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From Payday Loans To Pawnshops:
Fringe Banking, The Unbanked,
And Health

ABSTRACT The fringe banking industry, including payday lenders and
check cashers, was nearly nonexistent three decades ago. Today it
generates tens of billions of dollars in annual revenue. The industry’s
growth accelerated in the 1980s with financial deregulation and the
working class’s declining resources. With Current Population Survey data,
we used propensity score matching to investigate the relationship
between fringe loan use, unbanked status, and self-rated health,
hypothesizing that the material and stress effects of exposure to these
financial services would be harmful to health. We found that fringe loan
use was associated with 38 percent higher prevalence of poor or fair
health, while being unbanked (not having one’s own bank account) was
associated with 17 percent higher prevalence. Although a variety of
policies could mitigate the health consequences of these exposures,
expanding social welfare programs and labor protections would address
the root causes of the use of fringe services and advance health equity.

T
he fringebanking industry includes
payday lenders, which give custom-
ers short-term loans pending their
next paychecks; pawnbrokers,
which buy customers’ property and

allow them to repurchase it later at a higher cost;
car-title lenders, which hold customers’ titles as
collateral for short-term loans; and check cash-
ers, which cash checks for a fee.1 In the US, the
industry has burgeoned in recent decades. The
payday lending industry, which began in the ear-
ly 1990s,2 extended $10 billion in credit in 2001
and $48 billion in 2011.3 The check cashing
industry, which was nearly nonexistent before
the mid-1970s,4 had $58 billion in transactions
in 2010.3 Similar growth has occurred in the
pawnbroker4 and car-title lending5 industries.
This growth parallels the expansion of lending
through credit cards, student loans, and mort-
gages.6 On the eve of the Great Recession in
2007, average US household debt peaked at
125 percent of annual disposable personal in-

come, up from 60 percent in 1980.7

Fringe borrowing is costly, and credit checks
are generally not required.5 Short-term fringe
loans can carry annual percentage interest rates
(APRs) of 400–600 percent.5 Although the loans
are marketed as one-time emergency loans, bor-
rowers often take outmultiple loans per year and
rarely discharge the debts quickly.8,9 The average
payday borrower is indebted for fivemonths and
pays $520 in fees and interest for loans averaging
$375.8 One in five car-title borrowers have their
vehicle seized due to default.9

Background
Growth in the fringe banking industry resulted
from several factors.10 Beginning in the 1970s,
political, economic, and regulatory forces put
pressure on states to loosen interest-rate caps.
Federal monetary policy to control inflation in-
creased long-term commercial interest rates,
and the high costs of fundsmade operatingwith-
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in state interest-rate caps difficult for banks and
other lenders. Many states altered their caps or
granted exemptions for certain lenders. In addi-
tion, a 1978 Supreme Court decision weakened
state control over lending by allowing federally
chartered banks to charge customers in other
states their home-state interest rates. Subse-
quently, state-chartered banks successfully lob-
bied Congress for the same export rights, and
states weakened rate caps to attract business.
Throughout the 1980s and 1990s, other regu-

latory changes allowed banks to diversify their
investment activities and expand across state
lines, contributing to growth and consolidation
in the financial sector.3 Historically, the banking
and credit needs of the working poor had been
met by local, commonly owned institutions such
as credit unions and savings and loan associa-
tions.4 As local institutionsmergedwithnational
banks, however, they reduced less profitable ser-
vices, such as small loans, that catered to the
needs of the working poor.11 Moreover, banks’
heightened needs for revenue contributed to
rising fees on deposit accounts, which rendered
the accounts prohibitive for many low-income
consumers.12 From 1977 to 1989, the prevalence
of unbanked households (those without a
bank account) increased from 9.5 percent to
13.5 percent.13 Among low-income households,
the prevalence increased from 29.7 percent to
40.8 percent,13 and many unbanked households
turned to fringe banks.14 Though the prevalence
of unbanked households has decreased since
the 1990s,15 cuts in social services,16 rising costs
of necessities such as health care,17 stagnating
wages,6 and concomitant declines in personal
savings rates6 have left Americans increasingly
dependent on fringe loans for survival.2

Inequities In Fringe Borrowing And The
Unbanked Fringe borrowing is most common
among people with low or volatile incomes,18

and borrowers use the proceeds primarily for
recurring living expenses such as rent or un
expectedexpenses suchasmedical bills.8Mirror-
ing patterns in income and wealth inequity, na-
tionally representative data show that past-year
fringe borrowing ismore commonamongblacks
(12.9 percent), Hispanics (9.7 percent), and
“other” racial/ethnic groups (16.1 percent) than
amongwhites (6.2 percent) and Asians (4.6 per-
cent).18 It is also more common among families
headed by females (14.5 percent) than those
headed by males (9.7 percent) or married cou-
ples (6.2 percent), and more common among
peoplewithdisabilities thanothers (14.6percent
versus 7.8 percent).18

Discriminatory practices have contributed to
these inequities by preventing people of color
and women from accumulating wealth and ac-

cessing certain financial programs, such as the
cheap credit available to white men that fueled
the post–World War II boom.19 For example, the
Federal Housing Administration encouraged
redlining,wherebybanks refused to lend in com-
munities of color.19 Moreover, lenders often re-
quired single, divorced, or widowed women to
secure their mortgages with a man’s signature.19

