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Problem 1: Small loans from banks
Inaccessible to low-income Canadians

 Unaffordable & Inequitable
 Small loans costly to supply = lower-income Canadians
pay a “poverty penalty” to access mainstream credit
* Unavailable

* Chartered banks and national credit unions under-supply
small loans to people with no credit history or a troubled
one

* |[nconvenient
* Branch closures create inner city and rural bank deserts

* Inferior service
* Mystery shopping reveals customer service deficiencies



Non-bank credit provides small
loans at higher prices to fill gap

* Demand for payday loans and other high-cost credit
from “Canadians who are denied credit from
traditional banks” (CCFA submission, p.5)

* Non-bank credit includes
* Cheque-cashing
Payday loans
Installment loans
Pawn loans
Rent-to-own contracts
Buy-Now-Pay-Later contracts

Annual
Income:

$28,000

Annual
interest*
cost of $500
payday
loan:

$442

Annual
Income:

$82,000

Annual
interest*
cost of $500
credit card
balance:

$105
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Problem 2: Consumers pay significantly more to borrow
from high-cost (non-bank) lenders

il &
— G
No access to Borrow

bank credit from high-
cost lender

f \

Housing Debt trap
msecurlty

(", , )
“It feels like we’re
Food being punished
insecurity for never having

r:t:@ enough money”*
O
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Problem #3: The current regulatory model
relies too much on consumer complaints

* Vulnerable consumers particularly are less likely,
as compared to others, to know their rights as
payday loan consumers

* Vulnerable consumers are also less likely, as
compared with non-poor people, to trust the
process of consumer complaint-driven
regulation

* Therefore, the consumer-complaint based model
Is iInsufficient to protect those consumers in
most need of protection



Basic Policy Options

¢ Relax
regulations
of high-cost
credit

e Enable more
competition
in suppliers
of non-bank
credit

* No change
in
regulations

e Actively
enforce
existing
regulations

e Tighten e Ban Payday
regulations Loans and
of high-cost other high-
credit cost credit

e Lower price ¢ Prohibit non-

cap bank credit

* Increase including
contract payday loans
flexibility

e Enable
access to
affordable
bank credit

e Require
basic credit
at provincial
credit unions



How best to increase AACCESS to small loans
for Manitoba consumers?

Challenge

=

Affordable
Available

Comprehensible

Convenient
At Equitable
@fﬁ? Suitable
Secure



Policy Analysis

Policy Option LT'\

Affordability Availability Comprehend Convenience Equity Suitability Security

Relax
regulations,
promote X \/ = \/ X X X

competition

Increase
enforcement

v Vv

Tighten
regulations

Ban high-cost
credit

Require
minimum credit
@ financial
institutions

<SS S
<
SIS
<
<

v Vv

v Improve X Constrain - No effect
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Policy Recommendation

First best option: ﬂ

e Ensure all people in Manitoba have access to fair,

institutions

Second-best BLENDED option:

e Promote affordable mainstream credit alternatives
e Tighten payday lending regulations

pawnshops, installment lenders

¢ Increase enforcement of unlicensed payday lenders

affordable, suitable credit from mainstream financial
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10.

Recommendation:
Second-best blended policy option

Promote mainstream matched savings & small credit alternatives
Set price cap at the cost-recovery price = $14

Increase flexibility of contract terms

* Consider longer repayment options
Retain 30% net pay limit
Ban credit insurance on loans to persons receiving income assistance

Strengthen capacity of the Manitoba regulator and actively enforce regulations on all
high-cost lenders

Pursue active enforcement of all high-cost lenders (including unlicensed lenders)
Require all high-cost lenders provide data regularly
Require cost of credit insurance be included in total cost subject to Criminal Code

Cap cheque cashing at $10
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* Encourage and enable provincially

1 chartered financial institutions to

° offer
Pro m Ote  Matched savings to promote
more emergency savings and

lower reliance on high-cost

mainstream orodi

* NOTE: align asset limits

matChed for recipients of income

assistance with limit

SaVingS & * Small dollar loans program

such as the Payday Alternative
Loans (PALs Il) offered by credit

Small Credlt unionsin US

* May require government

alte rnatives guarantee of this loan

portfolio



2.

