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Appendix B

Center for Responsible Lending’s
Critiques of Selected Payday Lending Studies

This Appendix provides the Center for Responsible Lending’s previously published responses to the
following:

1. “Reframing the Debate about Payday Lending” by Robert DeYoung, Ronald J. Mann, Donald P.
Morgan, and Michael R. Strain (2015)

2. “Do Defaults on Payday Loans Matter?” by Ronald J. Mann (2014)

3. “Payday Loan Rollovers and Consumer Welfare” by Jennifer Lewis Priestley (2014)

4. “Liar’s Loan? Effects of Origination Channel and Information Falsification on Mortgage
Delinquency” by the Columbia Business School (2006)

5. “Payday Holiday: How Households Fare After Payday Credit Bans” by Donald P. Morgan and
Michael R. Strain (2008)

6. “Defining and Detecting Predatory Lending” by Donald P. Morgan, Federal Reserve Bank of NY
(2007)



Center for Responsible Lending's Response to
Reframing the Debate about Payday Lending by Liberty
Street Economics

Robin Howarth, Senior Researcher
M William Sermons, Executive Vice President

June 2016

The primary issue with payday lending, and the one from which most of its other harms flow, is the intentional
structuring of the payday loan product as a debt trap for vulnerable borrowers. The Center for Responsible
Lending (CRL) and many others have documented the built in payday loan features that result in the rollover
debt trap: lack of underwriting for ability to repay, high fees (typically 400% APR or higher), unaffordable
principal payments, and first in line access to a borrower’s checking account as collateral.1 The authors of
Liberty Street Economics’ Reframing the Debate about Payday Lending utilize a straw man approach in
attempting to refute consumer harm in payday lending.2 This includes front and center attacks on a number of
legitimate, but secondary objections to payday lending including excess profits, spiraling fees, neighborhood
targeting, cognitive errors on the part of borrowers, and the like. Liberty Street’s attacks are superficial and fail
ultimately to robustly address any of the above listed objections. It’s disappointing then, to wait until the very
end of their piece for the “Reframing”, only to find out that – “It’s All about the Rollovers” – something that has
been widely known for some time.3 The authors have in fact reiterated rather than reframed the prime driver of
consumer harm from the payday product, and that is the payday lenders' debt trap by design.

CRL and others have shown that repeat borrowing is central to the lender’s business model, a fact that has been
invariant since payday lending’s founding and is irrespective of the form of lender ownership, storefront or
online delivery, or the current borrower makeup of the lender’s portfolio.4 Our analysis of state regulatory data
shows that 85% of payday loans go to borrowers with seven or more loans a year. 5 Similarly, the CFPB in its
2013 analysis of lender provided payday loan data found that three quarters of loan fees from their consumer
sample came from borrowers with more than ten transactions in a one year period. 6 Most recently, in June
2016, new CFPB research examining millions of payday loan transactions found that approximately 60% of loans
are taken out on the same day that the previous loan is repaid, and 85% within 60 days. This industry wide
average persists even when accounting for states with “rollover bans” that do not stop the harms of repeated
back to back transactions.7 Payday lending executives and allies have themselves acknowledged the importance
of repeat borrowings, or rollovers, to the bottom line: “…. [T]he theory in the business is [that] you’ve got to get
that customer in, work to turn him into a repetitive customer, long term customer, because that’s really where
the profitability is”8 and "in practice, consumers mostly either roll over or default; very few actually repay their
loans in cash on the due date."9.

The Liberty Street authors give a pass to the disingenuous claims of payday lending proponents that the payday
loan is mostly used as a product to meet emergency financial needs, despite strong evidence to the contrary.
Several studies have shown that the majority of borrowers take out payday loans to cover shortfalls in meeting
everyday living expenses between paychecks.10 This shortfall persists and results in an inability to repay the loan
when due, hence, the near ubiquitous rollover. (The Liberty Street authors fail to note that only 15% of loans to
new borrowers are repaid at the maturity of the first loan without re borrowing before the next paycheck.11)

What percentage of payday borrowers show evidence of long periods of indebtedness for a supposedly short
term liquidity fix? The CFPB found the median number of days of indebtedness per borrower to be 199 over a
twelve month period for its sample of approximately 15 million loans in 33 states.12 Looking at the same data
from another angle, 67% of borrowers took out seven or more loans in a year with the vast majority of these
borrowers being flipped into a new loan immediately or within a few days of paying off the prior loans, racking
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up an additional fee each time. Seven loans taken in rapid succession, for what is essentially floating the same
debt, will usually result in fees that exceed the amount of borrowed principal. So for example, a typical loan fee
of $15 per $100 dollars, applied to a loan of $350 borrowed for a two week period and rolled over seven times,
results in aggregate fees of $368.

It should be noted that a large percentage of borrowers experience far longer loan sequences than seven. The
CFPB found that 34% of borrowers took out between 11 to 19 loans in a year, and an additional 14%, 20 or more
loans. In this last category, approximately seven out of eight borrowers are unable to pay off their loan without
re borrowing before their next paycheck so that they would pay $1050 in fees for 20 loans floating the same
debt of $350 under the terms of the first example above. It’s notable that even NonPrime101, an entity that has
close ties to payday lending service providers, recognizes that almost one third of payday borrowers in their
sample are stuck in the product for at least 3.5 years: "From the original 1000 [borrowers], 302 persisted for the
entire 3.5 years." (p. 2)13

While Liberty Street reluctantly admits that there may be a problem with rollovers (although they understate
the phenomenon’s prevalence among borrowers), they posit that wholesale regulation should not proceed until
additional study determines the extent of over optimism in the borrowing population. Most research into such
questions of cognitive errors in the finance arena occurs in highly controlled laboratory situations. This research
has proven very difficult to translate into “the field” of actual payday lending behavior. Over optimism is just
one of the factors that researchers look at with respect to borrower behavior others include strong responses
to uninformative advertising, overestimation of search and switch costs and time inconsistent preferences. 14

More than one of these factors are likely at play: borrowers clearly do not take out payday loans anticipating
that they are going to lose their bank accounts, pay fees well in excess of the amount borrowed and then
default, or be unable to pay for critical monthly expenses due to the immediate claim on their paycheck by
payday lenders recouping fees and borrowings (all common outcomes).15 Be that as it may, insights from the
field of behavioral economics cannot be used to fix a fundamentally flawed product driven by unaffordability.

The Liberty Street authors sidestep an additional and related pernicious aspect of the payday debt trap the
lender’s direct access to the checking accounts of borrowers for repayment. Both CRL and more recently the
CFPB have shown that this access, combined with the lack of affordability of the loan relative to borrower’s
ability to repay, can result in numerous NSF and/or overdraft fees (typically $35 per event) when presentments
are made by the lender. Our research of payday lending using state regulatory and checking account transaction
data showed that nearly half of all borrowers experienced an NSF or overdraft fee in their checking account
within two weeks of a payday transaction in the same account.16 In the same vein, a CFPB report released in
April of this year looked at payday lending activity (332 lenders) at the checking account level of almost 20,000
payday borrowers across a number of states.17 They found that half of these borrowers were charged an
average of $185 in bank penalties, usually NSF and/or overdraft fees, as a result of often repeated attempts to
access borrowers’ accounts for payment when bank balances were insufficient.

These devastating charges are not surprising given that the payday lender's business model is built on such
outcomes. Indeed, this cascading, but less visible burden on a payday borrower’s finances, is evidence that
Liberty Street’s focus was too narrow in their semantic quibble with the word “spiraling” as it relates to the
accrual of contractual payday loan fees. For the many borrowers that experience bank checking account
penalties, when added to the accumulating amount of contractual lender fees due to numerous loan rollovers,
the net cash flow effect of the initial small dollar loan does indeed spiral out of control.
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Finally, the Liberty Street authors are concerned that “economists do not agree” about the perils of payday
lending as measured by such proxies as involuntary bank closure, complaints against lenders, difficulty paying
bills and the like. We find that on balance the academic research strongly supports the premise of long term
harm to payday borrowers.18 However, what is undisputed in all of the legitimate research, academic or
otherwise, is the high percentage of loans that go to borrowers that become trapped in long term, sequential
use of the loan product, often sending them on a downward trajectory towards insolvency. These consumers
deserve strong federal and state protections and access to credit on fair terms. Their welfare shouldn’t be held
hostage to the proclivities of a small group of economists who would extend the research horizon indefinitely.
Delay is clearly not in the best interests of current (and prospective) payday borrowers whose pockets are
drained by the fees of payday lenders to the tune of $11.2 million every day. 19

1 Susanna Montezemolo, Payday Lending Abuses and Predatory Practices, in The State of Lending in America and its Impact
on U.S. Households, Center for Responsible Lending, September, 2013, available at
http://responsiblelending.org/sites/default/files/uploads/10 payday loans.pdf , also
The Pew Charitable Trusts, How Borrowers Choose and Repay Payday Loans, February 2013, available at

http://www.pewtrusts.org/~/media/assets/2013/02/20/pew_choosing_borrowing_payday_feb2013 (1).pdf, also
Michael A. Stegman, 2007. "Payday Lending." Journal of Economic Perspectives, 21(1): 169 190, available at

https://www.aeaweb.org/articles?id=10.1257/jep.21.1.169
2 Liberty Street Economics, Reframing the Debate about Payday Lending, October 2015, available at
http://libertystreeteconomics.newyorkfed.org/2015/10/reframing the debate about payday lending.html
3 From the 2006 Department of Defense Report on Predatory Lending Practices,

“For example, when some states banned “rollovers,” meaning the borrower could extend the loan for another fee
without paying it back, payday lenders attempted to circumvent this reform by offering back to back transactions.
The borrower paid off the loan and immediately opened a new one for the same amount. This had the same
detrimental effect on the borrower, and also allowed the payday lender to call the transaction a “new” loan, even
though they were handing back the same amount of money. Even when the transactions are separated by a couple
of days or a week, the borrower is still caught in the cycle of debt. If they were using these loans as an occasional
boost to get to the next payday, they would have only a few loans a year, with weeks or months between”. (p. 47)
available at http://www.dtic.mil/dtic/tr/fulltext/u2/a521462.pdf, also

Uriah King and Leslie Parrish, Springing the Debt Trap: Rate Caps are Only Proven Payday Lending Reform, Center for
Responsible Lending, December, 2007, available at www.responsiblelending.org/payday lending/research
analysis/springing the debt trap.pdf
4 Ibid, Phantom Demand, Center for Responsible Lending, July 2009, available at
http://www.responsiblelending.org/payday lending/research analysis/phantom demand final.pdf
5 Susanna Montezemolo, Payday Lending Abuses and Predatory Practices, in The State of Lending in America and its Impact
on U.S. Households, Center for Responsible Lending, September, 2013, available at
http://responsiblelending.org/sites/default/files/uploads/10 payday loans.pdf
also,
Brandon Coleman and Delvin Davis, Perfect Storm: Payday Lenders Harm Florida Consumers Despite State Law, Center for

Responsible Lending, March 2016, available at http://www.responsiblelending.org/sites/default/files/nodes/files/research
publication/crl_perfect_storm_florida_mar2016_0.pdf
6 CFPB, Payday Loans and Deposit Advance Products, April 2013, available at
http://files.consumerfinance.gov/f/201304_cfpb_payday dap whitepaper.pdf
7 Ibid, Supplemental Findings on Payday, Payday Installment, and Vehicle Title Loans, and Deposit Advance Products, June
2016, available at http://www.consumerfinance.gov/data research/research reports/supplemental findings payday
payday installment and vehicle title loans and deposit advance products/
8 Dan Feehan, former CEO of Cash America, remarks at Jeffries Financial Services Conference, 06/20/07.
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9 excerpt from email dated 2/14/2011 from Hilary B. Miller, chairman of the pro payday lender group, Consumer Credit
Research Foundation, available (see Exhibit D) at http://campaignforaccountability.org/cfa report reveals payday lenders
paid for at least one favorable academic study/
10 The Pew Charitable Trusts, Who Borrows, Where they Borrow and Why, July 2012, available at
http://www.pewtrusts.org/~/media/legacy/uploadedfiles/pcs_assets/2012/pewpaydaylendingreportpdf.pdf, also
FDIC, Alternative Financial Services and Prepaid Cards Findings, National Survey of Unbanked and Underbanked

