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Abstract. Personal loans market in Poland has changed substantially within last
years. Relevant aspect of the change was the emergence of personal loan compa-
nies and other non-banking entities with their offer addressed to clients excluded
by banks. Positive results of the change were offset by increased concerns regard-
ing financial safety of those who take loans from such institutions, not fully encom-
passed by the regulations followed by banks and credit unions. We investigated
opinions of private individuals to study their perception of loans and attitudes to-
wards selected loan-related issues within the new lending environment. To achieve
the goal, we conducted survey in a representative sample of 1004 adult Poles and
we utilized logistic regression model to get additional insight into the survey re-
sults. We found that negative opinions outweigh positive ones, both in general
attitude towards loans and in the perception of particular loan-related issues such
as connotations concerning payday loans and parabanks. Despite the study was not
meant to ascertain the level of Poles’ debt knowledge, we perceive the results of
our study as evidencing, though indirectly, the lack of such knowledge. Hence, we
believe that the findings call for more activity — both regulatory and market-driven
— aimed at making private individuals more debt knowledgeable.

Key words: loan, payday loan, personal loan company, bank, parabank.

Introduction

The research that has been conducted in Poland until now, revealed ambiv-
alent attitude of private individuals to loans. On the one hand, loans are con-
sidered as the means of achieving goals in general and making dreams come
true in particular. On the other hand, they are perceived a burden that entails
various self-sacrifices (see for example Credit Information Bureau & The Kro-
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nenberg Foundation 2014). Such conflicting feelings are reinforced by the re-
peating media reports concerning the abuses and improprieties associated with
the activity of entities extending personal loans. Moreover, one can reasonably
assume that consumers can feel increasingly lost in the personal loans market,
since it becomes more and more complex with rising number of diverse entities
delivering loans, such as personal loan companies, social lending platforms or
unofficial lending vehicles. Their operation is more or less controversial and
some of the controversies are justified, while the others seem to be unwarrant-
ed. Personal loan companies attract special attention as they successfully found
their own place on the market by hitting exactly in the needs of the clientele
excluded, for various reasons, by banks and credit unions. Some of such firms,
especially those associated in the industry organizations, strive for dissociating
themselves from other forms of non-banking lending entities that operate on
unclear terms, and breaking unfair connotations that link them to low business
standards and taking advantage of unknowledgeable customers who are forced
to take loans from them.

We investigated Poles’ opinions on selected issues regarding loans to check
how they perceive loans in general and some immanent risk factors attached to
loans in particular in the new, more complex setting. To do that, we surveyed
representative sample of 1004 adults. Firstly, we examined their attitudes to-
wards loans, including those generally unavailable in the banking sector, i.e.
payday loans. Secondly, we checked the perception of so called parabanks
— lending entities that extend loans through deposits of their clients. Thirdly,
assuming that people recognize not only the “bright side” of loans, but also
the “dark side”, we studied the way they deal with the identification of the risks
related to unfair practices of some personal lenders. The article demonstrates
the results of the research. It is structured in the way that allows for confronting
two different sectors of the same market: banking sector (consisting of banks
and credit unions) and non-banking sector (represented mainly by personal
loan firms). Since the literature concerning banking sector is vast, we deliber-
ately give personal loan companies prominence.

The remainder of the paper is organized as follows. In section 2 we make
literature review to ensure a context for our study. The section describes cur-
rent state of the consumer credit market in Poland with special attention paid
to the specificity of personal loan companies and the way they diverge from
banking-sector lending entities. Additionally, to build the context, in this sec-
tion we referred to findings of other authors on such issues as public confidence
to personal lenders, the profile of statistical (private individual) borrower and
his / her debt knowledge (literacy). Section 3 demonstrates methodology, the
outcome of our empirical investigation and discussion on the achieved results.
Last section concludes the article.
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1. Literature review

1.1. Current state of the personal loans market in Poland

The financial institutions’ assets in Poland represent merely 0,3% of the
total global financial assets. Yet, they were growing faster than the real econ-
omy during last twenty years. The largest share in the assets have banks (An-
cyparowicz, Rutkowska 2014). According to Central Statistical Office (2015),
total value of personal loans taken from them reached PLN 123 491 million in
2014. Together with social credit unions, they constitute the banking sector of
the entire consumer credit market in Poland (obligations of private individuals
in relation to credit unions are materially lower as compared to liabilities due
to banks, amounting to approximately 10% of them). The other sector of the
market is represented by non-banking entities, including first of all personal
loan companies, but also such diverse loan providers as social lending firms,
pawnshops, parabanks and unofficial lending activities. Among them, personal
loan companies deserve a special attention, since other non-banking lending
vehicles have either marginal significance in the market (social lending plat-
forms) or they operate out of the official economy.

