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In the wake of the subprime loan
meltdown, Congress and many state leg-
islaiures are now promising a erack-
down on he “payday” loan industry.
This lonks like another Mustration of
how 10 hurt working Americans in the
nami of helping them,

Payday lenders offer short torm
lowns, typically of between $100 Lo $508,
to workers whe need cash in advance of
their next paycheck. Consumer groups
and banking indusiry critics complain
that the fecs charged on payday loans
are "predatory” and ensnare the poor in
4 "debt trap.” The Center for Responsi-
ble Lending, a liberal aclivisé group,
claims the industry costs Amerieans $4.2
biilon a year by charging exorbitant
fres.

Several dozen U8, Congressmen
recently signed a letter excoriating pay-
day Jenders as "anpscrupious.” Last
vear, Missouri Republican Jim Tulent
was looking for a populist issue to save
s Senate sest, so he led the fight in
Congress 1o cnact legislation chasing
payday lenders from military bases. Mr.
Talent still lost, bt he helped set 4 prev
cedent that Democrats are pursuing
With more onerous Measures now,

But if payday lending is such a con-
sumer rip off, no one has explained why
these siores have bocome $o popular,
There are some 254000 pavday stores
across America, and in many small
lowns the payday loan store is now as
commonplace as the local post office. it
has become something ke 2 56 billion
industry serving 15 mitlion people every
month.

Consumers seem to fike the eonve-
alence of instani cash in advance of
thelr paycheck and preler this (o pawn-
shops or borrowing money from family
members. Payday lenders have grown
in size, customer base and profitability
by discovering an unserved niche in the
lnan market for convenient, short term
microdoans. More to the “populist”
point, payduy loans offer a valuable ser-
vice to moderate income workers, Most

Mayday for Payday Loans

borrowers have incomes betwean 835,000
and $80,000, and payday louns are
cheaper than most alternaiives for those
facing shori-lerm financial distross.

Critics compiain thal the anaual per-
centage rate {APR) on ¢ two-week loan
of $100 with 1815 fee wnounts to & preda-
tory 390%. But the equivalent APR cost
to the borrower of writing a4 bounced
check can exceed 1,300%, while o crodit
card late fee charge can reach 70%.,
Sume borrowers will dlso go fo loan
sharks as an allernalive, and we kaow
how high their "fess” eun be,

Georgla vultawed payday loans in
2004, and thousands of workers have
since taken to traveling over the border
to Tind payday stores in Tennessee, Rlor-
ida and South Carclina. So the efTeet of
the ban has been 10 incregse consumer
eredit cosls and inconvenience for Gear-
iy consumers.,

The most common proposals in Con-
gress would cap pavday loan ipterest
rates al 365 APR. This would cat the fee
tn §1.38 for a $100 loan, Jess than ihe
charge for a fypical $100 ATM fee, and
far below the cheek fransastion cost,
This coudd shut down much of the indus-
try. But to what end? This debate i
much like the confroversy over bank
AT fees a few years ago. Consumer
advocates demanded Liws capping fees,
and where those ok effect the resuit
was not s much jower charpes bl
fewer ATNMs and thas less conventence.

A 2807 New York Federal Reserve
Bank study rejects the notion of payday
as predatory and concludes that high
prices "may reflect ton few payday lond-
ers, rather than teo many.” It adds that
more regulation could reduce market
entry and “the lack of competition could
drive rates higher)” Banning pavday
loans might please competing banks,
credit unions and so-called consumer
advocates, bet it's hard 10 see how actual
consumers would benefis,
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