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STATE OF MAINE
_____
IN THE YEAR OF OUR LORD
TWO THOUSAND TWENTY-ONE
_____
S.P. 205 - L.D. 522
An Act To Protect Consumers against Predatory Lending Practices
Be it enacted by the People of the State of Maine as follows:

Sec. 1. 9-A MRSA Art. 2, Pt. 7 is enacted to read:
PART 7
FRAUDULENT PRACTICES
§2-701. Engaging in pretense to evade requirements of this Article prohibited
An entity covered by this Article may not engage in any device, subterfuge or pretense
to evade the requirements of this Article, including, but not limited to, making a loan
disguised as a personal property sale and leaseback transaction, disguising loan proceeds
as a cash rebate for the pretextual installment sale of goods or services or making, offering,
assisting or arranging a debtor to obtain a loan with a greater rate of interest, consideration
or charge than is permitted by this Article through any method. A loan made in violation
of this Part is void and uncollectible as to any principal, fee, interest or charge.
§2-702. Purporting to act as agent or service provider for another entity exempt from
this Article
A person is a lender subject to the requirements of this Article notwithstanding the fact
that the person purports to act as an agent or service provider or in another capacity for
another entity that is exempt from this Article, if, among other things:
1. The person holds, acquires or maintains, directly or indirectly, the predominant
economic interest in the loan;
2. The person markets, brokers, arranges or facilitates the loan and holds the right,
requirement or first right of refusal to purchase the loan or a receivable or interest in the
loan; or
3. The totality of the circumstances indicate that the person is the lender and the
transaction is structured to evade the requirements of this Article. Circumstances that weigh
in favor of a person being a lender include, without limitation, when the person:
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A. Indemnifies, insures or protects an exempt entity for any costs or risks related to
the loan;
B. Predominantly designs, controls or operates the loan program; or
C. Purports to act as an agent or service provider or in another capacity for an exempt
entity while acting directly as a lender in other states.

Sec. 2. 9-A MRSA §5-201, sub-§2, as amended by PL 1993, c. 496, §1, is further
amended to read:
2. If a creditor has violated the provisions of this Act applying to authority to make
supervised loans, section 2 301, the debtor is not obligated to pay any application fee,
prepaid finance charge or closing cost, nor the loan finance charge owed for the first 12
months of the loan. If the debtor has paid any part of the application fee, prepaid finance
charge, closing cost or loan finance charge owed for the first 12 months of the loan, the
debtor has a right to recover the payment from the person violating this Act or from an
assignee of that person's rights who undertakes direct collection of payments or
enforcement of rights arising from the debt. With respect to violations arising from loans
made pursuant to open-end credit, no action pursuant to this subsection may be brought
more than 2 years after the violation occurred. With respect to violations arising from other
loans, no action pursuant to this subsection may be brought more than one year after the
due date of the last scheduled payment of the agreement pursuant to which the charge was
paid.

Sec. 3. 9-A MRSA §5-201, sub-§2-A is enacted to read:
2-A. If a lender has violated the provisions of this Act applying to authority to make
supervised loans as set forth in section 2-301, the lender:
A. May not furnish information concerning a debt associated with that violation to a
consumer reporting agency, as defined in Title 10, section 1308, subsection 3; and
B. May not refer a debt associated with that violation to a debt collector, as defined in
Title 32, section 11002, subsection 6.

Sec. 4. Short-term, small dollar loan study. The Department of Professional
and Financial Regulation, Bureau of Consumer Credit Protection shall study the use by
Maine residents of short-term, small dollar loans in accordance with this section. In
conducting the study, the bureau shall seek input from consumer advocates, regulators in
other states, federal regulatory agencies, members of the lending industry and other
interested parties.
1. At a minimum, the study must include the following:
A. A survey of the laws of other New England states related to maximum interest rates,
permitted fees and finance charges and other provisions regulating consumer debt;
B. A survey of other policies that help consumers avoid the debt trap, including
prohibitions on postdated checks or loan limits accompanied by cooling-off periods;
C. A review of complaints from Maine consumers and a survey of credit counselors
and nonprofit organizations that provide legal or other assistance to Maine consumers
to provide insight into the types of debt that are causing the most difficulty to Maine
consumers; and
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D. An analysis of the extent to which lenders and other entities use the provisions of
the Maine Revised Statutes, Title 9-A, section 2-201, subsection 6 to receive a
minimum charge on short-term, small dollar loans and the impact of those minimum
charges on overall interest rates charged to Maine consumers.
2. The bureau shall submit the report, including any suggested legislation, to the Joint
Standing Committee on Health Coverage, Insurance and Financial Services no later than
December 1, 2021. The Joint Standing Committee on Health Coverage, Insurance and
Financial Services may submit a bill to the Second Regular Session of the 130th Legislature
in response to the report.
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November 17, 2021
Edward Myslik
Principal Consumer Credit Examiner
Maine Bureau of Consumer Credit Protection
Email Address: Edward.myslik@maine.gov
Dear Ed:
We are writing to provide input to the Bureau of Consumer Credit Protection on short-term, small dollar
loans, specifically with the intent to inform the study your office was tasked to conduct pursuant to

Our organizations are part of the Maine Consumer Rights Network, which coordinates efforts to
advance and protect the interests of consumers in Maine through advocacy, information-sharing, and
education.
We know from both data and experience with clients that Mainers are struggling to make ends meet.
sell something to cover the bill, while one in five say they would have no way to pay at all. That puts
Maine behind the national average, where only one-eighth of Americans said they would be completely
unable to cover the expense.1 This reality makes us incredibly wary of high-cost financial loan products
that a
vulnerable consumers to fall into debt traps that lead to further financial ruin.

Maine and Rhode Island are outliers in New England as they are the only states that do not
Connecticut, Massachusetts, and Vermont do not authorize payday loans and/or require lenders to
comply with annual interest rate caps on consumer loans that that are inclusive of fees and therefore
1

Myall, James. MECEP Blog: Could you cover an unexpected $400 expense? Nearly half of Mainers could not, June

26, 2018. Available at: https://www.mecep.org/blog/could-you-cover-an-unexpected-400-expense-nearly-half-ofmainers-could-not/.

effectively prohibit high-cost loan products, such as payday loans. New Hampshire technically authorizes
payday loans, but specifically capped their rates at 36% annual interest in 2009.2 The Consumer
Federation of America counts these four New England states amo
3

Maine caps interest rates
at 30% on unsecured
loans of less than $2,000.
Yet, an alternative
finance charge structure
permitted under state
law offers payday lenders
a higher return option
and saddles Maine
borrowers with loans of
260 percent interest (see
Figure 1).4

Figure 1: Comparative Interest Rates on Small
Dollar Loans in Maine
Interest Rate on Credit Cards

18% APR

Maine Interest on Payday Loans

30% APR

Maine Alternative Finance Charge on
Payday Loans

260% APR

$-

$5.00 $10.00 $15.00 $20.00 $25.00 $30.00

Source: MECEP calculation of interest assessed on a $250 loan paid off at the end of two
weeks at alternative rates and charges allowed under Maine law.

