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Overdraft Frequency and
Payday Borrowing

An analysis of characteristics associated with overdrafters

Overview

According to an analysis of banks' account data published by the Consumer Financial Protection Bureau in

July 2014, “a relatively small number of account holders are responsible for most overdrafts.” (Specifically, the
report found, 8.3 percent of account holders who overdraw more than 10 times per year are responsible for 73.7
percent of overdraft fees.") A 2008 study by the Federal Deposit Insurance Corp. came to similar conclusions.?
This brief builds on this evidence base by analyzing Pew survey data from 2013 to compare the experiences and
characteristics of “high-frequency” and “low-frequency” overdrafters, as well as the relationship of overdraft to
use of payday loans.

Pew research has found that 10 percent of U.S. adults have overdrawn their checking accounts using their debit
card in the preceding year.> Approximately 6 percent are low-frequency overdrafters—those who paid one

to three overdraft penalty fees using their debit/ATM card over that year—and 4 percent are high-frequency
overdrafters, having paid four or more such fees in the same period.

Among the key findings of this analysis:

e The last time each group incurred fees for a negative checking account balance, high-frequency overdrafters
paid nearly twice as much as low-frequency overdrafters.

e Payday borrowers are more likely than nonborrowers to overdraw with their debit cards: About 12 percent of
payday customers are low-frequency overdrafters and about 9 percent are high-frequency, compared with 6
percent and 4 percent, respectively, of the general population.

¢ Nearly one-quarter of low-frequency overdrafters and one-third of high-frequency overdrafters closed a checking
account in response to overdraft fees, illustrating the need for new overdraft rules that apply to all customers.

Overdraft frequency and the overdraft experience

By definition, high-frequency overdrafters incurred more overdraft penalty fees in the past year (14 on average)
than did low-frequency overdrafters (two on average).* However, when comparing only their most recent
overdraft, other differences between these two groups emerge. (See Table 1.) One notable distinction is the
average amount an overdraft event costs each group. High-frequency overdrafters paid an average of $95 in total
overdraft fees the last time they had a negative balance caused by a debit card transaction, while low-frequency
overdrafters paid $51 in total fees.

It is likely that this cost difference is largely attributable to high-frequency overdrafters paying multiple penalty
fees for a single overdraft occurrence, although the survey did not collect data on the number of fees consumers



paid for an individual overdraft event. Additional fees that are charged to borrowers who have a negative balance
for an extended period probably play a role as well in explaining this difference; 32 percent of high-frequency
overdrafters report having paid such a fee, compared with 19 percent of low-frequency overdrafters.

Table 1
Differences Between Low- and High-Frequency Overdrafters

Low-frequency High-frequency
overdrafters overdrafters

The percentage of customers who ...

regained a positive balance the same day* 39% 21%
closed a checking account in response to overdraft fees 26% 32%
paid an extended overdraft fee* 19% 32%
discontinued the overdraft program in response to overdraft fees 17% 22%
incurred an overdraft with a transaction of $50 or less 67% 59%
discovered the overdraft(s) the same day or the day after 47% 43%
were warned by their financial institution before overdrawing 15% 16%

* Significant difference between low- and high-frequency overdrafters at the 95 percent confidence level.
Note: Results are based on 671 overdrafters charged a fee in the past year.
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Overdraft frequency and income

Consumers with household income of $100,000 or more are less likely to overdraw when using their debit

cards than are those with lower income.> This holds true for both high- and low-frequency overdrafters. Table 2
explores the frequency of overdrafts between households with annual income of less than $100,000 compared
with households of $100,000 or more, without controlling for other variables.® The analysis considers only
income and does not account for other factors that could change the strength and significance of the correlation.

Account holders with annual household income below $50,000—about 48 percent of American households,
according to the U.S. Census Bureau—are more than twice as likely to overdraw as are account holders with
annual household income of $100,000 or more.” It is important to note that having lower household income does
not necessarily cause more overdrafts.



Table 2

Lower Household Income Correlates With a Higher Likelihood of
Overdrafts

Compared with account holders with $100,000 or more in annual
household income, the increased likelihood of being ...

Household income bracket an overdrafter a Ig‘\',ve-::ﬁgrt:?cy a hti)gv:;gf:f:::lcy
Less than $25,000 157%* 200%* 113%*
$25,000-$49,999 163%* 202%* 123%*
$50,000-$74,999 109%* 153%* 64%
$75,000-$99,999 40% 70% 10%

* Significant relationship at the 95 percent confidence level.
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High-frequency overdrafters paid an average of $95 in total overdraft
fees the last time they had a negative balance caused by a debit card
transaction, while low-frequency overdrafters paid $51 in total fees.

