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BUY NOW, PAY MORE LATER?
INVESTIGATING RISKS AND
BENEFITS OF BNPL AND
OTHER EMERGING FINTECH
CASH FLOW PRODUCTS

Tuesday, November 2, 2021

U.S. HOUSE OF REPRESENTATIVES,
TASK FORCE ON FINANCIAL TECHNOLOGY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The task force met, pursuant to notice, at 10 a.m., in Room 2128,
Rayburn House Office Building, Hon. Stephen F. Lynch [chairman
of the task force] presiding.

Members present: Representatives Lynch, Torres; Davidson, Ses-
sions, Luetkemeyer, Emmer, and Steil.

Ex officio present: Representative Waters.

Chairman LYNCH. Good morning, everyone. The Task Force on
Financial Technology will come to order. Without objection, the
Chair is authorized to declare a recess of the task force at any
time. Also, without objection, members of the full Financial Serv-
ices Committee who are not members of the task force are author-
ized to participate in today’s hearing.

Today’s hearing is entitled, “Buy Now, Pay More Later? Inves-
tigating Risks and Benefits of BNPL and Other Emerging Fintech
Cash Flow Products.”

I now recognize myself for 4 minutes to give an opening state-
ment.

In the last few years, a number of emerging fintech liquidity
products have garnered increased attention for both their explosive
growth among merchants and their popularity among consumers,
as well as the potential for consumer protection risks. Products
such as buy now, pay later (BNPL), earned wage access, and over-
draft avoidance are designed to help consumers manage their cash
flow at lower cost than many traditional alternatives.

A recent study by McKinsey reports that buy now, pay later
fintechs have diverted between $8 billion to $10 billion in revenue
from traditional banks. Indeed, it is difficult to shop online without
seeing a buy now, pay later option, and Early Pay has become a
popular benefit for both employers and employees.

However, these products also raise important questions about the
use of consumer data, the exploitation around spending patterns,
the application of lending laws, and the potential for unsustainable
levels of consumer debt.
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Point of sale, or buy now, pay later providers typically partner
with merchants and offer consumers the opportunity to purchase a
product and pay over time through installments. These products
are most commonly offered on retail, fashion, electronics, beauty,
and travel websites. Users of buy now, pay later products tend to
be younger consumer cohorts who have a limited or a thin credit
history and do not qualify for traditional credit. Both the numbers
of merchants offering these services and the customer base has
grown exponentially during this pandemic.

While companies and proponents argue that these products can
be beneficial because they allow consumers flexibility and are
cheaper alternatives to credit cards, consumer advocates and re-
search groups have raised concerns over the risk of consumers
overextending their finances and taking on unsustainable levels of
debt, noting that most buy now, pay later companies do not assess
ability to repay. Additionally, most BNPL companies do not report
buy now, pay later transaction histories to credit bureaus, which
would be a missed opportunity to help consumers build credit-
worthiness.

The lack of consumer disclosure has also raised concerns. The
Pay in 4 business model, which typically offers customers the op-
tion of 4 installments in 2-week intervals at zero-percent interest,
has been criticized by some for being specifically designed to evade
lending regulations such as the Truth in Lending Act. Earned wage
access companies typically partner with an employer or a payroll
company to offer consumers advances on earned wages prior to
payday. Providers recoup advances directly from subsequent em-
ployee paychecks. Similar direct-to-consumer overdraft avoidance
companies establish direct connections with consumers’ bank ac-
counts to monitor cash flow. Companies then offer consumers ad-
vances based on those cash flow patterns and recoup advanced
funds from account balances.

Overdraft avoidance companies can monetize this service through
membership fees, interchange fees, or directly through employers.
Other overdraft avoidance companies monetize through so-called
voluntary tips. These products have become popular with hourly
workers who live paycheck to paycheck because they offer addi-
tional liquidity between paydays. Critics of this service argue that
the products should be regulated as loans and be subject to lending
laws, including an APR requirement. Consumer advocates have
been particularly critical of the tipping model, and question wheth-
er a tip influences a consumer’s likelihood of being offered an ad-
vance.

