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What's EDI?
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» Customer Management: consumer duty, pre-
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» Collections/debt recovery: affordability




Has the expenditure-income relationship changed?
CPI: “inflation felt by 66th percentile”
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How could we adjust our approach to keep up-to-date?
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Monthly Expenditure*

What does this imply for the expenditure-income relationship?
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What does this mean for the UK distribution of EDI?
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% UK population

What does this mean for affordability?
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Where to next?

Limitations to address/future developments:
* Which model is ‘best’?

» Use more public information to improve methodology:
- Create pseudo panel to observe elasticities at a granular level (state dependent weights)
- Use sector and occupation information to improve income growth estimate

» Use more private information to improve the methodology:
- Use transaction data where consented
- Use CATO income and expenditure

» Future developments: Forward looking EDI using forecasted BOE, BQL, mortgage payments
etc that are reasonably foreseeable changes over the lifetime of the credit agreement.
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Appendix

En: = X;eine: is the total expenditure for year t (FY23).
In¢: is the average income per decile h in year t.
én,0- is a vector of nominal expenditure in the base year 0 (FY22). (Data: Family Spending Bulletin).

i+ is a vector of inflation rates per item, where ;.= Zt—:“ is the growth of the price index for item i over t, 0 is the base year (Data: CPI). Forecasts are used for the most recent month. If i=UK it refers to the CPI.
0 Pit

Tp0: is @ vector of gross income shares for decile h in the base year, where vy, ; = ZW";t'g is the proportion of the income component g in total gross income. (Data: Effect of Tax and Benefits tables). If h=UK it
g Whtg

refers to the UK average.

d.: is a vector of growth factors for each aggregate gross income component g, where a;= ? Zt is the growth of the gross income components g over t, 0 is the base year. (Data: GDP Household sector account).
0 Yt

Forecasts are used for the most recent gs.

¢, :is a vector of growth factors in nominal expenditure items, where c;.= % is the growth in UK wide nominal expenditure on item i over t, O is the base year. (Data: Consumer Trends).
o Mt

Forecasts are used for two most recent gs.



