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Executive Summary

The Payday Loan Regulation Study was prepared for the consideration of the Public
Utilities Board in its public review of Manitoba's Payday Loan regulations. It was
conducted on behalf of the Public Interest Law Centre (PILC) who represents a
coalition (CAC Manitoba, Community Financial Counselling Services, Harvest
Manitoba, & the Aboriginal Council of Winnipeg). The research study aimed to gain
an in-depth understanding of the effects of high-cost credit products sold by
alternative financial institutions (AFI) by engaging with community-based
organizations.

This study used a qualitative approach to explore the effects of high-cost credit
products and gain insight into proposed regulations. Data collection involved one
focus group and written narrative strategies via email. Participants were recruited
from the Manitoba Financial Empowerment Network membership list which is a
cross-sectoral collaborative that seeks to reduce poverty and improve financial well-
being in the province. Community based organizations included in this study
provided various social services in Winnipeg and surrounding areas. These services
work with vulnerable populations by providing financial counselling, financial
empowerment, housing services, educational workshops, access to benefit services,
employment search services, and providing necessities like food and hygiene
amenities.

Findings detailed in this report show there are a variety of services that become
involved when a person has succumbed to rollover cycles of high-cost credit
products and cannot afford necessities. Findings highlight how other high-cost
transaction services such as cheque cashing negatively impacted clients. Participant
observations identify patterns of low financial literacy, innumeracy, and income
constraints in their clients who use high-cost credit products. Findings also show
negative effects experienced by their clients in terms of housing and debt cycles. A
circular support dynamic was identified as a wider effect associated with debt cycles
involving high-cost credit products amongst vulnerable clients. The combination of
consumer urgency and lack of proper financial assessment practices can manifest
into a financial crisis and widen the effects of these products to the community level.
Findings indicate a lack of understanding of the distinctions between payday loans
and installments loans by both participants and their clients. This report is one piece
of a larger study of Manitoba consumers’ use of high-cost credit products being
provided to the Public Utilities Board in its’ 2024 hearing.
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1.0 Introduction

There is growing concern that high-cost credit products such as payday loans, target
vulnerable populations and contribute to cycle of debt (Dettling & Hsu, 2017; Krager,
2004). Previous studies have shown negative impacts of high-cost credit products
amongst consumers who use them. Given Canada’s current affordability crisis it is
even more important to assess the impact of high-cost credit products. As part of
social due diligence products in the market need to be evaluated to ensure consumer
protection. The Payday Loan Regulation Study was prepared for the consideration
of the Public Utilities Board in its public review of Manitoba's payday loan
regulations. This study was conducted on behalf of the Public Interest Law Centre
(PILC) who represents a coalition (CAC Manitoba, Community Financial
Counselling Services, Harvest Manitoba, & the Aboriginal Council of Winnipeg).
This research study aimed to gain an in-depth understanding of the effects of high-
cost credit products on consumers that are sold by alternative financial institutions
(AFI). Another aim was to determine what regulations are needed to protect
consumers risk when using high-cost credit products. This study engaged with the
insights of community-based organizations who had experience working with
clients who use high-cost credit products. Their insights are used to describe the
patterns of use and the effects of high-cost credit products as well as to evaluate
proposed regulations of these products.

2.0 Background Literature

The context of this study is situated within challenging wider economic dynamics.
Since 2020 Canada has experienced a growing affordability crisis. This crisis includes
increases in the costs of food and housing which affect low-income populations the
most (Food Bank Canada, 2024). Statistics Canada’s (2024) official release states
48.3% of renters living in social or affordable housing had difficulties paying rent in
2022. Rents for social and affordable housing saw a 12.4% increase from 2018 to 2022
(Statistics Canada, 2024). Housing affordability issues continued the following year.
Using a 2023 nationwide survey of 3,500 Canadian adults, Sheppard and Coletto
(2023) found 79% of low-income renters express concerns about their ability to pay
their rent. Food Banks Canada’s (2024) Hunger Count Report conveys low-income
households, including those receiving social assistance, “spend over 80% of their
disposable income on food and housing”. The cost of food in Canada has led to higher
use of food banks in the country in recent years. Numbers from the Hunger Count
2024 report show in March of 2024 food bank use in Canada was up 90% from 2019.
Identifying these wider economic factors situates the context of the effects of high-
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cost credit products and the importance of gaining insight from community-based
organizations.

High-cost credit products explored in this study include payday loans, installment
loans, and cheque-cashing services by AFI’s. A payday loan is a short-term loan that
involves high fees and is also referred to as a high-cost loan and high-cost credit
(Financial Consumer Agency of Canada, 2024a). Currently, payday loan borrowers
in Canada can borrow up to $1,500 with a maximum of 62 days to repay the loan,
after which the borrower would accrue more fees and interest charges if the amount
is unpaid (FCAC, 2024a). Payday loans do not require a credit check and involve a
flat fee instead of interest when paid within 62 days (FCAC, 2024a). Loan payments
are organized by payday lenders around borrower’s payday scheduling (FCAC,
2024a).

A breakdown of an installment loan is shown on Money Mart’s website. A $8,000
loan with an Annual Percentage Rate of 46.9% to be paid monthly over 36 months
costs the borrower $417.74 a month which results in an additional $7,038.64 cost of
borrowing the $8,000 (Money Mart, 2024). Installment loans are processed quickly.
These products are advertised as ‘approval in minutes’ for loans as high as $15,000
(Money Mart, 2024).

Cheque-cashing services are also provided by AFI’s including government issued
cheques. To cash a cheque at a bank requires the consumer to provide government
issued identification and other identification that states their name, date of birth
and address (FCAC, 2024b). The Manitoba government has set limits on the amount
that can be charged for cashing a government cheque. Rules limiting cashing
government cheques state a $3, plus two per cent of the face value of the cheque
limit (Province of Manitoba, 2024).

