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Undersecretary of Defense David Chu 

Asks Congress to Protect Troops from Predatory Lending 
 

Excerpts from Dr. Chu’s testimony at Senate Banking Committee hearing on Pentagon’s 

report on predatory lending, Sept. 14, 2006 

 

Plus quotes from Admiral Charles Abbot, Pres., Navy-Marine Corps Relief Society 
 

 

“The department, as we reported, is concerned about predatory lending, because it 

is detrimental to mission readiness and because it can have disastrous consequences 

for the quality life and for the careers of service members.” 

 

“The department has indeed recommended... establishing an interest rate cap of 36 

percent for service members and their families.” 

“The limit of 36 percent is considered appropriate since it mirrors limitations found in 

several states -- actually, the majority of states -- for their small loan products. It is 

an amount that has been proven reasonable for consumers and the industries that 
serve them.” 

“But we need your assistance in limiting the availability of loans that fail to consider 

the ability of the borrower to repay, so that service members can and will consider 

other alternatives. As long as these options are legal, we have little to no control 

over how much and how often service members access these options. By the time 
commanders are aware of their financial problems, the damage is done.”  

“Service members are in agreement that there should be limits [on interest rates]. 

Commanders have made their positions known, that limits should be established. 

The department sees this as an important issue, as part of our compact among 

commanders, service members and their families for their well-being and in support 

of military readiness. The department asks for your assistance in allowing the 

statutory steps necessary to establish more effective limits.” 

Question from Sen. Dole: In a June article in "Sea Power" magazine, Master Chief 
Petty Officer of the Navy Terry Scott is quoted as saying, "The No. 1 reason our 
sailors are forced from one job to another is because they lose their security 
clearance, and the No. 1 reason they lose their security clearance is because of 
financial difficulties."... are these financial difficulties due to predatory lending? 

“[Y]es, an important part of that problem is the result of predatory lending.” 

Question from Sen. Dole: [D]o you expect this trend to continue without legislative 
action? 

“We need legislative action... we cannot curtail the migration of this set of predatory 

practices to other products... the Senate amendment... shuts it off by including fees 

within the cap. It shuts it off by making Internet-based loans unenforceable across 

state lines, so even if state A fails to curb the Internet lender, the contract is null and 
void across the country.” 
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Question from Dole: You cite a Center for Responsible Lending Report as follows: 
"Active duty personnel are three-times more likely than civilians to have taken out a 
payday loan, and that predatory payday lending costs military families over $80 

million in abusive fees every year." Do you believe this analysis is correct, Secretary 
Chu?  

“We have done our internal estimates. They're not precisely the same as the 

analysis, but they're in the same ballpark. You would get similar results from other 

methodologies.” 

Question from Sen. Johnson: [W]hat do you say to that young soldier... he wants to 
go to his mother's funeral. 

“Nothing we have proposed, Senator, and nothing that has been advanced, is about 

broadly denying credit to military personnel... The issue is predatory lending, getting 

people in over their heads... These people are taking military people into a debt load 

that they cannot sustain. It's not about airline tickets to a funeral. For that purpose 

specifically, if a military person has a pressing need, that's why we have and why we 

encourage the Military Aid Society. I have talked with every military service about 

this. They have energetic programs to make sure that if there is a legitimate 

emergency, the Military Aid Society is there to step forward, is eager to step 

forward... So I don't think the example that you offered, sir, is in fact the situation. 

That's not what we're confronting here. We're confronting people in over their heads 
on a long-term basis. This is the rollover issue.” 

“[W]e agree that you need a broad set of legislative restrictions in order to deal 

successfully with this problem. That's why we like the Talent Nelson Amendment to 

the Senate Defense Authorization Bill. It accomplishes that purpose in our 
judgment.” 

Question from Sen. Martinez: The issue of rollover has come up, and I wanted to ask 
you whether you thought a provision against rollovers and loan flipping would 
address many of the practices that we see as the most egregious.  

“That type of provision would indeed be very helpful, Senator, because that is part of 

the problem. People taking one loan, then when it comes due they can only pay it off 

by taking the next loan. Of course the fees, the interest rates, build on that total 

loan. That's partly how you get these high numbers and you get people in the kind of 
financial pickle which is very tough to extricate themselves from.” 