Personal loan companies seem to complement products delivered by the
banking sector as they provide low-amount and short-duration loans, unavaila-
ble in the offer of banks and credit unions. Research shows that there is a class
of potential borrowers who look for lending products having such properties
since their occupational characteristics preclude them from applying for loans
in banks or credit unions (e.g. non-official workers, junk contract employees,
independent professionals etc.). Therefore, it seems that personal loan compa-
nies — despite many controversies surrounding their activity — play an impor-
tant role by reducing financial exclusion. However, the share of personal loan
companies in the entire market is still small, even though it was experiencing
rapid growth recently. It is estimated that the liabilities due to them constitute
half of the liabilities due to credit unions, at best (PwC 2013).

The sector of the overall lending market represented by personal loan com-
panies is young — first enterprises entered it at the turn of XX and XXI century.
Still, some authors (The Conference of Financial Companies in Poland 2015)
reasonably indicate that the short period of their activity can be divided into
two distinct sub-periods: before 2012 and later. The division is important as it
points that current form of the sector (with many competing firms having close
substitutes) is in force for at most couple of years. Before, it was dominated by
one enterprise and characterized by homogenous product distributed through
unified channel (home lending). According to some sources the average annu-
al growth rate of the total value of loans granted by personal loan companies
estimated for last years achieved 15% (Kaczmarski 2015). Other authors con-
firm that since 2011 the part of the consumer credit market grew exceptionally
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fast, which resulted not only from more demanding credit terms introduced by
banks (as a part of self-regulation process) and the implementation of T-recom-
mendation by Polish Financial Supervision Authority in 2011, but also from the
organic development of the market (PwC 2013; Instytut Badan nad Gospodarka
Rynkowa 2014).

Personal loan companies sector is segmented. Online segment firms spe-
cialize in micro loans (less than PLN 1000) granted for extremely short periods
(up to 30 days), often lent without the interest (commission is the cost). At the
other extreme, firms lending money in their branches / outlets offer the largest
loans for longest periods (yet, still importantly smaller and shorter compared to
the average banking loans). Home lending firms are situated between these two.

Aforementioned controversies around personal loan companies have various
grounds. Firstly, they stem from the belief that their properties — exceptionally
high interest rate and extremely fast granting procedure — can jeopardize fi-
nancial health of not only individual borrowers, but also entire lending market.
Secondly, there are at least suspicions concerning the abuses resulting from
the information asymmetry or misleading activities (The Office of Competi-
tion and Consumer Protection 2013; Federacja Konsumentow 2015). Thirdly, to
a degree the controversies result from the fact that personal loan companies
seem to be confused with illegitimate lending activities such as parabanks. The
disputes concerning personal loan companies were exaggerated by the fact that

— as opposed to banks and credit unions — their activity was not fully regulated
in Poland. It was based on Civil Law and Consumer Credit Act (personal loan
companies were also encompassed by supervision of the Office of Competition
and Consumer Protection, Inspector General for Personal Data Protection and
Inspector General for Financial Information). Consequently, law amendment
was introduced in 2015. The new regulations resulted in the following: (1) joint-
stock company and limited liability company are the only legal forms in which
personal loan companies can conduct their operations, (2) minimum share cap-
ital was set at PLN 200 000 with the requirement of covering it in cash, (3)
Financial Supervision Authority gained additional rights in relation to person-
al loan companies, (4) maximum costs of the loans granted by personal loan
companies were set. As the result of the regulatory shift, the debate over the
threats associated with the activity of personal loan companies was substituted
by the debate over the threats that can be caused by new legal frames. There are
views according to which new law can eventuate in removing entire segments
from the consumer credit market, mainly because of price limits imposed by
the regulator. Such opinions are strongly advocated not only by some Polish
authors and commentators, but also by independent foreign researchers. For ex-
ample, Lawrence and Elliechausen (2007) argue — on the basis of own empirical
evidence — that overregulation may be harmful for low and moderate income
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borrowers since it leads to credit availability restrictions. They postulate indi-
rect, market-based price regulation through promoting competition instead of
direct interventions resulting in price limits. Increased regulatory restrictions
may lead to more constrained access to formal loans since a part of the market
may get unofficial or be driven offshore. Center for Social Impact & National
Australia Bank (2014) report that financial exclusion — measured not only by
the prevalence of the banking accounts but also by the utilization of credits and
loans — is positively associated with borrowing from informal moneylenders.
According to the report current share of such loans in Poland is relatively low
(less than 10%).