Although marginalized groups gained credit
access in the 1960s and 1970s, today, under
“reverse redlining,” accessible loans are often
high-cost and risky.20 Indeed, people of color,
particularly women, were disproportionately
dispossessed of wealth during the 2007–08 sub-
prime lendingcrisis.19 Fringebanksare frequent-
ly located in poor neighborhoods with few
mainstream banks and large African American
populations, thereby exploiting financial dis-
tress for profit.4

The 7 percent of US households that are un-
banked are especially likely to use fringe ser-
vices.18 Thesehouseholds gounbankedprimarily
because they lack enoughmoney for an account,
wantprivacy anddistrust banks, or cannot afford
fees.18 Overdraft fees, rare before deregulation in
the 1980s,12 generated $32.5 billion for banks in
201521—which often sequence withdrawals from
largest to smallest to maximize revenue.3 Over-
draft fees disproportionately burden low-income
groups, and they do so at a high cost. If theywere
construed as loans to account holders, typical
overdraftswould carry APRs of about 17,000per-
cent.21 The costs of beingunbankedare alsohigh,
however. According to one estimate, the average
unbanked family earning $25,000 per year
spends $2,400 annually on check-cashing ser-
vices, money orders, and bill-paying services—
more than it spends on food.22

Fringe Borrowing, The Unbanked, And
Health The costs of fringe banking may exacer-
bate the well-known deleterious effects of finan-
cial hardship on health.23 However, while fringe
lenders clearly charge onerous interest rates, the
financial harms of fringe borrowing relative to
the alternatives are controversial.21 Using fringe
loans for recurring expenses can be especially
harmful, leading to spiraling debt and bankrupt-
cy.24Moreover, fringe lenders often providemis-
leading information about loan contract terms,
causing borrowers to underestimate the true
costs of the loan and overestimate their ability
to repay the debt.10 Nonetheless, the poor often
lack options,8 and for certain borrowers—partic-
ularly those borrowing sparingly in states with
APR limits—fringe loans may be the least costly
option.24

The material consequences of fringe loans
aside, borrowers’ health may be harmed by the
stress of excessive debt and accompanying finan-
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cial instability. Indebtedness is often a source of
shame,7 and fringe debt may be especially stig-
matized.25 Social isolation, looming default, and
harassment from debt collectors also contribute
to debt-induced anxiety, depression, and sui-
cide.23 Chronic stress puts people at risk for met-
abolic and cardiovascular diseases by dysregulat-
ing the systems that respond to stress, such as
the hypothalamic-pituitary-adrenal axis and the
immune and inflammatory systems, and by con-
tributing to behaviors such as substance use.26

People who use fringe services frequently face
other chronic stressors, such as discrimination,
that amplify the health effects of financial strain.
The net stress from fringe debt, however, must
be balanced against the stress of the alternatives,
which may include forgoing necessities or de-
faulting on other loans.3 Meanwhile, being un-
banked in a largely noncash economy generates
its own stress. Bills must be paid in person, at
certain locations, and within certain hours, irre-
spective of transportation costs, wait times, and
conflicting obligations.22

In this study we used data from the Current
Population Survey (CPS) to test the relationship
between fringe borrowing, unbanked status, and
self-rated health. We hypothesized that fringe
borrowing and being unbankedwould be associ-
ated with worse self-rated health as a result of
their material and stress effects.

Study Data And Methods
Data The CPS is an annual survey conducted by
the Census Bureau to collect workforce data. The
Federal Deposit Insurance Corporation (FDIC)
funds a biennial June supplement that focuses
on fringe services and the unbanked. Questions
on self-rated health are asked annually in the
MarchAnnual Social andEconomic (ASEC) Sup-
plement. Households sampled for the CPS are
interviewed eight times: monthly for two four-
month periods, separated by an eight-month

break. In this studyweused an algorithm created
by BrigitteMadrian27 and Christopher Nekarda28

to create a person-level identifier to merge data
from the June 2011, 2013, and 2015 FDIC supple-
ments with data from theMarch 2012, 2014, and
2016 ASEC Supplements.We conducted analyses
on a data set consisting of respondents whowere
both nonproxy respondents and household fi-
nancial decision makers, to avoid misclassifica-
tion of self-rated health by proxy response and
because we hypothesized that stress would be
most pronounced among those who bore house-
hold financial responsibilities. Respondents in
our sample were interviewed once for the ASEC
Supplement and once for the FDIC supplement
nine months later. We excluded respondents
younger than age eighteen, the minimum fringe
borrowing age in many states. We did not use
survey weights, since merging data across sup-
plements complicates weighting. The Census
Bureau cleans CPS data and imputes missing
values.
Exposure And Outcome Variables We de-

fined fringe borrowing as past-year use of a house-
hold payday, pawn, or car-title loan and being
unbanked as living in a householdwithout a bank
account. Self-rated health was measured using a
standard question (“Would you say your health
in general is…?”) and dichotomized as poor/fair
versus good/very good/excellent.
Confounders For the relationship between

fringe borrowing and self-rated health, we iden-
tified the following confounders: demographic
and socioeconomic variables (age, income, edu-
cation, gender, employment status, race/ethnic-
ity, foreign-born status, veteran status, health
insurance, and food stamp receipt), indicators
of financial marginalization (unbanked status
and past-year household use of check-cashing
services, rent-to-ownpurchasing, and tax refund
anticipation loans), and correlates of both fringe
service access and health (metro/non-metro
residence, state of residence, and year). For
the relationship between unbanked status and
self-rated health, we identified the same con-
founders except for use of check-cashing ser-
vices, rent-to-own purchasing, and tax refund
anticipation loans, which we hypothesized were
mediators of the relationship. All covariates
aside from health insurance and food stamp
receipt were measured contemporaneously
with the exposures. Variable specification is dis-
cussed in more detail below.
Primary Analyses To disentangle the health

effects of fringe borrowing and being unbanked
from the health effects of confounding factors,
such as having low socioeconomic status, we
used a propensity score–matching approach.29,30

