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NON-BANK LENDERS PROVIDE €20 BILLION

IN CREDIT TO HOUSEHOLDS AND SMALL BUSINESSES

A vibrant and diverse non-bank lending sector
has emerged in recent years, supporting

the financing needs of both consumers and
small businesses. Non-bank lenders differ
from other types of financial enterprises that
manage credit in two key ways.

Firstly, unlike banks and credit unions, they
do not offer deposit accounts to consumers
or businesses. Instead, non-bank lenders

rely on other sources such as funding from
their parent or group, which are likely to be
international banks or manufacturers, or third-
party borrowing.

Secondly, unlike credit servicing firms, they
actively lend to new and existing customers
rather than managing legacy credit portfolios.

BPFI analysis of Central Bank of Ireland (CBI)
data suggests' that outstanding consumer,
mortgage and small and medium enterprise
(SME) credit from active non-bank lenders?
reached about €20 billion by the end of 2023.

About half of that outstanding debt was made
up of residential mortgages to homeowners
and landlords. Lending non-banks continue

to grow their mortgage books, with the value
of outstanding private dwelling home (PDH)
mortgage accounts increasing by 17% year on
year to €8.4 billion at the end of March 2024.

Non-bank lenders provide a range of
consumer credit financing solutions including
credit cards, personal loans and asset finance.
Non-banks and specialist banks accounted

for 72% of the outstanding value of personal
asset finance at the end of 2023 and they play
a key role in the car finance sector, especially
in the provision of hire purchase and personal
contract plans through car dealers.

In the SME sector, non-banks accounted for
about one third of the value of new lending
and one fifth of the value of outstanding
credit. They provide business leasing, loan,
mortgage and working capital finance and
provide substantial credit support to key
business sectors such real estate and
construction, the retail and wholesale

trade and administrative services.

OUTSTANDING CREDIT FROM LENDING NON-BANKS AT END 2023

Residential mortgage

SME
lending
€4.5bn

BTL
Mortgage
€2.2bn

PDH Mortgage
€8.1bn

Source: BPFI estimates based on CBI data

Other non-mortgage personal
Personal loans
€4.5bn

Personal
asset finance
€3.5bn

Card and

overdrafts
€0.6bn

"Based on Central Bank of Ireland analysis of Central Credit Register and interest rate statistics data.

2Where possible, the data in this report only includes credit provided by actively lending non-banks and excludes credit managed by credit servicing firms.
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NON-BANK LENDERS BENEFIT THE ECONOMY

Non-bank lenders benefit the economy by
broadening customer choice and increasing
competition. Based on CBI data, BPFI
estimates that non-banks accounted for about
15% of outstanding household and SME credit
from active lenders at the end of 2023, with
banks and credit unions providing the rest.

Unlike banks and credit unions, non-bank
lenders do not offer deposit accounts

to consumers or businesses, which has
significant implications for their funding
and business models. They facilitate the
diversification of risk sharing and draw
on different, especially international,
funding sources.

From a regulatory perspective, they are
subject to the same conduct of business rules
and macroprudential mortgage measures

as banks but as they are not deposit takers,
they are not subject to prudential capital and
liquidity requirements. Many non-bank
lenders are authorised by the Central Bank of
Ireland as retail credit firms, which provide a
wide range of credit products though some
specialise in asset finance. A number of other
non-banks are specialist property lenders
which provide high-value lending products
to fund the development and purchase of
property.
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The diverse funding models used by
nonbanks, especially securitisation, highlight
the need to ensure that Ireland remains an
attractive destination for international capital
and investors. BPFI believes that a strong and
resilient securitisation market will help play an
important role by raising funding/liquidity

for banks and non-banks and by helping them
to manage their balance sheet exposures to
support future lending activity.

Non-bank lenders have established a strong
presence in the Irish market for household
and SME finance. They bring diverse business
and funding models and support the economy
by enabling customer choice and enhancing
competition in the market. A supportive
operating environment will be important

in facilitating non-bank lenders to continue
to serve their current and new customers,
while contributing positively to a stable

and competitive financial system in Ireland.

NON-BANK LENDERS HAVE
ESTABLISHED A STRONG
PRESENCE IN THE IRISH
MARKET FOR HOUSEHOLD
AND SME FINANCE.
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The non-bank lending sector in Ireland encompasses a
large and diverse group of financial enterprises actively
providing credit to key customer segments such as
households and small and medium enterprises (SMEs).

