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About the Center for Responsible Lending (CRL)

The Center for Responsible Lending (CRL) is a non-partisan, nonprofit research and
policy advocacy organization working to promote financial fairness and economic
opportunity for all, end predatory lending, and close the racial wealth gap. CRL's
expertise gives it trusted insight to evaluate the impact of financial products and
policies on the wealth and economic stability of families, including people of color,
women, rural, military, low-wage, low-wealth, and early-career workers and
communities. CRL is an affiliate of Self-Help, one of the nation’s largest nonprofit
community development financial institutions. We work in partnership with
national and local consumer, faith, and civil rights organizations.

About the National Association for the Advancement of Colored People (NAACP)

NAACP is the nation's oldest and largest nonpartisan civil rights organization.
NAACP’s mission is to achieve equity, political rights, and social inclusion by
advancing policies and practices that expand human and civil rights, eliminate
discrimination, and accelerate the well-being, education, and economic security of
Black people and all persons of color. NAACP believes that accelerating an inclusive
economy requires bold policy solutions, and a sustained and comprehensive multi-
sector approach — working alongside community leaders, elected officials, and
allies to close opportunity gaps.
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Executive Summary

Payday loan apps, often marketed as Earned Wage Access (EWA) products,
present themselves as innovative alternatives to storefront payday lending. In
practice, they function much the same way, by charging steep fees, encouraging
repeat borrowing, and reducing future paychecks. Consumers primarily use payday
loan apps to cover ordinary, recurring expenses like rent, groceries, and utilities
rather than occasional emergencies, and usage tends to escalate rather than
resolve financial stress.

The industry is capitalizing on this moment, heavily marketing these products as
the answer to today's affordability crisis, particularly to Black and Latino
consumers. But these are the same communities that face persistent racial wealth
and income disparities rooted in decades of discriminatory lending, leaving them
with the least room to absorb the cost of repeat borrowing and recurring fees.

Better financial solutions already exist: nonprofit lending programs, credit
unions, Community Development Financial Institutions (CDFIs), Minority Depository
Institutions (MDIs), financial coaching, and employer-sponsored emergency savings
programs all show that consumers can access funds without being trapped in
cycles of reborrowing.

This brief examines the harms payday loan apps cause consumers, particularly
Black and Latino borrowers, the ways these communities are targeted, and
provides a guide to better solutions.
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Introduction

Working families across the United States are facing increasing financial pressure.
Rising housing costs, healthcare and childcare expenses, transportation costs, and
persistent inflation have made it more difficult for many households to make ends
meet. Millions of consumers are searching for ways to bridge the gap between
income and expenses, and a growing industry has emerged claiming to meet that
need.

The Center for Responsible Lending (CRL) and the NAACP recognize that the
struggle behind the demand for funds is real. Families should be able to access
funds to address financial shortfalls without risking eviction, utility shutoffs, food
insecurity, or financial crisis.

What Are Payday Loan Apps?

Payday loan apps issue small, short-term
loans that are typically repaid on the J@W, Payday loan apps issue
consumer’s next payday either directly h small, short-term loans
from a bank account or as a payroll T typ'ce}"y T O

. the consumer’s next payday
deduction. Consumers access these either directly from a bank
loans using an app on their smartphone account or as a payroll
by linking their bank accounts or by deduction.
enrolling through their employer. While
these products are sometimes referred to as “Earned Wage Advances” (or by
similar names), we use the term “payday loan apps” throughout this brief, given the
essential characteristics they share with payday loans obtained from physical
storefronts. CRL research has found that payday loan apps come with steep costs.
The average APR for observed loans that were repaid in 7 to 14 days was 383%, a
rate comparable to a typical storefront payday loan (391%).
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Payday loan apps are intentionally designed to foster dependency rather than
provide one-time relief. Just like their storefront predecessors, payday loan app
companies ensnare consumers in loans with high fees and offer little time to repay
the lump sum. That combination of loan terms exacerbates the gap between
income and expenses and traps consumers in a cycle of reborrowing in an effort to
stay afloat. On average, users doubled their borrowing frequency within the first
year of tracked usage, rising from two to four loans per month." Further evidence
that many consumers rely on these products repeatedly rather than occasionally.
In addition to being trapped in a cycle of repeat borrowing, CRL research found
that most people experienced increased bank overdraft fees after using payday
loan apps.?

