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		Ten million American households borrowed on payday loans in 2002. Typically, to receive two weeks of liquidity from these loans households paid annualized (compounded) interest rates over 7000%. Using an administrative dataset from a payday lender, we seek to explain demand-side behavior in the payday loan market. We estimate a structural dynamic programming model that includes standard features like liquidity constraints and stochastic income, and we also incorporate institutionally realistic payday loans, default opportunities, and generalizations of the discount function. Method of Simulated Moments estimates of the key parameters are identified by two novel pieces of evidence. First, over half of payday borrowers default on a payday loan within one year of their first loans. Second, defaulting borrowers have on average already repaid or serviced five payday loans, making interest payments of 90% of their original loan's principal. Such costly delay of default, we find, is most consistent with partially naive quasi-hyperbolic discounting, and we statistically reject nested benchmark alternatives. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: payday lending, payday loan, hyperbolic discounting, default

	
	

	
    

    
	

	
	
		JEL Classification: D12, H31

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Skiba,  Paige Marta and Tobacman,  Jeremy, Payday Loans, Uncertainty and Discounting: Explaining Patterns of Borrowing, Repayment, and Default (August 21, 2008). Vanderbilt Law and Economics Research Paper No. 08-33,  Available at SSRN: https://ssrn.com/abstract=1319751 or http://dx.doi.org/10.2139/ssrn.1319751 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Paige Marta Skiba (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Vanderbilt University - Law School  ( email )

			

			
			
				
				
				
					131 21st Avenue South
Nashville, TN  37203-1181
United States
615-322-1958 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jeremy  Tobacman

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Alfred Lerner College of Business and Economics, University of Delaware  ( email )

			

			
			
				
				
				
					Newark, DE  19716
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,147

			

		
		
		
			Abstract Views

			   12,194

		

		
		 
		
			Rank

			   13,276

		

		
	


	
		
            
            	        8 Citations
		

	

	
		
			
				       44 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,895

                                    

                                    
                                        PAPERS

                                            3,115

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                
	
                    Vanderbilt University Law School Legal Studies Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Vanderbilt University Law School Legal Studies Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,103

                                    

                                    
                                        PAPERS

                                            1,185

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Rebecca Haw Allensworth at Vanderbilt University - Vanderbilt Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Behavioral & Experimental Finance (Editor's Choice) eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance (Editor's Choice) eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,188

                                    

                                    
                                        PAPERS

                                            4,382

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Bankruptcy, Reorganization & Creditors eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Bankruptcy, Reorganization & Creditors eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,442

                                    

                                    
                                        PAPERS

                                            5,362

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Barry E. Adler at New York University School of Law

                                    

                                
                            

                        

                    

                
	
                    Household Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Household Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              767

                                    

                                    
                                        PAPERS

                                           12,225

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Peter Tufano at Harvard Business School

                                    

                                
                            

                        

                    

                
	
                    Law & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              490

                                    

                                    
                                        PAPERS

                                           14,556

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ronald J. Gilson at Stanford Law School, A. Mitchell Polinsky at Stanford Law School

                                    

                                
                            

                        

                    

                
	
                    Consumer Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Consumer Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              390

                                    

                                    
                                        PAPERS

                                            9,537

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jeff Sovern at University of Maryland Francis King Carey School of Law

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Payday Lenders: Heroes or Villains?

                        
                            By
                                
                                
                                    
                                    Adair Morse
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Banking the Poor

                        
                            By
                                
                                
                                    
                                    Michael S. Barr
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Restricting Consumer Credit Access: Household Survey Evidence on Effects around the Oregon Rate Cap

                        
                            By
                                
                                
                                    
                                    Jonathan Zinman
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Payday Lending: Do the Costs Justify the Price?

                            
                                By
                                    
                                    
                                        
                                        Mark J. Flannery
                                         and 
                                    
                                        
                                        Katherine Samolyk
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Payday Loans Cause Bankruptcy?

                            
                                By
                                    
                                    
                                        
                                        Paige Marta Skiba
                                         and 
                                    
                                        
                                        Jeremy Tobacman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Disclosure, Cognitive Biases and Payday Borrowing

                            
                                By
                                    
                                    
                                        
                                        Marianne Bertrand
                                         and 
                                    
                                        
                                        Adair Morse
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Disclosure, Cognitive Biases and Payday Borrowing

                            
                                By
                                    
                                    
                                        
                                        Marianne Bertrand
                                         and 
                                    
                                        
                                        Adair Morse
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Payday Holiday: How Households Fare After Payday Credit Bans

                            
                                By
                                    
                                    
                                        
                                        Donald P. Morgan
                                         and 
                                    
                                        
                                        Michael R. Strain
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What do High-Interest Borrowers do with Their Tax Rebate?

                            
                                By
                                    
                                    
                                        
                                        Marianne Bertrand
                                         and 
                                    
                                        
                                        Adair Morse
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            In Harm's Way? Payday Loan Access and Military Personnel Performance

                            
                                By
                                    
                                    
                                        
                                        Scott E. Carrell
                                         and 
                                    
                                        
                                        Jonathan Zinman
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