Households, 2011, available at
https://www.economicinclusion.gov/surveys/2011household/afs and prepaid cards findings/
11 CFPB, CFPB Data Point: Payday Lending, March 2014, available at
http://files.consumerfinance.gov/f/201403_cfpb_report_payday lending.pdf
12 Ibid, Payday Loans and Deposit Advance Products, April 2013, available at
http://files.consumerfinance.gov/f/201304_cfpb_payday dap whitepaper.pdf
13 NonPrime101, A Balanced View of Storefront Payday Borrowing Patterns, Report 7c, March 2016, available at
https://www.nonprime101.com/data findings/
14 Jonathan Zinman, Consumer Credit: Too Much or Too Little (or Just Right)? , February 2014, available at
http://www.dartmouth.edu/~jzinman/Papers/CreditSupply_Zinman_JLS_2014.pdf
15 Dennis Campbell, F. Asis Martinez Jerez, and Peter Tufano, Bouncing out of the Banking System: an Empirical Analysis of
Involuntary Bank Account Closures, Journal of Banking & Finance 36, no. 4 (April 2012), available at
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1335873, also
Paige Marta Skiba and Jeremy Tobacman, Payday Loans, Uncertainty, and Discounting: Explaining Patterns of Borrowing,

Repayment, and Default, Vanderbilt Law and Economics Research Paper No. 08 333, August 21, 2008, available at
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1319751, also
Brian Meltzer, The Real Cost of Credit Access: Evidence from the Payday Lending Market, The Quarterly Journal of

Economics 126,, no. 1 (2011), available at http://web.law.columbia.edu/sites/default/files/microsites/transactional
studies/files/13PDL_realcosts_melzer_qje_pub_0.pdf
16 Susanna Montezemolo and Sarah Wolff, Payday Mayday: Visible and Invisible Payday Lending Defaults, The Center for
Responsible Lending, March 2015, available at http://files.consumerfinance.gov/f/201403_cfpb_report_payday lending.pdf
17 CFPB, Online Payday Loan Payments, April 2016, available at http://files.consumerfinance.gov/f/201604_cfpb_online
payday loan payments.pdf
18 Brian Meltzer, The Real Cost of Credit Access: Evidence from the Payday Lending Market, The Quarterly Journal of
Economics 126,, no. 1 (2011), available at http://web.law.columbia.edu/sites/default/files/microsites/transactional
studies/files/13PDL_realcosts_melzer_qje_pub_0.pdf, also
Scott Carell and Jonathan Zinman, In Harm’s Way? Payday Loan Access and Military Personnel Performance, Review of

Financial Studies, 27, no. 9 (2014), 2805 2840, available at
http://rfs.oxfordjournals.org/content/early/2014/06/19/rfs.hhu034.abstract , also
Paige Marta Skiba and Jeremy Tobacman, Do Payday Loans Cause Bankruptcy?, Vanderbilt Law and Economics Research

Paper (2009, Paper No. 11 13) available at http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1266215
Dennis Campbell, F. Asis Martinez Jerez, and Peter Tufano, Bouncing out of the Banking System: an Empirical Analysis of

Involuntary Bank Account Closures, Journal of Banking & Finance 36, no. 4 (April 2012), available at
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1335873
19 Diane Standaert and Delvin Davis, Payday and Car Title Lenders Drain $8 Billion in Fees Every Year, The Center for
Responsible Lending, May 2016, available at http://www.responsiblelending.org/sites/default/files/nodes/files/research
publication/crl_statebystate_fee_drain_may2016_0.pdf



Research Comment On: “Do Defaults on Payday 
Loans Matter?”

By Debbie Gruenstein Bocian and M William Sermons March 2014

In “Do Defaults on Payday Loans Matter?” author Robert Mann uses a difference-in-difference 
regression-based analysis to analyze “harm” in the payday lending market. He finds little 
difference in changes in credit scores between payday defaulters and non-defaulters and uses 
this as evidence that payday loans do not cause harm. However, this study suffers from 
significant conceptual and technical flaws.

1) Credit score is a poor metric for analyzing the harm caused by payday lending.

Credit scores, such as the VantageScore used in this paper, are poor metrics for 
measuring financial health for the payday population. Credit scores are 
designed to be used by financial institutions to predict the likelihood of default
and, while they may be useful metrics of access credit, payday borrowers
typically have stretched their credit to the limits—therefore, they have scores that
are strongly skewed toward the lowest ranges of the credit score spectrum.i

According to Mann, his sample of payday borrowers has an average score of 
578 (compared to the overall VantageScore average of 736) and a standard 
deviation of 48.  It is, therefore, unclear that measuring movement within this 
very low range credit scores gives any insight into the financial wellbeing of 
these borrowers.
Payday lenders do not report to credit bureaus so there is no direct link between 
the performance of payday loans and credit scores.  However, using credit score 
as the outcome variable leads to potential reverse causation because changes 
in borrowers’ scores may impact other credit options which, in turn, may impact 
their ability to pay off payday loans. Such reverse causation may lead to 
unreliable coefficients and significance estimates.  

2) Mann’s hypothesis and model are incoherent.

More importantly, Mann is testing an incoherent hypothesis.  Any harm to credit 
scores would be caused, not by default, but by the financial drain resulting from
paying the exorbitant fees charged by payday lenders. This harm would be 
incurred most acutely by the payday borrowers who pay multiple fees- these
borrowers may or may not be the defaulters.
Even if credit score is serving as a crude proxy for the financial distress caused 
by an inability to repay a payday loan, Mann’s model is flawed because he 
assumes inability to repay always leads to default when, in fact, more often than 
not it leads to serial loan refinancing (i.e. “rollovers”). Mann justifies his model
technique the following way: 

“Recent regulatory initiatives suggest an inclination to add an ‘ability to 
pay’ requirement to payday-loan underwriting standard that would be 
fundamentally inconsistent with the nature of the product. Because the 



premise of that regulation would be that borrowers suffer harm when they 
fail to repay such a loan, it is timely to examine the after-effects of such a 
default empirically.”

However, because Mann’s “difference-in-difference” analysis compares payday 
defaulters to all non-defaulters (including those who had to rollover their loans)
both the treatment group and the control group include borrowers who were 
unable to pay off their loans.  

 
                                                           



Research Comment On: “Payday Loan 
Rollovers and Consumer Welfare”

By Debbie Gruenstein Bocian and M William Sermons March 2014

In “Payday Loan Rollovers and Consumer Welfare”, Jennifer Lewis Priestley analyzes 
proprietary payday loan data for borrowers who received payday loans from 2006-2009 in 
California, Florida, Kansas, Missouri, Oklahoma, Texas and Utah to estimate the impact of 
payday rollovers on consumer welfare (as measured by changes in Vantages Score). The 
author finds that payday borrowers who engage in protracted refinancing or “rollovers” have 
positive changes to their credit scores, relative to borrowers with shorter periods of payday 
borrowing.  In addition, the author finds that borrowers in states with less restrictive payday loan 
laws have better credit score outcomes.

The payday loan industry and CFPB detractors are using the study to argue against the need 
for meaningful payday loan regulations.  However, the study has serious limitations that 
opponents of payday loan reform do not acknowledge

1) Methodological Limitations
Omitted Variable Bias: The study shows a significant relationship between 
change in credit score and number of rollovers is suggestive of a causal 
relationship between the two.  However, there are likely other variables that are 
not controlled for that may account for the relationship.  For example:

o Income/Employment shocks: Borrowers who lose their jobs may not 
be approved for subsequent payday loan rollovers and those who 
suffer from other negative income shocks may default on their loans.
Undoubtedly, these same borrowers will likely experience negative 
changes in their credits scores, compared to borrowers who do not 
lose their jobs.  However, the study does not control for employment 
status or income of the borrower.   As a result of omitting variables 
that are likely correlated both with the duration of payday borrowing 
and credit scores, there is a high chance of omitted variable bias.

o State-specific economic conditions: In addition, the study attributes 
the state fixed effects on credit score changes to differences in state 
payday regulatory regimes when, in fact, there are many economic 
factors that could account for these differences (e.g. state 
unemployment levels, housing markets dynamics such as 
foreclosures and prices, etc).

Misspecification of Regression Models: According to the study, VantageScore is 
“is based on multiple general factors regarding a consumer's credit-related 
behavior, including delinquencies, line utilization, balances, depth of credit, 



recent credit and available credit.” However, in most of the models, the 
independent variables indicating bankruptcy, percent of lines over 50% utilized, 
and balances are not statistically significant, suggesting that the regression is 
not specified correctly.

2) Negligible Size of Impact
Even if methodology weren’t limited in the ways outlined above, the magnitude 
of the impact of rollovers on credit score is miniscule. For every additional 
rollover, an average borrower achieves an increase of 0.1-0.2 in their 
scores. Put another way, for every 10 rollovers (at an estimated cost of $450), 
the average borrower would achieve an increase of 1-2 points in their 
VantageScore. Given that the average credit score for borrowers in the sample 
ranged from 579-5881, the typical payday borrower would need an increase of 
13-22 points just to move from the highest risk “F” category to the next highest 
risk “Non-Prime” category.2 Therefore, any claim that sustained use of payday 
loans has a positive impact on consumer’s welfare is hard to support by any 
reasonable cost-benefit analysis.

1 See Table 5. 
2 See Irby, Latoya. “VantageScore Credit Overview”, available at 
http://credit.about.com/od/vantagescore/a/vantage-score-overview.htm 
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Research Comment:  On “Liar’s Loan?  Effects of 
Origination Channel and Information Falsification on 
Mortgage Delinquency” 

By Debbie Gruenstein Bocian and Keith S. Ernst 
September 24, 2009 

A working paper recently released by the Columbia Business School, “Liar’s Loan?  Effects of 
Origination Channel and Information Falsification on Mortgage Delinquency” 1 reported three 
main findings:  (1) mortgages originated through brokers are more likely to become 
delinquent than similar mortgages made through retail channels; (2) mortgages with low 
levels of income documentation are more likely to become delinquent than those with 
standard levels; and (3) African-American and Latino borrowers were more likely than 
non-Latino, white borrowers to become delinquent.  This report is consistent with the 
following well-established facts regarding loan delinquencies: 

Loans originated by mortgage brokers perform worse than those originated by the 
bank’s retail channel, even after controlling for borrower risk factors.  The authors 
find a large disparity between the delinquency rates of loans originated by brokers versus 
those originated directly through the bank’s retail channel and cannot fully explain the 
disparity by differences in risk factors such as credit score and loan-to-value ratio, a 
finding that has been borne out by other research as well.2  The authors’ attribute this 
unexplained disparity to “manifestation of the misalignment of incentives for brokers 
who issue loans on the bank’s behalf for commissions but do not bear the long-term 
consequences of low-quality loans.”  That is, the authors argue that because the financial 
compensation of brokers is largely based on origination volume, not loan performance, 
they are not as vested in assuring the long-term viability of the loans they originate.  Of 
course, in virtually all brokered transactions, the responsibility for underwriting 
ultimately rests with the lender.  The implication is that lenders have been less able—or 
less willing—to maintain standards in the broker channel. 

