your creditors to pay off your
debt over a set period of time) or Protected Trust Deed

5 Voluntary arrangement plan with a credit lender

6 Communication with alender after being 90 days or more behind on repayments

Challenged
A consumer is assigned to the Challenged segment if they report the following:

1 Unemployed +'Strongly disagree’ or ‘disagree’ with having 'savings to last 1 month of essential
outgoings (including housing costs, bills, and foodY

2 Unemployed +‘strongly disagree’ or ‘disagree’ with the 'household receiving money on a regular
basis (Money comes in on the same day of the week/monthY

3 Unemployed +'strongly disagree’ or ‘disagree’ with ‘usually having enough money to last the month

without borrowing or using savings’

4 Any overlap for strongly disagree’ or ‘disagree’ between the three Likert scale questions
immediately above (le: if a respondent expressed strong disagreement or disagreement to having
savings to last 1 month of essential outgoings and to their household receiving money on a regular

basis, they were assigned to this group).

Note: Consumers in the ‘Prime’ or ‘New and Rebuilding’ band that met our Challenged criteria are assigned to the Challenged
band. Distressed consumers remain in that segment. Our Distressed and Challenged bands provide a different insight into

consumers with commonly agreed markers of financial difficulty and those expressing significant difficult with their finances

21



fairgall
finance

New or Rebuilding
A consumer is assigned to the New or Rebuilding band if they agree with any of the following:

1 lamanew borrower to the credit market i.e. | have never borrowed / had credit before and
therefore don't have a credit footprint in the UK

2 lamnew to the UK credit market i.e. | have only recently moved to the UK so don't have a credit
footprintin the UK

3 lhave had issues with my borrowing in the pasti.e. | have missed one or more payments e.g. credit

card bills, loans repayments etc.
4 lam currently taking steps to re-build my credit score having had problems in the past

5 Ihaveaninconsistentincome e.g. No set working hours/ Zero-hour contract

Prime
1 None of the features above

Previous research in both the UK and the US has found that consumers that demonstrate signs of
financial fragility - commonly agreed markers of financial difficulty such as county court judgements -
and those who believe they struggle to access credit when they need it, are all more likely to report using
Buy Now Pay Later.

For example, regression analysis by the Federal Reserve Bank of Boston found that a consumers’FICO
(credit) score was the most important factor predicting BNPL use, even after controlling for income and
education.“® Additionally, firms own data also notes they are able to extend credit to consumers with
different credit scores.*®

There are multiple explanations as to why BNPL consumers are more likely to exhibit sub prime
characteristics. BNPL consumers tend to be younger and evidence suggests they're more likely to hold
greater overall debt balances.*’

In our analysis, we find that Distressed and Challenged users make up a disproportionate proportion of
the total BNPL cohort when compared to the whole sample. As noted in Table 2 above Distressed and
Challenged respondents made up about 50 % of our BNPL users compared to just 28 % of the whole

sample.

44 Federal Reserve Bank of New York, Liberty Street Economics: Who Uses “Buy Now, Pay Later"? (September 2023); Federal Reserve
Bank of New York, How and Why Do Consumers Use “Buy Now, Pay later"? (February 2024); Which? Under Pressure: Who uses BNPL?
(May 2021);Federal Reserve Bank of Boston, Buy Now, Pay Later: Who Uses It and Why?; Consumer Financial Protection Bureau,
Consumer Use of Buy Now, Pay Later and Other Unsecured Debt (January 2025)

“ Federal Reserve Bank of Boston, Buy Now, Pay Later: Who Uses It and Why?

“6 Securities and Exchange Commission, Klarna Group plc.

“7 Please note: Evidence on household income is mixed. See: Financial Conduct Authority, Research Note: Deferred Payment Credit:
findings from the Financial Lives Survey; Tao Chen, Ben R. Marshall, Nhut H. Nguyen, Nuttawat Visaltanachoti, What influences
demand for Buy Now, Pay Later credit?, Economics Letters, 2024; Bank Underground, Shining light on ‘shadow credit’- what is Buy-
Now-Pay-Later and who uses it?; Financial Times, How widespread - and worrisome - is the BNPL phenomenon?
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In addition to being more likely to report using the product, we also find that they’re more likely to report
being frequent users. 63% of our Distressed cohort who had used BNPL reported using the product more
than once in the last 12 months compared to 51% of the whole sample.

Next, we explore the average transaction value reported by our different credit segments, which is
presented in Table 3 below. In our survey, we find some variation between the amount that consumers
report spending per transaction when separated into respective credit cohorts.

While our Prime users report spending more per transaction than their less creditworthy counterparts,
the greater frequency with which the less creditworthy segments use BNPL indicates that the amount
held by those segments is higher than all users generally.

Table 3: Average (median) transaction value for most recent BNPL purchase by credit segment

Source: Fair4AllFinance Analysis of Opinium Consumer Survey*®

All BNPL Prime New or Challenged Distressed
Users Rebuilding
Average
transaction £200 £250 £250 £165 £200
amount:
The use of BNPL

In addition to exploring the tendency and frequency with which our credit segments use Buy Now Pay
Later, we also seek to also understand the extent to which respondents say they use BNPL for different

types of purchases.

Analysis produced by the Financial Conduct Authority finds that BNPL users predominantly report
purchasing apparel, electrical goods and home improvements. These categories reflect consumers’
motivations for using BNPL, namely as a means of trying something before potentially returning it in the
case of apparel, deferring payment, or as a means of making an interest free purchase for something
they might not always be able to purchase in one go.*® We equally find similarly high levels of
respondents reporting that they use BNPL for the purchase of apparel, electronics and home decor.

To build on previous research, we explore the differences between what our respective credit segments
report using their last BNPL transaction for. Generally, we find similar usage patterns across our four
credit segments - all of whom report high usage for apparel, electronics, and furniture / home decor -
with one notable difference. Our Distressed cohort is more likely to report purchasing groceries. 12% of
the group report this as their latest purchase compared to 7% of all users and just 4% of prime users.

“8 We note that this data is at odds with the two figures quoted by the FCA on average transaction sizes of £88 and £110
respectively. See: Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness
and arrears (2025); Financial Conduct Authority, CP25/23: Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed
approach to regulation (July 2025).

“? Financial Conduct Authority, Research Note: Deferred Payment Credit: findings from the Financial Lives Survey (October 2023).
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Figure 2: Proportion of respondents who report purchasing a product type as their most recent BNPL
purchase by credit segment

Source: Fair4AllFinance Analysis of Opinium Consumer Survey
mAlIl BNFLUsers ®Prime M HNeworRebudding B Challenged Distressed

Other
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Understanding BNPL consumers’ financial health

Having briefly outlined the market itself, we now look to build an understanding of consumer’s overall
financial health. To achieve this, we asked respondents a battery of questions using a Likert scale to
understand how consumers feel about their financial health.

