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ABSTRACT 

 
 

About seven percent of households in the United States have ever used a pawnshop.  This 

thesis examines a host of characteristics particular to pawnshop users with the intent to 

illustrate the demographics of this missed market.  Using the June 2011 Census Current 

Population Survey in conjunction with a Federal Deposit Insurance Corporation Survey 

Supplement, this paper finds a host of significant relationships which predispose a certain 

population group to use a pawnshop more than others.  Specifically, having a low level of 

education or a low level of income increases the probability that a household uses a 

pawnshop.  Additionally, this paper finds black or Hispanic households predispose 

individuals to use a pawnshop.  These findings have particular ramifications for developing 

policy in support of this missed financial market.       
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 1 

INTRODUCTION 

 

When we think about the financial sector, we typically think about commercial 

banks making loans to individuals with a strong credit history, generally with an 

attached interest rate.  This interest rate essentially is the cost an individual 

bears to borrow money from a bank, and is a representation of the bank’s profits.  

Interest rates, often expressed as annual interest rate1(or APR), commonly range 

between 3-5%2, according to a number of popular bank websites (Bank of 

America and Nationwide). These banks are the heart of the formal financial 

sector, and provide their clients with transaction, saving, and credit services, 

each of which are explained below. The definitions are based on those prepared 

by the 2011 FDIC Survey of Unbanked and Underbanked Households ( FDIC, 

2011)   

Transaction Products 

Through transaction products, banks provide a means for individuals to engage 

in cash transactions.  Some examples include converting checks to cash, 

purchasing money orders. Banks may charge nominal fees per transaction with 

fee amounts varying from branch to branch.   

 

                                                        
1 An APR takes any interest rate and quotes it in terms of interest paid on the 
principal per year.  This measure allows consistency across different interest rates 
and different durations of interest rates.  
2 The author visited several commercial bank websites (nationwide.com 
bankofamerica.com) to average home mortgage interest rates as of November 2012.  
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Saving Products 

Customers also have the option to save their money in bank accounts.  These 

generally long term relationships between clients and their banks allow clients to 

store their money in bank accounts in return for an interest payment.  Banks are 

then able to loan out this money to clients through credit services.   

Credit Services 

Credit services account for the bulk of a bank’s revenue generating activity. 

Banks essentially lend out money to individuals requesting a loan and earn 

revenue generated through interest paid on these loans. These loans can range 

from home mortgages to boat loans and include a competitive interest rate 

depending on the market.  The actual interest rate and size of the loan are a 

function of how risky the borrower is, with the interest rate increasing according 

to the directly as the perceived risk level rises.    

A recent Federal Deposit Insurance Corporation survey found that nearly 70% of 

U.S. households are “fully banked”, or participate in this formal financial sector 

(FDIC, 2011).  

Importantly, however, this still leaves 30% of U.S. households that specifically 

choose not to participate in the formal banking sector.  Should these households 

need financial services they turn to the informal banking sector, where banks 

play a limited role, or deal exclusively in cash payments.  This paper will focus on 

non-bank financial services, specifically transaction and credit services, provided 



 3 

in this informal banking sector.  Private businesses are the major players in this 

market and provide informal transaction and credit services. Non-bank check 

cashing and non-bank money order services offer customers a means to certify 

payment or cash their checks, often with added fees.  Credit services are 

available in the form of pawnshops, payday loans and government refund 

anticipation loans. Pawnshops provide small dollar loans dependent on the value 

of collateral.  Payday loans and government refund anticipation loans are a way 

for consumers to receive loans ahead of time, again with a fee attached.      

Using 2011 Census Population Survey data supplemented with an FDIC 

questionnaire, this paper looks specifically at pawnshops and the characteristics 

of their clients. 

Pawnshops have experienced new levels of publicity through new television 

shows such as The History Channel’s “Pawn Stars”, and an expansion of cash-

for-gold businesses, which technically fall under the pawnshop sphere.  Goldmax 

USA, the leading cash-for-gold pawnshop has over 200 stores in the United 

States and is rapidly expanding in California (Goldmax, 2012).     

Simply, pawnshops provide short-term small-dollar loans by collecting tangible 

collateral. The size of the loan is directly related to the perceived value of the 

collateral, and is often less than the value of the collateral. As an example, the 

author visited a pawnshop with the intent to sell a camera.  The original cost of 

the camera was $450. According to a number of estimates from D.C. area 

camera shops, the camera and accompanying case and lenses were worth about 
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$350.  When the camera was taken to the pawnshop, the pawn dealer explained 

he would be able to offer $300 for the camera and purchase it on the spot.  

Additionally, the dealer volunteered his intentions of reselling the camera at a 

higher price. It is plausible that the dealer valued the camera at $350 as valued 

by the camera stores, resulting in a $50 profit or collateral on a loan as discussed 

below.  

Typically, clients usually have anywhere from one to several months to repay the 

loan, paying interest, and reclaim their item; the exact duration is a function of 

state regulation.  Pawnshops internally value the item and provide a loan less 

than the true value of this item, the difference being a form of collateral.  A study 

by the Federal Reserve Bank of Kansas City found the average pawnshop loan 

in the United States is estimated around $50, with APRs as high as 240 percent3 

(Caskey and Zikmund, 1990). Should a client be unable to pay back the principal 

loan and accumulated interest payment, the pawnshop is authorized to sell the 

object at its true value.   

To illustrate the mathematics of pawnshops using equations, we establish the 

following variables: 

True Value of Item: (δ)        Size of Loan: (δ- β) 

Repayment: ( δ- β) * r                 Minimum APR: 12*r 

                                                        
3 Annual Percentage Rates are a measure of the interest rate charged on a yearly 
basis.  As the pawn loans are generally less than one year, this rate is calculated 
formulaically to extrapolate what a monthly interest would represent on a yearly 
term.  For comparison, credit cards generally have APRs around 30%, and home 
mortgage loans are around 3-5% as mentioned above. 
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Where β is the value of collateral the pawnshop designates, and r is the monthly 

interest rate the pawnshop charges.  It then follows that pawnshops face two 

scenarios: 

1. The client defaults on the loan obligation.  In this situation, the pawnshop is 

able to sell the item at its true value and generate profits equal to the expected 

revenue.  This value stays constant regardless of interest rates. 

 Pawnshop Profit: (δ) - (δ- β) = (β) 

2. The client is able to repay the principal loan and accrued interest and reclaims 

the item. The pawnshop profit in this case is equal to the interest rate on the loan 

amount.  Here, the pawnshop has decisions as to what level of the loan to set 

and what interest rate would be most beneficial.  We will continue to analyze this 

scenario below. 

