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Arkansas Consumer Protections Remain Crucial As CFPB Releases
New Payday Lending Rule
Arkansas Usury Cap Keeps Loan Sharks at Bay
Little Rock, Arkansas — While consumers in states that are burdened by predatory payday lending will benefit from a final rule issued on October 5, 2017 by the Consumer Financial Protection Bureau (CFPB), Arkansas already has the most effective protection in place, a 17% cap on annual interest rates for consumer loans.  This cap saves Arkansas families $77,500,000 per year in abusive payday lending fees.

“In issuing its new rule today, the CFPB recognizes the harm of the payday lending debt trap.  Our state, in recognition of these harms, has in place the strongest law possible to protect against it — a usury cap,” said H. C. “Hank” Klein, founder of Arkansans Against Abusive Payday Lending.  “In states with no protection against the debt trap, payday and car title lenders ensnare people in loans with 300% or 400% interest, leading to significant financial distress.  While we are glad to see the CFPB put some safeguards in place for people in states without laws as strong as ours, we call on our lawmakers to stand firm in support of our state’s existing 17% usury cap, as this is the most effective and efficient available deterrent to legalized loansharking.” 

The CFPB is not legally authorized to cap interest rates, so the new rule protects consumers by requiring lenders to make affordable loans – loans that borrowers can pay back without taking out another loan in order to cover living expenses.  This ability-to-repay standard is expected to reduce the harms of payday lending across the nation overall by disrupting the payday lending business model, which depends on trapping borrowers in long-term, unaffordable debt.
“Payday lending robs people of their ability to recover from a financial shortfall by pulling them deeper into debt.  Borrowers routinely end up with unpaid bills and overdraft fees.  Some lose their bank accounts or file bankruptcy. Arkansas families deserve the strongest protections possible.  We continue to fend off powerful out-of-state predatory lenders to maintain our protections.”
The CFPB makes it clear that the rule is a floor for consumer protections, not a ceiling, and that it does not prevent states from enacting stronger laws, such as a rate cap.
As noted in the rule: "Particularly in the States where fixed usury caps effectively prohibit these types of loans, nothing in this rule is intended or should be construed to undermine or cast doubt on whether those provisions are sound public policy."  And also: "The Bureau regards the fee and interest rate caps in these States as providing greater consumer protections than, and thus as not inconsistent with, the requirements of the final rule."
Payday lenders have a long history of exploiting loopholes where they can find them, and state usury caps prevent this exploitation, such as last year when a former Arkansas payday lender reopened as CashMax Loan Services in North Little Rock and Hope, Arkansas.  They believed they had found a loophole in the Arkansas Credit Services Organization law.  We do not believe a loophole ever existed, but if it did the Arkansas Legislature ensured that any perceived loophole was closed earlier this year with Act 944 of 2017.
Arkansas’ interest rate cap also ensures that borrowers are protected against the harms of these high-cost loans regardless of whether they are structured as short-term or long-term loans.  Arkansas is proud to be among the 15 states plus D.C. that offer our citizens the strongest protections against predatory payday lending.  Our lawmakers must continue to stand by airtight protections against these harmful loans,” said Hank Klein. “We also support ongoing efforts in states around the country and at the federal level to put additional protections in place that will eliminate, once-and-for-all, the scourge of predatory payday lending.”
The full CFPB rule can be found here: https://www.consumerfinance.gov/policy-compliance/rulemaking/final-rules/payday-vehicle-title-and-certain-high-cost-installment-loans/
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