Set price
cap at the
cost-
recovery
price = $14

d Financial model measures
sustainability of the payday loan
industry

$14 is sustainable

1 $13 may or may not be sustainable.
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3.

Increase
flexibility of
contract
terms

» Federal proposal.

» No draft legislation released and
not enough detail in proposal

» Turns payday loans into min-
installment loans with 42 - 62 day
maturity

» Good for consumers.
» Sustainable for industry??

» Financial model says sustainable,
but more data and research needed
— cooperate with industry for the
research
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* We have not seen evidence that this
borrowing share of income harms

4 consumers
° e QOurconcernis when one payday

. loan cannot be repaid, or the
Reta N repayment is followed by a quick re-
borrowing (payday or other loan)
CUStO mer leading to a debt cycle that is not

easily broken

* Lowering the loan/income share might

borrowing limit

lead the consumer to search for more
@ 300/0 Of net credit sources
* Raising the loan/income share might
I !a y increase the chance of people getting
into a debt cycle
- NO decrease * Better data on consumer
. experiences with payday loans
- NO INCrease would enhance our ability to

comment on this policy in the future


borrow up to a maximum of 30% of your calculated net pay
borrow up to a maximum of 30% of your calculated net pay
borrow up to a maximum of 30% of your calculated net pay
borrow up to a maximum of 30% of your calculated net pay
borrow up to a maximum of 30% of your calculated net pay
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5. * Manitobans receiving federal
and / or provincial government

Ban Credlt income assistance are NOT at

risk of losing employment

Insurance noome
on loans tO * Loan protection insurance s

designed to protect the
peI’SOnS borrower from loan obligations

when paid employment is lost

reCe IVI ng * See Canadian Consumer

Finance Association Appendix

N C (? m e g;‘;h(rf:rs’fotection Insurance
assistance
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oa.
Strengthen
capacity of
the
Manitoba
regulator

The regulator (including the
Office of Consumer
Protection) should be given
more responsibilities

I. Expand mandate to
include pro-active
regulation

ii. Beenabledto
proactively engage with
payday lenders
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6b.
Strengthen
capacity of
the
Manitoba
regulator

The regulator (including the Office
of Consumer Protection) should be
given more responsibilities

iii.  Expand mandate to include
regulation of other high-
interest lenders including,
cheque-cashers, instalment
lenders, pawnbrokers, and
rent-to-own firms

* include conducting
investigations and undertaking
retail-based research such as
mystery shopping

* be empowered to penalize firms
that are not observing
regulations (see below)

* And the data resulting from this
research can better inform the
every-3-year review of payday
lending (see below)
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ocC.
Strengthen
capacity of
the
Manitoba
regulator

The regulator (including the
Office of Consumer Protection)
should be given training and
funding to enforce regulations
effectively

* Training about vulnerable
consumers, strategies of high-
interest financial companies

* |Improved funding

* Training on company
investigations and mystery
shopping



7. Pursue active enforcement of all high-cost lenders
(including unlicensed lenders)

. Including directing .
PUblIC T Risks, harms,hwhat to
to vulnerable expect.,fahnd what to do
awareness 0 vulnerabl f harmed
Ensure All high-interest lenders
i Physical storefronts, Retail-based research,
comp liance of online and regulated, e.g., mystery shopping
sector online and unregulated
I nve Stlgate In cases of suspicious Power to penalize
. . activities then regulator rtop
partlcular hlgh— s derm iy companies that are not

in compliance

cost lenders investigate company




8.
Require all
high-cost
lenders
provide data
regularly

* Lack of data prevents evidence-

based regulation



O.

Require cost
of credit
Insurance be
Included in
total cost
subject to

Criminal
Code

+» Already in Manitoba law and

regulations for payday loans

+»» Extend to all loans to prevent

hidden overcharging beyond the
criminal rate of interest cap
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10.
Cheque-
cashing

Federal government cheques of
$1750 or less may be cashed for
free at banks and national credit
unions

There is a cost and convenience
of cashing government cheques
at non-bank outlets

Manitoba regulates the fee but
does notcap it

Harmonizing legislation with
Ontario and British Columbia
suggests Manitoba should
reduce the rate to $2.00 + 1%
of the face value and cap it ata
maximum of $10.00
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Risk Assessment

