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Fnrnnnnr, FTNnRTY & Sr. JonN, S.C.
Arronrnvs ¡.r L¡.w
Two Plaza East - Suite 1250 . 330 East Kilbourn Ave. . Milwaukee, Wisconsin 53202
Phone 414-271-0130 . Fax 414-272-8191 . www.ffsj.com

ROBERT H, FRIEBERT

JoHN D. FTNERTY

THoMAS W. STJOHN

wlr-LrAM B. Guls

S, TODD FARRJS

TED A WARPTNSKI

LAWRENCE J. GLUSMAN

BR]AN C RANDALL

CHRISToPHER M METJLER

M. ANDREW SKrûERAWSKI

JOSEPH M. PELTZ

February 12,2014

VIA E.MAIL

Lindsey. St.Arnold@milwaukee. gov
Ms, Lindsey St. Arnold Bell, Secretary
Board of ZoningAppeals
Department of City Development
809 North Broadway - lst Floor
Milwaukee,WI 53202

Re Neighborhood Pawn/City of Milwaukee - Application for a Special Use Permit for
Lakrttz Neighborhood Pawn & Resale Store at 5424-26 North Lovers Lane Road before

the Board of ZoningAppeals in the 5th Aldermanic District

Case No. 32957

Dear Lindsey:

Thank you for your call earlier this week and for emailing the objection letters received as well
as the information submitted by Alderman Bohl. We have had an opportunity to review those

materials and we are submitting this letter and its attachments for the record as well.

First, please find attached a copy of Alderman Bohl's January 24,2014 letter and its attachment

whereby he invited approximately 500 residents to a neighborhood meeting held on February 5,

2014. My client and I appreciated the opporlunity to present the proposal at that meeting and a

total of seven (7) residents were in attendance. At the conclusion, Alderman Bohl asked for a

"vote" and four people indicated they were against the proposal and three indicated that they

supported the proposal. Please also find the attached Supporter card that we collected at that
meeting from a nearby resident of the proposed location.

Second, and consistent with the split "vote" at the neighborhood meeting, we note that the

postcards filed by Alderman Bohl include several strong statements of support with
approximat ely 20 percent of the respondents being in favor of filling the vacant storefronts with
Neighborhood Pawn & Resale.

Third, the February 7, 2014 letter from Newport West Condominiums, Inc. states that the

condominium association held a town hall meeting where 60 owners attended. As indicated
above, we only attended Alderman Bohl's neighborhood meeting where 7 people attended (and
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the vote was evenly split) and we were not invited to any other meetings held regarding the

application.

Fourth, it is our understanding that Milwaukee has just three (3) licensed pawn shops in the

entire city. The attached licenses record from the City Licenses Division documents the 3

licensed locations with the closest being over 5 miles a\¡/ay.

Finally, please find the attached documents regarding the pawnbrokering industry. The "Top

Ten Myths About Pawn Shops" document is from an industry resource. "The Customer" profile
is a compilation of background information published by the national trade organization. The

Pawnshops, Behavioral Economics, and Self-Regulation law review article published by Boston

University School of Law in 2012 contains a number of margin annotation identifiers for
relevant information.

Kindly file these materials in the above-referenced case file and forward to the Board members

as may be appropriate. As indicated below, we are forwarding this information directly to

Alderman Bohl.

Please do not hesitate to contact me should you have any questions or wish to discuss this matter.

Thank you for your attention to this correspondence.

Very truly yours,

FRIEBERT, FINERTY & ST. JOHN, S.C

Randall
bcr@ffsj.com

BCR:las
Attachments

cc: Alderman James A. Bohl, Jr., Fifth District - Via E-Mail (w/ attachs.)

Mr. Glenn H. Lakritz- Via E-Mail (w/o attachs.)







I support the Neighborhood Pawn and Resale store filling some of the significant vacancies in

the Del Rio Shopping Center. I welcome the additional shopping destination and personal

financing option and look forward to this family-owned business becoming part of the

community.
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City of Milwaukee License Search 
 

   

License Type: 74 - Pawnbroker's License 
 

   

Record Count: 3 
 

  

   

License Title Business Name Address Type Expir ation 
Date 

Pawnbroker's License LAZOR JEWELERS, 
LLC 

275 W WISCONSIN Av #55 MILWAUKEE, 
WI 53203 

Active 
(Transfer 
Pending) 

12/31/2014 

Pawnbroker's License LISBON LOANS & 
FINANCE CO, INC 

5423 W LISBON Av MILWAUKEE, WI 53210 active 12/31/2014 

Pawnbroker's License REFLECTIONS 
JEWELRY, INC 

1306 W FOREST HOME Av MILWAUKEE, 
WI 53204 

active 12/31/2014 
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Sponsored by Rally Congress Find a NPA Pawn Store

PawnFyNdR is a pawn shop locator.

Search by ZIP code or by city and

state.

Promote PST

Put a PST banner on your website!

CLICK HERE FOR MORE BANNERS

Content copyright 2013. National Pawnbrokers Association. All rights reserved.
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Top Ten Myths About Pawn Shops 
 
Although the pawnbroking industry has existed for over 3000 years, most people still 
think of pawn shops in a negative sense because of preconceived notions and 
misconceptions brought about by false representation in the media.  Pawnbroking is 
actually the oldest form of consumer credit and the roots of modern banking.  Here are 
ten of the most popular myths about pawn shops so you have a better understanding of 
the truth about this industry and are better informed of how the industry fits into the 
short-term credit needs of consumers worldwide. 
 

1. Pawn shops deal in stolen merchandise 

Pawnshops are a business just like any other. But unlike many other businesses, 
pawnshops have laws that keep them on the straight and narrow. Pawnshops are specially 
licensed and cooperate with police to prevent the movement of stolen merchandise. All 
pawn shops require valid government issued identification, and some are required to get 
your thumb print, picture, or both, depending on State and Local ordinance.  

When you pawn an item at most pawnshops, they take your name and address, verify it 
with your driver's license and then inspect the item carefully. They test diamonds and 
gold for authenticity. If you are bringing in something like a TV or DVD, they test it to 
make sure it works properly. If it is a serial numbered item, it's also recorded on the pawn 
ticket. There are important reasons for this level of scrutiny. They must submit a list of all 
merchandise received, including serial numbers, to the police. The police compare the 
descriptions and serial numbers against records of stolen merchandise. Anything stolen is 
recovered this way and returned to the owner.  

Why do they do this? If a stolen item is found in a shop and the item was not reported to 
the police by the pawnshop when it came in, they can be charged with receiving stolen 
merchandise. Also, anyone purchasing an item at a pawn shop can rest assured they are 
buying legitimate merchandise. Quite simply, it’s in everyone’s best interest to keep 
stolen goods OUT of pawn shops! And to any pawnbroker worth their salt, reputation is 
everything. 

2. The pawn shop wants to take my items in cheap and keep them 
 
To the contrary, pawnshops are lending institutions and the more money they lend to 
their customers, the more profit they can expect. The majority of pawnbrokers will go out 
of their way in assuring that you can repay your loan and redeem your items should you 
want to. The pawnbroker hopes to be able to make a profit from the loan fees that are 
charged, and return your pledged merchandise to you in hopes that you may pawn it 
again. The pawn shop does not want your merchandise, they want your money. 
 



3. Most pawn customers lose the merchandise they pledged 
 
On average, about 80 percent of all loans are repaid. Repeat customers make up most of 
the business, similar to any other lending or retail establishment. Pawnbrokers know the 
vast majority of their customers because they often borrow against the same items over 
and over again. Pawnbrokers offer non-recourse loans, looking only to the item being 
pledged to recover their investment if the borrower chooses not to repay the loan. It is 
solely the choice of the customer whether they elect to repay the loan. However, most do. 
 

4. Pawn shops have very high finance charges 
 
To provide their service, all lenders must charge rates commensurate with the size and 
duration of the loan, collateral, risk and recourse. Pawnbroker loans are small-dollar, 
short-duration loans. The item stands as the sole collateral and pawnbrokers are liable for 
the replacement value if something happens to the item while it is in their care. There are 
no hidden charges as with other lending institutions. A pawnbroker’s fees are usually far 
less than the charge for a bounced check, a payday loan, or a utility re-connecting.  
 