The emergence of these products raises larger questions about
consumer cash flow needs. Policymakers have taken some actions
in response to these questions. The California Department of Fi-
nancial Protection and Innovation took action against several buy
now, pay later companies and issued a legal opinion classifying
these products as loans. The Consumer Financial Protection Bu-
reau (CFPB) also released a blog post encouraging consumers to be
keenly aware of the details of these products before choosing them.
Additionally, the New York State Department of Financial Services
led a multi-State investigation of a number of earned wage access
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and overdraft avoidance companies to determine whether they had
violated State lending laws.

Today, we have a distinguished panel of witnesses who will be
able to discuss these issues more deeply. Throughout this hearing,
I hope to dive deeper into these products and explore the merits
and risks that they raise and the true nature of these products and
the implications for borrowers engaging in unsustainable borrowing
patterns.

With that, I would like to recognize my friend, the ranking mem-
ber of the task force, Mr. Davidson, for 5 minutes for his opening
statement.

Mr. DAVIDSON. Thank you, Chairman Lynch, and thanks for our
witnesses and the work that you have done in advance to make
sure we have a great discussion today. We are talking about buy
now, pay later, but frankly, this is just the whole concept of credit.
Fintech didn’t create the concept of credit, but the focus will, of
course, be on what has changed in light of this fintech innovation.
What is innovative going on in the marketplace?

The exceptional growth and popularity of programs such as buy
now, pay later, earned wage access, and overdraft avoidance prod-
ucts exemplifies some of the benefits that fintech has brought to
consumers in recent years, and today’s hearing will assist this task
force in understanding just how and why these products are becom-
ing preferred over traditional financial products that also extend
credit. Until we gather a sound understanding of these products
and how they are used, we should refrain from implementing over-
ly burdensome regulations that would overly impede consumers
from receiving the benefits that the programs bring.

It is important to recognize just how far these products, or really
access to credit, has evolved over the past several years. According
to a Forbes article from last month, the percentage of Gen Z’ers in
the U.S. using buy now, pay later, for instance, has grown sixfold,
from 6 percent in 2019, to 36 percent in 2021. Millennials’ use of
buy now, pay later has more than doubled. Meanwhile, Gen X’ers’
adoption has more than tripled.

Additionally, according to a Mercator study in 2020, we already
have millions of workers using earned wage access programs. It is
estimated that the total addressable market is around 45 million
workers, with many of these individuals working in the gig econ-
omy. I would note that often it seems the employers are the ones
extending credit to the employees as they have actually worked the
hours.

Lastly, in the midst of the pandemic, we saw many banks mi-
grate away from overdraft fees and adopt overdraft avoidance tools,
such as up-to-the-minute notifications and grace periods to repay
a negative balance. With these developments in mind, we cannot
deny that there is a strong market demand for the products. Con-
sumers are undoubtedly deriving more benefits from the financial
services industry than they were just a few years ago. The access
to short-term liquidity is easier now more than ever thanks to tech-
nology and advancement, with more ways to access credit.

Which demographics are more inclined to use these products? Do
these products help to address the unbanked or underbanked? How
are these products affecting small businesses in our macro econ-



4

omy? I am confident that this hearing can provide clarity on some
of these issues, given the range of witnesses that we have here
today, but it is important to note that we must exercise caution be-
fore we take regulatory action against products, and some products
we may need to overly protect.

The exponential growth of these alternative financial products
clearly shows that consumers want them, so we should avoid doing
two things. We should avoid punishing new products for not fitting
within regulatory buckets that were already built, and we should
clarify how they would fit into to this current regulatory scheme.
We should avoid overly impairing consumer choices on how they
spend money, and we should facilitate innovation. Does this mean
that I am advocating for a completely hands-off approach? Cer-
tainly not. As I say often, I am a Republican, not an anarchist. But
if there is a harm that the products impose on consumers, then
hopefully this hearing can weigh out the problem and help us find
a way to solve it.

Proactively legislating or promulgating rules always runs the
risk of failing to adequately address the problem. In fact, many
times it addresses a problem that isn’t there. Conversely, failing to
address known problems really puts a heavy burden on our regu-
lators, and often see we regulation by enforcement in the market
which punishes innovation and fails to protect consumers.