Matching subjects on the propensity score,

Borrowers’ health may
be harmed by the
stress of excessive
debt and
accompanying
financial instability.
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which is the probability of exposure (fringe bor-
rowing or being unbanked), allows one to con-
struct comparable groups for whom exposure is
independentof observed confounders.30Because
of the matching procedure, which matched un-
exposed respondents (for example, those in
banked households) to exposed respondents
(those in unbanked households) on the propen-
sity score and discarded unmatched respon-
dents, propensity score–matched analyses pro-
vide an estimate of the average treatment
effect on the treated rather than the average
treatment effect—assumingnounmeasured con-
founding.29 Identifying the health effects of
fringe borrowing or being unbanked on fringe
borrowers or the unbanked (the “treated”) was
prioritized over identifying the health effects
of fringe borrowing or being unbanked on all
respondents—some of whom had high or very
low socioeconomic status and thus had a low
probability of exposure.
For the propensity score–matched analyses,

we calculated each respondent’s propensity
score by predicting fringe borrowing and un-
banked status via logistic models that used the
confounders, including squared age and income
terms. Next, using the R MatchIt package, we
performed nearest-neighbor matching without
replacement to match each exposed respondent
to up to two unexposed respondents within 0.05
propensity score standard deviations.31 To test
the relationship between fringe borrowing or
unbanked status and health in thematched sam-
ples, we calculated prevalence ratios for poor or
fair health via Poisson regression.32 For each ex-
posure, we calculated crude and, to address re-
sidual covariate imbalance, covariate-adjusted
models.31 Because of concerns about model con-
vergence and positivity, in the outcome model
we adjusted only for the variables that we hy-
pothesized were strong confounders and might
be unbalanced after matching.33 For fringe bor-
rowing, that included income; education; race/
ethnicity; unbanked status; and use of check-
cashing services, rent-to-own purchasing, and
tax refund anticipation loans. For unbanked sta-
tus, that included income, education, and race/
ethnicity (more details on variable specification
are available below). To correctly estimate the
variance resulting from propensity score estima-
tion and matching, we calculated bootstrapped
estimates of the coefficients and standard errors
(normal approximation) by reestimating the
matching and regression 1,000 times.29,30 We as-
sessed postmatching covariate balance across
exposure groups by calculating the median stan-
dardized mean difference34 in each covariate
over the 1,000 matched samples (see online ap-
pendix A1 for details).35

Sensitivity Analyses To assess potential un-
measured confounding by factors such as
wealth, other sources of debt, and baseline
health, we implemented the same propensity
score–matching procedure used in our primary
analyses but replaced fringe borrowing with the
use of check-cashing services and refund antici-
pation loans—which we treated as control expo-
sures. These services are used by populations
similar to those that use fringe loans but are
transactional rather thandebt-creatingand thus,
we hypothesized, not comparably harmful for
health. If unmeasured confounding were mini-
mal, we expected these exposures to have
smaller health effects than fringe borrowing.
We did not run sensitivity analyses for the use
of rent-to-own purchasing because that service
resembles fringe loans, requiring repeated costly
payments.
Since consumers sometimes use fringe loans

to cover fallout from illness, such as medical
expenses or missed work, and since our expo-
sure and outcome were measured only once, we
were also concerned about reverse causation—
that is, poor health precipitating fringe borrow-
ing. Similarly, respondents may have become
unbanked as a result of financial fallout from
illness. To address reverse causation, wemerged
the March 2011, 2013, and 2015 ASEC Supple-
ments, conducted three months prior to expo-
sure ascertainment, with our primary data set
and excluded respondents in the ASEC Supple-
ments who reported poor or fair health. Alterna-
tively, we excluded those who received disability
benefit income or those who were uninsured,
since fringe borrowing among these respon-
dents may also have resulted from poor health.
Not all respondents included in our main anal-
yses were interviewed in the ASEC Supplements
three months before baseline, and excluding
thosewho reported poor or fair health, disability
benefit income, or being uninsured further
reduced the sample sizes. Thus, we conducted
Poisson regression on the entire samples rather
than on propensity score–matched samples to
ensure adequate sample sizes. These models

The core of the fringe
banking problem is
financial instability
and scarce resources.
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were adjusted for the same confounders that we
identified above, and confidence intervals were
calculated with robust standard errors. If reverse
causation were minimal, we expected the exclu-
sions not to decrease the prevalence ratio es-
timates.
We also tested for reverse causation by con-

ducting two-stage least squares analyses, pre-
dicting fringe borrowing with indicators of
state-level regulations of payday loans, pawn
loans, and check-cashing services.36 See appen-
dix A3 for details.35