Each question sought to understand the extent to which a consumer had experienced an event, such as
running out of money before the end of the month or having limited savings, or the extent to which they
held a subjective view, such as whether they feel in control of their finances. Likert scales were used to
enable us to produce a composite score for each respondent across a panel of questions.%°

%0 For a better understanding of Likert scales, see: Hussain Alkharusi, A descriptive Analysis and Interpretation of Data from Likert
Scales in Educational and Psychological Research, Indian Journal of Psychology and Education (July 2022).
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Box 2: Computing our composite financial health scores

To understand how consumers rate their financial health, we employed Likert scale questions to
understand how consumers think and feel about their finances.

We assigned each response a score within a four point range from +2 to - 2 from strong agreement to
strong disagreement with the statement.' This means respondents can score a maximum of 24 and a
minimum of minus 24 by either answering all 12 questions at + 2 to achieve the maximum or all 12

questions at - 2 for the minimum.

Below, we list the 12 statements, (7 of which are deemed positive, 5 are deemed negative). The
decision to apply to each group inevitably involves some level of subjectivity.

Each statement is equally weighted. We have not assigned any statement a weight greater than any
other because we know of no compelling evidence that suggests we should do so.

Experiences of finances:

1 Tusually only buy what | have planned in advance (Positive)

2 loften gointo debt to buy something more expensive or pay in instalments (Negative)

3 lalways make my credit repayments on time (Positive)

4 | usually have enough money to last the month without borrowing or using savings (Positive)

5 My household receives income on a regular basis (Money comes in on the same day of the
week/month)(Positive)

8 |have enough savings to last 1 month of essential outgoings (including housing costs, bills, and
food)(Positive)

Feelings towards finances:

1 Ifeelin control of my finances (Positive)

2 Thereisno pointin saving money; it is better spent on current needs (Negative)

3 If Iwant something, | go for the opportunity: | will always find the money for it (Negative)
4 | find my credit commitments and bills a heavy burden (Negative)

5 Istruggle to access credit when | need or want it (Negative)

8 Thereis always family or friends to borrow fromif | really need to (Positive)

5T Some scores are transformed to ensure an experience or negative perception always detracts from financial health and a positive
experience or perception adds to it.
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In Figures 3 and 4 below, we plot the financial health of consumers compared to respondents who said
they had used a form of Buy Now Pay Later in the last 12 months. Both figures convey the distribution of
scores across the respective groups.

Perhaps unsurprisingly, we find that respondents categorised as Challenged and those categorised as
Distressed, namely those with commonly agreed markers of financial distress, are significantly more
likely to show lower financial health than all respondents. In the box plot, this is demonstrated by a
lower average score whereas on the density plot it is demonstrated by a greater leftward leaning of the
distribution.

Figures 3 and 4: Box plot and density plot of consumer financial health scores (all respondents) and
BNPL user health scores by credit segment

Source: Fair4All Analysis of Opinium Survey Data
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Generally, we find that our Challenged and Distressed segments perform worse across a broad range of
metrics. While all of our segments show a similar propensity to agree that they only purchase what they

planin advance,

Challenged and Distressed consumers are much less likely to agree with other indicators of more
positive financial health, such as confidence managing money, feeling in control of their finances and
repaying their credit commitments on time. Additionally, they are also more likely to report finding it
difficult to access credit.

A descriptive analysis of this data is contained in Figure 5 below.
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Figure 5: Net Percentage Scores of Financial Health Indicators by Credit Segment
Source: Fair4All Analysis of Opinium Survey Data
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Debt to income ratios and measures of financial distress: As it stands, the BNPL market is relatively
small compared to other major sources of consumer unsecured debt, particularly credit cards. In
Occasional Paper 69, the FCA note that BNPL lending makes up just 6.1% of the new lending compared to
active credit card accounts and 3.8% of the number of active credit card transactions.5?

%2 Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unrequlated Buy Now Pay Later): Proposed
approach to regulation (July 2025).
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Previous evidence has shown that BNPL use does not significantly increase consumer debt to income
ratios, using data from the Bank of England’s NMG Survey, and we build on that analysis here by showing

that the same can be said for consumers across our different credit segments.®®

While, unsurprisingly, our riskier credit segments show higher unsecured debt to gross income ratios,
there are not any substantial differences in the extent to which those ratios increase when their use of
BNPL products is introduced.

Table 4: Unsecured debt to gross income ratio (DTI) of BNPL consumers before and after BNPL use by
credit segment

Source: Fair4All Analysis of Opinium Consumer Survey

Prime New or Challenged Distressed
Rebuilding
DTI before BNPL 12.8% 14.3% 21.3% 35.8%
DTl after BNPL 13.8% 15.29% 22.65% 36.43%

Evidence produced by the Financial Conduct Authority did not find that BNPL use has a negative impact
on consumer outcomes across a number of different time horizons. Analysing transaction level data, the
FCA found that while initially BNPL borrowing represents additional credit - in other words it is not
used to substitute existing forms of credit - there is little evidence to suggest that it leads to

significant or alarming increases in overall debt levels.®

Additionally, while an analysis of US consumers suggests that BNPL use causes significant increases in
overdraft charges, credit card interest and credit card late fees, existing evidence of UK consumers
suggests the FCA found that the same does not appear to be true of UK consumers yet.*

53 Centre for Social Justice, Flexing the Future: Buy Now Pay Later in the UK

% Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025)

% deHann et al, Buy Now Pay (Pain?) Later, Management Science (2022); Financial Conduct Authority, Distress Deferred? The impact of
buy-now-pay-later credit on consumer indebtedness and arrears (2025)
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Figure 6: Effect of BNPL borrowing on changes in unsecured debt levels

Source: Financial Conduct Authority®®
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But this does not mean that there is an absence of harm in the BNPL market, which we discuss further
below. The FCA's analysis found that, although BNPL borrowing did not appear to increase the likelihood
of medium term (7 - 12 months) financial distress, such as any 30 days arrears, it did increase late payment
on BNPL itself, something we address below.%

For our part, we find that 22% of our BNPL cohort report falling behind on at least one of their BNPL
transactions in the last 12 months. Notably, there is significant variation between our credit segments,
displayed in Figure 7 below.

% Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025)
57 Financial Conduct Authority, Distress Deferred? The impact of buy-now-pay-later credit on consumer indebtedness and arrears
(2025)
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Figure 7: Proportion of BNPL users who have fallen behind on at least one agreement by credit
segment.

Source: Fair4All Finance Analysis of Opinium Consumer Survey
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We find that our Distressed segment, those who report significant markers of financial distress such as
County Court Judgements, are much more likely to report falling behind, as we show in Figure 7 above.

51% of Distressed segment say they have fallen behind on at least one of their BNPL loans, compared
to 22% of all BNPL users and 5% of Prime users. This is, perhaps, unsurprising given the evidence we
presented above, which shows that the Distressed users are more likely to be frequent users of BNPL.

