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15 February 2019

RE: Financial Services Compensation Scheme (FSCS) coverage of high-cost short-term
lenders

Thank you for your letter of 29 January 2019 concerning Wonga. I have set out answers to your
questions below.
Why did the FCA take the decision in 2016 to not include high-cost short-term lenders
in the Financial Services Compensation Scheme?

The overall purpose of the FSCS is to provide a scheme of last resort which is funded by live
firms. The consumer protection FSCS provides is targeted at those activities that we think are
most likely to give rise to financial loss for consumers, for example savings and investments.
Only firms carrying on those activities contribute to the cost of funding FSCS compensation
through levies.
The FSCS focuses on providing guarantees for deposits, savings and insurance products lending activities (and compensation from banks) are generally not covered. In the event of the
failure of a lender (i.e. when FSCS compensation becomes relevant), customers generally do not
suffer losses resulting from the failure of the lender; loan customers are more likely to owe
money to the lender (rather than the other way around). For example, mortgage lending is also
excluded from FSCS cover.
There was no access to the FSCS when responsibility for consumer credit regulation sat with the
Office of Fair Trading. Consideration was given to this issue when consumer credit activities were
brought within Financial Conduct Authority (FCA) regulation in April 2014, but the decision was
taken at that time not to extend FSCS cover to any of the new consumer credit activities, which
included high-cost short-term credit activity. In part, this reflected the general approach
highlighted above whereby lending activities are not generally included within the FSCS scheme.
The decision also took into account the principle that firms that were already FCA authorised
should not have to pay for problematic business practices of firms that predated FCA regulation.
We committed to reviewing the position in 2016 when we had further information about the
market and the impact of FCA regulation.
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