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PERSONAL INTRODUCTION

Dear Delegates,

My name is Klio Patsiou and | am a student at Erasmios Greek German School. This year
| have the utmost honor of serving as the deputy president in the Economic and Social
Council at this year’s PS MUN conference. This year’s PS MUN conference will mark my
second conference as a student officer and my 9th conference in total.

From the moment | started my MUN journey, | have always admired the chairs and
desired to be one. My goal for this year's conference is to guide you in such an inspiring
way as my chairs did for me. The Economic and Social Council is responsible for
promoting higher standards of living, full employment, and economic and social
progress. This Study Guide will introduce you and inform you on the topic of “Preventing
the Issuing of Predatory Loans to Consumers”. You are advised to conduct your own
research too regarding this topic and not just rely on this Study Guide for your
preparation for this year’s conference. If any delegate has any question concerning the
topic, the study guide, the procedure of the conference or the conference overall do not
hesitate to contact me via email at patsiouklio6@gmail.com.

| am looking forward to meeting you all!
Yours sincerely,

Patsiou Klio
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INTRODUCTION

In today’s society, predatory lending remains a persistent issue, raising questions about
why individuals become victims and how these practices have endured over the years.

At its core, predatory lending originates from the framework of legitimate loans, where
money is transferred from one party to another with the agreement that it will be repaid.
Loans come in various forms, each tailored to specific needs. For instance, business loans
are used by entrepreneurs to finance their ventures, typically obtained from traditional
banks. Payday loans, on the other hand, provide quick access to smaller sums of money,
albeit often at exorbitant interest rates. Secured loans require borrowers to offer
valuable collateral, such as a home or car, as a condition of borrowing. Lastly, syndicated
loans involve financing from multiple lenders rather than a single institution.

A loan is classified as predatory when borrowers are misled or manipulated into
agreements that do not serve their best interests. Deceptive practices often occur in
lending and mortgage origination, targeting vulnerable populations. Home improvement
contractors are a common source of such exploitation, frequently focusing on individuals
with low incomes but significant home equity. By taking advantage of the borrower’s
financial challenges, these contractors often steer them into unfavorable financial
arrangements, leaving them in even more precarious situations.

A study by BasePoint Analytics sheds light on the mechanics of predatory lending. The
research, which analyzed over three million loans from 1997 to 2006, revealed that 70%
of early payment defaults involved fraudulent misrepresentations on loan applications.!
Alarmingly, loan applications containing false or fabricated information were five times
more likely to result in default. In many cases, borrowers either overstated their incomes

or provided falsified documents, often encouraged or overlooked by negligent lenders.

DEFINITION OF KEY TERMS

Predatory lending

“Predatory lending is any lending practice where the borrower is taken advantage of by
the lender. Predatory lenders impose lending terms that are unfair or abusive. This
predatory practice is often committed against victims who are elderly or low-income.””?

1 Jackson, Paul. “Study: 70 Percent of EPDs Linked to Fraud.” HousingWire, 12 Feb. 2007,
www.housingwire.com/articles/study-70-percent-epds-linked-fraud/.
2 “predatory Lending.” Legal Information Institute, www.law.cornell.edu/wex/predatory_lending.
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Loan origination

“Loan origination is the process by which a borrower applies for a new loan, and a lender
processes that application. Origination generally includes all the steps from taking a loan
application up to disbursal of funds (or declining the application)”.3

Debtor

“A debtor is someone who owes a debt or obligation to someone else. Most commonly,
this is the obligation to pay money.”*

Counterparty

“A counterparty is the other party that participates in a financial transaction. Every
transaction must have a counterparty in order for the transaction to go through. More
specifically, every buyer of an asset must be paired up with a seller who is willing to sell
and vice versa.””®

Lender

“A creditor or lender is a party (e.g., person, organization, company, or government) that
has a claim on the services of a second party. It is a person or institution to whom money
is owed.”®

Asset
“Asset is something that is owned by a person, company, etc. — usually plural”’
Usury

“Usury is the practice of lending money and requiring the borrower to pay a high
amount of interest,”8

Subprime mortgage

“Subprime mortgage, a type of home loan extended to individuals with poor,
incomplete, or nonexistent credit histories. Because the borrowers in that case present

3 Adelino, Manuel, et al. “Loan Originations and Defaults in the Mortgage Crisis: The Role of the Middle
Class.” Review of Financial Studies, vol. 29, no. 7, Mar. 2016, pp. 1635-70, doi:10.1093/rfs/hhw018.

4 “Debtor.” Legal Information Institute, www.law.cornell.edu/wex/debtor.

5 Chen, James. “Counterparty: Definition, Types of Counterparties, and Examples.” Investopedia,
www.investopedia.com/terms/c/counterparty.asp.

6 Chen, James. “What Is a Creditor, and What Happens If Creditors Aren’t Repaid?” Investopedia,
www.investopedia.com/terms/c/creditor.asp.

7 Encyclopaedia Britannica, Encyclopaedia Britannica, Inc., www.britannica.com/dictionary/asset.

8 Kagan, Julia. “What Is Usury? Definition, How It Works, Legality, and Example.” Investopedia,
www.investopedia.com/terms/u/usury.asp.

2

PSEMUN

PS-MUN Study Guide |Page 3 of 24


https://www.law.cornell.edu/wex/debt

14™ Platon School Model United Nations | 7t — 9™ March 2025

a higher risk for lenders, subprime mortgages typically charge higher interest rates than
standard (prime) mortgages.”?®

Redlining

“Redlining is a discriminatory practice that puts services—usually financial services—out
of reach for residents of certain areas based on race or ethnicity. Redlining is illegal.”° It
is also the practice of denying or growing the price of services, together with banking
and insurance, to residents in unique areas, regularly based totally on race.

