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Abstract

Predatory lenders design and promote loan products that often target low-income families and
communities of color in Missouri. These loans carry very high interest rates, trap borrowers in a
cycle of debt, and are made without consideration of borrowers’ ability to repay. Wealth is
drained out of Missouri because the loan companies engaging in predatory lending practices
are primarily located out of state.

What is Predatory Lending?

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.’ Loans
that commonly carry predatory characteristics include payday, car title, consumer installment,
overdraft, rent-to-own, and tax refund anticipation loans. This report focuses on the most
“ prevalent high-cost, small-dollar loans in Missouri.

Predatory Lending in Missouri: A History
1930s: Some of the earliest reports in Missouri of
payday lenders using postdated checks to evade usury
and credit disclosure laws trace the practice back to
Kansas City.2

1980s: State regulators seek to end lending schemes that violate state laws.? During the 1980s,
Missouri has interest rate limits in place to enforce against abusive lending. In fact, for
the greater part of its history, Missouri has limited annual interest that could be charged
on small loans.*

1991: The Missouri Legislature makes high-cost lending practices legal by granting payday
lenders an explicit exemption from the state’s historic usury laws.”

1998: The Legislature eliminates the usury cap altogether, thus allowing unlimited interest rates
across a range of consumer credit products.6

Missouri legislators authorize another form of high cost lending--car title loans, which
use a borrower’s car title as collateral for the loan and typically carry annual percentage
rates of 300%.”



2001: State Auditor Claire McCaskill finds abusive loan practices are pervading the “instant loan
industry.8 However, the report concluded that “state laws favor instant loan lenders,
often leaving loan consumers in a debt cycle and paying up to three times the loan’s
initial value.”

In response to broad-based community calls for new legislation that would rein in payday
loan abuses,” the Missouri Legislature enacts a set of changes to the small loan laws.*°
These changes are still current law, and still permit unlimited interest rates on payday,
car title, and other small consumer loans. 1

2002: The Legislature requires the Missouri Division of Finance to report biennially on the state
payday loan industry; however, the report is comprised of mailed-in responses by lenders
that are not sworn statements.*

2010: Twenty years after payday lending first became legal in Missouri, the industry has
swollen. Missouri is one of the leading states for payday lending, with over 1,000 active
stores and about 2.43 million loans made each year with an average APR of 444.61%."

The St. Louis Post Dispatch reports car title lenders are operating under small loan
licenses, finding that more than 20% of Missouri's 298 licensed title-lending locations are
licensed to deal in small loans and about a third of the licensed title lenders offer
installment loans. **

2012: License shopping continues, as current data on active licenses for lenders in Missouri with
the word "title" in their names (i.e., 396 storefronts with names such as Title Cash of
Missouri, Title Lenders of Missouri, Title Loan Co. and TitleMax) include only 68 lenders
that are actually licensed as title lenders.™

Missouri’s Patchwork of Laws and Loans

The piecemeal structure of Missouri loan laws and the absence of interest rate limits have
enabled a long history of license shopping and product swapping among Missouri’s high cost
lenders. For example, consumer lenders can operate under various sections of the Missouri
Revised Statutes without concern for consumer interests or meaningful limits on permitted
charges. Some title and payday lenders operate under Section 367.100 (traditional small loan
license), while others operate under the specific sections for title or payday lenders.*® Many
operate under multiple licenses.

Types of Small Loans in Missouri

Payday loans involve a borrower writing a postdated personal check to a payday lender for the
amount borrowed plus interest. The lender then advances the borrower up to $500 and holds
the check until the borrower’s next payday, typically in 14-31 days. The borrower returns to
reclaim the check by paying off the loan in full plus interest, or extends the loan for another 14-
31 days. The average annual percentage rate (APR) of interest for payday loans in Missouri is
444.61%.'"1®



Car title loans are loans to borrowers who use their car as collateral. After 30 days, the loan
either is paid in full or extended for another 30-day cycle, or it goes into default and the vehicle
is repossessed.19 Missouri law does not limit the interest that may be charged on these loans,
and up to $75 in up-front fees and whatever other fees the borrower agrees to are also
permitted.20 This fee structure results in 300% APR on a typical car title loan in Missouri.”*

Consumer installment loans may be in any amount, secured or unsecured, but must be
repayable in at least four equal installments over a period of 120 days. There is no limit on the
amount that can be charged on these loans.?? Although they are authorized under a different
part of Missouri statutes, they typically look like payday and car-title loans, with triple-digit
interest rates and repeat financing.”