WHAT TYPES OF NON-BANKS ARE ACTIVE IN IRELAND?

In June 2024, the Central Credit Register
(CCR) listed more than 600 current credit
information providers, including banks and
credit unions, as well as non-banks. However,
this report focusses on non-banks that
actively lend rather than firms that provide
credit servicing and do not actively lend.

Many non-bank lenders are authorised by the
Central Bank of Ireland (CBI) as retail credit
firms. In July 2024, the CBI retail credit firm
register listed 41 enterprises. They provide a
range of lending services including residential
mortgages for homeowners and landlords,
asset finance, car leasing and hire purchase,
personal loans and credit cards.

Some of these firms specialise in asset
finance, especially motor or equipment
finance, and are subsidiaries of international
banks or auto makers. Specialist property
lenders provide lending products to fund the
development and purchase of property.

General lenders

* Residential mortgages

* Personal loans

* Credit cards

* Leasing

* Hire purchase

» Business finance

Non-bank

Specialist
property lenders

* Business loans
+ Commercial mortgages
* Bridging finance

Lender Types

They typically provide high-value loans to

a small number of clients with an average
loan of over €3.4 million in the period 2019-
2022 according to the CBI. The Department
of Finance estimates that secondary lenders
and alternative debt funds provided 43%

of the debt finance for residential property
development in 2022.

Other active non-bank lenders include
local authorities, especially for housing
loans, government agencies such as the
Housing Finance Agency and Home
Building Finance Ireland.

They also include lenders linked to social

and community funding activities such as
approved housing bodies as well as Social
Finance Foundation, which is financed
through low-cost loans from Irish banks, and
Microfinance Ireland and a number of high-
cost credit providers. A number of peer-
to-peer lending platforms enable individual
investors to participate in loans to businesses.

Asset finance
providers

* Leasing

* Hire purchase

* Invoice finance

* Business loans

« Commercial/BTL
mortgages

Others

* Local authorities

* Government agencies

» Social Finance Foundation
» Microfinance Ireland

* Peer-to-peer lending
platforms
* High-cost credit providers

Source: Based on Central Bank of Ireland analysis of the Central Credit Register
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Financing and Business Models

DIVERSE FUNDING MODELS

While banks and credit unions mainly use
customer deposits to fund their lending
and have access to European Central Bank
liquidity facilities, non-bank lenders must
rely on other funding sources.

Based on a CBI analysis of non-bank SME
lenders, most asset finance providers rely
on funding from their parent or group
which are likely to be international banks or
manufacturers of motor vehicles or other
equipment such as farm or construction
machinery or office equipment.

Third-party borrowing, which includes debt
securities and loans, accounts for most

of the rest of non-bank lenders’ funding.
The sovereign development fund, the Irish
Strategic Investment Fund, also invests

in some non-bank lenders in line with its
mandate to support housing provision,

one of its impact themes.

0.47

3.01
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Securitisation plays a key role in financing
non-bank lending especially for residential
mortgages. This is where illiquid loans
originated by lenders are packaged and either
transferred to third party investors (e.g., asset
managers, insurance companies, sovereign
wealth funds, specialist credit funds, etc.) or
used to create collateral for secured funding.
Some €7 billion in residential mortgage-
backed securities were issued (placed or
retained) by banks and non-banks in

2023 alone.

The diverse funding models used by non-
bank lenders highlight the need to ensure
that Ireland remains an attractive destination
for international capital and investors.

BPFI believes that a strong and resilient
securitisation market will help play an
important role by raising funding/liquidity for
banks and non-banks and by helping them
to manage their balance sheet exposures

to support future lending activity, including
Europe’s significant green transition

funding requirements.

INTERMEDIARY CHANNELS PLAY A KEY ROLE

Broker and intermediary channels play a key
role in non-bank lending especially in the
mortgage and motor finance sectors. BPFI
data, which includes bank and non-bank
mortgage lenders, indicates that 38% of the
volume and 40% of the value home buyer
mortgages were sourced via brokers in 2023.