Previous studies of high-cost credit products show how these products are used and
the effects they have on consumers. Studies convey payday loan lending practices,
such as rollovers of existing loans and repeat borrowing, can lead borrowers to a
cycle of debt that they are unable to overcome (Karger, 2004; Berman, 2024). Repeat
borrowing of payday loans, such as borrowing more than one payday loan per year,
can accumulate unmanageable debt by borrowers (Lim, Kim, Maleku, Cooner, Lee
& Yang, 2022). Berman (2024) explains repeat borrowing occurs in two ways:
borrowers either renew or ‘rollover’ their existing loans or pay off their initial loan
with the funds borrowed when they open a new loan. Previous studies have also
shown high-cost credit borrowers are rolling over their loans multiple times
(Francis, 2010; Lim et al., 2022). Repeat borrowing was identified in consumer

3|PAGE



practices in Manitoba as well. St. Aubin’s (2016) survey data shows that 31% (n=37)
of borrowers had taken out seven or more over a 12-month period.

In addition to accruing more debt, the effects of repeat payday loan borrowing
include credit card delinquencies, bankruptcy filings, late bills, and involuntary
closures of overdrawn bank accounts (King & Parrish, 2007). King and Parrish (2007)
argue that payday loan consumers are more likely to be ‘worse off’ from payday loans
as many payday loan consumers are repeat users. Continual roll overs or taking a
new loan to pay of the old loan are some ways consumers attempt to manage their
payday loan debt (St. Aubin, 2016; Berman, 2024). These trends were also identified
in St. Aubin’s (2016) study of payday loan consumers in Manitoba. Consumers in
this study expressed they could not simultaneously pay the first loan and their
current expenses as a reason for their repeat borrowing practices (St. Aubin, 2016).
This trend can be the beginnings of a debt cycle for some. Each time a borrower rolls
over an existing loan, new financing charges are applied, which can increase the
initial principal balance of the loan (Berman, 2024). Lim et al. (2022) highlight the
ripple effect of repeat payday loan borrowing arguing “The chronic financial
insecurity and perpetual repeat borrowing practices of [AFI’s] like payday loans
without any social protection negatively impact the quality of lives of families for
generations.” (p. 2140). The rollover loan is a profitable feature of the payday lending
practice, which Berman (2024) argues, incentivizes AFT’s to identify borrowers who
can afford to pay an added fee at maturity, but perhaps not the full principal amount.

So why would borrowers engage with this type of product? Studies show several
issues that may serve as push factors to purchase these products. Berman (2024)
identifies the “desperate need of financial relief” or urgency by borrowers as a factor.
Banks, Marston, Russell, and Karger’s (2015) research in Australia identified the
most cited reason by borrowers for initially using payday loans was to meet regular
necessities such as food, bills and rent. Basic expenses are also noted in Fitzpatrick’s
(2024) study on payday loan use and food issues. Using the 2008 Current Population
Survey Food Security Supplement and the 2009 FDIC-sponsored supplement
Fitzpatrick (2024) showed borrowers in the U.S. used high-cost credit products to
pay for basic living expenses. Fitzpatrick’s (2024) findings show households that use
AFI's to pay for basic living expenses have a stronger correlation with food
insecurity, food insufficiency, and food inadequacy. This correlation remained
consistent regardless of the frequency of use.

Previous studies have also identified limited or low-income as a demographic
characteristic of payday loan use. Banks et al.’s (2015) study identify almost 80% of
their respondents using AFI’s were receiving a social welfare payment or a pension.
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The social stigma associated with low-income status adds to the motivations for
using AFI products. Martin’s (2010) study shows the sales environment of payday
lenders builds on how many lower-income people are intimidated by banks and
then aim to cultivate a welcoming environment for this population. This was also
the case in Manitoba. St. Aubin’s (2016) study shows the stark contrast between
consumers experiences with AFI's and traditional financial institutions where AFI’s
were described by respondents as ‘friendly and welcoming’.

Another push factor identified by previous studies is credit constraints. Households
using high-cost credit products were found to be commonly credit-constrained and
use these products when they have no alternative credit sources (Bhutta, Skiba, &
Tobacman, 2015: Banks et al., 2015). Constraints can include previous bankruptcy
declarations, lack of access to a bank account, or lack of assets (St. Aubin, 2016;
Fitzpatrick, 2024; Bhutta et al., 2015). Credit is a valuable product as it allows
households to withstand unexpected costs, and wider economic shocks (Fitzpatrick,
2024). AFT’s do not require the same in-depth assessment as traditional financial
institutions to provide loans and is marketed by AFI's by emphasizing this practice
as ease of access for potential borrowers. Ease of access is also identified in the
physical locations of AFI’s. Martin’s (2010) study highlights the physical saturation
of AFI’s in communities. Martin’s (2010) data confirms that consumers of high-cost
credit products choose AFT’s because it is near home or work in which Martin (2010)
refers to this as “a classic market failure” (p. 619). The ease of access, both physically
and procedurally, can be more harmful than helpful to borrowers in the long run as
it relates to financial literacy (Martin, 2010).