Pawnshop Profit: ( δ- β) * r 

Pawnshops incentives are to earn the highest profit possible, in line with the 

motives of any private business.  As such, in an ideal setting for a pawnshop, 

dealers would be able to assess their client’s ability to repay a loan.  The dealer 

would likely provide a smaller loan, and hence keep larger collateral, if they felt a 

client would be unable to pay the loan.  Alternatively, should a pawn dealer 

assess a client would be able to repay the loan, it would be in the dealers best 

interest to provide as large of a loan as possible to increase revenues generated 

by interest.  This is conditional on pawnshop interest rates being generally 
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constant.  Pawnshops are able to set individual interest rates per client.  To 

better understand the interest rate decision made by a pawnshop, we must 

establish a minimum equilibrium level of the interest rate, found by equating the 

pawnshop profit from the two scenarios above: 

Min equilibrium Interest Rate: r = (β/(δ-β) 

At the above minimum equilibrium interest rate, pawnshops will receive their 

collateral in the form of profit regardless of if the client is able to pay the loan or 

not, and essentially zeros the pawnshop’s risk.  In case the interest rate is lower 

than this maximum, the pawnshop will not be as well off as it could have been 

should the client have defaulted, i.e.  (β)> (δ- β) *r.  The pawnshop may choose 

to charge a higher interest rate than β/(δ-β), denoted by a factor of j: 

Interest rate: r + j =  (β/(δ-β) + j 

Amount to Pawn Shop: ( δ- β) * new interest rate (r+j) =  β + δj + βj4 

True APR: 12*(r+j) 

If the pawnshop is able to charge a higher interest rate, its profit is increased by a 

factor of (δj + βj) found by multiplying r+j by the loan amount.  As shown above, 

the larger β, the smaller the size of the loan, and the higher r must be for 

equalization.  If either r or β is too high, the pawnshop runs the risk of having the 

client defer and choose to go elsewhere, resulting in 0 gains for the pawnshop.  

The pawnshop may therefore be unable to charge an additional interest rate j, 

                                                        
4 If default, j = 0, and the pawnshop returns to only having its collateral. 
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and will limit its profit to simply the collateral, or β. Conversely, if β is low, we are 

able to provide a larger loan at a lower equalization interest rate, resulting in the 

possibility for charging r+j.  However if the client defaults, the pawnshop is left 

with a lower β.  There may be a larger probability of intentional default if β is too 

low.  In the extreme case where β is 0, the pawnshop is paying the true value of 

the good, leaving no reason for the client to repay the loan.  Therefore: 

Intentional Default < β < No Loan is Made 

We can therefore consider β a measure of risk the pawnshop is willing to take.  

There is an incentive for the pawnshop to manage its collateral value (β), 

weighing the risk of default.  Pawnshops generally do not explore their client’s 

background history, resulting in limited information on default risk.  

Pawnshop clients, on the other hand, want to minimize β, resulting in the largest 

possible loan.  Additionally, the lower the effective interest rate the pawn shop 

charges (r+j), the lower the cost of taking out this pawn loan.  Given the 

reasonably competitive pawnshop market, each store setting its own β and 

corresponding r+j, the client will necessarily choose the most favorable deal, 

minimizing β + δj + βj. 

These formulas show a very important understanding of pawnshops: they are 

players in a market with a number of unique characteristics, which this paper 

seeks to highlight.  First and foremost, the pawnshop dealer faces asymmetric 

information as to a clients’ risk helps formulate the amount of a loan and an 

interest rate. It is hypothesized that vulnerable portions of the U.S. population are 
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using pawnshops and may not either understand the terms of a pawnshop or 

may have limited options other than using pawnshops for the credit services, 

resulting in the high risk levels.  If we can accurately generalize that pawnshop 

clients are high-risk individuals, supported by a client’s willingness to seek a loan 

from a pawnshop instead of a bank with more favorable rates, the pawnshop 

would tend towards the first scenario identified above. This will result in larger 

collateral and lower loan values.  

Despite high APRs, pawnshops provide credit to households that may otherwise 

be ignored by banks and the formal banking sector. In some ways, pawnshops 

take advantage of a missed market by the formal banking sector. As an example, 

poor households without a steady income have a high risk of defaulting on their 

loans, rendering banks unwilling to take on the risk. The pawnshop, by setting an 

implicit yet mutually agreeable β, will assume the risk compensated with a high 

“reward”, and is thus willing to provide the loan. Additionally, small dollar loans 

are often unprofitable for banks given the administrative costs associated with 

each loan application, as per federal regulation. These costs are not as high for 

pawnshops as pawnshops are not federally regulated and will incorporate any 

administrative costs when calculating their β. Pawnshops therefore provide 

services to these otherwise helpless consumers.  

There is a danger in accepting a pawn loan, however. First and foremost, as was 

previously shown, how pawnshops determine their β is entirely an internalized 

procedure. While we can set a framework and limitations for β, each individual 

pawnshop determines the exact process. Secondly, the interest rate charged 
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(r+j) is also determined without any level of transparency. Pawnshops are 

incentivized to charging as high of an interest rate as possible to increase their 

profit structure. This results in the APRs as high as 240 percent, as the Federal 

Reserve Bank of Kansas City notes (Caskey and Zikmund, 1990). With only state 

level regulation, pawnshops are allowed to vary their behavior across the 

country, and set β and j at their will, which can reduce their client’s welfare. 

According to a paper published in a law review, pawnshops often engage in 

predatory lending, which the U.S. Federal Reserve Board terms “welfare-

reducing provisions of credit” (Morgan,2007, p.1). 

While pawnshops do fill a need in society, this paper will argue that this need 

should be filled by the formal banking sector. Banks must adapt, with support of 

the federal government, to expand their product lines and extend managed loans 

to households otherwise engaged with pawnshops. We as a society must ensure 

these financially vulnerable households are not exploited by high interest rates 

and unfavorable loan conditions. This paper will focus specifically on income and 

education levels of pawnshop users, as well as their race and gender.  

The unit of analysis will be households rather that individuals. Households will 

provide a more accurate picture as finances and loans are often shared among 

households. 

As such, if we can accurately generalize that pawnshop clients are high-risk 

individuals, supported by a client’s willingness to seek a loan from a pawnshop 
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instead of a bank with more favorable rates, the pawnshop would tend towards 

the first scenario identified above.  This will result in larger collateral.  
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LITERATURE REVIEW 

Researchers have focused their efforts on uncovering the informal banking 

sector in developing countries rather than in the United States.  As a paper by 

Alejandro Portes and Saskia Sassen-Koob notes, widespread informal sectors 

are primarily a characteristic of developing countries, where they exist to 

“function as a refuge from destitution” (Portes &Sassen-Koob,  1987, p.10). 

Arguably, while a developed economy such as the United States does not suffer 

from destitution, the informal sector does play a role in finances. 

As Osaki and Burhouse, lead authors of the 2011 FDIC national survey of 

unbanked and underbanked houses point out, an estimated 20.8% of the U.S. 

population has used an alternative financial service in the past year, 2011 to 

2012 (FDIC 2011). The FDIC defines alternative financial services offered by 

provides that are not federally insured.  For purposes of this paper we will define 

these services as operating in the informal sector.  Their formal sector 

counterparts will then be the federally regulation banking sector.   This definition 

helps clarify the missed market: services provided to clientele by the informal 

sector rather than the formal, regulated, sector. 

As previously mentioned, we can categorize the alternative financial services into 

transaction services and credit services.  As John Caskey notes, these 

transaction services can be very expensive.  “Outside of a small number of states 

with strictly binding fee ceilings, most commercial check-cashing outlets charge 

between 2 and 3 percent of the face value of a check to cash it.” (Caskey, 1991, 
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p.83) .  Caskey further notes that as much as $400 in income for a family earning 

$18,000 annually can go towards using non-bank check cashing services. As a 

rationale as to why households choose to use these transaction services, Caskey 

argues most banks will not cash checks for clients that do not have a bank 

account open.  Opening a bank account with a minimum balance may be difficult 

and costly for families that live paycheck-to-paycheck.  Checks may “bounce” 

resulting in additional fees for families that frequently bring their bank accounts 

near zero (Caskey, 1990, p.3).   