To qualify this finding, we look at the proportion of transactions that respondents say they miss a
payment for, finding a similar relationship. Just 5% of prime users say they miss a payment on 50% or
more of their BNPL transactions compared to 9% of New or Rebuilding users, 12% of Challenged users

58 Figures rebased to exclude those who respond don't know or prefer not to say.
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and 41% of Distressed users.%®

Importantly, we find a relationship between the number of BNPL transactions used by a borrower and the
likelihood of falling behind. For example, logistic regression analysis shows that respondents with six
transactions in the last 12 months have 4.3x greater odds of falling behind on at least one loan than
those with a single transaction. This is likely to reflect both the logistical challenge of keeping up with
multiple BNPL transactions and the heightened vulnerability of frequent users, who we have already
shown to be more likely to show commonly accepted markers of financial difficulty.

Falling behind on BNPL borrowing, as well as almost every other type of borrowing, has consequences for
consumers. Therefore we asked respondents who had fallen behind, what occurred after they had fallen
behind? Our results are presented in Figure 8 below.

Respondents were most likely to report being required to pay a late fee or make an interest payment
(27%), followed by a decline in their credit score (22%), and contact with a debt collection firm (17%).

Figure 8: Proportion of BNPL consumers who experienced any of the following after falling behind on a
BNPL transaction.

Source: Fair4All Finance Analysis of Opinium Consumer Survey
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%9 Note, this appears to be at odds with evidence from the American market. See: Consumer Financial Protection Bureau, Consumer
Use of Buy Now, Pay Later and Other Unsecured Debt (January 2025).
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Part three:
Consumer
experiences

Having taken the temperature of BNPL above, we now ask: does the proposition work for consumers?

In order to understand how consumers experience the use of Buy Now Pay Later, we asked respondents a
battery of questions to test their views about their use of the product. Each question sought to
understand the extent to which a consumer had experienced an event, such as using savings to repay
BNPL or always making their payments on time, or a subjective feeling, such as believing BNPL helps
them manage their finances. Likert scales were used to enable us to produce a composite score for each
respondent across a panel of questions. This is explained further below.

Box 3: Computing our composite BNPL health score

To understand how consumers experience the use of Buy Now Pay Later, we asked a series of
questions on a Likert scale to understand how consumers think and feel about Buy Now Pay Later.

Using their responses, we assigned each response a score ranging from +2 to - 2 ranging from strong
agreement to strong disagreement with the statement.® This means respondents can score a
maximum of +26 and a minimum of -26. Below, we list which statements we deem to be a positive
demonstration of BNPL use and which are deemed negative. The decision to apply to each group

inevitably involves some level of subjectivity.

Each statement is equally weighted. We have not assigned any statement a weight greater than any
other because we know of no compelling evidence that suggests we should do so.

80 Some scores are transformed to ensure a negative experience or perception always detracts from DPC health and a positive
experience or perception adds to it.
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Experiences of BNPL:
1 lalways make my BNPL payments on time (Positive)
2 lusually only buy what | have planned in advance (Positive)

3 Sometimes | use credit (such as credit card or overdraft) to pay for my BNPL transactions
(Negative)

4 Sometimes | use savings to pay for my BNPL transactions (Negative)
5 My use of BNPL has got me into unmanageable debt (Negative)

6 Sometimes | delay essential spending to repay BNPL (Negative)

Feelings towards BNPL.:

1 Ilose track of how many BNPL purchases | make (Negative)

2 |sometimes purchase more than | would otherwise when using BNPL (Negative)
3 |see money spent using BNPL as borrowed money (Positive)

4 BNPL helps me manage my finances (Positive)

5 luse BNPL because it is interest free (Positive)

6 lunderstood the terms and conditions of BNPL when | used it (Positive)

7 luse BNPL to buy things | do not have the money up front for or would need to save for (Negative)

We find that generally consumers report a positive experience using BNPL products and this holds true
across each of our four segments. The results are presented in a series of box plots below, and our
findings are consistent with other work that shows consumers generally appreciate the product more
than alternatives in the market.®

Across our range of questions, those that drove scores higher included agreement from respondents that

they:
« Made their payments on time
« Theyunderstood the terms of BNPL use

« Theydisagreed that BNPL had got them into unmanageable debt

81 Centre for Social Justice, Flexing the Future: Buy Now Pay Later in the UK
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However the questions that were less contributory to positive scores included respondents’agreement

that they were:

« More likely to buy things with BNPL that they would otherwise save up for
« Theyspent more than they otherwise would

« They sometimes used savings to repay BNPL products

Perhaps unsurprisingly despite the positive overall scores, we find that consumers we define as
exhibiting Distressed or Challenged characteristics were less likely to exhibit as positive average
scores. Across the whole pool of BNPL consumers, our average BNPL health score was 8.10 compared
to 1.4 for Prime users and 4.6 for Distressed users who have experienced commonly agreed markers of

financial distress, such as a county court judgement or insolvency.

This confirms previous evidence which found that despite consistently positive overall responses, sub
prime users-analogous to our Distressed users - were less likely to rate their experience with borrowing
positively across a range of credit products.? Notably, we do not find a significant difference between our
New or Rebuilding and Challenged consumers.

82 Centre for Social Justice, Flexing the Future: Buy Now Pay Later in the UK
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Figure 9: Box plot of Buy Now Pay Later credit health composite scores

Source: Fair4all Finance Analysis of Opinium Consumer Survey
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What drives lower scores: We now build on our analysis by seeking to understand what drives consumers
positive and negative feelings. It is reasonable to ask which of the statements asked of consumers is
driving lower scores for Distressed consumers because this may help firms consider how best they can
support those consumers, particularly given they're more likely to be in or approaching financial
difficulty.®

To this end, we present the net percentage (defined as positive experiences or feelings minus negative
experiences or feelings) for each statement below, broken down by the respective credit bucket.

8 The Financial Conduct Authority requires firms to have clear, effective and appropriate policies and procedures for dealing with
customers who are in or approaching arrears or in default in CONC 7. Financial Conduct Authority, CONC 7 Arrears, default and
recovery (including repossessions).
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Figure 10: Net Percentage Scores of Consumer Experience of BNPL by Credit Segment
Source: Fair4All Analysis of Opinium Consumer Survey
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Generally, we find that the driver of lower scores amongst Distressed users are broad based. They are
both less likely to agree with some of our positive statements about BNPL and more likely to agree with
our negative statements about BNPL.

Challenged consumers appear to be much less likely to agree with some of the positive statements we ask
about BNPL, such as always making their payments on time, using it because it is interest free and
understanding the terms and conditions when they first apply.

For example, 88% of Prime users strongly agree or agree that they always make their BNPL payments on
time compared to just 60% of Distressed users. Equally, 79% of Prime users report using BNPL because it
isinterest free compared to 63% of Distressed users.