Issues of financial literacy and a lack in numeracy skills associated with high-cost
credit borrowers have been identified in previous studies. Financial literacy is
defined as people’s ability to process economic information and make informed
decisions about financial planning, wealth accumulation, debt and pensions (Kim &
Lee, 2018). Studies show that borrowers of high-cost credit products could not
describe Annual Percentage Rates (APR) on their payday loans (Martin, 2010; St.
Aubin, 2016). Using measurements of financial literacy, Lusardi and de Bassa
Scheresberg (2013) found that most high-cost credit borrowers lack numeracy skills
and do not possess knowledge of basic financial concepts. This trend was identified
in St. Aubin’s (2016) survey data of Manitoba consumers of payday loans where 65%
(n=79) did not know the APR they paid on their last payday loan. Financial literacy
and numeracy skills impact decision making and can, if lacking, compound the
effects of high-cost credit products on borrowers’ ability to meet ongoing expenses
(Franics, 2010; Martin, 2010). Martin (2010) stresses the evidence of innumeracy and
lack of financial literacy warrants the need for regulation.
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3.0 Methodology

This study used a qualitative approach to explore the effects of high-cost credit
products and gain insight into proposed regulations by discussing observations and
work experiences of participants working at community-based organizations. A
qualitative approach provides contextual knowledge and involves exploring the
intricate details about a phenomenon to gain a deeper understanding of the ‘why’
(Strauss & Corbin, 1998; Hesse-Biber & Leavy, 2006). I apply a sociological lens to the
analysis of data. A sociological lens studies patterns and explains relationships
between society, groups of individuals, and individuals (Little & Vyain, 2023). A
sociological examination of the data considers the individual (micro), community
(meso), national, and global (macro) factors in an effort to provide a holistic
understanding of the phenomena being studied (Little & Vyain, 2023).

This study was designed and implemented as per the Tri-Council Policy Statement
(TCPS 2): Ethical Conduct for Research Involving Humans. The TCPS is a joint
policy of Canada’s three federal research agencies -the Canadian Institutes of Health
Research (CIHR), the Natural Sciences and Engineering Research Council of Canada
(NSERC), and the Social Sciences and Humanities Research Council of Canada
(SSHRC) which serve as a guide to Canadian researchers conducting research with
humans. A consent form was provided and reviewed by the researcher to
participants prior to collecting any data from participants. The focus group was
audio-recorded and transcribed, with participants’ consent, to ensure that views and
experiences were captured accurately.

To ensure rigor and meet communicative validity measures participants were given
a preliminary findings summary to review and comment on to assure their
experiences were captured in a manner they recognized. Communicative validity in
qualitative research refers to seeking feedback from participants regarding the
findings as a way to ensure an understanding concerning the knowledge claims
about the data (Bischoping & Gazso, 2016). A correspondence approach to validation
in qualitative research involves participants reviewing themes and interpretations
and evaluating if these as an adequate representation of what they shared
(Riessman, 1993). Participants were given a week from the initial preliminary
findings email to review and make changes. If participants did not contact the
researcher within this timeframe the researcher assumed approval of the content.
Participation in answering the questions posed in the study was not contingent on
participants reviewing the preliminary findings summary. The open-ended
questions delivered in the focus group allowed participants to provide detailed and
relevant answers which also is a strategy used by qualitative researchers to enhance
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rigor (Roulston, 2010). Participation in the study was voluntary and no honorariums
were given as incentives. Beverages and light lunch were provided during the focus

group.

3.1 Participant Recruitment

Participant recruitment for this study was not done at random. The purpose of the
study is to explore the work experiences of those working at community-based
organizations whose clients have used high-cost credit products. In order to achieve
this purpose participants were recruited from the Manitoba Financial
Empowerment Network membership list which is a cross-sectoral collaborative that
seeks to reduce poverty and improve financial well-being in the province. An initial
email was sent to organizations on the list to introduce the study and the researcher.
The researcher contacted potential participants by email inviting them to
participate in a focus group. Interested participants contacted the researcher by
email and were scheduled into a focus group.

3.2 Data Collection Challenges

Last-minute cancellations by participants resulted in two participants unable to
participate in the focus group. Due to the limited time allocated for data collection,
participants agreed to provide their observations via email. These participants were
emailed questions by the researcher that were posed in the focus group. Email
strategies for data collection did not include probing techniques by the researcher
for further clarification of participants’ answers.
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4.0 Findings

4.1 Data

A total of eighteen community-based organizations were invited to participate in
the study. Of the eighteen invited eight agreed to participate in a focus group. Two
out of the eight participants provided their answers via email to the researcher due
to unforeseen scheduling instances. Participants in the study were asked questions
regarding their experience and expertise working with clients who use high-cost
credit products.

Data collection involved one focus group (n=6) and two emailed answers. Focus
group participants provided follow-up answers and comments to the researcher via
email after receiving the preliminary findings summary for their review. The
participants involved in the study represent the following community-based
organizations:

¢ Community Unemployment Help Centre (CUHC)

e SEED
e Healthy Aging Resource Team - WRHA
e The Link

¢ Siloam Mission

e Manitoba Rent Relief Fund - MB Non-profit Housing Association
e Harvest Manitoba

e Manitoba Possible - Financial Empowerment Program

The services provided by these organizations focus on supports for vulnerable
populations and include the following;

e rent banking ¢ Financial literacy workshops
¢ housing loss prevention e Savings programs.
¢ no-cost financial counselling e Access to benefits
e assisting with finding programming
employment e Tax filing, birth certificates,
e accessing employment e benefits navigations
insurance benefits, e Money Management Training
¢ business development Program,
programs, e In-depth financial assessments
e character based loans for e Reviewing and explaining
newcomers to Canada to get creditor statements

their credentials recognized.
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Findings from the study are organized by client use of high-cost credit products,
effects of use of high-cost credit products, and regulation suggestions. Discussion of
these findings aim to provide a holistic view of the effects of high-cost credit
products, the factors that influence use of high-cost credit products, and what
regulations are suggested by participants in the study. Findings reflect what
previous studies have shown in terms of the push factors and effects of using high-
cost credit products like payday loans. It is important to note the overlapping
patterns of the findings between the consumption practices and selling practices,
how these interact with clients’ income, and the effects these have on individual
clients. Analysis of the data also show how these individual experiences have a wider
ripple effect in the community.