Recommended policies that help consumers avoid the debt trap, including prohibitions on
postdated checks or loan limits accompanied by cooling-off periods
High interest rates and fees, short repayment terms, and a single, balloon-payment structure make
payday loans unaffordable. According to the National Consumer Law Foundation, most payday
borrowers cannot afford to pay off a $300 loan in two weeks even if the loan were free.5

2

Morton, Heather. National Conference of State Legislatures. Payday Lending State Statutes. Updated November
11, 2020. Available at: https://www.ncsl.org/research/financial-services-and-commerce/payday-lending-statestatutes.aspx
3
Consumer Federation of America. Legal Status of Payday Loans by State. Available at:
https://paydayloaninfo.org/state-information/
4
Maine law provides that small-dollar lenders, instead of being capped at a 30% APR, can assess a so-called
excess of $250, regardless of the length of time for repayment. See: 9-A MRS sec. 2-401(7)). The APR for a $250,
two-week loan with a $25 fee equals 260%. See Calculation Methodology.
5

National Consumer Law Foundation. Why Cap Small Loans at 36%? April 2013. Available at:
https://www.nclc.org/images/pdf/pr-reports/ib-why36pct.pdf

2

True interest rate caps on consumer loans that are inclusive of all loan-related costs and fees are one of
the best protections Maine can offer its consumers. They help curb usurious rates that send borrowers
rates of online lending.6
-dollar loans, Maine
can adopt other regulations to prevent unaffordable loans that trap people in debt. These protections
are not a substitute for a hard, all-inclusive cap, but can provide additional safeguards to Mainers
struggling under predatory loan terms.
1. Institute waiting periods: New research shows that waiting periods are effective and provide
protection without cutting off access to credit.7 Maine should prohibit lenders from making any
new loans to a borrower for 602. Limit the number of loans that a payday lender can issue; no more than one loan at a time. We
understand that this regulation would require a way to track loans being Maine and other states
8

3. Provide off-ramps to offer a way out of debt: These protections could be structured in different
ways, the most
is repaid after so many (often three) loans. Maine could also require lenders to allow consumers
to pay off debts without added fees.
4.

-to-

-standing
tenet of responsible lending. A standard, which considers both income and expenses, will help
ensure that loans are affordable. There are models within the credit union industry that could
help Maine construct an ability-to-repay test for payday loans.9

Formal complaints are a poor metric for gauging the experience of Maine consumers with
small dollar, short-term loans
While we do not have current consumer complaints on short-term or payday loans to report, it appears
complaints are not the best metric for measuring the burden these loan rates place on Mainers.
Borrowers may not be aware of their right to file complaints or know where to turn for help. Over the
6

Pew Charitable Trusts. How Borrowers Choose and Repay Payday Loans, 2013,
http://www.pewtrusts.org/~/media/assets/2013/02/20/pew_choosing_borrowing_payday_feb2013-(1).pdf
7
Hunt Allcott, Joshua J. Kim, Dmitry Taubinsky & Jonathan Zinman, Are High-Interest Loans Predatory? Theory and
Evidence from Payday Lending. National Bureau of Economic Research, May 2021. Available at:
https://www.nber.org/papers/w28799
8
The Gold Standard. State-wide database tracks payday loans. Fort Knox, KY, May 12, 2010. Available at:
https://www.fkgoldstandard.com/content/state-wide-database-tracks-payday-loans
9
Self-Help Credit Union, a non-profit financial institution headquartered in Durham, NC, has a model.

3

past three years, the Consumer Financial Protection Bureau has received only 19 complaints from Maine
residents regarding payday loans, title loans, or personal loans. Rhode Island, the only other New
England state without a strong payday loan rate cap, has only generated 33 such complaints over the
past three years.10

Insight from nonprofit organizations providing assistance to Maine consumers
We reached out to a few other members of the Maine Consumer Rights Network who we know provide
relevant assistance to Maine consumers.
CA$H Maine is a statewide collaboration of ten coalitions that offers free tax preparation to qualified
filers during tax season and provides education to Maine families about programs in the community that
can increase their income, reduce debt, and build savings. Because of the COVID-19 pandemic, CA$H
Maine has not been meeting in-person with clients. When they meet in-person, they survey clients
about financial topics, and this survey would pick up on things like payday loan activity.
Coastal Enterprises, Inc. (CEI) is a Community Development Financial Institution based in Brunswick.
They provide a variety of financial wellness counseling services including credit report reviews and credit
building, budget and debt reduction counseling, and student loan counseling. One CEI Financial
Capability counselor provided these insights:

amounts of debt from the Point of sale and merchant cash advance type loans. These typically
problems that I am not aware of.
This past year I have seen a couple of clients that had short-term predatory loans from Opp
Loans -one of the two Rent-a-Bank schemes doing business in Maine. Both had difficulty with
these loans. One of them was a refinance that resulted in a charge-off.
I am now seeing an uptick in clients with short-term Buy Now Pay Later loans. I watched some of
BNPL products last week. Although these products are new, they seem to be created to avoid
consumer protection laws and may have the potential to be abusive. Most of the BNPL loans

10

Consumer Financial Protection Bureau, Consumer Complaint Database,
https://www.consumerfinance.gov/data-research/consumercomplaints/search/?dataNormalization=None&dateRange=3y&date_received_max=2021-1110&date_received_min=2018-1110&product=Payday%20loan%2C%20title%20loan%2C%20or%20personal%20loan&searchField=all&state=ME&ta
b=Map; Center for Responsible Lending, Map of U.S. Payday Interest Rates,
https://www.responsiblelending.org/research-publication/map-us-payday-interest-rates
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clients that I am not aware of.
A lot of predat
about them when they do. There is probably a lot more of this type of borrowing going on that I

We believe that these anecdotes from these service providers support our assertion that formal
-cost loan products. In
addition, they shed light on how difficult it may be to grasp the extent to which consumers are dealing
with potentially predatory financial products given the changing landscape of financial products and the
decreased contact with consumers over the past 20 months under COVID.

We hear from consumer advocates around the country about emerging and rapidly growing short-term,
CEI. Another emerging category of products are loans or advances on earned wages, which has grown
into a multi-billion dollar sector over the past few years.11
various forms, but ultimately constitute a form of credit and some bare very little distinction from
storefront payday loans. We believe that products such as these are contributing to the landscape of
short-term, small dollar loans that are being offered to Maine consumers and that their prevalence is
poised to grow. With the lack of oversight of these products, we worry about their potentially high cost
and predatory terms that may be extracting wealth from low- and moderate-income Maine consumers.
We encourage you and your colleagues at the Bureau to exercise whatever authority you have to ensure

Jody Harris
Vice President, Operations and Finance
Maine Center for Economic Policy
jharris@mecep.org
207.620.1105

Joby Thoyalil
Senior Policy Advocate
Maine Equal Justice
jthoyalil@mejp.org
207.626.7058 x207

11

Berman, Jillian. Marketwatch: Are early wage access products a worker-friendly innovation or loans that need
regulation? October 22, 2021. Available at: https://www.marketwatch.com/story/are-early-wage-accessproducts-a-worker-friendly-innovation-or-are-they-loans-that-need-to-be-regulated-11634921191

5

FAQs on Bank-Fintech Partnerships:
Responsible Third-Party Relationships
1. WHO ARE AFC MEMBERS IN THE CONSUMER AND SMALL BUSINESS FINANCIAL
SERVICES SPACE?

availability
expanding access
affordably.