5. Pawn shops downgrade neighborhoods and hurt property values 
 
Neighborhood property values are impacted by the appearance and care given to the 
properties. There is no factual basis to support a claim that an eye-pleasing pawn shop 
would negatively impact values. On the contrary, if they attract customers, they enhance 
the opportunities for other merchants and the community. While there may be some 
pawnshops located in undesirable areas or substandard facilities, the majority of pawn 
locations are clean, well lit, family oriented stores. It all depends on the type of client the 
pawn shop is trying to attract. 
 

6. Pawn shops attract sleazy undesirable customers 
 
Indigents and derelicts have no assets to use as collateral. No one builds a business 
around these people. The typical pawnbroker's loan customer is employed, living within a 
few miles of the store, and occasionally needs short-term cash for an unusual bill such as 
a medical expense or car repairs. Pawn loan customers are generally not customers 
because of lack of an income; they are customers because of a lack of personal savings. 
The typical retail customer is a bargain hunter, either by need or desire and comes from 
all walks of life. Most pawn shop customers are repeat customers. 
 

7. Pawnbroking is a “bad times” business 
 



Pawnbrokers survive bad times if they make adjustments both on the retail floor and at 
the loan counters, but they do far better in good times. In hard times, customers move 
away to find employment, have less ability to repay their loans, and the value of all 
merchandise goes down. If goods sell for less, pawnbrokers must loan less thus earning a 
smaller return. In good times, customers have a greater ability to repay their loans and 
unredeemed merchandise sells faster because customers have more discretionary income. 
 

8. Pawn shops are unregulated 
 
Pawnbroking is actually a heavily regulated business. Most of the regulations have been 
initiated, sponsored and supported by the pawnbroking industry. At the local or state 
level, most pawnbrokers are required to be licensed and regulated. At the federal level, 
they follow rules from the Bureau of Alcohol, Tobacco and Fire Arms (FFL license), and 
are regulated by the Federal Reserve Board (Truth In Lending Act, Regulation Z) in 
much the same way as banks. They are also required by the Patriot Act to check all 
customers against the Treasury Department's database of known terrorists. 
 

9. Pawn shops are the last resort for their customers 
 
Most pawn loan customers go to a pawn shop as a matter of convenience and trust. 
Customers find that pawn loans suit their needs much better than borrowing money from 
family or friends, or from any other provider of short-term credit. Pawnbrokers offer the 
consumer a quick and confidential way to borrow money. Short-term cash needs can be 
met with no credit check or legal consequences if the loan is not repaid.  
 
A customer receives a percentage of the value the pawnbroker believes the collateral 
would bring in a sale. Although the loan to collateral ratio varies depending on the type 
of goods pledged, a loan of 30-50 percent of the resale of the collateral is typical. 
Pawnbroking imposes a discipline on the borrower that other lenders do not. Pawn loans 
do not cause people to overextend credit, alienate family and friends, or go into 
bankruptcy. 
 

10. Pawn shops are obsolete and old fashioned 
 
While pawnbroking is the oldest form of consumer credit dating back over 3000 years, 
and has remained nearly unchanged in structure during this time, there is a definite reason 
for this. A pawn loans is the only credit product that has ever been available offering the 
borrower a convenient form of access to short-term cash without creating an obligation.  
 
In this modern world of numerous forms of credit being liberally offered to consumers on 
a daily basis, no lending product can equal the civilized nature of a pawn loan. And no 
lending product can fulfill the needs of these borrowers as quickly and efficiently as a 
pawn loan. The demand for pawn loans are as great or greater than they have ever been in 



history, and the pawnbroking industry is continually improving and modernizing their 
approach to delivering this age old lending product to their customers. 
 
©2008 Cloud Ten Inc, CTI All Rights Reserved. "Pawn Shop Advisor" "Steve Krupnik" and "Stephen 
Krupnik" are trademarks used by Cloud Ten Inc. Permission to reprint may be requested at 
articles@pawnshopperformer.com. 
 

Stephen Krupnik, creator of the Pawn Shop Advisor™ coaching program teaches and 
consults pawnshop owners on how to attract greater success in their businesses. For more 
information and FREE tips on how to further your success in the pawnbroking industry, 
please visit http://www.PawnShopAdvisor.com/ 
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PAWNsHoPs, BEHAVIORAL BCONOMICS, AND SELF-REGULATION

SusnN PAyNE CRRI¡,R* AND PArcE MARTA SKIBA**

1. Introduction

Pawnbroking is the oldest source of credit.r There is growing
public interest in day-to-day pawnbroking operations, as evidenced
by the popularity of reality shows such as "Pawn Stars" and

"Hardcore Pawn."2 Television viewers' curiosity about an old credit
institution may be due to the fact that 7o/o of all U.S. households have
used pawn credit.3 Although pawnshops predate biblical times,
researchers know surprisingly little about this ancient form of
banking and its customers.4 We fill this gap by documenting detailed
information on pawnshop loan repayment and default, and by
discussing how pawnshop borowers' behavior is consistent with
various behavioral economics phenomena.

Pawnshop loans are small, shofi-term, collateralized loans
typically used by low-income consumers. The borrower leaves a

possession, or "pledge," as collateral in exchange for a loan,
typically of $75-$100.5 Interest rates vary by state and range from2

- 
Assistant Professor, Office of Economic and Manpower Analysis, United

States Military Academy. susan.carter@usma.edu. The views expressed in
this paper do not necessarily represent those of the United States Military
Academy, the United States Army, or the Department of Defense.-" 

Associate Professor of Law, Vanderbilt University Law School.
paige.skiba@vanderbi lt.edu.
We would like to thank Margaret Blair, Anna Skiba-Crafts and Kip Viscusi
for valuable feedback.

' JouN P. Cnsx¡v, Fnrncs BRNrrNc: Cuecr C¡.sslNc OuTLETS,

Pew¡rsHops, AND rHE PooR I 3 (l 994).

' Pawn S/ars, Tur HlsroRy CH¡.NNel, http://www.history.com/shows/
pawn-stals (ìast visited Nov. 'i'9, 2012); Hardcore Pawn, ruu'|Y,
http://www.trutv.com/shows/hardcore-pawn/index.html (last visited Nov.
19,2012).
3 Marieke Bos, Susan Payne Carter & Paige Marta Skiba, The Pavn
lnduslry and its Customers: The Uníled States and Europe I (Vanderbiìt
Univ. Law and Econ. Research Paper Series, Paper No. 1226, 2012),
arailable at hnp:llpapers.ssrn.com/sol3/papers.cfm?abstract_id:214957 5 .
u Id.
' Customers can also sell itens outright to the pawnshop, a practice we do

not study here.
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to 25Yo.6 Ìf the borrower does not retum to repay the principal plus

interest after the rnaturation date (typically loans last 30-90 days),

the pledge is forfeited and resold by the pawnbroker. Just about
anyone can borow on a pawn loan. No bank account, job, or credit
check is required just the collateral and a valid photo ID.

\We are able to study pawnshop-borrowing behavior in depth
using a unique transaction dataset from a lender in Texas with 103

stores in 37 different cities across the state. Our dataset comes from
"pawnslips," which are filled out by the pawnbroker at the time of
the transaction and include infonnation on the collateral or "pledge,"
stafi date and due date, repayment outcomes, and borrower
demographic characteristics. We study the nature of the

collateralized pledge separately, distinguishing items that might have

intrinsic value to the owner that goes beyond the dollar value of the
item, i.e., sentimental value. We find that borrowers are more likely
to return to repay their pawnshop loan when they have pawned a

sentimental item, such as a piece of jewelry. We discuss potential
behavioral economic explanations and rational economic reasons for
this behavior below.