Loans with low levels of documentation defaulted at higher rates than loans with 
full documentation.  The authors find that loans with low levels of documentation 
perform worse than those with full documentation and point to the poor predictive power 
of the low-documentation models as indications of inaccurate information on many low-
documentation loans.  The prevalence of low-doc loans, particularly in the subprime and 
Alt-A markets, along with their high default rates have been widely noted.3 The authors 

1  See Wei Jiang, Ashlyn Aiko Nelson and Edward Vytlacil. “Liar’s Loan? Effects of Origination Channel and 
information Falsification on Mortgage Delinquency”. Available at 
http://www.columbia.edu/~wj2006/liars_loan.pdf. 
2  See “Risky Borrowers or Risky Mortgages: Disaggregating Effects Using Propensity Score Models.” Lei Ding, 
Roberto G. Quercia, Wei Li, Janneke Radcliffe. Available at 
http://www.ccc.unc.edu/documents/RiskyMortg_Final_Dec11.pdf
3  See GAO’s “Characteristics and Performance of Nonprime Mortgages”, available at 
http://www.gao.gov/new.items/d09848r.pdf and the University of North Carolina’s  “The Impact of Predatory Loan 
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should take care, however, not to assume that it was the borrowers who lied on their loan 
applications.  It is possible that loan originators falsified information without the 
borrowers’ knowledge in order to over-qualify borrowers for loans.  This is particularly
likely for mortgage brokers, since broker compensation is dependent upon the volume 
and terms, but not the performance, of originated loans.  Consequently, brokers have a 
financial incentive to originate as many loans as possible without due regard for 
borrowers’ ability to repay.  This incentive structure is also true, albeit to a lesser extent, 
for retail lenders who sell their loans on the secondary market.  The higher default rate of 
low-documentation loans in both retail and broker channels, but with the disparity 
between low- and full-documentation loans larger in the broker channel, combined with 
the larger disparity between the full- and low-documentation models’ predictive power in 
the broker channel, is consistent with a hypothesis of originators falsifying information 
on low-documentation loans.  

African-American and Latino borrowers were more likely to struggle with their 
loans than white borrowers.  The study shows that African-American and Latino 
borrowers were more likely to be delinquent on their loans than white borrowers with 
similar characteristics.  Because some readers may mistakenly conflate this finding with 
others in the paper, it is important to explicitly note that the study does not find nor do the 
authors conclude that African Americans or Latinos were somehow more likely to 
misrepresent their income on mortgage applications.  And, while this paper does not find 
evidence of disparate loan pricing within fixed-rate products4 or of steering to low-
documentation products, it is nonetheless possible that differences in delinquency rates 
are due to minority borrowers being disproportionately steered into loan products with 
other risky features, particularly subprime products. For example, previous research has 
shown that borrowers in African-American and Latino neighborhoods were much more 
likely to receive subprime loans with prepayment penalties than borrowers with similar 
risk profiles in white neighborhoods.5  Such evidence of racial and ethnic steering, 
combined with conclusions from a recent report published by the University of North 
Carolina6 showing that receipt of risky loan products, especially subprime products, are 
strong determinants of loan defaults, suggests that the disparate delinquency rates in this 
study may reflect a targeting of dangerous products to minority borrowers.  

Terms on Subprime Foreclosures: The Special Case of Prepayment Penalties and Balloon Payments”, Roberto G. 
Quercia, Michael A. Stegman and Walter R. Davis, available at 
http://www.ccc.unc.edu/documents/foreclosurepaper.pdf. 
4 It is worth noting that other studies have, in fact, found that minorities receive higher-priced loans than similarly-
qualified white borrowers.  See“Race, Ethnicity and Subprime Loan Pricing.”  Debbie Gruenstein Bocian, Keith 
Ernst and Wei Li. Journal of Economics and Business, Vol. 60, Issues 1-2, January-February 2008, Pages 110-124. 
5 See “Borrowers in High Minority Areas More Likely to Receive Prepayment Penalties on Subprime Loans.” 
Debbie Gruenstein Bocian and Richard Zhai, January 2005.  Available athttp://www.responsiblelending.org/media-
center/press-releases/archives/rr004-PPP_Minority_Neighborhoods-0105.pdf   
6 See “Risky Borrowers or Risky Mortgages: Disaggregating Effects Using Propensity Score Models.” Lei Ding, 
Roberto G. Quercia, Wei Li, Janneke Radcliffe. Available at 
http://www.ccc.unc.edu/documents/RiskyMortg_Final_Dec11.pdf . 
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While the study will be a valuable contribution to the existing literature on loan delinquency, the 
authors should consider several adjustments as they move to a final analysis.  First, the models 
would greatly benefit from the inclusion of controls for loan segment and product, especially 
subprime status and product features such as adjustable rates, negative amortization options, and 
interest-only periods.  Second, while the authors control for origination year and cluster 
observations by MSA, they should consider explicitly controlling for MSA-level housing price 
changes, since the dynamics of housing price depreciation is a critical determinant of loan 
default.  Third, debt-to-income can be included in the models as it is this ratio (and not income 
by itself) that is the traditional underwriting variable used by lenders.  Fourth, even though the 
primary interest of the authors’ is default and not prepayment, the authors should consider 
employing a competing-hazard model that jointly estimates the probability of prepayment and 
default to better isolate default risk. 



CRL Critique of “Payday Holiday: How 
Households Fare After Payday Credit Bans”
by Donald P. Morgan and Michael R. Strain 

Rev. January 2008 

In a recent working paper, Donald Morgan, a researcher affiliated with the New York 
Federal Reserve and Michael Strain, a Cornell University graduate student, attempt to 
determine whether households in two states which have outlawed payday lending (North 
Carolina and Georgia) have fared better than households in states in which payday 
lending is still authorized. The authors analyze patterns of returned (bounced) checks, 
complaints filed with the Federal Trade Commission (FTC) against lenders and debt 
collectors, and federal bankruptcy filings, and conclude that “Georgians and North 
Carolinians do not seem better off since their states outlawed payday credit.“ 

The authors contend that Georgia and North Carolina residents (1) had greater rates of 
returned checks than the national average; (2) complained more to the FTC about lenders 
and debt collectors; and (3) filed for Chapter 7 bankruptcy at rates greater than the 
national average. 

However, Morgan and Strain’s data and research methods are not adequate to 
support these findings or overall conclusion.   The authors consistently intermingle 
data from Georgia and North Carolina—which outlaw payday lending—with data 
from states which allow it. They also ignore important data that does not support 
their arguments.

The returned check data used to report increases for Georgia and North Carolina 
after payday lending was banned includes not only these two states, but also 
returned checks from Alabama, Louisiana, South Carolina, southern Mississippi, 
and Tennessee—states where payday lending is legal. The authors did not 
separate out Georgia and North Carolina-specific data from these others states 
which allow payday lending. 

The assertion that borrowers have no other alternative to payday loans than to 
bounce a check, is in direct conflict with academic and industry research showing 
a variety of less expensive alternatives for dealing with a financial shortfall. 

While FTC complaints increased after payday lending was banned in Georgia, the 
District of Columbia actually experienced the highest rate of complaints—a 
jurisdiction that—until 2008—had almost no limitations on payday lending. 

In analyzing variances in bankruptcy rates among states, the authors fail to 
account for several factors that greatly influence a person’s chances of filing for 



bankruptcy protection, including health insurance coverage, foreclosures, divorce 
rates, and demographic factors such as income. 

These and other flaws in this study’s conclusions are discussed in more detail below. 

Returned check data 
The returned check data used to report increases for Georgia and North Carolina after 
payday lending was banned includes not only these two states, but also returned checks 
from Alabama, Louisiana, South Carolina, southern Mississippi, and Tennessee—states 
where payday lending is legal. The only point demonstrated by this data is a slightly 
higher number of returned checks for people living in the much of the southeastern region 
of the United States, relative to the national average.  

In analyzing returned checks, the authors use data from the Federal Reserve’s regional
check processing centers (CPCs) as proxies for state credit markets. However, the 
regional CPCs in Atlanta and Charlotte handle checks for other states besides Georgia or 
North Carolina, including states that allow payday lending. For example, more than half 
of the checks processed at the Charlotte center come from South Carolina, home of 
Advance America’s headquarters and over 1,000 payday lending storefronts.1 Similarly, 
during the aftermath of Hurricane Katrina, checks from those areas affected began to be 
processed in the Atlanta center.2 Atlanta’s CPC also serve Alabama and Tennessee, 
additional states with payday lending locations. Because the CPC data includes returned 
checks for states that authorize payday lending, one cannot draw the conclusion that a 
payday lending ban results in higher rates of returned checks.  

Atlanta check processing center 
processes returned checks from: 

Charlotte check processing center 
processes returned checks from: 

Alabama, Louisiana, 
southern Mississippi, 
and Tennessee 
(payday lending 
legal)

Georgia
(payday lending 
banned)

South Carolina 
(payday lending 
legal)

North Carolina 
(payday lending 
banned)

Even if we were to accept this data as a valid proxy for conditions in Georgia and North 
Carolina, the increased rate of returned checks is minuscule—in Atlanta’s worst quarter 
after the payday ban, they had two-tenths of one percent more returned checks than the 
national average. In other quarters, they were actually below the national average. 
Charlotte’s CPC has had fairly consistent above national average rates ranging from 0-
0.4% throughout the study period, before, during, and after payday lending was legal in 
North Carolina.

Finally, the authors erroneously assume that bounced checks are the only substitute for a 
payday loan: "Of course, households in Georgia and North Carolina had only one choice 
once payday credit was banned. If we observe higher bounced checks afterwards, it tells 
us payday credit was the preferred choice..." But a recent study by the University of 



North Carolina found that former payday borrowers use a host of options to cover
financial shortfalls, such as working out delayed payments with creditors; borrowing
from family, friends, or employers; dipping into savings; or delaying a purchase for a 
short period of time.3 In addition, Pat Cirillo of Cypress Research, who frequently 
conducts borrower surveys for the industry, has found that over half of payday borrowers 
have a credit card that they could instead use for a financial shortfall.4

FTC complaint data 
In analyzing complaints to the FTC, the authors find that people in Georgia complain 
more to the FTC than those in other states. However, this was the case before and after 
the payday lending was halted in 2004, with a steady upward trend beginning in at least 
1997.5 In addition, the authors find Georgia has the second highest rate per capita of FTC 
complaints per year, they note that the jurisdiction with the highest complaint rate was 
the District of Columbia. Yet during the time period for this research, the District of 
Columbia had some of the loosest restrictions on payday loans of any state. This appears 
to refute the authors’ attempt to develop a cause/effect relationship between the absence 
of payday lending and FTC complaints. 

Moreover, the authors admit that the rate of FTC complaints from households in North 
Carolina is not higher than complaint rates in other states. The data does show a steady 
national increase in FTC complaints for some time but especially since 2001. Many 
experts have attributed this to rise of identity theft; this is confirmed by the FTC as over 
40 percent of all complaints involve challenging the actual validity of the debt. We are 
not aware of even a potentially plausible relationship between payday lending and 
identify theft. 

What sorts of financial services state residents were using also affects the number of 
complaints logged by the FTC. For example, a consumer wishing to complain about high 
credit card fees would log their complaint with the FTC. However, a person wishing to 
complain about a 391% APR payday loan and payday lender debt collection tactics 
would likely direct their complaint to a state regulator. 

Regardless, the authors’ conclusion that a person taking out a payday loan “helps 
avoid…getting hassled at work by debt collectors” completely ignores the aggressive 
tactics used by payday lenders, including frequent phone calls to the borrower and their 
employer, family, and friends. In fact, the majority of complaints filed against payday 
lenders are regarding debt collection practices. 6

Bankruptcy data 
In analyzing variances in bankruptcy rates among states, the authors fail to account for 
several factors that greatly influence a person’s chances of filing for bankruptcy 
protection, including health insurance coverage, foreclosures, divorce rates, demographic 
factors such as income. In fact, the only factor that the authors control for is 
unemployment rates. 



By failing to account for many important factors, or to consider that changes to the 
bankruptcy code in 2005 coincide with the North Carolina and Georgia ban on payday 
loans, the authors are unable to show a clear pattern in bankruptcy filings versus payday 
lending activity. For example, the Georgia data shows a steady increase in bankruptcy 
filings starting in 1998, with a quick decrease when the new bankruptcy reform takes 
effect and then a continuing increase after that. 