Small loan was a designation created for loans above $500.** There are no limits on fees,
interest, or payment terms, and they again typically carry triple-digit interest rates.

These loans, which make up the bulk of predatory small dollar lending in Missouri, may have
different names and vary in structure; yet they share two characteristics that concern many
anti-poverty advocates: triple-digit interest rates and perpetuating a cycle of repeat borrowing.
Additionally, all of these loans are tied back to the place in Missouri law that once included the
state’s interest rate limit. Unfortunately for borrowers, that interest rate has been chipped
away and eventually eliminated by the state legislature in recent years. Missouri has no usury
limit.

High-Cost Lenders Concentrate on Low-Income Borrowers
Research consistently shows that high-cost, predatory lenders concentrate in low-income
communities.

« Payday lenders are more likely to be located in low-income neighborhoods.?

* The typical payday loan borrower has low to moderate income.?®

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

* African-American neighborhoods are significantly more likely to have more payday
lending stores per capita than white neighborhoods, even when controlling for
neighborhood characteristics of income, homeownership, poverty, unemployment and
other characteristics.?®

* Astudy of consumers in the Chicago area found the typical consumer installment
borrower to be female, living in a lower-income and predominately minority
community, and earning a median net salary of $34,277.%

* A nationally-representative survey found similar results, with consumer installment
borrowers more likely than non-borrowers to have lower incomes, be non-White, live in
rental housing, have less education, be younger in age and have children in their
households.*



A 2007 Missouri Division of Finance report surveying about 3,700 borrowers reported similar
findings, at least for payday loan borrowers:*"3?
* The average consumer taking out payday loans was 43 years old and had an income of
$24,607.
* The vocations of borrowers included 21% classified as “labor” and 12% classified as
“secretarial/clerical.”
* Twelve percent (12%) of loans analyzed in the report were made to consumers on
Supplemental Security Income (SSI) or disability.

See the maps in the Appendix for
Boone County (Columbia), Missouri the locations of payday and other
high cost loan stores in St. Louis,
Columbia, and Kansas City. These
maps geographically represent
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low-income communities. It
should also be noted that, in Missouri, payday lenders have operated on the premises of
approximately 90 nursing homes.**

Despite these findings, industry representatives in Missouri claim that payday loan customers
“are the heart of America’s working middle class” and that “all have jobs and checking
accounts, average more than $40,000 in annual income, have credit cards, are married and
have children.”*

Payday Lending: A Closer Look
Missouri’s regulatory environment has allowed payday lending to thrive. For example, there are
over twice as many payday loan stores in Missouri as there are McDonald's restaurants and
Starbucks combined.?® Further, compared to our eight contiguous states, Missouri:

* Has the highest average annual percentage rates (APRs) of interest

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

* Isthe only state to allow loan renewals

The chart below gives figures on the current state of payday lending in Missouri, as well as the
growth since the Missouri Division of Finance began reporting in 2003.%
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Payday loan borrowers are getting trapped deeper in the payday loan debt cycle as lenders
are squeezing more from existing customers. Although the number of payday loans stores has
increased since 2003, caution should be taken in interpreting this trend as evidence of a high
demand, as evidenced in part by the data below gathered from the two most recent Missouri
Division of Finance annual reports on the payday loan industry.*®
* Between 2009 and 2011, the industry in Missouri shrank:
o Number of active licensees declined by 18%, from 1,275 to 1,040.
o Loan volume declined by 14% from 2.83 million to 2.43 million.
* However, average interest rates, as well as loan amounts, have continued to rise:
o Average loan size grew from $290 in 2009 to $307 as of January 4, 2011.
o Average APR grew from 431% to 445% APR due to increases in fees.