4.2 Patterns of Clients Use of High-Cost Credit Products

4.21 Clients who used high-cost credit products had limited or were low-income.

Based on Statistics Canada (2022) tables, the low-income bracket is below $28,863 a
year. Participants work in the capacity of assisting their clients to access benefits
and subsidies aimed at supplementing their income. When describing their clients
who had used alternative financial institutions (AFI), participants articulated the
main source of income for these clients were different forms of social benefits. Their
clients relying on social benefits such as Employment Income Assistance (EIA),
Canada Pension Plan (CPP), Old Age Supplement (OAS), Guaranteed Income
Supplement (GIS), Rent Relief Fund, and Canada Manitoba Housing Benefit
(CMCB). Some participants had clients employed in the workforce part-time but
were still considered low-income.

4.2.2  Cheque-cashing services offered at AFI's were commonly used by clients.

Many participants spoke of working with clients who did not have access to a bank
account. The barriers preventing this access were identified by participants as issues
with photo identification, professional guarantor signature requirements, and social
stigma felt by their low-income clients by traditional financial institutions. These
barriers serve as factors that create a demand for alternative financial institution
services. However, upon further exploration participants described the cheques
their clients cashed were cheques issued by government as social benefit funds. The
rules limiting fees for cashing government cheques currently cannot exceed $3.00
plus two per cent of the value of the cheque. Participants expressed fees applied to
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cheque-cashing services do not assist the populations who receive social benefits.
Given the wider economic context of affordability issues in sectors of housing and
food applying a fee to cashing government cheques reflects what one participant
calls a “tax on the poor.”

“I think the government cheques should be free to cash because its a
tax on the poor. So, no one’s cashing their carbon tax at a Money Mart.
Anyone whose got a higher income is set up for direct deposit. It really
is just affecting the lowest income” - Participant o05.

Participants describe clients who relied on social benefits, had limited income, and
did not have bank accounts regularly used AFI’s to cash their government cheques.

“She is dependent upon these cheque cashing places. As you alluded
to in the summary here, there’s a fee for that. She already living on a
very fix income of EIA. She’s now losing a certain percentage plus the
3-dollar fee..... She hasn’t gotten a loan thank goodness. But she is
stuck losing money every time she has to cash a cheque.” - Participant
02

One participant who works with youth explains their observations and the
prevalence amongst her clients who use cheque cashing service AFI’s:

“I'd say every single person [youth] because they don’t have bank
accounts. They either owe money to their banks so they can’t close it
because they expect their payment for closing it and stuff like that.
I'd say out of 17, a caseload of 17 that [ work with at least 15 people use
it to cash their cheques.” - Participant 04.

4.2.3 Clients were sold installment loans rather than payday loans.

Participants described how it was not unusual to come across clients who had
received installment loans (over $1500 loan) in the last year. These were identified,
not by participants but the researcher, based on the amount their clients were given
by the AFI’s. Participants also recognized their observations are dependent on
disclosure by clients of what cause them to enter into a financial crisis.

“In the past year probably half a dozen, five six. But then that five, six
is like taking out of those big loans and they have really put them in
a big hole.” - Participant o1.
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“What I recorded that has been disclosed by that is about twenty per
cent but I suspect it is a lot higher as they are not forced to disclose
use or give us their bank statements.” - Participant o3.

Another participant offers workshops twice a year at their organization which focus
on budgeting and saving practices. These workshops also discuss the costs
associated with AFI products. The participant observed that these workshops have
served as an opportunity for their clients to discuss their experiences with high-cost
credit products. The participant described how common it is for their workshops to
have clients who have struggled with high-cost credit products.

“This is where my participants share if they have used them [high-cost
credit products] or not. Out of the 15 people I see for these classes, at
least 4 have dealt with the payday loans. Some are eager to talk about it
and want the others to understand the vicious circle that happens when
you start with them. Some are quieter because they feel ashamed for
having to use them in the first place.” - Participant o7.

4.2.4 Use of high-cost credit products was linked to urgency.

A dominant theme expressed by participants was how their clients were in a state
of urgency when they accessed high-cost credit products. Similar to Berman’s (2024)
study, participants described unexpected situations experienced by their clients that
led to their client’s sense of urgency to access money quickly. Participants explain
their observations and understanding of their client’s behaviour as a situation of
duress stating:

“Clients are usually obtaining these types of loans due to an
emergency and therefore they may not be in the right frame of mind
to understand all the details or the risks when signing the
documents.”- Participant o8.

“It’s just the urgency in the moment... That like sometimes just
getting the quick loan is just so much easier for their brain capacity
in that moment. Even though it’s probably a better financial decision
to like maybe even putting it on your credit card and get a conditional
loan. They just don’t have the capacity to think through all the
different options” - Participant 06.

The financial crisis experienced by their clients was also described by participants
as a factor that compromised their clients to ‘think clearly’ and consider all the
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available options to them. The urgent need can lead to compromising decision
making and lead to further financial stress. This urgency is compounded by other
factors such as income status. Participants emphasize their clients’ limited income
as the premise for urgency. As previously mentioned, wider economic factors such
as Canada’s affordability crises further impact low-income populations and can
create more urgency scenarios for those in this income bracket. Participants’
observations described their clients using high-cost credit products as an attempt
to address financial barriers and meet basic living expenses.