This latter point complements previous work, such as that done by the Money and Pensions Service
(MAPS)which found that 'squeezed’ consumers were more likely to report using BNPL products because
they could not otherwise afford the purchase and less likely to agree they used it because there are no
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fees orinterest.5

In addition to this, Distressed users were also more likely to agree with a number of our negative
statements, including using savings and delaying essential spending to repay BNPL. Just 13% of the
Prime cohort strongly agreed or agreed that they delayed essential spending to repay BNPL whereas 47%
of the Distressed cohort agreed with this statement.

This latter point is particularly important when we come to consider creditworthiness assessments later
because the Financial Conduct Authority’s Consumer Credit Sourcebook 5.2.A.12 requires firms to
consider a customer’s ability to make repayments as they fall due without having to borrow to meet
repayments, failing to make any other payment they have a contractual or statutory obligation to make,
and without repayments having a significant adverse impact on their financial situation.® Evidence of
customers delaying essential expenditure would inevitably raise concern amongst firms while carrying

out such an assessment.

Comparisons with financial health

Next, we seek to understand whether a respondent’s experience of BNPL is broadly reflective of their
financial health, which we explored earlier in this paper.% If it is, then this may help us understand some of
the challenges BNPL users, and consequently BNPL firms, will face when using this form of borrowing.

To visualise this trend, we present a scatter plot of respondents’ composite financial health and BNPL
health scores below in Figure 11.

Each of our segments presents a slightly different picture, but there is significant alignment between our
Prime and New or Rebuilding groups as well as our Challenged and Distressed groups. Generally, our Prime
and New or Rebuilding groups report having both positive financial health and positive BNPL composite
scores:92% of the Prime group and 85% of the New or Rebuilding group fit into this category respectively.
The Prime group reports the highest correlation of any group

Our Challenged and Distressed segments, however, show a significant proportion of respondents who
report negative financial health, but positive BNPL composite scores:47% of the Challenged and32% of
the Distressed group respectively report a negative financial health score but a positive BNPL composite

score.

64 Money and Pensions Service, Behavioural Insights Team, Buy Now Pay Later: a review of the market, risks and trends, consumer
understanding, impact and outcomes.
% Financial Conduct Authority, CONC 5 Creditworthiness assessment.

% Note: We would expect a mechanical shift towards worse financial health for our “sub prime” group because we have used our
financial health Likert scales to assign respondents to that group.
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Figure 11: Correlation between financial health composite score and Buy Now Pay Later health

composite score by credit segment

Source: Fair4All Analysis of Opinium Consumer Survey
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Notably, the prevalence of negative BNPL scores increases with each deterioration of our credit segment
-23% of the Distressed cohort report a negative BNPL composite score - and the drivers of this are

explored above.

Table 5: Percentage of respondents by financial health and BNPL health by credit segment

Source: Fair4All Analysis of Opinium Consumer Survey

Positive financial health Negative financial health

Positive BNPL = Negative BNPL = Positive BNPL = Negative BNPL Total
health health health health
Prime 92% 5% 3% 0% 100%
New or . . . . .
Rebuilding 85% 7% 6% 2% 100%
Challenged 42% 3% 47% 8% 100%
Distressed 45% 14% 32% 9% 100%
Key findings

Over the last few years, the BNPL market has grown significantly, and all evidence and opinion suggest it
will continue to do s0.%” The data presented in this paper constructs a picture of the BNPL market that
broadly confirms existing studies of the BNPL lending landscape.

We find that participants tend to be:

« Younger

» Lesscreditworthy

- Hold greater unsecured debt

« Show a greater propensity to show commonly agreed signs of financial difficulty

We build on existing literature by investigating both consumers’ financial health and their BNPL health via

the construction of composite scores.

We find that consistent with our broader understanding of the market, BNPL users are more likely to have
weaker financial health. Despite this, however, they generally report positive experiences with BNPL.

67 Juniper Research, Buy Now Pay Later Users to Reach Over 900 Million Globally by 2027 (August 2022); Financial Conduct Authority,
Consultation Paper CP25/23 - Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed approach to regulation (July 2025).
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Our analysis allocates our total BNPL cohort into different credit segments. We find that segments

characterised by greater financial difficulty are more likely to:

Show lower composite scores across our BNPL health measure
Be frequent users of BNPL
Hold greater overall totals using the product, and, importantly

Are more likely to report falling behind on their BNPL payments

Finally, we draw on existing studies to show that while BNPL borrowing is likely additional lending, it

does not appear to significantly increase the likelihood of poor consumer outcomes.

Drawing this together, our analysis suggests that while BNPL use may not be a causal push factor for

negative consumer outcomes, some consumers are experiencing negative outcomes, and this is

particularly true for those consumers who report missing a payment.

New regulation will necessarily take account of this, and in the next section we focus on how forthcoming

regulation can offer an appropriate level of consumer protection while avoiding the withdrawal of access

to consumers who benefit from it.
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Part four:
Regulating
Deferred Payment
Credit

Drawing our analysis together, we find that for a significant proportion of consumers, BNPL is a good
product that consumers enjoy because it helps them meet their financial needs.

However, while we find that a large proportion of BNPL consumers use the product without issue, there is
a significant cohort of consumers, particularly amongst our Challenged and Distressed segments, that
do not feel positively about their BNPL use/experience and are more likely to fall behind on BNPL,

resulting in consumer harm.

Incoming requlation will help ameliorate some of these challenges by introducing new consumer
protections, such as information requirements, affordability assessments, and an independent dispute

resolution mechanism.
The need to requlate is not in contention.

BNPL is alarge and growing element of the consumer credit market and it is important that it is
implemented into the wider credit ecosystem to ensure that consumers are offered a reasonable degree
of protection from harm and firms can operate on an equal competitive footing to each other.

However, itis important that regulation is proportionate to the product it is seeking to regulate and that a
distinction is drawn between the product’s propensity to attract riskier borrowers with the harm
specifically caused by the product itself. After all, considerable evidence suggests that BNPL does not

significantly increase the likelihood that consumers face financial distress in the medium term.

This is inevitably a difficult balance to strike. More vulnerable consumers merit greater levels of
consumer protection but attaching onerous requirements to alow cost product raises the risk of loss of
access. Additionally, of course, regulation is about more than the creation of new rules. How firms react
to those rules and how those rules are supervised are equally important elements of the requlatory

process, both of which can result in an unduly lax or cautious approach from firms.

