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“Our belief is that [President Trump’s proposed 10 percent cap on credit card APRs] will have 

the exact opposite consequence to what the administration wants for consumers…Instead of 

lowering the price of credit, we’ll simply reduce the supply of credit, and that will be bad for 

everyone: consumers, the wider economy, and yes, at the margin, for us” —JPMorgan Chase 

CFO Jeremy Barnum (January 13, 2026) 

 

1. Introduction 

Interest rate caps are a common regulatory tool used to shape consumer credit markets, 

yet their effects remain contested. Supporters view them as a necessary safeguard against 

predatory pricing and excessive borrowing costs. Critics argue they reduce the availability of 

legal credit, especially for households with weak collateral and credit histories. The issue has 

taken on renewed urgency in 2026 with proposals to cap credit‑card APRs at 10 percent, which 

has revived longstanding concerns that strict caps could restrict access for millions of subprime 

borrowers.
1
 The central question in the debate is whether a lower cap protects borrowers by 

reducing the price of credit or instead harms them by reducing the supply of credit they would 

otherwise have received. 

The question is difficult to answer in modern settings. A decline in lending following the 

introduction of a cap does not, on its own, indicate a contraction in loan supply; it may instead 

reflect weaker loan demand, broader shifts in economic conditions, or the fact that caps are often 

endogenous to the lending environment. Credibly assessing the effectiveness of interest rate caps 

therefore requires isolating their effect on credit supply while accounting for local demand 

conditions, substitution across lenders, and the policy’s underlying endogeneity. 

                                                 
1
 H.R. 1944 (119th Congress, 2025) was introduced to cap credit card interest rates at 10 percent for five years. 

When it stalled, President Trump pushed the debate back to the surface by calling for a one-year cap.  Banks and 

trade groups strongly opposed the cap, with arguments centering on the economics of risk and credit availability 

(e.g., Calem, Paul, and Alexander Kim. "The Potential Adverse Consequences of a Credit Card Interest Rate Cap." 

BPI Research Note, May 19, 2025; American Bankers Association. "State Bankers Association Letter Opposing the 

10 Percent Credit Card Interest Rate Cap Act as an Amendment to the GENIUS Act," May 22, 2025).  
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This paper studies a rare policy reversal that helps overcome these identification 

problems. In New Jersey’s small-loan market, licensed brokers specialized exclusively in 

high-interest loans of less than $300 to borrowers who generally could not satisfy the loan 

requirements of commercial banks. In mid-1929, the state passed legislation lowering the legal 

cap on broker loans from 3 percent to 1.5 percent per month (42.6 percent and 19.6 percent 

annually), effective February 1930. In April 1932, it partially reversed course and raised the cap 

to 2.5 percent per month (34.5 percent annually). To study the effects of these changes, we 

collect annual institution-level data on every licensed small loan broker from the Annual Report 

of the Commissioner of Banking and Insurance of New Jersey and on every New Jersey 

commercial bank from the Rand McNally Bankers’ Directory. 

Our empirical design exploits three features of this historical setting. First, the legislation 

lowering the cap was enacted during the final months of the Roaring Twenties but implemented 

during the Great Depression, making the timing exogenous to the conditions lenders faced when 

the cap took effect. Second, commercial banks that operated in the same towns but were not 

subject to the broker-cap change provide a benchmark for town-level loan demand and 

macroeconomic conditions while remaining outside the treated regulatory regime. Third, the 

sudden reversal of the cap in 1932 provides a rare opportunity to test whether lending rebounds 

when the constraint is relaxed. Because macroeconomic conditions continued to deteriorate after 

1932, brokers would not have been expected to recover unless the cap had been binding. 

We estimate the effect of the cap on lending using a difference-in-differences design that 

compares treated brokers with untreated commercial banks operating in the same towns. Broker 

lending falls sharply relative to commercial bank lending after the cap is reduced and then rises 

relative to commercial bank lending after the cap is relaxed. Because commercial banks steadily 
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reduced lending through 1935, the broader macroeconomic contraction cannot explain why the 

treated sector contracts most sharply when the cap is lowered and then recovers relative to the 

untreated sector when the cap is raised. The lower cap induced broker exit, especially among 

lenders that had previously charged higher average rates. These patterns show that the cap was 

binding for a substantial share of the market and that its effects operated through two distinct 

channels: the intensive margin (loan reductions among surviving brokers) and the extensive 

margin (loan reductions due to the exit of brokers). To evaluate the full market impact, we 

examine the total loan decline using a town-level aggregate specification that simultaneously 

captures both adjustments. Our results demonstrate that the extensive margin was the dominant 

driver of broker credit contraction.  

Our research highlights the difficult balance confronting policymakers: comprehensive 

rate caps offer protection from predatory lending but can restrict credit access for populations 

with limited alternatives if set below market-clearing levels. When lenders cannot adequately 

price for risk, they may stop offering loans to high-risk individuals altogether. Consequently, 

caps may disproportionately hurt the very groups they are intended to protect. 

This paper is closely related to the literature on the effects of interest rate caps. Some 

studies find that interest rate caps result in fewer loans, higher overall borrowing costs, and 

limited consumer choice (Zinman 2010; Rigbi 2013; Maimbo and Gallegos 2014; Lukongo et al. 

2022), though caps can be circumvented (Bodenhorn 2007) and may serve as a social safety net 

under certain conditions (Glaeser and Scheinkman 1998). Other studies find that rate caps push 

banks to reallocate credit from higher-risk to lower-risk borrowers, contributing to financial 

stability but harming those with limited access to credit (Burga et al. 2022; Bolen et al. 2023). 

Our setting sharpens identification by observing treated and untreated institutions operating 
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side-by-side in the same towns, holding local credit demand constant. The 1932 reversal further 

allows us to rule out a monotonic demand- or risk-driven explanation for the contraction, a test 

unavailable in other studies.  

In addition, our paper relates to the literature on payday-lending regulations. Similar to 

small loan brokers, modern payday lenders provide small-value, short-term loans at very high 

costs to borrowers who cannot obtain funds from traditional lenders. Prior work finds mixed 

welfare effects of restricting payday lending: some argue that restrictive caps improve borrower 

financial health and prevent debt traps (Carrell and Zinman 2014; Gathergood et al. 2019), while 

others argue that restrictions force borrowers to substitute to worse alternatives (Morse 2011; 

Melzer 2011; Bhutta et al. 2016; Fekrazad 2020). Another strand of research focuses on payday-

lending regulations such as disclosures and rollover limits that modify loan structure without 

banning the product (Bertrand and Morse 2011; Wang and Burke 2022). In addition to 

containing features that sharpen identification in a way that is difficult to achieve with cross-state 

bans or single-event cap changes to payday lenders, our historical analysis add to this literature 

by providing empirical evidence that rate caps can reduce access to credit and by capturing 

lenders’ responses within the same local markets.  

More broadly, the paper clarifies how to interpret high observed interest rates in 

small-balance lending. Small loans are expensive to originate, monitor, and service, and they 

carry substantial expected losses. The relevant policy question, therefore, is not whether broker 

rates were high relative to Treasury yields, but whether the cap was set below the break-even rate 

for serving borrowers with limited outside options. For instance, Drechsler et al. (2025) show 

that credit-card lending earns a return on assets four times the rest of the banking sector but that 

reflects a default-risk premium comparable to high-yield bonds. Similarly, the data on New 
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Jersey brokers’ profitability show that the average profit for surviving brokers was negative 

during the low-cap period and only returned to positive when the cap was raised again. The 

margins to small loan brokers at 2.5 and 3 percent per month thus at least partially reflected the 

economics of small-balance lending to high-risk borrowers rather than predatory pricing. 

Lastly, our paper contributes to research on financial instability during the Great 

Depression. Most studies focus on identifying the factors that contributed to commercial bank 

failures (e.g., Calomiris and Mason 2003a, 2003b; Mitchener and Richardson 2019; Calomiris et 

al. 2022; Correia et al. 2026). Few studies examine non-bank intermediaries during this period 

(e.g., Sprick Schuster et al. 2020 on postal savings banks; Fleitas et al. 2023 on Building and 

Loan Associations). Our study adds evidence on small loan brokers, a type of financial 

intermediary that has not been studied despite lending to a considerable number of individuals. 

The paper proceeds as follows. Section 2 describes the institutional setting and historical 

background. Section 3 introduces the data and provides some informative descriptive statistics. 

Section 4 presents the empirical design and results for broker and bank lending. Section 5 

presents the empirical design and results for broker exit. Section 6 concludes. 