Fifteen retail credit firms provided finance
via credit intermediaries, based on July 2024
listings from the Competition and Consumer
Protection Commission, mainly auto dealers.
On average, credit intermediaries had
agreements with four lenders.




Overview of Household Lending

Non-bank lenders provide credit to households in
the form of residential mortgages and non-mortgage
consumer finance such as revolving credit, personal

loans and asset finance.

RESIDENTIAL MORTGAGES

Residential mortgages are loans secured
on residential property such as houses and
apartments. Most mortgages are used by
households to buy or build a home.

Almost 44,000 residential mortgages were
drawn down in 2023, according to BPFI
data covering the main bank and non-bank
mortgage lenders, nearly 26,000 of which
were drawn down by first-time buyers.

By the end of 2023, there were about
707,000 private dwelling home (PDH)
mortgages in Ireland, with an outstanding
balance of over €101.1 billion. Non-banks
account for a significant share of PDH and

buy-to-let mortgages comprising non-lending

credit servicing providers and retail credit
firms that actively lend.

CBI data indicates that lending non-banks
accounted for 6.6% of the number and 7.2%
of the value of outstanding PDH mortgages
by the end of March 2024.

This data also shows that active non-bank
lenders have grown their PDH mortgage
books in recent quarters, with the number
of outstanding PDH mortgage accounts
increasing by 15.7% year on year to 39,965 at
the end of June 2024. The value of the PDH
mortgage book rose by 18% over the same
period to more than €8.7 billion.

LENDING NON-BANK RESIDENTIAL MORTGAGE BOOK

40,000
39,000
38,000
37,000
36,000
35,000
34,000
33,000
32,000

31,000
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mmm Number of Accounts e Qutstanding Balances (€, bn)

Source: Central Bank of Ireland
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CONSUMER CREDIT

Consumer credit plays an important
role in helping households to manage
their cashflow and finance the purchase
of consumer durables such as cars or
large home appliances as well as other
large financial outlays such as home
improvements, education or weddings.

The total value of outstanding consumer
credit has broadly been increasing since
2016, according to the CBI, although
credit demand dropped during the
Covid-19 pandemic.

The main providers of consumer credit are CONSUMER CREDIT PLAYS
the main re_:tall b.anks, ;redlt unions and AN IMPORTANT ROLE IN
other providers including smaller banks, HELPING HOUSEHOLDS
retail crgdlt f|r.m5 and other non-banks. TO MANAGE THEIR

The main retail banks accounted for 34.5% CASHFLOW AND FINANCE
of outstanding consumer credit at the THE PURCHASE OF

end of 2023, credit union personal loans CONSUMER DURABLES
accounted for 35.4% and other lenders
accounted for the remaining 30.4%

2.5 12
® €10.8bn
5 10
8
1.5
6
1 ® €4.8bn
4
0.5 €2.2bn 2
2.06 1.46 034
0 0
Credit Card and Overdraft Personal Loan Asset Finance

(incl. car loans

B Number of agreements (m) @ Outstanding balance (€, bn)

Source: Central Bank of Ireland analysis of Central Credit Register data
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REVOLVING CREDIT

Households in Ireland had some two million
agreements for credit cards, overdrafts and
other types of credit without a pre-agreed
end date such as catalogue credit. These
products aim to spread the cost of day-to-day
spending and help households manage

their cashflow.

While the main retail banks are the primary
providers of consumer overdrafts as they are
arranged through current accounts, a range of
players offer credit cards including banks and
non-banks. The main retail banks accounted
for €1.6 billion or 72% of the €2.2 billion in
total card and overdraft credit outstanding at
the end of 2023, according to the CBI analysis
of the CCR data, with other banks and non-
banks accounting for the rest.

Both credit cards and overdrafts provide
customers with a revolving credit facility up
to an agreed limit. CBI analysis indicates that
36-38% of available credit card limits were
used during 2023. The average credit card
and overdraft outstanding balance is relatively
low at €1,077 per account at the end of 2023.

PERSONAL LOANS

Personal loans are unsecured term loans
granted to finance personal spending on
goods or services. They are used primarily
to finance major purchases or outlays such
as buying a car, paying for home
improvements or education or special
occasions such as weddings or holidays.

BPFI analysis of member-issued personal
loans indicates that car or auto finance and
home improvements each accounted for
about a quarter of the number and one
third of the value of personal loans in 2023.