1.2. Profile of the statistical borrower and motives underlying

personal loans

Although some authors claim that customers of personal loan companies

“are usually clients with low level of income, over-indebted or with illegal
income source which constitutes the roots of social risk” (Ostalecka, Swa-
cha-Lech 2014), the results of social studies carried out in Poland so far are less
definite in this respect. Both PwC (2013) and Biatowolski (2012) point out that
the demographic differences between banks’ customers and loan companies’
customers are at large insignificant. Even though the latter have — on average
— lower income and more rarely represent larger towns (cities), the divergences
are immaterial. Moreover, the studies report that the education level and la-
bor market status are comparable in both groups. Thus, from this perspective
the extraordinary risk exposure of loan companies’ customers may be more
disputable than majority of interested parties assume. What seems to be of an
importance for the credible personal loan companies sector diagnosis is its
segmentation and its impact on the customer profile. Zwiazek Przedsiebiorcow
i Pracodawcow (2015) rightfully indicates that the statistical customer in tra-
ditional segments (home lending and branch lending) are older, worse educat-
ed and less banked than customers in online segment. This is understandable
since the properties of the online segment require not only the skills concern-
ing Internet utilization, but also bank account possession. Hence, the profile of
the statistical online segment customer contradicts the stereotype perception of
the loan company borrower.

Foreign studies on loan company customer profile are still scarce for the
same data-accessible reasons as in Poland. For example Logan and Weller
(2009) inform that the Federal Reserve included data on payday loans in its
overall data sets at the end of the first decade of XXI century. Despite the stud-
ies are consentaneous in some respects, they are inconclusive in others. For ex-
ample, majority of them report that the customers of loan companies are more
often younger people living in larger families as compared to control groups
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(see for example Polito et al. 2015; Ellichausen 2009; Chatterjee et al. 2009).
Interestingly, some reports notice that they do not necessarily represent the
lowest income classes. For example, Lawrence and Elliehausen (2007) inform
that in their US study they receive — on average — moderate income while in
UK investigation Polito et al. (2015) found that the median income of the online
segment clients is approximately at the UK population average whereas for
high street customers the median income is lower. Similarly, the educational
gap between payday borrowers and non-borrowers may be questionable in the
light of the mixed findings. According to results obtained by Elliehausen (2009)
the customers of payday loan companies represent middle level of education-
al attainment. Former study of Lawrence and Ellichausen (2007: 315) proved
that many of them had education that was “associated with the awareness of
APRs for different types of consumer credit”. Interestingly, they also point out
that despite high costs of personal loans the borrowers had positive attitudes
to them and exhibited high levels of satisfaction. As opposed to stereotypical
view, Polito et al. (2015) observed that payday loan companies’ clients are more
likely to be full-time workers compared to population as a whole. One of the
most interesting aspects of the studies is the issue of credit constraints and the
resulting inability to obtain mainstream loan (a form of banking exclusion).
Chatterjee et al. (2009) claim that payday borrowers are typically people who
were denied loan by “traditional” lender (e.g. bank or credit union). The same
was observed by Lawrence and Elliehausen (2007) who recapitulated that they
are credit-constrained customers. However, later findings of Ellichausen (2009:
33), and other researchers refer to, show that “being credit constrained does not
by itself appear to be sufficient to cause consumers to turn to payday loans”.
The latest edition of Social Diagnosis (Czapinski, Panek 2015) informs
that the most frequent motives underlying personal borrowing in Poland are
purchases of consumer durables, including cars and repairs (in both cases
around 30%). However, the comparison with former editions reveal that they
are in a gradual decline in favor of flat / house purchase. At the same time
the percentage of those who borrow money to repay other debts is 7%. Even
though some authors argue that the structure of purposes of loans taken from
personal loan companies is similar to the structure of loans taken from other
lending institutions, including banks (Zwiazek Przedsigbiorcéw i Pracodaw-
cow 2015; Biatowolski 2012), some material differences remain. Firstly, PwC
(2013) estimates that the key disparity is concerning current expenses (more
often financed by loans due to personal lenders than to banks and other lending
institutions). This is confirmed by Zwigzek Firm Pozyczkowych (2013), yet
the observation should be closely scrutinized and explained. Zwigzek Firm
Pozyczkowych points out that — in contradiction to stereotype perception — the
purpose is not the additional consumption but urgent needs and unexpected
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expenditures resulting from random factors. Furthermore, the study notices a

