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© What is payday lending? Payday lending involves a borrower writing a postdated
personal check to a payday lender, who then advances the borrower up to $500 and
holds the check for 14-31 days. The borrower returns to reclaim the check by paying off
the loan plus interest fees, or “renewing” the loan for another 14-31 days, in which he
O E)Q' he | lus i f “ ing” the loan f her 14-31 d in which h
. or she must pay down all interest fees plus at least 5% of the loan’s value for eac
) h down all | fees plus at least 5% of the loan’s value for each
/O D renewal (interest assessed with each renewal). A borrower may renew up to six times,

J/ & rese" and may not pay more than 75% of the original loan in interest and fees combined. The
average annual percentage rate (APR) for payday loans in Missouri is 430.68%."*

Payday lending is commonly considered to be predatory lending. Practices typically
involve high interest rates, excessive fees, deceptive and aggressive marketing, and a general lack of
concern for a borrower’s ability to repay.® Despite the industry’s claims that payday loans should not be
a long-term solution, on average:

. 90% of payday lending business is derived from trapped borrowers with five or more loans
. 60% of payday loans go to borrowers with 12 or more transactions per year;
. 24% of loans go to borrowers with 21 or more transactions per year;

. Almost 90% of repeat payday loans are made shortly after a previous loan was paid off.*

Payday lenders target the low-income population. While traditional banks avoid low-

income neighborhoods, payday lenders locate there, targeting the low-income population.®

. The typical payday loan borrower has low to moderate income. At least 20% of payday loans are
made to those with annual incomes under $15,000 , and 40% are made to those with annual
incomes between $15,000 and $25,000.

. Low-income consumers typically lack financial knowledge, have little or no assets, and have
shorter financial planning horizons.®’

. The costs of payday loans greatly increase as loans are, and most payday loan borrowers have,
multiple loans (both concurrently and throughout the year).?

Payday Lending Activity by State*
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As evidenced by the map, though some ’
states have no payday lending businesses
whatsoever, Missouri has a high concentration of
these establishments throughout the state, in both
rural and urban areas.




Missouri leads the nation in payday lending. There are roughly four times as many payday loan stores in Missouri than
there are McDonald’s restaurants.? Missouri is consistently one of the worst states in the nation concerning payday lending, and
compared to our eight contiguous states, Missouri:

e Has the highest average annual percentage rates, or APRs

e Has the second most payday lenders, with only Tennessee ranking higher

e Isthe only state to allow loan renewals

e Receives more complaints than most. For example, in 2006, consumers filed about 2,500 complaints about payday lenders,

and by 2008 the Missouri Division of Finance was receiving roughly 10 calls every day."?2

Payday lending is growing in Missouri. The Missouri Division of Finance reports on payday lending activity in the state,
with the most recent report filed in January 2009. Since the department began reporting in 2003:
e Issuances of payday loan licenses increased 44.2%, with approximately 1,275 active stores at any time in 2008 (the highest
ever reported)
e  The average loan amounts increased 30.7% ($290.29 in 2008)
e  The annual number of loans increased 41.5% (over 2.83 million in 2008)
e The annual percentage rate (APR) increased 4.2% (430.68%) °

Policy Recommendations

The Missouri legislature and government leaders must remain ever vigilant in regulating payday lenders in this state. The General
Assembly should support current and future legislation to curb predatory lending practices, as these lenders work to evade restrictions.
For example, the Illinois legislature enacted the Payday Loan Reform Act, which successfully lowered APRs for payday loans.
However, the APRs for similarly predatory “instaliment loans” dramatically increased.*

It is recommended that lawmakers:

e Create and support legislation that would modify statutes regarding unsecured loans of $500 or less (i.e., payday loans) by:
e Lowering exorbitant APRs
e  Prohibiting repeated loan renewals used to circumvent interest rate restrictions
o Allow the Attorney General greater oversight over payday lenders by permitting the Attorney General to issue cease and
desist orders against violators and allow the Attorney General to request a circuit court issue an injunction or impose a civil
penalty on a person or business that violates consumer loan laws."*
o  Give all Missouri families the same consumer protections as military families. Federal legislation limits annual payday
lending interest rates to 36% for military families.'?
(Graham McCaulley, June 2010)
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