In the sections below, we discuss some areas of supervision going forward and how they might be
approached. We do not generally focus on the proposed rules as written in the FCA’s consultation paper.
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Creditworthiness assessments

Entering the FCA's requlatory perimeter will require firms to undertake creditworthiness assessments in
accordance with the Consumer Credit Handbook 5.2A. This requires firms to carry out a reasonable

assessment of the creditworthiness of a customer before:

- Enteringinto areqgulated credit agreement

« Significantly increasing the amount of credit provided under a regulated credit agreement; or

« Significantly increasing a credit limit for running account credit under a regulated credit agreement

As fixed sum credit providers, BNPL firms will be expected to undertake these assessments each time a

customer seeks to finance a transaction.5®

For some firms, this will be a change. Our understanding is that some firms currently use a range of tools
to underwrite loans, such as extending small sums of credit initially to test a consumer’s ability and
willingness to repay, before using this information to inform internal models, alongside other data, to
make subsequent larger lending decisions.

Similarly to other types of lenders, some firms use a so called 'shadow balance’ whereby firms compute a
threshold that defines the maximum amount of BNPL credit customers are permitted to have outstanding
at any given point in time, in a similar way to a credit limit for a credit card.®

The introduction of creditworthiness assessments will undoubtedly mean that some consumers who
currently have access to BNPL products will not do so in the future. Estimates suggest that between 10%
- 30% of customers might fail a regulatory creditworthiness test under CONC 5.2A and the FCA
estimates that some 18% of transactions by value would fail such an assessment.”

Given the principles based, proportionate, non-prescriptive nature of the affordability rules contained in
CONC, itis necessarily difficult to arrive at any exact understanding of how many customers might lose
access to BNPL following reqgulation. In part, this will be driven by firms’ reaction to the requirements
placed upon them by regulation, the amount of information they hold on customers, and the extent to
which firms need to reject prospective customers in order to bring default levels down to a level

acceptable to the requlator.

Using our survey data, we attempt to give our own indicative perception of how many consumers might

cease to be able to access BNPL in the event that firms decided to reject prospective customers based

% Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed
approach to regulation (July 2025).

89 John Gathergood et al, Do Payday Loans Affect Borrowers? Evidence from the UK Market, Review of Financial Studies (2018); Sumit
Agarwal et al, Do Banks Pass through Credit Expansions to Consumers Who want to Borrow?, The Quarterly Journal of Economics
(2018).

70 Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unrequlated Buy Now Pay Later): Proposed
approach to regulation (July 2025).

45 Buy Now Pay Later


https://www.fca.org.uk/publication/consultation/cp25-23.pdf
https://www.fca.org.uk/publication/consultation/cp25-23.pdf
https://academic.oup.com/rfs/article/32/2/496/5071904
https://fair4allfinance-my.sharepoint.com/personal/alejandro_gasteazoro_fair4allfinance_org_uk/Documents/Documents/datasets/bnpl_matt%20research/Agarwal,%20S.,%20Chomsisengphet,%20S.,%20Mahoney,%20N.,%20%26%20Stroebel,%20J.%20(2018).%20Do%20banks%20pass%20through%20credit%20expansions%20to%20consumers%20who%20want%20to%20borrow
https://www.fca.org.uk/publication/consultation/cp25-23.pdf
https://www.fca.org.uk/publication/consultation/cp25-23.pdf

on a number of reasonable factors. This should be seen as indicative only.

Figure 12: Flow Chart of BNPL acceptance model

Source: Fair4All Finance Analysis of Opinium Survey
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"' These metrics are used because they are commonly agreed markers of financial distress.
72 This metric reflects the signal sent by a consumer consistently missing payments that they may not be able to sustainably borrow.
See paragraph 3.93 of: Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unregulated Buy Now Pay
Later): Proposed approach to regulation (July 2025).
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No

73 This metric reflects the requirement in CONC 5.2A.12 which requires firms to consider the customer’s ability to make repayments
as they fall due over the life of the agreement without having to borrow to meet the repayments, without failing to make any other
payment they have a contractual obligation to make, and without the repayments having a significant adverse impact on the
customer’s financial situation.
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The results of our indicative model suggest that about 18% of our BNPL users would be rejected after
Step B, rising to 31% after Step C. Unsurprisingly, this is naturally skewed towards our Distressed and
Challenged group, both of whom show lower financial health. In our analysis, 68% of our Distressed and
21% of our Challenged group would be rejected.

For some consumers, further borrowing is not appropriate, and debt advice is a more appropriate avenue
for them. The refusal to lend, particularly for small sum credit, should serve as a crystalising point for a
consumer to recognise that their total outstanding credit commitments are not sustainable and an

alternative path would be better for them.

Additionally, as we noted above, borrowing is not a solution to long term economic distress or limited
economic growth. Lending must be sustainable if it is to avoid resulting in short termism and negative

outcomes for consumers.

However, our survey also finds that almost half (51%) of the respondents rejected under the model have
not missed a payment on one of their BNPL products. Missing a payment is, of course, not the only
indicator of creditworthiness, but it does suggest some consumers who might be rejected under these
circumstances could remain in the market.

This therefore represents an obvious challenge for lenders who have to consider to what extent they are
willing to be exposed to riskier borrowers, such as those with CCJs, and the potential for unaffordable
lending claims, if something does go wrong.

We are also concerned about the growing body of evidence that shows that credit options for financially
disadvantaged consumers have been decreasing in recent years paired with a significant demand for
affordable credit from those consumers.” Recent evidence produced by ClearScore and Fair4All Finance
respectively has shown a significant decline in offer rates amongst less creditworthy and lower income
consumers respectively, which is not entirely explained by the consumers' affordability or credit
worthiness risk.

74 LEK, Improving Access to Lending for the Financially Vulnerable (2023); PwC, Overlooked and financially under-served: Sizing the
financially under-served population in the UK (2022).
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Figure 13: Offer rate for loans by credit rating (Eligibility over 7)

Source: ClearScore”
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75 ClearScore, Building a non prime lending market that delivers for UK consumers. The graph depicts loan offers with an eligibility
rating over 7 or where downstream open banking was required for eligibility. An eligibility rating of over 7 indicates that the chance of
a customer being approved for aloanis over 70%.
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Figure 14: Offer rates by net monthly income

Source: Fair4AllFinance and Monevo’®
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We do not believe that access to credit should be the preserve of higher income and prime consumers,
not least because it is consumers on the riskier end of the credit spectrum that have the least room for
manoeuvre when their finances are tight. It is arguably the case that there is a higher consequence for
lower income consumers denied smaller sums, than there is for higher income consumers denied larger

sums.

Consequently, we believe it would be a significant policy failure were access to BNPL to be significantly

restricted for riskier consumers

To ameliorate the risk of this, it is important that the FCA’s supervisory regime proactively engages with
firms to understand how they are conducting affordability tests and the consequences of this.

Firstly, we recommend that the FCA undertake additional research with BNPL firms after requlation
comes into effect in order to understand which consumers fall out of the BNPL market and how this

effects their outcomes. This has precedence, and would be similar to the work undertaken to review the

78 Fair4All Finance, Evidence beats assertion: Shape and size of the credit market.
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effectiveness of the review of the high cost credit price cap.”

