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Executive Summary
The re-emergence of a form of financial exchange called ‘Social Lending’ has, we feel precipitated the need to understand how types of financial relationships formed through Social Lending might differ from more mainstream financial services. This report responds to this need on several levels. It aims to understand the antecedents of Social Lending through drawing parallels with friendly societies and how several online Social Lending schemes have re-emerged within the context of various contemporary social trends. It then focuses on a case study of Zopa, a UK based online Social Lending scheme established in March 2005. The use of the case study is important to this work in as much as Zopa and it’s services provides “solidity and form” to the term Social Lending, a term often difficult for respondents to clearly articulate in rational rather than emotional terms. Therefore when reading this work we strongly urge the reader to consider all but the most specific comments relating to Zopa as indicative of internet based Social Lending trends (and indeed to a great extent more general Social Lending trends), behaviours and opportunities more generally.
Our findings suggest that Social Lending schemes are in the process of constructing new ways of using and interacting with financial services. Importantly, we contend that the re-emergence of Social Lending as a significant development within the financial sector is a direct response to social trends and a demand for new forms of relationship. Because Social Lending schemes embrace the social trends that are definitional of our age they are likely to become increasingly important in the future. Such newly emerging types of financial relationships may seriously rival more traditional mainstream financial services and prompt a need to re-examine the model of traditional banking. In essence this paper argues that notions of the individual within community, transparency and broader ethicality are fundamental to Social Lending schemes. Where these are present all the “actors” in the relationship are able to act in “good faith”, where not, as is generally perceived to be the case by respondents in this research to more traditional financial services, a merely transactional relationship is developed that a significant number of people will ultimately find unsatisfying.
Summary of Key Findings

The authenticity and transparency of the exchange: Social Lending schemes represent a more authentic and transparent financial service guided by the experience of lending and borrowing directly from people. The more personalised and emotionally investing form of financial relationship creates the perception that the exchange is experientially real and fundamentally more genuine than experiences in mainstream financial services. 54% of Zopa lenders and 85% of Zopa borrowers described Zopa as ‘exceptionally transparent’ whilst 73% of people who completed our survey on general banking felt that mainstream financial services should be more transparent about the organisations they invest in. We believe this transparency leads members to regard Social Lending schemes to be acting in ‘good faith’ with care for the individual and with a philosophy that sets a relationship beyond the merely transactional. In turn the lack of transparency in mainstream financial services leads to perceptions of ‘bad faith’.
Financial return and saving: It is apparent that people using Social Lending schemes are exceptionally financially sophisticated and their motivation for using Social Lending relies on the financial advantage that the schemes offer. The largest proportion of Zopa members - 50% - explained that the most important motivation for using Social Lending was financial.
The integration of finance and ethicality: Social Lending schemes are founded on a series of social and ethical principles associated with economic fairness, altruistic motivations for lending, a greater level of transparency and a higher degree of direct involvement. Whilst the financial motivations for using Social Lending schemes are considerable, it is the ethical and social principles that underpin the attractiveness of the Social Lending model. By making financial return dependent on ethicality, Social Lending schemes instate a differential type of financial service based on principles of altruism and philanthropy. If a borrower defaults it negatively affects the lenders’ expected return, which our research suggests results in feeling of obligation and duty to repay. In contrast mainstream financial services are structurally dependant on bad debt because it enables them to make a profit by charging additional interest. In this sense mainstream banks tend to be perceived cynically because their financial model is permeated by the need to put people into debt. Indeed, ethical and philanthropic motivations were less easily related to mainstream financial services despite the considerable number of ethical policies and projects that they operate. 31% of the Zopa members and 24% of general bankers who responded to our surveys would most associate ‘ethical banking’ with Zopa and mainstream banks respectively. Similarly, from a comprehensive list of ethical policies and projects offered in mainstream banking, 29% of people responding to our survey on general banking claimed to be unaware of any ethical banking policies. Significantly, it is the integration of finance and ethicality that both differentiates Social Lending from mainstream financial services and makes people more aware of and more willing towards the ethical standing of Social Lending schemes.