Limitations Our analyses had limitations.
First, there may be unmeasured confounding
by factors suchashouseholdwealth, other sourc-
es of debt, or baseline health. Moreover,
self-rated health may be influenced by negative
affect (which was unmeasured), particularly for
respondents facing other hardships.37 Nonethe-
less, we adjusted for a variety of household char-
acteristics, includinguseof other fringe services,
that may serve as proxies for the unmeasured
confounders, and the sensitivity analyses provid-
ed evidence about unmeasured confounding.
Second, in our primary analyses, the expo-

sures and outcome were measured only once,
making reverse causation possible. However,
the sensitivity analyses addressed potential re-
verse causation.
Third, although self-rated health is predictive

of morbidity and mortality, it is less predictive
among blacks and Hispanics and people of low
socioeconomic status.37,38 However, dichotomiz-
ing self-rated health improves reliability.38

Fourth, we did not have data on fringe borrow-
ing frequency or amounts, only that respondents
had any past-year borrowing—which prevented
us from analyzing whether more frequent bor-
rowing or larger loans were more harmful than
less frequent borrowing or smaller loans. To our
knowledge, no data sets contain more detailed
information about fringe services and health.
Finally, we did not use survey weights. This

limited our ability to obtain estimates that were
representative of the US population and did not
account for the survey design, which affected the
standard errorsof ourestimates.Ouruseofboot-
strapped and robust standard errors might miti-
gate concern about this.

Study Results
The fringe borrowing data set included informa-
tion about 14,473 respondents, among whom
589 (4.1 percent) reported past-year fringe bor-
rowing, while the unbanked data set included
15,039 respondents, among whom 603 (4.0 per-
cent) reported being unbanked.39 Both fringe
borrowers and the unbanked tended to have

lower socioeconomic status than nonfringe bor-
rowers and the banked, reporting lower in-
comes, education, and probability of health in-
surance and employment. Fringe borrowers and
the unbanked were also more likely to report a
race/ethnicity other than non-Hispanic white.
The unbanked tended to have lower socioeco-
nomic status than fringe borrowers.
Thematching procedure createdmatched data

sets with a median of 1,472 respondents for
fringe borrowing and 1,437 for unbanked status.
Descriptive statistics for a matched data set are
shown in exhibit 1. Aftermatching, all covariates
aside from rent-to-own purchasing use in the
fringe borrowing analysis had median standard-
ized mean differences less than 0.10 (see appen-
dix A1),35 which indicates that the procedure
successfully matched exposed respondents to
unexposed respondents who were comparable
on observed confounders.
In adjusted propensity score–matched anal-

yses, past-year fringe borrowing was associated
with 38 percent higher prevalence of poor or fair
health, while being unbanked was associated
with 17 percent higher prevalence (exhibit 2).
Sensitivity analyses supported these findings.
Past-year use of check-cashing services and tax
refund anticipation loans had negligible health
effects (exhibit 3). Given minimal unmeasured
confounding, this is what we hypothesized,
since check cashing services and tax refund an-
ticipation loans are transactional rather than
debt creating and thus unlikely to substantially
harm health. Excluding respondents who re-
ported poor or fair health before baseline did
not change the fringe borrowing prevalence ra-
tio and increased the unbanked status preva-
lence ratio, though both estimates had poor pre-
cision. Excluding respondents who reported
disability income or being uninsured before
baseline did not change the prevalence ratios
(appendix A2).35 Finally, two-stage least squares
analyses also suggested that fringe borrowing
was associated with higher prevalence of poor
or fair self-rated health (appendix A3).35

Discussion
In this study we found that fringe borrowing and
being unbankedwere associated with worse self-
rated health. Our analyses had several strengths.
First, to our knowledge, this is the first empirical
analysis of the association between fringe bor-
rowing, unbanked status, and health. Second,
few public health studies have leveraged the
CPS’s panel structure to follow respondents
longitudinally. Third, we matched on an array
of confounding factors, and after matching, all
covariates were well balanced across exposure
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groups. Finally, sensitivity analyses indicated
that reverse causation and unmeasured con-
founding were unlikely explanations for the ob-
served results. Nonetheless, given the limita-
tions of our data, we could not rule out the
influence of these factors.
Policy Implications Addressing the health

effects of fringe borrowing and being unbanked
can be approached from three angles: regula-

tions, alternative banking institutions, and so-
cial welfare programs and labor protections.
▸ REGULATIONS: Regulations alone are un-

likely to suffice. Many states have APR limits
on fringe loans—typically 36 percent,21 which
is less than a tenth of APRs charged in states
with no limit.40 Borrowing decreases after such
regulations are implemented because fringe
lending becomes unprofitable.36 However, basic

Exhibit 1

Descriptive statistics for a propensity score–matched sample stratified by household fringe borrowing and unbanked status

Fringe borrowing Unbanked status

No Yes No Yes

N % N % SMD N % N % SMD
N 1,006 65.6 526 34.4 986 64.6 540 35.4

Education 0.02 0.02
At least a bachelor’s degree 164 16.3 87 16.5 36 3.7 19 3.5
Some college 333 33.1 171 32.5 201 20.4 110 20.4
High school 361 35.9 193 36.7 396 40.2 215 39.8
Less than high school 148 14.7 75 14.3 353 35.8 196 36.3