a. Commitment to credit that is transparent, fair and affordable

the availability

and facilitated

1

2. WHY DO BANK-FINTECH PARTNERSHIPS EXIST?

use of third parties can offer banking organizations significant advantages, such as quicker
and more efficient access to new technologies, human capital, delivery channels, products,
services, and markets. To address these developments, many banking organizations, including
smaller and less complex banking organizations, have adopted risk management practices
commensurate with the level of risk and complexity of their third-party relationships

: Given their nimble nature, community banks
are well-positioned to take advantage of the opportunities in the fintech landscape
opportunities that present potential gains in fee income, reductions in risk and fraud, increased
efficiency, and improvements to the customer experience.
Increased Access to Customers with a Younger Age Demographic: The baby boomer
generation is winding down their earning and spending activity. Over the next 25 years, nearly
81 million US millennials (all of whom came of age after the digital revolution) will dominate the
economy. Millennials demand financial services that focus on origination and sales, which are
personalized and emphasize seamless/on-demand access to the service from the underlying
Increased Access to Loan Customers in New Markets: Community banks can work with
fintech lenders to provide critical banking services to underwrite consumer, mortgage and
commercial loans. This can expand bank access into new markets where fintech companies
rage data
collection and technology to provide access to credit with little to no physical overhead or
distribution network. Small and medium-size banks often partner with MPLs when they do not
have the internal expertise or resources to execute an online lending business model.

2

Enhanced Brand Reputation: Community banks partner with fintech companies to offer new,
innovative services. To be successful, banks will need to work with fintech partners to develop
marketing and financial branding strategies tha
may demand more universal banking automation and transformed branch experiences, all of
Enhanced Customer Experience: Nearly 50 percent of responding community bankers noted
the opportunity for enhanced customer experience as the greatest favorable benefit to
capitalizing on new and emerging technologies. Community banks are looking to the fintech
advancement as opportunity to strengthen customer and community relationships. Technology
can act as the great equalizer to community banks successfully traversing the fintech scene

3. DO THEY EXPAND ACCESS, FACILITATE FINANCIAL INCLUSION AND FINANCIAL
SERVICES IN BANKING DESERTS?

3

Appendix C2
Appendix C1
4. IS THE CONFIDENCE OF THE SECONDARY MARKET ALSO KEY TO UNSECURED
CONSUMER AND SMALL BUSINESS CREDIT?

Appendix
A

Madden

5. WHY IS THERE A DISPUTE ABOUT FEDERAL PREEMPTION OF STATE USURY LAWS
AND LICENSING REQUIREMENTS IN LENDING PARTNERSHIPS?

4

Madden v. Midland Funding, LLC
Madden

Madden

CashCall
CashCall

CashCall

Madden

Madden

CashCall

5

6.
STANDARD IN STATE LAW?

Cash Call

6

totality of the circumstances
a.
Proposed FIL-50-2016 and considering the totality of the circumstances

Appendix B

totality of the circumstances

7

7. DOES THIS CLASS OF CONSUMERS AND SMALL BUSINESSES HAVE BETTER
ALTERNATIVES FOR CREDIT?

or not
unsecured
secured

8

PRINCIPLES FOR RESPONSIBLE LENDING PARTNERSHIPS

available

access
affordable

The Bank-Fintech Partnership
totality of the
circumstances

Skin in the Game

Affordable Credit with Clear Terms

Affordable access

Promotes Responsible Innovation

Transparency and clarity
9

natory Effects Standard
NCRC,
Fintechs call on CFPB to clarify applying fair lending rules to artificial intelligence
on
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Consumer Law Center
Why Bank-Fintech Partnerships Are Here to Stay,
81% of banks would collaborate
with fintech partners to execute digital transformation
Should You Buy, Sell Or Do Neither?
Banks Fintechs Evolving Foe Friend,

Sector Spotlight: The Rise of Fintech Partner Banks,
Partners

Community Banks Clamor For Fintech
Five Reasons Why You Should Reconsider Short Term

Loans,

Community Bank Access to Innovation through Partnerships
Proposed Interagency Guidance on Third-Party Relationships: Risk Management,
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How Fintech Companies Should Handle Compliance
Opportunities for Your Bank

Fintech

The Future of Banking: How Consolidation, Nonbank Competition, and
Technology are Reshaping the Banking System
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Unsecured Personal Loans Get a Boost from Fintech Lenders
Avant vs. Colorado LLC d/b/a Avant, et. Al.

Do Fintech Lenders Penetrate Areas That Are Underserved by Traditional
Banks?
The Roles of Alternative Data and Machine Learning in Fintech Lending: Evidence
from the LendingClub Consumer Platform

Does FinTech Substitute for Banks? Evidence from the Paycheck Protection Program
Paycheck Protection Program: Program Changes Increased Lending to the Smallest
Businesses and in Underserved Locations

How Does Legal Enforceability Affect Consumer Lending?
Evidence from a Natural Experiment,

Madden v. Midland Funding, LLC,
CFPB v. Cash Call,
Cash Call, Inc. v. Morrissey,
Evidence from a Natural Experiment

Five Years Later: Madden V. Midland Funding, LLC's Limited Impact On
The Valid-When-Made Doctrine
Madden
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CFPB
Beechum

CashCall, Inc

Navient Solutions, Inc.,
Recent Developments in

Valid-When-Made and True Lender Litigation,
Examination Guidance for Third-Party Lending

Consumer Borrowing After Payday Loan
Bans
Avant vs. Colorado LLC d/b/a Avant, et.
Al.
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Consumer use of payday,
auto title, and pawn loans
Insights from the Making Ends Meet
Survey

CFPB Office of Research
Research Brief No. 2021-1

Scott Fulford and Cortnie Shupe prepared this report

Introduction
Payday loans, auto title loans, and pawn loans are often called alternative financial services
(AFS) because the typical lender is not a bank. These loans are typically for relatively low
amounts—typically less than $1,000—high interest rates, and short durations—typically a
month or less. While the exact terms and structure of these loans can differ from lender to
lender, payday loans are typically given in advance of a consumer’s payday for a fee; auto title
loans use the title to the consumer’s auto or other vehicle as collateral; and pawn loans typically
use some valuable item, like a computer or jewelry, as collateral.
The “mosaic” of existing research on these products is still incomplete, leaving many
unanswered questions. 1 In this research brief, we examine the prevalence, persistence of use,
and alternate credit sources available for consumers who use payday, auto title, and pawn loans.
We use the first two waves of the Bureau’s Making Ends Meet survey, conducted in June 2019
and June 2020, to examine how consumers use these services over time. The survey is
associated with traditional credit bureau data, allowing us to examine other credit
characteristics such as whether these consumers appear to have readily available credit on credit
cards. The Making Ends Meet survey thus gives us a rare opportunity to combine a survey of the
same consumers over two years with credit record data to understand consumers’ decisions
about debt.
In June 2019, 4.4 percent of consumers had taken out a payday loan in the previous six months,
2.0 percent had taken out an auto title loan, and 2.5 percent had taken out a pawn loan. Because
the number of consumers using these loans in the survey is small, there is some survey
uncertainty in these estimates, but the estimates are similar to other sources. 2 The share of
consumers who had used these services in the 12 months before June 2020 was similar, but the
increased length of time considered and the start of the pandemic means the results are not
completely comparable across waves.
The survey results show that consumers frequently roll over these loans or take out a new loan
soon after re-paying the previous loan. In June 2019, of the consumers who had taken out a loan
in the previous six months, 63 percent still owed money on a payday loan; 83 percent still owed
money on an auto title loan; and 73 percent still owed money on pawn loans. Repeatedly rolling
over or revolving loans is not unique for these kinds of loans. For the 79 percent of consumers

1

J. Brandon Bolen, Gregory Elliehausen, and Thomas W. Miller Jr. “Do Consumers Need More Protection from
Small-Dollar Lenders? Historical Evidence and a Roadmap for Future Research,” 2020, Economic Inquiry 58: 15771613. Available: https://doi.org/10.1111/ecin.12894.