We believe that the convergence of finance and ethicality within the Social Lending model is so significant that it is instructive to mainstream banks. By drawing attention to the lack of transparency within mainstream banking, Social Lending schemes have highlighted a problematic that is likely to lead to an in-depth examination of mainstream banking services. Here, the legacy of unethical investments and a lack of perceived transparency may ultimately prove a hurdle too problematic to overcome owing to the impossibility of integrating finance and ethicality within mainstream banking.

Philanthropy: The increase in the number of exceptionally wealthy individuals over the last decade; combined with an increasing governmental emphasis on personal social responsibility has encouraged a greater impetus for philanthropic giving. This has been become an indispensable feature of mainstream financial services’ corporate social responsibility policies. However, our report contends that mainstream financial services operate a form of strategic philanthropy whereby benevolent giving is very much motivated by strategic organisational gains. In contrast Social Lending schemes have a different relationship to philanthropy whereby the strategic gains are deferred to individual lenders. Furthermore, Social Lending is more reflective of the current governmental concern with personal social responsibility because the more direct and involved form of philanthropy values members as socially responsible individuals.

Twenty-first century communities: Social Lending initiatives are founded on a horizontal structure of power relations which differs from the hierarchical structure of power in mainstream financial services, which tend to be based on notions of authority. It is the horizontal structure of Social Lending schemes which legitimates and enables connectivity between members, thereby providing a foundation and utility for community formation and social interaction. Whilst Social Lending schemes draw parallels with more traditional notions of community in friendly societies, they are also reinventing the notion of community through online forms, which draw parallels with online community websites such as MySpace and concomitant notions of communities of interest. Faced with a heightened sense of individualism and the need for control and autonomy, current Social Lending schemes can be understood as specifically 21st century communities of financial interest based on an intersection of individualism and community and a system of opting-in or voluntary participation in the community. This ambiguity was reflected in our survey of Zopa clients where 28% most associated ‘community’ with Zopa whilst 31% most associated individualism with Zopa. Similarly, 40% of people felt that Zopa had enabled ‘minimal’ social interaction and community development compared with 36% who thought Zopa reflected ‘significant’ social interaction and community development. Importantly, this sense of community is quite unique in comparison with more mainstream financial services, which, unlike Social Lending schemes do not provide the tools for social interaction and community formation.

Anti-corporatism: Negative attitudes towards mainstream financial services were prevalent amongst members of Social Lending schemes and members of mainstream financial services. In our survey of general bankers, 76% ‘strongly agreed’ that high street banks were greedy, 81% felt they were self-interested and 49% felt mainstream banks did not have the customers’ best interests at heart. 