“Often that lack of income has forced them into getting a payday loan
and so it’s that sort of added stress is another thing we are trying to
help support.... But I think the most common thing that we will see
is someone who lost their job, has applied for federal EI but there’s a
sort of lag in that process of application. The application process. And
all the bills that they’ve got, their rent and everything else still has to
get paid so that’s you know in cases forced them to take out one of
these loans..... It just increases the urgency of kind of fixing any
barriers that they are facing in getting the small amounts of benefits
that they are entitled to.” - Participant os.

“My participants deal with a lot of financial strain from either not
receiving enough income through Employed Income Assistance
(EIA) or Canada Pension Plan Disability (CPPD), the cost of high
living, food becoming too expensive, not enough educations on
finances, or just a person who has fallen through the cracks. What I
mean by falling through the cracks, is usually a person whose income
is just above the line for receiving financial aid, but they still don’t
have enough money to survive.” - Participant o7.

4.2.5 Clients were deterred from using traditional financial institutions

The procedures associated with credit products at traditional financial institutions
served as a deterrent for clients. Participants described how their clients were
discouraged from going to traditional financial institutions because of the length of
time to receive the loan and the paperwork associated with the process. A common
theme amongst participants’ descriptions of why their clients did not use highly
regulated financial institutions (banks) was because their clients were only looking
for a loan for ‘this month’s rent’ or only needed a small amount of money to borrow.
Similar to previous studies, some participants expressed how their clients felt
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uncomfortable at traditional financial institutions because of perceived social
stigma of their low-income status. This was also intensified by clients’ inability to
understand the jargon used at these institutions. One participant who has attended
bank meetings with their clients describes this dynamic:

“I do really want to stress the folks feeling self-conscious. Feeling
embarrassed. Even if they do go to a bank and try to talk through
it. They may not be comfortable asking the questions if there’s
something they don’t understand. A lot of the time those
conversations aren’t presented in layman’s terms. The documents
are not presented in plain language. And so, it can be extremely
intimidating for folks. Particularly if we are talking about older
adults. If they have any trouble with hearing or seeing or reading.
It feels, it’s really difficult. I've been asked by clients to accompany
them to the banks because they feel overwhelmed by the entire
process. They have questions coming at them very quickly. They
are being asked very personal stuff from somebody they don’t
know very well. ...... So, it can make them feel shameful and
embarrassed. This person is talking over them and above them.
Looking down on that. Whether that’s the reality or not, like its
their perception and that’s how they feel so they want to avoid that
as much as they possibly can.” - Participant o02.

Word of mouth regarding the ease of access to products sold by AFI’s also deterred
their clients from using banks. Clients disclosed having heard of AFI’s by discussing
their financial issues with their social circles who then encouraged clients to use the
products at AFI’s because of the ease of access. Participants described word of mouth
as a way of promoting ‘easy money’ that ‘spread like wildfire’ amongst their clients’
social circles.

4.2.6 Clients Lacked Financial Literacy and Numeracy Skills

Low financial literacy and numeracy skills was a pattern observed in the use of high-
cost credit products and in the experience of rollovers of these products. One
participant described how the lack of financial literacy and numeracy skills
contributed to the clients purchasing an installment loan. This resulted in
substantial debt for the client as their source of income was CPP (below $100 per
month), GIS, and OAS. One participant described their clients’ inability to
understand AFI’s product and the payment details involved:
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“He went to Money Mart for 50 dollars because someone told him to
go ‘oh you can just go to Money Mart they’ll give you 50 bucks and
then you just pay it back’. He was talked into withdrawing 5000
dollars.....When he went back to talk about paying it off, they
convince him to take out another 5000 dollars. So, then he then he
took out another 5000 dollars and no idea where that money went
either So he basically took out 10000 dollars and that he didn’t reap
any of the benefits. And when I spoke with him about that, this
investigation the short period of time a couple of days, he had no idea
how much. He said, ‘I think I'm 2 or 3 thousand dollars.” I was like,
‘it’s 13 thousand dollars!” Because if you miss a payment, then you get
charged at 285 the next month when you have it next. Also, the
interest payment I think the first interest payment it’s like 500. The
payment plans is like 585 dollars or 565 and 500 of that is an interest
payment and only 65 of that is the principle payment. So, he’ll be
paying that off for the rest of his life....His words were ‘They made it
sound so good and easy at the time.” - Participant o1.

This description resonated with other participants in the focus group. Financial
literacy and numeracy issues hindered their clients’ understanding of high-cost
credit products. They did not understand the nuances of payment plans for these
products. Another participant described a similar situation with one of their clients’
inabilities to understand high-cost credit products. Their clients’ source of income
was EIA, OAS, and GIS and they were required to move suddenly and needed more
money to do so.

“After he got that loan, he didn’t realize what the interest rate was....It
was heartbreaking to see, when he realized, when it clicked, that he’s
been paying this amount and very little is actually gone towards
paying off the loan itself... He clearly did not have a real
understanding of what was going on... He was looking for loan. So, I
don’t know how much he needed initially. I know his rent in that
place, it was not subsidized. It was 850. So, he’d have to put down
first months’ rent and damage deposit.. .. [ don’t think he needed that
2500 but I don’t know what that conversation was like. He doesn’t
remember. He just remembers he had to go get money and that’s how
much he got.” - Participant o2.

The lack of financial literacy was described as having detrimental effects on clients.
Some participants described breaking down the product fees with clients to help
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them better understand high-cost credit products. Participants found that clients
could not distinguish between payday loans and installment loans. Many
participants themselves could not distinguish between payday loans and installment
loans products. One participant, who is able to distinguish the two products, voiced
her observations of the confusion surrounding the convoluted distinction between
the two products:

“I have found some clients thought they were obtaining a Payday
Loan only to discover they in fact signed onto an Installment Loan
with an interest rate ranging from 46% to 59.9%.” - Participant 08.

