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Abstract
Payday and car title loan operations in the Uniéates have grown exponentially over the
past two decades. Such loans are normally for samadlunts with short-term maturities and
generally extended to borrowers facing liquiditynswaints. Some borrowers may find that
they are not able to repay these loans, which dthems into a spiral of ever increasing debt.
By any measure, the interest rates charged ar@umeGiven the high interest rates charged
and potential significant negative outcomes assediwith these loans, some assume that the
risk-tolerance profile of borrowers is high. Resulom this research indicate that borrowers
view the positive loan attributes of payday and tHe loans (e.g., fast and easy) as
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outweighing potential risks and costs. This creatasinteresting risk-tolerance paradox;

namely, relying on high risk and cost loans shdagdan activity reserved for those with high

financial risk tolerance, whereas existing evidesaggests that payday and car title loan
borrowers tend to have a low financial risk-tolexaprofile. This research helps address this
puzzle. In this study, it was determined that tis&-tolerance of high cost borrowers was

found to be lower than non-borrowers.

Keywords: Payday Loans, Car Title Loans, Risk Tolerance.

1. Introduction

The story is all too familiar. An otherwise respities person finds herself behind on one or
two bills. Maybe it is a utility bill or maybe isia car payment. Regardless of the expense, the
outcomes associated with not paying are significahshe delays paying the utility bill, she
runs the risk of having power shut off to her horfieshe postpones the car payment she
could lose her mode of transportation. After seaghfor other short-term lending
alternatives she notes that her credit card isdyr@ear its credit limit. Social networks are a
principal source of help for those who need momegdal with these types of emergencies
but the amount needed to cover her expenses is tmaneshe feels comfortable borrowing
from friends and family (see O’'Brien, 2012). Corogting this type of situation is the
relative urgency of the circumstance. If she i® liks million other Americans, she will
choose a payday or car title loan to meet her gbam cash flow emergency.

According to Connor and Skomarovsky (2011), a pgyatacar title loan (PCTL) is a short-
term cash advance that is typically repaid or ede¢enon a weekly or two-week interval
(monthly for car title loans). When making a paydasn, the lender accepts a postdated
personal check or authorization to withdraw moniegally from the borrower’s bank account
when the loan is due. Title loans are similar; heave rather than providing a postdated
check, the borrower provides a set of keys andtitleeto his or her car as loan collateral
(Zywicki, 2010). The PCTL industry started in thetd 1980s, with marked growth since
inception (lowa Citizens for Community Action, 201TThe industry has exploded to a
current volume of more than $30 billion in shomateloans on an annual basis. In the U.S.,
there are over 22,000 PCTL stores—more locatiosus Starbucks.

The use, costs, and outcomes associated with tyygse of loans are staggering. The average
payday borrower takes out nine consecutive loanyége (Center for Responsible Lending,
2009). Even though the average loan amount is &b, fees per loan range from $15 to
$20 for each $100 borrowed, with fees assesselgeatirhe of the cash advance (Stegman,
2007). The resulting national average annualizectgmage rate for these loans is an
astronomical 455%, with some borrowers paying ashmas 1,000% per year (Connor &
Skomarovsky, 2011). As an example of how costlys¢hdoans can be, Connor and
Skomarovsky calculated that someone who borrow® $80 14 days may end up paying
back $775 in principal, interest, and fees. Thithesreason the PCTL loan industry has been
targeted as a form of predatory lending, as it $esuon providing loans to individuals who,
once they have borrowed, are forced to pay high &l expenses in a revolving cycle.
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When viewed objectively, financial counselors atehpers rightfully look askance at PCTL
products. Given the costs, obligations, and paéntgative outcomes associated with such
loans, it is sometimes common for policy makegitional lenders, consumer activists, and
researchers to assume that the risk-tolerancelgrofi those who borrow from PCTL
providers must be relatively high. This is a read@ conclusion. After all, who would
voluntarily borrow money knowing that the real it rate on the loan could exceed several
hundred percent? Further, who would seek suchraudgeen other alternatives exist? When
these questions are assessed using a cost/bemadfisia, the conclusion is that only highly
risk tolerant consumers should borrow from PCTLvjters.

The research reported here was undertaken tohestssumption of increased risk-tolerance
and PCTL borrowing. Specifically, this paper ansaiie paradoxical question of whether or
not PCTL borrowers have a higher financial risletahce profile than consumers who have
never taken out this type of loan. This paper eddette current literature by also showing
what factors PCTL borrowers consider when decidifgch lender to choose when faced
with a short-term financial need.