US-born 902 89.7 475 90.3 0.02 731 74.1 392 72.6 0.04

Race/ethnicity 0.03 0.03
Hispanic 106 10.5 59 11.2 265 26.9 149 27.6
Non-Hispanic black 195 19.4 98 18.6 255 25.9 141 26.1
Non-Hispanic white 616 61.2 324 61.6 352 35.7 193 35.7
Other 89 8.8 45 8.6 114 11.6 57 10.6

Male 425 42.2 236 44.9 0.05 424 43.0 219 40.6 0.05

Employment status 0.03 0.05
Employed 620 61.6 218 60.5 446 45.2 234 43.3
Not in the labor force 297 29.5 159 30.2 452 45.8 252 46.7
Unemployed 89 8.8 49 9.3 88 8.9 54 10.0

Had health insurance 799 79.4 427 81.2 0.04 684 69.4 372 68.9 0.01

Year 0.03 0.04
2012 382 38.0 203 38.6 358 36.3 206 38.1
2014 351 34.9 177 33.7 339 34.4 178 33.0
2016 273 27.1 146 27.8 289 29.3 156 28.9

Residence in a metro area 0.03 0.05
Yes 765 76.0 397 75.5 748 75.9 399 73.9
No 222 22.1 117 22.2 230 23.3 136 25.2
Unknown 19 1.9 12 2.3 8 0.8 5 0.9

Veteran 95 9.4 47 8.9 0.02 37 3.8 19 3.5 0.01

Food stamps receipt 262 26.0 142 27.0 0.02 366 37.1 232 43.0 0.12

Unbanked 125 12.4 69 13.1 0.02 —
a

—
a

—
a

—
a

—
a

Rent-to-own purchasing useb 78 7.8 55 10.5 0.09 —
a

—
a

—
a

—
a

—
a

Check cash useb 213 21.2 120 22.8 0.04 —
a

—
a

—
a

—
a

—
a

RAL useb 66 6.6 49 9.3 0.10 —
a

—
a

—
a

—
a

—
a

Mean SD Mean SD SMD Mean SD Mean SD SMD
Age (years) 44.3 13.2 44.1 13.5 0.01 44.3 14.4 44.1 14.1 0.02
Equivalized income ($)c 2.4 2.3 2.5 3.4 0.03 1.6 3.2 1.4 1.8 0.07

SOURCE Authors’ analysis of data merged across consecutive June Federal Deposit Insurance Corporation supplements and March Annual Social and Economic
Supplements of the Current Population Survey, 2011–16. NOTES The propensity score–matched sample consisted of people randomly sampled from the
bootstrapped matching procedure described in the text. SMD is standardized mean difference. SD is standard deviation. RAL is refund anticipation loan. aThese
variables were not matched on in the analyses of the relationship between unbanked status and health because we hypothesized they were mediators of the
relationship, not confounders. bPast-year household use of service. cEquivalized income is income adjusted to household size using the following formula, used by
the Organization for Economic Cooperation and Development: (household income/10000) / (1 + (0.7*number of non–head of household adults + 0.5*number of
children). See Organization for Economic Cooperation and Development. What are equivalence scales? [Internet]. Paris: OECD; [cited 2018 Feb 5]. Available from:
http://www.oecd.org/eco/growth/OECD-Note-EquivalenceScales.pdf
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needsmay be left unmet or be satisfied at greater
cost. Other potentially beneficial regulations,
some of which may become federal, include
limiting borrowing frequency and capping pay-
ments based on borrowers’ income.40 Some
states have reported positive effects from these
measures. For example, after North Carolina
banned payday lending, over 90 percent of
low- and middle-income households reported
that the ban had neutral or positive effects on
them.41 However, strict regulations may force
consumerswho lack other options intohigh-cost
alternatives such as paying late fees.21 Conse-
quently, some researchers, pointing to states
such as Colorado, have argued for moderate reg-
ulations that cheapen credit without restricting
supply. Nonetheless, Colorado’s 120 percent
payday loan APR limit is higher than the limit
supported by consumer groups.40 Moreover,
lenders often skirt regulations by disguising
their services and moving online.21,36

Concerning mainstream banks, some re-
searchers have argued that giving banks and
credit unions clearer guidance about permissible
underwriting practices, loan terms, and pricing
and allowing them to charge realistic APRs
would facilitate small-dollar lending.40 However,
providing financial services to low-income con-
sumers is expensive: They often hold low depos-
its, borrow small amounts, and frequently
default.4 More regulation is unlikely to enable
banks andcredit unions tooffer sufficient afford-
able services to substantially reduce the need
for fringe banking.21 Moreover, recent scandals
concerning discriminatory lending, fraudulent
accounts, and overdraft fees raise concerns
about the role of commercial banks in low-
income lending.21 Thus, while certain regula-
tions (such as limits onAPRs and fee caps)might
be beneficial, in isolation they cannot be relied
upon to improve financial well-being and health.