Members of Zopa tended to be more cynical than general bankers about the ethical motivations of mainstream banks. Of a selection of ethical, social and philanthropic factors that could be associated with mainstream banks, Zopa members consistently ranked banks more negatively than respondents to our survey of general bankers. 56% of Zopa members and 10% of respondents to the survey on general banking felt that high street banks were most associated with being impersonal. Largely conditioned by the perception that Social Lending schemes are more honest, caring and transparent, it is significant that members of Zopa were willing to attribute meanings and values to Zopa that the organisation does not really reflect. Most notably 4% of Zopa members associated Zopa with environmental concerns, whilst only 2% of Zopa members felt that environmental concerns could be related to mainstream banking.
Members of Social Lending schemes were also more likely to regard Social Lending favourably than general bankers were towards mainstream banks. 77% of Zopa borrowers and 15% of respondents to the general banking survey felt that the interest they paid through their respective organisations accurately reflected their perception of their credit risk. On average 64% of people completing the survey on general banking felt that they had received charges from their principle bank which they felt were unfair or unreasonable. 
It is also significant that only 8% of Zopa members stated that they were motivated to use Zopa principally because they did not want to use mainstream financial services. Indeed, our research suggests that people were not driven to use Zopa by anti-corporatism as much as they were attracted to using Zopa for many of the reasons that they dislike banks. These factors include the comparative financial fairness of Zopa and its underlying transparency and social and ethical premises that are not perceived to be endemic in mainstream financial services. 
The risk inherent in the process of peer to peer lending: Paradoxically the higher degree of perceived transparency and authenticity created by the experience of lending and borrowing directly from people also increases the perceived risk of using Social Lending schemes. Our research suggests that the facelessness of banks actually mitigates perceived risk in comparison with the deeper investments involved in more personalised forms of lending amongst Zopa members. Significantly, this means that the risk associated with using Social Lending is related to the process of the exchange rather than the risks of using the organisation. In fact only 8% of people felt the risk of Zopa going bankrupt was ‘significant’. Whilst the risk of Zopa losing its competitive edge was higher at 31%, it was comparative with 31% of respondents to the survey on general banking who felt the risk of their principle mainstream bank losing its competitive edge was ‘significant’. 

Risk and playfulness: We would suggest that the type of person attracted to Social Lending is someone who is able to juxtapose rationalised and sophisticated financial knowledge with the desire for sensation satisfaction created by the experience of risk-taking. The attractiveness of Social Lending depends very much on the extent to which members are able to be actively involved in experimentation and to feel as if they are playing a game.

The Internet as an enabling technology: Members of online Social Lending schemes are amongst the most competent Internet users and demonstrate an enveloping desire to deal with their finances online. Consequently, the online basis of the Social Lending schemes explored in this report is understood as an enabling technology providing new tools facilitating the completion of online financial transactions.
The Social Lending market: Currently, Social Lending schemes tend to attract a particular type of person who is very competent using the Internet and who is financially savvy and stimulated by risk-taking. The Social Lending typology is best characterised as a ‘minipreneur’; the ‘switched on’ and ‘better informed’ consumer who, through a desire for control, uniqueness, autonomy and choice is driven by the need for empowerment and authoring of the self. Whilst Social Lending schemes do not currently play an important role in the portfolios of investors or independent financial advisors, we would expect that Social Lending will continue to increase in importance in the future. However, this importance is likely to remain restricted by the recognised necessity of mainstream financial services. Indeed 78% of respondents to our survey of general bankers felt that banks were necessary. Current accounts provide us with a platform to be economically active, not least because they provide the means to establish our credit rating. In their current forms, Social Lending schemes offer a financial exchange but they do not rival the range of products and services offered by mainstream financial services. For this reason; combined with the type of person that Social Lending appeals to, we would contend that the likely future market of Social Lending will be ‘niche mass’, which will, nevertheless, increasingly fulfil an established role within investors’ and independent financial advisors’ portfolios.
Introduction
‘Peer-to-peer lending is a means by which borrowers and lenders may transact business without traditional intermediaries, such as banks. The process may include other intermediaries who package and resell the loans – examples include Prosper and Zopa – but the loans are ultimately sold to individuals or pools of individuals. An enabling technology for peer-to-peer lending has been the Internet, which connects borrowers with lenders, for example through an auction-like process in which the lender willing to provide the lowest interest rate “wins” the borrowers’ loan’ (Wikipedia, 2006a).
Social Lending and a more general interest in philanthropy have in recent years seen a remarkable growth in interest. In this document we have set out to explore one specific manifestation of the phenomena, namely Social Lending linked to Internet and web technologies. It is certainly true that the linkage of these two is more than an accident and indeed is more than the financial, technological and/or social entrepreneurialism of enlightened individuals. Our investigation clearly demonstrates that to those involved in such sites as lenders, borrowers or indeed creators, a relationship is developed that fulfils and engages the individual on several different, often complex levels. A ‘richness’ of interaction is available that contrasts markedly with mass financial service banking. Our exploration is far from exhaustive but does we believe point to several key characteristics that working together have put such forms of Social Lending firmly ‘on the map’ and suggest their continuing future significance.