2. Review of Literature

It is easy to shine a light on the PCTL industrd afaim that unscrupulous lenders prey upon
uneducated, gullible consumers who seek out thaees] Some believe that while payday
loans are promoted as a way to deal with a sporfathnicial emergency, most borrowers
become ensnared in long-term, high-cost debt tiags.common to hear that the predatory
practices of payday loan providers results in iasegl financial stress among borrowers (Fox,
2009). However, the literature is not entirely soipe of this view.

Agarwal, Skiba, and Tobacman (2009) showed thatusigeof PCTL products almost always
occurs as a result of liquidity constraints at tiemusehold level, not because of a loan
enticement. It is important to note that over 504G TL users possess at least one credit
card (Elliehausen & Lawrence, 2001). This meansdHarge percentage of PCTL borrowers
have an immediate alternative for a short-term .Iddre problem is that among those who
hold a credit card, only one-third pay more tham fonthly minimum balance (Agarwal et
al.). That is, the majority of those with an alt#tive line of credit tend to be maxed-out in
terms of their credit limit.

The process leading to the use of a PCTL produginbewvhen a consumer is faced with a
financial emergency or contingency. When possiblese consumers turn to other short-term
sources of liquidity, such as credit cards or fgraihd friends. It is only when credit cards and
other sources of short-term funding have been esthdiuthat the choice to obtain a PCTL is
generally made. Agarwal et al. (2009) noted thaf P®@orrowers not only face liquidity
constraints, they also tend to incur persistenarfaial shocks that lead to money
mismanagement. There was no evidence in their stuaty PCTL borrowers were, on the
whole, financially illiterate. It appeared from thdata that the PCTL borrowing decision was
in many ways a rational choice at the time of taml

Lawrence and Elliehausen (2007) showed that bormgpvdt high rates of interest may
occasionally be an optimal choice for some consaméney used the consumption/choice
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model (Hirschleifer, 1958; Juster & Shay, 1964)ctwracterize rational PCTL use being
associated with a consumer preference for curremswmption among consumers with low
income and high real and/or perceived investmemtodpnities. The consumption/choice
model posits that consumers typically purchase ldergoods through a combination of
borrowing and equity investment. When installmeayments are employed, a consumer
builds equity in the good over time, thus redudig possibility of default. This implies a
trade-off between equity investment and currensaomption.

Consumers who do not wish to forgo current consionpgenerally must turn to unsecured
sources of credit. One obvious choice is a credglit.cA PCTL loan is another alternative.
Given the lack of or low value of collateral, sudans tend to be more expensive. When
faced with a financial emergency, limited sourcé€quity, and unsecured lines of credit,
some consumers may rationally borrow from PCTL ftexs, often because they are either
unaware or unwilling to seek other forms of bornogvi

Others have argued that the use of high cost sewtéunding provides some consumers
with a way to hedge their behavior. This is a fafwational risk taking. Katona (1975) and
Lawrence and Elliehausen (2007) noted that ofterswmers prefer to borrow money rather
than liquidate assets. They do this as a way toeftihemselves to budget, knowing that if
they sell property they will be unlikely to repuaste the asset in the future. Not only would
they not have the asset, they would likely stilvdnaan immediate cash flow need. Katona
termed this phenomengne-commitment, which he defined as a self-imposed way to enforce
financial discipline. There is evidence to suggibstt some consumers obtain satisfaction
using this approach. Lawrence and Elliehausen woafi that 92% of borrowers feel that
these PCTL lenders provide a useful service. Furittso of PCTL borrowers rate their level
of loan satisfaction as either somewhat or verigfad.

Although the use of high-cost loans can sometingesden as rational in an economic sense,
this does not mean that PCTL borrowers engageritpkrie and unbiased information search
activities. Risk researchers might argue that tigh ktost of PCTL borrowing implies that
those who use these loans are highly risk toletauttit is just as likely, as noted by Lawrence
and Elliehausen, that PCTL borrowers do not engagiatense information search. As a
result, they subject themselves to high-risk outesnbecause the loans themselves are
relatively small in comparison to each borroweissisehold budget. That is, PCTL users may
be engaging in a cognitive bias where they viewcb& of a loan in a relative rather than an
absolute sense. It is equally likely that PCTL aoners perceive their alternatives as being
limited. As suggested above, PCTL borrowers typjcdlave limited access to other
unsecured lines of credit.