These issues have gone unexplored in the sparse literature on

pawnshop lending. The growing body of work on other forms of
what is often referred to as "fringe banking" makes the persistent

lack of literature on pawnshops especially surprising.t Numerous
papers study consumer borrowìng behavior and test the
consequences of various other types of subprime credit, including
payday loans, subprime mortgages, subprime auto loans, and auto-

litle loans.8 Perhaps researchers have overlooked pawnshop lending

6 Our Table 1 shows these interest rates. For a state-level analysis of
pawnbroking as well as payday loans, see generally Susan Payne Carter,
Payday Loan and Pawnshop Usage: The Impact of Allowing Payday Loan
Rollovers (Jan. 15. 2012) (unpublished Ph.D. dissertation, Vanderbilt
Unìv.), available athttpsllmy.vanderbilt.edu/susancarter/filesl20l1l07/
Carter Susan JMP website2.pdf.t Fo.ã nice exception that studies pawnbroking (rather than customer
behavior per se) see CRsrev, supra note l. For works that study pawnshop

customers directly, see Bos, Carter & Skiba, .supra note 3; Sumit Agarwal,
Paige Marta Skiba & Jeremy Tobacman, Payday Loans and Credit Cards
ltiev Liqttiditl, and Credit Scoring Puzzles?,99 AM. EcoN. REV. 412 (2009).
s On payday ìoans see generally Agarwal, Skiba & Tobacman, supra nole7,
at 41,2; Neil Bhutta, Paige Marta Skiba & Jeremy Tobacman, Payday Loan
Choices and Conseqtrcnces l-23 (Vanderbilt Univ. Law and Econ.
Research Paper Series, Paper No. 12 30, 2012), available at

X
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because the loans made are small (the average loan size in our data is t/
$79). Despite their small principal, however, pawnshopTõãlãñãñ- /'
impoftant tool that many consumers use to manage their monthly
fi nances during financial shoftfalls.

Our results documenting differential repayment rates on
pawn contracts are consistent with both (l) a model of decision-
ruraking where consumers are aware of their own self-control
problems and (2) a rational model of economic decision-making
where "affect" or sentimentality toward an object plays a role in
utility maximization. As explained infra, loss aversion, the extra loss

in utility due to the feeling of loss relative to a reference point, e may
also play a role.

Because of self-awareness about self-control problems,
borrowers may seek commitment mechanisms to give themselves a

greater incentive to act optimally. In the context of pawnshops, these

http://papers.ssrn.com/sol3/papers.cfm?abstract_id:2160947; Carter, supra
note 6; Susan Payne Carter, Paige Marta Skiba & Jeremy Tobacman,
Pecuniary Mistakes? Payday Borrowing by Credit Union Members, in
FII.I¡.I.ICIRI- LITERACY: IMPLICATIONS FOR RETIREMPNT SPCURITY AND THE

FìNANCIAL MARKETnLACT 145, 147 (Olivia S. Mitchell ed., 2011); Will
Dobbie & Paige Marta Skiba, Information Asymmetries in Consumer Credit
ìl4arkets: Evidence from Payday Lending 1-41 (Vanderbilt Univ. Law and

Econ. Research Paper Series, Paper No. I 1-05, Sept. 1 5, 2011), available al
http://papers.ssrn.com./sol3/papers.cfm?abstract_id:1742564##; Ronald J.

Mann & Jim Hawkins, Just Until Payday,54 UCLA L. Rsv. 855, 857
(2007); Brian T. Melzer, The Real Costs of Credit Access: Evidence front
rhe Payday Lending Market,126 Q. J. oFEcoN.5l7,518 (2011); Paige
Marta Skiba & Jeremy Tobacman, Do Payday Loans Cause Bankruplcy? 1

(Vanderbilt Univ. Law and Econ. Research Paper Series, Paper No. 11-13,
Feb.23,20ll). On mortgages, see generally J. Michael Collins, Exploring
the De.sign of Financial Counselingfor Mortgage Borrowers in Default,2S
J. Fnv. EcoN. IssuES 207 (2007); J. Michael Collins, Ken Lam & Chris
Herberl, Slate Mortgage Foreclosure Policies and Counseling
Intervention.s: lntpacts on Borrotuer Behavior in Default, 30 J. or Pol'v
ANALysìs & Mcvr.216 (2011). On subprime auto loans, see generally
'ü/illiam Adams, Lìran Einav & Jonathan Levin, Liquidity Conslraints and
Imperfect lnforntation in Subprime Lending, 99 Att¡n. Econ. Rev. 49
(2009). On auto-title lending, see generally Jim Hawkins, Credil on lVheels,

69 W¡.srr &LeeL. Rev.535 (2012).
e Daniel Kahnernan, Jack L. Knetsch & Richard H. Thaler, Anomalies The

Endovmenl Effecl, Loss Aversion, and Slatus Quo Bias, 5 J. oF EcoN.
PERSPECTìvES 193, 194 (l 991 ).
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types of borrowers, called "hyperbolic discounters"l0 by behavioral
economists, may use sentimental items (such as wedding rings)
rather than less sentimental items (such as electronics) to encourage
themselves to return to repay the loan. Indeed, pawnshops accept

almost anything of at least a couple dollars in value as a pledge, but
rnany borrowels choose to pledge something of great impoftance to
them.

A growing body of work in behavioral economics documents
real-world evidence of hyperbolic discounting. To our knowledge,
ours is the first work to add pawnshops to the ongoing discussion of
intertemporal choice in markets.r I

'o Ted O'Donoghue & Matthew Rabin, Choice and Procrastination, 116 Q.
J. oF EcoN. 121, 125 n.5 (2001) (explaining that the term "hyperbolic
discounting" is often used to describe how "a person's relative preference

for well-being at an earlier date over a later date gets stronger as the earlier
date gets closer," i.e., how people seek immediate gratification).
rr Professors DellaVigna and Malmendier document self-control problems
in exercising. See Stefano DellaVigna & Ulrike Malmendier, Paying Not to
Go to the Gym,96 AM. EcoN. R¡v. 694, 695-96 (2006). For more recent

work documenting self-control problems, see generally Heather Royer,
Mark Stehr & Justin Sydnor, Using lncentives and Commitments to
Overcome Self-Control Problems: Evidence from a Workplace Field
Experiment (Oct. 28, 201 1) (unpublished manuscript), available at
http://experiments.cob.calpoly.edu/seminars/Royer.pdf. For work on self-
control problems in credit markets, see generally David Laibson, Andrea
Repetto & Jeremy Tobacman, Estimating Discounl Fttnctions tt,ith
Conwmption Choices over the Lifecycle (Nat'l Bureau of Econ. Research,
Working Paper No. 133 I 4, Aug. 2007), available at
http://www.nber.org/papers/wl 33 1 4. On credit cards, see generally Haiyan
Shui & Lawrence M. Ausubel, Time lnconsistency in the Credit Card

Market (Jan. 30, 2005) (unpublished manuscript), available a!
http://www.ausubel.com/creditcard-papers/time-inconsistency-cred it-card-
market.pdf. On payday loans, see generally Paige Marla Skiba & Jeremy
Tobacrnan, Paydays Loans, Uncertainly and Discottnting: Fstplaining
Patlerns of Borroving, Repayment, and Default (Vanderbilt Law and Econ.

Research Paper Series, Paper No. 08-33, Aug. 21 ,2008), atailable at

http://papers.ssrn.com/sol3/papers.cfm?abstract_id:l 3 I 975 I .



2012-2013 PA\MNSHOPSANDBEHAVIORALECONOMICS 197

IL Regulation

Pawnshops are nonularlv considered to have ilsltrtôlls

interest rate but their fees are often low relative to
with ahernatives such as

loans, and rent-to-own agreements. All states allow pawnshops,

r
and most do restrict the fees that can be charged through usury laws

or laws regulating small loans.lt Table I provides a list of laws
governing pawnshop interest rates by state. Beyond regulating fees,

states can also force pawnshops to return any excess proceeds to the

customer once they resell an item.l6 In Texas, where our data are

from, rnaximum interest rates are 20o/o per thirty days for loans up to

$150 and 15%oper thirry days for loans larger than $200.17

't Skiba & Tobacman, supra note 11, at 20 (documenting annualized

interest rates for two-week-long payday loans of 468oó).