Overdraft frequency and payday loan use

Table 3 shows that consumers who take out payday loans are more than twice as likely as nonborrowers

to overdraw with their debit cards.® Payday loan customers are equally likely to be high- or low-frequency
overdrafters. Pew examined these behaviors without controlling for any variables other than payday borrowing.
As was the case in Table 2, the strength and significance of this correlation probably depend on other factors and
could change once other factors are taken into account. Notably, this analysis cannot conclude whether payday
borrowing causes overdrafts or vice versa, but it is clear that the same consumers are using the two products.
Pew research has shown that most payday borrowers end up paying fees for both products, demonstrating that
payday loans do not eliminate the risk of overdrawing.® In fact, more than half of payday loan customers have
overdrawn in the past year. In addition, more than a quarter of payday loan customers report that overdrafts
occurred as a result of a payday lender making a withdrawal from their account.



Table 3
Payday Loans Correlate With Overdrafting

Compared with account holders without a payday loan, the increased likelihood of being ...

an overdrafter a low-frequency overdrafter a high-frequency overdrafter

144% 143% 146%

Notes: All percentages are significant at the 95 percent confidence level. This analysis identifies payday borrowers by their answers to the
question, “Do you currently have ... a short-term loan, such as a payday loan, or not?"
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Payday Loans

As part of its 2013 survey of checking account customers, Pew interviewed 111 payday loan borrowers,
about 5 percent of the total survey sample. Based upon their responses and without considering other
variables, payday borrowers are more likely than nonborrowers to overdraw with their debit cards. About 12
percent are low-frequency and about 9 percent are high-frequency, compared with 6 percent and 4 percent,
respectively, of the general population.

Though the total number of payday loan users is small, they are more likely than nonborrowers of payday
loans to have overdrawn their checking account at an ATM or point of sale when accounting for other
demographic and financial characteristics, such as gender, race, age, homeownership, marital status,
education, employment, income, other financial products, and current military service (high-cost payday
loans cannot be offered to military personnel under the Military Lending Act). (See Appendix B for details on
all the variables considered.) The relationship is statistically significant at the 95 percent confidence level.

In fact, having overdrawn is the only statistically significant variable at the 95 percent level. It should be
noted that because the sample of payday loan customers is small, further study with a larger sample would
be likely to produce stronger significance among some of the other closely correlated variables such as age,
gender, homeownership, education, and lack of access to other financial credit products, such as credit cards.

Pew's small-dollar loans project has analyzed payday loan consumers extensively and offered policy
solutions to the fundamental problems in the payday loan market. (Visit pewtrusts.org/small-loans.)


http://www.pewtrusts.org/en/research-and-analysis/collections/payday-lending-in-america

Profile of overdrafters

Table 4 highlights characteristics correlated with overdrafts." Additionally, as account holders age, they become
more likely to overdraw until age 32, at which point their likelihood of overdrawing begins to decline. None of
these characteristics should be understood to cause overdrafting or overdrafts in general.

Table 4
Factors That Correlate With a Respondent's Likelihood to Overdraw

Account holders who ... have an mcreasgd likelihood
of overdrawing of ...

have a payday loan 102%
are nonwhite (includes white Hispanics) 66%
are employed (full- or part-time) 62%
have a checking account at a bank (as opposed to a credit union) 60%
do not have a line of credit 50%

Notes: These characteristics are significant at the 95 percent confidence level. As opposed to the simple logistic regressions in Tables 2 and
3, this model accounts for several factors, which might influence an account holder’s likelihood of overdrawing. See the methodology and
Appendix A for a complete discussion of this model and the variables considered.
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Difference between low- and high-frequency overdrafters

To determine whether fundamental differences exist between the characteristics of low- and high-frequency
overdrafters, Pew compared the two groups using the model shown in Table 4. The only statistically significant
difference found related to geographic region: Low-frequency overdrafters are more likely than high-frequency
overdrafters to live in the Midwest at the 90 percent confidence level.”



Conclusion

Previous Pew research has demonstrated the negative impact of overdrafts on checking account consumers.

For example, more than one-quarter (28 percent) of all overdrafters say they had closed a checking account
because of overdrafts; almost one-fifth (19 percent) say they had inquired about discontinuing overdraft service
in response to fees; and 13 percent report that they no longer had a checking account.” The analysis presented
here reveals that low- and high-frequency overdrafters experience the same types of undesirable outcomes after
running into problems with overdraft fees and are not fundamentally different in terms of their demographic

and socioeconomic makeup. Therefore, public policy solutions should target overdraft as a whole, rather than
focusing on only a subset of overdrafters.