Taken together, the figures in this section do not reflect a strong demand for payday loans in
Missouri. Rather, it is likely that the predatory lending environment in Missouri (e.g., high-
interest, short-term) mirrors research conducted in other states - specifically, that the majority
of predatory lending volume is generated by borrowers trapped in the debt cycle and needing
to take out additional loans immediately or soon after paying one off.

In spite of the industry’s public claims that payday loans meet a short-term, one-time need for
emergency cash, Cash America CEO Dan Feehan said this at the Jeffries Financial Services
Conference on June 20, 2007: "The theory in the business is you've got to get that customer in,
work to turn him into a repetitive customer, long-term customer, because that's really where
the profitability is."3?

Industry data show patterns of repeat borrowing as core to the business model of these high-
cost lenders:



* Over 75% of payday loan volume can be attributed to repeat borrowers, whereas only
2% of loans go to borrowers who take out a loan, repay it, and do not come back for a
year.*

* According to the CEO of one of Missouri’s largest car title lenders (TitleMax), “the
average 30-day loan is typically renewed approximately 8 times, providing significant
additional interest payments.”*!

* Over 70% of consumer installment loans are made to repeat borrowers in the form of
renewals.*?

Payday Loans Lead to Long-Lasting Financial Consequences

Payday lenders often claim that borrowers do not have problems with their loans. Lenders cite
information about the small number of consumer complaints and high repayment rates.
Available data run contrary to these claims. For example:

* The Missouri Division of Finance receives more complaints about payday lenders from
consumers than agencies do in neighboring states. For example, consumers called in
about once every working day in 2010 to complain about payday lenders.*

* Better Business Bureaus also frequently receive complaints. For example, the St. Louis
BBB received 473 complaints related to payday lenders in 2008.%

The devastating impact of payday loans reaches far beyond the need to file a complaint with an
oversight entity. It also undermines a family’s financial stability generally, leading to greater
demand on social service agencies and greater difficulty in meeting other basic expenses such
as medical care. In 2010, the Texas Catholic Conference spent $1 million on financial assistance
to clients buried under payday or car title loans.*

Other studies have reported that payday loan use correlated to higher rates of delinquency on
other bills, such as credit cards or medical bills.*® It also leads to increased rates of involuntary
bank account closures, typically due to the repeat overdraft and insufficient fees because the
payday loan is secured by a borrower’s post-dated check.*’ Finally, studies at University of
California, Berkeley and the University of Oxford, using data from Teletrack (a collector of non-
traditional consumer credit data), suggest that payday loan use increases rates of bankruptcy.
Researchers compared similarly situated first-time payday loan applicants and bankruptcy rates
and found that those who received a payday loan were twice as likely to file for bankruptcy as
those who were denied a payday loan.*®

As to claims of high repayment rates, payday
lenders report that 6% of their loans default.*
However, it fails to reflect what happens to the
actual borrower, not just the loan. Most payday
loan borrowers are caught in a cycle of debt and
have multiple payday loans per year, suggesting
the possibility that payday lenders may have
made their money back multiple times from a




borrower before default. Studies show that nearly 50% of borrowers will eventually default on
a loan, and by the time this happens, they will have paid over 90% of the loan amount in fees
alone (none of which the payday lender uses to reduce the amount of the outstanding debt).>®
Once a borrower defaults, no matter whether the fees or interest she has paid over time
exceeds the original loan amount, the borrower is subject to bounced check fees and aggressive
debt collection tactics by the payday lender, in addition to triggering overdraft fees from the
bank. Some borrowers face other charges when they default, such as theft by deception or
breach of contract.> These serious consequences of default reflect the high risk of the product
itself.