2

We compare these results to the FDIC Survey of Household Use of Bank ing and Financial Services below.

2
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with a credit card in the survey, for example, 51 percent did not pay the full bill in the previous
month in June 2019.
Use of alternative financial services appears to have fallen early in the pandemic. In June 2020,
the share of consumers who still owed money on a payday loan fell to 48 percent (from 63
percent), the share for auto title loans was mostly unchanged, and the share for pawn loans fell
to 34 percent (from 73 percent). The longer time period covered in June 2020 may also have
allowed consumers who took loans out more than six months ago longer to repay. These changes
during the pandemic are consistent with other reporting suggesting that many consumers paid
credit card debt, pawns loans, payday loans, and other debts during the pandemic as consumer
spending fell while average incomes rose because of government transfers. 3
For each of these loan types, use tends to be persistent from year to year. Comparing across the
two waves, 52 percent of consumers who had taken out a payday loan in the six months before
June 2019 had also taken out a payday loan in the 12 months before June 2020. The
corresponding numbers are 32 percent for auto title loans and 56 percent for pawn loans. For
comparison, 81 percent of consumers who were revolving credit card debt in June 2019 were
also revolving in June 2020.
Consumers using alternative financial services frequently have difficulty paying a bill or expense
and are more likely to have experienced a negative financial shock. In the survey, 77 percent of
consumers using alternative financial services experienced a shock and had difficulty paying a
bill or expense during the same timeframe in which they also reported borrowing a payday, auto
title, or pawn loan. For consumers who had difficulty paying a bill or expense, the average cost
of that difficulty tended to exceed the amount of liquidity available immediately to them from
savings and credit cards.
Many consumers who experienced difficulty paying a bill or expense use AFS as part of their
overall strategy for dealing with the difficulty. Among consumers who experienced difficulty
paying a bill or expense, 50 percent borrowed money either using formal or informal credit and,

3

3

Consumers largely used their economic impact payments for saving or paying down debt. See: Olivier Coibion, Yuriy
Gorodnichenko, and Michael Weber, “How Did U.S. Consumers Use Their Stimulus Payments?” August 2020,
NBER Work ing Paper No. 27693. Available: https://www.nber.org/papers/w27693. On trends in saving and
spending and government transfers, see: Josh Mitchell, “U.S. Household Income, Savings Rose at End of Last Year,”
January 29, 2021, The Wall Street Journal. Available: https://www.wsj.com/articles/consumer-spending-personalincome-coronavirus-december-2020-11611873351. On credit card debt, see: Ryan Sandler and Judith Ricks, “The
Early Effects of the COVID-19 Pandemic on Consumer Credit,” August 2020. Available:
https://files.consumerfinance.gov/f/documents/cfpb_early-effects-covid-19-consumer-credit_issue-brief.pdf. On
pawn loans, see: Emily Stuart, “It’s easy to assume pawnshops are doing great in the pandemic. It’s also wrong. It’s
not just about the guns and gold: Loans are at the core of the pawn business,” Vox, November 30, 2020. Available:
https://www.vox.com/the-goods/21611583/pawn-shop-covid-19-economy. On payday loans, see: Veritec Solution
“Update: COVID-19 Impact Study on Small-Dollar Lending,” October 22, 2020. Available:
https://www.veritecs.com/update-covid-19-impact-study-on-small-dollar-lending/
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of those who borrowed, 21 percent turned to an AFS in order to pay for the expense. Using the
Making Ends Meet survey, we find that for AFS users, speed, discretion, and the lack of a credit
check were important for deciding on their credit source.
Many AFS users appear to have few other credit options while others have significant alternative
sources of credit. A majority of AFS users have poor or very poor credit scores and are often
turned down for mainstream credit or not granted the full requested amount. Yet a significant
portion of consumers using these services had $300 or more in available credit card credit at
about the same time they owed money on one of these loans. Using the association with the
credit bureau data, we find 28 percent of consumers who owed money on a payday loan when
they took the survey had at least $300 in available credit card credit at the end of June 2019. For
auto title borrowers, 33 percent had $300 in available credit, while 16 percent of pawn
borrowers had $300 in available credit. Other research has reached similar conclusions. 4
This finding presents a significant puzzle. The interest rate for credit cards is typically much
lower than for AFS. 5 Why do so many consumers not use their credit card for liquidity instead of
these high-cost loans?
We explore two possibilities. First, we show that AFS users describe themselves as less likely to
shop for the best terms. Perhaps consumers who shop less for the best terms find the
convenience of an AFS more compelling or are less likely to be aware of the cost differential. Yet
in the very small sample, the AFS users who have available credit card credit are more likely to
say they search for the best terms, compared to AFS users without available credit card credit,
offering suggestive evidence that shopping among these borrowers is not the explanation.
Second, we examine income and expenditure shocks that trigger difficulties for consumers to
pay bills and expenses. These shocks tend to be larger than other available credit or savings
sources. AFS users who experience difficulty paying a bill or expense tend to also use other
available credit, suggesting that for some consumers AFS might be part of a broader and more

4

Sumit Agarwal, Paige Marta Sk iba and Jeremy Tobacman, "Payday Loans and Credit Cards: New Liquidity and
Credit Scoring Puzzles?" 2009, American Economic Review, 99(2):412-17.

5

The average APR on revolving credit cards assessed interest was 16.04 percent in 2019 according to the G.19 Federal
Reserve Statistical Release (February 2021). Available: https://www.federalreserve.gov/releases/g19/current/.
Meanwhile, the average payday rate is much higher. AFS users typically have lower credit scores (see Figure 10), so
would typically be charged a higher rate. The average “effective interest rate” for subprime and deep subprime
borrowers was approximately 21 percent in 2018. See: Consumer Financial Protection Bureau, “The Consumer
Credit Card Mark et,” August 2019, p. 55. Available:
https://files.consumerfinance.gov/f/documents/cfpb_consumer-credit-card-market-report_2019.pdf. Meanwhile,
a fee of $15 for every $100 dollars borrowed for a two-week loan caries an APR equivalent of nearly 400 percent.
See: https://www.consumerfinance.gov/ask-cfpb/what-are-the-costs-and-fees-for-a-payday-loan-en-1589/.
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complicated debt portfolio to deal with difficulties. Understanding the tradeoffs among different
ways of dealing with financial difficulties is an important direction for future research.