Finally, the data provided by the authors shows that North Carolina residents file for 
Chapter 7 bankruptcy at rates lower than the national average during periods both with 
and without payday lending.

Other industry and academic research paints a very different picture, with long-term 
payday borrowing leading to a high likelihood of default which could spur—rather than 
prevent—bankruptcy. Rather than a $300 two-week payday loan preventing bankruptcy, 
borrowers are typically trapped in a debt trap cycle for 18 months or more, with a third to 
half of all borrowers ultimately ending up in default.7

1 The Columbia, SC check processing center was closed in August 2004, with checks from that facility then 
processed at the Charlotte, NC CPC. For more details, see 
http://www.federalreserve.gov/boarddocs/press/bcreg/2004/200406222/attachment.pdf. The authors note 
that half of checks processed at the Charlotte CPC are from financial institutions in South Carolina.  
2 In 2005, the Birmingham, AL CPC was closed and checks from this region were processed at the Atlanta 
CPC. See http://www.federalreserve.gov/boarddocs/press/bcreg/2005/20050208/attachment.pdf. Also in 
2005, the New Orleans, LA CPC was shut down and checks once coming into that facility began to be 
processed at the Atlanta CPC.  Finally, in 2007, the Nashville, TN CPC was closed and checks from that 
region were routed to the Atlanta CPC as well. See 
http://www.federalreserve.gov/boarddocs/press/bcreg/2005/20051215/attachment.pdf for details on the 
closing of the New Orleans and Nashville CPCs.  These and other consolidations of CPCs across the 
country have occurred because of the decline of paper check usage. 
3 North Carolina Consumers After Payday Lending. Center for Community Capital, November 2007. 
Available at http://www.ccc.unc.edu/documents/NC_After_Payday.pdf

4 Pat Cirillo, in testimony to the Ohio House Committee on Financial Institutions, Real Estate and 
Securities, January 31, 2008. 
5 1997 is the first year for which the authors provide data. It is unclear whether this trend began in 1997 or 
in years’ prior. 
6 For examples of payday lenders’ aggressive collection tactics, see Chris Flores, When Lenders Cross the 
Line, Daily Press, September 16, 2007.  
7 In testimony to the Ohio House Committee on Financial Institutions, Real Estate and Securities, January 
31, 2008, Pat Cirillo of Cypress Research noted that borrowers tend to remain in payday loans for 18 to 24 
months. Using transaction data from one of the largest payday lenders in Texas, Paige Skiba and Jeremy 
Tobacman estimate default rates on payday loans per borrower. See Do Payday Loans Cause Bankruptcy?
and Payday Loans, Uncertainty, and Discounting: Explaining Patterns of Borrowing, Repayment, and 
Default. Papers available at http://www.law.vanderbilt.edu/faculty/faculty-personal-sites/paige-
skiba/index.aspx.



CRL REVIEW OF DEFINING AND DETECTING PREDATORY LENDING, BY 
DONALD P. MORGAN, FEDERAL RESERVE BANK OF NEW YORK, 

JANUARY 2007 

January 23, 2007 (revised 2/14/07) 

In a recent working paper, Donald Morgan, a researcher from the Federal Reserve Bank 
of New York, attempts to determine whether payday lending is predatory by comparing 
the welfare of households in states where payday lending is unlimited versus states where 
payday lending is not authorized.  After a comparative analysis, Morgan concludes that 
“unlimited” payday lending enhances welfare.  However,  

MORGAN’S FINDINGS ARE FLAWED FOR THREE KEY REASONS: 

The comparisons attempted between unlimited payday and non-authorizing states in 
2001 are impossible because states did not have the tools to effectively regulate or restrict 
payday lending at that time.  Example:  Morgan considers North Carolina a non-
authorizing state—however, it had at least 500 stores during the analysis period and was 
one of the most saturated states in the country.

Key definitions utilized by the research are overly narrow or are contradicted by 
available data.  Example:  Morgan, in part, defines vulnerable households as those with 
unpredictable future income.  However, an industry survey notes that households are 
nearly three times likely to borrower payday loans because of unexpected expenses.

Morgan’s finding that unlimited payday lending leads to lower prices is in conflict with 
other research.  Example:  Researchers from the FDIC, using a national, random sample, 
found that most payday companies charge the maximum rate permitted by state law.

We discuss these points more fully below. 

RESEARCH SUMMARY 

In order to determine if payday lending is predatory, Morgan compares the welfare of 
households in states where payday lending is “unlimited” versus states where payday is 
not authorized.  Morgan measures “welfare” in two ways: (1) household non-mortgage 
debt levels and (2) delinquent bill payments. Specifically, the study assumes the greater 
the level of debt and incidence of delinquency, the lower the household’s welfare. 
Morgan concentrates on “risky” households, which he defines as those who believe they 
will face income uncertainty in the future and those with less than a college degree. The 
main data sources used for this survey is the Federal Reserve’s 1995 and 2001 Survey of 
Consumer Finance, which gathers information on a little over 4,000 households’ financial 
status.



Morgan finds that households in states where payday lending is unlimited enjoy a greater 
level of welfare than those in states where payday is not authorized. Therefore, he 
concludes that payday lending is not predatory. 

The author also hypothesizes that payday lender competition, measured by payday loan
shops per capita, decreases the costs of loans.  Morgan compares fees reported in a 2001 
survey with more recent state shop data and concludes that payday loans in states with
higher payday stores per capita carry modestly lower costs. 

The rationale and findings of this paper are flawed for the following reasons: 

1. COMPARISONS BETWEEN “UNLIMITED” PAYDAY AND NON-
AUTHORIZING STATES NOT POSSIBLE IN 2001 BECAUSE OF BANK 
AGENCY MODEL. 

The crux of Morgan’s findings rest on the comparison of states that had unlimited payday 
lending in 2001 to those that did not specifically authorize the product. Unfortunately,
because of some mis-identifications of non-authorizing states and the “bank agency” 
model of payday lending prevalent across the country in 2001, this study—and its 
findings—are fundamentally flawed.

Morgan identifies 18 states that he determines not to allow payday. Indeed, some of these 
states expressly did not permit payday lending. Others had active payday stores operating 
and did not address these loans specifically in law. In all of these states, however, payday 
lending stores could still operate under a “bank agency” (sometimes called rent-a-bank or 
rent-a-charter) model, in which a payday lender partners with a federally-insured bank in 
order to export favorable lending laws from the bank’s home state to consumers in states 
where lending is more restrictive.1  These arrangements were commonplace in 2001 –
one payday lending company alone had 431 shops in so-called non-authorizing states.2
As a result, comparisons between unlimited payday lending states and those which did 
not specifically authorize payday (but in fact they were saturated with payday lending 
shops) are not possible.  Notable examples are detailed in the Appendix. 

2. QUESTIONABLE DEFINITIONS OF PREDATORY LENDING, RISKY 
HOUSEHOLDS, AND WELFARE. 

Morgan’s definition of predatory lending as a welfare-reducing event with negative
impacts for families is certainly a reasonable approach for capturing this problem.
Families preyed on by unscrupulous lenders could be said to have less overall welfare 
than families utilizing responsible credit products. However, his measurement of welfare 
is quite narrow, only taking into account a family’s overall debt level and timeliness of 
bill payments. A more inclusive definition of predatory lending such as “the lack of a fair
exchange of value or loan pricing that reaches beyond the risk that a borrower represents 
or other customary standards” as proposed by the FDIC could be part of a more suitable 
definition upon which to judge whether payday lending is predatory.3
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Morgan also creates a “risky” household profile as a proxy for payday borrowers by 
using two variables: households who feel their future income may be uncertain and those 
without a college degree. While these households may indeed be more “at risk” than 
those with more income security and education, these proxies do not necessarily lead to a 
greater propensity to use payday loans.  In fact, payday industry data shows that payday 
borrowers have similar education attainment levels as the overall population.4 In addition, 
it is uncertainty of expenses (not income), which has been found to primarily drive 
payday consumption.5 We posit that payday borrowers have relatively stable incomes,
since the requirements for a payday loan include a bank account and a regular paycheck
or other source of income. 

In summary, while Morgan’s attempts to define these murky topics are certainly 
commendable, the narrow interpretations of family welfare and likely payday borrowers 
make it impossible to draw broad conclusions regarding the impact of payday lending on 
the welfare of “risky” households. The author concedes this point in the Conclusion, in 
which he states, “…perhaps payday loans help risky households better manage their 
finances? It will take more data to confirm that particular conjecture…”6

3. PURPORTED LINK BETWEEN PAYDAY STORE SATURATION AND 
LOWER COSTS IN CONFLICT WITH REGULATOR DATA AND OTHER 
RESEARCH.

Morgan’s finding that “payday loan rates and fees decline significantly as the number of 
payday lenders…increase” is contradicted by a number of other studies that strongly 
suggest state rate caps determine the typical payday loan fee.  For example:

In 2005 researchers affiliated with the Federal Deposit Insurance Corporation (FDIC) 
analyzed a random, national sample of 600 payday stores and found that payday 
lenders charged an effective annual percentage rate (APR) near the state statutory
limit.  These researchers concluded that “competition does not appear to affect fees
charged in the way [one] normally thinks that competition will affect loan market
interest rates.”7

Similarly, researchers at the University of North Carolina while reviewing regulator-
collected data on NC-based payday firms noted in 2003 that a payday loan’s APR is 
mostly a function of loan term because “most companies charge the maximum fees 
permitted by law.”8

In a 2004 analysis of Colorado payday lending data, Chessin found that a borrower’s 
payday lending costs appear to be inelastic with 89.27 percent of all loans charging 
the state’s maximum permissible rate.  In fact, Chessin noted that despite an increase 
from 212 locations in 2000 to 616 locations at the end of 2004 (i.e. more stores per 
capita), the frequency of loans charged at the state limit increased albeit modestly
from 89.27 percent in 2002 to 92.75 percent in 2004.9
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One other issue with Morgan’s analysis is his comparison of reported fees from 2001 
with stores per capita from 2005.  Given that the industry’s regulatory landscape has 
changed rather dramatically since 2001 (as previously noted) and the total national 
number of payday loan shops has increased from some 10,000 in the beginning of 2001 
to 23,000 shops thru 2005,10 any comparison between fees charged in 2001 and storefront 
saturation in 2005 would likely be strained. 
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Appendix

Morgan identifies many states as not allowing payday lending in 2001 that were among
the most payday saturated during that period. Each of the states listed below was 
categorized in Defining and Detecting Predatory Lending as a non-authorizing state. 

North Carolina was one of the most payday-saturated states in the nation at the 
time, with over 500 storefronts.11 Even when the law authorizing payday lending 
expired at the end of August 2001, payday lending continued in the state unabated 
due to rent-a-bank charters. In 2005, an estimated 385 payday loan stores 
continued to operate in the state.12 Not until a March 2006 Attorney General 
settlement agreement did payday lending effectively end in North Carolina.13

Indiana was found to have a thriving $510 million a year payday loan industry
operating within its borders in this time period, with an estimated 500 payday 
store locations throughout the state.14

Arkansas passed a law authorizing payday lending in 1999. Despite a court 
challenge in 2001 because of the law’s conflict with a state constitutional interest
limitation of seventeen percent per annum, payday licenses were still granted and 
businesses continued to operate. In 2004, 275 payday stores were operating in 
Arkansas and these loans continue to be made in that state to this day.15

Michigan’s Attorney General reported about 650 payday lending storefronts in 
2001.16

In New York, the state regulator found thirty-two Internet payday lenders making
payday loans to New Yorkers in 2000, many of which were partnered with 
County Bank, a Delaware state-chartered bank.17  Attorney General Spitzer later
sued and successfully shut down these arrangements along with the FDIC actions 
to halt these abuses of a bank charter. 