As far as credit services, a paper by Skiba and Tobacman analyzes the impact of 

payday loans, a non-bank credit granting services that close to 10 million 

Americans used in 2002, the date of publication (Skiba & Tobacman, 2009).  The 

authors argue these payday loans can charge annualized compounded interests 

as high as 7000%.  Annual compounded interest rates are calculated by taking 

short term rates as posted by the payday lenders and extrapolating them out to 

interest rates in annual terms.  Skiba and Tobacman find that “over half of 

payday clients default on their payday loan within one year of taking out the loan” 

(Skiba & Tobacman, 2009, p.4).   Further, those borrowers that have defaulted 

within the scope of this study have “already repaid or serviced on average five 

payday loans, making interest payments of 90% of their original loans principal 

(Skiba & Tobacman, 2009, p.1).”  From any angle, these findings portray payday 

loans as a welfare reducing non-bank alternative financial service.  These loans 

disrupt the financial health of borrowers, and tend to result in repeat customers 

that are exposed to exorbitant interest rates.   
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This paper is primarily interested in the characteristics of pawnshop users.  A 

number of studies look at some of the determinant characteristics of where 

pawnshops choose to locate.  Optimally pawnshops would like to locate where 

the number of clientele are highest, similar to any other business’s location 

decision.  

As Prager finds in her study, pawnshops and other alternative financial service 

providers locate in neighborhoods where a large percentage of the population is 

black or lack a high school diploma (Prager, 2003).   This finding agrees with our 

original hypothesis: pawnshop clientele tend to be marginalized groups of 

people, be it racial minorities or those that lack an education, and hence have a 

lower income.  Curiously, Prager continues to find that alternative financial 

service providers tend not to locate in the poorest areas or those neighborhoods 

with a large percentage of Hispanics.   Nonetheless, this paper hopes to expand 

the literature on pawnshops in particular.   

Jeanne Hogarth at the Federal Reserve Board, along with her colleagues, 

examined the 2009 FDIC dataset and found groups with certain characteristics to 

use pawnshops more than others. Specifically, Hogarth finds a negative 

correlation of pawnshop usage with education, employment, and income, which 

is consistent with our theory (Hogarth, 2012).  Contradictorily, however, Hogarth 

finds Black and Hispanic households use pawnshops less than their White 

counterparts.  This paper uses an updated version of Hogarth’s data set, using 

the 2011 FDIC supplement along with the CPS.  We are interested in seeing if 

these trends are still valid, and additionally to test if Hogarth’s findings on race 
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and pawnshop use are still valid.  Further, this paper will analyze how single 

mothers tend to use pawnshops.  As a marginalized segment of the U.S. 

population, there may be a significant difference in Single Mothers using 

pawnshops as compared to married families.    
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METHODOLOGY 

Data 

This paper will use the 2011 Census Population Survey (CPS) with an FDIC 

sponsored Unbanked/Underbanked household supplement.  The data was 

collected by the Census bureau in June 2011 and is the most recent data source 

available from the Federal Government on Pawnshops by the time this paper 

was published.  The June 2011 CPS surveys around 54,000 households 

stratified by state to allow for a proportional sample.  The FDIC supplement 

included about 40 questions, which asked respondents about their use of bank 

accounts and alternative financial services.   

While all households were given the survey, participants were terminated from 

the survey if they refused to respond or responded “not at all” or “do not know” 

when asked about how much they participate in making financial decisions for 

their household.  

From the 58,900 households that were eligible, about 53,700 responded to the 

survey, resulting in a 91.2% response rate.  About 44,900 of these 58,900 

responded to the FDIC Unbanked/Underbanked supplement, and make up the 

core observation group for this paper.   

Weighting 

The Census bureau provided weights for the CPS and the FDIC 

Unbanked/Underbanked supplement respondents.  These weighs allow us to 
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adjust for non-response bias, and provide a clearer picture of pawnshop usage 

across the United States.  Using the weighting methodology allows us to draw 

conclusions representing the entirety of the United States.  Using household 

weights, the 44,905 respondents represent 120,407,604 U.S. households.  This 

120million estimate is therefore an estimate of the number of households in the 

United States.  Please refer to the FDIC Technical Notes for further information 

on how the data was conducted and how the weighting applies to the data.5  

Cleaning Methodology 

The FDIC supplement asked specifically about pawnshop use in the United 

States. The 44,905 respondents were asked the following: 

Have you or anyone in your household EVER pawned an item at a pawn 

shop because cash was needed, and not just to sell an unwanted item? 

90% of this sample responded “no” to the question while 7.24% responded that 

they had used Pawnshops in the past.  The FDIC supplement asked additional 

questions examining how recently these households use pawnshops – breaking 

the data into those that used Pawnshops in the last 2-12 months, and those that 

used pawnshops in the last 30 days.  The data breakdown is as follows: 

 

 

                                                        
5Please see the following webpage for Appendix E of the 2011 FDIC National Survey 
of Unbanked and Underbanked households:  
http://www.fdic.gov/householdsurvey/2012_unbankedreport_app_e.pdf 



 17 

Table 1.1: Pawnshop Use – Unweighted 

 Frequency Percent 

Did Not Use a Pawnshop 40,556 92.58 

Ever Used a Pawnshop 3,250 7.42 

Pawnshop Use Unknown 1,099 2.45 

   

Total 44,905 100 

 

Table 1.2: Pawnshop Use – Weighted 

 Frequency Percent 

Did Not Use a Pawnshop 108,283,150 89.93 

Ever Used a Pawnshop 8,958,442 7.44 

Pawnshop Use Unknown 3,166,012 2.63 

   

Total 120,407,604 100 

As these tables suggest, roughly about 7.5% of the sample have used 

pawnshops at some point in the past.  This report does not make a distinction of 

how recently the households have used pawnshops.  This paper is more 

concerned with characteristics that would drive a household to use a pawnshop 

at all.  Further, 1,099 observations or 2.45% of the un-weighted sample either 

refused to answer this question or responded with “do not know”.  These 

observations will be removed from all following discussion as they do not add to 

our analysis.  Further while the author respects the value of each individual 

observation, including these unknown observations will create noise.  Moving 

forward, this paper will use the following: 
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Table 1.3: Cleaned Pawnshop Use – Unweighted 

 Frequency Percent 

Did Not Use a Pawnshop 40,556 92.58 

Ever Used a Pawnshop 3,250 7.42 

   

Total 43,806 100 

 

Table 1.4: Cleaned Pawnshop Use - Weighted 

 Frequency Percent 

Did Not Use a Pawnshop 108,283,150 92.36 

Ever Used a Pawnshop 38,958,442 7.46 

   

Total 117,241,592 100 

This table shows roughly 7.65 percent of the sample has used pawnshops.  This 

will provide enough variation to conduct a thorough study of the characteristics 

specific to this 7.64% of US households.  