Question from Sen. Martinez: One of the things that I notice in your report is that 
this industry particularly advertises, preys upon our military personnel. Why is that? 
If you could explain that and articulate that, what is it that causes our folks in the 

military to be so vulnerable, and at the same time to be such a target of these 
unscrupulous lenders? 

“I think there are several ingredients... First of all, as Senator Dole brought out, we 

insist people pay their debts, so you've got the power of our leadership behind 

making good on the loan, eventually. Second, they have a steady paycheck... Some 
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have cars. So another version of this is the car title loan. So they have an asset that 
can secure the loan.” 

Question from Sen. Martinez: Is there not a network of assistance to our military 
families, military personnel, in the event of a family death, a bereavement sort of 

trip, things of that nature, that can be available to them through, you know, 
governmental and nongovernmental sources? 

“We have a set of Military Aid Societies, essentially one per military department. 

They have made it a priority to devote a substantial fraction of their resources to this 

issue of short-term cash needs... So there is a safety net out there. We are also 

asking our credit unions -- we have credit unions on our military installations -- to be 
sure they offer appropriate small loan products to our personnel as well.” 

Question from Sen. Martinez: I understand that payday loans are now available on 
the Internet from offshore lenders, and if Congress acts to curb unethical lending 

practices at home, what more can we do to protect the nation's military personnel 
from online lenders outside the country?  

“I think the important provision that's in... the Senate Authorization Amendment, is 

to make Internet contracts, as far as military personnel are concerned, 

unenforceable... it will essentially make it unattractive for any Internet lender to lend 

to a military person.”  

Question from Sen. Martinez: Oftentimes, sub-prime lending, particularly on longer- 
term loans, can be confused with predatory lending. There is a difference between 
the two, is there not?  

“You're absolutely correct, sir, that's not what we're talking about, and that's why we 

have endorsed the 36 percent limit... It's a high number, but we think it allows for 

sub-prime lending. It does not cutoff sources of credit that might be important of 
people, consistent with the laws of the majority of the states of our nation.”  

Question from Sen. Shelby: Can the Armed Forces Disciplinary Control Board place 
commercial entities off limits to military personnel on the bases? 

“[T]he way they place someone off limits is because that establishment is violating 

the law, and of course that's the essence of the issue here. These practices, in many 

states, are not illegal... placing establishments off limits, at least under the present 
statutory construct, will not be effective for this purpose.” 

Question from Sen. Shelby: I just believe that we should, working with you and the 
administration, do everything we can to protect the young soldiers from themselves, 
so to speak, you know, because they are highly vulnerable, are they not?  

“[P]eople come to us with the preparation that our country gives them, and they 

often don't have the preparation. That's why we are investing in that preparation, 

starting in basic training. But it does take time for those lessons to sink in. And so, 

yes, sir, we would appreciate the kinds of steps that Congress is considering to put 
temptation aside.”  
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“We have seen a growth... in predatory lending institutions near military bases.” 

“As a broad matter, we've been pleased with the governor's willingness to listen to 

us. That does not, of course, always mean they can get the necessary legislation 

enacted in their states. That's why I think all of us pulling together can make a 

difference here, and I think nationalization would send a strong signal to every state. 
This is where the country wants us to be.” 

 

Quotes from Admiral Abbot’s testimony: 

“[F]or 100 years we have been providing support to sailors and marines and their 

families. And I'd like to say that as I look at the history of our organization, this 

problem with predatory lending, with payday lending, is the most serious single 

financial problem that we have encountered in that hundred years.” 

“We see every day in our offices around the country individuals who have come in 

and fallen into the Venus Flytrap of the payday lending problem, and it has literally 
destroyed their lives.” 

“I believe that it's a growing problem. Every year we see more of these individuals 
coming in the door at our offices.” 

“We see that effect as the individuals come to us and they are removed from their 

duties to be able to deal with these problems, and then some, as Dr. Chu described, 

in fact, lose their clearances and are unable to continue to serve in their assigned 
billets.” 

 

 

 

 

 

 

 

 

 