A 2001 survey found that payday loans were made by storefronts in Georgia and 
Virginia at triple-digit APRs through partnership with banks primarily located in 
Delaware.18

In Pennsylvania, the Attorney General in 1999 stated his approval of payday 
stores operating there through the bank agency model despite being in excess of 
usury limits.19

In West Virginia, First American Cash Advance opened it first stores in 2001 and 
quickly grew to 11 payday shops.  Not until 2006 did the company suspend its 
operations in West Virginia.20
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Finally, legal challenges and regulatory interpretations enabled payday lending to 
continue in Alabama throughout 2001 despite loans exceeding the state’s small
loan interest rate cap.21

One of the largest payday lenders in the country—Advance America—has released its 
number of storefronts on a state-by-state basis for several consecutive years as part of its 
annual report. While this only documents one lender’s market presence by state in 2001, 
it plainly demonstrates how states identified by Morgan as having not authorizing payday 
lending in fact had significant numbers of payday shops in operation during this time
period.

State identified as “non-authorizing” in 
2001 by Morgan 

Advance America
locations in 2001 

Alabama 53
Arkansas 27
Georgia 67
Indiana 77
Michigan 27
North Carolina 124
Virginia 56

Just these seven “non-authorizing” states make up over a quarter of Advance America’s
total 1,558 locations in 2001. 

1 Further discussions of the bank agency model of payday lending can be found in Rent-a-Bank Payday
Lending: How Banks Help Payday Lenders Evade State Consumer Protections (at 
http://www.consumerfed.org/pdfs/paydayreport.pdf) and, more recently, in Georgia’s Payday Loan Law: A 
Model for Preventing Payday Lending (at 
http://www.responsiblelending.org/issues/payday/policy/page.jsp?itemID=29472890).
2 Appendix table from Advance America’s annual reports. On file with author.
3 FDIC Financial Institution Letter. Supervisory Policy on Predatory Lending, January 22, 2007. Available
at http://www.fdic.gov/news/news/financial/2007/fil07006.html.
4 The Community Financial Services Association released an Analysis of the Payday Advance Industry in
2001, which found that 27% of payday borrowers had at least some college and 11% held a college degree.
In comparison, they report that 28% of the total adult population had at least some college and 13% held a 
college degree.  A 2002 IO Data survey of 2,600 payday borrowers found that 34% had at least some
college and 21% held at least a college degree.
5 See findings from a 2002 IO Data survey of 2,600 payday borrowers commissioned by the Community
Financial Services Association of America (CFSA), which found that 52% of borrowers took out a payday
loan because of an unexpected expense and 10% because of an expected expense, compared to 18% that
had a temporary reduction in income.
6 Defining and Detecting Predatory Lending, page 22.
7 From Payday Lending: Do the Costs Justify the Price, Mark Flannery and Katherine Samolyk, pg 9-10.
June 2005
8 From Payday Lending: A Business Model that Encourages Chronic Borrowing.  Michael Stegman and 
Robert Faris, pg 23. Economic Development Quarterly, March 2003
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9 From Borrowing Peter to Pay Paul: A Statistical Analysis of Colorado’s Deferred Deposit Loan Act,
400; 408-409.  Denver University Law Review, Vol. 83, Iss. 2
10 Stephens Inc. Presentation at CFSA Conference, March 2, 2006; Stephens Inc. Update on the Payday
Loan Industry: Observations on Recent Industry Developments, September 26, 2003.
11 From Rent-a-Bank Payday Lending: How Banks Help Payday Lenders Evade State Consumer
Protections, Consumer Federation of America and the U.S. Public Interest Research Group, November
2001. Available at http://www.consumerfed.org/pdfs/paydayreport.pdf.
12 From Race Matters: The Concentration of Payday Lenders in African-American Neighborhoods in North
Carolina, Center for Responsible Lending, March 2005. Available at
http://www.responsiblelending.org/issues/payday/reports/page.jsp?itemID=28012448.
13 Payday Lending on the way out in NC, press release by North Carolina Attorney General, March 1, 2006.
Available at 
http://www.ncdoj.com/DocumentStreamerClient?directory=PressReleases/&file=paydaylenders3.06.pdf
14 From Race Matters: The Concentration of Payday Lenders in African-American Neighborhoods in North
Carolina, Center for Responsible Lending, March 2005. Available at
http://www.responsiblelending.org/issues/payday/reports/page.jsp?itemID=28012448.
15 Payday Lenders in Arkansas: The Regulated and the Unregulated, Arkansans Against Abusive Payday
Lending, February 2006. Available at
http://www.stoppaydaypredators.org/pdfs/news%20articles/06_0200_Payday_U_Study.pdf.
16 Gregg Krupa, The Detroit News, "Payday Loans Trap Borrowers," August 19, 2001.
17 From Internet Payday Lending : How High-Priced Lenders Use the Internet to Mire Borrowers in Debt
and Evade State Consumer Protections, Consumer Federation of America, November 2004. Available at 
http://www.consumerfed.org/pdfs/Internet_Payday_Lending113004.pdf.
18 From Rent-a-Bank Payday Lending: How Banks Help Payday Lenders Evade State Consumer
Protections, Consumer Federation of America and the U.S. Public Interest Research Group, November
2001. Available at http://www.consumerfed.org/pdfs/paydayreport.pdf.
19 From Show Me the Money! A Survey of Payday Lenders and Review of Payday Lender Lobbying in State
Legislatures, Consumer Federation of American and the U.S. Public Interest Research Group, February
2000. http://www.uspirg.org/uploads/0J/JI/0JJIxjolTQlIpsOOhaP_dg/showmethemoneyfinal.PDF.
20 Greg Hohmann, Charleston Daily Mail, “State’s only payday lender leaves the area,” October 27, 2006 
at http://www.pliwatch.org/news_article_061027A.html
21 From Show Me the Money! A Survey of Payday Lenders and Review of Payday Lender Lobbying in State
Legislatures, Consumer Federation of American and the U.S. Public Interest Research Group, February
2000.
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Appendix C 
 

Summary of Research on Payday and Car Title Lending, 1998-present, by 
Center for Responsible Lending  

Consumer Federation of America  
National Consumer Law Center  

 
A. Center for Responsible Lending 

 
1. Quantifying the Economic Cost of Predatory Payday Lending (Keith Ernst, John Farris and Uriah 

King, Dec 2003) 
� 91% of all payday loans are made to borrowers with five or more payday loans per year;  
� Two in three borrowers (66%) incur five or more payday loans per year, while nearly one 

in three (31%) receive twelve or more loans per year;  
� Borrowers, on average, receive 8 to 13 payday loans per year; and  
� 5 million payday borrowers are caught in this debt trap each year. 
 

2. Race Matters: The Concentration of Payday Lenders in African-American Neighborhoods in 
North Carolina (Uriah King, Wei Li, Delvin Davis and Keith Ernst, Mar 2005) 

� African-American neighborhoods have three times as many stores per capita as white 
neighborhoods. This disparity increases as the proportion of African-Americans in a 
neighborhood increases.  

� This three-fold disparity remains unchanged even when we control for the 
neighborhood characteristics of income, homeownership, poverty, unemployment rate, 
urban location, age, education, share of households with children, and gender. 

 
3. Car Title Lending Driving Borrowers to Financial Ruin (Amy Quester, CRL; Jean Ann Fox, CFA, Apr 

2005) 
� General description of the car title lending model, recommending the following: 

i. Establishing fair and affordable loan terms. 
ii. Protecting borrowers after default. 

iii. Closing loopholes to ensure consistent regulation. 
iv. Monitoring lenders through licensing, bonding, reporting, and examination 

requirements. 
v. Ensuring borrowers can exercise their rights. 

 
4.  Payday Lenders Target the Military (Ozlem Tanik, Sep 2005) 

� Active-duty military personnel are three times more likely than civilians to have taken 
out a payday loan.  

� One in five active-duty military personnel were payday borrowers last year.  
� Predatory payday lending costs military families over $80 million in abusive fees every 

year. 
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5. Financial Quicksand: Payday lending sinks borrowers in debt with $4.2 billion in predatory fees 
every year (Uriah King, Leslie Parrish and Ozlem Tanik, Nov 2006) 

� Ninety percent (90%) of payday lending revenues are based on fees stripped from 
trapped borrowers, virtually unchanged from our 2003 findings. The typical payday 
borrower pays back $793 for a $325 loan.  

� Predatory payday lending now costs American families $4.2 billion per year in excessive 
fees.  

� States that ban payday lending save their citizens an estimated $1.4 billion in predatory 
payday lending fees every year. 
 

6. Springing the Debt Trap: Rate caps are only proven payday lending reform (Uriah King and Leslie 
Parrish, Dec 2007) 

� The debt trap of payday lending persists even in states that have attempted to reform 
the practice. In these states, 90 percent of payday lending business is generated by 
trapped borrowers with five or more loans per year. More evidence that the debt trap 
persists:  

i. Over 60 percent of loans go to borrowers with 12 or more transactions per year; 
ii. 24 percent of loans go to borrowers with 21 or more transactions per year;  

iii. One of every seven Colorado borrowers have been in payday debt every day of 
the past six months; 

iv. Nearly 90 percent of repeat payday loans are made shortly after a previous loan 
was paid off. 4 Springing the Debt Trap: Rate caps are only proven payday 
lending reform  

� As implemented in any state, none of these restrictions have stopped payday lending 
from trapping borrowers in long-term debt:  

i. Renewal bans/cooling-off periods  
ii. Limits on number of loans outstanding at any one time  

iii. Payment plans  
iv. Loan amount caps based on a borrower’s income  
v. Databases which enforce ineffective provisions  

vi. Regulations that narrowly target payday loans  
� Those states which enforce a comprehensive interest rate cap at or around 36 percent 

for small loans have solved their debt trap problem; realizing a savings of $1.5 billion for 
their citizens while preserving a more responsible small loan market. 
 

7. High-Cost Payday Lending Traps Arizona Borrowers (Leslie Parrish, Sep 2008) 
� Over 700 payday lenders charging up to 459% annual percentage rate (APR) for a two-

week loan are located throughout Arizona; with the highest concentrations per capita in 
Pinal, Mohave, and Maricopa Counties.  

� A typical Arizona borrower pays an estimated $516 in fees for a $325 payday loan and 
still owes the $325 in principal. Overall, payday lending costs Arizona families nearly 
$149 million each year. Payday lending drains $91 million and $23 million from 
Maricopa and Pima County households, respectively.  
 

8. Wealth-stripping payday loans trouble communities of color (Aracely Panameno and Keith 
Corbett, Oct 2008) 
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� People of color have less wealth than their white counterparts, making them more 
vulnerable to predatory lending. This, in turn, threatens to further widen the wealth 
gap.  

� Research from several states suggests that people of color are disproportionately 
impacted by 400 percent APR payday lending. An examination of payday lending 
storefront locations in Maricopa and Pima Counties—in which over three-quarters of 
Arizona payday lenders are located—reveals a pattern of these stores clustering in 
communities of color.  
 

9. Predatory Profiling: The Role of Race and Ethnicity in the Location of Payday Lenders in 
California (Wei Li, Leslie Parrish, Keith Ernst, and Delvin Davis, Mar 2009) 

� Payday lenders are nearly eight times as concentrated in neighborhoods with the largest 
shares of African Americans and Latinos as compared to white neighborhoods, draining 
nearly $247 million in fees per year from these communities.  

� Even after controlling for income and a variety of other factors, payday lenders are 2.4 
times more concentrated in African American and Latino communities. On average, 
controlling for a variety of relevant factors, the nearest payday lender is almost twice as 
close to the center of an African American or Latino neighborhood as a largely white 
neighborhood.  

� Race and ethnicity play a far less prominent role in the location of mainstream financial 
institutions, such as bank branches. While race and ethnicity account for over half of the 
variation in payday lender location explained by neighborhood factors, they explain only 
one percent of the variation in bank branch locations. 
 

10. Phantom Demand: Short-term Due Date Generates Need for Repeats Payday Loans  (Leslie 
Parrish and Uriah King, Jul 2009) 

� The great majority of payday loans are originated shortly after a previous loan is paid 
back, with half of new loans opened at the borrower’s first opportunity, and 87 percent 
opened within two weeks. 