 

2. Institutional Setting and Historical Background 

During the interwar period, the U.S. consumer loan market was segmented by loan size 

and borrower type. Although regulatory environments varied across states, licensed small loan 

brokers operated almost exclusively in the sub-$300 market, while commercial banks focused on 

larger, collateralized loans.
2
 Brokers specialized in high-monitoring, high-risk borrowers, offered 

longer maturities to keep payments manageable, and relied on home interviews and information 

                                                 
2
 The $300 loan size limit was standard across states with small loan laws, but the regulatory environment varied 

considerably. Eleven states had no special small loan laws and several states’ laws attracted few licensed lenders. 

Among states with effective regulation, maximum monthly rates ranged from 2 percent to 3.5 percent (Foster 1941). 
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sharing to screen applicants and limit over-borrowing. Their clientele was riskier than the typical 

bank borrower, and loan sizes were small enough that fixed underwriting and servicing costs 

were economically meaningful. High nominal rates therefore at least partially reflected the cost 

structure of lending to high-risk, high-monitoring borrowers. 

Commercial banks, by contrast, made a broad range of loans but generally avoided small, 

unsecured credit. When banks did extend small loans, they were substantially larger than broker 

loans (typically $2,000 to $5,000) and were directed to established customers with collateral, 

liquid assets, or longstanding banking relationships. State usury caps, which in New Jersey 

limited annual rates to 6 percent, further discouraged banks from entering the small-loan market 

in many states: at such low rates, banks could not cover the fixed costs of originating and 

servicing small, high-risk loans. Borrowers who qualified for bank credit at 6 percent naturally 

preferred it to broker loans priced at much higher monthly rates. The persistence of a large 

broker sector (e.g., New Jersey had over 400 brokers operating in 1929) thus indicates that most 

broker customers lacked access to ordinary bank credit. 

Importantly, the two usury caps applied to distinct borrower populations. The usury rate 

constrained bank lending to creditworthy, collateralized bank borrowers, while the broker cap 

governed lending to riskier households. Segmentation was not created by regulation but 

reinforced by it: the low bank caps made small-balance, high-risk lending unprofitable for banks, 

leaving broker customers without a practical bank alternative when broker credit contracted. 

New Jersey provides a particularly useful setting because its legal environment changed 

sharply and then partially reversed. Chapter 49 of the Laws of 1914—the Egan Law—licensed 

and regulated small loan brokers. It allowed brokers to charge up to 3 percent per month on 

unpaid balances for loans up to $300, prohibited the collection of interest in advance, and barred 
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additional fees. By limiting add-on charges and fee-based repricing, the law made the contractual 

interest rate the central margin through which policy operated. 

Broker records compiled by King (1929) show that the small-loan market was 

economically significant. Roughly one in eight New Jersey families borrowed from a small loan 

broker. The average loan was about $170, repaid over roughly 284 days, with an average finance 

charge of $29—about 17 percent of principal over the loan. Borrowers were predominantly 

manual workers and employees rather than professionals or employers, and loans were used for 

current expenses, debt consolidation, and emergencies rather than discretionary consumption. 

Contemporary accounts suggest similar patterns in other states as well (Townsend 1932). 

In May 1929, the legislature amended the Egan Law and reduced the legal interest rate 

for small loan broker loans from 3 percent to 1.5 percent per month, effective February 1930. 

The timing was unrelated to macroeconomic conditions: the amendment passed months before 

economic activity peaked in August and well before the stock market crashes in October. 

Because many loans had previously been originated near the 3 percent cap, the new cap was 

likely binding for a substantial share of the market, and many brokers subsequently exited. 

Facing severe credit needs during the Depression, the state reversed course and raised the cap to 

2.5 percent per month in April 1932, with immediate effect. This second change also bore no 

relation to the economic recovery; it preceded the March 1933 trough by nearly a year 

(Mitchener and Richardson 2005; Jaremski et al. 2026). 

Both the 1930 reduction and the 1932 relaxation were driven by debates over consumer 

protection and lender viability rather than by contemporaneous credit conditions. The legislature 

could not have anticipated the Depression when it passed the May 1929 amendment, nor 
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anticipated the recovery when it raised the cap. This timing provides a key source of exogeneity: 

the cap changes were shaped by policy concerns, not by the credit environment that followed. 

Although the lower cap amendment was enacted during the late-1920s boom, its 

implementation and that of the relaxation occurred amid the Depression, when financial 

institutions were already facing weaker demand, heightened uncertainty, and a broad shift toward 

safer balance-sheet positions (Gorton et al. 2023). Any credible empirical design must therefore 

separate the effect of the cap from a general flight to safety. The New Jersey setting offers a 

natural way to do so: treated brokers can be compared with untreated commercial banks 

operating in the same local markets, and the sharp tightening followed by a partial relaxation 

provide distinct movements in the regulatory regime that strengthen identification. 

 

3. Data and Descriptive Patterns 

To test whether the interest rate cap was binding for New Jersey brokers, we construct a 

dataset from two primary sources. The first source is the Annual Report of the Commissioner of 

Banking and Insurance of New Jersey, which provides institution-level information on every 

licensed small loan broker. Between 1915 and 1927, the Report listed only the names of licensed 

brokers, but beginning in 1928 it included detailed balance sheets and profitability measures for 

each. These data allow us to compute each broker’s average monthly interest rate, defined as 

annual interest income divided by total loans and scaled to a monthly rate.
3
 This measure is 

central to the exit analysis because it captures each broker’s exposure to the 1930 cap reduction 

and 1932 relaxation. 

                                                 
3
 We drop the few extreme estimates that are likely measurement error, but the results are not sensitive to the 

choices. Alternative versions of the interest rate variable are also highly correlated with that used in the paper. For 

instance, the average monthly interest rate when dividing by the average of total loans in 1928 and 1929 is slightly 

lower than using just 1929 loans, but the correlation coefficient between the two is 0.922 and yields similar patterns 

in the regressions. We prefer the 1929 measure as using 1928 forces us to drop brokers that entered in 1929.   
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The second source is the Rand McNally Bankers’ Directory, which reports annual 

balance-sheet information for all commercial banks in the United States. From this source, we 

digitize the December balance sheets of all state and national banks operating in New Jersey 

from 1928 to 1935. Although profitability is not reported for banks, the balance-sheet data 

provide consistent measures of assets, liabilities, and liquidity. 

Before turning to the formal empirical strategy, we use the data to document three 

descriptive patterns consistent with a binding cap: (1) the aggregate collapse and partial recovery 

in broker lending timed to the cap changes, (2) the collapse of broker lending on both the 

extensive and intensive margins, and (3) the selective exit of brokers most exposed to the cap. 

The first concerns the aggregate timing of the collapse and partial recovery of broker 

lending. Panel A of Figure 1 shows that broker lending fell sharply between 1929 and 1931 and 

then partially recovered after the cap was raised. Commercial bank lending, by contrast, declined 

steadily from 1929 through 1935. Broker lending therefore contracted far more than bank 

lending during 1930–1931 and expanded far more during 1932–1935. If a common 

macroeconomic shock were responsible for the decline, we would not expect to see a rebound in 

broker lending in either absolute terms or relative to commercial banks. Evidence from outside 

New Jersey reinforces this point. Small loan brokers in New York, where the legal cap did not 

change, expanded rather than contracted during this period. Although differences in industry 

maturity and market size make a direct quantitative comparison difficult, the contraction in New 

Jersey and expansion in New York is consistent with the cap, rather than a common demand 

shock, driving the New Jersey decline. 

A second pattern is that the collapse in New Jersey broker lending occurred on both the 

extensive and intensive margins. Panel B of Figure 1 shows broker counts falling from 419 in 
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1929 to 117 in 1931 and to 80 in 1932—far outpacing commercial bank exits. Nearly all broker 

exits occurred immediately after the cap reduction to 1.5 percent, with almost no rebound after 

the 1932 relaxation to 2.5 percent. While brokers who survived the entire period saw 

substantially larger declines in loans during 1930-1931 than surviving commercial banks, the 

exits drove much of the lending contraction. Over 67 percent of broker loans in 1929 were made 

by brokers that exited before the end of 1931, accounting for roughly 90 percent of the total 

decline in broker lending between 1929 and 1931. Because few brokers entered after 1929, 

surviving brokers accounted for nearly all of the post-1931 rebound.  