Resistance from credit High * Government funded matched
union and caisses savings
populaires * Government guarantee of some

required small loans

Resistance from High  Share cost analysis with industry

licensed payday lenders * Increase enforcement of unlicensed
lenders

Increase in loans from Medium ¢ Increase enforcement of unlicensed

unlicensed lenders lenders

Increase in loan sharking Low * No evidence that loan sharkingis a
threat

* Peerlending, pawn loans more likely
alternatives



Benefits of adopting a blended policy

s Consumers gain access to needed credit that is,
v More affordable at lower prices
v’ Better suited to their financing needs
v’ Safer and more secure in the terms of the contract

v' More equitable

» Enabling matched savings and small loans from mainstream financial institutions
increases accessibility and reduces inequities

» Tighter regulation of high-cost lending increases affordability and reduces inequities

» Strengthened regulatory capacity and reach increases security, safety, and
affordability.

+» Manitoba regains leadership in regulating the high-cost credit industry at a time when
the future of federal regulation is uncertain

* In 2010, Manitoba’s regulations encouraged and enabled other provinces to follow suit saving
Canadians millions $$ in excess fees



Appendixes



Tﬂypes of non-bank credit

Maximum loan

Criminal Code
cap)

Cost - interest Cost - other Maximum loan - number Maximum loan Termto Security of
rate fees -value Multiple/ - debt burden maturity property
repeat loans
$17/$100
(national cap of | Non-sufficient
Payday loan Concurrent 30% of
. $14/$100 to funds ( NSF) ,
(Manitoba $1,500 loans borrower’s net 2 weeks No
. become fees and late o
regulation) . . prohibited pay
effective penalties
1Jan2025)
Subject to
Criminal Code
. Commonly
maximum rate
Installment . NSF fees and between .
- of interest (at . None None Various No
loan late penalties $15,000-
- 35%,
. $20,000
effective
1Jan2025)
NSF fees and
. None
late penalties
most range
Buy Now Pay . “around $7 per upto3or4
no interest . from $50 - None None No
Later missed years
$1000 USD;
payment on an
average
average loan
. $135USD
size of $135”
48%
(to remain
None
exemptfrom
Pawn loans Storage fees None None 30 days Yes
new lower
average $150
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Alternatives to Payday Loans

Loan

Vancity Fast and Fair Loan

PALs Il

Balance Assist

Jurisdiction

British Columbia

USA

USA

Issuing Financial Institution

Vancity Credit Union

Creditunions

Bank of America
(6 of 8 largest banks offer
similar products)

Principal - $100/$2500 No minimum/$2000 No minimum/$500

Minimum/Maximum

Length of loan - 2 weeks/2years 1 month/12 months 3 months

Minimum/Maximum o 3 equal monthly
payments

Hold/Wait period None None None

Membership requirements

Member of credit union

Member of credit union

Account holder for 1 year (or
2.5 years with no credit score)

Overdraft/NSF fees

None stated

No fees

e-fund transfers as defined in
Regulation E (ATM
transactions, direct deposit,
etc.)

None stated

Rollover limit

BC Consumer Protection
legislation prohibits payday
loan rollovers

Prohibited*

*Exception: does not result in
additional fees; does not
involve an increase in credit

None stated

Borrowing history limits

None stated

BC Consumer Protection
legislation limits payday loans
to one ata time

1 PAL per customer at a time
3 PALs per customerin 6-
month rolling period

1 Balance Assist loan per
customer peryear

Maximum interest rate

19%

28%

$5 flat fee

Closed/open ended

Closed end

Closed end only

Closed end



https://www.vancity.com/Loans/TypesOfLoans/FairAndFastLoan/
https://www.nafcu.org/compliance-blog/comparing-pals-i-and-pals-ii-loans
https://promotions.bankofamerica.com/deposits/balance-assist
https://www.pewtrusts.org/en/research-and-analysis/articles/2023/01/24/six-of-the-eight-largest-banks-now-offer-affordable-small-loans
https://www.pewtrusts.org/en/research-and-analysis/articles/2023/01/24/six-of-the-eight-largest-banks-now-offer-affordable-small-loans
https://www.consumerfinance.gov/rules-policy/regulations/1005/
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