“Friday effect”: the phenomenon consisting in increased activity on the market
for payday loans at the end of the working week which can signal that substan-
tial fraction of the borrowers represent occupation classes facing income irreg-
ularity problems (and delays in wage payments among them). Secondly, PwC
estimates (2013) show that loan companies’ customers borrow money to repay
other debts more often than other lending institutions’ customers (31% vs. 7%).
However, the authors of the report claim that “the mere fact that the household
is indebted to a personal lender does not necessarily mean an excessive debt
burden to the household budget” (p. 17). What is dangerous is the combination
of the debt due to a personal loan company and due to lending institution of
other type (e.g. bank) which applies to half of loan companies’ customers. Un-
like PwC, Biatowolski (2012) asserts that taking loans from personal lenders
to repay other debts is myth. He estimates that the percentage of personal loan
companies’ customers who borrow money to amortize their obligations due to
other lending institutions was constantly decreasing, reaching 13%. Addition-
ally, he hypothesizes that in fact the risk of the debt spiral — which is unfairly
associated with personal loan companies segment — is really serious in the un-
official sector of the lending market. Finally, it is also argued that the average
loan companies’ customer “buys time — not money” (Kaczmarski 2015: 18) and
some of the customers — especially in the online segment — decide to apply for
the loan in the personal lender because they highly appreciate discretion: fast
money combined with human-free service seems to be the key for understand-
ing the motives of a group of loan companies’ clients.

1.3. Public confidence in entities providing loans to private

individuals

The results of the empirical studies devoted to trust in lending entities and
carried out in Poland so far are mixed. According to The Polish Bank As-
sociation (2014) 60% of respondents have trust in their banks and 50% have
trust in banks operating in Poland in general. For comparison, the reliance
to credit unions was declared by 23% of respondents (other entities providing
personal loans were not studied). Interestingly, no other investigated institution
achieved as high confidence as banks, including church. On the other hand,
Maison (2014) reports that trust in banks reached 36,6 points (out of 100), still
being higher than trust in other financial institutions (insurers and financial
advisors). The study also indicates that the public perception of banks is rather
negative as many people think banks realize their own interest rather than the
interest of their clients (69% of respondents). This is in line with the findings of
Instytut Wolnos$ci & Raiffeisen Polbank (2014). Moreover, Credit Information
Bureau & The Kronenberg Foundation (2014) inform that 73% of respondents
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—regardless of gender and education — believe that the responsibility for over-in-
debtedness is not only on borrowers but also on banks. Maison (2014) argues
that the reasons for such perception of banks are threefold: (1) low education
(and insecurity resulting from it), (2) low banking penetration ratio, and (3)
negative experiences with banks in the past.

Generally, international surveys confirm such picture. In the last edition of
the Edelman Trust Barometer for 2014 (Edelman 2014) — largest global study
of trust — the confidence in banks dropped from 48% in 2009 to 40% in 2014 in
Poland. The reported trust in Poland is significantly higher than in many other
European countries, yet at the same time it is below the world average (which
reached 51% in 2014). Basically, European Union exhibits very low levels of
trust in banks compared with other regions (e.g. Asia and Latin America). What
is symptomatic is that, on average, the reliance to financial services achieved
lowest result out of all studied industries (48%).

1.4. Knowledge of personal loans

Those rare surveys that are aimed at exploring what people know about loans
and how they deal with basic exercises concerning loans — i.e. what Lusardi
and Tufano (2009) name “debt literacy” — typically represent broader empirical
investigations concerning financial literacy, and sometimes even broader — eco-
nomic literacy. The history of such studies is short, even in the most developed
economies, and dates back to first decade of XXI century. Kuchciak (2013) states
that financial literacy as a research problem was basically ignored before 2000.
Today it is monitored on regular basis by OECD and other prominent institutions.

Polish literature reports that the financial literacy is low, yet slowly improv-
ing. Iwanicz-Drozdowska et al. (2009) suggest poorer financial awareness of
Poles compared with other nations and argue that it can be explained by the in-
volvement of policymakers in other, potentially having more severe consequenc-
es, challenges resulting from the system transformation. In accordance with this
findings, later ING report (2012), containing cross-country comparison of finan-
cial literacy levels, shows that in that respect Poland situates below the average
for the studied sample (eleven countries), however higher than UK and Germany.
Surprisingly, majority of Polish respondents thought that they were provided
with the financial knowledge by media, including Internet (the percentage of
people sharing such opinion was substantially lower in all other investigated
countries). Knehans-Olejnik (2014) estimated that the level of financial illit-
eracy (analphabetism) reaches 57% in Poland. Instytut Wolnosci & Raiffeisen
Polbank report (2014) concludes similarly: Poles lack financial knowledge and
skills and they do not set a great store on financial issues. Their financial literacy
is dependent primarily on education (higher education is accompanied by high-
er financial literacy) and age (25-39 years being the class exhibiting the highest
literacy). The most detailed picture of the knowledge, skills and competences
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concerning loans is delivered by Credit Information Bureau & The Kronenberg
Foundation report (2014). The survey underlying the report was designed in the
way allowing for the estimation of two knowledge indicators: subjective and ob-
jective. 43% of respondents evaluated their knowledge on lending / borrowing
issues as moderate, 39% — as low and 18% — as high. The average value of the
subjective knowledge indicator in the sample reached 53 out of 100 points. Yet,
the objective knowledge indicator was significantly lower (36 out of 100 points)
meaning that Poles overestimate their financial competences.

