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A legacy of racial discrimination in housing, lending, banking, policing, employment, and otherwise, has produced
dramatically inequitable outcomes that persist today. Communities of color, often largely segregated due to the history
of redlining and other racially exclusionary housing policy, experience higher rates of poverty, lower wages, and higher
cost burdens to pay for basic living expenses. Payday loans cause particular harm to these communities.

Payday lenders target borrowers of color, in part by concentrating their locations in communities of color.! Indeed, the
communities most affected by redlining are the same who are saturated by payday lenders today. Payday lenders in
California were found 2.4 times more concentrated in African American and Latino communities, even after controlling
for income and a variety of other factors.? Payday lenders in Florida were also more concentrated in majority black and
Latino communities, even after controlling for income, as shown in the chart on the following page.
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Recent studies have also found concentration of payday lenders in communities of color in Michigan* and, prior to its
new law capping interest rates at 36%, Colorado.> Both studies found that more affluent communities of color were
more likely to have payday loan stores than less affluent predominantly white communities.®

In light of this targeting, it is unsurprising that a disproportionate share of payday borrowers come from communities of
color, even after controlling for income.” African-Americans are payday borrowers at three times the rate, and Hispanics
at twice the rate, of non-Hispanic whites.® Vehicle title borrowers are also disproportionately African-American and
Hispanic.’

The disparity in payday loans is especially significant given that African Americans and Latinos are much less likely to
have checking accounts than whites.'® Since a checking account is typically required to get a payday loan, one might
expect the concentration of payday lenders to be lower than in neighborhoods of color than in white neighborhoods,
but that’s not the case.

Communities of color have historically been disproportionately left out of the traditional banking system, a disparity that
persists today. About 17 percent of African American and 14 percent of Latino households are unbanked, compared to 3
percent of white households.!! Payday and vehicle title loans, with their high association with lost bank accounts,? drive
borrowers out of the banking system and exacerbate this disparity.



Payday and vehicle title lenders claim their products provide access to credit in communities that have few other
options. Subprime mortgage lenders did the same leading up to the 2008 foreclosure crisis, before their practices led to
the erasure of three decades of economic progress for households of color.®

In reality, payday and vehicle title lending strips borrowers of income and assets, leaving them worse off, while stifling
the development of responsible products—a double-edged sword. Permitting their unfair and abusive practices to
continue unfettered entrenches a two-tier financial system. One group of consumers has access to the mainstream
financial system, while another is further marginalized, relegated to predatory lenders pushing debt traps. By sustaining
and exacerbating an existing precarious financial situation, the debt trap reinforces and magnifies existing income and
wealth gaps—Ilegacies of continuing discrimination—and perpetuates discrimination today.
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