Industry-backed research has attempted to counter this evidence. A recent study
(commissioned by Earnin) analyzing data from Earnin’s Cash Out product has been
promoted as evidence that the payday lending app improves workers' financial
stability by increasing income. A closer reading of the study, however, reveals the
opposite: the reported income increase is likely driven by workers supplying more
labor, while the payday lending app use itself causes higher bank penalty fees,
escalating borrowing, and repeated fee payments. Far from undermining prior
research, the Earnin Study corroborates core CRL findings that payday loan apps
deepen—rather than relieve—financial instability.?
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An Economic Justice Perspective on Payday Loan Apps

Payday loan apps are not just a new way to borrow money, they are the latest
chapter in a much older story about who gets access to financial security in
America. Decades of structural racism and lending discrimination denied Black and
Latino families the tools to build wealth and savings that other communities were
able to accumulate over generations. That legacy did not disappear; it
compounded. Today, Black and Latino households are more likely to enter periods
of economic stress without a financial cushion, and less likely to have emergency
savings. When a financial shortfall hits, these families have fewer resources to draw
on and are more likely to turn to predatory loans that are heavily marketed in
these communities as fast cash and easy access.

This is precisely why the current affordability crisis lands so much harder on Black
and Latino communities. Wages have stagnated while housing, groceries, and basic
necessities have grown more expensive, creating and deepening the gap between
income and expenses. Families who were denied the chance to build savings
decades ago are now the same families with the least room to maneuver as costs
rise today, and that vulnerability has not gone unnoticed by industry.

Communities of color have long been targeted by high-cost financial products.
Traditional payday lenders concentrated storefronts in Black and Latino
neighborhoods, marketing their products as solutions to temporary hardship.
Today's payday loan apps have modernized the pitch but not the underlying harm.

Some providers have attempted to associate themselves with trusted cultural
institutions, faith leaders, and celebrities to build credibility within communities of
color. For example, Earnin secured an investment from rapper Nas, a social media
promotion from Bishop T.D. Jakes, and promoted its services through events such
as the Essence Festival. These efforts are designed to build trust among consumers
who have historically been underserved by traditional financial institutions.

This targeting is made more unconscionable by the national affordability crisis,
which has placed an extraordinary burden on Black households already navigating
wage stagnation and rising costs. To market these products through the voices of
pastors, artists, and cultural icons our communities trust is not financial inclusion
— it is predation.
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This harm is compounding at the exact moment federal oversight is disappearing.
The Trump Administration has rolled back hard-won civil rights protections and
hollowed out the CFPB, the only federal watchdog for the multi-trillion-dollar
consumer finance market. Early in his second term, President Trump issued an
executive order directing federal agencies to abandon disparate impact analysis,
the legal framework behind some of the Civil Rights Movement's most significant
gains. With that action, the administration confirmed what many advocates feared:
the coming years will bring rollback after rollback of consumer and civil rights
protections built over the last half-century.

At the CFPB itself, the administration
fired hundreds of researchers and
attorneys, terminated active
investigations, and dropped
enforcement actions against some
of the largest non-bank financial
institutions in the country. The
message is unmistakable — the
federal government is no longer
interested in protecting consumers
from financial predation.

We are now operating in an era when the federal government is openly hostile to
civil rights and consumer protection, at precisely the moment communities of color
need those protections most.

Black and Latino consumers need access to funds to address financial shortfalls.
But communities that have been historically denied wealth-building opportunities
should not become the primary market for products that profit from financial
instability. A truly equitable financial system would prioritize asset-building,
emergency savings, affordable credit, and community-based financial solutions,
not products that depend on repeated borrowing and recurring fees to survive.

For CRL and the NAACP, ending the harms of extractive financial products and
advancing safe alternatives is not just sound economic policy. It is a civil rights
imperative.
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Building Financial Resilience: Six Better Solutions

Consumers need options that address financial shortfalls without creating new
financial burdens. Numerous truly supportive solutions exist that promote financial
stability, reduce reliance on debt, and support long-term economic mobility.