Even though the empirical literature devoted to financial literacy is vast, the
research papers focused on debt literacy is by far modest. Generally, the liter-
ature reports — despite some differences among countries — substantial short-
comings in the literacy, especially among the elderly, women, low income and
low educated individuals (Brown, Graf 2013; Atkinson, Messy 2012; Lusardi,
Tufano 2009). What is of special importance is the cost of being debt illiterate
estimated in some studies. Disney and Gatherhood (2011) inform that those
who lack the literacy use higher cost credit and more likely face problems in re-
paying their debts, including delinquencies. Lusardi and Tufano (2009) indicate
that low levels of debt literacy result in poor financial decisions. They found
that less literate people pay substantially higher fees and charges related to debt
compared with more literate ones.

2. Methodology, results and discussion

We prepared survey questionnaire containing 22 closed and semi-open so-
cial questions and loan knowledge test containing 12 “true / false / don’t know”
queries. Then the survey was conducted among 1004 Poles at the age of 18 or
more over the period June 16" - July 3%, 2015. The sample was representative
and it was investigated with CATI methodology by professional market re-
search firm — Biostat. To meet the article’s objectives, we utilized the responses
to seven questions (they are given in section 1 of the Appendix). The remaining
empirical material served other scientific purposes, not included here. In the
investigation of the attitude towards loans we utilized logistic regression mod-
el (section 2 of the Appendix includes details concerning the model). Finally,
section 3 of the Appendix demonstrates the structure of the surveyed sample.

As mentioned before, in the first step we scrutinized the attitude towards
loans. Our survey showed that respondents who have negative mindset against
loans outweigh those with positive attitude (34% vs. 25%). Interestingly, the
most numerous were respondents reporting neutral attitude (41%). The dom-
inance of the fraction having neutral attitude to loans was of a surprise to us
since 2/3 of respondents confirmed in the survey that they borrowed mon-
ey at least once. Thus, we expected that such former experiences with loans
would serve as the factor helping in crystallizing and polarizing the opinions
— in increasing the shares of those who perceive loans positively or negatively,
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depending on the experiences.

To get the insight into the forces responsible for the perception of loans, we
built logistic regression model with the attitude towards loans as the dependent
variable. We checked the explanatory power of various quantitative and qual-
itative independent variables, including standard demographic characteristics.
Only few of them turned out to be statistically significant. For those that stood
the test of statistical significance, we estimated the odds ratios. The obtained
results allow to make at least five interesting conclusions.

Firstly, standard demographic characteristics appeared insignificant in the
model explaining the attitude to loans (except the place of living, however only
for cities having between 100 000 and 499 999 residents).

Secondly, in terms of the odds ratio, the key factor explaining the attitude
towards loans is the former experience with them. In the light of our findings,
the chance that people who took out a loan in the past, would have positive at-
titude towards loans, is almost two times bigger than the chance of the control
(baseline) group. We believe that such result confirms the phenomenon com-
monly recognized as the fear of unknown: on average, people have negative
attitude to what they do not know. We can interfere from our empirical findings
that the experiences associated with loans are positive on average, otherwise
we would not observe such high odds ratio with high statistical significance lev-
el (p-value < 0.01) for the variable “Previous customer experience with lending
entities”.

Thirdly, the logistic regression results also show that the trust in the lending
entities translates into perception of loans in a way that seems to be reasonable
and consistent with the commonsense expectations. The odds ratio for those
who do not trust the lenders equals 0,43 which means that the chance that such
people will be positively oriented towards loans is more than 50% lower as
compared to the baseline group (those who have trust in the personal lenders).
Alike expected result was observed in the way the connotations concerning
payday loans affect the attitude towards loans in general, however in this case
the effect is even stronger. We achieved very low odds ratio (0,22) for those
respondents who admitted that their connotations are negative. Thus, the odds
that the attitude to loans of such individuals will be positive, is almost 80%
lower in comparison to the baseline group.

Fourthly, we found that what people know about loans — the variable denot-
ed as “debt knowledge” — negatively affects the attitude towards loans. As men-
tioned earlier, in the survey we put the respondents through a test consisting
of 12 “true / false / don’t know” questions. Then, the responses were utilized
as the explanatory variable in the logistic regression model. The outcome of
the regression indicates that people become more negatively oriented towards
loans as they acquire more knowledge concerning them. What is curious in the
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finding, is that the knowledge of loans does not influence the attitude towards
them in the same way as former experiences with loans.

Finally, there is clear direct relationship between the respondents’ self-as-
sessment of financial knowledge and the odds for positive perception of loans by
them. For example, the chance of being positively oriented towards loans is al-
most 50% lower in the sub-sample of respondents who assessed own knowledge
as rather high as compared to those who assessed it as decidedly high, and it in-
creases to almost 80% less than the level of odds set for the baseline sub-sample
(respondents believing that their financial knowledge is decidedly high).