The Making Ends Meet Survey
We use the first two waves of the Making Ends Meet survey. The survey results provide a deeper
understanding of how often U.S. consumers have difficulty making ends meet, how they cope
with these shortfalls, and the consequences of the shortfalls. The Bureau conducted Wave 1 of
the survey starting in May 2019 and Wave 2 starting in May 2020. Most respondents took
several weeks to respond, so typical responses occurred in June in each year. We refer to June as
the month the surveys occurred in this brief.
The Wave 2 sample consisted of all respondents, including partial respondents to Wave 1.
Repeated surveying of the same consumers allows us to examine how the same individuals’
economic circumstances changed and how they react to those changes. Ultimately, 2,990
consumers responded to Wave 1 either on paper or online. Of those, 1,834—or about 61
percent—responded to at least the first questions in Wave 2.
The survey sample is drawn from the Bureau’s Consumer Credit Panel (CCP), a comprehensive,
national, 1-in-48 sample of credit records maintained by one of the three nationwide consumer
reporting agencies. 6 The Wave 1 survey oversampled consumers with lower credit scores, with
recent credit delinquencies, and those living in rural areas to help give enough representation to
allow analyses among these smaller groups. Using the CCP strengthens the survey by allowing
this kind of oversampling.
The Making Ends Meet sample frame will generally not capture AFS users who do not appear in
traditional credit bureau data. Therefore, one limitation of the study is that while it is generally
representative of individuals with a record at a nationwide consumer reporting agency these
consumers may differ from individuals without such a credit record in important ways. In the
FDIC survey, for example, pawn use was more common among unbanked households. 7 On the
other hand, because the Making Ends Meet survey oversamples among consumers with

6

The CCP excludes any information that might reveal consumers’ identities, such as names, addresses, and Social
Security numbers. For more information on the privacy protections associated with this survey, see the Consumer
Experience Research Privacy Impact Assessment.
Available:http://files.consumerfinance.gov/f/201406_cfpb_consumer-experience-research_pia.pdf and System of
Records Notice CFPB.022, Mark et and Consumer Research Records. Available:
http://www.consumerfinance.gov/privacy/system-records-notices/market-and-consumer-research-records-2/.

7

Federal Deposit Insurance Corporation, “How America Bank s: Household Use of Banking and Financial Services:
2019 FDIC Survey,” October 2020, at 48. Available:
https://economicinclusion.gov/downloads/2019_FDIC_Unbank ed_HH_Survey_Report.pdf.
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delinquencies and low credit scores, it may have more precise estimates for these consumers
than surveys without the ability to oversample effectively. For simplicity, we refer to consumers
in this study with this caveat in mind.
All the results in this report use survey weights to align with the CCP. We use two different sets
of weights, depending on the analysis. For analysis only from Wave 1, we use Wave 1 weights.
These weights adjust for non-response to the survey using characteristics observable in the CCP
for both responders and non-responders. 8
When we examine both Wave 1 and Wave 2 and transitions between them, we use Wave 2
weights. These weights adjust for the additional attrition between waves. Because the survey
sample is drawn from the CCP, we can observe changes in the financial status of both
respondents and non-respondents and use those changes in developing weights that adjust for
attrition between Wave 1 and Wave 2. The ability to adjust for attrition between Wave 1 and
Wave 2, using not just Wave 1 variables, but also observable changes in the CCP between Wave 1
and Wave 2, is another key advantage of the survey and makes the survey results generally
reflect the range of consumers’ experiences since Wave 1. 9

Share using Alternative Financial Services
In Figure 1, 4.4 percent of consumers had taken out a payday loan in the six months prior to
June 2019, 2.0 percent had taken out an auto title loan, and 2.5 percent had taken out a pawn
loan. To help respondents determine whether they had used the service, the survey included a
short definition with the question. The survey defined a payday loan as “a loan that you must
repay, make a payment on, or rollover on your next payday.” This definition might include
single-payment payday loans and newer payday installment loans that are payable over time,
although depending on the marketing a respondent might not consider these loans to be
“payday loans.” These installment loans have become more common. 10

8 See

the initial Making Ends Meet report for a more detailed discussion of Wave 1 weights: Scott Fulford and Marie
Rush, “Insights from the Making Ends Meet Survey,” July 13, 2020, CFPB Office of Research, Research Brief No
2020-1. Available: https://www.consumerfinance.gov/documents/8990/cfpb_making-ends-meet_surveyresults_2020-07.pdf.

9

See the report on Wave 2 for a more detailed discussion of Wave 2 weights: Scott Fulford, Marie Rush, and Eric
Wilson, “Changes in consumer financial status during the early months of the pandemic,” April 30, 2021, CFPB
Office of Research, Data Point No 2021-2. Available: https://files.consumerfinance.gov/f/documents/cfpb_makingends-meet_survey-results_2020-07.pdf

10

Caroline Malone and Paige Marta Sk iba, “Installment Loans,” December 2, 2019, Vanderbilt Law Research Paper
No. 20-04, Available: https://ssrn.com/abstract=3497095 or http://dx.doi.org/10.2139/ssrn.3497095.
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FIGURE 1: PERCENT OF CONSUMERS THAT HAD TAKEN OUT THIS TYPE OF LOAN IN SIX MONTHS PRIOR
TO JUNE 2019
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These shares are broadly similar in magnitude to the shares found in other studies. Respondents
to the 2019 FDIC Survey of Household Use of Banking and Financial Services were asked
whether they had used payday, auto title or pawn loans in the previous 12 months. 11 For all
households in the FDIC survey, 1.3 percent used payday, 0.9 percent used auto title, and 1.3
percent pawn loans. Because relatively few people use payday, auto title, or pawn loans, the
estimates in both Making Ends Meet and the FDIC survey are subject to some survey
uncertainty. The 95 percent confidence intervals for estimates of these services in Making Ends
Meet include approximately two percentage points on either side, so the FDIC estimates, though
consistently lower, are typically within the 95 percent confidence interval. One reason for the
difference in estimates for payday loans specifically may also be that the Making Ends Meet
survey defines these loans, while the FDIC survey does not, so more Making Ends Meet
respondents may consider their loan as a payday loan. 12
Figure 2 shows the percent of the population who had taken out a payday, auto title, or pawn
loan in the 12 months prior to June 2020. Because the second wave came approximately 12
months after the first wave, we asked about using these services during the prior year, not the
previous six months as in Wave 1. The questions are thus not fully comparable between waves.

11

Federal Deposit Insurance Corporation, “How America Banks: Household Use of Bank ing and Financial Services:
2019 FDIC Survey,” October 2020. Available:
https://economicinclusion.gov/downloads/2019_FDIC_Unbank ed_HH_Survey_Report.pdf.

12
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See the FDIC survey instrument. Available: https://www.economicinclusion.gov/downloads/instrument_2019.pdf.
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Figure 2 shows that, while the recall period doubled, the share using these products increased
somewhat less.
FIGURE 2: PERCENT OF POPULATION THAT HAS TAKEN OUT THIS TYPE OF LOAN IN 12 MONTHS PRIOR
TO JUNE 2020
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Who uses Alternative Financial Services?
Using the first wave of the survey, Table 1 depicts the characteristics of consumers who have
used at least one form of AFS in the six months preceding June 2019. Approximately eight
percent of consumers used one of these products. Comparing characteristics of consumers who
used AFS and those who did not reveals some key differences. AFS users are more concentrated
among the age group between 40-61, consumers with at most a high school degree, Black and
Hispanic consumers, low-income consumers, and women. However, as depicted in Table 1
below, AFS users can be found across a diverse spectrum of characteristics in the population and
are not limited to these consumer groups. We do not observe substantial changes in
characteristics during the second wave of the survey in June 2020, despite this period covering
several months of the coronavirus pandemic.