BACKGROUND INFORMATION

Predatory lending characteristics

Predatory lending is characterized by practices that exploit borrowers while prioritizing
the lender's profits. Firms develop products and services that, while appearing
innovative, often disregard the borrower’s ability to repay the loan by exploiting the
borrower’s limited understanding of financial terms and regulations. These practices
systematically undermine fair lending principles and create significant financial burdens
for borrowers.

The principles of lending establish the key areas of focus for registered corporations.
Supporting these principles are specific standards of lending practices, which are
categorized into themes: product and service design, product sale, account maintenance
and servicing, money management, financial difficulty, and customer vulnerability.

Product and Service Design

Product and service design addresses how financial products are created to meet
the needs of consumers. Ethical lending practices require that products be
designed with clarity, transparency, and fairness in mind. Proper product design
should ensure that loans are structured in a way that promotes accessibility while
minimizing the risk of exploitation or borrower harm. Predatory lenders,
however, often manipulate this area by creating products that obscure true costs,
such as loans with hidden fees or balloon payments, leaving borrowers unaware
of the financial burden they are taking on.

Product Sale

The way loans are marketed and sold is another crucial aspect of lending
practices. Ethical sales practices involve providing clear, honest, and complete

%Encyclopadia Britannica, Encyclopaedia Britannica, Inc., www.britannica.com/money/subprime-
mortgage.

10 Hayes, Adam. “What Is Redlining? Definition, Legality, and Effects.” Investopedia,
www.investopedia.com/terms/r/redlining.asp.
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information about loan terms, fees, and repayment obligations. Conversely,
predatory lending exploits this stage by employing aggressive sales tactics,
misrepresentation, and coercion to push borrowers into unfavorable
agreements. Analyzing the product sale process reveals that inadequate
consumer protections can turn what should be a mutually beneficial transaction
into a harmful financial trap.

Account maintenance and servicing

Proper account maintenance includes transparent communication and support
throughout the loan lifecycle. This involves offering borrowers clear updates on
their repayment status, terms, and any potential changes to their account.
Predatory practices often emerge in this area when lenders fail to provide
accurate information or intentionally confuse borrowers, leading to penalties,
missed payments, or default. For example, predatory lenders may impose
unexpected fees during servicing, compounding the borrower’s financial
challenges.

Money Management

Money management focuses on how lenders ensure that loans are structured in
a way that supports sustainable repayment. Ethical practices require lenders to
assess a borrower’s financial capacity and provide guidance to help them manage
their debt responsibly. Predatory lenders disregard this principle, instead
prioritizing short-term profits. For instance, they may approve loans without
evaluating the borrower’s ability to repay, leading to unsustainable debt levels.
This lack of accountability highlights a critical gap in upholding responsible money
management practices.

Financial difficulty

Lenders have a responsibility to support borrowers facing financial hardship.
Ethical lenders provide options such as loan modifications, payment deferrals, or
alternative repayment plans to help borrowers manage temporary financial
setbacks. Predatory lenders, on the other hand, often exacerbate financial
difficulties by imposing punitive fees, refusing to renegotiate terms, or steering
borrowers into costlier refinancing arrangements. This behavior compounds
borrower vulnerability and undermines the principles of fair lending.

Customer vulnerability

Recognizing and addressing customer vulnerability is a cornerstone of ethical
lending. Vulnerable customers—such as low-income individuals, seniors, or those
with limited financial literacy—require additional safeguards to ensure they are
not exploited. Ethical lenders implement measures to educate borrowers,
provide clear explanations of loan terms, and avoid targeting those unable to
repay. Predatory lenders, however, deliberately target vulnerable populations,
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using deceptive tactics to profit from their lack of financial knowledge or limited
options.

Predatory Lending Techniques

The Federal Deposit coverage employer (FDIC) has identified some techniques that
predatory lenders use frequently.

Excessive and abusive fees

Predatory lenders use hidden fees to inflate the cost of loans, often disguising
them in ways borrowers cannot easily identify or comprehend. These fees are
typically excluded from the interest rate, making loans appear more affordable
on the surface.

Excessive fees exploit borrowers’ limited understanding of financial products,
particularly those who lack financial literacy or access to independent advisors.
By excluding these fees from the stated interest rate, predatory lenders mask the
true cost of the loan, which can only be discovered after careful scrutiny of the
terms—something many vulnerable borrowers are unlikely to do. This practice
disproportionately affects lower-income individuals, as they are more likely to be
drawn to seemingly low-interest loans while missing the hidden costs. Moreover,
prepayment penalties discourage borrowers from paying off loans early, trapping
them in a cycle of high-cost debt.

Excessive fees reduce the borrower’s ability to save or invest in other financial
goals, leaving them in a perpetual state of economic vulnerability. Addressing this
requires more stringent disclosure laws and caps on fees to ensure borrowers are
fully aware of what they’re paying.

Balloon price

Balloon payments are large, lump-sum payments due at the end of a loan term.
Predatory lenders use this tactic to present loans with artificially low monthly
payments, enticing borrowers to accept terms they may not fully understand.

The structure of balloon payments capitalizes on borrowers’ focus on immediate
affordability, while downplaying the long-term burden of repayment. This
practice is particularly exploitative for borrowers with limited disposable income,
as it creates a financial cliff, they are unlikely to anticipate or prepare for. When
the balloon payment becomes due, borrowers often face two undesirable
outcomes: defaulting on the loan or refinancing to avoid default. Refinancing
introduces new fees and higher interest rates, further deepening the borrower’s
debt burden.

