
Mortgage lending crisis. Global economic slowdown. Financial market

meltdown. Government bailout. Unfortunately, these very terms have

become a part of the American lexicon over the past year. They rep-

resent the economic realities of rapidly rising foreclosure rates,

evaporating retirement savings and a credit market that is shrinking.

These events and other related developments have most pundits

calling the current period the worst economic crisis since the Great

Depression. Unfortunately, the end of this gloomy period may not be

near, with some experts predicting that it will not be until 2010 or

even 2011 that we begin to see a true turnaround.  

BY ROMAN VACCARI, ESQ. 
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In the midst of these turbulent economic times, financial institutions,
which are an integral part of our country’s economic system, are
implementing strict lending criteria that have led to a growing
level of unavailability of consumer credit. According to a recent
survey of bank lending practices published by the Federal Reserve,
a significantly high number of banks (85%) reported tighter credit
standards across a broad range of loan products.

And there may be further restrictions, as there is growing evidence
that the credit card industry may be the next segment of the
financial services industry that gets walloped. After decades of
deluging Americans with credit card offers and seemingly unlimited
credit lines, lenders are severely pulling back credit in response to
an increasing level of default payments. According to recently 
published reports, lenders wrote off an estimated $21 billion in bad
credit card debt in the first half of 2008. And there is speculation
that the credit card industry could face another $55 billion in
losses over the next year-and-a-half.  

Whether implementing tighter credit standards is nothing more
than a short-term, knee-jerk response or a prudent, yet long overdue,
reaction, the immediate effect is that many creditworthy consumers
will be denied access to credit. On the bright side for Americans,
in this time of economic uncertainty, one segment of the credit
market serviced by Financial Service Centers and other lenders –
the small dollar loan industry – is still offering access to credit,
and doing so without asking the government for a bailout. As 
others are increasingly saying “No” to consumers, Financial
Service Centers are continuing to say “Yes,” making small dollar
credit available to millions of American consumers who qualify for
credit products such as payday advances and installment loans.

A HISTORICAL PERSPECTIVE: 
THE EMERGENCE OF THE PAYDAY ADVANCE INDUSTRY

Americans at all economic levels need access to credit. And for
millions of consumers, at least part of the answer to their credit
issues is small dollar, short-term loans. This is especially the case
as more people are being precluded from other, more traditional,
forms of credit because their credit histories or lack thereof, 
summarized in FICO scores, effectively segment them outside the
financial “mainstream.”  

A look back at the history of the financial service center industry
reveals that Financial Service Centers have displayed a consistent
response to consumer demand. Whether it is a period of economic
stability or crisis, the response by Financial Service Centers is the
same – they meet it. This was perhaps most evident in the late
1980s and early 1990s shortly after banks – the same banks that
government today is trying to push back into the small dollar loan
marketplace – ceased offering small, short-term loans.  

The effect of the traditional lenders’ decision to withdraw from
the market for small, short-term loans approximately three
decades ago was initially devastating to consumers who were left
with no small loan options to meet their financial shortages.
However, it did not take long for Financial Service Centers to 
recognize the void created by banks and, more important, to
understand that the void did not eliminate the demand, thereby
creating opportunity. And so, it was Financial Service Centers and
other entrepreneurs that led the way in providing consumers with
an unsecured alternative to the traditional lenders’ loans – payday
advances, an alternative whose popularity has grown exponentially
across the country in a relatively short period of time. And while
other consumer credit products like pawn loans and auto title
loans have also provided consumers with viable alternatives, these
options require the borrower to pledge collateral, often making a
payday advance a more attractive choice.    

As the payday advance industry has grown over the years, it has
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consumers are incurring more overdraft
fees than necessary, as a result of the common
banking practice of high-to-low check
clearing, which leads to more NSF or over-
draft fees. 

While most banks and credit unions have
exclusively turned to NSF fees and over-
draft charges, some financial institutions
have taken notice of the industry’s success
in servicing the unabated demand for small
dollar credit. For example, banks such as
U.S. Bank, Wells Fargo and Fifth Third
Bank have successfully combined bank
services with a variation of a payday
advance product to offer to their customers
holding checking accounts. These banks
permit customers to obtain an advance for
$10 per $100 borrowed on their next payroll
direct deposit into a bank-maintained
account. By requiring direct deposit, the
banks are able to ensure that they get the
first crack at collecting payment, thereby
reducing their risk and the cost of the loan.  

GIVING CUSTOMERS WHAT THEY WANT 
The financial service center industry

prides itself on caring for its customers,
and the appreciation for this type of service
is reflected in customer satisfaction surveys.
Through a national customer satisfaction
survey of the industry conducted by Cypress
Research Group in 2006, the data collected
underscored that:
• 80% of customers rated most features 

of their experience at member Financial
Service Centers as either “excellent” 
or “very good”

• 92% of survey respondents rated the
overall value of the money paid for the
services received from as “good” to 
“excellent” 

• 95% of respondents rated the overall
quality of services received as “good” 
to “excellent”

• 75% indicated that stores clearly 
communicate all costs of products and
services.