▸ ALTERNATIVE BANKING INSTITUTIONS: Re-
cent government initiatives to provide the poor
with financial services have relied on main-
stream banks and credit unions. However, ini-
tiatives such as the FDIC’s Small-Dollar Loan
Pilot Programand theCommunityReinvestment
Act of 1977 reveal tensions between low-income
communities’ need for affordable services and
the banks’ need for profit.While the Community
Reinvestment Act has encouraged banks to lend
in underserved communities, those loans are
often subprime.4 Meanwhile, the Community
Development Banking Act of 1994, which aimed
to create community-oriented banks in low-
income communities (called community devel-
opment financial institutions), was premised
on the proposition that these institutions could
serve the poor and maintain their profitability

with minimal government assistance. However,
most Community Development Banking Act
funds have beenused for real estate andbusiness
development, not banking for the poor, and
many community development financial institu-
tions have struggled to survive.4

Reconciling the needs of low-income commu-
nities and mainstream commercial banks re-
mains problematic. In the past, banking services
for these communities were often provided by
credit unions and savings and loan associations

Exhibit 2

Association between past-year fringe borrowing or unbanked status and poor or fair health

Prevalence ratio 95% CI N a

Fringe borrowing

Unadjusted 1.40 1.14, 1.72 1,473
Adjustedb 1.38 1.14, 1.68 1,472

Unbanked status

Unadjusted 1.21 1.02, 1.43 1,434
Adjustedc 1.17 0.99, 1.39 1,437

SOURCE Authors’ analysis of data merged across consecutive June Federal Deposit Insurance
Corporation supplements and March Annual Social and Economic Supplements of the Current
Population Survey, 2011–16. NOTES The exhibit shows prevalence ratios from Poisson models
calculated on propensity score–matched samples: specifically, the ratio of prevalences of poor/
fair health among those reporting (versus not reporting) fringe borrowing or unbanked status.
See the text for more explanation. CI is confidence interval. aMedian number of respondents in
matched samples across bootstrap repetitions. bAdjusted for use of check cashing, rent-to-own
purchasing, and refund anticipation loan services, unbanked status, income quartiles, high school
education, and non-Hispanic white. cAdjusted for income quartiles, education (all categories), and
race/ethnicity (all categories).

Exhibit 3

Sensitivity analyses to assess potential unmeasured confounding and reverse causation in
the relationship between fringe borrowing or unbanked status and self-rated health

Prevalence ratio 95% CI N a

Control exposuresb

Check cashing use in past year 1.14 0.95, 1.37 1,473
Tax refund anticipation loan use 1.01 0.72, 1.41 698

Excluding people in poor or fair health before baselinec

Fringe borrowing 1.37 0.93, 2.01 7,534
Unbanked status 1.40 1.01, 1.92 7,843

SOURCE Authors’ analysis of data merged across consecutive June Federal Deposit Insurance
Corporation supplements and March Annual Social and Economic Supplements of the Current
Population Survey, 2011–16. NOTES The exhibit shows prevalence ratios from Poisson models
calculated on propensity score–matched samples for the control exposure analyses and
calculated on the full sample for the reverse causation analyses: specifically, the ratio of
prevalences of poor/fair health among those reporting (versus not reporting) check cashing and
tax refund anticipation loan use or fringe borrowing and unbanked status. See the text for more
explanation. CI is confidence interval. aMedian number of respondents in matched samples
across bootstrap repetitions. bPropensity score–matched analyses were matched on the variables
described in the text and adjusted for the use of fringe loans, other fringe banking services,
unbanked status, income quartiles, high school education, and non-Hispanic white. If unmeasured
confounding were minimal, we expected to find null or small prevalence ratio estimates.
cAnalyses (not propensity score matched) adjusted for the variables described in the text. If
reverse causation were minimal, we expected to find estimated prevalence ratios similar to
those identified in the main analyses (see exhibit 2).
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that were outside the mainstream banking sec-
tor. Similarly, the government could now foster
appropriate services by providing community
development financial institutionswith stronger
regulatory oversight and more financial sup-
port.4 Government-supported and community-
led lending circles, which pool community
resources to provide low-cost credit, are another
option.4 Resurrecting a US Postal Service bank-
ing system, which existed from 1910 to 1967 and
has analogues in other countries, could address
geographic barriers to banking in low-income
communities (because of the ubiquity of post
offices) and the costs of low-income banking
(given a nonprofit mission).4 Municipal banks
could serve similar functions.42 Finally, mobile
banking, a growing industry in the US and else-
where, offers inexpensive and easy-to-use ser-
vices attractive to the underbanked.3 However,
they require customers to have internet access
and digital literacy, which could pose a barrier
for the poor and elderly, and their services are
difficult to regulate.8

▸ SOCIAL WELFARE PROGRAMS AND LABOR

PROTECTIONS: With nearly half of Americans
reporting that they would be unable to produce
$400 cash for an emergency22 and the common
use of fringe loans for necessities,18 the core of
the fringe banking problem is financial instabil-
ity and scarce resources. Robust public provision

of necessities such as public health programs,
health care, housing, and disability assistance—
coupledwith initiatives to raise incomes, such as
minimum wage increases and support for labor
protections—would address the root causes of
demand for fringe services.18 One study found
that California’s early Medicaid expansion was
associated with an 11 percent reduction in pay-
day borrowing,43 while another found that each
$1 increase in the state-level minimumwage was
associated with a 40 percent reduction in payday
borrowing.44 These programs also have salutary
effects on other social determinants of health.45

Addressing broader structural factors that deep-
en financial instability and poverty formarginal-
ized groups, such as segregation andmass incar-
ceration, might also reduce fringe borrowing
and improve health equity.46

Conclusion This research adds to the growing
evidence that connects specific kinds of house-
hold debt and financial exclusion to poor health.
Effectively addressing the health consequences
of fringe borrowing and being unbanked will
likely require expanding socialwelfareprograms
and labor protections. Future research should
explore inmore depthhow the two-tierUS finan-
cial system—one for the wealthy and one for
the poor—affects health and worsens health in-
equities. ▪
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the Annual Interdisciplinary Population
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work was supported by strategic hire

funds provided by the University of
Washington School of Public Health and
the Bill & Melinda Gates Foundation.

