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IMPLICATIONS FOR EXTENSION:
The role of payday lenders in the economy is controversial.  Supporters argue payday lenders extend vital credit to consumers who cannot gain access to traditional forms of credit.  Opponents argue payday loans place vulnerable consumers into a debt spiral that is very costly and difficult to break.  Recent research by the Federal Reserve re-examines the question of whether payday loans are good for consumers by looking at the impact of recent government regulation of the payday loan industry on consumer welfare.

In his presentation at the April 2011 Federal Reserve Community Affairs Research Conference, Neil Bhutta of the Federal Reserve Board of Governors sought to answer the question of whether payday loans were good for consumers by using a unique research method.
· In states that do not allow payday lending, he predicted the zip codes that would have had the highest 

concentration of payday lenders based on certain socio-economic factors. 
· He then looked at the outcomes of individuals that live in these zip codes - their credit scores, likelihood of late payment, likelihood of collection.
· If payday loans hurt consumers, he should find that consumers in these zip codes have lower credit scores and more late payments and collections.  He found none of these outcomes appear related to the availability of payday loans.

A current working paper by Kelly Edmiston of the Federal Reserve Bank of Kansas City examines if recent restrictions on payday lending have harmed consumers.  He looks at states that have banned payday lending as of 2008 versus those, like Oklahoma, with no ban.     
· If consumers cannot get access to payday loans, they may resort to using more traditional credit sources but in a way that hurts their credit standing such as over-the-limit credit card purchases and bounced checks.  He examines county-level credit data to test for this.  If true, he should find that consumers in states with no payday loan ban should have lower usage of traditional forms of credit.  He finds that while borrowers in these states typically carry a smaller load of traditional consumer debt, they have a modestly higher number of traditional credit accounts. 
· However, he does find that low-income borrowers who cannot get access to payday loans do not carry more traditional debt, likely reflecting difficulty in accessing traditional credit.  
· On average, the share of consumers with the lowest credit scores and greater levels of late bill payments is higher in counties where payday loans are not legally accessible.  The results are similar when only low-income counties are considered.
· The general conclusion to be drawn from this paper is that restrictions on payday lending may have some unintended consequences for low-income consumers.  Regulators need to consider these potentially adverse effects when considering payday lending restrictions.

A related paper by Robert Avery of the Federal Reserve Board of Governors examines how loan fee limits effects the use of payday loans and pawn shops.  He divides states into five groups based on their level of loan fees:  not permitted, low, medium, high, and no fee ceiling.  Oklahoma is in the low group when it comes to payday loan fees but is in the high group for pawn shop fees. 
· Lower loan fees lead to fewer stores, as lenders consolidate to preserve profit margin.  Higher loan fees lead to more stores, due to low cost barriers to entry.
· His analysis found that the amount of the loan fee ceiling had no impact on the level of payday loan use.  The results suggest that payday lenders can adjust their scale of operations to maintain profit margin and thus continue to lend.
· When payday lenders face no restrictions, they take away business from pawn shops.
· Lowering fee ceilings up to some point can benefit borrowers, many of whom report using these loans to meet basic living expenses.  
· There was a greater use of both types of loans amongst Native Americans, less use among foreign-born consumers.

All of these researchers point out that their studies do not address the issue of internet payday lending.  In states that ban payday lending, consumers can still gain access to short-term funds over the internet.  