However, to ensure continued high levels
of customer satisfaction, Financial Service
Centers cannot rest on their laurels. They
must continue to do what they do best:
provide access to financial services that
consumers want and need, while providing
professional, courteous, and efficient service
to each customer.   

CALL TO ACTION: FINANCIAL SERVICE
CENTERS MUST BE INNOVATIVE LEADERS
IN RESPONDING TO CONSUMER DEMAND

While the financial service center industry
has been a front-of-the-line leader in
responding to consumer demand, the

fees have become a major revenue stream
for banks and even credit unions over the
past two decades. This may explain, at
least in part, why customer satisfaction for
these financial institutions continues to
reach record lows year after year.         

According to a recently published checking
study conducted by Bankrate.com, bounced
check fees increased to a record average of
$28.95, up from $28.32 a year earlier.  

Of course, the bounced check fees do not
include the penalty imposed by merchants
who receive the bounced check. In total,
an individual who bounces a check incurs
well over a $55 penalty for bouncing each
check, regardless of the amount of the check,
making a payday advance a “no-brainer”
option for consumers.   

As for overdraft protection, while not
marketed as an alternative to a payday
advance, it serves a similar function when
used as credit. According to a 2007
Bankrate.com study, a consumer who elects
to utilize overdraft protection is paying an
average of $29+ per item, with consumers
possibly on the hook for additional fees if
the overdraft is not repaid on time. Further,

become crystal-clear that consumer
demand for small dollar loans is not a 
creation of advertising, promotion or transitory
lifestyle fads. It is real. It is evident. It is
prevalent. The millions of small dollar loan
transactions conducted each month across
the country by Financial Service Centers
and their customers are irrefutable proof
that people are choosing payday advances
and other credit products offered by
Financial Service Centers over other
options to meet their financial needs.  

FINANCIAL INSTITUTIONS CONTINUE TO
SOCK CONSUMERS WITH RECORD-HIGH
NSF AND OVERDRAFT FEES

So, why did banks abandon the small
dollar credit market in the 1970s and
1980s? The answer is quite simple – 
banks discovered that there are less risky,
less costly and more profitable fee-based
products and services – like bounced
check/Non-Sufficient Funds (NSF) fees,
followed later by overdraft protection.
Bounced check/NSF and overdraft protection
fees have netted banks billions of dollars
each year. Not surprisingly, these types of
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industry today is confronted with a number of obstacles that are
making it increasingly more difficult to meet consumer demand.
In particular, credit products, namely payday advances, are under
constant attack by critics who present no real solutions or alterna-
tives. The industry’s recent experiences in Ohio and Arizona, as
well as in other states such as New Hampshire, New Mexico,
Oregon, Virginia and Washington, D.C., are reflective of the reali-
ties and challenges facing the industry.  

It is becoming increasingly apparent that Financial Service
Centers are approaching a crossroads with their payday advance
product. While payday advances continue to play a pivotal role in
the financial planning decisions of millions of American house-
holds, regulatory and market pressures are mounting. On the 
regulatory front, the industry faces serious legislative and regulatory
threats at both federal and state levels. How the industry responds
to those political obstacles will likely shape the payday advance
product in the future. 

In addition to the legislative and regulatory challenges, the
industry must pay close attention to the rapidly increasing competitive
environment within the small dollar credit market. As mentioned
earlier, some banks, in addition to overdraft protection, are already
offering payday advance-type products. But new players are
emerging. For example, with the prepaid card market burgeoning
over the past few years, Metabank introduced a card-based open-end
line of credit – iAdvance – which also reports repayment history to

continued on page 32
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but its underlying objective is to have
banks use small dollar loans as a tool for
cross-selling other profitable bank products.
While the program is still in its early
stages, the preliminary data suggests that
the FDIC model is not profitable and that,
with the exception of a few banks, most
participating institutions are not making a
significant volume of loans. Nevertheless,
Financial Service Centers need to be mindful
of all potential players in the marketplace,
especially those institutions that have 
the government dangling a carrot in front 
of them.     

FISCA TAKES LEADING ROLE 
IN DEVELOPING A SMALL DOLLAR 
LOAN ALTERNATIVE

Recognizing the need for action, earlier
this year FiSCA’s Executive Committee
formed a Small Dollar Loan Subcommittee
for the purpose of exploring the viability of
a new, alternative credit product. While the
Executive Committee expressed its complete
support of payday advances, there was
recognition of the need for a new, alternative
product that Financial Service Centers can
offer, along with payday advances, as part of
a suite of credit options. The Subcommittee
has focused on developing a multi-pay-
ment, longer-term credit product that is
supportable, sustainable, scalable, profitable,
and adequately satisfies consumer demand.