The average outstanding personal loan
balance was €7,420 at the end of 2023,
according to the CBI. The average value

of personal loan drawdowns has increased

in recent years, based on BPFI analysis of
member data. The average personal loan
drawdown in 2023 was €9,925, up from
€9,492 in 2022, with higher value loans issued
for car finance and home improvements:
€12,318 and €11,189, respectively.

Recent years have seen the growth of debit
card payments outpace that for credit
cards. Credit cards accounted for only 8.1%
of payments on Irish-issued cards in 2023,
according to the European Central Bank,
down from 9.3% in 2022.

Revolving credit customers tend to be older
than the average population, according to the
Department of Finance’s Consumer Sentiment
Banking Survey in 2023. Only 23% of 18-24
years olds reported having a credit card
compared with an average of 33% for all age
groups. Similarly, only 3% of 18-24 year olds
said they had an overdraft compared with

8% for all adults.

General economic trends such as consumer
spending and sentiment can have a major
impact on demand for this type of credit.
Most recently, credit institution revolving
credit outstanding fell from €1.5 billion in
February 2020 to €1.2 billion in April 2020
and €1 billion in October. Outstanding
revolving credit recovered in early 2021
and has averaged €1.5 billion since then.

The term of personal loans is typically three
to five years, according to the Competition
and Consumer Protection Commission.
However, a small number of specialist high-
cost credit providers lend small amounts of
money at a high rate of interest over a short
period of time.

Personal loans are the main credit offering of
credit unions and they accounted for about
58% of total personal loan credit outstanding
at the end of 2023 according to CBI analysis.
The main retail banks accounted for a further
30% of the market.
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ASSET FINANCE

Consumer asset finance is mainly hire
purchase for car finance. This form of credit,
which is often provided via car dealers,
enables a customer to hire a car and make
fixed monthly payments. Unlike car purchase
using personal loans, the customer does

not own the car until the hire purchase
agreement has ended and all repayments
have been made.

Personal contract plans (PCPs), which
account for about one third of personal asset
finance, are more complex credit agreements
in which the customer typically pays a deposit
(either in cash or by trading in an existing
car), makes monthly repayments usually

for three years and agrees to a large final
payment at the end of the contact. At the

end of the contract, customers can keep the
car and make a balloon payment covering the
residual value of the car, return the car subject
to the terms and conditions or enter into a
new PCP for another car.

Most asset finance credit is provided by
non-banks and a small number of specialist
banks, some of whose parent companies
manufacture the cars being financed, with
non-banks and specialist banks accounting
for 72% of the outstanding value of personal
asset finance at the end of 2023.

Similar to personal loans for car finance, the
average asset finance outstanding balance is
relatively large at €14,197 at the end of 2023,
according to CBI analysis.

NON-BANK SHARE OF CONSUMER CREDIT AT END-2023

4,000
3,500
3,000
2,500
2,000

1,500
28%
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Credit Card and Overdraft

1,000

€1,337m

Personal Loan

80%

€3,474m
<

70%

60%

50%

40%

30%

20%

10%

0%
Asset Finance

(incl. car loans

m Outstanding balance (€, bn) &% of Total

Source: Central Bank of Ireland analysis of Central Credit Register data

Note: These figures include some specialist banks.
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Overview of Non-bank SME Lending

Non-bank lenders provide small and medium enterprises
(SMEs) with a wide range of credit products including
business loans, leasing and hire purchase, invoice finance

and mortgages.

Non-bank lenders play an important role in the
financing of Irish SMEs. CBI research based on
CCR data indicates that the non-bank share of
new lending to SMEs was stable at about 34%
during 2023. Non-banks accounted for almost
half of lending to real estate firms in the four
quarters ending Q3 2023.

Specialist property lenders, which lend
almost exclusively to real estate firms, and
general lenders, which offer a range of
credit products, each accounted for over
10% of lending while asset finance providers
accounted for 6-7%. Peer-to-peer lending
platforms, which enable individual investors
to participate in loans to businesses, are not
included in the CCR.

A CBI analysis of company borrowers on
the CCR in 2022 indicated that about 37%
of borrowers had a lending relationship with
a non-bank and 42% of those only had
lending relationships with non-banks.