We designed our survey in the way that allowed us not only to investigate
the way people perceive loans in general, but also to learn what is their percep-
tion of some specific loans in particular. In view of the article’s objectives, we
decided to take a closer look at payday loans granted by some personal loan
companies. We were curious what are the connotations concerning such loans
and how people appraise them. Additionally, given the fact that activity of so
called “parabanks” gave rise to unprecedented controversies in Poland, we de-
cided to check the attitude towards them (reflected in the overtone the term

“parabank” has to them) and what exactly people have in mind when they hear
the term “parabank”. To realize those goals, we asked a series of four questions
(see Appendix to get details).

Our examination showed that for almost 2/3 of respondents the phrase “pay-
day loan” has negative overtone. Moreover, out of five possible answers the
respondents could have chosen among, the most frequently selected was “De-
cidedly negative”. However, such results should not be considered surprising
in the light of the distribution of answers to another survey question aimed at
getting an insight into the connotations in relation to payday loans (figure 1).
55% of respondents admitted that they associate payday loans with very high
interest rates. Importantly, the share of people for whom the term “payday loan”
has negative overtone, exceeded 71% in this group. Noticeably, fewer people
link payday loans in their minds with very short duration (43%). Our empirical
findings also show that majority of people do not know that payday loans ba-
sically are not granted by banking sector institutions (with minor exceptions).
Finally, the findings also suggest that many Poles consider payday loans not
only fast, but also easy way to borrow money. Such opinion was shared by 36%
of respondents which — in conjunction with the share of those who think that
taking payday loan does not require the verification of the creditworthiness and
credit history of the borrower (17%) — is not only worrying result, by also is
a condemnation of poor loan-related knowledge of the average Pole. We com-
bined the answers to questions concerning payday loan overtone and connota-
tions to check how they interrelate one another (Figure 2).
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Figure 1. Connotations concerning the term “payday loan”

Loan granted for very short period
Loan granted by entity other than bank
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Fast and easy loan

Mo verification of creditworthinass and credit
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Source: own study.

Such combination revealed that the negative overtone was frequently selected
by those respondents who indicated “Other” when asked “What are your con-
notations of the term <payday loans>?" (except aforementioned fraction of re-
spondents who associate payday loans with very high interest rates). After closer
examination, the result seems to be understandable as almost 1/3 of such re-
spondents admitted that for them the connotations are unambiguously negative
because they associate the term “payday loan” with such things as fraud, befool-
ing people or usury. To conclude, the results may shed a light on unexpectedly
small share of those respondents who confirmed they were clients of personal
loan companies (at least in confrontation of the market data given for example in
Kaczmarski 2015 or Zwigzek Przedsiebiorcéw i Pracodawcow 2015). The belief
that payday loans meet negative public reception can result in people avoiding
the admission to borrow money that way as they think it may stigmatize them.

Figure 2. Attitude towards loans vs. connotations concerning payday loans
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Source: own study.
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The term “parabank” belongs to the most awkward words in the financial
vocabulary, at least in Poland (the meaning of the term is somewhat different
abroad). There is no official definition of “parabank”. Yet, Polish Financial Sta-
bility Committee (National Bank of Poland 2012) described it as the business
entity that extends loans through taking deposits, while not being the legitimate
bank. Thus, such entity operates out of the respective banking regulations. In
the light of the interpretation there is clear difference between parabanks and
legitimate personal loan companies: as opposed to parabank, the personal loan
company lends money on the basis of its own capital — not through deposits
made by its clients. Therefore, we used the questionnaire to check how people
perceive parabanks and if they know the nature of such institutions.

Almost 70% of respondents informed that they considered the term “para-
bank” as having negative overtone (for 42% — decidedly negative). We expected
such results, especially since our study was conducted soon after the unprece-
dented bankruptcy of well-known parabank — Amber Gold. 21% of respondents
informed that they link the term “parabank” with Amber Gold scandal, while
43% stated that they associate it with firms abusing and defrauding people.
However, we evidenced also that many people confuse parabanks not only with
personal loan companies, but also with social credit unions (Figure 3). Almost
1/3 of respondents knew that parabanks were bank-like institutions, yet not
being full, legitimate banks, however only 10% knew also that they transform
deposits into loans, as typical banks. The results of our survey confirm the
findings presented in the research report by the Office of Competition and Con-
sumer Protection (2012). The report shows that only 27% of respondents indi-
cated correct definition of parabank. Also Opolski et al. (2015) inform — on the
basis of the results of own qualitative research — about the negative perception
of parabanks.