'' Gregory Elliehausen, Consumer Use of Tax Refund Anticipation Loans 2

(Georgetown Univ. McDonough Sch. of Bus. Credit Research Center,

Monograph No. 37, Apr. 2005) (illustrating annualized interest rates for ten

day loans as high as 162.43%).
ra Michael H. Anderson & Sanjiv Jaggia, Rent-to-(Àvn Agreentents:

Customer Characterislics and Contracl Outcomes,6l J. oF EcoN. & Bus.
51,52 (2009) (referencing interest rates on such loans higher than 100%).
l5Joshua D. Shackman & Glen Tenney, The Effects of Gov't Regulations on

the Supply of Pøun Loans: Evidencefrom 5l Jurísdíctions in lhe U.S.,30 J.

oF FIN. Sr,Rv. Res¡¡,RcH 69, 81 (2006); Nancy Pltllus, DANIEL KUEHN &
RACHEL BnnsH, UnBaN INst., Srare R¡strucrloxs oN St"tRt-l--DoLlnR
LoANS AND FIN. S¡Rvs. 2004-2009: Suvlvt¡Rv, Docutr¡slrRrìoN, AND

Dnr¡, I (Urban Inst., Oct. 2010), available at http.llwww.urban.org/
publications/4l2305.html (showing that forly states set interest rate caps on

pawnshop loans).

'u This process rarely happens in practice. But see Shackl¡an & Tenney,

sLtpra note I 5, at 81 (listing states that have enacted such requirements).

'' Texas Pmvnshop Rate Chart, Trx. Orrtce oF CONSUMER CREDIT

CoMM'R, http://www.occc.state.tx.us/pages/ìnt_rates/pRatel3.pdf (last

visited November 20,2012) (listing maximum legal rates from July 1,2012
to June 30,2013).
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Table I
Pawnshop Interest Rate Regulations

Vol.32

State Interest Rates Per Month

25%o / mo

20%o I no

8o/o I mo

none

2.5%o I mo

local rules

3%;o lmo

50/o I mo

3o/o I mo

25Yo / mo

25%o lmo

20%o / mo

none

3o/o / mo

3o/o / mo

none

lïYo / mo

2o/o I mo

l0%o I mo

25%o lmo
none

3o/o I mo

3o/o I mo

3%o I mo

25%o / mo

2o/o I mo

25%o / mo

l'ìone

10Yo I t¡o

none

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

DC

Delaware

Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

Iowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

New Hampshire
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New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Rlode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virginia

'Washington

West Virginia
'Wisconsin

Wyoming

Table I shows pawnshop laws by state as of 2011.

The state laws on pawn shops come from individual
state regulating insitutions.

Beyond these fairly standard regulations, however,
pawnshops have received little attention from regulators in recent
years. This is in stark contrast to other foms of prirne and subprime
credit such as credit cards, student loans, and payday loans, which
have been explicitly identified by the new Consumer Financial
Protection Bureau ("CFPB") as areas of interest.rs Pawnshops,

however, do not seem to be on the CFPB's radar.le

t8 See Knotu ßefore You (Àue: Credit Cards, Cot'lsuMER FIN. PRoTECTìoN

BuREAU, http://www.consumerfi nance.gov/credit-cards/knowbeforeyouowe

4%o I mo

max{7.50, 10%}

4o/o I mo

2o/o I mo

reg. by municipalities

5o/o I mo

20%;o I mo

3Vo I mo

2.5Yo I mo

5%o I mo

$22.50/$100 / mo

none

2o/o I mo

$20 / mo

ljYo I mo

3Yo I mo

5%o I mo

3Yo I mo

none

3o/o I mo

20o/o / mo
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The relative lack of regulatory attention given to pawnshops
may be due to the phenomenon we document in this paper:

consumers seem to avoid financial mistakes when
the use of personal ltems (and

parlicularly sentimental personal iterrs) as collateral rnay distinguish
these loans from credit cards, payday loans, and the like in tenns of
borrowers' repayment and default behavior.

III. Data

We use administlative recol'ds from a large, national
pawnshop lender in the United States. Our data consist of 398,722
pawnslips from stores that operated in Texas from l99l 2002. Fron
these slips, we can observe the size of the loan, whether the loan was

defaulted on or repaid, and the nature of the pledge. The store

categorizes the items into the following groups: Jewelry,
TVs/Electronics, Tools/Equipment, Household Items, Sporting
Equipment, Guns, Instruments, and Cameras/Equipment.'o While our
dataset is large and very detailed, one drawback is that it comes from
Texas alone. Fortunately, we are able to rely on previous work
documenting the surprisingly similar characteristics of pawnshop use

across the United States as well as Sweden.2r Figure I and Table 2

provide basic summary statistics frorn our data. The typical loan is
for $79 and lasts lor 109 days.

(last visited Nov. 25, 2012); Knov Before You (Àue Student Loans,
Consuven FIn. PnorpclloN BuR;AU, http://www.consumerfi nance.gov/

students/knowbeforeyouowe (last visited Nov. 25, 2012); Zixla a
Martinez, Share Your Input on Payday Loans for the Official Record,
CoNSUMER FIN. PRorECrtoN BuRs,qu (Mar. 23, 2012), http://www.
consumerfi nance. gov/blog/category/payday-loan s/.

'n There is no mention of "pawnshops" on the CFPB website. ,See

CoNsuveR FtN. PRoTECTIoN BUREAU, http://www.consumerfinance.gov/
(last visited Nov. 25, 2012).
20 Pawnshops and other lenders now colnnlonly offer "title loans," with an

automobile as a pledge. We do not have autorrobiles as pledges in our data.

For more on title lending, see generally Hawkins, supra note 8; Nathalie
Maftin & Ozymandias Adams, G'and Theft Auto Loans: Repossession and
Demographic Realities in Title Lendíng, 77 Mo. L. Rsv. 41 (2012)
(discussing demographic trends in auto-title lending).
2r Bos, Carter & Skiba, sltpra noLe 3, at2.
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Table 2: Summary Statistics

All Loans

201

Percent Female

Average Loan Duration

59.59'y"

109
(140.2)

79.5
(e0.8)

Average Loan Arnount

Table 2 shows the percent of pawn loans taken out
by females, the average and standard deviation (in
parentheses) of the loan duration and loan amount.
The sample of observations is from a pawnshop
lender in Texas between 1997 and2002.

Forty-nine percent of the pawnshop loans in the dataset are

collateralized with jewelry, with over half of the items in the jewelry
category consisting of rings, including both men's and women's
class and wedding rings. The next most popular category of pledges
is televisions and electronics, including satellite dishes, stereos, and

CD players. Individuals also commonly pawn tools, household items
such as small appliances, spofting equipment, guns, musical
instruments, and camera equipment.

The value of collateral has a wide distribution: Guns have
the highest average value, $146, with instruments (S117) and jewelry
($96) coming in second and third, respectively. Statistics for all
categories are shown in Table 3.
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Table 3: Collateral by Category

Number of Percentage of Average
Observations Observations Loan

Amount

Vol. 32

Standard
Deviation

Category

Jewelry

TVs /
Electronics

Tools /
Equipment

Household
Items

Missing

Guns

Instruments

Camera I
Equipment

Misc.

199,288

126,297

31,600

't0552

7,833

7,734

7,100

4,0s2

49.98%

31.680/o

1.96%

1.94Yo

1.93Yo

1.02%

$96.28

$s8.80

$63.75

sl46.97

$116.92

$75.85

I 05.02

62.34

72.54

98.75

104.66

77.87

7S3Yo $50.18 60.67

2.65Yo $42.92 44.7

3,666 0.92o/o $51.50 62.46

Table 3 reports the number of loans for each collateral category, the
percentage of observations, and the average amount and standard
deviation of the items pawned for each category. All amounts are in 2002
dollars. The sample of observations is from a pawnshop lender in Texas
between 1997 and2002.

The items pawned differ somewhat by the gender of the
borower. Jewelry is the most popular pledge for wotren, making up
over 60yo of the items pawned by women. Meanwhile, less than 35%
of the items pawned by men are jewehy; men are more likely than
women to pawn electronics and tools.

IV. Defuult

The probability of repayment varies by the type of collateral,
the gender of the borrower, and the value of the item. Figure 2

depicts the probability of repayment and default by the category of
collateral. lnstruments, guns, and jewelry ale associated with the

highest probability of lepayment and lowest probability of default.
The pawning of tools, household items, and miscellaneous itelns
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(including clothes and medical equipment) leads to tlre highest
probabiliiy of default and Iowest probability of repayment.22

We explore default dynamics more precisely using an

ordinary least squares regression, measuring the probability of
default as shown in the following linear probability model:

Defaulti: c + ßY'* yX¡ * t I q

(Equation 1)

where Default,is an indicator variable that takes values 0 (repay) or 1

(default). Y is a vector of collateral categories (the category of
camera equipment is omitted), X is a vector of demographic
categories, c is a constant term, I represents month and year

dummies, and e, is the eror term. 'We cluster the standard errors at

the individual level and then in other regressions, at the store level
where appropriate. Results are shown in Table 4.

