UK to regulate buy now, pay later sector with FCA oversight from 2026
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The UK government has declared its intention to regulate the "buy now, pay later" (BNPL) lending sector, a move that many view as a necessary step towards ensuring consumer protection in this rapidly evolving financial landscape. By bringing BNPL providers like Klarna and Clearpay under the oversight of the Financial Conduct Authority (FCA), the government aims to address concerns about unmanageable debt and the risks associated with unregulated lending practices. This shift mirrors long-held views that the current regulatory framework is inadequate for modern lending practices, particularly those associated with digital commerce.
The government’s announcement will necessitate BNPL firms to perform rigorous affordability assessments before issuing loans, taking into account individuals' incomes, expenditures, and broader financial commitments. Moreover, borrowers will gain the right to lodge complaints with the Financial Ombudsman, thus introducing a layer of accountability that many consumer advocates have long demanded. According to recent consultations, these new regulations are anticipated to be implemented by early next year, although the new rules would only become effective in 2026. 
Interestingly, many BNPL providers have already started to adapt to these incoming regulations. For instance, Klarna had pre-emptively begun performing credit checks in June 2022, an initiative that appears positioned to smooth its compliance with the forthcoming rules without disruptive transformations to its service model. Several industry insiders suggest that such proactive measures not only mitigate the impact of regulation but also curtail the uncertainty that may hinder market competitiveness. 
Despite the resilience shown by established players in the BNPL space, challenges remain. The rising popularity of these lending models, which offer interest-free short-term loans, has led to mounting debts among consumers, with late fees contributing significantly to financial strain. Critics express concerns that without clear regulations, consumers could face misleading marketing practices that encourage reckless spending. In light of this, consumer advocacy groups have urged for enhanced transparency in marketing materials and clearer risk disclosures to ensure that consumers are fully informed before engaging with BNPL products.
Additionally, while major players like Klarna are positioned to weather regulatory storms, the risk posed by a potential economic downturn remains significant. The sector has not experienced serious challenges to its underwriting standards, raising questions about the robustness of these models. Recent market developments indicate that some smaller firms have already succumbed to competitive pressures, such as Laybuy and Zip halting their UK operations as consolidation begins to reshape the landscape. In this context, larger firms with diverse revenue streams and established customer bases are likely to emerge as the biggest beneficiaries. Indeed, companies such as Affirm and even PayPal are seen as well-placed to absorb the costs of compliance, and they might even gain advantages from the increased regulatory scrutiny affecting less stable competitors.
A focus on affluent demographics may also present opportunities for BNPL firms that can adapt their offerings accordingly. For instance, Klarna’s recent strategic decisions, such as selling its UK BNPL loans to a US hedge fund to streamline its balance sheet, illustrate the lengths to which firms are going to ensure capitalisation for growth, particularly as international market expansions loom. These moves appear designed to reinforce their competitive positioning, especially as they target partnerships with prominent brands in the US market, such as Apple and Uber Eats.
In conclusion, while the impending regulation of the BNPL sector is largely seen as a protective measure for consumers, it also serves to formalise the existing practices of many industry leaders. As the regulatory landscape evolves, the sector must navigate the dual challenges of compliance and maintaining customer trust while also adapting to an economic environment that may soon test their business models more rigorously than ever before.
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