 

Characteristics 

Race. A main variable of study will be the race of the household.  As previously 

mentioned, this paper will look at how important the race of the household will be 

to their use of pawnshops.  If we can highlight a specific racial group that may 

use pawnshops more than others, the policies can be put into action that may 

help provide additional sources of financial services that may improve the 

households’ welfare. 
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Specifically, the authors hypothesize that black households and Hispanic 

households will disproportionately use pawnshops more than other racial groups.   

That is, our hypothesis in regards to race will be the following: 

Ho: There is no difference in pawnshop use by race 

Ha: Black and Hispanic Households use pawnshops at a higher rate than 

other race groups 

An important note must be made about data collection in regards to race.  The 

CPS first asks respondents if they are of black decent.  Should a household 

identify as even partially black, they will fall into the “black” category.  If the 

household does not identify as black, they will be asked if they identify as 

Hispanic.  An affirmative answer here will mark the household as “Hispanic – 

Non-Black”.  A third category then will be “Asian Households” and a fourth and 

final category being “White and Other non-Black non-Hispanic”.  A table with the 

results follows 

Table 2.1: Race and Ethnicity, Unweighted  

 Frequency Percent 

Black Households 4,509 10.29 

Hispanic Households 3,964 9.05 

Asian Households 1,666 3.8 

White and Other Households 33,667 76.85 

   

Total 43,806 100 

This table highlights the racial diversity of the sample.  Specifically, of the 

approximately 43,800 un-weighted observations, 76% are white while 10.3% are 
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black and 9.05% are Hispanic, and almost 4% are Asian.  If we use the weighted 

sample, the following percentages emerge: 

Table 2.2: Race and Ethnicity, Weighted 

 Frequency Percent 

Black Households 15,370,373 13.11 

Hispanic Households 13,283,472 11.33 

Asian Households 4,842,078 4.13 

White and Other 

Households 83,733,945 71.42 

   

Total 117,241,592 100 

While the breakdown is similar, it is important to notice that the weights increase 

the proportion of black households, Hispanic households and Asian households, 

while reducing the proportion of white households.  Regardless, white 

households make up a majority of the sample.  The above represents the racial 

breakdown of households that answered the FDIC survey and responded either 

yes or no to using pawnshops. 

The below table looks at the racial breakdown by of pawnshop users: 

Table 2.3: Pawnshop Use by Race and Ethnicity 

Race and Ethnicity 

Pawnshop Use  

Never Used a 

Pawnshop 

Used a 

Pawnshop Total 

    

Black Households 3,965 544 4,509 

Hispanic Households 3,580 384 3,964 

Asian Households 1,627 39 1,666 

White and Other 

Households 31,384 2,283 33,667 

    

Total 40,556 3,250 43,806 
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Table 2.4: Race and Ethnicity of Pawnshop Users 

 Frequency Percent 

Black Households 544 16.74 

Hispanic Households 384 11.82 

Asian Households 39 1.2 

White and Other 

Households 2,283 70.25 

   

Total 3,250 100 

Table 2.3 shows the numbers (un-weighted) of each race group and the 

breakdown of how they use pawnshops.  Interestingly, it seems that almost 12% 

of black households and 10% of Hispanic households use pawnshops as 

compared to 2% of Asian households and 6% of white households.  This 

suggests our hypothesis that minority households may use pawnshops at a 

higher proportion than their white counterparts.    

Education. A second important aspect of pawnshop use is the education level of 

the households.  We argue that education should have a direct relationship to 

whether or not households decide to use pawnshops.  For purposes of this 

survey, household education was asked by the survey respondent and broken 

down into the following categories: 

1. No High school Degree 

2. High School Degree 

3. Some College 

4. College Degree 

These four groups represent sizeable distinctions in education levels and will be 

analyzed separately.  Our hypothesis suggests, as cited by others in the field 
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(Caskey, 87), that a lower level of education will increase the chances of using a 

pawnshop, or rather those that use a pawnshop will tend to have a lower level of 

education as compared to those who have a college degree.   

Ho: Education levels have no impact on pawnshop usage 

Ha: Households with lower levels of education have a higher propensity to 

use pawnshops 

We will treat each of these as a dummy variable, and use College degree as our 

reference group.  The below table looks at the education level of observations in 

the sample.  We find the distribution to be roughly equal across each of the 

groups which should provide additional variance across pawnshop users.    

Table 2.5: Education, Unweighted 

 Frequency Percent 

Some High school 4,811 10.98 

High School Degree 12,537 28.62 

Some College 12,484 28.5 

College Degree or Higher 13,974 31.9 

   

Total 43,806 100 

To see how education group may vary across pawnshop users, we run the 

following cross-tabulation of education on pawnshop users. 
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Table 2.6: Pawnshop Use by Education 

Education 

Pawnshop Use  

Never Used a 

Pawnshop 

Used a 

Pawnshop Total 

    

Some High school 4,265 546 4,811 

High School Degree 11,392 1,145 12,537 

Some College 11,346 1,138 12,484 

College Degree or Higher 13,553 421 13,974 

    

Total 40,556 3,250 43,806 

 

Table 2.7: Education of Pawnshop Users 

 Frequency Percentage 

Some High school 546 16.8 

High School Degree 1,145 35.23 

Some College 1,138 35.02 

College Degree or Higher 421 12.95 

   

Total 3,250 100 

The first table shows how the education level varies for pawnshop users. This 

table tells us that about 11% of those without a high school degree use 

pawnshops as compared to roughly 9% of those with a high school degree and 

some college. Only about 3% of those that have a college degree use pawnshop. 

 The second table looks at the education level of only pawnshop users.  While we 

do see only about 13% of pawnshop users have a college degree, curiously 

about 70% of pawnshop users seem to have a high school degree or some 

college degree.  This is a representation of the population sizes and the relatively 

low number of observations without a high school degree. 

Income. A third important and directly linked variable is the level of income.  

Importantly, a households’ income level can directly contribute to their decision to 
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use a pawnshop or not.  On one extreme, having a large income may preclude a 

household from experiencing a large enough income shock that may warrant a 

visit to a pawnshop.  Additionally, we argue wealthy households on average 

would seek financial transactions in the formal banking sector. A major portion of 

bank loan approval is the existence and size of income flows; a larger income is 

met with less risk and more favorable loan conditions, on average.  As such, we 

would expect wealthier households to use pawnshops on a limited basis.  