While the finer points of the product are
still being considered, it is becoming
increasingly apparent that the new product
should also include the main components
of FiSCA’s Consumer Empowerment
Program: (1) savings, (2) credit building,
and (3) financial education. The Subcommittee
is considering the methods by which a
lender can provide customers with a savings
vehicle in conjunction with the making of 
a loan, such as through a savings reward
program. For example, a customer could be
issued a rebate that is deposited into an
interest-bearing savings account upon timely
repayment of the loan. The Subcommittee is
also seeking to establish a credit-building
component that would give borrowers the
right to opt in to have their repayment history
reported to credit reporting bureaus such
as PRBC. Last, the Subcommittee believes
that it will be important for the alternative
product to have a financial education 
component.  

In a separate but related matter, FiSCA
also hosted a Small Dollar Loan Dialogue
Meeting prior to the start of the 20th
Annual Conference and Exposition in Las
Vegas. The meeting convened a diverse
group of stakeholders, including industry

the three major credit bureaus. The
iAdvance product, which requires holders
to establish direct deposit on the card,
extends credit at a rate of $12.50 per
$100 borrowed. An iAdvance is marketed
by the bank as a less costly and more efficient
alternative to payday advances and over-
draft protection.  

The financial service center industry
must commit to evaluating all products and
services they offer and explore opportunities
for innovation in product development, 
particularly in the consumer credit arena.
Financial Service Centers need to be lead-
ers in innovation and develop products that
adequately satisfy consumer demand.
Some Financial Service Centers (e.g., 10%
of FiSCA member locations) have already
expanded their product offerings to include
installment loans, while others have
expanded their product line to include
business loans and even mortgage loans.
Innovation may not always be conventional.
Take, for example, Borro.com, a British
online company, which decided to respond
to the pending credit crisis by making
pawn loans of up to £100,000 available
through the Internet. Innovation and product
development are needed to ensure that
Financial Service Centers maintain a competitive
edge that will allow them to continue to serve
as the gateway for consumers to financial 
services.   

While not direct competitors to existing
credit products offered by Financial Service
Centers, a number of other new players,
ranging from peer-to-peer lending companies
like Prosper to micro-lending companies like
Grameen Bank, have entered the small 
dollar credit field in the United States.
More closely related to Financial Service
Centers is the small dollar Loan Pilot
Program that was launched by the FDIC
earlier this year. The Program consists of
31 banks that have been selected to participate
based upon their commitment to offer
loans that are consistent with the FDIC’s
guidelines for small dollar loans, such as
installment payments, APR below 36%,
streamlined underwriting, savings component,
and financial education. Among other
incentives, the FDIC has indicated banks
offering loans consistent with the federal
regulator’s guidelines would receive favorable
consideration under the Community
Reinvestment Act for offering a credit 
product responsive to the credit needs of
the financial institution's community.  

The FDIC’s pilot program is designed to
illustrate that banks can profitably offer
affordable small dollar loans as an alternative
to payday advances and overdraft protection,
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representatives, banks, a credit union, a
regulator and several third-party groups, for
an open dialogue in a non-adversarial setting
about existing small dollar credit options
and for the purpose of assisting FiSCA in
developing a new form of small dollar 
credit as an added alternative to payday
advances. The group engaged in a frank
and constructive discussion about the
demand for small dollar credit, and provided
FiSCA with valuable feedback for the 
alternative product being developed by 
the Subcommittee.

CREATING A HEALTHY AND PROSPEROUS
FUTURE FOR FINANCIAL SERVICE CENTERS
AND THEIR CUSTOMERS – YES WE CAN!

As noted author Oliver Wendell Holmes,
Sr. stated, “To reach the port of heaven, 
we must sail sometimes with the wind and
sometimes against it – but we must sail,
and not drift, nor lie at anchor.” The financial
service center industry has established itself
as a formidable, national, and economically
significant force that plays an integral role
in the financial framework of millions of
American households. Financial Service

Centers nationwide conduct more than 
350 million transactions each year, providing
an estimated $106 billion in various products
and services to an estimated 30 million
customers. But the industry can offer more;
it can achieve more; and it will likely have
to do more.

In the coming year, the financial service
center industry, particularly the small dollar
lending side of the business, will face a
number of challenges. How the industry
responds will go a long way in determining
the future role of Financial Service Centers
in servicing the small dollar credit needs of
their customers. The industry must fight for
what it is and who it represents, but it
must also be open to compromise and
change. In the end, there is no reason to
think that the financial service center
industry, yet again, cannot rise to the chal-
lenges of today to create a healthy and
prosperous tomorrow for Financial Service
Centers and their customers. ■

Roman Vaccari is Staff Counsel for FiSCA and
an Associate in the law firm of Winne, Banta,
Hetherington, Basralian & Kahn, P.C.  
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