Figure 2 maps total broker loan volume by county and shows that high-loan counties in 

1929 largely disappeared by 1931, with only sparse recovery by 1935. Where brokers exited, 

both loan supply and competition vanished. Together, these maps document a geographically 

widespread contraction in local broker markets across New Jersey after the cap was lowered, 

rather than a pattern driven by isolated local shocks. The exit-driven market contraction was 

geographically widespread rather than localized. 

A third pattern concerns the selective exit of brokers most exposed to the cap. 

Broker-level data show that exit was strongly related to pre-cap pricing. Panel A of Figure 3 

plots each broker’s average monthly interest rate in 1929 against an indicator for exit in 1930. A 

clear positive relationship emerges: brokers earning average rates above the new 1.5 percent cap 

were substantially more likely to exit, and exit probabilities rise steadily with higher pre-cap 

rates. The cap did not eliminate all brokers; it disproportionately eliminated those whose 

business models depended on higher rates.  

Panel B of Figure 3 further supports the hypothesis of a binding cap. Although New 

Jersey did not report loans by interest rate until 1930, anecdotal evidence suggests that most 
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loans in 1929 were made between 2 and 3 percent. In Figure 3 Panel B, we display 1929 loans as 

if all were originated at 3 percent, following this anecdotal evidence; this is an imputed 

assumption rather than a directly observed distribution, and the patterns from 1930 onward do 

not depend on it. Lending collapsed under the 1.5 percent cap, and because brokers could carry 

preexisting loans at their original terms, 3 percent loans still accounted for nearly half of all loans 

at the end of 1930. As these legacy loans matured, their share fell mechanically to 25 percent in 

1931. Although 1.5 percent loans rose as a share of total loans, their total value slightly declined 

between 1930 and 1931, indicating that the lower cap supported a much smaller loan volume 

than the 3 percent regime. When the cap was raised to 2.5 percent in 1932, broker lending 

expanded for the first time since 1929, and nearly all new loans were made at the new cap rate. 

Loans at 1.5 percent fell to less than 20 percent of all loans in 1932, approximately equal to the 

remaining portion of 3 percent legacy loans. This pattern is exactly what one would expect if the 

1.5 percent cap was below sustainable pricing. 

Table 2 shows profitability closely tracked the cap changes: among brokers, average 

return on equity falls from 21.48 percent before 1930 to negative values during 1930–1931, 

returning to positive only after the cap is relaxed. Because the most margin-compressed brokers 

had already exited, these figures represent a lower bound on the profit compression experienced 

across all brokers during the low-cap period. The fact that the lower cap pushed returns negative 

is consistent with high broker rates reflecting the economics of small-balance, high-risk lending 

rather than monopoly rents. Surviving brokers also exhibit lower but positive pre-1930 returns on 

equity and carried a smaller fraction of 3 percent loans under the 1.5 percent cap, consistent with 

the idea that brokers most reliant on high-rate lending were the most vulnerable to the 1930 cap. 
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Taken together, these descriptive patterns preview the main results. A lower cap reduces 

lending, compresses margins, and disproportionately harms brokers serving the riskiest 

borrowers. Although not intended to identify causal effects, the timing, magnitude, and 

composition of the broker contraction are inconsistent with a Depression-driven demand collapse 

and instead align closely with the cap changes. The remainder of the paper tests whether broker 

lending moved differentially relative to commercial bank lending in the same locations, whether 

banks replaced lost broker credit, and whether the lower cap induced selective exit based on 

pre-1930 interest rates. 

 

4. Empirical Analysis of Loan Supply 

The descriptive patterns above suggest that the interest rate cap on small loan brokers was 

binding. This section tests whether broker lending responded to the cap changes relative to 

untreated commercial banks and whether commercial banks substituted for lost broker credit. 

 

4.1. Estimation Strategy 

The New Jersey setting provides three key advantages for identifying the causal effect of 

interest rate caps on loan supply. First, the market was sharply segmented. Small loan brokers 

specialized exclusively in the high-interest, small-value loans targeted by the cap, whereas 

commercial banks could make small loans but faced no changes to their regulatory requirements. 

By comparing these two types of intermediaries within the same municipalities, we use 

commercial banks as a localized control for the general collapse in credit demand during the 

Great Depression. As shown in Figure 2, brokers were not present in every county and the 

magnitude of loan contraction varied substantially across the state, providing meaningful 
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geographic variation. This “within-town” comparison ensures that the results are not simply 

capturing the broad macroeconomic contraction of the 1930s. The approach relies on a 

parallel-trends assumption: absent the policy change, brokers and banks would have followed 

similar lending trajectories. Panel A of Figure 1 shows that both broker and commercial bank 

lending moved in tandem during 1928–1929, which is consistent with the parallel trends 

assumption. We note that sample spans 2 years prior to cap implementation; the subsequent 

rebound during the deteriorating macroeconomic conditions of 1932 provides an additional 

check on whether the parallel-trends assumption is violated by a differential demand shift. 

Second, the New Jersey experience includes a rare policy reversal: the cap was lowered 

in 1930 and partially restored in 1932. This dual movement is critical for identification. A single 

downward shift in lending could plausibly be attributed to rising systemic risk or declining 

demand during the Depression. But macroeconomic conditions continued to deteriorate through 

1932, so a pure demand- or risk-driven story would not predict a relative rebound in broker 

lending precisely when the cap was relaxed. The subsequent recovery when the constraint was 

eased provides strong evidence that the regulatory cap was the binding constraint on credit 

supply rather than shifting risk profiles or falling demand. 

Third, both legislative changes were driven by policy debates rather than by credit 

conditions that legislators could have anticipated. The 1930 reduction was enacted before the 

Depression and cannot have been a response to it; the 1932 relaxation is best interpreted as a 

mechanism test, because if the cap was the binding constraint on broker lending, lending should 

have rebounded when it was relaxed, precisely as the data show. Together, these three features 

(i.e., market segmentation, the policy reversal, and the exogeneity of the 1930 legislative timing) 

allow us to isolate the supply side effect of the cap from the broader economic environment. 
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To estimate whether the cap changes affected credit supply, we interact a broker indicator 

with year fixed effects, controlling for lagged balance-sheet characteristics (log assets, cash-to-

assets, equity-to-liabilities), institution-fixed effects, and year-fixed effects. The broker‑year 

interaction captures the differential change in lending at brokers relative to commercial banks in 

each year. The identifying variation arises from differential regulatory exposure within shared 

local markets, and standard errors are clustered at the institution level. Formally, we estimate: 

𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 =  𝑎 + 𝛽1𝐵𝑟𝑜𝑘𝑒𝑟𝑖 ∗ 𝑡𝑡 + 𝛽2𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 + 𝛽3𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 + 𝛽4𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,𝑡−1

+ 𝑢𝑖+𝑡𝑡 + 𝑒𝑖,𝑡 (1) 

 

where 𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 is the logarithm of loans of institution i in the current year, 𝐵𝑟𝑜𝑘𝑒𝑟𝑖 is an 

indicator for whether institution i is a small loan broker, 𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 is the logarithm of assets of 

institution i in the previous year, 𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 is the ratio of cash to assets of institution i in 

the previous year, 𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,𝑡−1 is the ratio of equity to liabilities of institution i in the 

previous year, 𝑢𝑖 is a vector of institution-fixed effects, 𝑡𝑡 is a vector of year-fixed effects, and 

𝑒𝑖,𝑡 is the standard error clustered at the institution level. In some specifications, we also include 

a set of town-by-year fixed effects to allow a direct comparison of small loan brokers with 

commercial banks in the same town and year. 

Because the institution-level estimating sample includes only lenders that remain active 

in a given year, equation (1) captures the intensive margin response, meaning the credit supply 

decisions of surviving brokers evaluated relative to commercial banks and conditional on 

continued operation. Yet the extensive margin, specifically broker exit, represents a major 

channel of market contraction, and evaluating survivors alone substantially understates the full 

effect of the regulatory shock. To capture the total decline in lending, which reflects the 

combined influence of intensive margin rationing and extensive margin firm exits, we also 

estimate a version of equation (1) where we aggregate to the town-institution level and account 
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for broker exit.  By defining the dependent variable as the log of total town-level broker or bank 

loans and retaining zeros for markets in which all institutions existed, this aggregated 

specification directly measures the total net market contraction. 

We next test whether commercial banks substituted for lost broker credit. Although the 

descriptive evidence suggests that most commercial banks did not wish to make the small, 

high-monitoring loans that brokers specialized in, it remains possible that banks partially filled 

the gap during the Depression. To test this, we examine commercial bank lending in locations 

that experienced larger broker contractions, using either the change in the logarithm of broker 

loans over the previous year or the contemporaneous logarithm of broker loans. The former 

captures the timing of the decline, while the latter allows for lagged responses. 