Conversely, this leaves the poorer households as the main clients for 

pawnshops, a theory we hope to examine with this paper.  Our hypothesis is as 

follows: 

Ho: Income levels have no impact on pawnshop usage 

Ha: Households with lower levels of Income have a higher propensity to 

use pawnshops 

For purposes of this study, our income variable is broken down into the following 

categories, measuring annual income of the respondent, which is then 

interpreted to be a representation of household income6:  

1. Less than $15,000 

2. $15,000 - $30,000 

3. $30,000 - $50,000 

                                                        
6 A slight discrepancy lies in our evaluation of pawnshops at the household level and 
income collected by Census at an individual level.  For purposes of this study, the 
individual income level will be just a representation of household level, and by no 
means an exact measure of household level for families with more than 1 earner.  
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4. $50,000 - $75,000 

5. At least $75,000 

Running a quick tabulation, we see that our observations are evenly spaced out, 

with generally 1/5 of the respondents in each group, skewed towards households 

with higher income levels. If we then examine the income levels where 

households use pawnshops, we should expect to see a higher percentage of 

households with lesser incomes in comparison: 

Table 2.8: Income Distribution 

 Frequency Percent 

Less than $15,000 6,723 15.35 

Between $15,000 and $30,000 7,836 17.89 

Between $30,000 and $50,000 9,010 20.57 

Between $50,000 and $75,000 8,256 18.85 

More than $75,000 11,981 27.35 

   

Total 43,806 100 

 

Table 2.9: Education of Pawnshop Users 

Income 

Pawnshop Use  

Never Used a 

Pawnshop 

Has Used a 

Pawnshop Total 

    

Less than $15,000 5,722 1,001 6,723 

Between $15,000 and $30,000 6,982 854 7,836 

Between $30,000 and $50,000 8,340 670 9,010 

Between $50,000 and $75,000 7,842 414 8,256 

More than $75,000 11,670 311 11,981 

    

Total 40,556 3,250 43,806 

The left table above shows a quick reference of all households and their 

distribution along the income scale while the right table shows income level of 

households that have used a pawnshop.  Simply, 15.84% of respondents said 
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they had an income of less than $15,000. Of pawnshop users, however, 30.8% 

have incomes less than $15,000.  This shows a promising result in favor of our 

hypothesis.  

Employment. To follow along with the income analogy, unemployed individuals 

may not have the opportunity to use a formal banking system for their credit 

needs.  A 2008 FDIC pilot program partnered with 28 banks to provide an 

affordable and responsible small dollar loan program offering loans through the 

formal banking system for amounts less than $2,500 – similar to what pawn 

shops offer.  Part of underwriting for this small dollar loan was a steady income 

stream, again underlying the importance of being employed and a household’s 

ability to take out a small dollar loan.  It then stands to reason that those 

individuals that are unemployed may be subjugated to the informal banking 

sector and may have a higher propensity of using pawnshops. 

Our hypothesis is as follows: 

Ho: Employment levels have no impact on pawnshop usage 

Ha: Unemployed households have a higher propensity to use pawnshops 

A few cross tabulations finds similar results, showing while 5.07% of our 

respondents are unemployed; a larger 12.25% of those that do use pawnshops 

are unemployed.  This discrepancy points to the fact that there may be an 

underlying propensity for the unemployed to use pawnshops more than those 

that are employed or are not in the labor force.    The two tables follow, with the 
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upper table showing a cross section of the entire U.S. population (weighting is 

used here), while the lower table shows a subsection of households using 

pawnshops.     

The 33% of observations listed as not in the labor force pose a particularly 

challenging problem.  Individuals can choose not to be in the labor force for a 

number of reasons with are difficult to generalize.  Individuals may have a difficult 

time finding a job and be labeled a disgruntled worker; they may be retired due to 

old age; they may have a disability; or they may value leisure more than labor 

given their wealthy.  The possibilities are endless as to why individuals choose 

not to be, or are forced out of, the labor force.   As a result of the complexity in 

this variable, this paper will exclude observations of individuals not in the labor 

force when including a measure of employment.   We are more interested in 

observing the impact of being employed versus not being employed on the use of 

pawnshops.  Including those not in the labor force may obfuscate our results.   

Table 2.10: Employment 

 Frequency Percent 

Employed 26,741 61.04 

Unemployed 2,220 5.07 

Not in Labor Force 14,845 33.89 

   

Total 43,806 100 
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Table 2.11: Employment Status of Pawnshop Users 

 Frequency Percent 

Employed 1,737 53.45 

Unemployed 398 12.25 

Not in Labor Force 1,115 34.31 

   

Total 3,250 100 

 

Family Status. A final important analysis group is that of single mothers.  As 

previously mentioned, single mothers are frequently disadvantaged both in terms 

of finances and other societal benefits.  The USDA in 1974 launched WIC 

(Women, Infants, and Children) program to help support this group in particular, 

citing a particular poverty cut off of 185% below the poverty line.  As such, there 

is a certain emphasis placed on helping this disadvantaged population.  This 

paper will examine whether or not there may be a need to support this segment 

of the population by way of supplying a formal banking outlet should we find 

single mothers have more of a tendency to use pawnshops.  

Model 

Using the above variables, we are able to institute a probabilistic model where we 

look at pawnshop use as our dependent variable and the aforementioned variables 

as independents. We will use a series of control variables, including age, U.S. 

citizenship, access to pawnshops, and gender to account for any extraneous effects. 

The model can be found using the regression tables below. 
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RESULTS 

Control Variable 

Number of Pawnshops. In running this regression above, a few different variations 

were considered to truly achieve the causal relationship as desired; does belonging 

to a certain characteristic group impart a statistically significant change in a 

person’s use of pawnshops.  Factors such as the ability to access a pawnshop, as 

indicated by the number of pawnshops by micro-area, may have a distinct impact on 

an individual’s ability to use a pawnshop.  Living in a certain rural town with no 

nearby pawnshop may circumstantially exclude an individual from using a 

pawnshop rather than relying on their characteristics to measure their predisposed 

use of pawnshops. 

Current data on the number of pawnshops at a micro level was unavailable at the 

time of this paper. In the 2007 Economic Census, the census bureau included a study 

of the number of pawnshops, given by the North American Industry Classification 

System(NAICS) code, defining a pawnshop as “establishments primarily engaged in 

lending money, at interest, in exchange for personal property, left as security, and 

selling the merchandise if the money is not reclaimed.”  While this definition is in 

line with the pawnshop definition used in this paper, using 2007 pawnshop 

numbers would not provide additional insight, as these numbers are outdated.  

According to a report by IBIS world, the pawnshop industry grew approximately 

2.6% each year between 2006 and 2011.  These 2007 pawnshop numbers, 

therefore, do not allow an accurate representation of the effect of having a 
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pawnshop in a particular location on their usage rate.  Using this rationale, the 2007 

number of pawnshops in a particular state was not used.   

To best account for the number of pawnshops per micro area, we used a variable 

that was available in our FDIC supplement to the 2011 Current Population Survey 

(CPS), namely controlling for Metropolitan Statistical Area (MSA).  The Census CPS 

provides a location for each of 264 MSAs, ranging from a weighted 60 people to 

upwards of 7,000 people, depending on the location of the MSA as designated by the 

Office of Management and Budgeti. By including MSAs in our regression models, we 

are able to control for the number of pawnshops in each of the areas, indirectly.  An 

observation’s use of pawnshops will be specific to their MSA and will be compared 

to others within their MSA.  This protects the integrity of the characteristics of 

interest, without obscuring the results without including a measure for access to 

pawnshops.   

As is typical, regressions often control for the demographic characteristics in order 

to focus on their variables of interest and measure any impact.  This paper is unique 

in that the demographic variables are in fact the variables of interest.  As a result, no 

other control variables are used.  