Balloon payments perpetuate financial instability by shifting risk entirely onto
borrowers, particularly those with fewer financial resources or planning
capabilities. Addressing this requires clear loan disclosures and tighter
regulations to limit the use of balloon payment structures.
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Loan Flipping

Loan flipping involves pressuring borrowers to refinance their loans repeatedly,
generating fees and profits for lenders with each transaction. Borrowers often
end up with higher debt and extended repayment terms.

Loan flipping exploits borrowers’ lack of knowledge and their desperation to
manage existing debt. While refinancing is sometimes a legitimate solution to
reduce monthly payments or interest rates, predatory lenders take advantage of
this by repeatedly encouraging refinancing for their own gain. Each refinancing
transaction generates new fees, increasing the overall cost of the loan. This
practice disproportionately affects borrowers who are already struggling
financially, as they may view refinancing as a way out of their immediate
difficulties without realizing the long-term consequences.

Loan flipping traps borrowers in a never-ending cycle of debt, eroding their
financial stability and leaving them worse off than before. Consumer protections,
including limits on the frequency of refinancing and mandatory benefit analyses,
are essential to curbing this exploitative practice.

Asset-based lending and equity stripping

Asset-based lending focuses on the borrower’s assets (e.g., a home or car) rather
than their ability to repay the loan. Equity stripping occurs when lenders deplete
a borrower’s home equity through unnecessary fees, add-ons, or refinancing
schemes.

This practice preys on borrowers who own valuable assets but have limited
income or creditworthiness. By tying loans to assets rather than repayment
capacity, predatory lenders create a high risk of asset loss. For example, seniors
with significant home equity but fixed incomes are prime targets for equity-
stripping schemes. These borrowers are often coerced into loans with inflated
costs or unnecessary add-on services, such as single-premium life insurance,
which provide little to no benefit to the borrower.

Asset-based lending and equity stripping contribute to wealth depletion among
vulnerable populations, particularly seniors and low-income homeowners. These
practices exacerbate economic inequality by stripping away generational wealth,
often leaving families without crucial assets like homes. Regulatory measures
that emphasize ability-to-repay standards and prohibit unnecessary add-ons are
critical to addressing this issue.

Reverse redlining
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Reverse redlining involves targeting marginalized communities, such as Black and
Latino neighborhoods, with predatory loans. This practice exploits the legacy of
redlining while steering borrowers into subprime or high-cost loan products.

Reverse redlining is a form of systemic exploitation that builds on historical
patterns of discrimination. Marginalized communities often face limited access
to mainstream financial services, making them more susceptible to predatory
practices. Predatory lenders exploit this by offering subprime loans with
unfavorable terms, even when borrowers qualify for better products. These
practices deepen financial disparities, perpetuating cycles of poverty and
inequality in communities that have already been economically disadvantaged by
redlining.

Reverse redlining not only exacerbates individual financial struggles but also
undermines community development by stripping wealth from marginalized
neighborhoods. Addressing this issue requires a dual approach: expanding access
to fair financial products for underserved communities and enforcing anti-
discrimination laws to prevent targeting by predatory lenders.

Methods of predatory lending practices

Aggressive advertising and targeting

Predatory lenders employ aggressive advertising strategies, including direct mail,
phone calls, TV ads, and door-to-door solicitation. These methods are specifically
designed to create urgency and appeal to consumers who may already feel
financial strain.

These tactics prey on consumers' emotions and financial insecurities, often
portraying loans as solutions to pressing problems. Predatory lenders use false
promises, such as lower monthly payments or debt relief, to lure unsuspecting
borrowers into unfavorable agreements. Vulnerable groups, including minority
communities and elderly homeowners, are frequently targeted because of their
perceived financial vulnerabilities or limited access to better lending options.!
Advertisements tailored in specific languages or directed toward economically
disadvantaged neighborhoods increase the likelihood of successful manipulation.
While public awareness about such practices has grown, the persistence of
predatory lenders highlights their ability to adapt and exploit new channels to
reach potential victims.

111§, W., Parrish, L., Ernst, K. S., & Davis, D. (2009). Predatory Profiling: The role of race and
ethnicity in the location of payday lenders in California. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.1531333
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The prevalence of aggressive marketing tactics creates an environment where
individuals feel pressured to make uninformed decisions. This disproportionately
affects low-income and minority communities, reinforcing cycles of debt and
financial hardship.

Equity stripping
Equity stripping occurs when lenders offer loans based primarily on the
borrower’s home equity rather than their ability to repay the loan.

This practice exploits homeowners—especially seniors or those with limited
income—by tying debt to their most valuable asset: their home. Borrowers may
be approved for loans they cannot realistically afford, putting them at high risk
of default and eventual foreclosure. Equity stripping disproportionately impacts
homeowners who lack financial literacy or are unaware of the consequences of
such agreements. This not only depletes the borrower’s wealth but can also lead
to the loss of generational wealth within families. By focusing on assets rather
than repayment capacity, equity stripping increases financial insecurity and
threatens homeownership.

Mortgage flipping

Mortgage flipping involves repeatedly refinancing a borrower’s mortgage, often
without any financial benefit to the borrower. Each refinancing results in
additional fees, adding to the borrower’s overall debt burden.

