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Most non-bank consumer lenders in Illinois can now
legally charge no more than a 36% Annual Percentage
Rate (APR) because of the Predatory Loan Prevention
Act (PLPA), which went into effect on March 23, 2021.
Most, not all. Pawnshops in Illinois can, and do, still
charge up to a 243% APR, or 20% per month, for the
loans they make (Chart 1).* Testing has shown that
some pawnshops even charge that rate to active-duty
military personnelin violation of federal laws designed
to protect service personnel from predatory lenders.?

CHART 1: INTEREST RATES FOR CONSUMER LOANS,
BEFORE AND AFTER THE PLPA
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Based on data the pawnshop industry provided for
2020, the last full year before the PLPA, pawnshops
made loans totaling over $160 million. Those data,
which are based on reports from pawnshops, suggest
that pawnshop loans charge only 13.7% per month, on
average, or an APR of 168%, not the 243% maximum
allowed by law. At that rate, pawnshop loans cost
borrowers just over $21.9 million in interest and fees.
Recent testing, however, found that 95% of the loans
pawnshops made charged the maximum 243% APR
(See fn. 2).

Not all pawnshop loans are paid off on time, however.

Pawn loan borrowers who are not able, or who choose
not, to repay the loan at the end to the initial loan
period may extend the loan and continue to pay up

to the 20% per month, 243% APR, for the term of the
extension period. Data show that pawnshop loans

are rolled-over or extended an average 2.15 times.?
The total value of the loan extensions is nearly $168
million. At the reported 168% APR, the extensions cost
borrowers another $22.9 million. Combined, the loans
and extensions totaled just under $328 million and cost
borrowers nearly $45 million in interest and fees, over
eight times as much as payday loans cost borrowers
(Chart 2).

CHART 2: PAWNSHOP AND PAYDAY LOANS,
LOAN AMOUNTS AND COSTS, 2020
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Comparing pawnshop loans to payday loans, the form of
predatory lending most closely resembling pawnshop loans
because of their shortinitial loan terms, the 2020 data
show both similarities and differences between the two.
Both pawnshops and payday lenders provide relatively
small loans at exorbitant cost. Pawn loans are slightly
smaller, but they are generally outstanding for longer
periods, which adds to the cost to borrowers (Table 1).



TABLE 1

Maximum Interest and Fees Allowed, Pre-PLPA
Maximum Annual Percentage Rate (APR), Pre-PLPA
Reported APR*

Average Reported Loan Amount
(total amount of loans/total number of loans)

Total Number of Reported Loans®

Total Amount of Loans

TotalInterest and Fees on Loans

Number of Reported Extensions

Total Amount of Reported Extensions

Total Interest and Fees on Extensions

Average Number of Loans + Extensions Per Borrower
Total Amount of Loans + Extensions

Total Interest and Fees on Loans + Extensions

The obvious question, given the unconscionably high
interest rate, is who would take out a pawnshop loan?
The Federal Deposit Insurance Corporation (FDIC) has
data from a national survey conducted in June 2021
that answers that question.®

FIRST:

Households that do not have a bank account are

nearly five times as likely to be pawnshop borrowers as
households with a bank account. Over 80% of pawnshop
loan borrowers are unbanked.

SECOND:

Households with incomes below $50,000 are nearly

4.5 times more likely to be pawnshop borrowers than
households with incomes above $50,000 (Chart 3).

That is, nearly 76% of pawnshop loan borrowers have
incomes below $50,000, almost exactly the same as the
78% of payday loan borrowers who had incomes below
$50,000 before the passage of the PLPA. The differenceis

CHART 3: PERCENT OF PAWNSHOP AND PAYDAY
LOAN BORROWERS BY INCOME
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that a higher percentage of pawnshop loan borrowers have
incomes below $30,000 than payday loan borrowers.

THIRD:

Black and Latino/a households were much more likely to
be pawnshop borrowers than White households (Chart 4).
Black households were nearly 1.9 times as likely, and
Latino/a households 2.4 times as likely, to be pawnshop
borrowers as White households.