2.1 Factors Associated with PCTL Usage

Several demographic and socioeconomic factors baem examined in relation to PCTL
borrowing. Unbanked African-Americans who are unkaygd are all significantly more

likely to use payday loans (Avery, 2011). Being amked refers to having no checking or
savings account, which drives borrowers to userateve financial services (O'Brien, 2012).
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In the United States, overall, nearly 54% of Afriemerican households, 43% of Hispanic
households, 15% of non-Hispanic Whites are unbaokeshder-banked. (FDIC, 2009)
Agarwal et al. (2009) found that the average P@bkrower had lived in his/her current
residence for just over five years as of 2009, /445 years of age, female, and had a bank
account balance of approximately $257. They algmnted that typical PCTL borrowers
earned just slightly more than $1,686 per monthvreace and Elliehausen (2007) found that
the majority of PCTL borrowers tend to be marricldew they take out a loan. Nearly two-
thirds of borrowers have children, and at least-thirel of borrowers have some college
education, with almost 20% of PCTL borrowers hajdia four-year college education,
compared to only six percent without a high schdiploma. About 60% of payday loan
borrowers report that they could not borrow elsewl{@very, 2011).

By default, those who use a payday loan must havan&/checking account, whereas those
who use title loans must possess a title to théwraobile (Stegman & Faris, 2003). Clearly,
while PCTL borrowers may be low-income customarsyther respects these borrowers tend
to share a socioeconomic profile that places theowve the riskiest borrowers (i.e., those who
rely on pawnshops and finance companies). Most P&ditowers are known to cut their
spending, seek a pay raise, or pay off their Idhamselves in order to stay current with loan
payments (Lawrence & Elliehausen). As a resuis, itot surprising that only a few borrowers
(approximately 20%) abuse these high cost loanggrace & Elliehausen). Only four to six
percent of borrowers default on payday loans (Av2®y1). Some borrowers do get caught in
the trap of spiraling debt because they are nat tbfully retire the debt, which means they
must renew the loan time after time. These borrewéen find themselves in worse financial
shape than before first engaging in a PCTL. Theltrésan increased likelihood of declaring
bankruptcy, becoming delinquent on a credit cardietaying medical care (Fox, 2009).
Overall, PCTL borrowers tend to be credit constedinbut they also have bank/checking
accounts, steady employment and income, and fam{stegman, 2007). From a lender
perspective, these are factors which make promisimgumers. PCTL borrowers tend to be
financially responsible—although their access teaanred credit lines is severely limited—
and in a position to make payments on their lo&oes.many years, U.S. military personnel
were a prime target market for PCTL providers. Heosvein 2007 federal legislation was
enacted that forbid payday loans to active dutytamjl personnel and their families. Interest
rates charged to those in the military was alsped@t a maximum APR of 36%. In response
to these limitations, PCTL lenders have since tdiieir marketing attention to the broader
population, with great success.

To date, nearly every PCTL study has focused omriésg either the characteristics of
borrowers or lenders. The PCTL loan industry haanbéentified as a profiteering venture
that takes advantage of the working poor (Lyder2001). Lawrence and Elliehausen (2007)
noted that even if true—there is active debateath bides of the issue—these lenders satisfy
a loan demand by individuals traditionally undeveer by the banking industry (Caskey,
2001).

A growing segment of the PCTL literature has beevotked to describing the characteristics
of those who receive these short-term uncollategdliloans. Factors such as geographic
location, socioeconomic status, occupation, rage, and military status are commonly used
in these studies (Gallmeyer & Roberts, 2009). hes as no surprise that those who use



International Review of Social Sciences and Hunesiitvol. 3, No. 2 (2012), 214-229 219

PCTL loans tend to exhibit a lower socioeconomidus. In terms of proportions, non-Whites
take out PCTL loans to a greater extent. As thiarmsary suggests, a great deal is known
about the demographic profile of PCTL borrowerseewnore is known about the operations
and profitability of PCTL providers. Prior literatialso reflects that borrowers themselves
have a relatively good grasp of the costs and ltena$sociated with the use of PCTL
products (Caskey, 2001).

What is less well known are the reasons why somewers turn to PCTLs. The choice does
appear to be driven, in large part, by liquiditynstraints at the household level (Agarwal et
al., 2009). Risk tolerance is a factor that may die associated with loan choice. It is
reasonable to assume that given the inherent @skinf payday loans, in terms of potential
interest costs and associated outcomes associatiedefault, those who take on PCTLs
should exhibit higher risk tolerance than non-PC@dnsumers. There is some related
evidence to suggest that this assumption mightdoeect. Ding, Quercia, Li, and Ratcliffe
(2011) used a sample of community reinvestmentdammpared to subprime loans—those
originated primarily by mortgage brokers to lig@ydconstrained consumers—to determine
that borrowing choices help explain default riskensumers who were willing to purchase
real estate with adjustable rate mortgages—a fdmiskotaking—were more likely to default
on their mortgage loan.