This practice is highly exploitative, as it traps borrowers in a cycle of debt while
enriching lenders through repeated fees and interest payments. Borrowers,
especially those under financial strain, may be persuaded to refinance by
promises of lower monthly payments or improved loan terms. However, the
long-term financial impact of mortgage flipping—higher fees, extended
repayment terms, and escalating debt—often leaves borrowers worse off than
before. Mortgage flipping undermines borrowers’ financial stability by
prioritizing lender profits over borrower well-being.

Further issues with predatory lending
Failure to present the loan price as negotiable

The lending framework for personal customers sets out standards of proper
practice for credit card, overdraft, and unsecured mortgage services and
products provided to consumers. These standards cover the entire lifecycle of
the lending process, from initial product design to managing customers who find
themselves in financial difficulties.

The lending framework identifies key focus areas for registered firms, supported
by detailed lending practices. These practices are categorized into specific areas,
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including product and service design, product sales, account maintenance and
servicing, money management, financial hardship, and customer vulnerability.
Additionally, there is a separate section on Governance and Oversight, which
outlines the framework that registered firms must adhere to in order to ensure
that these standards are effectively applied.

The customer-focused approach embedded in these standards recognizes that
the best outcomes for consumers may vary depending on their individual
circumstances. This flexibility allows firms to meet consumer needs through high
standards of lending practice while continuing to innovate and deliver products
and services that evolve with consumers' needs.

Limited Financial Inclusion towards minority groups

Historically, many minority groups have been excluded from access to loans and
are more susceptible to predatory lending practices. They are frequently targeted
by predatory lenders because of these vulnerabilities. Brokers and lenders are
aware that these groups are often denied access to traditional loans, even though
demand for loans is high within these communities.

A significant number of minority borrowers who were eligible for traditional,
affordable loans were often steered toward high-cost subprime loans that they
were unlikely to be able to repay. For instance, a study found that the greater the
degree of Hispanic and, especially, Black segregation in a metropolitan area, the
higher the number and rate of foreclosures experienced in those areas.'? This
study concluded that these disparities were largely due to the disproportionate
likelihood of minority borrowers receiving subprime loans.

As a result, minority families were disproportionately impacted by the collapse
of the housing market and the broader economic crisis. According to the Pew
Research Center, the median wealth of white households has grown to 20 times
that of Black households and 18 times that of Hispanic households.’® These
inequalities tend to reinforce themselves over generations. Furthermore, a
survey of the effects of the housing crisis in the UK found that homeownership
rates dropped by 1.3% for people of color and by 3.3% for Pakistanis, with living
conditions for these minority groups becoming increasingly precarious.'*

12 “pssociation of Community Organizations for Reform Now.” Wikipedia, Wikimedia Foundation, 29 Aug.
2024, en.wikipedia.org/wiki/Association_of Community_Organizations_for_Reform_Now.
13 .1
ibid
14 The Impacts of the Housing Crisis on People of Different Ethnicities.
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Restricted access to credit and cost to borrowers

Limitations on home loan lending based on loan-to-value ratios are often used by
banks to mitigate rising home prices. These ratios compare the size of a loan to
the value of the property being purchased. Banks typically set limits on the
amount they are willing to lend compared to a property's value in order to reduce
their own risk. This means that loans exceeding 80% of a property’s value can
only account for 20% of a bank’s total new home loan lending.!®

However, if a borrower defaults on the loan, the bank must recover its funds by
selling the property. To ensure this, the borrower is generally required to make a
deposit of at least 20% of the property’s value. For instance, to purchase a home
worth $500,000, the borrower would need a deposit of at least $100,000.1®

While these restrictions apply to 80% of a bank’s new home loan lending, they
do not apply to all home loans. A bank may still grant a loan to a borrower with
less than 20% savings, as long as the loan falls within the 20% of lending that is
exempt from the restrictions. Whether a loan qualifies for exemption depends
on domestic regulations and legal frameworks. For example, under the Federal
Truth in Lending Act, loans primarily for business, commercial, agricultural, or
organizational purposes, as well as federal student loans, may be exempt.

Banks also have to make commercial decisions based on additional factors in a
borrower’s application, such as credit history, existing debts, and how close the
borrower is to meeting the 20% deposit requirement.'’ Furthermore, the number
of loans a bank currently has that exceed the 80% loan-to-value threshold may
also play a role in the bank's decision.'®

Case Studies
Racially predatory loans fueling U.S. housing crisis

Predatory lending targeted at racially segregated minority neighborhoods led to
widespread foreclosures, significantly contributing to the U.S. housing crisis. This
phenomenon is linked to historical housing crises, including the Panic of 1837,
the Great Depression of 1929-1939, and the 2008 housing bubble, as highlighted

in a recent study published in the American Sociological Review.®

15 “association of Community Organizations for Reform Now.” Wikipedia, Wikimedia Foundation, 29 Aug.

2024, en.wikipedia.org/wiki/Association_of _Community_Organizations_for_Reform_Now
16 The Impacts of the Housing Crisis on People of Different Ethnicities.
17 “pssociation of Community Organizations for Reform Now.” Wikipedia, Wikimedia Foundation, 29 Aug.
2024, en.wikipedia.org/wiki/Association_of Community_Organizations_for_Reform_Now.
18 1.
ibid
19 Racial Predatory Loans Fueled U.S. Housing Crisis: Study | Reuters, www.reuters.com/article/us-usa-

foreclosures-race/racial-predatory-loans-fueled-u-s-housing-crisis-study-idUSTRE6930K520101004/.
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The housing crisis was caused by two main factors, the popping of the US bubble,
which is the rapid increase of the market immediately followed by a rapid
decrease and the lack of the ability of borrowers to pay back their loans due to
their poor economic state. The US house crisis was caused by many crashes, such
as the ones mentioned above, however the 2008 housing market is still having
negative effects on the economy of today's world. More specifically, in 2007, real
estate crashed completely with the majority of the houses going into foreclosure
with the market requesting government bailouts and lenders declaring
bankruptcy. The damaged US market crisis was able to be reversed but it took 6
years for the houses to be sold and for the economy to fully recover.