The substitution specification is: 

𝐶𝐵𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 =  𝑎 + 𝛽1𝐵𝑟𝑜𝑘𝑒𝑟𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 + 𝛽2𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1 + 𝛽3𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖,𝑡−1

+ 𝛽4𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,𝑡−1 + 𝑢𝑖+𝑡𝑡 + 𝑒𝑖,𝑡 (2) 

 
where 𝐶𝐵𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 is the logarithm of a commercial bank i’s loans in year t,  𝐵𝑟𝑜𝑘𝑒𝑟𝐿𝑜𝑎𝑛𝑠𝑖,𝑡 is 

either the change in the logarithm of brokers’ loans in bank i’s town over the previous year or the 

contemporaneous logarithm of brokers’ loans in bank i’s town, and the remaining variables 

retain their previous definitions. Evidence of substitution would appear as a negative association: 

bank lending should expand where broker lending falls the most. The substitution exercise is 

important because the paper’s welfare interpretation hinges not only on the contraction of broker 

credit but also on whether displaced borrowers had a plausible formal local alternative. 

 

4.2. Threats to Inference about Loan Supply 

Several potential threats could bias our estimates, and we address each in turn. 
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Differential demand.  A concern is that demand for broker credit may have fallen more sharply 

than demand for bank credit because broker clients—typically lower-income households—were 

more vulnerable to the downturn. The evidence does not support this. Brokers in New York, who 

served similar borrowers but faced no cap change, expanded lending substantially during the 

same period, indicating that demand for small loans was not collapsing nationally. Moreover, 

Gorton et al. (2023) document a broad bank-level retreat from risky lending in 1930, consistent 

with a supply-side contraction rather than a borrower-driven decline. These patterns are difficult 

to reconcile with a differential demand story and instead point to the 1930 cap tightening as the 

driver of the New Jersey-specific loan contraction and the 1932 cap relaxing as the driver of the 

rebound. Importantly, any flight to safety by commercial banks biases our 

difference-in-differences estimates toward zero. 

 

Survival bias.  The 1930 cap change altered the composition of the broker market by forcing the 

high-interest rate brokers to exit, so post-1930 averages reflect only surviving institutions. If 

surviving brokers systematically lent less, then the broker–bank gap after 1930 would be 

mechanically inflated. We address this concern in two ways. First, in the intensive-margin 

analysis in Section 4.3, we estimate equation (1) for both the full sample of institutions and also 

just for a balanced panel of institutions that survived the low cap period; the balanced panel is 

not subject to survival bias because the composition of lenders is fixed. Second, in the 

extensive-margin analysis in Section 5, we show that pre-1930 interest rates strongly predict exit 

rather than bank balance sheet ratios, confirming that the contraction in lending occurred along 

both the intensive and extensive margins and was not driven solely by compositional change. 
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Spillover effects. The Stable Unit Treatment Value Assumption requires that the treatment of 

small loan brokers did not spill over into the commercial bank control group. If displaced broker 

borrowers migrated to local banks, bank lending would rise mechanically, causing us to overstate 

the broker-bank gap. The substitution tests in Section 4.3 address this directly: commercial banks 

in towns with the largest broker contractions did not expand lending to fill the void. The absence 

of substitution  toward formal bank credit indicates that the two segments served fundamentally 

distinct borrower populations and thereby affirms the role of commercial banks as a stable 

benchmark for local credit demand. 

 

Local omitted variables. Finally, brokers may have been disproportionately located in towns 

where specific industries collapsed first, creating a spurious correlation between broker lending 

and the cap. We address this in two ways. First, we restrict the sample to commercial banks 

operating in towns with at least one broker during the sample, ensuring that both types of 

institutions faced identical local conditions. Second, we estimate institution-level models with 

town-by-year fixed effects and town-level models with town-fixed effects, which absorb any 

local characteristics. While a localized industrial shock coinciding with the cap reduction could 

mimic the initial decline, it cannot explain the rebound in broker lending that preceded the 

broader economic recovery. 

 

4.3. Loan Supply Results 

Table 3 presents the results for studying the lending behavior of small loan brokers 

relative to that of commercial banks using equation (1).  
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The first six columns examine individual institutional-level data. The results show a clear 

pattern: when the interest rate cap was lowered in 1930, surviving broker lending contracted 

sharply relative to surviving bank lending, and when the cap was raised in 1932, surviving 

broker lending rebounded relative to surviving bank lending. The natural interpretation of the 

results is that the 1.5 percent cap cut below the rate required to profitably serve a large share of 

the broker market, and that the 1932 increase partially restored that margin. The lower cap did 

not simply compress prices on an unchanged quantity of loans; it reduced the amount of credit 

brokers were willing or able to supply. 

Columns 3–6 demonstrate that these institutional-level findings are robust. Columns 3 

and 4 restrict the sample to commercial banks located in towns that had at least one broker 

during the period, addressing concerns about endogenous location choice. Columns 5 and 6)limit 

the sample to institutions that survived from 1928 through 1931, ensuring that differential 

survival under the lower cap does not drive the results. Columns 2, 4, and 6 add town-by-year 

fixed effects to Columns 1, 3, and 5 respectively, allowing a direct within-town comparison; the 

1930 and 1931  coefficients are more negative (deeper decline) under this specification, and the 

1932-1935 coefficients are more positive (larger rebound).  

The institutional-level regressions are intensive-margin estimates: they condition on 

lender survival in each year. They do not capture the additional loan contraction from broker 

exit, which aggregate data in Section 3 shows was the quantitatively dominant channel. We study 

the exact nature of this exit in Section 5, but want to examine the total decline in broker loans by 

accounting for exit. As such, we aggregate the data up to the town-level for each type of 

institution (i.e., small loan brokers and commercial banks) and re-estimate equation (1). In 

Column 7 of Table 3, we allow a town-institution type to drop out of the sample when there are 
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no remaining institutions of that type in the town, whereas in Column 8, we fill in $1 for those 

observations where there are no remaining institutions of that type in the town.
4
  

The empirical results reveal a stark difference between the credit contraction among 

surviving firms and the aggregate market drop. The town-level estimates of the decline are 

substantially larger than the institution-level estimates, in most cases three to four times larger in 

1930 and 1931. Evaluated at the town level, the estimated 1930 treatment coefficient is -0.807 

when the sample includes only surviving institutions and -1.629 when exited brokers are 

assigned a nominal loan value to keep their towns in the sample. In log terms, these total 

estimates imply an aggregate decline of roughly 55 to 80 percent in affected jurisdictions, far 

exceeding the 18 to 24 percent decline observed on the intensive margin alone. At the same time, 

the rebound observed at the institution level in 1932 does not persist once outcomes are 

aggregated to the town level. Among towns with surviving brokers, the 1932 coefficient is small 

and statistically insignificant, indicating that the recovery of individual surviving brokers did not 

generate a meaningful return in overall market activity to pre-Great Depression levels. When 

zeros are assigned to exiting brokers, the rebound in 1932-1935 is largely absent, and total 

broker credit in affected towns remains significantly below pre-cap levels throughout the period. 

In this sense, aggregate broker lending never returned close to its earlier levels relative to 

commercial banks, largely because broker exit permanently reduced the scale of the market. 

Table 4 presents the results from equation (2), which tests whether commercial banks 

substituted for broker lending. Across all specifications, commercial banks did not expand 

lending in response to broker contractions. Commercial bank loans are not significantly 

correlated with broker loans, and the coefficients are economically small. Restricting the sample 

to banks located in towns with at least one broker yields similar results. Aggregating to the town 

                                                 
4
 We use $1 instead of $0 because we are taking the log of total loans.  
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level produces the same conclusion regardless of whether broker lending is measured in levels or 

changes. We find no evidence that commercial banks expanded lending in response to broker 

contraction, thus validating the Stable Unit Treatment Value Assumption. 

These findings provide the paper’s most direct evidence on market segmentation. The 

comparison between brokers and banks is useful for identification precisely because they 

operated in the same local markets while facing different regulatory treatment. Yet the absence 

of substitution shows that they were not interchangeable suppliers of credit from the borrower’s 

perspective. Working-class households who relied on broker loans for current expenses, debt 

consolidation, and emergency liquidity did not migrate to bank credit when broker supply 

contracted. The decline in broker lending therefore translated into a decline in formal local credit 

available to the borrowers who had relied on brokers. In other words, the cap produced credit 

exclusion rather than a reallocation of supply across formal lenders. By isolating the effect of the 

interest rate cap, these results speak directly to the trade-offs inherent in consumer-credit 

regulation and inform modern debates over credit-card APR caps and related policies. 