It is interesting to note, however, that an exhaastearch of th&roquest database showed
no research directly linking the financial riskednce of PCTL borrowers to the use of loans.
This line of inquiry does not yet exist; howevdrerte are theoretical reasons to hypothesize
such a relationship. The mortgage literature presvidn insight into the association between
household borrowing decisions and risk toleranterns (1992) noted that a family’s choice
of mortgage—fixed versus variable rate, durationpafyments, etc.—is influenced by a
number of factors, with risk tolerance being sigr@iit among these determinants.
Households that exhibit low levels of risk tolerarfce., unwilling to engage in behavior with
potential significant financial losses) search tierketplace for loan alternatives that reduce
debt costs while locking in payment stability (FénkHuston, Siman, & Corlija, 2005;
Hogarth & Hilgert, 2002). Consumers with a highisk rprofile often turn to holding high-
interest loans and/or debt alternatives that pessen-trivial risks for reductions in income
and increased demands on family resources (Godw®Q; Smith, Finke, & Huston, 2011).
If it is assumed that PCTL borrowers are similarotbers who borrow money, a similar
pattern of risk tolerance should be observed irptyglay and car title loan marketplace. The
remainder of this paper describes the unique datawk methodology used to evaluate the
risk tolerance of PCTL borrowers in an effort tdedtmine if those who use PCTLs are more
or less risk tolerant than others and to deterrother factors, beyond liquidity constraints,
that might be driving consumers to PCTL providers.

3. Methodology

Data for this study were obtained from a samplégdesl to over-represent individuals who
might be experiencing financial stress and likehjhave taken a payday or car title loan as a
way to meet immediate cash flow needs. Surveys wistebuted in three counties in one
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Midwestern U.S. state. The counties comprised &@)F square miles. The sample was
generated from a list of water meter addressesoim fion-contiguous cities within the
counties. A proportional representation sample usesl to select 1,000 addresses. Of these,
186 surveys were returned by the post office asexistent addresses. Generally, these
returns indicated that the locations were not egdidl (e.g., business), a vacant lot,
commercial property, or an incorrect street logatiddditionally, 108 surveys were returned
as non-deliverable, typically because the locatias vacant or the residents had moved. Of
the 706 surveys that were delivered, 259 were cetepland returned. As a way to increase
response rates, individuals who completed the gureeeived $20 as a cash incentive after
completing and returning the survey. This resuiliteal useable return rate of 37%.

3.1 Risk Tolerance

The financial risk tolerance of respondents wassmesl using a 7-item scale developed by
Grable and Joo (2001). Questions included: (a)uldiprefer a sure gain of $500 over a 50%
chance to gain $1,000 and a 50% chance to gairingpttb) Investing is too difficult to
understand, (c) | am more comfortable putting myneyoin a bank account than in the stock
market, (d) When | think of the word “risk” the ter‘loss” comes to mind, (e) Making
money in stocks and bonds is based on luck, (fiemns of investing, safety is more
important than returns, and (g) The thought ofrigka risk is exciting to me. Six response
choices were provided for each item: (a) StronglaDree (1), (b) Disagree (2), (c) Not Sure,
Probably Disagree (3), (d) No Sure, Probably Agre(e) Agree (5), and (f) Strongly Agree
(6). Scores ranged from a low of 11 to a high of @8 average, respondents scored 22.58
(SD =5.42) on the scale. The scale’s Cronbach’s alydsn = .71.

3.2Useof PCTLs

Respondents were asked the following question teraiéne their use of PCTL products:
“Have you ever received a payday or car title [6aR@sponses were coded 1 for yes,
otherwise 0. In this study, approximately 10% ofpendentsN = 25) indicated having
borrowed from a PCTL provider.