As far as poorer minorities are concerned, they started getting targeted in the
1990s with the boom of loan-subsidized securities, which enabled creditors to
pool low- and excessive-risk loans to sell on the secondary market, a marketplace
where financial assets, such as stocks, bonds or loans, are bought and sold after
their initial issuance in the primary market. The economic institutions most likely
to be attracted by minorities, tended to be predatory through pawn stores,
payday creditors and cashing offerings. According to a study,?®, which used
records from the hundred biggest U.S. metropolitan areas, it was discovered that
dwelling in a predominantly African American region, and to a lesser extent
Hispanic region, had been "powerful predictors of foreclosure"?! inside the
country meaning the black and Latino populations were deceived by creditors.
Even African-people with similar credit profiles and down-charge ratios to white
debtors were much more likely to receive subprime loans, according to the
study.?? As a result, from 1993 to 2000, the share of subprime mortgages going
to families in minority neighborhoods rose from 2 to 18 percent.

Actions taken by the Federal Deposit Insurance Corporation (FDIC) during the
2008 financial crisis

The U.S. financial crisis of 2008 in the housing market accompanied by the
process of economic expansion and contraction that occurs repeatedly,
originated numerous years earlier and uncovered vulnerabilities within the
monetary device. As it is common in growth and bust cycles, the crisis became
characterized with the aid of free credit, rampant speculation, and popular
exuberance inside the outlook for the market—in this case, the housing market.

The following downturn started as a housing crisis that first of all seemed to be
concentrated in certain states and inside the subprime mortgage marketplace.
However, as home values fell across the country, the restrictive housing collapse

20 ipid
2L ibid
22 ihid
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spread to the whole American housing market. Due to the economic system's
crucial role in the housing boom, it became evident that the housing market,
whose decline might prove to be so severe, posed a threat to the financial
system's stability in the absence of significant government involvement.
Unarguably, the collapse of the U.S. housing market in 200723 became the most
intense monetary disaster since the exquisite despair, and the economic crisis, in
turn, led to a long monetary contraction—the notable Recession—whose
outcomes unfold during the worldwide economy.

The national housing enlargement of the early 2000s became rooted in a mixture
of factors, including an extended period of low interest costs via mid-2003. Every
year, mortgage fees and the federal funds charge, had declined to tiers no longer
visible in at least an era. One reaction to low hobby fees became an acceleration
in U.S. domestic price appreciation to double-digit prices for the first time.
Another response changed into a series of loan marketplace developments that
dramatically weakened credit standards in loan lending. Those market traits have
been associated with financial savings held by global institutional traders looking
for excessive-yield property, unfastened underwriting standards; a complicated
and complex securitization manner; the use of poorly understood spinoff
merchandise; and speculation primarily based on the presumption that housing
costs would continue to grow. Lastly, monetary innovation and deregulation
contributed to an environment where in the U.S. and global economic structures
have become ways greater concentrated, more interconnected, and, looking
back, a long way less strong than in preceding decades.

Public awareness of predatory lending

A common belief is that predatory lending has been eliminated, a misconception held by
many due to misinformation. However, this belief is far from the truth. The education on
this topic is typically found on economically focused websites, which most people,
particularly those in vulnerable groups, do not often visit, leaving them unaware and
susceptible to predatory lending. Additionally, the lack of awareness, especially among
younger people, means that a significant portion of society is ill-prepared to recognize
or avoid predatory lending practices, making these tactics even more powerful and
difficult to combat.

A key factor contributing to the persistence of predatory lending is the widespread
ignorance that has become normalized in today's society. Many individuals are unaware
of the risks surrounding predatory loans, leaving them vulnerable to exploitation.
Predatory loans can result in extremely expensive repayments for debtors, especially

23 crisis and Response: An FDIC History, 2008—2013 | FDIC.gov. www.fdic.gov/publications/crisis-and-
response-fdic-history-2008-2013.
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those with limited resources. In the worst-case scenario, these loans can lead to the
repossession or foreclosure of property and a damaged credit history, which can prevent
individuals from qualifying for future loans.

Predatory lenders often target low-income families, individuals with poor credit
histories, and minority groups, including Black and Latino communities, as well as the
elderly. These groups are particularly vulnerable because they often have limited or no
access to traditional financial services or the ability to seek expert legal assistance to
escape the oppressive terms of predatory loans.?*

MAJOR COUNTRIES AND ORGANIZATIONS INVOLVED

United States

Many legal guidelines by the Federal and country authorities’ level are aimed toward
stopping predatory lending. Although not in particular anti-predatory in nature, the
“Federal Truth in Lending Act” calls for certain disclosures of Annual percentage rate
(APR) and loan terms. There has been some criticism over the years with no official
statements or allegations. Also, in 1994 the passing of the Federal Fact in Lending Act led
to the creation of the “house ownership and equity protection Act of 1994” This segment
is dedicated to identifying excessive-value, potentially predatory loan loans and reining
of their terms. To this point simplest twenty-five states have passed anti-predatory
lending legal guidelines. Alternatively, those legal guidelines generally describe one or
extra instructions of "excessive fee" or "covered" loans, which can be determined by way
of the charges charged to the borrower at origination or the APR. While creditors are not
prohibited from making "excessive value" or "protected" loans, a number of additional
regulations are positioned on these loans, and the penalties for noncompliance may be
huge.