NOTES

1 Drysdale L, Keest KE. The two-tiered
consumer financial services market-
place: the fringe banking system and
its challenge to current thinking
about the role of usury laws in
today’s society. S C Law Rev. 2000;
51:589–669.

2 Rivlin G. Broke, USA: From pawn-
shops to Poverty, Inc.—how the
working poor became big business
New York (NY): Harper Business;
2010.

3 Servon L. The unbanking of America:
how the new middle class survives.
Boston (MA): Houghton Mifflin
Harcourt; 2017.

4 Baradaran M. How the poor got cut
out of banking. Emory Law J. 2013;
62:483–548.

5 Martin N, AdamsO. Grand theft auto
loans: repossession and demo-
graphic realities in title lending.
Miss Law Rev. 2012;77(1):41–94.

6 Barba A, Pivetti M. Rising household
debt: its causes and macroeconomic
implications—a long-period analy-
sis. Cambridge J Econ. 2009;33(1):

113–37.
7 Zimmermann C. On household debt.

FRED Blog [blog on the Internet].
2015 Jan 12 [cited 2018 Jan 10].
Available from: https://fredblog
.stlouisfed.org/2015/01/on-
household-debt/

8 Bourke N, Horowitz A, Roche T.
Payday lending in America: who
borrows, where they borrow, and
why [Internet]. Washington (DC):
Pew Charitable Trusts; 2012 Jul
[cited 2018 Jan 10]. Available from:
http://www.pewtrusts.org/~/
media/legacy/uploadedfiles/pcs_
assets/2012/pewpaydaylending
reportpdf.pdf

9 Consumer Financial Protection Bu-
reau. Single-payment vehicle title
lending [Internet]. Washington
(DC): The Bureau; 2016 May [cited
2018 Jan 10]. Available from: http://
files.consumerfinance.gov/f/
documents/201605_cfpb_single-
payment-vehicle-title-lending.pdf

10 Graves SM, Peterson CL. Predatory
lending and the military: the law and

geography of “payday” loans in mil-
itary towns. Ohio State Law J. 2005;
66(4):653–832.

11 Minnich AA. Rational regulation of
payday lending. Kans J Law Public
Policy. 2006;84:84–107.

12 Pew Charitable Trusts. Consumers
need protection from excessive
overdraft costs [Internet]. Washing-
ton (DC): Pew Charitable Trusts;
2016 Dec [cited 2018 Jan 10].
(Brief). Available from: http://
www.pewtrusts.org/~/media/
assets/2016/12/consumers_need_
protection_from_excessive_
overdraft_costs.pdf

13 Caskey JP, Peterson A. Who has a
bank account and who doesn’t: 1977
and 1989. East Econ J. 1994;20(1):
61–73.

14 Peterson CL. Taming the sharks:
towards a cure for the high-cost
credit market. Akron (OH): Univer-
sity of Akron Press; 2004.

15 Federal Reserve Board. 2016 SCF
chartbook [Internet]. Washington
(DC): Federal Reserve Board; 2017

Determinants Of Health

436 Health Affairs March 2018 37 :3
Downloaded from HealthAffairs.org on March 06, 2018.

Copyright Project HOPE—The People-to-People Health Foundation, Inc.
For personal use only. All rights reserved. Reuse permissions at HealthAffairs.org.



Oct 16 [cited 2018 Jan 10]. Available
from: https://www.federalreserve
.gov/econres/files/BulletinCharts
.pdf

16 Karger H. Shortchanged: life and
debt in the fringe economy. San
Francisco (CA): Berrett-Koehler
Publishers, Inc.; 2005.

17 Dickman SL, Woolhandler S, Bor J,
McCormick D, Bor DH, Himmelstein
DU. Health spending for low-,
middle-, and high-income Ameri-
cans, 1963–2012. Health Aff (Mill-
wood). 2016;35(7):1189–96.

18 Federal Deposit Insurance Corpora-
tion. 2015 FDIC National Survey of
Unbanked and Underbanked
Households: appendix tables [Inter-
net]. Washington (DC): FDIC; 2016
Oct 20 [cited 2018 Jan 10]. Available
from: https://www.fdic.gov/
householdsurvey/2015/2015
appendix.pdf

19 Baker AC. Eroding the wealth of
women: gender and the subprime
foreclosure crisis. Soc Serv Rev.
2014;88(1):59–91.

20 Schmitz AJ. Females on the fringe:
considering gender in payday lend-
ing policy. Chic Kent Law Rev.
2014;89(1):65–112.