3.3 Control Variables

The choice of control variables in this study waade based on how similar studies have
dealt with demographic and socioeconomic factorg.,(é\very, 2011), as well as related
research addressing other consumer borrowing ch¢icg., Smith, Finke, & Huston, 2011).
The following respondent characteristics were adletd in this study: (a) years living in state
of residence, (b) age, (c) gender, (d) financiabidedge, (e) marital status, (f) household
income, (g) education, (h) racial/ethnic backgrquawd (i) household size. Years living in
the state, age, and education were coded in yeaeparted by each respondent. Gender was
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coded 1 = male and 2 = female. Financial knowledges measured by asking each
respondent to indicate how knowledgeable aboutopaisfinances they thought they were
compared to others. A ten-point stair-step respaissce was provided, with 1 = lowest
level and 10 = highest level. Marital status wadetbdichotomously so that those who were
married were coded 1, otherwise 0. Household incaae assessed by asking respondents to
report their usual monthly income over the pastryfeam all sources, including public
assistance, on a before tax basis. The naturabfldlge variable was calculated to assist in
data assessment and interpretation. Racial andcdihnkground was coded dichotomously
so that those who were non-Hispanic White were @dbleotherwise 0. Finally, household
size was assessed by asking respondents how mamepiéved in their household and
shared income with the respondent.

3.4 Data Analysis

A combination of statistical methods was used ta@lwate the risk tolerance-PCTL
relationship. Initially, a mean comparison was mtmdetermine if a statistical difference in
risk-tolerance scores existed between those wha$ed and those who had not used a PCTL
product. This was followed by a binary logistic meggsion analysis using the independent
variables and financial risk tolerance to prediC{TR borrowing. It was hypothesized that if
risk-tolerance differences were noted in the batariassessment, these differences should
hold in a multivariate analysis. Finally, comparisoof PCTL borrowers and non-borrowers
were assessed using a combination of parametric@amgarametric tests as a way to further
explain PCTL borrowing behavior.

4. Results

4.1 Demographic Profile of Respondents

Respondents tended to be long-term residents oftidie and community, with a mean
reported years of 25.4&D = 20.34). No significant differences were notetinaen PCTL
borrowers and others. The average age of respanded 40.94 years. Although PCTL
borrowers were nominally youngevl(= 35.80,SD = 14.27) than non-PCTL responden (
= 41.50,9D = 17.88), no significant differences were notetlhdugh approximately 80% of
PCTL borrowers were female, no significant gendifeignces were noted. Statistically
significant differences between PCTL borrowers atfters were noted in terms of financial
knowledge. The mean knowledge score for the sampla whole was 5.98) = 2.30);
however, PCTL borrowers reported a knowledge lelader to five 1 = 5.08,SD = 2.16),
whereas non-PCTL respondents reported a 6808 2.30) level of financial knowledge.
Both groups were similar in terms of marital stat@n average, 59%3) = .49) of
respondents were married. Household income, oragegewvas 7.883D = .75). Income level
was also similar between PCTL borrowew £ 7.60,SD = .70) and otherdM = 7.91,9D =
.75). Significant education differences were nofdtk sample as a whole reported 1585 (
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= 3.34) years of education; however, PCTL borroweorted 13.609D = 4.52) years,
whereas others reported 15.2D(= 3.16) years of formal education. In this stu8% of
respondents were non-Hispanic White. This percenteas similar to non-PCTL respondents
(M = .84,SD = .37) and significantly different from PCTL bowers M = .69,SD = .48).
Comparable to what has been reported in the litexata high percentage of non-Hispanic
Blacks, Hispanics, and others of differing raciat aethnic backgrounds were found to be
PCTL borrowers. Non-Hispanic Whites made up onl%68D = .48) of PCTL borrowers in
this study. Finally, household size between PCTirdwers M = 2.68,3D = 1.55) and others
(M = 2.19,9D = 1.25) was similar to the sample averae= 2.24,SD = 1.29). Table 1
shows the demographic and socioeconomic profileegfiondents as a whole and by payday
loan category.

Table 1 Demographic and Socioeconomic Profile of Resporsdent

Whole PCTL Non-PCTL

Sample Borrowers Borrowers
Characteristi M D M D M D Sig.
Risk Toleranc 22.5¢ 5.4z 20.2¢ 4.9: 22.8: 5.4: o
Residence Leng 25.4. 20.3¢ 21.6¢ 20.4¢ 258. 20.3: .32
Age 40.9¢ 17.6: 35.8( 14.27 415 17.8¢ .1
Gender (1 = Femal 1.6¢ 0.4¢ 1.8C 041 1.6° 0.4¢ 128
Financial Knowledg 5.9¢ 2.3C 5.0¢ 2.1€  6.0¢ 2.3 04
Marital Status (1 = Marrie: 0.5¢ 0.4¢ 05/ 051 0.5¢ 0.4¢ 67°
HH Income 7.8¢ 07¢8 7.6C 0.7C 7.91 0.7¢ .0¢*
Educatiol 15.08 3.3¢ 13.6( 4.2 1521 3.1¢€ 02
Racial/Ethnic Background (1 | 0.8z 0.3¢ 0.6¢ 0.4¢ 0.8¢ 0.37 .0%°
Non-Hispanic White)
HH Size 22¢ 12¢ 268 158 2.1¢ 1.2¢ 07