Lastly, I would just reiterate the importance of protecting con-
sumer data as we continue to adopt these new financial tech-
nologies. As many probably remember, consumer data privacy was
the prime focus of our task force’s last hearing. I encourage my col-
leagues to always keep that in mind any time we are discussing
new financial products where consumers are providing sensitive in-
formation. I am sure we will continue to discuss these topics fur-
ther within the committee as alternative financial products become
more widely adopted and innovation continues to flourish here in
America. This hearing will hopefully serve as groundwork for fu-
ture hearings, and I look forward to the discussion with our wit-
nesses on the range of issues.

Chairman LYNCH. The gentleman yields back.

Today, the ranking member and I welcome the testimony of our
distinguished witnesses: Dr. Kristen Broady, a fellow at the Metro-
politan Policy Program at the Brookings Institution; Ms. Penny
Lee, the CEO of the Financial Technology Association; Ms. Lauren
Saunders, the associate director of the National Consumer Law
Center; Ms. Marisabel Torres, the director of California policy with
the Center for Responsible Lending, who is joining us virtually;
and Mr. Brian Tate, CEO and president of the Innovative Pay-
ments Association.

The witnesses are reminded that their oral testimony will be lim-
ited to 5 minutes. You should be able to see a timer on the screen,
or on the desk in front of you, that will indicate how much time
you have left. I would ask you to be mindful of the timer so that
we can be respectful of both the witnesses’ and the taks force mem-
bers’ time.

And without objection, your written statements will be made a
part of the record.
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Dr. Broady, you are now recognized to offer a 5-minute presen-
tation of your testimony. Thank you.

STATEMENT OF KRISTEN E. BROADY, FELLOW, METROPOLI-
TAN POLICY PROGRAM, THE BROOKINGS INSTITUTION

Ms. BrRoaDY. Good morning, Chairman Lynch, and members of
the Task Force on Financial Technology. My name is Kristen
Broady, and I am a fellow in the Brookings Metropolitan Policy
Program. Thank you for the opportunity to appear before you to
discuss consumer lending products offered by our technology-fo-
cused fintech companies.

Financial technology companies can mitigate racial, financial,
health, and wealth gaps that hamper Black and Hispanic families’
financial security through product offerings and policies they put in
place. Through technology and automation, they can reduce costs
and prices, speed up delivery, and increase convenience for under-
served populations. Over the past 20 years, fintech companies have
provided new ways to capture data, reach broader audiences, and
expand access to credit. These companies also have the potential to
think differently about policies and programming that can amplify
opportunities for Black and other minority communities. These pri-
vate-sector innovations can be paired with public policy interven-
tions as well as address some of the systemic issues that have con-
tributed to the financial health and wealth gap.

Fintech companies can create inclusive financial services prod-
ucts for people who are credit invisible or low-credit individuals.
For example, fintech companies can smooth and stabilize cash flow
by collaborating with enterprise. Financially vulnerable popu-
lations experience greater income and expense volatility. Offering
accounts that do not have overdraft fees, minimum balance re-
quirements, and account maintenance fees can help reduce the neg-
ative impacts of this volatility.

It can provide interest-free, buy now, pay later capabilities so
that consumers can comfortably make purchases and spread out
payments as they get paid. Klarna’s buy now, pay later option is
an example of this. It allows customers to split the cost of their
purchase into four smaller payments without paying any interest
or impacting their credit score. This allow consumers the ability to
try items before they pay for them and only pay for items that they
keep.

Further, with respect to saving and investing, fintech companies
can help Americans build emergency savings. According to an
AARP national survey of U.S. adults aged 30 and older, 3 in 5 Afri-
can Americans experienced an unexpected financial challenge in
the past year. A study by the Economics Policy Institute (EPI)
found that in 2016, half of families had no retirement savings at
all and that disparities existed by race. Two-thirds, or 68 percent,
of White, non-Hispanic families have retirement savings, compared
to 41 percent of Black families and 35 percent of Hispanic families.
To increase the saving ability of Black and Hispanic families,
fintech companies can offer high-yield savings accounts, automated
savings features, and robo- and micro-investing tools to increase
savings opportunities.
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They can use alternative data and machine learning to extend af-
fordable credit to a larger population of consumers. They can pro-
vide fast, fair, and flexible small business lending products that do
not require a personal credit score. We know that Black and His-
panic people are likely to have lower credit scores traditionally
than White people, which means that these companies are helping
them to build savings and buy products that they need. They can
focus on access to capital through a racial equity lens.