� Borrower churn inflates payday loan volume by over $20 billion each year, with three of 
every four loans generated by the debt trap. 

� This churning of loans to borrowers each pay period costs these households $3.5 billion 
in extra fees each year. 
 

11. High-Cost Payday Lending Traps Mississippi Borrowers (Jennifer Johnson, Jul 2010) 
� Over 900 payday lenders charging up to 572% annual percentage rate (APR) for a two-

week loan are located throughout Mississippi; with the highest concentrations per 
household in Tunica, Attala, and Leake Counties.  

� A typical Mississippi borrower pays an estimated $691 in fees for a $350 payday loan 
and still owes the $350 in principal. Overall, payday lending costs Mississippi families 
over $270 million each year. Payday lending drains $2.2 million and $3.9 million from 
Tunica and Attala County households, respectively.  
 

12. Payday Lenders Pose as Brokers to Evade Interest Rate Caps: The next chapter in payday lender 
subterfuge (Diane Standaert and Sara Weed, Jul 2010) 

� Payday lenders repeatedly attempt to dodge reforms 
� Payday loans brokered through credit repair laws perpetuate the debt trap 
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13. Payday Loans, Inc.: Short on Credit, Long on Debt (Uriah King and Leslie Parrish, Mar 2011) 

� The typical payday borrower remains in payday loan debt for much of the year, and 
many borrowers remain indebted in payday loans for extended periods of time. 

i. In their first year of payday loan use, borrowers are indebted an average of 212 
days. Over the full two-year period, borrowers are indebted a total of 372 days 
on average. 

� Payday borrowers’ loans increase in size and frequency as they continue to borrow. 
i. Those payday borrowers who continue to take out loans over a two year period 

have 12 payday transactions in their second year of borrowing, up from 9 
transactions in the first year. 

� A significant share of borrowers become late or default on their payday loan, triggering 
more fees and placing their bank account at risk.  

i. Over the first two years of payday loan use, 44 percent of borrowers will 
experience a “return event” or default in which they are cannot service their 
payday loan debt in a timely manner. 
 

14. Big Bank Payday Loans: High-interest loans through checking accounts keep customers in long-
term debt (Rebecca Borne, Joshua Frank, Peter Smith and Ellen Schloemer, Jul 2011) 

� Bank payday loans are very expensive, carrying an annual percentage rate (APR) of 365 
percent based on the typical loan term of 10 days.  

� “Short-term” bank payday loans often lead to a cycle of long-term indebtedness—on 
average, bank payday borrowers are in debt for 175 days per year (twice as long as the 
maximum length of time the FDIC has advised). 

� Nearly one-quarter of all bank payday borrowers are Social Security recipients, who are 
2.6 times as likely to have used a bank payday loan as bank customers as a whole. 
 

15. Driven to Disaster: Car-Title Lending and Its Impact on Consumers (Delvin Davis and Uriah King, 
CRL; Jean Ann Fox and Tom Feltner, CFA, Feb 2013) 

� • Approximately 7,730 car-title lenders operate in at least 21 states costing borrowers 
$3.6 billion each year in interest on $1.6 billion in loans.  

� The average car-title borrower renews their loan eight times, paying $2,142 in interest 
for $951 in credit.  

� Car-title loans’ annualized percentage rates (APR) are especially excessive considering 
the value of the collateral and the relatively low amount of the loan. In our borrower-
level data set, the median loan-to-value ratio was 26 percent, yet the APR was 300 
percent.  

� One in six borrowers in our data set also faced repossession, with repossession fees 
averaging half of the borrower’s outstanding loan balance. 
 

16. Triple-Digit Danger: Bank Payday Lending Persists (Rebecca Borné and Peter Smith, Mar 2013) 
� Bank payday loans carry an annual percentage rate (APR) that averages 225 to 300 

percent.  
� The median bank payday borrower took out 13.5 loans in 2011 and spent at least part of 

six months during the year in bank payday debt. Over a third of borrowers took out 
more than 20 loans, bringing the mean number of loans per borrower to 19. 
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� Bank payday borrowers are two times more likely to incur overdraft fees than bank 
customers as a whole.  

� Over one-quarter of all bank payday borrowers are Social Security recipients. 
 

17. State of Lending: Car-Title Lending (Susanna Montezemolo, Jul 2013) 
� Balloon payment car title loans lead to repeat borrowing, enforced by the threat of 

repossession. 
i. The typical TitleMax loan is refinanced 8 times. 

� Borrowers who take out the typical nine title loans in a year pay back over three times 
the amount borrowed: $3,391 in payments for a $1,042 loan. 

� Car-title lenders originate an estimated 2.0 million car-title loans each year worth $1.9 
billion in annual loan dollar volume, not including churn. Borrowers pay $4.3 billion in 
fees alone on these loans.  
 

18. State of Lending: Payday Lending (Susanna Montezemolo, Sep 2013) 
� Loan churn in states with no restrictions on payday lending costs borrowers at least $2.6 

billion in excess fees annually. 
� 16,341 payday stores are located in states without substantive restrictions on payday 

lending, with total loan dollar volume (including churn) of $19.9 billion and total fees 
collected of $3.4 billion. 

� The evidence shows that the majority of payday borrowers are trying to address budget 
gaps caused by recurring, everyday expenses; they are not trying to address the 
occasional emergencies payday lenders claim are the key reasons borrowers to take out 
loans. 

� 85% of loans go to borrowers with seven or more loans in a year, more than the 
maximum level of indebtedness recommended by the FDIC. 
 

19. State of Lending: Bank Payday Lending (Rebecca Borne and Peter Smith, Sep 2013) 
� Bank payday costs and loan term translate to an annual percentage rate (APR) ranging 

from 225% to 300%. 
� The median bank payday borrower took out 13.5 loans in 2011 and was in bank payday 

loan debt at least part of six months annually. The mean number of loans was 19. 
� Nearly two-thirds of bank payday borrowers incurred overdraft fees, and these 

borrowers were three times as likely to incur overdraft fees as bank customers as a 
whole. 

� Banks that permit installment repayment plans make these plans difficult to qualify for 
or obtain. 

� Banks’ cooling-off periods allow borrowers to become mired in a cycle of debt before 
the cooling-off period is triggered. 

� More than one-quarter of bank payday borrowers are Social Security recipients. 
 

20. Car Title Lending: Disregard for Borrowers’ Ability to Repay (May 2014) 
� Car title advertisements emphasize their lack of underwriting standards. 
� Car title lending leads to repeat refinancing and repossessions. 

 
21. Analysis: New State Data Show California Payday Lenders Continue to Rely on Trapping 

Borrowers in Debt (Paul Leonard and Graciela Aponte, Oct 2014) 
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� Payday lenders rely on borrowers who get stuck in a cycle of repeat borrowing.  
i. 76% percent of all payday loan fees are due to borrowers stuck in 7 or more 

payday loans per year.  
ii. 60% of payday loan fees are from borrowers with 10 or more loans in a year.   

� The long-term debt trap is the most typical borrower experience.  
i. Borrowers taking out 7 or more loans per year accounted for 45% of borrowers.  

ii. The “10 or more” loan category was the single largest, accounting for 29% of all 
borrowers. Conservatively, borrowers in this category received an average of 13 
loans annually, or more than one loan per month.  

� The debt trap in California is growing deeper: The number of borrowers with 10 or more 
loans in 2013 increased by 11 percent over 2012, even as the total number of payday 
loans declined slightly over the same period.  

� Payday loans that are used only occasionally – as they are advertised – account for only 
a small portion of payday lending business.  

i. Only 4 percent of all payday loan activity in 2013 was from borrowers with just 
one loan in 2013. These borrowers accounted for 22% of all borrowers.  

ii. Only 15 percent of all payday loan activity in 2013 was from borrowers with 4 or 
fewer loans. 
 

22. Payday Mayday: Visible and Invisible Payday Lending Defaults (Susanna Montezemolo and Sarah 
Wolff, Mar 2015) 

� Nearly half of all payday borrowers defaulted within two years of their first loan.  
� Of borrowers who defaulted, nearly half did so within the first two payday loans.  
� Default does not necessarily signal the end of payday borrowing, with many defaulters 

going on to repay their loan and even borrow (and possibly default) again at a later 
date.  

� Nearly one in five borrowers had a loan charged off by the lender. 
� One-third of payday borrowers experienced at least one invisible default in which their 

account was overdrawn on the same day that they made a payment to a payday lender.  
� For payday borrowers, overdrafts and bounced transactions frequently occurred close in 

time to the use of payday loans. Nearly half of payday borrowers incurred an overdraft 
or NSF fee in the two weeks after a payday loan transaction, and 64% paid overdraft or 
NSF fees at some point. 
 

23. Payday and Car Title Lenders’ Migration to Unsafe Installment Loans (Diane Standaert and Peter 
Smith, Oct 2015) 

� Evidence of payday and car title lenders offering more installment loan products. 
� Installment loans show evidence of unaffordability: repeat borrowing, delinquencies, 

and defaults. 
 

24. The Buckeye Burden: An Analysis of Payday and Car Title Lending in Ohio (Diane Standaert and 
Delvin Davis, Nov 2015) 

� There are 836 storefronts in Ohio that make payday or car title loans, the majority of 
which (59%) offer both forms of high-cost loans.  

� Payday and car title loans drain more than $502 million in predatory loan fees from 
Ohioans annually, twice as much as what payday loans drained in 2005.  
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� Larger, longer-term payday and car title loans with triple-digit interest rates further 
expose Ohioans to the harms of unaffordable loans secured by their bank accounts and 
cars. 
 

25. Predatory Payday and Larger Installment Loans Overshadow Emerging Market for Smaller, Less 
Expensive Installment Loans in California (Paul Leonard, Dec 2015) 

� Payday lenders rely on borrowers who get stuck in a cycle of repeat borrowing. 76% 
percent of all payday loan fees are due to borrowers stuck in 7 or more payday loans per 
year. 60% of payday loan fees are from borrowers with 10 or more loans in a year.   

� Not only do these high-cost lenders charge triple-digit rates, but several of them report 
high charge-off rates. 

� Surge of small loans between $250 and $2,500 shows promising possibilities for 
California’s small dollar loan pilot programs, increasing 116% from 2009 to 2014. 
 

26. Perfect Storm: Payday Lenders Harm Florida Consumers Despite State Law (Brandon Coleman 
and Delvin Davis, Mar 2016) 

� Florida’s payday loan law – passed in 2001 and sold as a measure to prevent the debt 
trap – fails to stop the wealth stripping effects of payday loans with APRs averaging 
278%.  

� With more payday loan stores than Starbucks, payday lenders have stripped over $2.5 
billion in fees from Floridians since 2005, with over $311 million collected last year 
alone.  

� Payday loans to trapped borrowers generate the majority of payday loan volume. Last 
year, over 83% Florida payday loans were to Floridians stuck in 7 or more loans.  

� The economic drain of payday lending is disproportionately concentrated in Florida’s 
black and Latino communities, and has seen significant growth among senior citizens 
 

27. Payday and Car Title Lenders Drain $8 Billion in Fees Every Year (Diane Standaert and Delvin 
Davis, May 2016) 

� Payday loans drain over $4.1 billion in fees a year from people in the 36 states that allow 
triple-digit interest rate payday loans.  

� Car title loans drain approximately $3.9 billion in fees annually from people in 23 states. 
 

28. States without Payday and Car-title Lending Save $5 Billion in Fees Annually (Delvin Davis and 
Susan Lupton, Jun 2016) 

� Estimates that states without payday and car title have saved nearly $5 billion a year in 
fees annually – $2.2 billion from payday lending, plus another $2.8 from car title 
lending. 
 

29. Shark-Free Waters: States are Better Off without Payday Lending (Robin Howarth, Delvin Davis 
and Sarah Wolff, Aug 2016) 

� State payday loan bans save consumers more than $2.2 billion annually in fees that 
would otherwise be paid to payday lenders.    