Secondly, we propose that the FCA publishes guidance to firms to support them in the implementation of
affordability assessments. Of course, it is not the role of the FCA to prescriptively set out when firms
should and should not lend - this would be out of keeping with the regulator’s principles-based approach -

but further guidance may be useful in aiding firms to recognise their own risk aversion when it occurs.

Recommendation 1: The FCA should undertake research with BNPL firms to understand which
consumers lose access to the BNPL market and how this effects their outcomes

The introduction of affordability assessments will mean that some consumers who currently have
access to BNPL will likely lose that access. A range of estimates have been produced suggesting
between 10%-30% of customers might fail a requlatory creditworthiness test under CONC 5.2A and
the FCA estimates that some 18% of transactions by value would fail such an assessment.

For some consumers, further borrowing is not the right conclusion, but we're concerned that risk
aversion could prompt the exclusion of consumers that might otherwise successfully use and benefit
from BNPL in their lives. Credit is a necessary part of life and we believe this would be a failure of
regulation and would exacerbate existing access to credit concerns that we have drawn attention to
previously.

To avoid this, we recommend the Financial Conduct Authority should work with firms to understand
which consumers cease to access the BNPL market following the introduction of regulation, how this
effects their outcomes, and whether it is necessary to reject all said consumers.

Recommendation 2: The FCA should issue guidance to BNPL firms supporting them to conduct
affordability assessments in different circumstances

CONC 5.2A requires firms to undertake a ‘reasonable’ creditworthiness assessment and, reflecting
BNPL's nature as a fixed sum product, firms will be expected to undertake an affordability assessment
each time a consumer seeks to borrow. What is reasonable’ will inevitably bear some relationship to
the small sum nature of BNPL products as well as the circumstances in which each individual
consumer finds themselves in and how they approach a lender.

7 Financial Conduct Authority, High-Cost Credit Review Technical Annex 1: Credit reference agency (CRA) data analysis of UK personal
debt (2017); Centre for Social Justice, Beyond the Tipping Point: Where after High Cost Credit (2025).
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We believe firms would benefit from additional FCA guidance providing a sense, and not a conclusive

guide, of what might constitute good and bad practice when being approached by different types of

consumers at different stages, particularly those consumers engaged in repeat borrowing.

Furthermore, we believe the FCA should give thought to the circumstances in which firms might be
able to pursue a de minimis assessment that might enable lenders across the credit spectrum to

provide limited access to credit for borrowers.

Consumer understanding: Consumer understanding is one of the four core elements of the Consumer
Duty.”® It requires firms to think more widely about the purpose of their communications than the
regulatory pre-disclosure requirements that they are expected to follow.

One challenging element of consumer understanding which BNPL firms should be concerned with is
consumers’ propensity to spend more when using the product. A steady stream of work by both providers
and academics has shown that BNPL products increase consumers’ overall cart size and the amount of
money that consumers spend. Indeed, this is a key element of the value proposition for BNPL providers.”
Consumers benefit from access to greater low cost liquidity while merchants achieve greater basket
spend.

Studies differ on the magnitude of this effect. Reports range from more conservative estimates at 6% to
58%, and a selection of studies are displayed in Figure 15 below. Importantly, this effect has been found to
continue beyond the initial months following adoption of BNPL as a payment method.®°

78 Financial Conduct Authority, Policy Statement PS22/9: A new Consumer Duty: Feedback to CP21/36 and final rules.

. AfterPay, Connect with the world’s best customers; Rhys Ashby, Shahin Sharifi, Jun Yao, Lawrence Ang, The influence of the buy-
now-pay-later payment mode on consumer spending decisions, Journal of Retailing, 2025.

80 Stijn Maesen, Dionysius Ang, Buy Now, Pay Later: Impact of Instalment Payments on Customer Purchases, Journal of Marketing,
2024.

51 Buy Now Pay Later


https://www.fca.org.uk/publication/policy/ps22-9.pdf
https://www.afterpay.com/en-AU/business
https://www.sciencedirect.com/science/article/pii/S002243592500003X#bib0004
https://www.sciencedirect.com/science/article/pii/S002243592500003X#bib0004
https://journals.sagepub.com/doi/10.1177/00222429241282414

fairgall
finance

Figure 15: Increase in Spending via use of BNPL Products

Source: Klarna, Afterpay, Ashby et al, Maesen et al, Kumar et al®!
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This benefit, however, cuts both ways. Accessing greater low cost liquidity can allow consumers to
reduce their cost of borrowing but only if that borrowing is responsible and sustainable. If consumers
spend significantly greater amounts than they otherwise would, the low interest associated with the
product delivers limited benefits for them because overall spending is increased relative to what it might

have otherwise been.

This danger is particularly relevant for consumers with limited financial resilience who are at a greater

risk of the negative consequences of overspending.

Evidence produced by consumer groups has shown that consumers sometimes regret using BNPL - with
a quarter of respondents who had used BNPL saying so according to Citizens Advice.® In addition, our
analysis also notes that a significant proportion of consumers agree that they sometimes spend more
than they otherwise would when using BNPL. This is particularly true for less financially strong

8T Numbers are not directly comparable. See individual studies for details. Klarna, Smooth selling with Klarna point of sale; AfterPay,

Connect with the world's best customers; Rhys Ashby, Shahin Sharifi, Jun Yao, Lawrence Ang, The influence of the buy-now-pay-later
payment mode on consumer spending decisions, Journal of Retailing, 2025; Stijn Maesen, Dionysius Ang, Buy Now, Pay Later: Impact
of Instalment Payments on Customer Purchases, Journal of Marketing, 2024; Ashish Kumar, Jari Salo, Ram Bezawada, The effects of
buy now, pay later (BNPL) on customers’ online purchase behaviour, Journal of Retailing, 2024.

82 Citizens Advice, Citizens Advice Response to HM Treasury Consultation ’ Requlation of Buy-Now-Pay-Later".
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consumers.

It is worth briefly discussing the mechanisms by which this occurs. Research shows payment methods
can alter the way consumers spend by affecting their perception of spending.® Relative to cash, payment
methods that employ cards or digital payments increase spending through decreased payment

transparency, payment deferral, and the use of instalment prices.

Cash payments provide an immediate exchange when purchasing goods and services whereas
payments via the previously mentioned methods are:

- Lessvisible (payment transparency)
- Decoupled from the acquisition of goods (payment deferral), and

« Partitioned (instalment prices)

Research on Buy Now Pay Later has shown a range of effects of the product on consumers. These
include:

« Increasing purchase intention
« Increasing the likelihood of choosing a more expensive option
« Increasing the likelihood of choosing a more expensive option where there are more instalments

« Increasing the likelihood of choosing the more expensive option where the initial instalment is
cheaper than subsequent instalments

These effects have particularly been shown to be more pronounced amongst specific types of

consumers, including promotion sensitive customers as well as young and low income consumers.®

In part, BNPL products have this effect because instalment prices employ a concept known as price
focalism which explains our tendency to focus on one part of a multi-price format over the total price.