 

5. Empirical Analysis of Broker Exit 

The lending results in Section 4 show that the decline in lending after the cap was 

lowered occurred through both an intensive margin contraction among surviving brokers and 

extensive margin contraction due to broker exits. The descriptive evidence in Section 2 suggests 

that the 1930 cap reduction triggered this exit: nearly all exits occurred immediately after the cap 

was lowered, and brokers charging higher interest rates in 1929 were disproportionately likely to 

exit. Because the extensive margin plays a substantial role in the collapse of broker lending, this 
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section tests whether the cap induced selective exit by examining which brokers exited and 

whether pre cap pricing predicts post cap survival. 

We focus on brokers between 1929 and 1930, but present analogous results for 

commercial banks as a placebo check. Because interest rate and profitability data are not 

available for banks, the bank specifications include only balance-sheet controls; the contrast 

between the determinants of broker exit and bank exit is nonetheless informative. We also 

examine the reaction of brokers to the 1932 cap relaxation to show that the pattern is not related 

to a pure demand- or risk-driven story. 

 

5.1. Empirical Analysis 

We test whether the 1930 reduction in the legal cap induced exit among brokers whose 

business models relied on high-rate, high-risk lending. A binding cap would compress the core 

revenue margin for these firms, making them more likely to exit. To do so, we estimate a 

regression model that predicts the probability that each broker present in 1929 would exit by 

1930 based on a variety of characteristics. At the institution-level, we include the balance sheet 

controls from the previous sections, as well as each broker’s profit buffer (measured as the ratio 

of net profit to equity) and its average monthly interest rate received on loans during the year. 

We also account for competition using the logarithm of the number of brokers and the number of 

commercial banks at the town-level. Formally, the linear probability model is: 

𝐸𝑥𝑖𝑡𝑖,1930 =  𝑎
+ 𝛽1𝐴𝑠𝑠𝑒𝑡𝑠𝑖,1929 + 𝛽2𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖,1929 + 𝛽3𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,1929

+ 𝛽4𝑃𝑟𝑜𝑓𝑖𝑡𝑖,1929 + 𝛽5𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑅𝑎𝑡𝑒𝑖,1929 + 𝛽6𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛𝑖,1929 + 𝑒𝑖 (3) 

 
where 𝐸𝑥𝑖𝑡𝑖 is an indicator variable for whether broker i, present in 1929, exit by 1930, 

𝑃𝑟𝑜𝑓𝑖𝑡𝑖,1929 is the net profit to equity ratio of broker i in 1929, 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑅𝑎𝑡𝑒𝑖,1929 is the average 
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monthly interest rate received on loans of broker i in 1929, 𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛𝑖,1929 is the logarithm of 

the number of brokers and the number of commercial banks in the town in 1929, 𝑒𝑖 is the White 

robust standard error term, and the remaining variables retain their previous definitions.  

The pre policy interest rate is the key regressor because it captures how exposed each 

broker was to the 1930 cap. Brokers charging rates well above 1.5 percent had little room to 

continue their existing lending; those already near 1.5 percent were less directly affected. While 

we do not have the interest rate and profit data for commercial banks, we also estimate equation 

(3) for each bank present in 1929. This provides a comparison point for our findings for brokers.  

We then examine intensive-margin responses among surviving brokers. For brokers 

present in both 1929 and 1930, we test whether pre-cap pricing predicts two key outcomes: (i) 

the log change in total loans from 1929 to 1930 and (ii) the share of legacy 3 percent loans 

carried into 1930. If the 1.5 percent cap was binding, then surviving brokers that had relied most 

heavily on high-rate lending before the cap should have contracted lending more sharply and 

should have carried larger shares of grandfathered 3 percent loans forward. These specifications 

follow equation (3) but use either the change in loans or the share of legacy loans as the 

dependent variable, with the 1929 interest rate as the key explanatory variable. 

Formally: 

∆𝐿𝑜𝑎𝑛𝑠𝑖,1929−30

=  𝑎 + 𝛽1𝐴𝑠𝑠𝑒𝑡𝑠𝑖,1929 + 𝛽2𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖 + 𝛽3𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,1929

+ 𝛽4𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑅𝑎𝑡𝑒𝑖,1929 + 𝛽5𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛𝑖,1929 + 𝑒𝑖 (4) 

 

 
3% 𝑙𝑜𝑎𝑛𝑠

𝑇𝑜𝑡𝑎𝑙 𝑙𝑜𝑎𝑛𝑠𝑖,1930

=  𝑎 + 𝛽1𝐴𝑠𝑠𝑒𝑡𝑠𝑖,1929 + 𝛽2𝐶𝑎𝑠ℎ/𝐴𝑠𝑠𝑒𝑡𝑠𝑖,1929 + 𝛽3𝐸𝑞𝑢𝑖𝑡𝑦/𝐿𝑖𝑎𝑏𝑖,1929

+ 𝛽4𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑅𝑎𝑡𝑒𝑖,1929 + 𝛽5𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛𝑖,1929 + 𝑒𝑖 (5) 
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where the dependent variable is either the change in the logarithm of surviving broker i's loans in 

1930 or its share of legacy 3 percent loans carried forward into 1930. Positive coefficients on 

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡𝑅𝑎𝑡𝑒𝑖,1929 would confirm that high-rate brokers contracted their lending most sharply 

and continued to rely on grandfathered high-rate contracts to maintain viability, providing further 

evidence of the supply-side constraints imposed by the cap. 

Finally, we extend the analysis to the 1932 cap relaxation. If the 1930 cap was binding, 

then brokers most constrained by the reduction should also have been the ones that expanded 

most strongly when the cap was raised to 2.5 percent. We therefore estimate analogous 

cross-sectional regressions of equations (4) and (5) for the change in total loans from 1931 to 

1932 and the share of 2.5 percent loans in 1932 among surviving brokers, controlling for the 

share of legacy 3 percent loans that mechanically limited new originations. This mirror image 

test allows us to assess whether the same brokers that contracted most sharply under the 1930 

cap rebounded most strongly when the regulatory constraint was eased. 

 

5.2 Threats to Inference 

Three identification concerns remain beyond those addressed in Section 4.2. 

 

Measurement error in the pre cap interest rate. The biggest new concern in the analysis of 

broker exits is the measurement of the interest rate variable. Specifically, brokers in financial 

distress before 1930 may have charged higher rates to compensate for rising losses and may also 

have been more likely to fail regardless of the cap. If so, the interest rate coefficient would 

capture preexisting fragility rather than cap exposure. Given that most of 1929 was a boom 

period rather than a downturn, any losses after the October stock market collapse should be small 
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compared to the profit earned the rest of the year. Moreover, Panel A of Figure 3 shows that 

brokers that charged less than 2 percent on average in 1929 were much less likely to exit than 

those that charged more. Nevertheless, we address this in two ways. First, we show that 

profitability (net profit to equity ratio) itself is uncorrelated with broker exit between 1929 and 

1930 whereas the specific interest rate is significantly correlated. Brokers that were offsetting 

rising losses might have higher average rates, but they would also have had lower profit levels. 

The lack of an effect on profitability thus points to the importance of the specific interest rate 

that the broker charged to exit rather than loan losses. Second, we examine the loan choices of 

surviving brokers in 1930 relative to their 1929 interest rates. These surviving brokers, not in 

terminal distress, provide a test of whether lending changes reflected general financial fragility or 

the specific constraint imposed by the cap. The results show that the interest rate in 1929 is 

highly correlated with surviving brokers’ share of grandfathered 3 percent loans in 1930, 

validating the rate as capturing the distribution of loan contracts.        

 

Unobserved heterogeneity correlated with pricing. The average interest rate charged in 1929 

may proxy for unobserved characteristics such as borrower risk, portfolio composition, or local 

competitiveness. We avoid this issue by showing the results are robust to restricting the sample 

to towns with at least five brokers and including town-fixed effects, thus absorbing local 

economic conditions and market structure. This result reinforces the interpretation that the exit 

pattern reflects cap exposure rather than unobserved heterogeneity. 