� Payday loan restrictions do not force consumers to use products that cause greater 
harm than payday loans. Borrowers in states without payday loans employ a variety of 
strategies to address a cash flow shortfall at a fraction of the cost of payday loans.    
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� In addition to protecting consumers from the high costs of payday loans, state payday 
lending restrictions also help borrowers by preventing the long-term harms associated 
with these loans. These harms include: increased difficulty paying bills, delayed medical 
spending, involuntary bank account closure, higher likelihood of filing for bankruptcy, 
and decreased job performance.  

� Finally, there is broad public support for maintaining the rate caps in states that prevent 
the harms of the typical 400% payday loan, both from citizens at large and from former 
payday borrowers.   

  
 
B. Consumer Federation of America 

 
1. The Growth of Legal Loan Sharking: A Report on the Payday Loan Industry (Jean Ann Fox, Nov 

1998) 
� Explains the different aspects of the payday loan industry, and the debt treadmill. 
� Recommends states enforce usury laws, forbid rollovers, and that Congress close any 

legal loopholes. 
 

2. Safe Harbor for Usury: Recent Developments in Payday Lending (Jean Ann Fox, Sep 1999) 
� Overview of payday lending, and its growth on a state level, recommending: 

i. Congress should close the national bank exportation loophole and protect 
consumers. 

ii. States should maintain and enforce interest rate caps for small loans. 
iii. States should strengthen existing state payday loan laws. 

 
3. Show Me The Money!: A Survey of Payday Lenders and Review of Payday Lender Lobbying in 

State Legislatures (Jean Ann Fox, CFA, and Edmund Mierzwinski, US PIRG, Feb 2000) 
� Payday loans are being made in states despite usury ceilings. 
� Payday lenders using national bank charters to avoid state regulation. 
� Stores did not quote APR on payday loans. 
� Payday lenders appear to exceed fee limits. 
� Danger of additional bounced check (NSF) fees. 
� Cost of loan often confused by fees based on total check or total loan. 

 
4. Rent-A-Bank Payday Lending: How Banks Help Payday Lenders Evade State Consumer 

Protections (Jean Ann Fox, CFA, and Edmund Mierzwinski, US PIRG, Nov 2001) 
� Payday lending continues its rapid growth and expansion into more states. 
� State lawmakers and regulators are showing increasing resistance to legalizing triple 

digit interest loans based on checks held for future deposit. 
� The payday loan industry is attempting to avoid state consumer protection laws by 

partnering with banks, while states step up efforts to enforce state laws. 
� CFA and PIRG staff and volunteers surveyed 235 payday lenders doing business in 20 

states and the District of Columbia. The survey included stores in six states that 
effectively prohibit payday lending through usury regulation (Category 1 states), in two 
states with no law (Category 2 states) and 12 states where payday lending is authorized 
and regulated (Category 3 states). 
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� Payday lenders surveyed charge consumers an average Annual Percentage Rate (APR) of 
470% and an average fee of $18.28 to borrow $100 for two weeks. APRs ranged from 
182%-910% and fees ranged between $10-$35 per $100 borrowed. 

� Fifteen percent (15%) of payday lenders in states that cap fees quoted rates higher than 
allowed by law in that state and an additional 38% of payday lenders quoted rates 
exactly at the allowable APR. 

� The most common APR found was 390% APR, imposed by 30% of all stores. The next 
most common APR found was 520%, imposed by 18% of all stores. An additional 21% of 
stores charged APRs clustered narrowly between 442-459%. 

� One-third (33%) of all stores imposed APRs greater than 500%. The following chart 
shows the range of APRs found for the 233 of 235 stores where enough information was 
provided to calculate an APR. 

� Fifteen percent (15%) of payday lenders in states that cap fees quoted rates higher than 
allowed by law in that state and an additional 38% of payday lenders quoted rates 
exactly at the allowable APR.  

� The most common APR found was 390% APR, imposed by 30% of all stores. The next 
most common APR found was 520%, imposed by 18% of all stores. An additional 21% of 
stores charged APRs clustered narrowly between 442-459%. 

� One-third (33%) of all stores imposed APRs greater than 500%. The following chart 
shows the range of APRs found for the 233 of 235 stores where enough information was 
provided to calculate an APR. 

 
5. Unsafe and Unsound: Payday Lenders Hide Behind FDIC Bank Charters to Peddle Usury (Jean 

Ann Fox, Mar 2004) 
� Banks continue to play a major role in enabling payday loan chains to evade state usury, 

small loan and payday loan laws. Ten state-chartered FDIC supervised banks are the only 
financial institutions known to be partnering with pawn chains, check cashers, and 
payday lenders, following regulatory action by the Comptroller of the Currency, Office of 
Thrift Supervision, and Federal Reserve. 

� The Federal Deposit Insurance Corporation, the last bank regulator to issue payday loan 
enforcement guidelines for banks that partner with payday lenders, has taken no 
payday loan guideline enforcement action involving state-chartered FDIC supervised 
banks. Since the FDIC guidelines were issued in July 2003, three more FDIC regulated 
banks have entered into partnerships with payday lenders. The FDIC permitted a Federal 
Reserve-member bank to switch regulators in order to continue its lucrative payday loan 
business.  

� The payday loan industry’s goal is safe harbor legislation in every state. Currently 33 
states and the District of Columbia authorize payday loans by law or regulation, and two 
additional states have no usury limits for small loans by licensed lenders. Fifteen states 
prohibit payday lending through operation of usury or loan laws and a growing number 
of states prohibit retailers from brokering loans for out-of-state banks. 

� Payday lenders face growing resistance from state legislatures, especially in states 
where loans are not legal. In 2004 the Michigan Governor vetoed a safe harbor bill and 
Georgia legislators passed a tough anti-payday loan enforcement bill. 

� Industry analysts in early 2003 reported a 50 percent increase in the number of payday 
loan outlets as of since year-end 2000 and double the fee revenue. Growth in industry 
size is fed by additional states authorizing payday lending, expansion of lending into 
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states through rent-a-bank arrangements and other devices as well as repeat borrowing 
by current customers. 
 

6. Internet Payday Lending: How High-Priced Lenders Use the Internet to Mire Borrowers in Debt 
and Evade State Consumer Protections (Jean Ann Fox and Anna Petrini, Nov 2004) 

� Payday lending has expanded from check cashing outlets, pawn shops and payday loan 
outlets to the Internet. Loans are marketed, delivered and collected online at rates and 
terms that mire cash-strapped consumers in repeat borrowing at extremely high costs. 
Finance charges are in the $25 (650% APR) to $30 (780% APR) per $100 borrowed range, 
with built in loan flipping in many contracts. 

� Web sites marketing and/or delivering small loans are growing rapidly, with numerous 
referral sites feeding applications to actual lenders. Lenders are hard to locate, identify 
or contact. Some are licensed in their home states, while others hide behind anonymous 
domain registrations or are located outside the United States.  

� Banks are involved in Internet payday loans through the Automated Clearing House 
System (ACH) used to electronically deliver loans to consumers’ bank accounts and to 
withdraw payments. County Bank of Rehoboth Beach, DE, participates directly in 
Internet payday lending. 

� Internet payday lenders bypass state usury laws and consumer protections by locating 
in lax regulatory states and making loans without complying with licensing requirements 
or state protections in the borrower’s home state. State regulators, notably in Kansas, 
New York and Colorado, are beginning to enforce state usury and small loan laws 
against lenders making loans online to state consumers.  

� Payday loan applications made online expose consumers to privacy and security risks as 
bank account numbers, Social Security numbers, and other personal financial 
information are transmitted to lenders, often over unsecure web links. Privacy policies 
do not protect privacy. 

� Federal electronic banking laws and industry self-regulatory rules for use of the 
Automated Clearing House (ACH) system do not adequately protect consumers who use 
electronic fund transfers to borrow and repay loans from bank accounts. 
 

7. Car Title Lending Driving Borrowers to Financial Ruin (Amy Quester, CRL; Jean Ann Fox, CFA, Apr 
2005) 

� General description of the car title lending model, recommending the following: 
i. Establishing fair and affordable loan terms. 

ii. Protecting borrowers after default. 
iii. Closing loopholes to ensure consistent regulation. 
iv. Monitoring lenders through licensing, bonding, reporting, and examination 

requirements. 
v. Ensuring borrowers can exercise their rights. 

 
8. Driven into Debt: CFA Car Title Loan Store and Online Survey (Jean Ann Fox and Elizabeth Guy, 

Nov 2005) 
� Title loans are extremely expensive. Title loan stores charge a median 25 percent per 

month finance charge, which translates to 300 percent annual interest, plus additional 
fees averaging $25 per loan. Online title lenders quote rates of 24 to 651.79 percent APR 
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for loans fully secured by the title to the borrower’s paid for car, but the low rate is 
charged by a lender that charges high fees for additional products.  

� Title loans trap borrowers in perpetual debt. Lenders don’t run credit checks or base 
loans on the borrower’s ability to repay. Loans are generally due in one month, with 
interest only renewals available. Since most lenders hold a duplicate set of car keys, 
non-judicial repossession is easy.  

� Title lenders structure their loans to evade state usury or small loan rate caps. In 
California and South Carolina, loans start at dollar amounts just above the cut-off for 
small loan rate caps. In Virginia, Iowa and Kansas, title loans are claimed to be open-
ended credit to benefit from the deregulation of credit cards in those states. Title 
lenders making loans via the Internet export high cost loans to consumers in protected 
states by using dubious choice of law claims from states with no rate caps. 

� Title loans are over-secured. Title lenders loan a fraction of the value of the car used to 
secure the loan, with the most frequent loan-to-value set at 50 to 55 percent of the 
car’s value, a higher percentage than we expected. In Virginia, many title lenders will 
loan up to 100 percent of the value of the car. 

� Information necessary to make an informed credit decision is hard to come by. Only 
four title loan websites disclosed an annual percentage rate prior to applications being 
submitted. Store personnel often quoted monthly finance charges as an interest rate 
instead of the federally required annual percentage rate. Store clerks gave confusing 
and contradictory cost information. Consumers were only able to obtain reliable pre-
loan information in states that require licensees to post rates and fees or to provide 
brochures on consumer rights. 

� Rate regulation is necessary to reduce the price of loans. Store surveys found the lowest 
rates in Arizona, where rates are capped at no more than 17 percent per month on 
loans up to $500, and at lower levels for larger loans. In states with high rate caps, title 
lenders with few exceptions charged the legal maximum. Rates were highest in states 
with no rate caps, such as Illinois, where the annualized rates ranged from 300 to 470 
percent or New Hampshire where title loans cost 300 to 366.9 percent. 

� Permissive state laws and lender exploitation of loopholes and gaps in protections leave 
vulnerable consumers exposed to high risk title loans. Title lending passes for pawn 
transactions in Georgia and Alabama as a result of court decisions that have not led to 
corrective state laws. Almost half the states permit predatory title lending, either 
through weak authorizing laws or failure to close loopholes. 

� State laws set the stage for title loan debt traps by setting high maximum loan ceilings 
and permitting one-month balloon payments. For example, Tennessee and Mississippi 
permit loans as large as $2,500 to be due in 30 days. New Hampshire caps its title loans 
at $10,000 with no rate cap and permits 11 loan renewals with only five percent 
reductions in the original principle each time, resulting in a balloon payment at the end. 
Georgia sets a 30 day loan but fails to limit loan size. 

� Internet title loans may deprive consumers of home state law protections. Some online 
lenders claim choice of law contract terms from states, such as New Mexico and 
Delaware, with lax credit laws. Consumers who live in states with protective credit and 
pawn laws are exposed to online title loan abuses. 
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9. Cashed Out: Consumers Pay Steep Premium to ‘Bank’ at Check Cashing Outlets (Jean Ann Fox 
and Patrick Woodall, Nov 2006) 

� Cost to Cash Benefit Checks Increased: In 2006, the 2.44 percent charged by average 
check cashing outlets to cash Social Security checks was 15.6 percent more expensive 
than the 2.11 percent charged a decade earlier. The 2006 rate was 
significantly (53 percent) higher than the 1.59 percent charged in 1987.2 On average, it 
costs $24.45 on average to cash a $1,002 Social Security check in 2006. 