Furthermore, payday borrowing is strongly correlated with debit/ATM and point-of-sale overdraft. Payday
borrowers are 144 percent more likely to overdraw than nonborrowers and, when other factors are considered,
remain 102 percent more likely to overdraw than nonborrowers. This analysis cannot determine a causal
relationship between payday borrowing and overdraft, but it is clear that the two products are often used by the
same customers. As Pew'’s previous research has shown, having a payday loan does not eliminate the risk of
checking account overdraft and in fact is often the cause of an overdraft, so that borrowers end up paying for both
the loan and the overdraft.*

Participating in the banking system allows consumers to save more and helps them to weather economic
storms.” Yet too often, the outcome for those who, either frequently or infrequently, overdraw with their debit
card, is the same—they leave the banking system voluntarily or involuntarily. Thus, rules that limit the harm of
overdraft need to apply to all consumers and not just to those who incur the most fees. The Consumer Financial
Protection Bureau should write broad rules to ensure that checking accounts are safe and transparent products
for all consumers by limiting overdraft fees and prohibiting bank practices that increase them.

Methodology

Pew commissioned Social Science Research Solutions to conduct a survey of consumers who paid debit card
overdraft penalty fees, paid overdraft transfer fees, had transactions declined at no cost, or never attempted to
spend more money than was in their accounts in the preceding year. Interviews were conducted from Oct. 30

to Dec. 15, 2013, with a nationally representative sample of 8,042 respondents 18 and older. The sample was

a fully replicated, stratified, single-stage, random-digit-dialing sample of telephone households and randomly
generated cellphones. Within each sampled household, a single respondent was randomly selected. Of the 8,042
respondents, 3,227 were reached on cellphones, and 129 were contacted in Spanish.



Appendix A

The following table contains all of the variables collected in the 2013 survey that were considered when
developing profiles of overdrafters.

Variables Considered in Low- and High-Frequency Overdrafter
Models

Variable name Type of variable Description of variable

Region of residence in the United States—Northeast/

Region Categorical Midwest/South/West (reference category for model is
Northeast)

Female Dummy Respondent is female

Nonwhite (includes white Hispanic) Dummy Respondent is not white or is white Hispanic

Age Continuous Age in years

Age? Continuous Age in years squared

Renter Dummy Respondent rents his or her home

Respondent is single (reference category for model is

Single (widowed, divorced, or never married) Dummy partnered, which includes married or cohabitating)

Respondent has no college degree (reference category for
No college degree Dummy .
model is a four-year college degree or greater)
Respondent is employed on a full- or part-time basis
Employed (full- or part-time) Dummy (reference category for model is unemployed, which
includes retired, student, homemaker, and disabled)

Respondent, respondent'’s spouse, or respondent’s

Not a military family Dummy dependent is currently not a member of the armed
services
Household income of less than $50,000 Dummy Household income less than $50,000

Does not have a savings account at the same
institution as his or her checking account

Respondent does not have a savings account at the same

Ui institution where he or she has checking account

Continued on next page



VELELIEET TS Type of variable Description of variable

Does not have a general purpose reloadable Respondent does not have a general purpose reloadable

prepaid card Dummy prepaid card

Does not have a credit card By Respondent does not have a credit card with which to
borrow money

Does not have a line of credit Dummy Respondent does not have a line of credit with which to
borrow money

Has a payday loan Dummy Respondent has a short-term loan, such as a payday loan

Primary checking account institution is a bank Dummy Respondent’s most frequently used checking account is at

a bank rather than a credit union

Appendix B

The following table contains all of the variables from the 2013 survey that were considered when examining
payday loan use.

Variables Considered in Payday Models

Variable name Type of variable Description of variable

Has overdrawn Dummy Respondent has overdrawn his or her checking account
Female Dummy Respondent is female

Nonwhite (includes white Hispanic) Dummy Respondent is not white or is white Hispanic

Age Continuous Age in years

Age? Continuous Age in years squared

Renter Dummy Respondent rents his or her home

Respondent is unmarried (reference category for model is

Single (widowed, divorced, or never married) Dummy partnered, which includes married or cohabitating)

Continued on next page



Variable name Type of variable Description of variable

Respondent has no college degree (reference category for
model is a four-year college degree or greater)

No college degree Dummy

Respondent is employed on a full- or part-time basis
Employed (full- or part-time) Dummy (reference category for model is unemployed, which
includes retired, student, homemaker, and disabled)

Respondent, respondent'’s spouse, or respondent’s

Not a military family Dummy dependent is currently not a member of the armed
services
Household income of less than $25,000 Dummy Household income less than $25,000
. Respondent does not have a savings account at the same
Does not have a savings account Dummy

institution where he or she has checking account

Respondent does not have a credit card with which to

Does not have a credit card Dummy borrow money

Respondent does not have a line of credit with which to

Does not have a line of credit Dummy borrow money
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approach to improve public policy, inform the public, and invigorate civic life.
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