21 Servon L. Are payday loans harmful
to consumers? Response to
Horowitz. J Policy Anal Manage.
2017;36(1):255–8.

22 Baradaran M. How the other half
banks: exclusion, exploitation, and
the threat to democracy. Cambridge
(MA): Harvard University Press;
2015.

23 Richardson T, Elliott P, Roberts R.
The relationship between personal
unsecured debt and mental and
physical health: a systematic review
and meta-analysis. Clin Psychol Rev.
2013;33(8):1148–62.

24 Lim Y, Bickham T, Dinecola CM,
Broussard J, Weber BE, Gregory A.
Payday loan use and consumer well-
being: what consumers and social
workers need to know about payday
loans. J Poverty. 2014;18(4):379–98.

25 Williams B. Debt for sale: a social
history of the credit trap. Philadel-
phia (PA): University of Pennsylva-
nia Press; 2004.

26 McEwen BS, Seeman T. Protective

and damaging effects of mediators of
stress. Elaborating and testing the
concepts of allostasis and allostatic
load. Ann N Y Acad Sci. 1999;896:
30–47.

27 Madrian BC, Lefgren LJ. An ap-
proach to longitudinally matching
Current Population Survey (CPS)
respondents. J Econ Soc Meas.
2000;26:31–62.

28 Nekarda CJ. A longitudinal analysis
of the Current Population Survey:
assessing the cyclical bias of geo-
graphic mobility [Internet]. Unpub-
lished paper [last revised 2009 May
27; cited 2018 Jan 10]. Available
from: https://chrisnekarda.com/
papers/lpd-geomob_20090527.pdf

29 Oakes J, Johnson P. Propensity score
matching for social epidemiology.
In: Oakes JM, Kaufman JS, editors.
Methods in social epidemiology. San
Francisco (CA): Jossey-Bass; 2006.
p. 370–93.

30 Caliendo M, Kopeinig S. Some
practical guidance for the imple-
mentation of propensity score
matching. J Econ Surv. 2008;
22(1):31–72.

31 Stuart EA. Matching methods for
causal inference: a review and a look
forward. Stat Sci. 2010;25(1):1–21.

32 Spiegelman D, Hertzmark E. Easy
SAS calculations for risk or preva-
lence ratios and differences. Am J
Epidemiol. 2005;162(3):199–200.

33 Nguyen T-L, Collins GS, Spence J,
Daurès J-P, Devereaux PJ, Landais P,
et al. Double-adjustment in propen-
sity score matching analysis: choos-
ing a threshold for considering re-
sidual imbalance. BMC Med Res
Methodol. 2017;17(1):78.

34 Austin PC. An introduction to pro-
pensity score methods for reducing
the effects of confounding in obser-
vational studies. Multivariate Behav
Res. 2011;46(3):399–424.

35 To access the appendix, click on the
Details tab of the article online.

36 McKernan S-M, Ratcliffe C, Kuehn
D. Prohibitions, price caps, and
disclosures: a look at state policies
and alternative financial product
use. Washington (DC): Urban Insti-
tute; 2010 Nov 10.

37 Dowd JB, Zajacova A. Does the pre-

dictive power of self-rated health for
subsequent mortality risk vary by
socioeconomic status in the US? Int J
Epidemiol. 2007;36(6):1214–21.

38 Zajacova A, Dowd JB. Reliability of
self-rated health in US adults. Am J
Epidemiol. 2011;174(8):977–83.

39 Sample sizes differed because
exposure variables had different
universes.

40 Horowitz A. Payday loans harm
consumers, but reform is possible.
J Policy Anal Manage. 2017;36(1):
248–55.

41 Ratcliffe J, Manturuk K. North Car-
olina consumers after payday lend-
ing: attitudes and experiences with
credit options. Chapel Hill (NC):
University of North Carolina at
Chapel Hill, Center for Community
Capital; 2007 Nov.

42 Beitel K. Municipal banking: an
overview: financing socially just and
sustainable forms of urban develop-
ment [Internet]. New York (NY):
Roosevelt Institute; 2016 Apr [cited
2018 Jan 10]. Available from: http://
rooseveltinstitute.org/wp-content/
uploads/2016/04/Municipal-
Banking-An-Overview.pdf

43 Allen H, Swanson A, Wang J, Gross
T. Early Medicaid expansion associ-
ated with reduced payday borrowing
in California. Health Aff (Millwood).
2017;36(10):1769–76.

44 Dettling LJ, Hsu JW. Minimum
wages and consumer credit: impacts
on access to credit and traditional
and high-cost borrowing [Internet].
Washington (DC): Board of Gover-
nors of the Federal Reserve System;
2017 [cited 2018 Jan10]. (Finance
and Economics Discussion Series
No. 2017-010). Available from:
https://www.federalreserve.gov/
econresdata/feds/2017/files/
2017010pap.pdf

45 Navarro V.What is a national health
policy? Int J Health Serv. 2007;
37(1):1–14.

46 Bailey ZD, Krieger N, Agénor M,
Graves J, Linos N, Bassett MT.
Structural racism and health in-
equities in the USA: evidence and
interventions. Lancet. 2017;
389(10077):1453–63.

March 2018 37 :3 Health Affairs 437
Downloaded from HealthAffairs.org on March 06, 2018.

Copyright Project HOPE—The People-to-People Health Foundation, Inc.
For personal use only. All rights reserved. Reuse permissions at HealthAffairs.org.