Figure 3. Connotations concerning the term “parabank”

Entities canducting banking operations while not being...
Entities extending loans through deposits of their clients
Personal loan companies
Social credit unions
Amber Gold
Payday loan companias

Firms abusing and deceiving people 3%

Entities not veryfying the creditworthiness and credit history

Other

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Source: own study.
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Assuming that Poles can have problems with distinguishing various entities
providing loans to private individuals — and hence, with identifying involved
potential risks — in the questionnaire we inserted two questions examining the
behavior of respondents in relation to such risks. Firstly, we were interested in
the way they would verify the trustworthiness of the personal lender. Secondly,
motivated by former studies conducted in Poland, we decided to check how
many people would deposit money in a lending entity if it was the condition of
loan grant from it.

Former study of the Public Opinion Research Center (2012) showed that the
key source of advises when considering the selection of a financial product (in-
vestment in this case) appeared to be family. Opinions and recommendations
issued by the Financial Supervision Authority would be used by only 32% of
respondents. We obtained similar results concerning loans. According to them
26% of respondents would check the list of Financial Supervision Authority’s
warnings while 19% would look for the information concerning the lender in
such institutions as Consumer Federation or The Office of Competition and
Consumer Protection (Figure 4). As distinct from the Public Opinion Research
Center’s study results, our research evidenced the important role of the Inter-
net in supplying the potential borrowers with the information concerning the
credibility of lending entities (38% as compared to 21% in the report of Public
Opinion Research Center 2012). Also, we noted smaller fraction of those who
try to verify the credibility of the lending entity among the family members or
friends (37%).

Figure 4. Verification of the trustworthiness of the personal lender

Other 33%

Consumer Federation, The Office of

Competition and Consumer Protection 15%

Financial Supervision Authority 26%

Family, friends, co-workers 3%

Internet (e.g. message boards) 38%

0% 10% 20% 0% 40% 50%

Source: own study.

From our survey we learned also that there was a fraction of people (3%)
who would risk a deposit to be granted a loan from a personal lender. 17% of
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respondents would make it conditional on the terms of the loan. Such results
are consistent with the findings of the Office of Competition and Consumer
Protection (2012) according to which 3% of respondents would apply for the
loan from parabank. Similarly, the aforementioned study conducted by the Pub-
lic Opinion Research Center (2012) shows that 3% of surveyed people would
deposit money in the institution suspected to operate as the financial pyramid.

Conclusions

The results of our study show that people who have negative attitude to
loans outweigh those who are positively oriented towards them. However, we
evidenced that the most frequent is neutral attitude. One of the most important
findings is that the perception of loans is strongly dependent on former experi-
ences with them (i.e. it depends on whether or not the person took loan in the
past). The assessments of loans were clearly more positive in the fraction of
the entire sample that consisted of respondents who reported that they were
borrowers. This may suggest that there is a gap between the way people picture
loans and their impact on them in their minds, and the actual way they affect
their lives.

The loans granted outside the banking sector — represented by payday loans
in our study — have even worse opinion. Majority of surveyed people perceive
them negatively. This is understandable in the light of the most widespread
connotations concerning payday loans: they are primarily associated with very
high costs that always have negative public reception. Our study revealed alike
opinions concerning parabanks considered as lending entities. The views re-
garding them are basically negative. Almost half of the surveyed people admit-
ted that they associated parabanks with fraudulent practices such as deceiving
and abusing clients. Again, in the light of the latest scandals publicized by
media, such views are understandable. However, our study evidenced also that
many people confuse parabanks with other lending entities, which is worrying.
This may result in unjustified negative perception of such institutions as credit
unions and, especially, personal loan companies. Such empirical results can
be interpreted as evidencing low knowledge of Poles in respect of entities that
extend loans to private individuals.

Perhaps, the diagnosis concerning the respondents’ debt knowledge is the
most important finding of our study. Even though, it was not aimed at deter-
mining the level of Poles’ debt literacy, we made many indirect observations
confirming that they lack the knowledge in relation to loans. We believe that
more knowledgeable people would be more effective in protecting themselves
against threats resulting from low standards or predatory activities of some
lending entities. For example, our research showed that few people check the
warnings issued by regulatory or supervisory institutions. We think that it is so
because they don’t know how to find them.
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To sum up, our survey confirmed ambivalence against loans. Despite their
commonness, large wariness can be observed in the attitudes towards them. It
seems that it can be explained — at least partly — by insufficient information
concerning loans and institutions extending them possessed by private individ-
uals. We believe that actions undertaken by lending entities and aimed at mak-
ing potential borrowers better informed are strongly recommended. Obviously,
the regulatory authorities must also be engaged in increasing the informational
effectiveness of the market.
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Appendix

Section 1: Survey questions

Q1: What is your attitude to loans?Decidedly positive
— Rather positive.
— Neutral.
— Rather negative
— Decidedly negative

Q2: What is the overtone of the term “parabank” for you?
— Decidedly positive
— Rather positive
— Neutral
— Rather negative
— Decidedly negative

Q3: What are your connotations of the term “parabank”?
— Entities that are not legitimate banks, yet conduct banking operations.
— Entities that extend loans through deposits taken from their clients.
— Non-banking loan companies.
— Social credit unions.
— Amber Gold.
— Entities granting payday loans.
— Entities abusing people (that perpetrate fraud against people).
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Entities that do not verify the creditworthiness and credit history of the
borrowers.
Other (which?).