~Statistical significance assessed with t t&€&thi-square statistical significance test

4.2 Key Findings

Table 2 shows that the working assumption that P@Mipients are more risk tolerant than
others cannot be supported. The data indicatetlioge who had received a PCTL reported
having alower willingness to engage in a financially risky betoavthan others. The
difference, when measured in a bivariate fashioas wtatistically significant. Given the
disproportions in sample sizes between the two ggpoa Mann-Whitney test was used to
confirm these findings. The difference in risk talece was found to be statistically
significant £ = -2.48,p < .01)

Table 2 Mean Difference in Financial Risk Tolerance basedP@TL Status
Groug N Mean | D |t

Recipient of Payday or Car Title Lc | Yes | 25 | 20.2¢ | 4.92 | 2.25 p< .05
No | 233| 22.83| 5.42
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These initial results suggest that not only are P@drrowers not more risk tolerant than
others, but rather their willingness to engagenaricial behavior that entails the risk of loss
is actually lower than non-PCTL borrowers. A binéogistic regression was used to further
evaluate this finding. Specifically, a backwardsrgmprocedure, using the likelihood ratio,
was used with each independent variable and fiahrisk tolerance entered in to the model.
The dependent variable was PCTL borrower or otlsmwiThe backwards elimination
procedure was chosen as a way to eliminate sumpre$®cts related to known variables
associated with PCTL use. Results from the tesslaoevn in Table 3.

Three of the variables were found to be associatitl PCTL usage: (a) financial risk
tolerance, (b) education, and (c) age. The modsl statistically significanty® = 14.21 (n =
231), p < .01, Nagelkerke R= .13. The three variable model was able to pteglioup
membership with a 91% overall accuracy level. Tdggstic regression results indicate that as
financial risk tolerance, education, and age immeedolding other factors constant, the
likelihood of using a PCTL falls.

Table 3 Logistic Regression Results Showing Associatiomi@en PCTL Borrowing and
Financial Risk Tolerance

Variable B Sd. Error Wald Exp(B)
Financial Fisk Toleranc | -0.10* 0.0t 3.5¢ 0.91
Educatiol -0.15** 0.0¢€ 6.44¢ 0.8¢
Age -0.03* 0.0z 3.7C 0.97
Constar 3.09* 1.5¢ 4.0¢ 21.9¢

Notes: *p < .01 p< .05

Table 4 provides a possible explanation for thelifigs showing a negative relationship
between financial risk tolerance and the use of IP@foducts. While many consumer
activists, policy makers, and researchers may &dsohigh interest charges as a potential
risky outcome associated with PCTL products, thekse use PCTLs do not appear to view
this as a risk, or they evaluate the benefit oéireng cash quickly as outweighing the high
interest risk. The chi-square findings (Table 4)wlihat PCTL users value the speed of loan
transactions as an important factor when choosimglender. Sixty-four percent of PCTL
borrowers, compared to 43% of non-PCTL borrowespprted that accessing cash fast was
their primary decision factor when choosing a lenda other words, the traditional
marketplace for loans may be perceived as morg,riskterms of accessibility and speed
among PCTL borrowers.

This conclusion is supported by other researchrigsl (Caskey, 2001). In addition to speed,
PCTL borrowers indicated convenience (60%), neadnfioney quickly (48%), ease of
transactions (46%), need for emergency money (44%hNhere else to get a small loan
(28%), no other option being available (28%), negdi small amount of money (24%), and
having the lender provide excellent customer sery®1%) as being reasons they chose a
PCTL.
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Table 4 Fast Cash as Reason Why Loan was Takin (

Recipient of Payday or Car Title Lc
Loan Ye:! Loan Nc
Reason Fo Cash Fast YE 16 70
Payday Loan Cash Fast N 9 167

X2(1,N=258) = 11.72, p < .0l

It may also be that PCTL borrowers simply do notehthe financial wherewithal to qualify
for a traditional loan, and as such, they turnlteraative lenders. Support for this hypothesis
can be found in this study in two ways. First, @sanoted that PCTL recipients paid nearly
56% of their monthly income towards housing, wherean-PCTL borrowers paid 29% of
income for housingt{ 4= -2.64,p = .01). This type of liquidity strain may forceqme to
constantly search for short-term funding solutitmBnancial emergencies and contingencies.
A second indication of liquidity constraints faciRCTL borrowers can be seen in Table 5.
This table lists financial events and stressorsrevtesignificant difference (using a Mann-
Whitney U test) was noted between PCTL borrowers athers. Each of these events and
stressors was more likely to occur over any gives year period for PCTL borrowers.