8
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TABLE 1:

DEMOGRAPHIC CHARACTERISTICS OF AFS AND NON-AFS USERS IN JUNE 2019, PERCENT
OF POPULATION IN EACH GROUP.

Group
Age group
Age < 40
Age 40-61
Age>=62
Children in household
Yes, children in household

Education group
At most HS degree
Technical or 2-year degree
At least 4-year degree
Race and ethnicity
White
Black
Hispanic
Gender
Male
Household income
$15,000 or less
$15,001 to $20,000
$20,001 to $40,000
$40,001 to $70,000
$70,001 to $100,000
More than $100,000
Rural
Yes, in a rural area
Overall weighted share of
sample
Observations

Non-AFS users
32
38
31
39
44
16
41
69
12
11
50
9
7
18
25
19
23
4

AFS users
29
52
19
47
68
18
14
48
32
15
40
21
13
27
23
8
8
3

90

10

2,628

258

Rollover and repeat borrowing
For the consumers who use these services, borrowing repeatedly or rolling over is very common.
While the terms vary, payday, auto title, and pawn loans are typically for 30 days or fewer. Given
the short-term nature of these loans, if a consumer took out a loan in the previous six months
and still owes money on that type of loan, the consumer is likely to have rolled over the loan or
taken out a new loan. Figure 3 shows that, among consumers who had taken out a payday loan
in the previous six months to June 2019, 63 percent still owed money on a payday loan at the
time of the survey; for auto title loans, 83 percent still owed money; and pawnshop loans 73
percent still owed money. Some forms of auto title and pawn loans can be longer than 30 days
9
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which may explain why many consumers still owe money on a loan taken out within the last six
months.
FIGURE 3: PERCENT OF POPULATION THAT STILL OWED MONEY ON THIS TYPE OF LOAN, IF HAD TAKEN
ONE OUT IN SIX MONTHS PRIOR TO JUNE 2019
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For payday loans, respondents were asked directly about rolling over loans. In the survey, 48
percent of consumers who had taken out a payday loan in the previous six months had rolled
over at least one payday loan in the previous six months.
For comparison, consumers roll over other types of loans frequently as well: 51 percent of
consumers with a credit card did not pay the full bill in the previous month in June 2019. In the
survey, 79 percent of consumers had a credit card.
Previous research has also found that rolling over payday loans or borrowing a new loan within
a short period of time is very common. For example, a 2014 Bureau study of all payday loans
extended by several lenders over a period of at least 12 months found that 80 percent of payday
loans are rolled over or followed by another loan within 14 days. 13 Making Ends Meet is a survey
of consumers not a data set of accounts, so it offers a slightly different perspective. This different
perspective makes it difficult to compare whether rollover patterns have changed compared to
account-level studies. For example, some consumers may not consider taking out a new loan
soon after paying back an old loan a “rollover” and the survey did not define the term for

13

Kathleen Burk e, Jonathan Lanning, Jesse Leary, Jialan Wang, “Payday Lending,” March 2014, The CFPB Office of
Research, Data Point. Available: https://files.consumerfinance.gov/f/201403_cfpb_report_payday-lending.pdf.
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respondents. Other recent work surveying consumers when they took out a payday loan finds
that 74 percent borrowed again within eight weeks. 14
Because of the disruptions of the pandemic, the use of these services may have changed. For
example, while unemployment increased, the CARES Act provided substantial increases in
unemployment benefits and one-time Economic Impact Payments. Together with reductions in
spending, these transfers contributed to improvements in average consumer financial status
during the first several months of the pandemic 15 and to a fall in credit card debt, 16 even for the
most financially vulnerable consumers. 17 Reports from interviews with pawn shop owners and
operators suggest that many patrons used their newfound liquidity to redeem longstanding
loans. 18
Figure 4 suggests that AFS use changed during the initial months of the pandemic. Figure 4
shows that consumers were much less likely to still owe money on payday and pawn loans,
conditional on having taken one out in the previous 12 months. The fall in pawn loans was
particularly dramatic, more than halving from 73 to 34 percent. However, the change in the
recall period from six to twelve months may be responsible for some of this change. A consumer
who took out a loan more than six months ago may be less likely to still owe money on that type
of loan. Meanwhile, more than 80 percent of consumers who had taken out an auto title loan
still owed money and 51 percent of consumers were revolving credit card debt, the same
percentage as in June 2019.

14

Hunt Allcott, Joshua Kim, Dmitry Taubinsky, and Jonathan Zinman, “Are High-Interest Loans Predatory? Theory
and Evidence from Payday Lending” February 2021, work ing paper. Available: https://cpb-use1.wpmucdn.com/sites.dartmouth.edu/dist/6/1996/files/2021/02/Payday.pdf

15

Scott Fulford, Marie Rush and Eric Wilson, “Changes in consumer financial status during the early months of the
pandemic,” April 2021.

16
17

Sandler and Ricks, “The Early Effects of the COVID-19 Pandemic on Consumer Credit.”

Scott Fulford and Marie Rush, “Credit card debt fell even for consumers who were having financial difficulties
before the pandemic”, December 17, 2020. Available: https://www.consumerfinance.gov/about-us/blog/creditcard-debt-fell-even-consumers-having-financial-difficulties-before-pandemic/

18 Emily Stuart, “It’s easy to assume

pawnshops are doing great in the pandemic. It’s also wrong. It’s not just about
the guns and gold: Loans are at the core of the pawn business,” Vox, November 30, 2020. Available:
https://www.vox.com/the-goods/21611583/pawn-shop-covid-19-economy.
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FIGURE 4: PERCENT OF POPULATION THAT STILL OWED MONEY ON THIS TYPE OF LOAN, IF HAVE TAKEN
ONE OUT IN 12 MONTHS PRIOR TO JUNE 2020 (PERCENT)
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Persistence of use
The previous section showed a snapshot of use in the two waves. This section examines the
transitions into and out of using these products for the same consumers across the two waves.
Figure 5 shows the transitions into and out of using payday from the two waves of the survey.
The upper bar shows that 52 percent of consumers who took out a payday loan in the six months
preceding June 2019 had borrowed at least one payday loan between June 2019 and June 2020.
Payday use is thus quite persistent. The bottom bar is for consumers who did not take out a
payday loan in the six months before June 2019. Of these consumers, only 3.5 percent newly
took out a payday loan between June 2019 and June 2020.
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FIGURE 5: TRANSITION INTO AND OUT OF PAYDAY USE FROM JUNE 2019 TO JUNE 2020 (PERCENT)
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Figure 6 shows a similar transition for auto title use, which is also persistent. In June 2020, 32.1
percent of the consumers who had taken out an auto title loan in the six months before June
2019 had also taken out an auto title loan in the 12 months before June 2020. Only 2.2 percent
of consumers who were not using auto title loans in the six months to June 2019 were newly
using auto title loans between June 2019 and June 2020.
FIGURE 6: TRANSITION INTO AND OUT OF AUTO TITLE LOAN USE FROM JUNE 2019 TO JUNE 2020
(PERCENT)
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Figure 7 shows the transition for pawn loan use. In June 2020, 56 percent of the consumers who
had taken out a pawn loan in the six months before June 2019 had also taken out a pawn loan in
the 12 months before June 2020. Only 0.7 percent of consumers who were not using pawn loans
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in the six months before June 2019 were newly using pawn loans between June 2019 and June
2020.
FIGURE 7: TRANSITION INTO AND OUT OF PAWN LOAN USE FROM JUNE 2019 TO JUNE 2020 (PERCENT)
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For comparison, Figure 8 shows the transition into and out of revolving credit card debt. In
June 2020, 81 percent of consumers who were revolving credit card debt in June 2019 were still
revolving. Meanwhile, 21 percent of consumers who were not revolving in June 2019 had started
by June 2020.
FIGURE 8: TRANSITION INTO AND OUT OF REVOLVING CREDIT CARD USE FROM JUNE 2019 TO JUNE 2020
(PERCENT)
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Is lower-cost credit available?
The connection to the CCP allows us to examine whether the users of these services also use
more traditional forms of credit and whether they have other available credit. Figure 9 displays
the percent of AFS users in June 2019 who also have other types of credit, compared to the
percent among AFS non-users. Compared to consumers who do not use any type of AFS, AFS
users are much less likely to have a mortgage or home equity product. While the share of AFS
users with a credit card is lower than non-AFS users, 63 percent do have an active credit card.
FIGURE 9: FORMAL CREDIT USE AMONG CONSUMERS WHO USE AND DO NOT USE AFS (JUNE 2019)