 

Mechanical effects from legacy loans. Because brokers could carry pre-existing 3 percent loans 

after the cap was lowered, a broker’s stock of grandfathered high-rate contracts could in 
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principle drive lending patterns in later years: a broker with large legacy holdings might appear 

to lend more on its existing book even as it originates no new loans at the lower cap rate. This 

concern is, however, largely absent from the exit regressions, which cover only the 1929-to-1930 

window. Because the cap took effect in February 1930, legacy portfolios had barely begun to 

mature by the end of that year; the decision to exit reflects whether a broker could operate 

profitably on new originations at 1.5 percent, not income from grandfathered contracts. We 

address this concern directly in the 1931–1932 regressions in Section 5.3, where we control for 

each surviving broker’s share of legacy 3 percent loans to isolate genuine supply responses to the 

cap relaxation from the mechanical effect of portfolio runoff.  

 

5.3 Broker Exit Results 

Table 5 reports the results from estimating equation (3). The evidence for small loan 

brokers in Columns 1 through 6 shows that broker exit in 1930 was highly selective. Brokers 

charging higher average interest rates in 1929 were significantly more likely to exit by 1930, but 

none of the other balance sheet items consistently or strongly predict exit. Although profitability 

typically predicts survival in financial institutions (e.g., Correia et al. 2026), it has little 

independent explanatory power in this setting. The firms most vulnerable under the binding 

interest rate cap were not those earning the lowest profits, but those whose business models 

depended on charging rates that could no longer be legally sustained. Even when restricting the 

sample to towns with at least five brokers and including town-fixed effects, the pre policy 

interest rate remains strongly predictive of exit, while the profit buffer remains insignificant. The 

1930 cap therefore did not eliminate brokers randomly; it disproportionately removed those 

whose revenue models relied on pricing loans near the old cap. 
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To assess whether these patterns reflect cap specific mechanisms rather than general 

Depression era distress, Columns 7 and 8 of Table 5 present a placebo test using commercial 

banks. Because banks were not subject to the changing broker cap, their exit should reflect 

balance sheet fundamentals rather than rate exposure. Consistent with this, bank exits between 

1929 and 1930 are significantly predicted by size and capitalization. The contrast is direct: for 

brokers, no traditional balance sheet variables are consistently significant predictors of exit; for 

banks operating in the same towns over the same period, balance sheet variables play a large role 

in predicting exits. This reinforces the interpretation that the broker exit pattern reflects cap-

specific revenue compression rather than general financial distress. 

Table 6 provides complementary evidence on intensive margin adjustments among 

surviving brokers. Among firms present in both 1929 and 1930, those with higher pre cap 

interest rates experienced significantly larger declines in total loans and retained significantly 

higher shares of grandfathered 3 percent contracts. These patterns show that the cap operated 

through both extensive margin exit and intensive margin rationing. High rate brokers did not all 

disappear, but those that survived had to more sharply curtail new lending while relying heavily 

on their pre cap high yield portfolios to remain viable. The results also provide evidence that the 

estimated interest rate matches the types of loans that brokers were providing in 1929.  

Similar to previous sections, we make use of the cap reversal in 1932 to check whether 

the changes also respond to interest rate characteristics. To evaluate whether the regulatory 

mechanism operated symmetrically when the cap was raised, Table 7 examines the lending 

response to the 1932 cap relaxation. The results are weaker than those for 1929–1930, reflecting 

the small number of surviving brokers that were present in 1929. However, restricting the sample 

to towns with at least five brokers, the 1931 interest rate is a significant predictor of the lending 
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rebound and the 1929 interest rate is directionally consistent but imprecise (p = 0.11) given the 

small number of surviving brokers. Brokers that had contracted most sharply when the cap was 

lowered also expanded most strongly when the cap was relaxed, once the dampening effect of 

legacy portfolio holdings is accounted for. The share of legacy 3 percent loans is strongly 

negative and significant across specifications: brokers with larger stocks of grandfathered high-

rate contracts originate proportionally fewer new 2.5 percent loans in 1932, exactly the 

mechanical portfolio effect discussed in Section 5.2. Controlling for this confound isolates the 

genuine supply response to the cap relaxation and confirms that the same brokers constrained by 

the 1930 cap were also the ones that responded most strongly to the 1932 relaxation, providing 

additional evidence that the cap operated through a binding supply-side mechanism. 

The exit margin also produced persistent structural consequences. County level 

Herfindahl–Hirschman Indices (HHIs) reveal that broker market concentration increased 

dramatically after the cap reduction. In 1929, most counties had competitive broker markets. By 

1931, nearly every county exhibited substantial concentration or complete broker disappearance, 

and by 1935 many counties remained either without brokers or dominated by a single firm. 

Broker market HHIs rose from 888 in 1929 to 1,570 in 1930 and exceeded 2,400 in 1931, 

remaining elevated through 1935. Commercial bank HHIs rose only modestly and remained 

below 1,800 throughout the 1930s despite widespread bank failures. The cap thus created long 

lived market concentration: once brokers exited, subsequent increases in the cap could not 

restore the lost market structure. For borrowers in affected communities, this contraction was 

meaningful. Even if New Jersey brokers represented a small share of the national small loan 

market, most local borrowers could not easily substitute toward geographically distant lenders. 
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6. Conclusion 

The debate over interest rate caps has intensified in recent years, spanning industries from 

payday lenders to large banks that securitize loans across state lines. A prominent example is the 

recent proposal to cap credit-card APRs at 10 percent, which sparked widespread debate about 

its potential effects on consumers and the broader credit market. Supporters argue that such a cap 

would lower borrowing costs and ease debt burdens, particularly for households carrying high 

balances. Critics caution that it could erode lenders’ profitability, leading to tighter credit 

standards, higher fees, or reduced access to credit for riskier borrowers. At its core, the debate 

reflects a fundamental tension: how to balance consumer protection with the need to maintain 

access to credit. 

To shed empirical light on this tension, we examine how a interest rate cap affected the 

supply of credit in a segmented small loan market. Using institution-level data on New Jersey 

brokers and commercial banks, we find that broker lending contracted sharply relative to 

untreated banks when the cap was lowered and partially rebounded when it was raised, even as 

broader economic conditions continued to deteriorate. Given that roughly 24,000 borrowers used 

New Jersey small loan brokers annually before the cap change, borrowing an average of $170 

per loan, the exit of more than two thirds of the broker market implies that tens of thousands of 

working class households lost access to their primary source of formal small dollar credit. 

Our evidence indicates that the reduction in the supply of formal credit under the lower 

cap did not merely reflect weaker demand. The total credit contraction operated through three 

distinct channels: surviving brokers sharply curtailed new lending at the new cap rate; brokers 

that had previously charged higher rates were disproportionately likely to exit, accounting for 

roughly 90 percent of the aggregate lending decline; and the subsequent cap relaxation in 1932 
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attracted no new entry, leaving the market permanently more concentrated. Commercial banks 

did not step in to replace the lost broker credit, suggesting that affected borrowers had no ready 

formal alternative within their local markets. Thus, the policy operated through both intensive 

margin cuts in lending and extensive margin exits of the most exposed firms. 

Similar to modern credit-card APRs relative to Treasury rates, broker rates in this setting 

were high relative to government bond yields but this alone does not imply that the loans were 

overpriced. Small-balance lending involves substantial fixed costs, servicing expenses, and 

expected losses. The critical question is whether the cap allows lenders to cover these costs while 

remaining viable. The New Jersey experience suggests that the 1.5 percent cap did not. Because 

they could not offset the cap through add-on fees or advance interest collection, brokers’ returns 

turned negative during the low-cap period, signaling that the cap had fallen below the break-even 

threshold for serving many borrowers. Lenders responded by reducing loan volumes, exiting the 

market, and increasing concentration rather than simply lowering prices. 

While today’s credit-card market differs substantially in products, technology, risk 

modeling, and regulatory structure, the underlying economic mechanism is closely analogous: 

when a rate cap falls below the break-even point for serving high-risk borrowers, lenders do not 

simply lower prices—they restrict credit, shift toward safer customers, or exit entirely. The New 

Jersey experience illustrates how quickly these adjustments can unfold and how long their effects 

can persist, with potentially negative welfare implications. Modern proposals to cap credit-card 

APRs confront the same trade-off: reducing borrowing costs for some consumers may 

simultaneously eliminate access for those with the fewest alternatives. The distributional 

consequences of caps, including who continues to receive credit, who is priced out, and what 

alternatives borrowers face, are central to assessing their overall impact on borrower well-being. 
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Our findings underscore the importance of designing consumer credit regulations that safeguard 

borrowers while avoiding unintended restrictions on access for those without other options. 