" Here, as we cannot directly test for it, we abstract from any adverse

selection in this market, such as borrowers having more information about

their own default rìsks than the lender has. But we do not doubt

asymmetries in information could be impoftant here, as has been

documented in the payday loan and subprirne auto lending market. See

Adams, Einav & Levin, wpra note 8, at 75 (finding that adverse selection

arises from asymmetric information about default risk in auto loan markets);

Dobbie & Skiba, supra note 8, at 2 (finding "economically and statistically
significant adverse selection into payday loans").
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(t)

Dependent Variable: Default

REVIEw oF BANKìNG & FINANCIALLAW

Table 4

(2)

Vol.32

(3) (4)

Electronics

Guns

Household ìtems

Instruments

Jewelry

Tools

Female

'White

Black

Hispanic

Loan Amount

Month x Year Effects

Cluster at Individuaì

Cluster at Store

0.00023***

(0.0000)

X

0.02 r

(0.0 r 35)

-0.04 1 
* *

(0.0 r 61 )

0.055 * 
'É 
*

(0.0 r 60)

0.055**'r
(0.0172)

-0.028**

(0.0136)

0.03 I **

(0.0147)

X

0.0060

(0.0 r 32)

-0.0058

(0.0 r 58)

0.041 * 
'r 
*

(0.0 r 54)

-0.038**

0.021

(o.o r 3e)

-0.041**

(0.015 e)

0.055*<{<{<

(0.0160)

0.0060

(0.013 1)

-0.0058

(0.015e)

0.041'r*iç

(0.0155)

-0.038**

(0.0r 77)

_0.046 j¡**

(0.0136)

0.036**

(0.015 1)

0.054*x*'

(0.0054)

-0.033

(0.0237)

0.00053

(0.0240)

0.015

(0.0230)

0.055'¡*{<
(0.01 86)

-0.028*

(0.0146)

0.031**

(0.01 56)

X

(o.o l66)
_0.046***

(0.0132)

0.036**

(0.0144)

0.054***

(0.0044)

-0.033

(0.0223)

0.00053

(0.0220)

0.015

(0.0221)

0.00023**

(0.0000)

X

X

X

N

adj. R-sq

)ó t -zz)

0.0032

387,223

0.01 69

381,223

0.0032

387,223

0.0169



2OI2-2013 PAWNSHOPS AND BEHAVIORAL ECONOMICS 205

The category of camera equipment is omitted in the

regressions, meaning results are interpreted as differences in other
categories of collateral relative to calrera equipment. As the results
show, even aftel controlling for dernographic characteristics (gender

and lace) and the loan size, borrowers pawning jewelry and

instrurnents are the least likely to default. The pawning of household
items or tools is rnore likely to result in default than pawning camera

equiprnent. The coefficients on the merchandise categories are all
statistically signifìcantly different from each other at the l% level,
except for the coefficients on jewelry and instruments, which are

statistically different at the 5Yo level. An intelesting fact that we are

not able to explore fufiher here is that, controlling for loan
characteristics, female borrowers are 5.4 percentage points more
likely to default on their loans than male bonowers are.

Our show that when borrowers use items like
ewe or instruments-which have rntflnslc greater

the market a are more
is true even controlling

, and the value of the item. To investigate this
result fufiher, we narrow the field ofjewelry down further to include
only items that are the most likely to hold sentimental value: class

rings, wedding rings, and engagement rings.
Borrowers may choose to pawn these types of items as a

comrlitrnent mechanism to encourage themselves to repay the loan,
as we discuss further in the section on theoretical underpinnings
below. Alternatively, these items might be the only pledge available
to the borrower at the time they want to borrow, but given that
pawnshops accept nearly any type of collateral, we find this
explanation unlikely. We examine the probability of repayment for
"sentimental" and "non-sentimental" items, counting wedding rings,

23 lnterestingly, in the context of default on credit in Mexìco, Professor

Vissing-Jorgenson finds that when borrowers are using credit to buy luxury
iterns, they are more likely to default on their loans. Annette Vissing-
Jorgenson, Consumer Credit: Learning Your Customer's Default Risk from
What (S)he Buys 27 (Apr. 13, 201 l) (unpublished manuscript), available at

http://papers.ssln.cor¡/sol3/papers.cfm?abstract_id:202323 8 ("1 showed

that high loss products tend to be luxuries and that consumers who tend to
spend a lot on luxuries given their income on average are higher risk.").
This result indicates that credit providers may want to modifl payrxents,

interest rates, or both based on the items borrowers have purchased

previously and the corresponding implications such items have about their
credit risk.

X
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class rings, engagement rings, and "mother's" rings as sentimental
items. As shown in Figure 3, when borrowers pawn sentimental
items, they are less likely to default and are more likely to repay their
loans.2a

\We test the effects of sentimentality using regression

analysis. HeLe, we regress the probability of default on the amount

loaned, an indicator for each merchandise category, and month-year
dummies (as in Equation l). The results from this regression are

presented in Table 5. Even when controlling for merchandise
categories, gender, race, and loan amount, pawning a sentimental

item decreases the probability of default by a significant amount: 6.2

percentage points. The statistical significance on the collateral

categories and gender remain the same and the coefficients are

similar. Pledgìng a specific item, for example a sentimental ring,
fufther reduces the probability that the bomower defaults on the loan.

In the next section, we discuss the economic theory behind our
results.

'o Of course, pawnshops are popularly considered fences for stolen items

and we cannot be cetlain of each pledge's ownership. Some evidence

suggests that
S¿e CRsx¡Y, sttpra noÍe l, at 37-38.

However, Professor Miles finds evidence suggesting pawnshops do

sometimes function as fences for stolen goods. Thomas J. Miles, Markets
for Stolen Property: Pawnshops and Crime 6 (Jan. 24,2008) (unpublished

manuscript presented at the University of Michigan Law School Law and

Economics Workshop), avail able at http:l lwww.law.umich.edu/
centersandprograms/l awand econom i cs/workshops/Documents/lVinter200 8/

miles.pdf. Further, because pawnshop bomowers must show a valid photo

hat is recorded with the pawnslip (and serial number of the pledge

where possible), and are uired to larl send all
to local police (usually every week), we feel vast m

of items are awned their I owner. J

u1 ntet'ica: The Economics a Forgotten Credit À4arket,23
J. ot'MoNEy, CR¡olr & BANKING 85, 89 n.6 (1991) ("Given the police

report requirement, they also say
,')

it would not be in the interest of a thief to



2012-2013 PAWNSHOPS AND BEHAVIORAL ECONOMìCS

Table 5

(2)

207

(1)

Dependent Va ria ble: Default
(3) (4)

Sentimental

Electronics

Guns

Household Items

Instruments

Jewelry

Tools

Fernale

White

Black

Hispanic

Loan Amount

Month x Year
Fixed Effects
Cluster at

Custorner
Cluster at Store
Level

_0.090t<i<*

(0.0045)

X

_0.0621.**

(0.0000)

X

X

_0.062trtf t¡

(0.0046)

0.0064

(0.0r3l)

-0.0067

(0.0159)

0.041x **

(0.0155)

-0.03 8**

(0.0166)

_0.038tr*t¡

(0.0132)

0.036* *

(0.0144)

0.053**rr

(0.0044)

-0.030

(0.0223)

0.0010

(0.0220)

0.015

(0.0221)

-0.00023**x

0.090***
(0.0044)

X

(0.0044)

0.0064

(0.0132)

-0.0067

(0.0r s8)

0.041**<*

(0.0154)

-0.03 8 * *

(0.0177)

_0.038***

(0.0136)

0.036**

(0.01s 1)

0.053 * * *

(0.0054)

-0.030

(0.0238)

0.001 0

(0.024r )

0.01 5

(0.023 r)

0.00023**
*

(0.0000)

X

X

N 39s,032

0.002 t

387,223

0.01 78

395,032

0.0021

381,223

0.0178adj. R-sq



208 REVTEw oF BANKTNc & Flnnnclell-aw Vol.32

V. The Rutionol Economics awl Behavioril Economics of
Puwnbroking

In this section, we first evaluate our results relative to the

standal'd rational framework used in economics to study choice

involving decision-making over time.25 \Ne then step away from the

standard assumptions of this classical rational model to explore

behavioral economics models of decision-making, models which
strive to be more realistic and more representative of human

behavior. We evaluate all of these models relative to our evidence

above on comlron drivers of default in the pawnshop market.