Regressions : Probabilistic and Marginal Impacts on Pawnshop Use 

We begin with a basic probabilistic model regressing our variables of interest on a 

dummy variable of pawnshop use. For exploratory purposes, this first regression 

does not include a control for location as discussed above.  The rationale for this is 
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purely from a policy aspect.  If we find no difference in the magnitude and 

significance when we include the geographic constraint, we can say that these 

characteristics are ubiquitous; the impact of belonging to a certain group will alter 

your predisposition towards using pawnshops regardless of your access to 

pawnshops.  One may imagine that individuals with a desire to use pawnshops 

either locate within communities where pawnshops exist or are willing and do 

travel to pawnshops outside of their MSA.  Thus they develop an access to 

pawnshops that supersedes our measure of pawnshop access. 

This first regression performs a probit and lists the coefficients while the second 

regression provides the marginal effects from the probit to allow for an easy 

interpretation. 
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R1.1: Probabilistic (1) and Marginal Impact (2) of Characteristics on 

Pawnshop Use 

 (1) (2) 
Variables pawnshop pawnshop 

   
High School -0.0588*** -0.00664*** 

 (0.0182) (0.00201) 
Some College -0.0699*** -0.00786*** 

 (0.0188) (0.00206) 
College Graduate -0.405*** -0.0418*** 

 (0.0219) (0.00202) 
Black Households 0.130*** 0.0161*** 

 (0.0157) (0.00210) 
Hispanic Households 0.117*** 0.0145*** 

 (0.0198) (0.00262) 
Asian Households -0.344*** -0.0308*** 

 (0.0493) (0.00328) 
Between $15k and $30K -0.0961*** -0.0105*** 

 (0.0166) (0.00174) 
Between $30k and $50k -0.250*** -0.0257*** 

 (0.0176) (0.00162) 
Between $50k and $75k -0.355*** -0.0344*** 

 (0.0200) (0.00163) 
Greater than $75k -0.550*** -0.0526*** 

 (0.0217) (0.00172) 
Home Ownership 0.283*** 0.0326*** 

 (0.0133) (0.00153) 
Unmarried Female Family 0.146*** 0.0183*** 

 (0.0153) (0.00209) 
U.S. Born Household 0.463*** 0.0410*** 

 (0.0231) (0.00152) 
Age Group -0.0811*** -0.00934*** 

 (0.00400) (0.000460) 
Constant -1.627***  

 (0.0424)  
   

Observations       43,806   43,806 
Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Education. From this regression, we find a several noticeable findings.  Starting 

with education, there are three dummy variables that seek to measure the impact of 

having completed a certain level of education on an individual’s use of pawnshops.  

Importantly, 11.35% of the reference category, those that have not finished high 

school, have used pawnshops.  This gives us a basis for analyzing the impact of using 

pawnshops after having completed additional education.  As is seen above, having 

completed high school thought not completing college drops an individual’s 

probability of using a pawnshop by .6 percentage points, or a 5.2% change, 

compared to the reference group.  While this difference is statistically significant, it 

is difficult to meaningfully quantify this.  However if we look at those that graduated 

from college, we see a rather meaningful difference.  While the coefficient may look 

small at a 4.17-percentage-point drop on the margin as compared to the reference 

group, this actually represents a 36.7% drop compared to those that did not 

graduate high school.  As would be expected and as was hypothesized, a higher level 

of education results in much lower percentage drop in using a pawnshop as 

compared to those that do not graduate high school.    

Race. Race is broken into four categories: black households, Hispanic households, 

Asian households and white/other households.  Black and Hispanic and Asian 

households are individualized for two reasons.  First, given the sample sizes, black 

and Hispanic and Asian households have a large enough sample size.  There 10.29 

percent of the households sampled were black and using the Census weighting 

measurements, account for 13.11 percent of the population.  Similarly, 9.05 percent 

of the sampled households were Hispanic.  Using the weighting procedure, this 
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resulted in 11.33 percent of the population.   Asian households accounted for almost 

4 percent of the sample, and roughly 4.13 percent of the overall population when 

using weighting procedures.  While the data existed to break down race into other 

categories, namely American Indian/Alaskan, Hawaiian Pacific Islander, and Other; 

this study decided to lump these extraneous categories into White/Other and use 

this as a reference group.  This is due largely to the reason that the sample size for 

these race groups range from .01 percent to 1.51 percent.  Nothing meaningful can 

be said about these race categories and they do not have a large enough impact to 

warrant separating out into more thorough categories.  They also will not distort the 

heavy white category – three out of every four households sampled were white, 

weighted to represent about slight more than 70% of the U.S. population. 

Secondly, black and Hispanic households are of specific interest to this study.  As a 

result, their individual coefficients are of primary importance in their description of 

pawnshop usage.  

In interpreting these results, it is apparent that the coefficient magnitudes and signs 

point in the direction of what was previously hypothesized.  Approximately 6.70 

percent of our reference category, White and Other race households have ever used 

a pawnshop in the past.  When looking at the impact of being a black household, we 

see a statistically significant positive value, suggesting from regression two that 

being in a black household increases the percentage probability of using a 

pawnshop by 1.6 percentage points as compared to the reference group.  This 

equates to a 23.8 percentage increase in the use of pawnshops by this group.  By all 
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measures, this is a significant increase in the use of pawnshops, holding all else 

equal.   

Similarly, when looking at Hispanic households, we see a statistically significant 

increase in pawnshop usage by 1.48 percentage points as compared to the reference 

group, which equates to a 22 percentage increase in the use of pawnshops by this 

group.  

When discussing Asians, we would expect their use of pawnshops to be less on 

average when compared to the reference white/other race group.  We see a 

statistically significant difference here with a much larger magnitude.  Being Asian 

reduces a household’s probability of going to a pawnshop by 3.09 percentage points 

relative to the reference group, or an astonishing 46%.  Clearly this has ramification  

As is extensively covered in the literature, black and Hispanic households are often 

marginalized in United States society or are seen as more vulnerable in the financial 

sense.  Pawnshop usage is a direct manifestation of this – being a black or Hispanic 

household increases the probability of using a pawnshop by more than 20 percent. 

Income. With the same measure of income as measured in the previous section, we 

expect to see larger negative coefficients as the income variable increases.  The 

lowest income bracket, namely those households earning less than $15,000 in 

income per year should have the highest percentage of pawnshop usage (measured 

at 14.89 percent).  All other groups should use pawnshops less, with at statistically 

significant difference.   
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To follow a similar analysis as in previous sections, we examine the percentage 

change and percentage point changes in the table below.  Importantly, all numbers 

are statistically significant as seen in regression (2) above: 

Table 3.1: Income Percent and Percentage Point Changes 

Income Bracket Percentage Point Change Percentage Change 

relative to reference 

group 

Less than $15,000 

(Reference Group) 

14.89 Percent 

$15,000 - $30,000 1.05 -7.05 

$30,000 - $50,000 2.57 -17.25 

$50,000 - $75,000 3.44 -23.10 

Greater than $75,0000 5.26 -35.32 

As expected, the greater the income bracket, the more of a change we see in the 

percentage reduction of pawnshop usage by households in that income range.  

Further discussion will be held in the conclusion section.   