� Cost to Cash Paychecks Grows: The cost to cash hand-written paper checks has grown 
steadily over the past two decades. In 2006, the 4.11 percent charge to cash a paper 
payroll check was 75.6 percent higher than the 2.34 percent charged in 1997 and 152.7 
percent higher than the 1.62 percent charged to cash a paycheck in 1987. A blue-collar 
worker using check cashing outlets to cash their paycheck pays an average $19.66 every 
week to cash a $478.41 check. 

� Payday Loans at Check Cashing Outlets are Expensive: Two-thirds of check  cashers in 
states that authorize them also make payday loans, cash loans based on the borrower’s 
personal check held for future deposit by the lender. Typical loans are for over $300, 
due on the borrower’s next payday, and cost $15 to $30 per $100 loaned or 390 to 780 
percent annual percentage rate. Average payday loans at check cashing outlets were 
offered with more than 400 percent annual percentage rate. To qualify for a payday 
loan, a consumer only needs a bank account and a source of income. 
 

10. CFA Survey of Online Payday Loan Websites (Jean Ann Fox and Catherine B. Bourke, Aug 2011) 
� Lenders require electronic access to borrowers’ bank accounts. Instead of holding a 

paper check to secure payment of loans made at payday loan stores, Internet lenders 
gain authorization to electronically deposit loan proceeds and withdrawn payments 
directly from borrowers’ bank accounts. 

� Borrowers complete online applications and provide Social Security numbers, bank 
account and bank routing numbers in online applications. 

� Surveyed loan size ranges from $100 to $1500, with payment/s due on the borrower’s 
next payday with loan terms ranging from five to thirty days. 

� Typical cost of a $500 loan is $125 or 652% APR for a two-week loan. Surveyed loan cost 
ranged from a low of 378% in Kansas to 780% charged by six lenders. 

� The default payment plan for most sites is to pay the finance charge only, with no 
reduction in loan principal for several paydays. To initiate payment in full, a borrower 
has to notify the lender days before the due date to request the lender to withdraw the 
full amount. 

� While some lenders purport to be state-licensed and to comply with state rate caps and 
loan terms, many online lenders claim choice of law from states with no rate caps or 
from foreign countries. A growing number of online lenders claim to be exempt from 
state law enforcement due to tribal sovereign immunity. 

� Online lenders pay up to $110 for referrals of qualified loan applications from lead 
generators or affiliate marketers and some lenders encourage borrowing by offering 
discounts on the initial loan. Online lenders that make loans in states where licensed 
typically also link applicants to lead generators when applications come from states they 
do not serve. 
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11. The Military Lending Act Five Years Later: Impact on Servicemembers, the High-Cost Small Dollar 
Loan Market, and the Campaign against Predatory Lending (Jean Ann Fox, May 2012) 

� MLA largely successful in curbing abusive lending as defined by DOD. 
� Restrictive definitions of “consumer credit” in DOD rules left loopholes to be exploited. 
� Problematic credit products not included in covered credit definitions. 
� Bank credit products similar to payday lending excluded by DOD rule. 
� MLA ban on state discrimination against non-resident military borrowers not effective. 
� Enforcement tools need to be updated to uniformly deliver MLA protections. 
� Ban on securing loans with allotments does not apply to all forms of credit. 
� The MLA has had a major impact on the policy debate about predatory small dollar 

lending and was a major factor in the reversed trend in states legalizing payday loans. 
 

12. Driven to Disaster: Car-Title Lending and Its Impact on Consumers (Delvin Davis and Uriah King, 
CRL; Jean Ann Fox and Tom Feltner, CFA, Feb 2013) 

� Approximately 7,730 car-title lenders operate in at least 21 states costing borrowers 
$3.6 billion each year in interest on $1.6 billion in loans.  

� The average car-title borrower renews their loan eight times, paying $2,142 in interest 
for $951 in credit.  

� Car-title loans’ annualized percentage rates (APR) are especially excessive considering 
the value of the collateral and the relatively low amount of the loan. In our borrower-
level data set, the median loan-to-value ratio was 26 percent, yet the APR was 300 
percent.  

� One in six borrowers in our data set also faced repossession, with repossession fees 
averaging half of the borrower’s outstanding loan balance. 
 

13. Wrong Way: Wrecked by Debt – Auto Title Lending in Arizona (Jean Ann Fox, CFA, and Kelly 
Griffith, Southwest Center for Economic Integrity, Jan 2016) 

� One hundred companies operated 633 licensed title lender locations in Arizona mid-
2015. This is a conservative count since we identified several unlicensed title lenders 
that have Electronic Lien and Title numbers to access records at the Arizona Motor 
Vehicle Department or that advertise in Arizona.  

� Arizona has the seventh most concentrated title loan market in the country, with one 
outlet for every 8,072 adults. The number of title loan outlets grew from just 159 
locations for current companies in 2008 to over 630 in 2015 and now exceeds the 
number of payday lenders that surrendered their licenses in 2010. 

� Mapping of title lender locations in Phoenix and Tucson illustrate that title lenders are 
concentrated in vulnerable communities and overlap former payday lender outlets.  

� If Arizona is typical of the other 24 states where title lending operates legally, 190,000 to 
285,000 Arizona consumers use title loans per year, or 4 to 5.5 percent of adults.  

� If Arizona is similar to Virginia, title lenders take in $316.5 million in revenue per year. 
� Lenders make both title-secured loans to consumers who own their vehicles free and 

clear and “registration” loans to borrowers who do not hold clear titles. These loans 
have many similarities to now-defunct payday loans.  

� Risks to title loan borrowers include repossession of vehicles, deficiency judgments 
when sale of repossessed property does not cover the amount owed plus costs, and 
lawsuits when borrowers default and lenders sue instead of repossess vehicles.  
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� If Arizona repossession rates are similar to those reported by regulators in Virginia, it is 
likely that 25,320 borrowers lost their vehicles to repossession last year, based on 633 
title loan locations in Arizona and 40 repossessions per store. Currently, the AZDFI does 
not report repossession data.  

� Several lenders require borrowers to provide access to their bank accounts as back-up 
payment, a feature of payday lending.  

 
C. National Consumer Law Center 

 
1. Stopping the Payday Loan Trap: Alternatives that Work, Ones that Don’t (Lauren Saunders, Leah 

Plunkett, Carolyn Carter, June 2010) 
� Several myths surround payday loan alternatives: 

i. The myth that any alternative that is slightly cheaper than a traditional payday 
loan is a good alternative. An affordable alternative must be just that: 
affordable. 

ii. The myth that any loan that does not give the lender excessive profits is a 
responsible loan. Loans should be judged by their impact on the borrower, not 
on the lender’s bottom line.  

iii. The myth that a payday loan alternative needs to look like a payday loan. That 
claim is a self-serving justification for offering a loan with such a high fee 
structure and short repayment period that it is unaffordable.  

iv. The myth that expensive loans must be tolerated because there is demand for 
them and we should not restrict access to credit. Harmful forms of credit should 
be restricted.  

� To be truly affordable and avoid the pitfalls of traditional payday loans, an alternative 
product must: 

i. Have an annual percentage rate (APR), including fees, of 36% or less; 
ii. Have a term of at least 90 days, or one month per $100 borrowed; 

iii. Require multiple installment payments rather than a single balloon payment;  
iv. Not require that the borrower turn over a post-dated check or electronic access 

to a bank account. 
 

2. Why 36%?: The History, Use, and Purpose of the 36% Interest Rate Cap (Lauren Saunders, Apr 
2013) 

� History behind the 36% usury rate cap, and its impact on loan affordability. 
� Records states that cap payday loans at 36% or less. 

 
3. Big Data A Big Disappointment For Scoring Consumer Credit Risk (Persis Yu and Jillian 

McLaughlan, March 2014) 
� Conducted survey of data brokers, finding concerning amounts of inaccuracies and 

incomplete information.  This would impact assessments of income and credit based on 
this data. 

� We should consider big data brokers as subject to regulation under the Fair Credit 
Reporting Act. 

� Also, regulators should examine how the impacts of big data collection could 
disproportionately impact groups protected under the Equal Credit Opportunity Act. 
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4. Payday Lender Prepaid Cards: Overdraft and Junk Fees Hit Cash-Strapped Families Coming and 

Going (Lauren Saunders, Jul 2015) 
� Payday lender prepaid cards allow payday lenders to take advance authorization to 

debit the card on the consumer’s payday. 
� Payday lender prepaid cards can overdraft and charge overdraft fees. 
� NetSpend made $50 million or more in overdraft fees last year. 
� Payday lender prepaid cards have unusual fees triggered by payday loans. These fees 

are generally not found on mainstream prepaid cards:  
i. $1 to $14.95 for declined automated clearinghouse (ACH) payments.  

ii. $10 to $25 to stop recurring payments. 
iii. On one card, $4.95 for a successful payday loan payment. 

 
5. Installment Loans: Will States Protect Borrowers from a New Wave of Predatory Lending? 

(Lauren Saunders, Margot Saunders, Carolyn Carter and Andrew Pizor, Jul 2015) 
� For a $500 closed-end installment loan, with all fees included: 

i. In 19 states and the District of Columbia, the full APR is 16% to 36%, 
ii. 13 states allow interest and fees that can bring the full APR as high as 54%, 

iii. 10 states allow fees that can potentially bring the full APR for a $500 loan up to 
between 61% and 116%, 

iv. 4 states place no cap on the interest rate except that it cannot be 
unconscionable–so one-sided that it shocks the conscience, and 

v. 4 states have no rate cap or ban on unconscionability at all. 
� For a $2,000 closed-end installment loan: 

i. 31 states and the District of Columbia cap the full APR at 17% to 36%, 
ii. 6 states allow just a bit more (38% to 41%) 

iii. 2 states allow rates and fees that can bring the full APR as high as 82%, 
iv. 6 states place no cap on the interest rate except that it cannot be 

unconscionable,  
v. 5 states have no rate cap at all. 

� Of the 44 states whose non-bank lending statutes specifically allow open-end credit: 
i. 14 states fail to cap rates for a $500 cash advance and 16 fail to cap rates for a 

$2000 advance. 
ii. 14 states have rate caps but do not have unambiguous, airtight caps on the fees 

that lenders can impose for a $500 cash advance, and 13 fall into this category 
for a $2000 advance. 

iii. For a $500 cash advance, 7 states cap it between 39% and 54%, 4 cap it at 59% 
to 89%, and Tennessee caps it at 279%. 

iv. For a $2,000 cash advance, 11 states cap the full APR at 36% or less, 3 states cap 
it between 39% and 42%, and Tennessee caps it at 279%. 
 

6. Misaligned Incentives: Why High Rate Installment Lenders Want Borrowers Who Will Default 
(Lauren Saunders, Margot Saunders and Carolyn Carter, Jul 2016)  

� As long as the borrower pays long enough before defaulting, a high-rate installment 
loan will be profitable. If the borrower makes even half the payments on a longer term 
high-rate installment loan, the lender may receive sufficient cash flow to recover the 
amount loaned and another 50% or more, likely more than enough to turn a profit. 
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� A borrower who defaults later can be a more profitable customer than one who prepays 
the loan in full too early. Tighter underwriting can lead to borrowers who are able to 
repay early, generating less revenue than a consumer who struggles for months or years 
to make payments and then ultimately defaults.  

� While the lender may have a successful experience, default causes a cascade of 
devastating consequences that are likely to plague the consumer for a lifetime. 

� After 20 months of payments, less than halfway through the loan, the consumer has 
paid over $4,331 yet reduced the loan balance by only $391. 

 