A. RationalModelwithExponentialDiscounting

The canonical model of rational choice in economics, the

exponential discounting model, assumes that individuals act to

maximize a utility function.26 This utility function reflects levels of
happiness coming from different potential choices at each point (or

instant) in time. The utility at time / is represented as 2,. Time can be

measured in years, months, days or even at an instant. For our
purposes, days are a natural way to think about time units. 'We can

represent any day's utility in this way, for an indefinite number of
periods r. Individuals make choices by trading off these utilities over
time. For example, an individual decides when to do her homework
by comparing the utility of doing it today (time r) with the utility of
doing it on any possible future date (so long as it meets ceftain
constraints, like completing the homework assignment before the due

date). Certain time periods may come with an extra cost: Doing
homework on Friday night may come wìth extra disutility of missing

a night out on the town with friends. These choices regarding how

" For a nice review of both the historical and more recent theory in

psychology and economics on interlemporal choice, see generalìy Shane

Frederick, George Loewenstein & Ted O'Donoghue, Time Discounting and
Time Preference: A Critical Reviev,40 J. oF EcoN. LITERATURE 351

(2002).
tu Forthe original foundations of this model see Paul Samuelson, A i\tote on

I'leasurement of I.Jtìlity,4 Rrv. oF EcoN. Sruol¡s I 55, 156 ( 1937) ("During
any specified period of time, the individual behaves so as to maximise the

sum of all future utilities, they being reduced to comparable magnitudes by

suitable tilne discounting."). For a review of work on discounted utility
theory since then, see Frederick et al.,.wpra note25, at 356-360.
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utility is traded off depend not just on such opportunity costs, but

also in parl on the extent to which borrowers discount future utilities.
A feature of this type of discounting is that it assumes

borrowers correctly predict their future discounting, that is, that they

are Íime consístent-tneaning they know the choices that will give
them the highest utility in terms of today, and when tomorro\.v comes

they make those same choices. A drawback of exponential

discounting, however, is that this strong assumption of individuals
exhibiting time consistency is often at odds with the way people

make choices in reality.2T The exponential model assurres a

consumer's discount rate between any two periods is constant,

whether those two periods are today and tomonow or 365 days and

365-plus-one days from now,tt and, further, assumes that consttmers

know the rate at which they will discount any of these pet'iods.2e

Time consistency precludes any procrastination or self-control
problem.

A second drawback is how quickly utility gets discounted
very heavily. Even for high values of the discount rate, typically
denoted "delta" (indicating a very patient person), say 0.99, if one

examines discounting at the daily level (which would be a reasonable

way to consider the choices we explore here in credit markets), the

borrowel' would care almost nothing about utility in one year. That
utility would be discounted by 0.99365 which equals approxirnately
0.02, irnplying that borrowers care about utility in one year fifty
times /ess than utility today!30 For example, this consumer would be

indifferent between receiving $10 today and $500 in a year. So

exponential discounting may work well in theory (the time
consistency aspect lnakes calculating the tradeoffs that consutners
face very tractable) and in some contexts, but not well when shofter
time frames are concerned.

In light of these drawbacks, one wonders about the propriety
of using such a model. Recall that this model, or a close cousin,

27 See O'Donoghue & Rabin, vrpra note 10, al 125-26 ("[P]eople have self-
control problems caused by a tendency to pursue immediate gratification in

a way that their 'long-run selves' do not appreciate.").
r8 Frederick ef al., supra note 25, at 358 ("Constant discounting implies that

a person's interlemporal preferences . . . confirm earlier preferences.").
?e ld. at367.
to This ¡s because l/.02:50.
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underlies just about all models of rational choice in economics.'
Like all rnodels, exponential discounting is a simplification of the

real world, and, though not always realistic in its predictions about
behavior, it can be a nice starting point for thinking about choices
over time.32 There is, however, overwhelming evidence refuting the

exponential model.33 Even Paul Samuelson himself, writing the

canonical paper that works through the exponential discounting
model, was forlhcoming about its drawbacks and unrealistic
predictions for behavior.tt However, economists both of his time and

today appreciate it as an excellent starting place to begin to think

3r 
Se¿ Stefano DellaVigna, Psycholog,t and Economics: Evidence from lhe

Field,47 J. oF EcoN. LlteR¡,tune 315,315 (2009).
32 For reviews of the empirical evidence on time inconsistency, see id.;
Stephan Meier & Charles D. Sprenger, Stability of Tine Preferences 141
(Institute for the Study of Labor (lZA), Discussion Paper No. 4156, 2010);

Rabin, supra note 31, at 1146; Frederick eT al., sttpra note 25, and

references therein. See also Jacob Goldin, Making Decisions Aboul the

Future: The Discounted-Utility Model, 2 MIND MarruRs: W¡sLrv¡.n
JoURNAL oF PsycHot-ocv 49,49-56 (2007) ("The many disparate factots
that can affect one's willingness to trade off between current and future
satisfaction-e.g., patience or impatience, imagination of the future,
anticipation, and memory-are summarized by a single number in the DU
model-the discount rate[;] . . however, factors that promote simplicity
may be detrimental to the model's accuracy." ). Exponential discounting
can include very high discount rates where consumers care very little about

the future, but consumers' exhibiting different short-run and long-run time
preferences cannot be accounted for with an exponential discount rate alone.

See David Laibson, Golden Eggs and Hyperbolic Discounling, ll2 Q.J. or
EcoN.443, 445 (1997) ("Hyperbolic discount functions are characterized by

a relatively high discount rate over short horizons and a relatively lorv
discount rate over long horizons. This discount structure sets up a conflict
between today's preferences, and the preferences that will be held in the
future.").tt See DellaVigna, supra nole 31, at 316-341 ("ln the laboratory,
individuals are time-inconsistent, show a concelr for the welfare of others,

and exhibit an attitude toward risk that depends on framing and reference
point. They violate rational expectations, for example, by overestimating
their own skills and overprojecting frorn the current state. They use

heuristics to solve complex problems and are affected by transient entotiotts

in their decisions.").
ra See Samuelson, supra nofe26, at 155-ól ("Serious lìmitations of the . . .

analysis almost certainly vitiate it even from a theoretical point of
view.").
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about tradeoffs over time. Recent alternatives do a good job of
capturing more realistic factors that affect individuals' tradeoffs over
time, such as selÊcontrol problems, procrastination, and a

combination of long-run patience with shoft-run impatience. None of
these factors fit neatly into exponential discounting.

Returning to the pawnshop context, what does exponenlial
discounting imply given our data? To fit into the rational choice
model, a borrower must experience additional disutility from having
pawned an item of sentimental value, as the sentimental value
increases the utility the borrower gamers from having the itern in her
possession. The borrower is then more likely to repay the loan in
order to prevent this additional disutility from extending longer-and
even becoming permanent-if she defaults on the loan. Given this
additional disutility, it is not clear why the borrower would then
choose to pawn an item with sentimental value, assuming the

borower has other alternatives. Using a sentimental iteln as a

commitment mechanism to repay the loan (as we discuss next),
therefore, may be a better explanation for why borrowers pawn items
with sentimental value and are more likely to repay them.

B. Self-control Model

The simplest and most popular alternative to the classic
exponential discounting model of choice over time shares most of the

original model's features. It merely relaxes the assumption about
how individuals discount future periods. This simple permutation
allows the model to capture elements such as procrastination, self-
control, and even addiction.35 This model is known as quasi-
hyperbolic discounting36 and adds an additional discount faclor', B, To

capture shofi-run time preferences. Having two discount rates in the
model (beta and delta) reflects the idea that people have higher
discount rates between two periods in the shofi-run (say, today and

tomorow) than between two periods in the long run (two
consecutive days next year). Large amounts of evidence supporl the

" For an analysis of addiction, hyperbolic discounting, and stnokers, see

generally Jonathan Gruber & Botond Kószegi, Is Addiction "lì.ational"?