Additionally, the Association of Community Organizations for Reform Now (ACORN) has
contributed greatly to the combatting of predatory lending in the U.S. ACORN
investigated lawsuits in opposition to corporations accused of predatory lending
practices. It worked to support strict kingdom legal guidelines towards predatory
practices, organized towards foreclosures rescue scams, and recommended borrowers
towards loan counseling. Following a three-year marketing campaign, family worldwide
(now owned with the aid of HSBC Holdings and renamed HSBC monetary employer),
considered one of the largest subprime creditors inside the USA, and ACORN introduced
on November 25, 2003, a proposed agreement of a 2002 national class action lawsuit
introduced through ACORN. The agreement created a $72 million foreclosure avoidance
application to provide relief to household debtors who were susceptible to dropping

24 preston, Kim . “Small Business Series: How to Avoid Predatory Loans.” Cfra.org, 24 July 2024,
www.cfra.org/blog/small-business-series-how-avoid-predatory-loans.
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their houses. The settlement got here at the heels of an in advance $484 million
settlement between family, legal professionals widespread, and bank regulators from all
50 U.S. states.

The United States Department of Housing and Urban Development is currently working
for legislative and regulatory movement to combat predatory lending, while maintaining
admission to credit for low- and moderate-profits borrowers. Additionally, the
organization provides great education through their social media platforms, in order to
educate people on how to avoid becoming a victim of predatory lending.

Japan

When Japan entered the digital age during 2010, predatory lending obtained a new
dimension. Social Networking Sites (SNS) became the place where citizens resorted to in
order to secure credit bypassing traditional financial institutions and, thus, borrowers
and lenders operated through the internet. However, the anonymity that SNSs provide
helped fraudulent "lenders" into demanding advance payments, while others extended
loans under exploitative terms, including illegal interest rates. Even though several
protective agencies were established, predatory lending has been particularly difficult to
police.?®

In 2006-2010, the authorities revised its coverage for defensive customers. Japan took
protected measures to make credit contracts, to restrict immoderate or extortionate
lending and to improve collection and distribution of purchaser credit histories, including
the centralization of statistics, and better control over the privacy of private statistics. In
regard to legislation, Japan’s regulation concerning customer debtors of 2010 provides
an excessive degree of protection across 4 areas: regulations on credit advertising and
marketing, borrowers’ rights in contracting (usury cap) and reimbursement, recourse in
case of over-indebtedness and safety of personal financial records, although the status
qguo of a wonderful records center for better which doesn’t get much attention. Because
of the felony amendments, purchaser finance organizations have tightened their credit
requirements for excessive-hazard borrowers and an extensive portion of borrowers are
excluded from the marketplace, such as SMEs.

China

Undeniably, China is one of the top single creditors globally, competing with the
International Monetary Fund (IMF) with loans to low- and middle-income countries
tripling up to US$170 billion at the end of 2020. Moreover, China extended loans under
its US$838-billion Belt and Road Initiative, overtaking the World Bank as the world’s
largest funder of infrastructure projects even though the number declined in 2019 due

25 4, James Jim. “The Evolution of Lending Practices in Japan Presents a Compelling Narrative of
Exploitation, Economic Desperation, and the Complex Interplay of Finance and Society. From the Hikari
Club Incident of 1948 to the Shadowy Dealings of Contemporary Social Media Lending, This History Is a
Stark Reminder Of.” Linkedin.com, 25 Nov. 2024, www.linkedin.com/pulse/dark-side-lending-japan-

historical-journey-from-hikari-hoadley-xlaje.
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to the pandemic. It is commonly known that the Chinese debtors act in total secrecy
even though there have been complaints of hidden debts.?®

Mexico

Mexico has been immediately affected by the problem of predatory lending, especially
in the sector of sublime lending. In that sector banks gave loans to low-income people
without giving enough consideration to their ability to repay, which increased in Mexico
in the early 2000s. Particularly following the 2008 global financial crisis, these loans
frequently featured high interest rates and were designed in a way that made it difficult
for borrowers to repay, which resulted in a large number of defaults and foreclosures.

The World Bank

The World Bank is an international financial institution focused on reducing poverty and
promoting sustainable development, particularly in developing countries. It provides
financial and technical assistance to governments, including low-interest loans, grants,
and advisory services, to fund projects in sectors such as education, healthcare,
infrastructure, and economic reform. The World Bank also aims to strengthen financial
systems by promoting fair lending practices and ensuring access to credit for
underserved populations. To combat predatory lending, the World Bank supports
regulatory frameworks and capacity-building programs that encourage transparency,
consumer protection, and financial inclusion. By fostering economic stability and
development, the World Bank helps create environments where fair lending practices
can thrive.

The International Monetary Fund (IMF)

The International Monetary Fund (IMF) is an international organization that promotes
global monetary cooperation, financial stability, and sustainable economic growth. The
IMF provides financial support to countries facing economic crises, often in the form of
short-term loans. However, this assistance comes with policy recommendations, or
“conditionalities,” designed to help nations stabilize their economies, address structural
issues, and promote fiscal discipline. The IMF also plays a role in preventing predatory
lending by advising member countries on creating sound financial regulations, improving
governance, and fostering transparency in financial systems. Its global surveillance
function allows the IMF to monitor and address financial risks, helping countries avoid
debt traps and exploitative financial practices. By promoting a stable and inclusive
financial environment, the IMF contributes to protecting consumers from predatory
lending on both a national and international level.