Regressions: Probabilistic and Marginal Impacts on Pawnshop Use Whilst Controlling 

for Location  

As was discussed previously, we have re run these regressions to include control 

variables for the state, region and Metropolitan Statistical Area.  Again, controlling 

for these variables allows us to compare individuals within their own community in 

an attempt to control for access to pawnshops.  We are most interested in seeing 

how the coefficients and their magnitudes change (if at all in a meaningful way) as 

we include these control variables.  This will also allow us to conduct a sensitive 
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analysis – do the results change in meaning because we are controlling for a 

households individual access to pawnshops?  How will this affect the characteristics 

that determine pawnshop usage? The regressions follow. 
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R1.2: Impact of Demographics with Location Control 

 (3) (4) 
Variables Pawnshop Pawnshop 

   
High School -0.0465** -0.00520*** 

 (0.0183) (0.00201) 
Some College -0.0762*** -0.00842*** 

 (0.0189) (0.00204) 
College Graduate -0.402*** -0.0409*** 

 (0.0221) (0.00201) 
Black Households 0.136*** 0.0168*** 

 (0.0157) (0.00209) 
Hispanic Households 0.0767*** 0.00913*** 

 (0.0202) (0.00251) 
Asian Households -0.385*** -0.0330*** 

 (0.0498) (0.00303) 
Between $15k and $30K -0.0988*** -0.0107*** 

 (0.0167) (0.00172) 
Between $30k and $50k -0.251*** -0.0254*** 

 (0.0177) (0.00160) 
Between $50k and $75k -0.357*** -0.0340*** 

 (0.0202) (0.00161) 
Greater than $75k -0.542*** -0.0511*** 

 (0.0219) (0.00172) 
Home Ownership 0.288*** 0.0327*** 

 (0.0134) (0.00152) 
Unmarried Female Family 0.149*** 0.0185*** 

 (0.0154) (0.00207) 
U.S. Born Household 0.446*** 0.0393*** 

 (0.0232) (0.00154) 
Age Group -0.0786*** -0.00892*** 

 (0.00402) (0.000456) 
FIPS State Code 0.00255*** 0.000289*** 

 (0.000370) (4.20e-05) 
Geographic Region 0.113*** 0.0129*** 

 (0.00631) (0.000713) 
Metropolitan Statistical Area -6.57e-07* -7.46e-08* 

 (3.37e-07) (3.82e-08) 
Constant -1.990***  

 (0.0486)  
   

Observations 43,806 43,806 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Education. By including the control variables we see that the marginal coefficient 

on levels of education are statistically significant, and allows for just a slight change 

in the coefficients.  The below table analyzes the changes as well as the differences 

in percentage changes. 

Table 3.2: Education Percent and Percentage Point Change 

  No Controls Controls Change7 

Education 
Classification 

Percentage 
Point Percentage 

Percentage 
Point Percentage 

Percentage 
Point Percentage 

Less than High 
School 
(Reference 
Group) 11.35 % use Pawnshops 

NA NA 

 
High School -0.66 -5.81 -0.52 -4.58 +0.14 +1.23 
 
Some College -0.78 -6.87 -0.84 -7.40 -0.06 -0.53 
 
College 
Graduate -4.18 -36.83 -4.09 -36.04 +0.09 +0.79 

 

As this table shows, there is no real meaningful change by including the control 

variables.  If anything, including the control variables makes our case stronger – the 

disparity between some college and high school graduate grows larger, signaling 

that the more education, regardless of level, will decrease your percentage use of 

pawnshops.   

                                                        
7 By including the control variable, what is the change in the percentage point estimate of the effect of 
education, and what is the percentage effect of the respective level of education.  As an example, by 
including the control variables, the those with a high school degree but no college education “High 
School” saw a .14 percentage point increase in their use of pawnshops and a 1.23 percentage increase 
in their use of pawnshops compared to the regression where no regional controls were used.  
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Race. The following table looks at the impact of including the various controls on 

the estimates of pawnshop usage.    

Table 3.3: Race Percent and Percentage Point Change 

  No Controls Controls Change8 

Race 
Percentage 

Point Percentage 
Percentage 

Point Percentage 
Percentage 

Point Percentage 
White and 
Others 
(Reference 
Group) 
 

6.70 % use Pawnshops NA NA 

Black 
Households 1.61 24.03 1.68 25.07 +0.07 +1.04 

Hispanic 
Households 1.45 21.64 0.91 13.63 -0.54 -8.01 

Asian 
Households -3.08 -45.97 -3.30 -49.25 -0.22 -3.28 

 

When looking at race and the effect of the inclusion of the control variable, we see 

the Hispanic households showing 8.01 percent less likely to use pawnshops than 

when the control variable was used.  Specifically, after controlling for access to 

pawnshops, Hispanic families are 13.36 percent more likely to use a pawnshop as 

compared to white and other ethnicity households. Again, this is as expected. 

 

 

                                                        
8 As an example of this table, if we look at black households, As an example of this table, if we look at 
black households, after including the control variables, the percentage point change increases by .07 
percentage points relative to the reference group, resulting in a percentage change for black 
households to decrease by 1.04 percent.  Namely, if we include the control variables, now a 1.04 
percent more of black households are 1.04 percent more likely to use pawnshops. For Asians, after 
including the control variables, we see that the Asian households are 3.28 percent less likely to use 
pawnshops as compared to not using the control variables. 
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Income. When exploring the effect of the control variables on income, we see very 

little impact by way of including these variables.  The below table examines this 

marginal impact, which we can comfortably say has a limited economic impacts. 

 

Table 3.4: Income Percent and Percentage Point Change 

 

  No Controls Controls Change 

Income 
Percentage 

Point Percentage 
Percentage 

Point Percentage 
Percentage 

Point Percentage 
Less than 
$15,000 
(Reference 
Group) 
 

14.89 % use Pawnshops NA NA 

 
$15,000 - 
$30,000 
 

-1.05 -7.05 -1.07 -7.19 -0.02 -0.13 

$30,000 - 
$50,000 
 

-2.57 -17.26 -2.54 -17.06 0.03 0.20 

$50,000 - 
$75,000 
 

-3.44 -23.10 -3.40 -22.83 0.04 0.27 

Greater than 
$75,000 

-5.26 -35.33 -5.11 -34.32 0.15 1.01 

 

Sensitivity Analysis 

From our discussion above, we see that our results are rather strong, regardless of 

using the controls. By including a series of control variables, we had no significant 

change how a particular demographic predicted pawnshop usage.  As a result, it is 

safe to conclude that the regressions support each other and our results are 

believable.   When we consider the statistical impacts and the economic impacts of 

including our control variables, we see that little changes as a result of inclusion.  
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We can therefore conclude that our results have passed this version of a sensitivity 

analysis.  

Regressions: Probabilistic and Marginal Impacts on Pawnshop Use Whilst Controlling 

for Employment  

An important omitted variable when discussing pawnshops would be the 

employment status of individuals. It would be entirely rational to say that pawnshop 

usage depends on the income one individual brings in.  While this is largely captured 

in the household income variable, it will be interesting to see what effect 

employment has on pawnshop usage and the other variables in the model.  