Identifying the break-even point and understanding how lenders adjust when caps fall below it 

should remain a core consideration in contemporary debates over interest rate regulation. 
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Calomiris, Charles, Matthew Jaremski, and David Wheelock. "Interbank connections, 

contagion and bank distress in the Great Depression." Journal of Financial Intermediation 51 

(2022): 100899. 

Calomiris, Charles, and Joseph Mason. "Consequences of bank distress during the Great 

Depression." American Economic Review 93, no. 3 (2003a): 937–947. 

Calomiris, Charles, and Joseph Mason. "Fundamentals, panics, and bank distress during the 

depression." American Economic Review 93, no. 5 (2003b): 1615–1647. 

Carrell, Scott, and Jonathan Zinman. "In harm's way? Payday loan access and military 

personnel performance." Review of Financial Studies 27, no. 9 (2014): 2805–2840. 

Correia, Sergio, Stephan Luck, and Emil Verner. "Failing banks." Quarterly Journal of 

Economics 141, no. 1 (2026): 147–204. 

Drechsler, Itamar, Hyeyoon Jung, Weiyu Peng, Dominik Supera, and Guanyu Zhou. “Credit 

card banking.” Federal Reserve Bank of New York Staff Reports 1143 (2025). 



31 

 

Fekrazad, Amir. "Impacts of interest rate caps on the payday loan market: Evidence from 

Rhode Island." Journal of Banking and Finance 113 (2020): 105750. 

Fleitas, Sebastian, Matthew Jaremski, and Steven Sprick Schuster. "The US Postal Savings 

System and the collapse of building and loan associations during the Great Depression." 

Southern Economic Journal 89, no. 4 (2023): 1196-1215. 

Gathergood, John, Benedict Guttman-Kenney, and Stefan Hunt. "How do payday loans affect 

borrowers? Evidence from the UK market." Review of Financial Studies 32 (2019): 496–523. 

Glaeser, Edward, and Jose Scheinkman. "Neither a borrower nor a lender be: An economic 

analysis of interest restrictions and usury laws." Journal of Law and Economics 41 (1998): 1–36. 

Gorton, Gary, Toomas Laarits, and Tyler Muir. “1930: First modern crisis.” Financial 

History Review 30, no. 3 (2023): 277–307. 

Jaremski, Matthew, Kris Mitchener, Gary Richardson, and Angela Vossmeyer. “Monetary 

Policy Shocks and Financial Stability: Evidence from the Great Depression”. Working Paper 

2026. 

King, Willford Isbell. The Small Loan Situation in New Jersey in 1929. New Jersey Industrial 

Lenders' Association, 1929. 

Lukongo, Onyumbe Enumbe Ben, and Thomas W. Miller Jr. "The cost of rate caps: 

Evidence from Arkansas." Journal of Financial Research 45, no. 4 (2022): 881–909. 

Maimbo, Samuel Munzele, and Claudia Alejandra Henriquez Gallegos. "Interest rate caps 

around the world: still popular, but a blunt instrument." World Bank Policy Research Working 

Paper 7070 (2014). 

Melzer, Brian T. "The real costs of credit access: Evidence from the payday lending market." 

Quarterly Journal of Economics 126, no. 1 (2011): 517–555. 

Mitchener, Kris, and Gary Richardson. "Network contagion and interbank amplification 

during the Great Depression." Journal of Political Economy 127 (2019): 465–507. 

Mitchener, Kris, and Gary Richardson. “Bank Lending and Deposit Crunches during the 

Great Depression.” Journal of Economic History 85 (2005): 442-474.  

Morse, Adair. "Payday lenders: Heroes or villains?" Journal of Financial Economics 102, no. 

1 (2011): 28–44. 

Rigbi, Oren. "The effects of usury laws: Evidence from the online loan market." Review of 

Economics and Statistics 95, no. 4 (2013): 1238–1248. 



32 

 

Schuster, Steven Sprick, Matthew Jaremski, Elisabeth Perlman. "An empirical history of the 

US postal savings system." Social Science History 44, no. 4 (2020): 667–696. 

Townsend, Genevieve. Consumer Loans in Wisconsin. Madison: Straus Printing Co, 1932. 

Wang, Jialan, and Kathleen Burke. "The effects of disclosure and enforcement on payday 

lending in Texas." Journal of Financial Economics 145, no. 2 (2022): 489–507. 

Zinman, Jonathan. "Restricting consumer credit access: Household survey evidence on 

effects around the Oregon rate cap." Journal of Banking & Finance 34, no. 3 (2010): 546–556.  



33 

 

Figure 1: New Jersey Banking Statistics (1928-1935) 

Panel A: Aggregate Loans By Type (Normalized to 100 in 1929) 

 
Panel B: Number of Institutions By Type (Normalized to 100 in 1929) 

 
Notes: Panel A reports the total value of loans from commercial banks or small loan brokers in New Jersey in 

each year. Panel B reports the number of commercial banks or small loan brokers in New Jersey in each year. 

The values in both panels are normalized to 100 in 1929. 
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Figure 2: Geographic Dispersion of Broker Loans in New Jersey (1929-1935) 

Broker Loans in 1929 Broker Loans in 1931 Broker Loans in 1935 

   
Notes: Maps report the total value of loans made by brokers in New Jersey in each year. Darker shades denote higher values, and the shades corresponds to 

the same values in each map. The lightest counties contain no brokers in the specified year.
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Figure 3:  Impact of Interest Rate Cap on Brokers 

Panel A: 1929 Average Interest Rates and 1930 Exit Probability 

 
Panel B: Broker Loans Breakdown By Interest Rate 

 
Notes: Panel A plots 1929 average monthly interest rates (interest income/loans divided by 12) against 1930 

exit. Bins contain equal numbers of brokers. The figure drops the few outliers with interest rates below 1 

percent or above 5 percent. Panel B reports the fraction of total loans made by small loan brokers of each 

category in New Jersey in each year. Because loans are not listed by interest rate in 1929, we follow anecdotal 

evidence and list them at being all at 3 percent. 
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Table 1: Statistics on Small Loan Broker Loans in New Jersey 

Panel A: Number of Borrowers By Occupational Classes 

  

Number of 

Borrowers 

Average 

Sum 

Borrowed 

Employers or Self Employed 

  

 

Non-Professional  4,709 200.68 

 

Professional 256 216.66 

Employees 

  

 

Professional 838 210.32 

 

Managerial 1,350 191.56 

 

Agents, Solicitors and Commercial Travellers 1,132 202.78 

 

Salespeople 341 162.3 

 

Clerical Employees 1,385 171.47 

 

Guardians of Public Safety 682 168.95 

 

Manual Workers 11,229 151.83 

  Servants 1,794 138.98 

Total 23,716 169.81 

Panel B: Number of Borrowers Assigning Specified Reason for Making of Loan 

  

Number of 

Borrowers 

 

 

Expenses Arising from Illness or Death 2,130 

 

 

Liquidation or Consolidation of Other Debts 8,591 

 

 

Business Expenses 2,090 

 

 

To Assist Friends or Relatives 294 

 

 

Current Expenses 7,257 

 

 

Combination of Purposes 1,502 

 

 

Miscellaneous 112 

   Reasons Unknown 2,278 

 

 
Total 24,254   

Notes: Table reports data on New Jersey small loan brokers obtained from King (1929). The top panel comes 

from Table 1 on pages 24-26, and the bottom panel comes from Table XIIIa on pages 100-102. 
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Table 2: New Jersey Small Loan Broker Summary Statistics (1928-1935) 

 

Panel A: All Brokers 

 
1928-1929 1930-1931 1932-1935 All Years 

Capital/Liab 73.79 84.46 95.62 81.13 

 

(30.43) (21.66) (13.21) (27.13) 

     Loans/Assets 82.56 73.38 75.35 78.97 

 

(20.16) (26.07) (21.08) (22.09) 

     3% Loans/Total Loans 100.0 60.93 2.563 69.02 

 

(0) (33.52) (10.05) (42.95) 

     2.5% Loans/Total Loans - - 94.87 22.31 

 

- - (15.55) (40.95) 

     1.5% Loans/Total Loans - 39.07 2.571 8.674 

 

- (33.52) (8.944) (22.18) 

     Return on Equity 21.48 -3.966 3.223 11.93 

  (208.8) (34.76) (16.22) (157.3) 