Poor credit may hinder some AFS users from accessing formal credit products with more
favorable terms. The survey’s association with credit bureau data allows us to observe
respondent’s credit score in addition to other traditional credit usage. Figure 10 shows the
distribution of Vantage credit scores by broad credit score category for consumers with and
without AFS use. 19 Over 60 percent of AFS users have credit scores that are either poor or very
poor. Still, 24 percent have scores considered good or excellent which might allow them to
access other sources of credit.

19

We use standard scoring categories of: Excellent 781-850, Good 661-780, Fair 601-660, Poor 500-600, and Very
Poor 300-499. See: Louis DeNicola, “What is a Good Credit Score,” February 11, 2021, Experian Blog. Available:
https://www.experian.com/blogs/ask-experian/credit-education/score-basics/what-is-a-good-credit-score/#s2.

15

CONSUMER USE OF PAYDAY, AUTO TITLE, AND PAWN LOANS

FIGURE 10: VANTAGE CREDIT SCORES BY AFS USE

Consumers using AFS not only have less favorable credit scores; they also are more likely to
have applied for credit in the past year (59 percent compared to 40 percent among non-AFS
users) and are more likely to have been turned down outright or have their credit application
accepted for a lower amount than they requested. Figure 11 documents that, conditional on
having applied for credit in the previous 12 months, 60 percent of AFS users were turned down
or only granted a limited amount of credit compared to only 26 percent of consumers without
AFS usage. Furthermore, 48 percent of AFS users who did not apply for credit in the past year
reported that they did not do so because they anticipated having their application rejected. In
all, this means about 55 percent of AFS borrowers were unable to access additional credit they
wanted because they were denied or expected they would be.
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FIGURE 11: PERCENT OF CONSUMERS TURNED DOWN FOR CREDIT OR WHO DID NOT APPLY BECAUSE
THEY THOUGHT THEY MIGHT BE TURNED DOWN

Among the 63 percent of AFS users who also have a credit card, we use data from the CCP to
take a deeper look at the amount of available credit they have on these cards. The issuers of
credit cards typically report to the credit bureau the credit limit and the amount owed, which
may include both revolving debt and new debt from purchases over the previous month.
Summing across all credit cards, we determine whether a consumer in the survey had at least
$300 in available credit in June 2019 by subtracting the total credit card debt from the sum of
the credit limit on all cards. Consumers with $300 in available credit card credit might have
been able to use a cash advance instead of an AFS or could have paid for some consumption with
a credit card and left funds available to pay off a payday, auto title, or pawn shop loan. We use
$300 because it is approximately the size of a standard payday loan. We observe the credit limit
and debt for a consumer typically as of their last billing cycle at the end of June 2019 but observe
whether the respondent owed money at the time of the survey. While the timing closely aligns, it
is possible that circumstances may have changed between answering the survey and the close of
the credit card billing cycle.
Figure 12 shows the proportion of consumers who: (1) reported taking out a loan in the previous
six months and still owe money on a loan of that type and (2) likely had $300 in available credit
card credit. Figure 12 also shows the share of consumers who still owe money and have a credit
card in June 2019. In the survey, 28 percent of current payday borrowers had $300 in available
credit card credit reported in June 2019, as did 33 percent of auto title borrowers, and 16
percent of pawn borrowers. Pawn users are much less likely to have a credit card and to have a
least $300 in available credit.
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FIGURE 12: PERCENT OF CONSUMERS WHO STILL OWE MONEY ON A PAYDAY, AUTO TITLE, AND PAWN
LOAN WHO HAVE AT LEAST $300 IN AVAILABLE CREDIT CARD CREDIT
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Figure 12 presents a credit card puzzle. Why do consumers choose very high-cost borrowing
when a much lower cost product is available? We focus on consumers who report still owing
money on a high-cost loan so that the timing aligns as closely as possible; consumers who still
owe money on a loan and have available credit card credit may have the option to substitute
between these products. There may be some difficulty in substituting between products, which
may explain the behavior for some consumers. For example, switching between products might
require a credit card cash advance to pay off the loan directly, which may not always be possible.
Yet it is hard to imagine that the precautionary concerns for why some consumers may keep
both cash and credit card credit available would be sufficient to overcome the interest
differential between payday and credit cards. 20 Alternatively, consumers may not realize that
credit cards are less expensive or have other reasons to prefer AFS. 21
Users of AFS are less likely to search for the best terms, but this pattern does not seem to
explain the puzzle. We asked survey respondents: “When making major decisions about
borrowing money or getting credit, some people search for the best terms while others don’t.
Which of the following comes closest to describing how much you search when borrowing or

20

See: Scott L. Fulford, “How important is variability in consumer credit limits?” 2015, Journal of Monetary
Economics 72: 42-63.

21

Nathalie Martin, “1,000% Interest- Good While Supplies Last: A Study of Payday Loan Practices and Solutions,”
2010, Arizona Law Review 52(3). Available: https://digitalrepository.unm.edu/law_facultyscholarship/28.
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getting credit?” giving them four options: “Not at all,” “A little,” “A moderate amount,” “A great
deal.”
FIGURE 13: PERCENT OF CONSUMERS THAT SEARCH “A MODERATE AMOUNT” OR A “A GREAT DEAL”
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Payday, auto title, and pawn users all report that they shop with less intensity than the average
consumer. Figure 13 shows the share of high-cost borrowers and all survey respondents who
answered: “A moderate amount” or “A great deal.” In Figure 13, someone is a user if they took
out a loan in the six months before June 2019. When we restricted to users who also had at least
$300 in available credit card credit, however, this very small number of borrowers was more
likely to report they shop intensively.