Ashby et al find that the presence of an instalment price is necessary for BNPL products to influence
consumer spending compared to credit cards. They argue that consumers do not mentally calculate an
instalment price when only presented with the total price or it does not influence their spending.®

Notably, more instalments have also been shown to increase the likelihood of choosing a more expensive

83 Priya Raghubir, Joydeep Srivastava, Monopoly Money: The effect of payment coupling and form on spending behaviour, Journal of
Experimental Psychology.

84 Ashish Kumar, Jari Salo, Ram Bezawada, The effects of buy now, pay later (BNPL)on customers’ online purchase behaviour, Journal
of Retailing, 2024.

8 Rhys Ashby, Shahin Sharifi, Jun Yao, Lawrence Ang, The influence of the buy-now-pay-later payment mode on consumer spending
decisions, Journal of Retailing, 2025
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product.®

In addition to this, other studies show that instalment payments (as opposed to lump sums) mean

consumers feel less financially constrained, which helps to mediate their increased spending.®’

Table 6: How each payment mode mechanism impacts spending relative to cash

Source: Ashby et al

Impact of payment mode mechanism on spending

Payment mode | Payment transparency Payment deferral Instalment price
Debit card | Increases Not applicable None
Credit card | Increases Increases None
Buy Now Pay Later | Increases Increases Increases

Despite this literature, consumers generally report understanding the terms and conditions of BNPL
products.® 78% of respondents to our consumer survey either strongly agreed or agreed that they
understood the terms of the product when they first borrowed, although this was somewhat lower, at
69%, for our Distressed cohort.

Consumer understanding is difficult to achieve and research shows that perceived comprehension is
often significantly lower than their actual comprehension measured by testing.®® This should give cause
for concern, but BNPL remains a relatively simple product compared to others on the market.

The simple design of BNPL products as interest free credit paid over a set number of payments makes
the product easier to understand than many others. This is in part because it avoids the use of Annual
Percentage Rate (APR), which previous research by ClearScore and Plain Numbers has shown leads to
limited understanding by consumers.®°

There are, however, other elements of consumer understanding that should draw greater issue. Just 61%
strongly agreed or agreed that they saw BNPL as borrowed money.

Furthermore, the Financial Lives Survey 2024 shows that a significant minority of consumers - some 23%
- are unaware that late fees are payable while the Money and Pensions Service has shown that 41 % of

people who are aware of BNPL either didn't believe or didn't know that missing a payment could lead to

86 |p:
Ibid.

87 Stijn Maesen, Dionysius Ang, Buy Now, Pay Later: Impact of Instalment Payments on Customer Purchases, Journal of Marketing,

2024.

8 Financial Conduct Authority, Financial Lives 2024 Survey: Credit & loans (Selected findings).

89 ClearScore, Changing how we present the cost of borrowing on loans.

90 |
Ibid.

9 Also see: Credit Strategy, Most UK BNPL users don't think they can lead to debt.
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the firm passing the debt on to a debt collection agency.®?

Forthcoming information requirements should support greater levels of consumer understanding by

inserting friction into the lending journey and formalising the borrowing process.

Of particular concern appears to be that consumers often struggle to keep with the multitude of
payments that result from high frequency BNPL use. We noted earlier, for example, that respondents with
multiple BNPL loans were more likely to report falling behind and are therefore more likely to pay a late
fee.

The FCA has already noted that late fees make up a significant proportion of some firms’ revenue and
that firms should only charge fees that are no higher than necessary to meet reasonable costs.%

Fair4All Finance's own Ipsos research identified a link between the likelihood of the penalty fee being

higher when people also used loans from friends and family and unlicensed lenders or loan sharks.

In addition to being a sign of consumer harm, late fees diminish the benefits of BNPL products for
consumers by adding an additional fee to an otherwise interest free product. Research in the
Netherlands has shown that other interventions can encourage consumer repayment and significantly
reduce the proportion of customers charged a late fee.%

In the past, the FCA has led on promoting innovation via its TechSprints to tackle specific industry
challenges and we believe methods of encouraging repayment for frequent BNPL users represents a
specific worthwhile candidate for a future Sprint.® Such an event could explore how to support

consumers who are managing multiple payments and when is the best time to contact them.

Recommendation 3: The FCA should focus its supervision and innovation efforts on reducing the
propensity of frequent users to fall behind and associated late fees

Our evidence shows that high frequency BNPL users are significantly more likely to report falling
behind on payments and are therefore more likely to pay a late fee. In addition to being a sign of
consumer harm, late fees diminish the benefits of BNPL products for consumers by adding an
additional fee to an otherwise interest free product.

In the past, the FCA has led on promoting innovation via its TechSprints to tackle specific industry

challenges and we believe methods of encouraging repayment for frequent BNPL users represents a

92 Money and Pensions Service, Behavioural Insights Team, Buy Now Pay Later: a review of the market, risks and trends, consumer
understanding, impact and outcomes.

9 Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed
approach to regulation (July 2025).

94 AFM, Helping customers pay their BNPL bill on time (2024).
9% Financial Conduct Authority, TechSprints.
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specific worthwhile candidate for a future Sprint.% Such an event could explore how to support

consumers who are managing multiple payments and when the best time is to contact them.

Dispute Resolution

As part of the regulation, BNPL firms will be brought into the compulsory jurisdiction of the Financial
Ombudsman Service (FOS). The Financial Ombudsman Service is an independent dispute resolution
mechanism that consumers can complain to after they have been unable to resolve the issue with the

respective firm.¥’

The FOS is funded by a case fee system. Firms are not required to pay a case fee for each of the first three
complaints dealt with by the Financial Ombudsman Service. After this, each case fee is subjectto a
maximum of £650, which is charged when the case is resolved or closed.

Stakeholders we spoke to noted that the £650 case fee charged by the FOS is disproportionate to the
average BNPL transaction, which is estimated to be £88.%¢

We're concerned that a disproportionate case fee will mean BNPL firms are less likely to advance small
sums of credit to those on the cusp of credit exclusion, which our analysis shows are significantly more
likely to use BNPL.

Fair4All research in 2025 estimated that up to 1.9 million adults in Great Britain aged 18-75 had ‘personally
used’an unlicensed lender or loan shark in the preceding 12 months. This complements other research
that demonstrates that credit options for near and sub prime consumers have decreased considerably
since 2020.%°

As part of that work, we called for regulators to encourage small sum lending by reflecting on how
regulation might encourage or dissuade lenders from serving less creditworthy, but perfectly acceptable,

consumers.'®

In the past, we have argued that the standard FOS case fee might be disproportionate to the average
BNPL transactions and that the FOS’ fee structure ought to be reconsidered so that it best reflects the
evolving credit landscape.

