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How a UK Community Reinvestment Act can tackle financial exclusion and 
make the financial system work for all 
Parliamentary briefing, September 2022 

 Summary 
● The UK financial system is one of the most exclusionary in the developed world:

○ Small and medium sized enterprises (SMEs): receive a tiny share of bank lending.
○ Under-served regions: regions outside London and the South East, and marginalised

communities, receive far too small a share of capital and investment.
○ Low-income families: even before the pandemic and the cost of living crisis, over 10

million people in the UK had few, or no, options to access credit, forcing millions to turn to
very high-cost providers and loan sharks.

● Other countries do not have this scale of exclusion thanks to legislative and regulatory
mechanisms that require mainstream banks to improve services and that support thriving
ecosystems of responsible, purpose-driven financial organisations that serve those the mainstream
excludes.

● A UK Community Reinvestment Act would be a step-change in efforts to tackle this problem; it
is a practical proposition, drawing on good practice from other countries, tailored to the UK’s
needs, and is widely supported by organisations tackling financial exclusion.

The UK’s financial exclusion emergency 
Small and Medium Enterprises (SMEs) and underserved regions 

SMEs provide over 60% of private sector employment and are the lifeblood of local economies, but 
have been woefully underserved by the financial system.  Before the Covid-19 pandemic, no more than 
5% of bank lending went to SMEsi and in 2019 they faced an estimated finance gap of £22bnii.  

The UK financial system has also acted against any efforts to ‘level up’ by channelling finance and 
financial services towards already affluent communities and regions. For example, one BEIS study 
showed that London, the South East and East of England received 75% of equity fund financing.iii The 
Lab has set out reasons behind this in more detail in a recent briefing. 

Those on low incomes 
Mainstream banks in the UK have been proven to not provide their services to significant sections of 
the population. Even before the pandemic and cost of living crisis over 10 million people in the UK, 
mostly on low-incomes, had few or no options to access credit iv and around three million people were 
forced to turn to high-cost credit providersv.  
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The pandemic and cost of living crisis has accelerated this problem. Before COVID-19, 200,000 
people borrowed from unlicensed money lenders or loan sharks, but this rose to over one million by late 
2021 and will continue to increase as energy bills soar to unprecedented levels and the cost of living 
crisis bitesvi.  

The high levels of financial exclusion in the UK contribute to the poverty premium, rising levels of 
problem debt, financial vulnerability and increasing precarity for millions.   

A UK problem which other countries are tackling far better  

“If you ever wonder why micro-businesses are so powerful, it’s because of this: they can change 
communities and families’ destinies by lifting them out of poverty.  
Crystal Gregory, supported by Purple Shoots. 

Purpose-driven, often co-operatively modelled, financial organisations can provide a lifeline for 
individuals, families and businesses.  These stakeholder banking institutions include credit unions, 
community development finance institutions (CDFIs), ethical banks and building societies, and 
emergent mutual banks. These institutions are much better able to assess an individual or small 
business’ needs holistically; support is often provided in the form of money advice, or help in accessing 
grants and benefits, further strengthening financial wellbeing. While part of the mainstream in other 
developed economies, in the UK the sector is small and, although it is scaling and increasing its 
sustainability, it cannot match the size of high-cost credit providers.  

In the United States, recognising that mainstream banks were actively refusing to lend to 
neighbourhoods that they deemed too risky (‘redlining’), the government passed the Community 
Reinvestment Act in 1977.  It places obligations on regulators to assess the performance of 
mainstream banks in meeting the credit needs of the whole community, whilst operating in a safe and 
sound manner. There are three ‘tests’ on lending, investment, and service against which banks are 
scored to assess if they are truly serving the needs of all communities. They can either do this directly 
themselves, or they can provide support for purpose-driven finance institutions to do so. The CRA is 
attributed with a massive increase in bank funding of community-based financial organisations: in 
2018 $103bn was invested in community development loans, and $255bn in small business loansvii. 

Governments in the Netherlands and France have also taken action to prompt mainstream banks to 
work in tandem with responsible financial institutions to provide essential financial services to those 
that the mainstream would otherwise exclude.    

A pragmatic solution: a UK Community Reinvestment Act (CRA) 

The scale of the problem demands step-change policies: incremental improvements will only result in 
worsening misery for millions as living costs continue to soar and the need for responsible support from 
financial institutions skyrockets. The CRA does not need to follow the blueprint of other countries, but 
can be tailored to the UK’s needs and draw from what has worked best to provide a new deal for 
financially excluded families and communities across the country.  
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The essential elements of a CRA include: 
• Placing legally binding obligations on banks to fully serve all communities, particularly low-

income communities and SMEs, supported by the collection of outcome focused data to assess
progress.

• Providing a framework that encourages significant growth in responsible, purpose-driven
financial organisations to help fill the gap for SMEs and low-income families.  It would be
designed to complement existing legislation.

• Tailoring to the UK’s needs in supporting local and regional development, and tackling
contemporary developments such as digitalisation.

A credible, yet transformational proposal, whose time has come 
A CRA is a pragmatic but ambitious approach to solving a major market failure which means that some 
communities, groups and businesses are woefully undersupplied by the existing market. Intervention is 
needed to make the market work for all.  

The cost of living crisis has turbocharged the need for expanded access to inclusive finance, both 
during times of emergency and relative calm. A CRA for the UK would bring shareholder and 
stakeholder banking together to achieve this.   

For further information 

The Lab is preparing a major new report on a CRA and is working in coalition with other groups to support its 
introduction. For further information please contact Sam Rex-Edwards and Kay Polley, Head of Movement 
Building and Campaigns (job-share): 
sam-kay@financeinnovationlab.org  
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