CHART 4: PERCENT WHO BORROWED MONEY FROM A PAWNSHOP
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The 36% APR cap in the PLPA dramatically reduced
predatory consumer lending in Illinois and the exorbitant
interest charges that stripped wealth from lower-income
households and communities of color throughout the state.
Woodstock Institute research following passage of the PLPA
has shown that the vast majority of people, even those

who were most likely to have used those predatory loans,
favored the 36% rate cap and found safe and affordable
alternative ways to meet their short-term cash needs.” Those
findings were consistent with other research on the impact
of capping the rate of interest allowed on consumer loans.®



FACT

Between 1909 and 1991, pawnshops successfully operated throughout Illinois with a 3% per month rate cap under

the Pawnshop Regulation Act. In 1991 and 1997, the ILGA amended the law to allow pawnshops to charge fees on
top of the 3% rate cap, finally setting a maximum 20% per month, 243% APR, limit on combined interest and fees
for pawnshop loans. See PUBLIC ACT 87-802 (Enacted 12/16/91) and PUBLIC ACT 90-477 (Enacted 8/17/97).

“When Ijoined Woodstock’s investigation I was on
active-duty status. My role in the military at that

\ time was as an Aviation Electrician on the navy’s
newest fighter jets the F-35C. I visited three
different pawnshops. At the first I completed a
form indicating I was active-duty military and then
was offered a loan of $200 at 243.3% APR. I know predatory loans are
prohibited by the federal Military Lending Act, which protects active-
duty servicemembers with a 36% rate cap. The pawn industry said it
was an isolated incident. That same day, I visited another pawnshop
and was again offered a loan of $200 at 243.3% APR! My active-

duty ended on Nov. 4, 2022. Now a veteran, I visited a pawn shop on
Veterans Day and was charged the same 243.3% APR for a $200 loan.

Iam grateful that my experience with these predatory loans was
only as a researcher. It concerns me that my brothers and sisters in
the military and veterans, who are struggling to make ends meet,
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are being preyed upon by triple-digit interest rates. I hope my
participation in this investigation will put an end to this.”
— Lunden Harris
“Tested” Pawnshops as part of a Woodstock
Institute Research Team

“I went to a pawnshop to borrow money because

I had just moved and needed help paying
rent. I used my MacBook computer and three
professional-quality cameras as collateral.
Unable to repay the loan, I forfeited my
property, which I valued at around $6,000.

I now understand why people say you shouldn’t get quick cash
loans — I will never do this again.”

o

—JazmineT.
Former pawn loan borrower*
*Story updated with a correction, January 2024

FOOTNOTES:

1. Theinterest rate shown for payday, installment, and auto title loans is the
average rate actually charged based on the 2020 data. The interest rate shown for
pawnshop loans is the maximum rate allowed by law. The Illinois Department of
Financial and Professional Regulation (IDFPR) reported the average interest rates
for payday, installment, and auto title lenders, but not for pawnshop lenders.

2. See Woodstock press release: https://woodstockinst.org/news/press-release/
pawn-brokers-preying-on-illinois-military-families,

3. Pawnshops made 530,417 loans and 1,138,829 loan extensionsin 2020. 1,138,829
divided by 530,417 equals 2.14.

4. According to pawnshop industry data, the average monthly interest rate in pawn
loans was 13.68% in 2020. The average rate for payday loans is based on data that
IDFPR reported.

5. Pawn shops report the number of loans based on the first extension of credit.
Ifthat loan is not paid off on time and is rolled-over, pawn shops report that as
an extension, notas a loan. For payday lenders, IDFPR reports the total number
of loans, including any roll-overs for loans not repaid on time. For payday loan
reporting, a roll-overis considered a separate loan, notjust an extension of the
original loan.

6. Dataare from the 2021 FDIC National Survey of Unbanked and Underbanked
Households, Appendix Table F.4. The FDIC refers to the transactions as “Pawn Shop
Loans”in the table.

7. See https://woodstockinst.org/wp-content/uploads/2022/09/memo.summary.
Woodstock.revised.race .f.2022.09.26.pdf

8. Rios, Charla, Diane Standaert, and Yasmin Farahi, 2020. The Sky Doesn’t
Fall: Life After Payday Lending in South Dakota. Available for download at
https://www.responsiblelending.org/research-publication/sky-doesnt-
fall-life-after-payday-lending-south-dakota. Center for Community
Capital, 2007. North Carolina Consumers after Payday Lending: Attitudes
and Experiences with Credit Options. Available for download from
https://communitycapital.unc.edu/our-work/library/?wpv_post
search=north+carolina+consumers+after+payday+lending&wpv_aux_current
post id=8104&wpv_aux_parent post id=8104&wpv view count=8102
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