4.3 Effects of High-Cost Credit Products

Findings show there is a ripple effect from the fees of high-cost credit products.
Participants were able to trace how selling practices influenced their clients’
financial crises through the lack of proper assessments conducted by AFI's. A
dominant negative effect experienced by clients was their inability to pay for their
housing. Other issues included food insecurity and savings and a cycle of debt.
These micro effects contributed to clients seeking services provided by community-
based organizations.

431 Lack of proper assessments by AFT’s described as a harmful practice to clients’
financial well-being.

Participants described the lack of proper assessments by AFI’s as a harmful practice.
Although participants recognized this selling practice helps those populations who
may have difficulties receiving a loan from traditional financial institutions (Banks,
Credit Unions), participants argue other safeguards were not applied by AFT’s to
ensure that customers can afford the loans offered. Participants described a lack of
basic assessment practices by AFI’s, specifically expenses versus income
assessments. One participant articulated the lack of social responsibility of AFI
lending practices.

“These companies are not considering their clients life situation, cost
of living, priorities or even their ability to repay the loan before
granting them the money.... Before granting a client a loan it would be
beneficial to assess the client’s situation to determine if this is the right
fit for the client.” — Participant 08.
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Participants described how their clients’ expenses increased after using high-cost
credit products and would ‘struggle’ to make ends meet. The participants highlight
the pathway of how the lack of proper assessment practices by AFI’s eventually lead
their clients to the use of community-based services. One participant, who assists
clients with housing issues, discussed how they usually come across the reason for
the amount of debt accumulated by clients.

“We do a detailed budgeting exercise where we go over their expenses
against their income. We discuss the situation that cause them to get
into arrears..... But sometimes people do say things. We then go ‘oh
um, so sounds like you have money coming out. Can we talk about
that? So, we will dive into that when it’s disclosed to us.” Participant

03.

Participants described how they discovered clients’ use of high-cost credit products
after there were housing issues or other issues like food insecurity. One participant
describes this dynamic with a client who received a an installment loan from an
alternative financial institution:

“If we would’ve known, within the cooling off period, we would’ve
talked him to go in there and rip the contract and cancel everything.
But a lot of times, we don’t find out about stufflike that until way after
the 48 hours right? When folks are kind of struggling.” Participant o2.

4.3.2 Less amount of money intended for clients

Many participants spoke of the effect of the high-cost credit products as another
hardship for low-income and limited income clients. Participants argued the fees
charged for government cheques could have been used towards their clients’ food
or transit budget. The cheque cashing fees further decreased the limited amount of
income clients had. One participant spoke of how fees associated with cheque-
cashing reduce the amount of benefits received by their clients and in the case of
one of their clients the fee hindered their saving efforts.

“I deal with a lot of youth that are on EIA. So, they get very little to
live on but then they end up using payday loan places that kind of
stuff to cash their cheques. So, they are already getting very little.
And then they’re paying into getting their cheques cash so then they
are losing even more money....he’s constantly losing part of his
income. He just started working part time. Dollar per dollar, I think
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he loses with EIA and he has to go to these places to cash his cheque
so he’s losing more money again.” - Participant o04.

4.3.3 Risk of homelessness or loss of housing

Part of the services provided by some participants included helping clients with
housing. Many participants described how their clients were not able to afford their
rent, were in rent arrears, or had lost their housing due to financial crises. The fees
associated with high-cost credit products were identified as a significant factor as to
why their clients were in financial crisis and at risk for homelessness.

“I do recall one individual that we work with, they had payments for
payday loan like between six and nine hundred dollars a month. It was
substantial! That was what was causing them to be in continually be
in rent arrears. So, they found us. So, we said, how many payments do
you have left? They said two. So, we said we’ll pay your rent next
month...We paid their rent the next month just so they could pay off
their payday loan.” - Participant 03.

Risk for homelessness also included clients who lived in subsidized housing. One
participant described the effects of installment loan fees on one client who was
receiving limited income and was put on mediated agreement for going into rent
arrears. In this case, the participant described how the rent arrears was the initial
spiral to his client becoming homeless.

“He came into our program the housing loss prevention. So, his
housing was at risk. And I started working with him and first thing I
did was just go to the bank and get a bank statement..... he got put on
a mediated agreement because he wasn’t paying his rent. So then when
the guest management which was what led to his final eviction. He
probably would have had more flexibility if he wasn’t already on that.
It did directly involve his eviction.” - Participant o1.

Another participant described the future effects of high-cost credit products on
homeownership.

“We had someone who was in the process who put an offer on a
home... And the bank rejected her mortgage application because it had
shown on her credit report she used a payday loan in the last six
months or something like that. And this was someone who was
employed and it was like yeah situation, it just was more convenient
for them to get a payday loan within a short period of time..... It didn’t
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get rolled over or anything like that. But because it showed up on her
credit report they saw her as being a risk. So, it was rejected on that
basis”. — Participant 06.

4.3.4 Cycle of Debt experienced by clients after using high-cost credit products.

Many participants described the struggle their clients experienced trying to pay the
fees associated with high-cost credit products and how rollovers can produce a cycle
of debt. One participant, who assists clients with housing, describes their experience
working with clients who are experiencing a cycle of debt:

“But we definitively have people come to us needing assistance
because they have fallen into that cycle and can’t get out. They go to
payday loans to pay their rents and then they have to pay their payday
loans back. Then it kind of snowballs for them. So, we try to help
them.” - Participant 03.

Participants characterized high-cost credit products as exploitative in nature where
the rates set their clients up ‘to fail’. Some participants discussed how clients went
into more debt by using high-cost credit products and how this contributes to an
ongoing cycle of debt.