Differentiated fees for smaller sum lending would help encourage firms to consider offering credit to non

9 Financial Conduct Authority, TechSprints.

9 Financial Ombudsman Service, Case Fees.

9% Financial Conduct Authority, Consultation Paper CP25/23 - Deferred Payment Credit (unregulated Buy Now Pay Later): Proposed
approach to requlation (July 2025).

9 Fairs4All Finance, Access to credit and illegal lending: The shape of the market is as important as the size (May 2024); ClearScore,
Building a non prime lending market that delivers for UK consumers. The

190 FairsAll Finance, Access to credit and illegal lending: The shape of the market is as important as the size (May 2024)
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prime consumers while still offering those consumers an independent dispute resolution service that
ensures harm is adequately addressed if it arises. We therefore echo our view that the Financial
Ombudsman Service should consider amending its fee structure to create different fee arrangements.

Recommendation 4: The Financial Ombudsman Service should consider amending its fee structure
to create differentiated fees

The standard Financial Ombudsman Service fee of £650 is disproportionate to the average BNPL
transaction size of just £88 and we're concerned that this fee may discourage BNPL firms from

engaging non prime consumers.

In the past, we've argued that more should be done to encourage firms to increase the accessibility of
credit products to non prime and sub prime consumers whose access to credit has decreased
considerably since at least 2020.

We therefore recommend that the Financial Ombudsman Service consider amending its fee structure
to create different fees that better reflect the average lending by provider. This would encourage firms
to continue to lend to less creditworthy, but perfectly acceptable, consumers while continuing to
extend a dispute resolution service to them.

57 Buy Now Pay Later



fairgall
finance

Conclusion

In drawing our research together, we have confirmed that there is a wealth of existing research
suggesting that consumers who report using Buy Now Pay Later are younger and show greater signs of

financial distress than the wider population.

We build on this work by segmenting our sample into different credit cohorts and drawing on bespoke
survey modules to create composite measures of a respondent’s financial health and their experience of
Buy Now Pay Later.

Despite this, the evidence suggests that consumers rate their use of Buy Now Pay Later positively
regardless of their credit segment.

The research shows that the use of Buy Now Pay Later does not significantly increase the likelihood that
consumers face financial distress in the medium term, although it does increase the likelihood of falling
behind on BNPL products themselves. In addition, consumers consistently report a high level of
understanding of the product and the overall sums borrowed are small.

We welcome the requlation of the sector and believe if used correctly Buy Now Pay Later has significant
potential to support financial inclusion by providing consumers with access to small amounts of interest
free credit when they need it.

Its nature as a small sum product borrowed and repaid over short time horizons make it useful for
introducing consumers who have previously found themselves locked outside of the credit market and/or

facilitating consumption and meeting short term credit demand for consumers who are underserved.

We are clear however that credit is not a solution to long term economic distress or limited economic
growth. Lending must be sustainable if it is to avoid resulting in short termism and negative outcome
for consumers. For some, borrowing is not the right option and some consumers ought to lose access

because further borrowing is not right for them.

However, in our view, it would be a missed opportunity if a significant number of consumers who could
benefit from the product were to lose access because lenders take an overly cautious approach to
affordability assessments after the introduction of regulation.

This is particularly the case in light of the well documented evidence that credit options for less well off

consumers have declined in recent years.

In anticipation of this, we make a number of recommendations that we believe could help consumers to
continue to access Buy Now Pay Later while also increasing consumer protection and reducing the
potential for unaffordable lending.
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List of
recommendations

Recommendation 1: The FCA should undertake research with BNPL firms to understand which
consumers lose access to the BNPL market and how this effects their outcomes

The introduction of affordability assessments will mean that some consumers who currently have
access to BNPL will likely lose that access. A range of estimates have been produced suggesting
between 10-30% of customers might fail a regulatory creditworthiness test under CONC 5.2A and the
FCA estimates that some 18 % of transactions by value would fail such an assessment.

For some consumers, further borrowing is not the right outcome. But we're concerned that risk
aversion could prompt the exclusion of consumers that might otherwise successfully use and benefit
from BNPL in their lives. Credit is a necessary part of life and we believe this would be a failure of
regulation and would exacerbate existing access to credit concerns that we have drawn attention to

previously.

To avoid this, we recommend the Financial Conduct Authority should work with firms to understand
which consumers cease to access the BNPL market following the introduction of regulation, how this
effects their outcomes, and whether it is necessary to reject all said consumers.

Recommendation 2: The FCA should issue guidance to BNPL firms supporting them to conduct
affordability assessments in different circumstances

CONC 5.2A requires firms to undertake a ‘reasonable’ creditworthiness assessment and reflecting
BNPL's nature as a fixed sum product firms will be expected to undertake an affordability assessment
each time a consumer seeks to borrow. What is reasonable’ will inevitably bear some relationship to
the small sum nature of BNPL products as well as the circumstances in which each individual

consumer finds themselves in and how they approach a lender.

We believe firms would benefit from additional FCA guidance that provides a clear sense, not a
conclusive guide, of what might constitute good and bad practice when being approached by different

types of consumers at different stages, particularly those consumers engaged in repeat borrowing.
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Furthermore, we believe the FCA should give thought to the circumstances in which firms might be

able to pursue a de minimis assessment that might enable lenders across the credit spectrum to

provide limited access to credit for borrowers.

Recommendation 3: The FCA should focus its supervision and innovation efforts on reducing the
propensity of frequent users to fall behind and associated late fees

Our evidence shows that high frequency BNPL users are significantly more likely to report falling
behind on payments and are therefore more likely to pay a late fee. In addition to being a sign of
consumer harm, late fees diminish the benefits of BNPL products for consumers by adding an
additional fee to an otherwise interest free product.

In the past, the FCA has led on promoting innovation via its TechSprints to tackle specific industry
challenges and we believe methods of encouraging repayment for frequent BNPL users represents a
specific worthwhile candidate for a future Sprint.'”" Such an event could explore how to support
consumers managing multiple payments and understand when is the best time to contact them.

Recommendation 4: The Financial Ombudsman Service should consider amending its fee structure
to create differentiated fees

The standard Financial Ombudsman Service fee of £650 is disproportionate to the average BNPL
transaction size of just £88 and we're concerned that this fee may discourage BNPL firms from

engaging non prime consumers.

In the past, we've argued that more should be done to encourage firms to increase the accessibility of
credit products to non prime and sub prime consumers, many of whom have seen their access to
credit decrease considerably since at least 2020.

We therefore recommend that the Financial Ombudsman Service consider amending its fee structure
to create different fees that better reflect the average lending by provider. This would encourage firms
to continue to lend to less creditworthy, but perfectly acceptable, consumers while continuing to
extend a dispute resolution service to them.

197 Financial Conduct Authority, TechSprints.
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