Shocks and AFS use
Consumers who turn to alternative financial services for credit may do so because of various
income or expense shocks. In the Making Ends Meet survey, respondents were asked whether
they had “difficulty paying a bill or expense” in the previous 12 months. Figure 14 displays the
shock experiences of each consumer group using responses to questions about a range of shocks
from Wave 1 in June 2019. We focus on Wave 1 to better understand AFS use during the prepandemic period and because the sample is bigger. Income shocks include loss of income from
illness, job loss or hours reductions, loss of government benefits, or other unspecified forms of
income loss. Expense shocks include medical expenses, home or auto repairs, taxes or fees, legal
bills, and death or funeral costs.
Consumers reporting using alternative financial services in the previous year are much more
likely to also report having experienced an income or expense shock in that same year. While a
19
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majority of consumers experienced at least one expense shock in the previous year, many more
AFS users did so (74 percent compared to 57 percent of non-AFS users). In June 2019, 40
percent of all consumers reported having had difficulty paying a bill or expense in the previous
12 months. 22 Among AFS users, 77 percent had both a shock and difficulties paying a bill or
expense. Another 10 percent of AFS users had difficulties paying a bill or an expense even in the
absence of a reported adverse shock.
FIGURE 14: CONSUMER EXPERIENCES WITH INCOME AND EXPENDITURE SHOCKS BY AFS USE

Next, we examine how consumers with and without AFS use reacted to such difficulties.
Respondents were asked: “Which of the following did you do when you had difficulty paying that
expense?” and given a list of options. Among consumers who experienced difficulty paying a bill
or expense, 50 percent borrowed money either using formal or informal credit and, of those who
borrowed, 21 percent turned to at least one form of alternative financial services in order to pay
for the expense. Figure 15 shows the weighted share of consumers who dealt with having
difficulty paying a bill or expense using each approach. The figure compares consumers who
used AFS at any time during the previous six months, not necessarily in response to the

22

20

Scott Fulford and Marie Rush, “Insights from the Mak ing Ends Meet Survey,” July 2020.
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difficulty, to non-AFS users. Multiple selections were possible, so the shares sum to more than
100 percent. 23
FIGURE 15: FOR CONSUMERS WHO HAD DIFFICULTY PAYING A BILL OR EXPENSE: “WHICH OF THE
FOLLOWING DID YOU DO WHEN YOU HAD DIFFICULTY PAYING THAT EXPENSE?” BY AFS USE

When faced with difficulty paying a bill or expense, consumers who do and do not use
alternative credit were about equally as likely to not pay some or all of the bill (32-33 percent) or
to negotiate the amount or timing of the payment (26 percent). Very few consumers borrowed
from retirement, used a bank loan, or drew on a home equity line of credit when they had
difficulty paying for a bill or expense. Consumers who relied exclusively on formal credit were
more likely to cut back on other expenses (51 versus 41 percent) or take money from a savings or
investment account (30 versus 12 percent) and less likely to pay a bill at the expense of missing
or delaying payment on another bill or expense (30 versus 46 percent). These differences,

23

In addition to the most common item responses shown in the figure, five percent of both AFS users and non-users
borrowed using a bank loan and four percent borrowed from retirement account. Five percent of AFS users and one
percent of non-users borrowed from an unlicensed lender. Two percent of AFS users and three percent of non-users
borrowed from a HELOC. The percent of the sample using payday, auto title or pawn loans in this figure refers to
using this form of credit specifically in response to the last time they had difficulty paying for a bill or expense. By
contrast, the AFS-user and non-user groups throughout the paper refer to using one of these forms of credit in the
preceding 12 months, irrespective of the reason.
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however, could simply be due to higher income and savings amounts among consumers who do
not use AFS.
Figure 15 furthermore documents that consumers using AFS employed several additional
strategies to make ends meet. In addition to cutting back expenses, negotiating the amount or
timing of payment, selling something or borrowing from friends and family, 24 percent of AFS
users with difficulty paying bills also used a credit card to pay expenses. However, as Figure 16
shows, the average amount of the expense causing the difficulty among AFS users surpassed the
average available liquidity on all credit cards.
Among consumers reporting difficulties paying for a bill or expense, respondents indicated
whether an event caused this trouble, and if so, recorded the monetary value of the bill, expense
or loss of income from the event. Consumers also reported the amount their household has in
checking and savings accounts at the time of the survey. 24 Using additional information in the
CCP, it is possible to compare the magnitude of the expense that caused financial difficulty to
the consumer’s available liquidity in savings, checking and credit cards. Note, however, that
respondents were asked about the most recent difficulty, while we measure liquidity at the time
of the survey, so the liquidity available at the time of the event may have been different. Figure
16 plots these distributions separately for AFS users and non-users, showing the dollar amount
of available funds in credit cards from the CCP and in savings or checking accounts from the
survey against the amount of the bill, expense or income loss causing financial difficulty. The left
border of each box in the graph represents the value at the 25th percentile and the right border
marks that at the 75th percentile. The median value, or that of the average AFS user (or non-AFS
user), is demarcated with a diamond. AFS users have substantially less liquidity in checking or
savings accounts compared to non-AFS users and also significantly less availability in their
combined credit cards. Note that the scale for AFS and non-AFS users are different to
accommodate the higher value for non-AFS users.
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Consumers report one of the following ranges: $0, less than $100, $100 to $500, $501 to $1,000, $1,001 to
$3,000, $3,001 to $5,000, $5,001 to $10,000 or more than $10,000. We use the midpoint in each of these ranges
to estimate the dollar amount in savings and checking. For amounts above $10,000, we use $10,000.
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FIGURE 16: CARD AVAILABILITY, EXPENSE SHOCKS AND SAVINGS FOR AFS AND NON-AFS BORROWERS

Figure 16 documents that the amount of the bill or expense reported as causing the trouble for
the median AFS user is higher than the median combined amount in savings accounts and
available on credit cards when the respondent answered the survey. An alternative way to
consider the discrepancy between liquidity and expenses is to calculate this difference for each
consumer, since the consumer with the median liquidity amount is not necessarily the same
consumer with the median expense. At the individual level, we approximate the amount in
checking and savings in order to estimate this difference at the consumer level, subtracting the
stated expense amount from total credit card and savings liquidity.
Calculated this way, for non-AFS users who report difficulty paying for a bill due to an adverse
event, the median amount of funds after paying for the expense would be $435 (and a mean of
$7,964). By contrast, AFS users exhibit a median deficit of $800 (and a mean deficit of $2,568).
Nevertheless, among AFS users, approximately 10 percent of those reporting trouble with
expenses due to a negative event have enough liquidity in savings, checking and credit cards to
pay for the stated expense without using these higher interest alternative financial products.
Among consumers who borrowed after having difficulty paying a bill or expense in the 12
months preceding the survey, Figure 17 highlights that the speed with which funds are made
available and anonymity are key motivators for AFS users in their loan choice. Among AFS
users, 56 percent said getting the money quickly was a reason to choose the option. AFS users
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were also more likely to describe the borrowing method they selected as the only option for
which they would qualify (42 percent) and 29 percent said that they did not want anyone to
know they needed money.
FIGURE 17: REASONS FOR SELECTING THE GIVEN METHOD OF BORROWING AMONG CONSUMERS WITH
TROUBLE PAYING AN EXPENSE

Conclusion
Relatively few consumers use payday, auto title, and pawn loans. But the consumers who do use
them tend to use them repeatedly. Around half of users in June 2019 were still using these
services in June 2020. More than 60 percent of AFS users have a credit card and around a third
of consumers who owed money on a payday and auto title loan in June 2019 had at least $300
in available credit card credit. Yet many AFS users are credit constrained in other ways. AFS
users typically have lower credit scores than other consumers and many have applied for credit
and been turned down or decided not to apply because they thought they would be turned down.
Many AFS users also experience sizable and costly shocks that exceed their available savings and
credit card credit.
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