A final analysis was completed to determine PCTlrdwers’ perceptions of the PCTL
process. Those who reported having taken out a R@Ire asked a series of questions using
the following six-step scale to evaluate respon&@sStrongly Disagree (1), (b) Disagree (2),
(c) Not Sure, Probably Disagree (3), (d) Not Strmbably Agree (4), (e) Agree (5), and (e)
Strongly Agree (6). First, respondents were askeldely thought someone who takes out a
PCTL is acting responsibly. The median responsthito question was 4.0. When asked if
PCTL borrowers are careless and irresponsibleprefgnts answered with a median score of
3.0. Respondents were then asked if those who G3é Bervices are helpless consumers.
The majority of respondents chose “not sure, prigbdisagree” (Median = 3.0) as their
answer. Finally, each PCTL borrower was asked hatisfeed they were with the services
provided by the last PCTL provider they worked wiffhe median response was 5.0,
suggesting agreement that they were satisfiedtivithender’s services.

Table 5 Financial Stressors Faced by PCTL Borrowers

Financial Sressor
Mean Rank for PCTL
Mean Rank for Non-PCTL

Borrowers
Borrowers

Deleyed expensive purchase until cash avai
Applied for assistance progr:

Asked for extension on payme 175.9¢ 124.5:
Asked friend or family member to lend moil 175.8. 124.5:
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Turned down for a loe 176.8. 124.4.
Obtaind credit card advan 163.7( 125.8:
Bounced a ches 162.1¢ 125.9¢
Exceeded credit limit on credit ci 170.0¢ 125.1¢
Stopped payment on a ch 147.3¢ 127.5¢
Not given as much credit as applied 173.3( 124.8(
Wanted to apply for credit, but did 1 due to fear of rejectic | 171.6¢ 124.9¢
Talked with a credit counselor about finar 155.2 126.7:
Received call from lender demanding mc 169.4¢ 125.2:
Had credit card bill that could not be [ 175.9( 124.5:;
Fell behind on rel 157.3: 126.5:
Fell behind on utilitie 169.4¢ 125.2:
Had a garage sale to raise mc 167.7C 125.4(
Obtained property from a re-to-own firm 157.9¢ 126.4«
Paid a late fe 182.4¢ 123.8:
Paid a utility bill late 177.06 124.4(
Received past due bill letter or « 198.1¢ 122.1:
Paid credit card bill la 162.3( 125.9¢
Received call from a collection agel 186.4( 123.3¢
Did not have money for an emerge 186.7¢ 123.3¢
Maxed out a credit ca 179.9C 124.0¢
Took cash advance on a credit ( 154.8¢ 126.7¢
5. Discussion

Consider a product or service that guaranteesolfmving attributes: (a) high consumer cost,
(b) possibility of perpetual repeat consumer useexpensive consumer penalties for default,
and (d) limited regulation. Taken out of contekistmight be used to describe the illicit drug
business, the gambling industry, or certain typkgamsumer monopolies. The common
thread among firms operating in industries thaemothese guarantees is that nearly all have
serious negative consequences for consumers whdragbed in ongoing transactions
(Karger, 2004). Basically, these industry attrilsuecompass the working environment of
PCTL providers. One might assume that a consumeraniters this marketplace has a high
level of financial risk tolerance (i.e., they ardliwg to incur potential financial losses in
order to maximize their immediate financial gaififis paper was written to describe the role
financial risk tolerance plays in shaping the deacisto borrow from a PCTL provider.
Counter to the working assumption among many ingusbservers, a negative relationship
between financial risk tolerance and PCTL use wad The risk tolerance of PCTL
borrowers was found to be lower, on average, tllnRCTL users.

While this finding runs counter to what many migissume to be true, results match what is
implicitly known about PCTL borrowers. These indivals appear to be making the loan
choice based less on cognitive appraisal (i.eorinétion search) and more on convenience.
The riskiness of the loans, while understood bysoarers, is discounted in favor of factors
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that appear to decrease the time, effort, and Isstigpna associated with facing a financial
emergency. In effect, PCTL borrowers seem to beimga& trade-off between paying high
expenses and subjecting themselves to onerousitetetims in exchange for reduced psychic
borrowing costs (Skiba & Tobacman, 2008).