For example, when Minnesota passed a law in 2023 to cap interest rates on payday

loans at 36%, Minnesotans demonstrated adaptive strategies in the absence of
storefront payday lending.*

I became very adept at calling [United Way] 211 and saying tell
me everything | need to know because you know, I've said for
years they don't put up a billboard and say here are all the nice

things you're eligible for.” -Jennifer (St. Paul, MN)’

Option 1: Reduce or Delay Expenses Through
Emergency Assistance Programs

Before taking on debt, consumers should explore opportunities to reduce or
postpone expenses. Many utility providers, hospitals, landlords, nonprofit
organizations, and government agencies offer hardship programs, payment
plans, and emergency assistance designed to help families navigate
temporary financial challenges.

Examples include utility assistance programs, rental assistance, food
assistance, medical payment plans, and faith-based emergency relief funds.
These programs help families address immediate needs without reducing
future income or creating new debt obligations.
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Option 2: Financial Coaching and Offices of Financial
Empowerment

Many local governments and nonprofit organizations operate Offices of
Financial Empowerment and housing and financial coaching programs that
help consumers identify resources, create emergency budgets, negotiate
payment arrangements, and build long-term financial resilience. Financial
coaching does not simply address today's financial challenge; it helps
consumers develop strategies to avoid future crises and build economic
security over time.

Option 3: Increase Income Through Supplemental
Work and Community Resources

While not always immediately feasible, increasing income remains one of the
most effective ways to improve financial stability. Consumers may benefit
from overtime opportunities, temporary employment, workforce
development programs, gig work, or other supplemental income sources.
Community-based workforce programs can also connect workers with
training opportunities that improve long-term earning potential and
economic mobility.

Option 4: Community Banks, Credit Unions, CDFls,
and MDIs

When borrowing becomes necessary, consumers should have access to
affordable credit options that comply with consumer protection laws and
support long-term financial wellbeing. Community banks, credit unions,
Community Development Financial Institutions (CDFlIs), and Minority
Depository Institutions (MDls) often provide safer alternatives to payday
lenders and payday loan apps. These institutions frequently offer small-dollar
loan products with transparent pricing, reasonable repayment terms, and
opportunities to build credit. These institutions have demonstrated that
affordable lending can expand economic opportunity while helping

consumers avoid predatory financial products.
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Option 5: Nonprofit Lending and Community Savings
Programs

Nonprofit organizations across the country have demonstrated that small
dollar loans can be provided without trapping consumers in cycles of debt.

For example: Exodus Lending, a Minnesota-based nonprofit, helps consumers
get out of predatory loan debt and into affordable loans while providing
financial education and support. By replacing high-cost debt with manageable
repayment structures, Exodus Lending helps borrowers regain financial
stability and avoid repeated reliance on predatory products.®

Similarly, Mission Asset Fund has modernized traditional lending circles by
creating community-based savings and lending programs that help
participants build credit, increase savings, and avoid high-cost financial
products. They have also made their Lending Circles available to non-profit
organizations across the country.’

These programs demonstrate that communities can create pathways to
financial security without relying on extractive lending models. Funders can
consider making loan loss reserve funds available to nonprofit organizations
to offer and expand lending circles.

Option 6: Emergency Savings and Employer-Supported
Financial Resilience Programs

The strongest alternative to payday loan apps is having savings available
before an emergency occurs. Employers, policymakers, and financial
institutions should work together to expand emergency savings programs,
payroll deduction savings options, sidecar savings accounts, and employer-
sponsored hardship funds. These programs help families build financial
cushions that reduce reliance on debt during periods of financial stress.
Unlike loans, savings provide financial flexibility without repayment
obligations and remain one of the most effective tools for promoting long-
term financial resilience.
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Conclusion and Recommendations

The rapid growth of payday loan apps has deepened the financial strain on
America's working families — particularly Black and Latino households already
navigating wage stagnation, rising costs, and generations of exclusion from wealth-
building opportunities. Policymakers can take action by regulating these financial
institutions, enacting a 36% APR limit. Nonprofits and faith-based organizations can
expand community lending models. And funders can provide funding to nonprofits
for loan loss reserve funds to increase the availability of affordable small dollar
loans. By expanding safe alternatives, strengthening consumer protections, and
investing in financial resilience, policymakers, nonprofit and faith-based
organizations, and funders can help ensure that all families, particularly those who
have been historically excluded from economic opportunity, have access to the
tools they need not merely to survive, but to thrive.
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a-lc-provider/
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