Missouri High-Cost Loans Benefit Out-of-State Companies

The largest storefront lenders of payday loans are out-of-state companies. As the table below
shows, 8 of the top 10 payday lenders are headquartered outside Missouri. In other words, it
seems that Missouri’s patchwork of laws attracts the highest-cost lenders from around the
country.

Table 1: Missouri’s Top Ten Largest Payday Lenders

Payday Lender Number of Stores H Corporate
eadquarters
QC Holdings 106 Kansas
Advance America 83 South Carolina
BnT Loan 62 Missouri
Check Into Cash a7 Tennessee
Title Cash of Missouri 42 Alabama
Missouri Title Loans 28 Georgia
Ace Cash Express 27 Texas
Check N Go 24 Ohio
Missouri Loan Center 17 Missouri
EZMONEY Missouri, Inc. 17 Texas

Source: Missouri Division of Finance Licensee Search

These same patterns hold true for the entire landscape of high-cost small dollar loans in
Missouri — 8 out of the top 10 lenders are based out of state, and payday lenders again top the
list.



Table 2: Missouri’s Top Ten Largest Consumer Credit Lenders

High Cost Lender Number of Stores H Corporate
eadquarters
QC Holdings 106 Kansas
Advance America 83 South Carolina
World Acceptance 66 South Carolina
BnT Loan 62 Missouri
TitleMax 59 Georgia
Security Finance 48 South Carolina
Check Into Cash a7 Tennessee
Title Cash 42 Alabama
King of Kash 37 Missouri
Citifinancial 32 New York

Source: Missouri Division of Finance Licensee Search

Every lender listed operates in Missouri with no meaningful limits on rates they can charge. The
dominance of out-of-state companies in Missouri’s high-cost lending landscape is important
when considering the costs of these practices both to low-income consumers and to the state
as a whole. It indicates that the high-cost interest repeatedly charged on these loans is not only
being drained from consumers already living paycheck to paycheck, but the money is leaving
the state. Estimates by the Center for Responsible Lending project that over $317 million in the
U.S. is drained annually by payday loans alone, not even counting the amounts paid to high-cost
car title and installment lenders.>?

Policy Discussion

Clearly, Missouri is not the only or first state to have high-cost small dollar loans. As such, it is
informative to look at policy solutions that have been attempted, and proven effective, in other
states.

A range of states seeking to address payday lending have attempted to use a combination of
reforms that still allow triple-digit interest rates. In these states, such as Kentucky, Florida, and
Oklahoma for example, the reforms such as renewal limits, loan limits, and cooling off periods
are enforced through a database. Publicly available data in those states, however, actually form
the basis for what is known about the extensiveness of the debt trap. In these states, the
typical borrower is stuck in over 8 loans a year,* 60% of the revenue is generated by
borrowers stuck in 12 loans or more a year,”* and only 2% of loans go to borrowers who are



able to pay off the loan and not come back for a year.”® Thus, these types of reforms do not
address the core cycle of debt.

One state that has particular telling lessons for Missouri is New Mexico.”® In 2007, New Mexico
enacted reforms — still permitted interest rates above 400% and implemented a database to
attempt to enforce things like renewal bans and loan limits.>” However, in enacting these
reforms, New Mexico failed to address the high rates permitted in other areas of its statutes,
such as for installment lenders. As a result, virtually all of the payday lenders in the state
migrated to installment lending in order to continue offering loans of 400% or more, with
borrowers unable to notice any real difference in their experience, remaining indebted for long
periods of time.”® This is an important point for Missouri in light of the patchwork of laws that
allow unlimited interest rates and the pervasive license jumping among lenders that already
occurs in our state.

For a number of years, community and church groups in Missouri have been seeking reform of
payday lending by enacting a 36% rate cap. Currently, there are 17 states, plus the District of
Columbia, which limit the interest rates at or about this level.”® Supporters of limiting the
interest rates typically point to the ineffectiveness of other reforms as a reason for why this
may be the only solution to the problem. In addition, there is evidence that the policy trend
nationally is moving toward limiting the interest rates. Since 2008, there have been three ballot
initiatives on this issue in Arizona, Ohio, and Montana.?® In each state, the voters reached the
same decision — to enact a rate cap rather than continue with 400% interest rates in their state.