In addition to being deliberate in how small business credit prod-
ucts meet the needs of Black-owned small businesses, it can cap-
italize on opportunities to work with government stakeholders and
provide a fintech perspective so that as laws and regulations are
updated, they reflect the changing landscape of financial services.
Fintech companies can offer products that bridge the gap between
cash and traditional financial services that empower people to par-
ticipate in the digital economy. They can hire more people of color,
particularly Black people, as we see banks leaving Black neighbor-
hoods and Black people having less access to traditional banking
products.

They can meet people where they are in their communities work-
ing more intentionally with local leaders, minority depository insti-
tutions (MDIs), and community development financial institutions
(CDFIs). They can partner with banks that are focused on racial
equity at a time that we see racial equity disappearing from the
banking industry. They can engage with people of color in their
communities, in churches, in sororities, and work with Historically
Black Colleges and Universities (HBCUs) and minority-serving in-
stitutions to increase financial literacy so that these underserved
populations have a better idea of what their products are and what
they have to offer. With respect to public policy, they can take
steps to increase financial health by increasing investments in
CDFIs. They can create mandatory financial curriculum for middle
and high schoolers to help educate people earlier.

Thank you.

[The prepared statement of Dr. Broady can be found on page 32
of the appendix.]

Chairman LYNCH. Thank you. Ms. Lee, you are recognized for 5
minutes to offer a summation of your testimony.

STATEMENT OF PENNY LEE, CEO, FINANCIAL TECHNOLOGY
ASSOCIATION (FTA)

Ms. LEE. Thank you, Chairman Lynch, Ranking Member David-
son, and members of the Task Force on Financial Technology for
the opportunity to testify before you today on innovations in finan-
cial services that are empowering consumers and businesses with
greater choice, opportunity, and access. My name is Penny Lee, and
I am the chief executive officer of the Financial Technology Associa-
tion (FTA), a nonprofit trade association representing some of the
world’s leading technology-centered financial services. We educate
consumers, regulators, policymakers such as yourselves, and third-
party industry stakeholders on the value of trusted digital financial
services, and advocate for the modernization of financial regulation
to support innovation and promote inclusion.
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We are in a transitional time when technology allows financial
services to be more accessible and to facilitate faster and easier
transactions. Consumers and businesses are shifting to modern
tech-driven solutions to manage their payments, facilitate trans-
actions, secure a loan, track expenses, and access capital. If anyone
had a meal, medicine, or groceries delivered during the pandemic,
that likely took place over financial technology, a fintech platform.
By using internet and mobile platforms, machine learning automa-
tion, and other emerging technologies, fintech companies are pro-
viding consumers with improved personalized services, greater con-
venience, increased transparency, reduced costs, and broader access
to capital for individuals and businesses.

These advances are coming at a critical time for the American
economy. Millions remain underbanked and underserved and lack
access to fair credit. Student debt continues to mount, income and
wealth inequality continues to grow, and small businesses seek to
rebuild from the devastation caused by the COVID-19 pandemic.
Fortunately, fintech solutions offer a new paradigm and are re-
shaping the financial landscape in powerful ways.

I will focus my remarks today on a particular area of the fintech
innovation, which is called buy now, pay later (BNPL). FTA is
pleased to count many of the global leaders in BNPL as founding
members of the organization.

There is a shift in how consumers, especially Millennials, Gen Z,
and others, are spending their money. They are saving more and
utilizing credit cards less, preferring debit cards with no fees or re-
volving interest. Buy now, pay later is an alternative payment
method that allows for small, short-term purchases that are typi-
cally paid in interest-free installments. BNPL products are struc-
tured to have payment terms that require consumers to pay for a
purchase in a matter of weeks or a few months. This is in contrast
to revolving credit and high-interest products that may take years
to pay down, blur the true cost of a purchase, and oftentimes keep
consumers in vicious debt due to continuous interest charges and
rollovers.