Employment in general can be measured as employed, unemployed, or those that 

are not in the labor force.  As income is already measured through our income 

variable, we are not looking at employment to add more explanatory power on 

having an income or not having an income.  Employment is associated with 

numerous additional benefits which may impact the use of pawnshops.  Such 

benefits could include having a savings account provided by the employer and 

therefore having a healthy savings for retirement and not having to use a pawnshop 

to spend during retirement.  Further, with employment comes health insurance. One 

can assume that by having health insurance, those who are employed are less at a 

risk of having low funds to pay for medical expenditures and may reduce the 

percentage with which they visit a pawnshop because of the need to pay for medical 

expenditures.   
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  With this variable we are primarily interested in those that are employed, and 

therefore enjoying these benefits, versus those that are unemployed.  

Unemployment here is defined by those that are looking for jobs but are not able to 

find one.  In looking at Omitted Variable Bias theory, by including employment, we 

should see the most direct impact on education – we should see the coefficients of 

income increase throughout, as compared with regressions 3 and 4.  Employment is 

positively correlated with income and negatively correlated (as hypothesized) with 

pawnshop usage.   The regressions follow: 
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R1.3: Impact of Characteristics on Pawnshop Use Controlling for Employment 

 (5) (6) 
LABELS pawnshop pawnshop 

   
High School -0.0921*** -0.00991*** 

 (0.0257) (0.00266) 
Some College -0.127*** -0.0136*** 

 (0.0260) (0.00267) 
College Graduate -0.466*** -0.0477*** 

 (0.0288) (0.00272) 
Black Households 0.112*** 0.0133*** 

 (0.0196) (0.00249) 
Hispanic Households 0.120*** 0.0144*** 

 (0.0241) (0.00309) 
Asian Households -0.309*** -0.0274*** 

 (0.0578) (0.00394) 
Between $15k and $30K -0.114*** -0.0119*** 

 (0.0231) (0.00227) 
Between $30k and $50k -0.242*** -0.0241*** 

 (0.0233) (0.00209) 
Between $50k and $75k -0.409*** -0.0379*** 

 (0.0259) (0.00201) 
Greater than $75k -0.593*** -0.0578*** 

 (0.0275) (0.00237) 
Home Ownership 0.275*** 0.0306*** 

 (0.0165) (0.00183) 
Unmarried Female Family 0.0989*** 0.0117*** 

 (0.0190) (0.00238) 
U.S. Born Household 0.442*** 0.0385*** 

 (0.0278) (0.00185) 
Age Group -0.0266*** -0.00297*** 

 (0.00570) (0.000635) 
Employed -0.296*** -0.0401*** 

 (0.0213) (0.00343) 
Constant -1.429***  

 (0.0550)  
   

Observations 28,961 28,961 
Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Employment. By including employment in this regression we find a negative 

coefficient as expected that is statistically significant at the 99 percent level.  We 

then have the unemployed as our reference category. As our data suggests, 17.93 

percent of those that are unemployed have used a pawnshop in the past.  The 

employed group by comparison uses pawnshops 4.01 percentage points less that 

this reference group.  In percentage terms, the employed use pawnshops 22.3 

percent less than those that are unemployed.  

By including employment in our analysis, we should have seen the coefficients on 

income increasing (move closer to zero as they income coefficients are negative) to 

assure the hypothesized omitted variable bias is corrected.  Importantly, however, 

the number of observations fell because of the inclusion of employed persons, 

obfuscating such an omitted variable bias analysis.  We see that the impact of 

including employment on the income coefficients is generally mixed.  In the case of 

incomes greater than $75,000 and incomes between $30,000 and $50,000, the 

coefficients did decrease, suggesting any omitted variable bias as a result of 

excluding employment is therefore avoided.  However again, given the fundamental 

change in the observations and in the sample set, we cannot fully use omitted 

variable theory to analyze this change. 

Regressions 5 and 6 allow us to analyze the impact of these demographic 

characteristics on being in the labor force.  We see quite clearly that all variables are 
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significant at the 99% level, and the marginal impacts are different.  Again we can 

attribute these differences to the change in the sample queried.  

In all, 7.37% of those individuals who reported being in the labor force, either 

employed or unemployed have ever used a pawnshop.  This number is quite similar 

to 7.42% of people that used a pawnshop regardless of employment status.  Of the 

excluded sample, those not in the labor force, 7.51% have ever used a pawnshop.  

These minimal differences suggest our analysis has not changed drastically, and 

certainly does not include any differences in economic significance.   

Sample Size Distinction 

Econometric theory places a heavy emphasis on the number of observations used in 

a sample.  Given the benefit of using 43,806 observations for these regressions, we 

do find all demographics and variables included in the model are statistically 

significant at the highest level.  This is simply based on conventional regression 

analysis. Importantly, however, the use of a large sample size strengthens our 

results as we are confidently able to say something about the population at large.  

The relationships found here largely support our general hypotheses and should 

inform policy aimed at addressing the informal financial sector.   
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CONCLUSION 

With the following regressions it has become increasingly clear that there are 

distinct differences between different demographic groups and their use of 

pawnshops.  This paper has found statistical differences in the use of pawnshops by 

varying demographic characteristics.  Specifically, pawnshop usage increases as 

education levels decrease, income levels decrease, or if the household is black or 

Hispanic (as measured through the head of the household, the survey respondent).  

This has major implications on our financial system.  

Generally as expected, the vulnerable groups of U.S. society have a higher likelihood 

of using pawnshops.  One rationale for the vulnerable populations using pawnshops 

more than others could be the failure of the formal banking sector.  With its ever 

increasing regulations, it seems the vulnerable population is choosing an alternative 

financial service by way of pawnshops. 

Importantly, the pawnshops provide a necessary financial relationship for these 

households. The fundamental problem from a policy perspective becomes the often 

unfavorable conditions applied by a pawnshop and discussed in the introduction of 

this paper.  As this paper suggests vulnerable populations are more prone to using 

pawnshops, policy must be directed at solving the debt spiral that undoubtedly 

results from pawnshop use. A few general ideas and policy prescriptions follow: 
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Federal Government Involvement 

By the Consumer Financial Protection Bureau, the Federal Government has taken a 

major step in supporting the vulnerable population from unfavorable rates supplied 

by pawnshops or other financial services.  However the CFPB is not authorized to 

directly target pawnshops as these businesses exist as legal entities.  The 

fundamental issue lies in pawn business practices.  The federal government should 

rather expand the formal financial sector to include these vulnerable populations – 

with favorable enough terms to draw current pawnshop users away from 

destructive financial terms and onto more fair credit building financial terms. 

As pawnshops exist to provide financial services to often risky individuals where the 

formal financial sector will not, the federal government must specifically target the 

risky aspect of catering to the vulnerable populations.  By establishing a regulatory 

arm similar to the Federal Deposit Insurance Corporation (FDIC) to insure banks 

against risks assumed by catering to the vulnerable population, the federal 

government can effectively support      

Regulation of Pawnshops 

Should it be difficult to support the vulnerable population be expanding the formal 

financial sector to include the often risky vulnerable population, it may also be 

possible to regulate the pawnshops to ensure they do not take advantage of the 

vulnerable.  This can be done by expanding the powers of the CFPB to regulate 

pawnshops into provided acceptable terms for their clients.  While this will 
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undoubtedly not be popular amongst current pawnshop users, we must weigh the 

disservice provided to current pawnshop clients.   
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i For more information on MSAs and how they are distributed, please see: 
http://www.census.gov/population/metro/ 