Q4: What is the overtone of the term “payday loan” for you?

Decidedly positive.
Rather positive.
Neutral.

Rather negative.
Decidedly negative.

QS5: What are your connotations of the term “payday loan”?

Loan having extremely short maturity.

Loan granted by a lending entity other than bank.

Loan with extremely high interest rate.

Fast and easy loan.

Loan free of verification of the creditworthiness and credit history of
the borrower.

Other (which?).

Q6: How would you verify the trustworthiness of the personal lender?

I would look for the opinions of other borrowers in the Internet (e.g. on
message boards).

I would inquire my friends, family, co-workers.

I would check the warnings issued by Polish Financial Supervision Au-
thority.

I would try to acquire the information from such authorities as Consu-
mer Federation or the Office of Consumer and Competition Protection.
Other (how?).

Q7: Would you make a deposit in a personal lender if it was the condition
of granting loan to you?

Yes.
No.
It depends on such terms as the amount and interest rate of loan and

deposit, respectively, or waiting time for the loan.

Section 2: Logistic regression results

Table 1. Model of positive attitude towards loans in general

Model of positive
attitude towards
loans in general

(Intercept) 1.37 (0.64)**
Objective knowledge
plus one score in the test -0.06 (0.03)**

Previous customer experience with lending entities
— baseline level: none
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any previous customer experience with any lending entity

Place of living
— baseline level: village

town: up to 49 999 residents

town: from 50 000 to 99 999 residents

town: from 100 000 citizens to 499 999 residents
city: 500 000 residents or more

Connotation of payday loans
— baseline level: decidedly positive

rather positive
moderate

rather negative
decidedly negative

Trust towards lending entities
— baseline level: yes

no

Subjective assessment of respondent’s financial knowledge
— baseline level: decidedly high

0.59 (0.18)***

0.07 (0.20)

-0.42 (0.27)
-0.61 (0.26)**
-0.33 (0.22)

-0.63 (0.57)
-1.30 (0.53)**
-1.51 (0.53)%**
-1.51 (0.52)%**

-0.85 (0.16)***

rather high -0.64 (0.38)*
moderate -0.90 (0.32)***
rather low -1.05 (0.36)***
decidedly low -1.49 (0.43)***
AIC 1076.24
BIC 1154.82
Num. obs. 1004
***p <0.01, **p < 0.05, *p < 0.1
Statistically significant coefficients in the model Odds ratio| p-value
Objective knowledge: plus one score in the test 0.94 0.035
Previous customer experience with lending entities: any previous
. ; . : . 1.80 0.001
customer experience with any lending entity — baseline level: none
Place of living: city: from 100 000 residents to 499 999 residents
- o 0.54 0.019
— baseline level: village
Con_nptatmn of payday loans: moderate — baseline level: decidedly 027 0013
positive
Connota'tllon of payday loans: rather negative — baseline level: decid- 022 0.005
edly positive
Cor}notatlon o.fvpayday loans: decidedly negative — baseline level: 022 0004
decidedly positive
Trust towards lending entities: no — baseline level: yes 0.43 0.000
Subjective assessment of respondent’s financial knowledge: rather 053 0.097
high — baseline level: decidedly high ) )
Subjective assessment of respondent’s financial knowledge: moderate 0.41 0.005
— baseline level: decidedly high ) ’
Subjective assessment of respondent’s financial knowledge: rather low
. . . 0.35 0.003
— baseline level: decidedly high
Subjective assessment of respondent’s financial knowledge: decidedly 022 0.001

low — baseline level: decidedly high

Source: own study.
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Section 3: Sample structure

Figure 5. Sample: gender structure

M Female

B Male

Figure 6. Sample: age structure (years)

W 18-21 years
W 22-30 years
™ 31-40 years
W 41-50 years

m 51 years and more

Figure 7. Sample: educational structure

M Primary

M Vocational
[ Secondary
M Higher
®PhD
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Figure 8. Sample: residence structure (numbers of residents)

| Village

B Town up to 49999
inhabitants

1 Town from 50000 up to
99999 inhabitants

B Town from 100000 up to
499999 inhabitants

m City 500000 inhabitants or
more
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