Theoty and Evidence, I l6 Q.J. oF EcoN. 1261 (2001).

'u Note that "quasi" here refers to the fact that we are not using cotttinuous
time as in pure hyperbolic discounting, but discrete tirne units a rnore
plausible and tractable way to capture decisions over periods such as hours
or days. See Laibson, supra note 32, at 450.
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theoretical validity of hyperbolic discounting in consurner finance as

well as other fields. Behaviors like simultaneously saving for
retirement and borrowing on credit cards are accurately captured by
this model.37

Hyperbolic discounters can be eilher naive or sophisticaled
about their self-control problems.3s "Naifs" fail to realize that they
will have different discount rates in the shoft and long-runs and
expect to be more patient in the future than they end up being
(demonstrating a form of irrational behaviol': time inconsistency).
"Sophisticates," on the other hand, realize they will have differing
discount rates in the short-run and long-run and may seek
commitment devices to combat their procrastination.3e

t' See, e.g., Bhulla, Skiba & Tobacman, suprct nole 8, at 14 (finding
hyperbolic discounting present in payday loan context); Kristopher Gerardi
et al., Financial Literacy and Subprime Morlgage Delinquency l4 (Apr.
2010) (unpublished manuscript) (on file with Federal Reserve Bank of
Atlanta), ovail ab le al hïp/ I ssm.com/abstract: I 60090 5 (applying a d i scou nt
factor to measure time and risk preferences among subprime moftgage
borrowers); David Laibson, Andrea Repetto & Jeremy Tobacman, A Debt
Puzzle 34 (Nat'l Bureau of Econ. Research, Working Paper No. 7879,
2000); Sera Linardi & Tomomi Tanaka, Competition as a Savings
Incentive: A Field Experiment at a Homeless Shelter l0 1l (U. of
Pittsburgh, Dep't of Econ., Working Paper No. 484,2012) (demonstratìng
how time discounting affects saving habits of individuals staying at a

homeless shelter); Stephan Meier & Charles Sprenger, Presenl-Biased
Preferences and Credit Card Botowing,2 At*,t. EcoN. J. APPLIED EcoN.
193, 193 (2010). See generally DellaVigna, supra note 32. Of course,
hyperbolic discounting, while it improves on the realism of exponential
discounting, is also a very stylized theory of decision-making and can fail to
capture many critical factors of decision makìng.
38 See O'Donoghue & Rabin, supra note 10, at 126 ("Two extreme
assumptions have appeared in the literature: sophisticated people are fully
aware of their future self-control problems and therefore correctly predict
how their future selves will behave, and naive people are fully rrraware of
their future self-control problems and therelore believe their future selves
will behave exactly as they currently would like them to behave.")
(ernphasis in original).
3e The classic example of a comnritr¡ent device was when, in Homer's
Odyssey, Odysseus asked his crew to tie him to the mast of his ship to help
himself avoid jumping into the dangerous waters when he rvas tempted by
the call of beautiful sirens ashore. S¿e JouN MALCOLM Dowlllrc &Yep
CHrN-Fnnc, MooEnr Dev¡lopneruTs ìN BEHAVoRTAL EcoNovrcs 90
(2007) ("Tying oneself to the n.ìast such as Ulysses is an example of
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Turning back to our analysis of pawnshop borrowers, our
results appear to be consistent with sophisticated hyperbolic
discounting. The differing repayment rates for sentimental items and

non-sentimental items with a similar objective value do not seeln to
fit into a model of exponential discounting, which would assume that
the simple cost of replacing a collateralized item (be it a TV or
wedding ring) should in large part determine repaytnent rates.

However, were borrowers to have especially high affection or
sentimentality for a pafticular item, they may also be more likely to
redeem that item, regardless of the item's replacelrent cost and

relative consumption value (that is, how much utility they receive
from using it).

Classically, under exponential discounting, a loan
collateralized with a $100 TV and a loan collateralized with a $100
wedding ring would not necessarily have different repayment rates.

Sentjmental items (like the wedding ring) seem to work as a natural
commitment device: the idea of losing an impofiant itern helps
motivate the borrower to repay. Our results, which show that
borrowers are more likely to make good on pawnshop loans that are

secured by sentimental items, are consistent with the idea that
borrowers are sophisticated about their future discounting and choose
pledges to help them repay their loan, just like Odysseus tying
himself to the mast.ao

Here, we cannot precisely determine whether borrowers'
discount rates and predictions about those rates, or, alternatively, a

external comlnitment . . . ."). More recently, websites like stickK.corn offer
commitment devices, as does "Clocky" (an alarrn clock on wheels). See

slcKK, http://www.stickk.com (last visited Nov. 14, 2012); Clocþ,
NRron HoME, http://www.nandahome.com/products/clocky/ (last visited
Nov. 14,2012). Naïfs (and sophisticates) can of course be parrially or fully
naive. For simplicity, we limit our analysis to the extreme cases here. But
see O'Donoghue & Rabin, supra nole 10, at 122 ("Econorrists have been

predisposed to focus on complete sophistication; but since our results show
rhat an¡t degree of naìveté can yield different predictions than conrplete

sophistication, our analysis suggests that restricting attention to cornplete

sophistication could be a methodological and enrpirical mistake even if
people are mostly sophisticated." (emphasis in original)). For a review of
the evidence on comrnitment devices, see DellaVigna, supra nole 32, af

318-24.
o0 

Se¿ DowLtNG & CHìN-FAN G, supra note 39, at 90.
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rational form of sentimentality or affect,rr is driving the pattern we
see in repayment behavior. Further, heterogeneity among borrowers
is irnpossible for us to parse out with our existing data. Borrowers
may be a mix of na'rß, sophisticates, and rational actors, and each

type of borrower may choose to pawn diffelent iterns.

C. Loss Aversion

Alternatively, or in additìon, Ioss aversion,42 another popular
and robust behavioral anomaly, may be responsible for high
repayment rates when sentimental items are involved. A model that

o' Note that, classically, feelings like sentimentality and affection are

outside a rational model. But modern models of choice do often allow for
choice involving some emotional component. For more on adding affect
into decision making, see Mark J. Browne, Christian Knolìer & Andreas
Richter, Behavorial Bias, lVlarket Intermediaries and the Demand for
Bicycle and Flood Instrence l8 (Munich Risk and Ins. Ctr., Working Paper
No. 10,2012) ("[P]eople are more willing to purchase insurance for an

object, the more affection they have for the object.").
a2 Loss aversion has been documented extensively and popularly in the class

mugs experiment, Daniel Kahneman et al., E-rperintental Tests of the

Endotment Effect and the Coase Theoren,9S J. oF PoL. EcoN. 1325, 1342
(1990) (finding that "the value that an individual assigns to such objects as

mugs, pens, binoculars, and chocolate bars appears to increase substantially
as soon as that individual is given the object"), although there has been

considerable work on the topic since then. We do not actually have many
people pawning mugs in our data. More recently, loss aversion has been
documented outside the lab among cab drivers. See Colin Camerer et al.,
Labor Supply of New )'ork City Cabdrivers: One Day at a Time, I l2 Q.J. oF

EcoN. 407, 408 (1997) (finding negative wage elasticities reflecting that
"drivers tend to quit early on high wage days and to drive longer hours on
ìow wage days"); accord Ernst Fehr &. Lorenz Goette, Do I'l/orkers Work
lVIore if llages are High? Evidence front a Randomized Field Experiement,
9l AM. EcoN. R.298,300 (2007) (documenting loss aversion among bike
messengers). For a helpful review of this empirical literature, see generally
Lorenz Goette et al., Loss Aversion and Labour Supply,2 J. oF THE EuR.
EcoN. Ass'N 216 (2004). For modeling specifics, see David Bowman,
Deborah Minehart & Matthew Rabin, lo.y.s At,ersion in a Consuntplion-
Savings Ìl4odel,38 J. oF EcoN. BEHev. & Onc. 155, 156 64 (1999) and

Botond Köszegi & Matthew Rabin, Ll4odel of Reference-Dependent
Preferences, l2l Q.J. oF EcoN. 1133, Ili7 ll55 (2006). See DellaVigna,
supra note 32,325 30; and Bowrnan, sltpt'a, àr 164 67, for a review of the
I iterature.



