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Theviewsexpressedare those of the presenter.
Theyarenot the those



ConsumeiProtectionPoliciesAffect
Avallabilityand Priceof Credit

* CreditReportsandCreditScores
e DebtCollection
 AlternativeFinanciaProducts(paydayloans)



ConsumelProtection PolicyOffers Everythingan
EconomistCouldEverWant!

* PropertyRightlssues

e Moral Hazards

* Imperfectinformation(Searchand ComprehensiorCosts)
o Equityvs.EfficiencyTradeOffs

o Externalities

o CompetitionQuestions

 InformationAsymmetries

* RiskandUncertainty

o Liability



ConsumelProtection May Also Offer Everythinga
BehavioralEconomistWould Want!

e Optimism
e Impatience
e LossAversion



Different Theoriesof ConsumemBehaviorCanLead
to Different ConsumerPolicyRecommendations

SupposePeopleAppearnot to be Maximizingincome
Interpretation I. Peopleare behavingrrationally.

Interpretation Il: Peopleare rationallymaximizingutility (not just
income)subjectto wealth constraints time constraintsandhousehold
productionconstraints.

Needto understandobjectivesand constraintsto distinguishbetweenthesetwo
interpretations.

Example: FTGesearchon mortgagedisclosureshowsthat costof comprehending
information matters. Baddecisionscanbe rationalresponseo poorly designed,
misleadingmortgagedisclosures(Lacko& Pappalardo2004,2007,2010)



BehavioralTheoriesCurrentlyDominate Consumer
ProtectionPolicyDebate

e Conclusiorthat consumerdehaveirrationallyleadsto
recommendationgo protect peoplefrom their own
behavioralquirks:

* Eliminateor limit accesgo “highr



Theduryis StillOut

Behavioralvs.Microeconomic
Modelsof ConsumeiBehavior



Elliehausen(regory2010.“Implicationsof BehavioraResearclior the Useand
Regulationof ConsumelCreditProducts.”FederalReserveBoardFinanceand
EconomicPiscussiorberiesWorkingPaperNo. 25.

“Thispaperreviewsthe behavioralliterature on inter temporalchoiceand
decisionmakingunderuncertaintyand assessethe evidenceon behavioral
influencesaffectingconsumerstredit decisionsTheevidencereviewedin this
papersuggestshat consumerften do not considerall information availablein
the marketnor deliberatelyevaluateeachalternative.Consumersimplify,take
shortcuts,and useheuristics which maynot alwaysbe optimal but nevertheless
may be an economicalmeansfor achievingdesiredgoals.While most
economistsand psychologistagreethat cognitiveerrorsandtime inconsistent
behavioroccur,the extentto whichthesephenomenampair actualdecisionsn
marketsis not at all clear.At this time, neither existingbehavioralevidencenor
conventionaleconomicevidencesupportsa generalconclusiorthat consumers’
creditdecisionsare not rational or that marketsdo not work reasonablywell.”



Morse,Adair.2011.“Paydayl. endersHeroesor Villains?”Journalof
FinanciaEconomic4.02:28 A4.

“Takingadvantageof the exogenoushockof naturaldisasteran a matchedtriple
differenceframework, | find that the existenceof paydaylendingincreasesvelfare

for householdsvho mayfaceforeclosuresor be driveninto smallproperty crimein
timesof financialdistress. . . Theimplicationis that accesgo financecanbe welfare
improving,evenat 400%APR Paydayiendingalsodiscourageshopliftingbut does
not factor into decisionsof more seriouscrimessuchasvehiclethefts andburglaries.”



Zinman,Jonathan2010.“RestrictingConsumelCreditAccessHouseholdSurvey
Evidenceon EffectsAroundthe OregonRateCap.”Journalof Bankingand
Finance34:546 656.

“I find that the Capdramaticallyreducedaccesdo paydayloansin Oregon,andthat
former paydayborrowersrespondedby shiftinginto incompleteand plausiblyinferior
substitutes.Most substitutionseemsto occurthrough checkingaccountoverdraftsof
varioustypesand/or late bills (asin Morganand Strain,2008).Thesealternativesourcesof
liquidity canbe quite costlyin both directterms (overdraftandlate fees)andindirect
terms



Jointhe Debate!

Clarify the



ConductEmpiricalResearch!

CaskeyJohnP.2010.“PaydaylendingNew Researctandthe BigQuestion.”
FederalReserveBankof PhiladelphiaNorkingPaperNo. 10 B2.

“My conclusions both discouraging@ndencouragingDespitemajor efforts by some
talentedeconomistswe still don't knowthe answerto the big question:Do payday
lenders,on net, exacerbateor assuageustomersfinancialdifficulties?Butthis alsomeans
that there isanimportant publicpolicyguestionfor empiricallyoriented economistgo
tackle.”



ClarifyMicroeconomicModels of ConsumemBehavior!

Preliminaryfindingsfrom a model of rationally inattentive consumersemphasizeshe role of
information in consumerchoice,consistentwith FTCGapproachto consumerprotection regulation
(Becker& Smith):

o Consumersremore likelyto useinformation,andtheir welfarewill improve,if informationis
lesscostly(easierto find or understand).

 Consumersremore likelyto useinformationwhenthey think the decisionisimportant and
are unsurewhatthe bestoptionis.
* Informationuseis endogenous.
— Peopleare makinga choiceto useit or not, dependingon how usefulthey expectit to be.
— Thosewho reada disclosureprobablydiffer in important waysfrom thosewho don't.

» Disclosuresirelikelyto be more efficientthan mandatesf consumers



Brown,Meta et al. 2010.“The FinancialCrisisat the KitchenTable: Trendsin
HouseholdDebtand Credit.” FederaReserveBankof New YorkStaffReportno. 480.



In light of current creditand debt situation,would
peoplebe better off with regulationsthat reduce
creditoptions? Thedebatecontinues. Jointhe

debate.