26 Chellaney, Brahma. “Kenya Revelations Shine a Light on China’s Predatory Lending Practices.” The
Strategist, 24 Nov. 2022, www.aspistrategist.org.au/kenya-revelations-shine-a-light-on-chinas-predatory-
lending-practices/.
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TIMELINE OF EVENTS

DATE DESCRIPTION OF THE EVENT

23 September 1994 | Congress passed the house possession and equity protection Act
(HOEPA) in 1994 to decrease unfair, deceptive, or abusive
practices in residential mortgage refinancing and domestic
improvement loans. The Act requires extra disclosures,
prohibited sure unstable mortgage phrases, and hooks up rule-
writing strength for the Federal Reserve. As a result of the surge
of mortgage defaults starting around 2006 and the following
financial crisis, the Federal Reserve's use of its powers beneath
HOEPA are under excessive scrutiny. After the disaster, the newly
created purchaser monetary protection Bureau absorbs the Fed's
HOEPA powers, at the side of other customer protection powers
from across the federal authorities.?’

6 March 2001 The Federal Trade Commission (FTC) files a complaint against
Associates First Capital Corporation and Associates Corporation
of North America accusing them of predatory lending?®.

February 2005 Reporters Michael Hudson and Scott Reckard break a story in the
Los Angeles Times about "boiler room" sales tactics at Ameriquest
Mortgage, the nation's largest subprime lender?°.

2007 The mortgage drop and economic failure are caused by excessive
lending3°.
21 July 2008 To make certain that a disaster like this in no way takes place

again, President Obama signs the Dodd-Frank Wall avenue
Reform and consumer safety Act into law. The most distant Wall
street reform in records, Dodd-Frank aims to prevent you the
excessive risk-taking that led to the financial crisis. The law
additionally offers not protections for American households,

creating a new client watchdog to prevent loan businesses and

27 6, ished February. “Home Ownership and Equity Protection Act of 1994.” Federal Reserve History,
www.federalreservehistory.org/essays/hoepa.

28 Federal Trade Commission. “FTC Charges One of Nation’s Largest Subprime Lenders with Abusive
Lending Practices.” Federal Trade Commission, 6 Mar. 2001, www.ftc.gov/news-events/news/press-
releases/2001/03/ftc-charges-one-nations-largest-subprime-lenders-abusive-lending-
practices?utm_source=chatgpt.com.

29”Ameriquest Mortgage.” Wikipedia, Wikimedia Foundation, 14 Aug. 2024,
en.wikipedia.org/wiki/Ameriquest_Mortgage.

30Ostrowski, Jeff. “Mortgage Rates Fall after Banks Fail.” Bankrate, 14 Mar. 2023,
www.bankrate.com/mortgages/mortgage-rates-fall-after-bank-failures/.
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pay-day creditors from exploiting consumers. These new
guidelines construct a more secure, greater strong monetary
system—one that provides a sturdy basis for lasting financial
increase and task creation.3!

28 September 2012 | New York Attorney General Eric Schneiderman reaches a $7.8
million (~$10.2 million in 2023) settlement of allegations that a
leading appraisal management firm had helped inflate real estate
appraisals on a wide scale basis in order to help a major lender
push through more loan deals.3?

2023 Ameriquest agrees to pay a $325 million (~¥$487 million in 2023)
predatory lending settlement with state authorities across the
nation.33

PREVIOUS ATTEMPTS TO SOLVE THE ISSUE

United Nations Conference on Trade And Development (UNCTAD) principles of
promoting responsible sovereign lending and borrowing

In 2009, the United Nations launched a Conference on Trade And Development, an
initiative that aimed to provide a forum for debate on responsible practices and to
develop a set of commonly accepted principles and practices relating to sovereign debt.
The UNCTAD principles were created in response to LEDCs addressing that their financial
issues aren’t being handled.

Sovereign lending and borrowing were conducted in a prudent and disciplined way to
increase and improve; however, irresponsible financing may have harmful effects for the
debtor, its residents, its lenders, its pals and its trading companions. Those concepts
intend to promote extra responsible conduct and offer economic gain to both sovereign
borrowers and their lenders. They are additionally conceptualized in a holistic way and
are as a consequence supposed to be carried out to sovereign debtors, evolved or
growing nations alike, as well as their creditors.

31 “Dodd-Frank Wall Street Reform and Consumer Protection Act.” Wikipedia, Wikimedia Foundation, 4
Sept. 2024,
en.wikipedia.org/wiki/Dodd%E2%80%93Frank_Wall_Street_Reform_and_Consumer_Protection_Act.

32 «p G. Schneiderman Secures $7.8 Million Settlement with First American Corporation and Eappraiseit
for Role in Housing Market Meltdown.” New York State Attorney General, ag.ny.gov/press-
release/2012/ag-schneiderman-secures-78-million-settlement-first-american-corporation-and.

33 “Ameriquest to Pay $325 Million in Nationwide Settlement.” CT.Gov,
portal.ct.gov/dob/newsroom/2006/ameriquest-to-pay-$325-million-in-nationwide-settlement.
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The principles mainly focus on outlining the lenders’ moral responsibility on both
cooperating with government officials in order to authorize transactions and on advising
the borrower in order to achieve the best terms possible based on objective and agreed
technical rules. Simultaneously, the principles dictate the need of abiding by the
agreements even if judicial aid is needed as well as the need for transparency between
the state and the debtor.3* The principles have succeeded in creating guidelines for
sovereign lending and in raising awareness regarding the dangers of predatory lending
and other malpractices.