BNPL products are preferred by consumers for several reasons.
One, they charge little or no interest fees, unlike credit cards which
can sometimes cost consumers up to 225 percent of their product
purchase value in interest expenses. They are transparent and pro-
vide greater cost certainty for consumers. They help users budget
and, as a result, help manage cash flow better and avoid risky debt
products. They are flexible and offer more relief when consumers
face an unexpected emergency. And they typically result in less
debt, and repayment takes place over much shorter terms.

BNPL products are regulated. They are subject to key consumer
protection laws and regulations, including anti-money laundering,
fair lending, credit reporting, debt collection, privacy, fair treat-
ment of customers, and electronic fund transfers. They are also
subject to similar State consumer protection laws.

Our members are committed to regulatory frameworks that safe-
guard consumers, and are actively engaged with financial regu-
lators, such as the CFPB, in this pursuit. FTA appreciates the op-
portunity to engage with the committee today and use this as just
the start of an ongoing dialogue. Fintech innovation, including
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BNPL solutions, is driving competition and choice for consumers
that result in lower costs and better financial outcomes. We believe
strongly that balance and thoughtful regulation is key to long-term
success for all involved stakeholders, including providers, con-
sumers, and merchants utilizing new payment systems.

We look forward to helping inform this important process. Thank
you.

[The prepared statement of Ms. Lee can be found on page 40 of
the appendix.]

Chairman LYNCH. Thank you, Ms. Lee.

Ms. Saunders, you are now recognized for 5 minutes to give an
oral presentation of your testimony.

STATEMENT OF LAUREN SAUNDERS, ASSOCIATE DIRECTOR,
NATIONAL CONSUMER LAW CENTER (NCLC)

Ms. SAUNDERS. Thank you. Chairman Lynch, Ranking Member
Davidson, and members of the task force, thank you for inviting me
to testify. I am here today on behalf of the low-income clients of
the National Consumer Law Center, which works for economic jus-
tice for low-income and vulnerable consumers.

We are seeing an explosion of products that claim to help people
manage gaps between income and expenses. Some, if well-designed,
can help meet consumers’ needs, but some are designed to evade
consumer protection laws or fall outside of critical consumer protec-
tion laws. Funding or liquidity provided today, that is repaid today,
is credit. Even if clothed in shiny fintech garb, new credit products
need basic consumer protections for credit to ensure that it is af-
fordable, responsible, transparent, and fair.

Buy now, pay later products may help consumers manage larger
purchases without the long-term debt and high cost of credit cards.
When they operate as promoted, they can be a win-win, but mul-
tiple loans can be difficult to manage and could lead to
unaffordable debt loads. Abusive profit models may be built on late
fees from struggling consumers. Refunds may be difficult to obtain
if there is a problem with the item or service financed.

Earned wage access products are a form of payday loans—funds
advanced ahead of payday and repaid on payday—even if they are
generally lower cost and less dangerous than traditional payday
loans. Most employees re-borrow every pay period and fees can add
up and increase with charges for instant access. In the end, low-
wage workers may simply be paying to be paid. The trend for em-
ployers and payroll providers to offer free early pay and free early
wage access repaid through payroll, if used occasionally, may help
manage cash flow, but more study is needed.

One of the more deceptive and invasive forms of credit I have
seen is the use of reportedly voluntary tips. The tips model is
spreading and is used in fake earned wage access apps like Earnin,
which have no connection to employers; supposedly overdraft fee-
free forms of overdraft credit on non-banked deposit accounts, like
Chime; cash advance features on other non-banking apps, like
MoneyLion and Dave; and platforms, like SoLo Funds, that purport
to be mere arrangers of peer-to-peer loans.

Tips are a disguised form of interest. Companies have ways of
pushing people into tipping. Access may be restricted. Default tips



9

may be difficult to undo. When caught using one method of press-
ing tips, another will surface. All the tip products I just listed are
balloon payment loans that undoubtedly lead to a cycle of re-bor-
rowing. Just like the $15 charge on a conventional $100 payday
loan, tips on fintech payday loans may seem small, but they can
add up to high-dollar amounts and high APRs that can reach 200
percent or higher.

