
Are we heading for a new consumer debt crisis 
following the COVID-19 pandemic?

Jean Sideris

General Manager, Middle East

Online Payments 360 Conference, 8 July 2020

© Edgar, Dunn & Company, 2020



Confidential 2

Edgar, Dunn & Company (EDC) is an independent global financial services and 
payments strategy consultancy

Financial services and payments focus 

Six office locations worldwide 

Independent - owned and controlled by EDC Directors 

+1,800 projects completed

+200 clients in 55 countries & 6 continents

EDC Key Metrics

EDC: Independent, Global, Financial Services

Founded in 1978, the firm is widely regarded as 
a trusted advisor to its clients, providing a full 
range of strategy consulting services, expertise 
and market insight, and M&A support

EDC has been providing thought leadership to its 
client base working with:

 More than 40 European banks & card 
issuers/acquirers

 Most of the top 25 US banks and credit card 
issuers

 Many of the world's most influential mobile 
payments providers

 All major international card associations / 
schemes & many domestic card schemes 
(including playing a key role in the 
establishment of such schemes)

 Many of the world's leading merchants, 
including major airlines

EDC Locations 

London

Sydney

Frankfurt
Paris

San Francisco

EDC Offices

Dubai
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The World Bank has warned that the coronavirus pandemic has triggered the most widespread global economic 
meltdown since at least 1870 and risks fuelling a dramatic rise in poverty levels around the globe

As many as 90% of the 183 economies the World Bank examined are expected to suffer from falling levels of 
gross domestic product (GDP) in 2020, even more than the 85% of nations suffering from recession during the 
Great Depression of the 1930s

Lending was among the first segments of financial services to be disrupted by the Fintech revolution, and has 
made consumer lending easier

Edgar, Dunn & Company (EDC) has a working hypothesis that there will be a larger increase in total consumer 
debt – both in North America and in Europe

In order to test this hypothesis and assess whether we are heading for a new financial crisis of crippling consumer 
debt, EDC and integrated communications agency Four Communications (Four) have joined forces to leverage 
Four’s proprietary insights methodology – Mapper360®

Mapper360® uses real-time open source and digital data for actionable insights and to understand what matters 
most and now to key stakeholder and customer audiences across the globe

Understanding consumers that have been impacted from the pandemic provides information for the type of 
financial products and services they might be interested in and the types of channels and messaging they are 
most likely to respond to

Background
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Lending was among the first segments of 
financial services to be disrupted by the 
Fintech revolution

As large banks pulled back from lending, 
particularly in personal loans and to SMEs, 
credit extended by Fintechs has grown across 
all regions over the past few years

Estimated to be worth $553 billion in 2018 - up 
from $12 billion in 2013 – with demand in China 
and Asia outstripping other regions

While this growth is impressive fintech lending 
accounts for only a small proportion of the 
total lending market (circ. 1.5%)

Total household debt worldwide amounted to 
$43 trillion in 2017

Fintech lending – a rising tide

Fintech Credit Market ($ Billion)

Source: Cambridge Centre for Alternative Finance (CCAF); Edgar, Dunn & Company forecasts



How digital lenders stand out 

Model transparency 

Traditional lenders priced credit based on information 
asymmetries.

By aggregating multiple offers and making individual offers 
clearer, Fintechs have been able to make the lending mechanism 
more transparent while using digital to build a viable business. 

Examples: Zopa (UK) - Peer to Peer lending, Tradeshift (USA) –
commercial finance 
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A better experience 

Digital distribution channels also brought a change of pace to 
customer service.

Fintech lenders have exploited this gap to gain substantial 
traction, delivering services built on fully digital (or digital only) 
customer journeys. 

Examples: CircleUp (USA) - SME lending, Tala (Kenya) – mobile 
lending 

Deeper customer insight

Traditional banks are at a disadvantage in their efforts to support 
new lending strategies with big data and analytic models because 
they must deal with multiple siloed databases.

Challengers are unencumbered by this legacy structure and can 
deploy enhanced data services to drive deeper customer insights.

Examples: JD Finance (China) - SME  Finance, Jumo (Bangladesh) –
mobile lending

Credit scoring innovation

Bank scoring models have primarily focused on corporate or 
private sectors with segments such as SMEs, micro-merchants and 
individual segments such as students are less widely covered. 
Compounding this problem, adoption of new technology to 
improve scoring has been slow. 

By comparison  Fintech lenders developed enhanced, 
comprehensive scoring algorithms, taking advantage of big data, 
AI and alternative scoring data to measure credit worthiness in 
new ways.

Examples: OakNorth (UK) - SME lending, Kissht (India) – POS  
Finance



Greater access to credit – from traditional credit cards to alternative lenders

Pre-crisis, we had seen a growth of instalment payments and 
buy-now, pay-later options appearing across a wide range of 
retail sectors, from fashion, travel, to big ticket household 
products. This was partially as a result of readily available 
credit to consumers

The benefit of using one of these payment options is they 
don't always charge late fees, service fees, prepayment fees, 
or any other hidden fees

On the other hand, some providers will charge a fee if a 
payment is late or a repayment is missed. The APR, loan 
interest rates range from 10% to 30%

Providers, such as Afterpay and Klarna, are touted as a new 
way to pay and different from traditional credit products, 
such as a credit card.  This is particularly appealing to younger 
consumers who don’t have or want a credit card