In 2006, the U.S. Congress enacted a 36% rate cap for payday and car title loans made to
military families. The bill to enact this rate cap for the military was sponsored by Missouri
Congressman, Jim Talent, who said, “We need to enact these new protections for our troops
and their families because a growing predatory lending problem has impacted our operational
readiness.” ®* The U.S. Department of Defense studied the problem in depth and found that
high-rate predatory loans were undermining soldiers’ military readiness.®’ The Congressional
act does not cover veterans or reservists, only active military families.

The payday loan industry (and its proponents) opposes efforts to limit the interest rates,
generally with claims such as lack of access to credit or loss ofjobs.63 Again, these claims do not
seem to survive closer scrutiny. As one example, in North Carolina, which has had a uniform
rate cap of 36% since 2001, small dollar lending under 36% APR increased by nearly 40% in the
years following the end of 400% interest rates in the state.®® In terms of jobs, the largest
lenders in Missouri experience high rates of employee turnover. QC Holdings and Advance
America — the state’s two largest lenders — both reported over 75% turnover rates among
storefront employees in 2010.%> Nearly half of these employees left the stores within the first 6
months of employment.®®
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Conclusion

Missouri’s lending laws were historically rooted in widely accepted interest rate limits. In recent
years, these limits have been chipped away by the legislature at lenders’ requests. As the laws
loosened, it appears Missouri has become a magnet for some of the high-cost lending products
from around the country. At the same time, communities, churches, social service agencies and
others helping Missourians who struggle to survive from one paycheck to the next, have
repeatedly asked for a reprieve from these high-cost practices.

Studies focused on Missouri, ranging from the state auditor study in 2001 to the Better
Business Bureau study in 2009, consistently report abusive practices of triple-digit interest rates
targeting low-income Missourians, by locating directly in nursing homes in some cases. These
studies and the experience of those working to alleviate poverty speak to the problems of the
Missouri patchwork of laws that allow very high rates across small loan products, making them
virtually indistinguishable from each other in terms of the financial impact on financially
strapped families. The experience of other states that have too narrowly tried to address the
problem is particularly instructive for Missouri. In other words, too narrow an approach is like
plugging just one little hole in a sinking ship.

The most effective policy solution to ensure Missouri has a law that facilitates a robust,
responsible lending market is to restore Missouri’s historic interest limits. By doing so, Missouri
could effectively stitch together this patchwork of high-cost lending laws. With APRs currently
as high as 1,328% in Missouri, predatory practices strip hundreds of millions of dollars annually
from Missouri’s hardest hit families. Missourians will be better served by policies that prevent
poverty rather than the status quo of predatory lending practices that push families into deep
financial stress.

Research and analysis for this report conducted/compiled by:

Graham McCaulley, M.A., Extension Graduate Assistant, and Brenda Procter, M.S., State Specialist &
Instructor, Personal Financial Planning, College of Human Environmental Sciences,
University of Missouri Extension
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BExtension
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Appendix

Geographical Representations of Payday and High Cost Lender Storefronts by 2010 Census
7
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Payday Lender Locations in Low-Income Areas
Jackson County (Kansas City), Missouri

MO Payday Lenders &
% of Median Household Income

] ©One Payday Loan Store
I Housenoia AM1 Below 60%

[ Housenoid AM1 Between 60% and 30%
[ Housenoia AM1 Between 50% and 100%
[ Housenoia AM1 over 100%
[ ssexson county souncary

High-Cost Lender Locations in Low-lncome Areas
Jackson County (Kansas City), Missouri

@ One High-Cost Lender
I Household AMI Below 60%

MO High-Cost Lenders &
% of Median Household Income
[ Household AMI Between 80% and 80%

12



Appendix

Payday Lender Locations in Low-Income Areas
Boone County (Columbia), Missouri
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