Notably, products that claim not to be credit may also deny being
subject to the Equal Credit Opportunity Act. As we reckon with
systemic racism and the impact of new technologies, we must not
countenance evasions of fair lending laws. We must also keep a
close eye on how products evolve. as products may not stay free or
low cost, or the ultimate business model may be different than it
appears.

My recommendations are that financing and liquidity products
are and should be subject to Federal and State lending laws. Regu-
lators should closely examine and crack down on evasive pricing
models. All forms of credit should be based on ability to repay, and
those that are not may be unfair, deceptive, or abusive. Point of
sale credit should have the same chargeback rates, reasonable pen-
alty fees, ability to repay, and statements like credit cards have.
The CFPB should begin examining providers of fintech products,
and regulators should look out for inappropriate use of consumers’
data and for disparate impacts.

Thank you for inviting me to testify. I look forward to your ques-
tions.

[The prepared statement of Ms. Saunders can be found on page
45 of the appendix.]

Chairman LYNCH. Thank you, Ms. Saunders.

Ms. Torres, you are now recognized for 5 minutes for a presen-
tation of your testimony.

STATEMENT OF MARISABEL TORRES, DIRECTOR, CALIFORNIA
POLICY, CENTER FOR RESPONSIBLE LENDING (CRL)

Ms. TorrES. Thank you. Good morning, Chairman Lynch, Rank-
ing Member Davidson, members of the task force, and members of
the committee. My name is Marisabel Torres, and I am the director
of California policy at the Center for Responsible Lending. Thank
you for the opportunity to testify in today’s hearing.

As a Latina who is first generation, my immigrant parents did
not come to this country equipped with knowledge of the U.S. fi-
nancial system. I have seen firsthand how easily people can be
preyed upon with credit offers that may promise financial oppor-
tunity but that can result in financial harm. As a consumer advo-
cate who has worked on policy issues around financial inclusion, in-
cluding predatory inclusion, I know that my family’s experience
was not unique.

Our discussion today is timely. The availability of fintech prod-
ucts and services is increasing as many consumers face tightened
household budgets and heightened financial insecurity in the wake
of a health crisis with dire economic consequences. More consumers
may be looking for financial help after forbearance periods expire
and stimulus payments have ended. Lenders who offer seemingly
low cost or even free credit are well-positioned to capture this mar-
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ket share, but while these products may appear straightforward,
consumers and policymakers must ask themselves, what is the
catch? We need data to understand what they are, their preva-
lence, and whether further protections are needed. The testimony
I have submitted for the record details our concerns with products,
including buy now, pay later, earned wage access, and so-called
overdraft avoidance products. My oral testimony will focus on buy
now, pay later.

In my State of California, the previous commissioner of our fi-
nancial regulator, the Department of Financial Protection and In-
novation (DFPI), discovered that by offering these products to Cali-
fornia consumers, certain buy now, pay later providers were mak-
ing them illegally, without a license to make loans in this State.
On this basis, DFPI brought enforcement actions against them and
required their licensing in California. Because they were then li-
censed, DFPI was able to begin gathering data. We are awaiting
public disclosure of key points, but, at a minimum, we know that
the take up of these products has exploded in California. Of the
loans that DFPI has published data on, the top six buy now, pay
later lenders accounted for nearly 11 million, or 91 percent, of the
total consumer loans originated in 2020. If there are problems,
their impact will be felt on a wide scale.

As described by recent surveys of buy now, pay later users, there
are a number of issues identified with the surge in this lending.
More providers are entering this market, and we cannot delay their
examination to fully understand the impact on consumers. There
are signs that borrowers who miss payments may be racking up
late fees at a high rate. A Credit Karma study found that of the
1,000 users surveyed, one-third reported they had fallen behind in
all payments. Of those people, over half said their credit scores had
declined thereafter. Not all of the buy now, pay later providers will
pull credit to determine a consumer’s ability to pay, but those that
do will also report missed payments through a credit bureau, so
these products can lead to damaged credit.

As with payday loans, buy now, pay later requires the user to
give lenders access to a bank account or a credit card to withdraw
payment. This can lead to problems such as overdrafts, not having
sufficient funds to cover the payment, and the inability to pay
other bills. These products are also targeting and attr