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What happens if you take out a payday loan? 

If you need money fast, you may be tempted by a short-term loan, the kind you plan to pay back quickly. However, whether they are offered by an online payday lender or a check-cashing store in your neighborhood, these loans come with steep costs that can be hard to recover from. 

The situation. 
Say your car transmission failed, and the repair wiped out your cash. You are short on your rent and you need 400 dollars fast. You decide to take out a payday loan. 
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What you might pay upfront. 
Most payday lenders charge a fixed fee when you borrow, typically between 10 and 30 dollars for every 100 dollars borrowed. 

Let us say your payday lender charges 80 for the 400 dollars you need: 400 dollars borrowed equals 520% Interest Rate. 
To compare: Cash advance from your credit card equals 15 to 25%. Average credit card APR, annual percentage rate, equals 13%. 

How that interest builds. 
Most people plan to use a payday loan for a week or two but end up unable to pay it back right away, in part because the costs are so steep. Each time you renew, that original 80 dollar interest charge is multiplied. It does not take long before those charges exceed the loan amount. 

Total interest charges on your 400 dollar loan: 1st renewal: 160 dollars. 
More than 80% of payday loans are followed by another loan within two weeks. 3rd renewal: 240 dollars. 7th renewal: 560 dollars.
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But that is not all. 
The average borrower takes out 375 dollars and pays an additional 520 dollars in interest and fees. 
There are other fees too: Returned checks: Most lenders require you to write them a post-dated check to pay them back. If it bounces, they may charge you, as will your bank. Overdraft: Or, they may take money directly from your bank account. If the funds are not there, you could face overdraft or insufficient funds fees from the bank and the lender. 

Proceed with caution. 
We all find ourselves in need of a quick dose of cash at one time or another. But payday loans can lead to a vicious cycle where you need to re-up over and over again. 

Payday loans increase the chance of bankruptcy. 

Before you go in search of a payday loan, consider one of the many alternatives. 
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