By selecting these payment methods, the consumer has a set 
period to pay back the amount in three to four instalments, 
with no interest.  Costs only incur if the consumer fails to 
make repayments on time

Some of these providers, including Afterpay, do not check 
the credit history before the consumer applies, but it still 
reserves the right to report defaults to credit reporting 
bureaus such as Experian or Equifax

For merchants, struggling to encourage shoppers out of 
lockdown and into their stores and to spend what they may 
not have, extending consumer credit is an interesting 
proposition
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Emerging from the lockdown, there are three main segments of customers:

Consumer segmentation

The first segment 

Consists of customers that have been able to remain employed and continue to work from home.  This segment belongs to the group that 
the Bank of England recently described as being able to repay £7.4billion of consumer credit in April, double the repayment in March, which 
itself was a record repayment  

Lack of holidays, lack of commuting and with a shift in spending to essential items only, has meant that many households have been able to 
redirect available funds and repay their credit card debts and other unsecured loans  

According to leading travel and entertainment (T&E) card issuers, cardholders’ spending stabilised in April at levels more than 20% below 
the pre-crisis norm. 

The second segment

Is the group that was furloughed and saw a drastic fall in their household income.  This segment must keep an eye out on their 
outgoings, ensure their household bills are covered and budget diligently

The need to take a mortgage payment holiday or skip one or two full payments of their credit card balance would be predictable 
behaviour by this segment.  Figures from UK Finance published at the end of May 2020 found there had been almost 878,000 
payment holidays taken out on credit cards by 21 May and 608,000 on personal loans

The third segment

Customers who were made unemployed as a direct result of the pandemic forcing businesses to shut down or go into bankruptcy. This third 
segment are the financially challenged

In April 2020, the second month after COVID-19 containment measures were implemented by most EU Member States, the seasonally 
adjusted unemployment rate was 7.3%, up from 6.5% in February 2020 (pre-lockdown).  The EU unemployment rate was 6.6% in April 2020, up 
from 6.4% in March 2020.



What about credit cards?

EDC has modelled the impact that lockdowns, furlough 
schemes and rising unemployment had on the average 
values revolved on credit cards across the major European 
markets

The graph illustrates the results of the modelling and the 
impact of coronavirus on 10 European markets

Using the adjusted GDP forecasts from the European 
Commission, and categorised them into ‘high impact 
markets’, ‘medium impact markets’ and ‘low impact 
markets’ 

Each category has a different ‘COVID factor’ assigned, 
which is used to forecast the increase in the value of credit 
revolved

Prior to the coronavirus crisis, the average value of credit 
revolved per credit card was gradually increasing across 
Europe. All leading European markets have shown a rapid 
increase in the value of credit revolved since the 
coronavirus outbreak

Countries with a lower average revolving credit before the 
pandemic are expected to experience less change in 
consumer behaviour, as shown by Italy, Spain and 
Germany
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Social media mapping

Four  used its Mapper360® benchmark and social listening 
service to support this analysis of this potential debt crisis

Four was able to look at the volumes of relevant 
conversations across social media platforms and observed 
the changes in attitude and sentiment  pre-COVID (2019) 
and post March 2020 audiences who discussed applying 
for credit cards or using buy now, pay later products

When analysing the number of unique authors engaging in 
the conversation, there was a rise of 68% discussing the 
topic of consumer credit between March and June 2020 
compared to 2019

The following chart illustrates that on average, online 
conversations around credit applications have increased by 
133% since March, compared to the previous 10 months.

By tracking the leading ‘buy now, pay later’ brand Four was 
able to show that Christmas shopping drove a peak in 
engagement with these brands. 

Excluding this peak, average volumes show there has been 
a 31% rise in conversations with  these brands since March, 
as shown in the second graph
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Social media mapping – (cont.)

Four is able to track a shift in audience segments talking about applying for credit by identifying specific individuals in the 
UK who are active in the conversation and segment them in ‘tribes’ based on psychographic data such as behaviours, 
interests and attitudes

Segmentation makes it possible to see what really matters to key audiences: the catalysts to their conversation, their 
priorities and their feelings towards brands, topics and news stories

The largest tribe focused on general consumer offers and finance chat

There were more writers talking about consumers using credit or consumer rights around financial applications and there
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was a more active following of and 
engagement towards retail brands, 
particularly fashion and beauty products

By listening to the shifting patterns of 
social media conversations Four can 
conclude that there has been a 68% 
increase of unique authors and a 
common growth of all tribes

There was an emergence of one tribe 
who almost entirely use social media 
for customer service.  Many were 
talking about credit type used, credit 
applications and there was a clear rise in 
younger contributors



Implications

The forecasted growth of consumer demand for credit / credit card lending might trigger inter-connected implications:

Consumers

 Increased indebtedness of 2nd & 3rd segments (vs. increased reimbursement capabilities of 1st segment)

 Seeking of multiple credit providers

 Increased challenge in loans pay-back 

Retail banks & credit providers

 Potential increase in lending risk & credit losses

 Need for tighter / alternative scoring policies & social media tracking

 Need to develop receivables management, payment decline recovery & intelligent retry strategies

 Increased opportunity for non-traditional / digital players might lead to long-term market share growth over traditional banks

 Potential impact on retail banks’ stress test

Country level

 Increased taxes to mitigate COVID-19 expenditures will negatively impact consumers, leading to increased demand for credit
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