The outstanding stock of SME credit to non-
banks was about €4.5 billion by the end of
2023 or about 20% of total outstanding credit
to SMEs, according to the CBI.

While specialist property lenders offer a
range of credit facilities to real estate firms,
including business loans and mortgages, asset
finance providers almost exclusively provide
business leasing products such as leasing,
hire purchase and invoice financing.

ANNUALISED NON-BANK SHARE OF SME DRAWDOWNS
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e Share of real estate lending to SMEs
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Source: Based on Central Bank of Ireland Financial Stability Review data
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Leasing and hire purchase solutions aims
to enable businesses to use assets such as
vehicles and machinery without making
large capital investments. Business leasing
accounted for more than half of the €7
billion in new lending provided by non-
banks to SMEs between 2019 and 2022,
according to CBI analysis.

A number of non-bank lenders participate
in SME support schemes operated by the
Strategic Banking Corporation of Ireland
including the Growth and Sustainability

Loan Scheme, the Ukraine Credit Guarantee A NUMBER OF NON-BANK
Scheme, as well as special supports for LENDERS PARTICIPATE IN
invoice financing, leasing, hire purchase and SME SUPPORT SCHEMES
contract hire agreements (where leasing OPERATED BY THE
companies buy vehicles and hire them out STRATEGIC BANKING

to SMEs, similar to a consumer PCP) and CORPORATION OF IRELAND
rental agreements (vendor finance for
office equipment).

40%
359 34%
(]
30%
25%
20%
15% 157 %
(]
1%
10% 10%
’ 7% 8%
5%
0%
Real Estate  Retail and Admin. Transport Primary Other No Sectoral
and Wholesale Services Industries Info
Construction Trade

Source: Based on Central Bank of Ireland Financial Stability Review data
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The information presented here is based on a range of publicly available reports and datasets
and collated by Banking & Payments Federation of Ireland. It is intended to bring together the
range of data available on non-bank lending and to constructively inform on-going analysis
and assessment of the contribution of non-banks in Ireland.

The sources used for compiling the report are as follows:

* An overview of the consumer credit market in Ireland, Edward Gaffney & Paul Lyons,
Financial Stability Note Vol. 2024, No. 01, Central Bank of Ireland

 Authorised credit intermediaries listing, Competition and Consumer Protection
Commission

e BPFI Mortgage Drawdowns Report Q4 2023, BPFI

 BPFI Personal Loans Report Q4 2023, BPFI

e Card payments and cash withdrawals using cards (including fraud data), ECB Data Portal,
European Central Bank

e Consumer Banking Sentiment Survey August 2023, 13 September 2023, Department of
Finance

* Financial Stability Review 2024 |, Central Bank of Ireland

e List of Credit Information Providers, Central Credit Register, Central Bank Ireland

*  Non-bank lenders to SMEs as a source of financial stability risk - a balance sheet
assessment, Kitty Moloney, Paraic O’Gorman, Max O’Sullivan & Paul Reddan, Financial
Stability Note Vol. 2023, No. 11, Central Bank of Ireland

* Money and Banking Statistics, December 2023, Central Bank of Ireland

 Report on the Availability, Composition and Flow of Finance for Residential Development,
18 June 2024, Department of Finance

 Residential Mortgage Arrears & Repossessions Statistics - Q1 2024, Central Bank of Ireland

* Retail Interest Rates - December 2023, Central Bank of Ireland

e The SME-lender relationship network in Ireland, Edward Gaffney and Niall McGeever,
Financial Stability Note Vol. 2022 No. 14, Central Bank of Ireland

e Trends in SME and Large Enterprise Credit and Deposits - Q4 2023, Central Bank
of Ireland

Banking & Payments Federation Ireland (BPFI) is the voice of banking and payments in
Ireland. Representing over 100 domestic and international member institutions, we mobilise
the sector’ s collective resources and insights to deliver value and benefit to members,
enabling them to build competitive sustainable businesses which support customers, the
economy and society.

Disclaimer
While every effort has been made to ensure the accuracy of information included in this
report, BPFI can accept no responsibility for errors contained herein.

For queries, contact Anthony O’ Brien, Head of Sector Research & Analysis, BPFI at
anthony.obrien@bpfi.ie
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Banking & Payments Federation Ireland,
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Dublin 2 DO2 RF29, Ireland.
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