“Debt has become the main issue as to why so many people also use
payday lenders. They feel it is an easy fix at first and then realize that
was the worst mistake they ever made because now they can’t even
come close to paying off this new debt..... They prey on the weak and
because of that, have been able to have high interest rates and not let
anyone get their head above water to succeed. It’s basically a failure
right from the start.” - Participant o7.

“I think, that’s abuse to me. Having that high of interest is you know
setting folks up for failure.” - Participant o1.

“I have also known clients who obtain a Payday Loan and when
experiencing difficulties repaying the loan, have been offered to
obtain an Installment Loan, mentioning to the clients the payments
would be lower and easier to manage” — Participant 08.
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4.3.5 Effects are beyond the individual level

The adverse effect of the lack of proper assessment in providing high-cost credit
products extends beyond individual levels and extends to community-based
organizations. Participants explained how clients became involved with their
services amidst a financial crisis that was affecting their client’s ability to afford basic
necessities such as housing and food. The limited and low-income status of their
clients compounded the financial strains of paying high fees for credit products they
received from AFI’s. Cases discussed by participants illustrate how the features and
selling practices of high-cost credit products led their clients to seek services from
their organizations. The services provided by participants’ organizations are free and
are vital community services to address issues of poverty.

Wider effects of high-cost credit products are also emphasized when looking at
community-based funding models. Various sources fund participants’
organizations. Some organizations are registered charities that rely on private
donations. Many are publicly funded. Funding agencies include but are not limited
to the United Way Winnipeg, Child and Family Service Agencies, The Winnipeg
Foundation, Revenue Canada, Government of Canada, End Homelessness
Winnipeg, and Manitoba Government. These funds are integral to delivering
services and creating wraparound supports to those in financial crisis.

It should be noted how public funds and social benefits are drawn into the effects
of high-cost credit products. This includes the amount of public funds used to
address the needs of those affected by high-cost credit products but also how public
funds are a source of profit for AFIs. Findings in this study identify both community-
based programming and client source of income as predominately publicly funded.
This creates a circular support dynamic amongst indebted vulnerable clients. Profits
from the fees for cashing government issued cheques map how AFIs profit from
public funds by those simply trying to access their social benefits. Participants also
described how their clients use income from social benefits such as CPP or OAS to
apply for loans. The installment loans issued were outside of clients’ affordability
bracket due to their limited income status. Findings in this study illustrate how
public sourced funds are at the beginning and end of the high-cost credit product
cycle. Although AFI’s are not the sole contributor to an individual’s financial crisis,
micro and macro factors considered, AFI’s product is associated with urgency. As
explained previously, there is a lack of proper financial assessment practices in the
sale of high-cost credit products. The combination of consumer urgency and lack of
proper financial assessment practices can manifest into a financial crisis and widen
the effects of these products to the community level.
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5.0 Participants Suggested Recommendations

Participants were given the opportunity to read an excerpt produced by PILC (see
insert 1.0). After reviewing the excerpt participants were asked for their insight and
any suggestions pertaining to regulations of high-cost credit products.

Insert 1.0

Manitoba currently regulates loans for less than $1500 lent for terms of less than 62 days as “payday
loans”. The government limits fees charged for Payday Loans to $17.00 per $100.00 borrowed and
limits the loan amount to 30% of the borrower’s bi-weekly net pay. Among the issues before the PUB
is the anticipated reduction of the maximum fee for Payday Loans from the current $17.00 to $14.00
per $100.00 borrowed due to regulations enacted by the Federal government. The PUB will also
consider other changes to better protect consumers, such as changes to the calculation of the
maximum loan amount, the term length, or other. The PUB will also be assessing the rules limiting
fees for cashing government cheques, which currently cannot exceed $3.00 plus 2% of the value of
the cheque.

Manitoba does not regulate the terms of other high-cost credit products, such as loans and lines of
credit that may charge high rates of interest and/or various fees and charges that can be onerous for
financially vulnerable consumers.

There are, however, rules for high-cost credit products under which only lenders licensed through the
Consumer Protection Office can be authorized to provide, offer or arrange high-cost credit products
such as loans and lines of credit. The rules are designed to ensure that consumers are provided with
full and clear disclosure about costs before they sign a credit agreement, and that they have
adequate protection to cancel an agreement within 48 hours or to pay back a loan early and without
fee or penalty.

All participants agreed on lowering the costs associated with AFI's products. This
agreement was based on participants’ observations and knowledge of clients’
financial vulnerability. Based on their observations, lower fees would have a greater
positive impact on their clients in terms of their food security and transit needs. One
participant explains how lowering the costs associated with AFI's products would
affect her clients:

“The costs are, somebody could look at it and say oh it’s only 14
dollars but that could buy you a bus fare, a burger, or a meal for
home. Something like that maybe ten dollars per hundred would
make sense to me.” — Participant o04.

Many participants stressed that there should be no fees for cashing government
issued cheques. As illustrated in the findings many clients were described by
participants as limited and low-income and some did not have bank accounts. In
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order to ensure recipients of social benefits receive their full amount as intended
participants suggested that no fees be charged to cashing government cheques or at
the very least dropping the two per cent of the value of the cheque. Other
suggestions offered by participants included reforming how fees are articulated and
evaluated. To ensure that the new proposed regulations are effective, participants
wanted regulations to be more detailed. As the following excerpt explains, operating
with a flat fee overall would allow for better clarity by not allowing for ‘additional
fees’.

“I would like to see that 14 dollars include every single fee they could
possibly charge. There are no exclusions to the fees that are included
to the 14.... No additional roll over fee, set up fee whatever. Other fees
they try to throw in there. And yeah, like of the government cheque,
[ feel like that should just be a flat fee of three dollars like they can’t
charge a percentage on top of that.” - Participant 06.