Report of predatory lenders

The Federal Trade Commission (FTC) gives the chance to civilians who may have
experienced Federal Trade Commission, to report it to them. in order to prevent the
expansion of predatory lenders and scammers. With the reports of the federal trade
commission the organization is able to seek justice with the help of the law. Although
the FTC report website was made for American citizens to report predatory lending
cases, the FTC has also created a website, the “ econsumer.gov”, where people living
outside the US can file reports too.

Even though the FTC does not disclose reporting percentages, it publicly addresses
predatory lending practices. For example, on March 6th, 2001, FTC filed a complaint
against Associates First Capital Corporation and Associates Corporation of North America
accusing them of systemic and abusive lending practices. More specifically, the
associates collectively faced allegations of refinancing existing debts into home loans
with high interest rates, costs, and fees, and to purchase high-cost credit insurance. The
FTC also charged The Associates with violating several other federal laws, including the
Truth in Lending Act.3°

Housing Counseling by Department of Housing and Urban Development

HUD’s housing counseling application, presently funded at $15 million, provides an
extensive kind of counseling services to homebuyers, in the main those venturing into
the mysterious international of homebuying for the primary time. With the aid of getting
to know more about loan programs, credit score histories, and financing alternatives,
over 250,000 customers are making better informed choices each 12 months. HUD has
requested that this price range be improved by using 9 million for the year of 2001, to
help every other 150 families to pass into homeownership. As for their impact, HUD's

34 UNITED NATIONS. UNITED NATIONS Principles on Promoting Responsible Sovereign Lending and
Borrowing. 2012.

35 Federal Trade Commission. “FTC Charges One of Nation’s Largest Subprime Lenders with Abusive
Lending Practices.” Federal Trade Commission, 6 Mar. 2001, www.ftc.gov/news-events/news/press-
releases/2001/03/ftc-charges-one-nations-largest-subprime-lenders-abusive-lending-
practices?utm_source=chatgpt.com.
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programs have shown significant success in promoting sustainable homeownership and
in reducing delinquency and foreclosure rates by 1-2%.36

POSSIBLE SOLUTIONS

Increasing consumer protections

Consumer protections need to be increased, as this way predatory lending will be
restricted. The increase of consumer protections can be achieved by mandating clean
and simple disclosure of all mortgage phrases, along with interest rates, fees, and
repayment schedules and setting up mandatory cooling-off durations to present
debtor’s time to rethink their mortgage selections. In order to ensure that economic
institutions will comply with this measure the government could strengthen and make
inspections more frequent. Last but not least, the government should establish a helpline
that could be connected to experts on predatory lending practices and how to avoid
them that could also offer legal help and counseling services for sufferers of predatory
lending. After such measures, existing loans that have been tampered should be
reinstated into their original status and all extra money amounts will be repaid.

Limit the sale of unmarried-premium coverage products with loan loans

To protect consumers from exploitative practices, the sale of single-premium insurance
products—policies requiring a large, up-front payment instead of monthly premiums—
should be strictly limited in conjunction with loans. These products, often tied to credit
life insurance, debt cancellation, or debt suspension, can place an additional financial
burden on borrowers, increasing their loan amounts and making repayment more
challenging. This practice is particularly harmful when bundled with predatory loans, as
it disguises the true cost of borrowing and exploits vulnerable individuals.

To address this issue, regulations should prohibit lenders from selling single-premium
insurance products with all loan types, not just those covered under the Home
Ownership and Equity Protection Act (HOEPA). Instead, such insurance policies should
only be payable on a monthly basis, preventing borrowers from incurring excessive up-
front costs. Additionally, creditors must provide borrowers with clear disclosures,
including their right to cancel such insurance if they choose.

Policymakers should grant regulatory bodies the authority to classify and restrict the sale
of specific single-premium products that are detrimental to borrowers. This could
include tighter controls on bundling loans with credit-related insurance policies, ensuring
transparency, affordability, and fairness in lending practices. By addressing these issues,

36 HABITAT OF HUMANITY INTERNATIONAL. The Impact of Homebuyer Education and Counseling on
Homeownership Outcomes. (p. 3)
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consumers can be better protected from the financial risks associated with predatory
loans and hidden costs.

Supporting technology

Technology is a powerful tool, accessible to a significant portion of the global population,
that can be leveraged to combat predatory lending effectively. By utilizing advancements
in digital technology, tools can be developed to assist consumers in identifying predatory
loan offers and evaluating safer, more affordable alternatives. For instance, mobile
applications and online platforms can be designed to provide real-time monetary advice,
educational resources, and transparent comparisons of loan terms, empowering
consumers to make informed financial decisions. These tools can also include features
like Al-powered financial health assessments, credit-building resources, and alerts to flag
suspicious loan offers.

Moreover, enhancing virtual financial offerings, such as digital banking services and
fintech solutions, can provide low-cost, transparent credit options to consumers who
might otherwise fall prey to exploitative lenders. These platforms can streamline access
to fair credit products, allowing consumers to track their credit score, budget effectively,
and build financial resilience. Governments and private sectors can collaborate to ensure
these tools are widely accessible, even to underserved populations, bridging gaps in
financial literacy and inclusion. By integrating technology into the fight against predatory
lending, we can empower citizens, promote financial stability, and reduce the likelihood
of exploitation in vulnerable communities.
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