2012-2013 PAWNSHOPS AND BEHAVIORAL ECONoMICS 2t5

includes loss aversion (or the "endowrnent effect,"43 a closely related
concept) typically focuses on a decision at one point in time and

abstracts from discounting over tirle, as with the models above.aa

Also, as in the other models, bolrowers maximize a utility function
but with loss aversion affecting choices. Loss aversion is the effect
whereby losses (relative to some reference point) "loom larger"45

than gains. Forexample, the utility loss associated with losing S10 is

larger than the utility gain of winning $10. Typically, this gap is

measured to be about two, meaning losing $10 feels about twice as

bad as winning Sl0 feels good.a6

Recent evidence suggests different types of items are more
likely to be subject to loss aversion than others. 

ut Given this existing
empirical evidence, we would predict that sentimental items are

subject to loss aversion to a greater extent than iterns with pure
consumption value (that is, those items providing utility solely based

on the use derived from it, like watching a TV or printing documents
with a printer). Therefore, in our context, a model of loss aversion in
decision-making with respect to pawn contracts implies higher
repayment rates for items that people feel loss averse towards.
Reclaiming an item allows the borrower to avoid that extra negative
utility associated with losing an item (beyond the normal utility loss

associated with forgoing the consurnption value of the item). Loss
aversion is an intuitive and likely impoftant component of borrower
behavior in the pawnshop context.

The extent to which loss aversion is relevant in
pawnbroking, however, turns on the relevant reference point, which
lrye are unfortunately unable to deter¡nine in our data. Reference
points are some neutral point around which choices are framed by
the decision rlaker. A natural reference point and the one that is most
often assumed in behavioral econornic models is the status quo, i.e.,

a3 See Kahneman et al., supra note 42, at 1326 ("[T]he increased value of a

good to an individual when the good beconres parl of the individual's
endowment [is] the 'endowment effect."').
44aJee Ia.
o5 See Dan Ariely, Joel Huber & Klaus Wertenbroch, Ilhen Do Losses

Loom Lat'ger than Gains?, 42 J. ot MARKEINC Re s. | 34, 134-138 (2005).
a6 See Camerer et al., sttpra nofe 42, at 41 l-12, for a review of the evidence
on the coelficient of loss aversion.
ot For more on what people are loss averse about and when, see generally
George F. Loewenstein, Christopher K- Hsee, Elke U. Weber & Ned Welch,
Risk as Feelings,l2T PSYCHoL. Bulr. 267 (2001); Sarah F. Brosnan et al.,
Endovnten! Effects in Chintpanzees, l7 CuRRrNr BtoLocY 1704 (2007).
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whatever situation you are currently in: You currently either own a

mug, or you do not own a mug. Othel possibilities for reference
points are (a) goals (l want to run a rnarathon under four hours.); (b)
past experiences (l ran a lnarathon in under four hours when I was
25.); (c) social comparisons (My blother lan a sub-four marathon and
I'd like to beat hirn.); and (d) expectations (l can probably finish the
marathon in four hours.). ln a ¡nodel that includes loss aversion,
changes relative to the reference point result in a change in utility.
For example, if you ran a rnarathon in 4:05 with a goal of breaking
four hours, you would feel loss averse because you were below your
reference point. However, if you ran a marathon in 4;05 with a goal
of 4:15, you would not feel this extra disutility. The same outcome (a

4:05 marathon) comes with different utilities depending on the
reference point. Where pawnshop borrowers' reference points are

calibrated such that they expect to lose their pledge, borrowers will
not feel this extra disutility when they default. lf their reference point
is owning and using their pledge, however, they would feel this extra
utility loss if they default.

The most robust model of loss-averse behavior is found in
Professors Köszegi and Rabin's article entitled I Model of
Reference-Depenclent Preferences.us Kószegi and Rabin identifo a

specific reference point around which people feel loss averse. Their
reference point is defined to take into account individuals'
expectations as well as a number of other factors. The model then
predicts how individuals will make choices by maximizing a utility
function that consists of two pafis: a traditional, rational part; and the
less conventional loss-averse component derived from utility gains or
losses due to ending up above or below the reference point.
Determining the reference point in pawnbroking could be a fruitful
area for future research, but for now, lve cannot directly test the
extent to which people are loss avelse without more direct evidence
on the reference point.

D. Discussion

Using only onr loan records data, we cannot fully deterrnine
whether pawnshop users are hyperbolic disconntels, loss averse,
fully rational, or sorne combination of these factors. Neverlheless,
our results corxpoft with the type of discounting shown among

o8 Köszegi & Rabin, supra nore 42, at I137
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sophisticated hyperbolic discounters. The data do suggest that people
choose to pawn sentimental items. Since almost anything is accepted

by pawnbrokers, why pawn your wedding ring? We view such

behavior as suggestive evidence that borowers exploit sentimental
items to combat their (accurate) prediction that they may not have

the self-control to pay back their loans and may be tempted to
default. A sentimental item will be harder to replace (Try explaining
to your wife what happened to your wedding ring!) and thus provides
a better commitment device than a similarly valued but fungible
item, such as tools or a TV. Additional research, perhaps

experimental in nature, is needed on this topic to fully disentangle
which kìnd of borrowers pawnshop users are.

W, Conclusion

In this paper, we use transaction data to study the behavior of
custolners patronizing pawnshops. We present new evidence on the
dynamics of repayment and default for loans secured by different
types of collateral at pawnshops. \ùy'e are the first, to our knowledge,
to study borower activity in the world of pawnbroking from a

behavioral economi cs perspecti ve.

other forms of high interest credit. Pawnshops offer simple
is needed andtransactions in which anyone can parlicipate. No credit

eck is conducted.50 ìnterest rates X
lower than those associated with many other types of credit, even

rnainstrearn credit. The courbination of the existing regulations on

interest rates and what appears to be consumers' selÊgqç¡q14g
repayment behavior or "self-regulation" seems to work well in this
market.

'While we cannot say for sure what behavioral factors are at

play, repayment rates on pawnshop loans, patlicularly those secured

by sentimental items, are high. Some combination of sentimentality,
loss aversion, and discounting seems to help borrowers rnake good
on their pledges. A deepel welfare analysis is difficult for us to

oe A main altemative is payday loans. For an overview of payday loans and

their consequences, see generally li{elzer, supra nole 8; Adair Morse,
Pa1tdo1, Lenders. Heroes or I/i I lans?, I 02 J. oF Fl¡lnnctnl EcoN. 28 (20 I I );
Skiba & Tobacrnan, sltpt'a tlofe 8. Craigslist is a natural altemative to
pawnshops, but we know of no research on this market.
50 See Caskey, supra noTe24, af90
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conduct without additional data, but we are convinced that
pawnshops can be a good altemative source of credit.5l Further
research on parvnbroking and its customers will give policymakers,
consurrìers, and academics a better grasp of this ancient and yet still
popular and imporlant institLrtion.

Figure 1: Collateral by Category, Number of Observations
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Figure I shows the number of loans taken out using each category of
collateral between 1997 and 2002 in a sample of observations from a

pawnshop lender in Texas.

il See Bos, Carter & Skiba, supra note 3, at I ("[P]eople who are excluded
from the credit supplied through the regular banking system have to rely on

alternatìve financial services like those supplied by the pawnbroking
industry.").
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Figure 2: Probability of Default by Collateral Category

Figure 2 shows the percentage ofloans in each collateral category where the

borrowers defaulted or picked up the loan. The sample of observations is

from a pawnshop lender in Texas between 1997 and2002.
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Figure 3: Default Rates on Sentimental Items

Figure 3 depicts the fraction of pawnshop loans that borrowers default on

when the loans are collateralized with items that are sentimental and when

they are collateralized with items that are non-sentimental. Sentimental

items include wedding rings, engagement rings, class rings, and "mother's
rings." The sample of observations is from a pawnshop lender in Texas

between 1991 and2002.
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