Some participants suggested that warning labels should be applied to these products
and used the example of tobacco products to illustrate their suggestions. These
suggestions were based on their observations of the negative effects high-cost credit
products have on their clients. The warning label would state that the product was
expensive. Participants advocated for this warning label as a way to curb AFI
marketing of easy and quick financing. Suggestions also included product cost
breakdown statements be placed in AFI documents where signatures are required
on loan documents. Participants saw this as a way to better inform consumers how
expensive the product can be.

“It has to be more plain language. It has to be, you know, easier for
folks to understand what contracts they are actually getting into.
So, if there were some regulations like you have to provide the full
amount they are paying back in big block letters and get them to
sign right there. If you giving him five thousand dollars and if they
are paying back by the end of it fifteen with all the interest. You
need to have that somewhere clearly right where they need to sign.
On that last page. So, they can’t just look to that last page and make
you sign.” — Participant o02.

Although participants noted the suggested regulations lowered fees, many
expressed concerns over accountability. Participants wanted to see an active
reinforcement of regulations that would assess AFI's compliance with regulations.
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“It would be useful to put caps on fees charged, interest rates and
accountability to regulatory bodies for these stipulations are being
enforced.”- Participant 08.

“it’s not part of the barrier but the lack of enforcement of the
regulations that exist. I read through these and I worry even these
aren’t being upheld but there’s no consequences.” - Participant os.

Recognizing there is a need in the marketplace for AFI products, one participant
advocated for a way to address the wider social effects of high-cost credit products
was to create a public fund paid into by AFI's. This suggestion reflects previous
regulation practices enforced in Manitoba.

“Maybe this is a little bit outside of the scope but we would like to
see the reinstatement of Manitoba Borrowers Fund. Which is a levy
that payday lenders would have to pay into. Basically, like a bad
actors fee. But that was disbanded a number of years ago. The fund
from that went to fund financial literacy in the province. We would
like to see that expanded beyond financial literacy to include more
financial empowerment programming. But I think that levy was
important.” - Participant 06.
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6.0 Discussion

Findings in this study reaffirm findings from previous studies conducted in other
regions and in Manitoba. Findings identified in this study show consumers engage
with high-cost credit products for a number of reasons. These reasons identify there
is a demand for high-cost credit products. However, the observations and
experiences of participants in this study pinpoint what populations make up this
demand and highlights why regulations are required.

Similar to previous payday loan studies, low financial literacy, low-income status of
consumers, social benefit dependence of consumers, barriers to using traditional
financial institutions, and cycles of debt were common characteristics of clients
observed by study participants. Risks of homelessness, cycles of debt, and a lack of
affordability of basic living expenses were described as some of the effects
participants witnessed.

This study gained insight into the community supports needed when consumers
become indebted after using high-cost credit products. It highlights how
community-based organizations serve as a social awareness tool in the communities
they serve. When exploring the effects of high-cost credit products on consumers
the social services provided by community-based organizations can add to the
understanding of these effects extend past the individual.

Findings in this study also show the ripple effect of high-cost credit products when
consumers become indebted. Publicly and privately funded community-based
organizations assist indebted clients with rent costs, securing more income, and
developing their financial literacy and budgeting skills. The amount of community
supports needed to address the effects shows how communities are affected and
involved in addressing the effects of consumers succumbing to unmanageable debt
after using high-cost credit products. Noting that AFI fees are not the sole
contributor to an individual’s financial crisis, high-cost credit products did play a
role in participants’ clients inability to afford basic living expenses such as rent,
medications, food, and other bills.

Suggested regulations offered by participants call for not only lower fees for high-
cost credit products but also reinforcement of these regulations to ensure
accountability. This calls for consideration of an adjudicator that includes
investigative tasks to make sure regulations are followed. Suggestions also called for
alternative financial institutions to be contributing members of a community by
paying into a social fund, specifically the reinstatement of the Manitoba Borrower
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Funds. As part of socially responsible business practices alternative financial
institutions would be financially supporting the development of financial literacy
skills in the community.

An important finding discovered in this study was the lack of understanding of the
difference between payday loans and installment loans by participants and their
clients. Many participants did not know what an installment loan was and failed to
identify the amount lent to their clients as installment loans based on the amount
borrowed. This points to a lack of product clarity between payday loans and
installment loans. It highlights the need for further education of community-based
organizations, in addition to payday loan consumers, of the two products and what
regulations or lack of are associated with each product.

Careful consideration of how each product sold by AFI’s is required by regulating
bodies. Engaging with all products sold by AFI's would address the negative ripple
effects when consumers experience unmanageable debt after using high-cost credit
products. Engaging with various stakeholders, like community-based organizations,
can help to better inform regulations and ensure that products are sold in a socially
responsible manner.

6.0 Conclusion

This report provides an understanding of consumers’ experiences with high-cost
credit products from the perspective of those working at community-based
organizations in Manitoba. Findings show that high-cost credit products are used
for a variety of reasons and have negative effects on some consumers, characterized
by participants as vulnerable populations. This report also illustrates the ripple
effects of high-cost credit products beyond the individual consumer. Suggested
regulations by participants to address both individual and wider negative effects
include a call for further reduction in fees charged for high-cost credit products and
no fees for cheque cashing services for government issued cheques. Suggested
regulations also call for reinforcement of regulations, and the creation of a social
fund, specifically the reinstatement of the Manitoba Borrower Funds. These
suggestions are aimed at ensuring socially responsible business practices of AFI’s
and reducing the ripple effects of high-cost credit products.
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