Reported satisfaction levels associated with PCibdpcts and services was also noteworthy.
Either due to cognitive dissonance or genuine cimtent, the majority of PCTL borrowers
felt that the use of a PCTL product was a respdmsilay to deal with a short-term liquidity
constraint. Overall, borrowers were satisfied wtike loan process and the costs associated
with these products. Rather than being seen aswgidf predatory lenders or unsophisticated
consumers easily duped into paying high intereatgds, the largest part of PCTL borrowers
felt that the products provided a fast, easy, andjundgmental way to gain access to cash.

5.1 Implications

An apparent dilemma exists in the context of PCladpcts. Consumer activists, researchers,
and some policy makers find these types of loarset@t best, a consumer rip-off, and at the
worse, a near criminal form of predatory lendin@.TR borrowers, on the other hand, view
these loans as a convenient, efficient, and safie &b borrowing to cover short-term liquidity
needs. This helps explain why the risk-tolerana#ilprof PCTL borrowers is actually lower
than non-borrowers. That is, these consumers deieatborrowing using high-cost loans as
a form of leverage or risk taking.

This does not mean, however, that when viewed tiag PCTL borrower perceptions are
accurate. When considered clinically, nearly alearchers and consumer activists would
agree with the lowa Citizens for Community Improwstn (2010) organization who noted
that PCTL products are not only predatory in natlmet also deceptive and abusive. It
behooves those who are interested in advancingdhsumer interest to generate positive
alternatives for those in need of short-term lodhslternatives either do not exist or are
deemed unacceptable by borrowers, then, by defality makers, through lack of action in
the marketplace, will direct some borrowers intoducts than are misleading.

Connor and Skomarovsky (2011) outlined severalomaisle recommendations to help stem
the growth and continued use of PCTL products amdices. Their first recommendation
involved encouraging the traditional lending indydb better serve small transaction short-
term borrowers. The banking and credit union indessthave tended to eschew this market
because of the perceived riskiness of the borrgwesgever, this perception may be, as
highlighted in this paper, a misconception. Stegrf20007) showed how banks that provide
short-term loans can generate a 6.98% return amegt earnings.

It is important to remember that PCTL borrowersdtém be responsible, or at a minimum,
they have the desire to pay their expenses and theitfinancial obligations. They also
know that these sources of funds are expensive riraeg & Elliehausen, 2007). If PCTL
consumers were not, in a sense, financially resplenthey would simply walk away from
paying bills, hide assets, and turn to illegal sesrof funding. Rather, PCTL borrowers often
feel that they have “no choice” but to entanglentbelves with PCTL providers. One reason
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is PCTL borrowers perceive banks and credit unembeing unfriendly, unresponsive, and
generally dismissive of a short-term borrower’sdsee

Connor and Skomarovsky (2011) also noted that thes@mer Financial Protection Bureau
can play an important role in regulating PCTL pd®mrs, while also disseminating
information to consumers about how unsafe and foneddally unsound PCTL borrowing can
be for consumers. One possible public policy sotutinvolves restricting the use of
backdated checks as a form of collateral and/atilipmthe number of times a consumer can
rollover each outstanding loan. Some have evenedrdbat introducing usury laws (i.e.,
capping effective interest rates at, say, 36% dhnuzould work to direct borrowers from
PCTL providers to banks and credit unions.

In summary, the results from this study add todkisting literature in several ways. First, it
was shown that PCTL borrowers have a lower risértoice profile than non-borrowers.
Second, PCTL borrowers tend to be liquidity corised. Third, nearly all PCTL borrowers
are disposed to act responsibly in searching toerdbans prior to using a PCTL service, and
fourth, among those that use PCTL products, thenitajare satisfied with their choice.

While these findings are noteworthy, it is impottamjudge the results in the context of the
sample frame. Future studies should attempt toauseore nationally diverse and larger
sample. This will allow for additional parametritatistics to be used in a multivariate
manner. Being sure to include risk-tolerance messsinr further studies will help validate the
exploratory risk-profile findings. For example, ther research may find that financial risk
tolerance differs from borrowing risk tolerance.the current study, financial risk tolerance
was assessed using a combination of items, sewErahich were investment oriented. A
guestion to be answered is whether consumers \gedirig risk differently than financial
risk. Additionally, it would be helpful, with a lger sample, to differentiate between the
unsecured nature of payday loans from the secwgechof title loans. It is possible that the
demographic, socioeconomic, and risk profile ofsthavho use these loans is different.
Finally, a comprehensive meta-analysis of the ejsPCTL literature would be useful as a
way to better describe the needs, constraintsuress, and attitudes of PCTL borrowers as
policy makers conceptualize new products to intoedato the marketplace.
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