Our explorations introduced us to several sites, often with very differing notions of social role and execution of service. However we have been able to draw out several larger concepts that appear to form useful explanatory tools to explore our more general theme. Additionally we have been aided by being able to engage in a more detailed case study of the UK based Zopa site. It quickly became obvious that whilst at a limited level it is possible to study sites such as Zopa in isolation, they exist as part of a broader financial services banking community. It is difficult to understand the position of Social Lending and the organisations that facilitate this without at least some passing contrast with what can be termed as more ‘mainstream’ financial service banking. Although again one must be careful about the use of such terms as ‘mainstream’ as our explorations indicate even if such Social Lending forms as Zopa can not be fully regarded as mainstream they are nonetheless rising and set to rise much further in terms of significance and broader population recognition. For these reasons part of our work locates Social Lending, and particularly the form as expressed through Zopa against broader attitudes to financial service banking.

We have chosen to take four questions as the starting point for our explorations:

Do Social Lending sites fulfil a public and private need?

What does this need look like?

Where does the need come from?

Does Internet based Social Lending have a future?

To the first of our questions we can respond with a clear affirmative. In short there is a genuine need; we are not here dealing with a technology looking for a market. This need is, however complex and extends from more basic and obvious drivers such as financial return or valuation through significant concerns about the individual within community to ethical issues and anti-corporatism.

The second of our questions is answered by talking directly (in interviews and by survey studies) to users of such services. A clear picture emerges of opportunities being taken, opportunities that financially empower whilst allowing customers to link to broader value laden issues almost on a self help basis. Fulfilment through sites such as Zopa has as much to do with the existence of option and choice as it does with actualising choice. However this choice is very different from more mainstream banking concepts of choice, say between differing products or services, rather it is choice relating to level of engagement and personal commitment. In other words it is the apparent transparency of individual relationships and the high value placed on this transparency that lies at the heart of these sites. 

The third question is explored through an examination of some broad social and cultural themes that whilst on a macro scale are re-shaping social behaviours and attitudes generally, when applied to Social Lending via the Internet clearly locate its growth as genuinely emergent through social need. We believe the key to understanding Social Lending is an appreciation of emergent notions of the individual within community, the relationship between the physical and virtual (here we believe that Social Lending, by in part returning to its historical origins, can play an increasing and major social role in the future), issues of empowerment and control, the authoring of the self, growth of entrepreneurialism and attitudes towards playfulness, risk and exchange. There are of course several other trends one could explore, however we believe that those we have examined both account for and emerge most powerfully from the evidence.

Our final question explores the future for such structures. Quite simply the answer is yes and one of becoming increasingly influential. Internet based Social Lending is not a replacement for mass banking services. However it is set to become increasingly influential to a significant minority, minorities of groups and individuals. Whilst recognising the importance of financial risk and return and retaining this as core, future opportunities lie in an ever increasing alliance between values and financial action. In other words financial transactions moved beyond the mere transactional, towards relationship and a genuine emotional value based upon transparency. Of the sites we examined many currently are ‘communities’ based on finance. However it is likely the future will see, whilst retaining the financial core, ever closer links to broader interest groups, often more physically located or connected. If this does occur then Internet based Social Lending will have revisited its past to energise the future.

Our work is divided into three broad sections. The first helps to trace more traditional notions of Social Lending and to define the term. The second examines several broad socio/cultural themes underpinning the re-awakening of interest and activity in Social Lending. The third is a case study of Zopa.

The work combines extensive desk research with new specially commissioned empirical research, combining qualitative interviews and two separate independent studies one amongst Zopa users exploring their attitudes towards Zopa and more mainstream banking, the second survey amongst a general sample of mainstream banking customers.
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