 
Panel B: Surviving Brokers 

 
1928-1929 1930-1931 1932-1935 All Years 

Capital/Liab 73.47 79.12 95.02 85.70 

 

(23.09) (24.02) (13.59) (21.40) 

     Loans/Assets 86.74 76.43 76.63 79.08 

 

(15.40) (25.41) (21.38) (21.60) 

     3% Loans/Total Loans 100.0 43.71 3.823 37.62 

 

(0) (34.08) (12.32) (43.76) 

     2.5% Loans/Total Loans - - 92.70 46.51 

 

- - (18.56) (48.25) 

     1.5% Loans/Total Loans - 56.29 3.476 15.86 

 

- (34.08) (8.923) (29.65) 

     Return on Equity 19.33 -1.169 1.928 5.456 

  (126.5) (17.62) (9.138) (64.05) 

Notes: Table presents the mean and standard deviation of each variable for small loan brokers in New Jersey by 

year. Panel B drops any broker that did not survive from 1928 through 1935. 
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Table 3: Lending in New Jersey By Institution Type (1928-1935) 

 
Ln(Total Loans) 

 
Firm-Level 

 
Town-Level 

 
All  

 

Locations With Brokers 

 

Surviving Banks and 

Brokers 

 

All - Surviving 

Institutions 

Only 

All - 

Including 

Exits 

 

(1) (2) 

 

(3) (4) 

 

(5) (6) 

 

(7) (8) 

Broker x Yr=1930 -0.200*** -0.255*** 

 

-0.200*** -0.257*** 

 

-0.128** -0.177** 

 

-0.807*** -1.629*** 

 

[0.048] [0.062] 

 

[0.048] [0.055] 

 

[0.061] [0.075] 

 

[0.121] [0.195] 

            Broker x Yr=1931 -0.274*** -0.310*** 

 

-0.263*** -0.310*** 

 

-0.270*** -0.321*** 

 

-0.715*** -1.755*** 

 

[0.068] [0.092] 

 

[0.069] [0.081] 

 

[0.078] [0.108] 

 

[0.182] [0.228] 

            Broker x Yr=1932 0.212*** 0.212** 

 

0.209*** 0.211** 

 

0.228*** 0.245** 

 

0.013 -1.648*** 

 

[0.077] [0.101] 

 

[0.078] [0.089] 

 

[0.083] [0.111] 

 

[0.145] [0.209] 

            Broker x Yr=1933 0.336*** 0.302*** 

 

0.292*** 0.299*** 

 

0.340*** 0.315** 

 

0.341** -0.787*** 

 

[0.084] [0.109] 

 

[0.086] [0.096] 

 

[0.102] [0.132] 

 

[0.168] [0.230] 

            Broker x Yr=1934 0.508*** 0.528*** 

 

0.487*** 0.508*** 

 

0.486*** 0.464*** 

 

0.726*** -0.192 

 

[0.101] [0.131] 

 

[0.104] [0.114] 

 

[0.128] [0.162] 

 

[0.183] [0.247] 

            Broker x Yr=1935 0.562*** 0.613*** 

 

0.531*** 0.598*** 

 

0.526*** 0.584*** 

 

0.792*** -0.496** 

 

[0.093] [0.128] 

 

[0.092] [0.111] 

 

[0.111] [0.162] 

 

[0.181] [0.233] 

            Fixed Effects? Bank Bank 
 

Bank Bank 
 

Bank Bank 
 

Town Town 

Town X Year 

Fixed Effects 
No Yes 

 
No Yes 

 
No Yes 

 
No No 

Lagged Balance 

Sheet Controls 
Yes Yes 

 
Yes Yes 

 
Yes Yes 

 
Yes No 

Year Fixed Effects Yes Yes 
 

Yes Yes 
 

Yes Yes 
 

Yes Yes 

Observations 3928 3928 
 

2469 2469 
 

3184 3184 
 

1844 2592 

R-squared 0.423 0.696   0.432 0.551   0.413 0.700   0.537 0.280 

Notes: Table presents the estimated coefficients from the loan panel regressions in equation (1). Columns 1 through 6 contain observations for each 

institution in each year, whereas columns 7 and 8 aggregate to the town-year level separately for commercial banks and brokers. Columns 3 and 4 only 

include institutions that operated in a town with a broker between 1928 and 1935, columns 5 and 6 only include institutions that survived from 1928 through 

1931. Column 8 reports towns without a broker or those without a commercial bank as having $1 of loans thus accounting for institutional exit. Lagged 

balance sheet controls include each institution’s size using the logarithm of assets, its liquidity position using the ratio of cash to assets, and its leverage 

using the ratio of equity to liabilities. The standard errors are clustered at the institution level in columns 1 through 6 and at the town-institution type level in 

columns 7 and 8.  
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Table 4: Commercial Bank Response to Broker Credit Contraction (1928-1935) 

 
Ln(Total Loans) 

 
Firm-Level - Dropping Brokers 

 

Town-Level - Dropping Brokers 

 
All 

 

Locations With 

Brokers 

 

All 

 

Locations With 

Brokers 

 

(1) (2) 

 

(3) (4) 

 

(5) (6) 

 

(7) (8) 

D.Ln(Brokers Loans+1) 0.008 

  

-0.010 

  

0.007 

  

-0.005 

 

 

[0.009] 

  

[0.013] 

  

[0.010] 

  

[0.011] 

             Ln(Brokers Loans+1) 

 

-0.010 

  

0.007 

  

-0.012 

  

-0.004 

  

[0.009] 

  

[0.014] 

  

[0.011] 

  

[0.017] 

            Fixed Effects? Bank Bank 

 

Bank Bank 

 

Town Town 

 

Town Town 

Lagged Balance Sheet Controls Yes Yes 

 

Yes Yes 

 

Yes Yes 

 

Yes Yes 

Year Fixed Effects Yes Yes 

 

Yes Yes 

 

Yes Yes 

 

Yes Yes 

Observations 2991 2991 

 

1614 1614 

 

1532 1532 

 

451 451 

R-squared 0.467 0.467   0.553 0.553   0.524 0.525   0.778 0.778 

 Notes: Table presents the estimated coefficients from the loan panel regressions in equation (2). Columns 1 through 4 contain annual observations for each 

commercial bank in each year, whereas columns 5 through 8 aggregate commercial banks up to the town-year level. Columns 3 and 4 only include banks in 

a location that had a broker between 1928 and 1935, and columns 7 and 8 only include locations that had a broker between 1928 and 1935. Lagged balance 

sheet controls include each institution’s size using the logarithm of assets, its liquidity position using the ratio of cash to assets, and its leverage using the 

ratio of equity to liabilities. The standard errors are clustered at the institution level in columns 1 through 4 and at the town-level in columns 5 through 8.  
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Table 5: Determinants of New Jersey Exits (1929-1930) 

  Small Loan Brokers   Commercial Banks 

 
All 

 

Towns With 5+ Brokers in 1929 

 
All 

Towns with 5+ 

Banks in 1929 

 
(1) (2) (3) 

 
(4) (5) (6) 

 
(7) (8) 

Ln(Assets) in 1929 -0.008 -0.017 -0.033 

 

-0.036 -0.042 -0.055* 

 

-0.034*** -0.041** 

 

[0.025] [0.027] [0.025] 

 

[0.029] [0.031] [0.030] 

 

[0.012] [0.017] 

           Cash/Assets in 1929 0.188 0.166 0.049 

 

-0.246 -0.256 -0.300 

 

-0.007 0.040 

 

[0.398] [0.398] [0.409] 

 

[0.437] [0.438] [0.447] 

 

[0.138] [0.343] 

           Capital/Liab in 1929 0.130 0.137 0.183* 

 

0.115 0.123 0.169 

 

-0.221** -0.443** 

 

[0.106] [0.106] [0.101] 

 

[0.117] [0.117] [0.111] 

 

[0.103] [0.209] 

           Ln(Brokers in Town) in 1929 0.019 0.013 0.009 

     

-0.000 

 

 

[0.051] [0.052] [0.050] 

     

[0.013] 

            Ln(Banks in Town) in 1929 -0.151 -0.137 -0.097 

     

0.040** 

 

 

[0.108] [0.109] [0.106] 

     

[0.015] 

            Net Profit/Assets in 1929 

 

0.003 

   

0.002 

  

- - 

  

 

[0.003] 

   

[0.003] 

               Average Interest Rate in 1929 

  

12.490*** 

   

11.134*** 

 

- - 

   

[2.690] 

   

[3.195] 

              Location Fixed Effects None None None 

 

Town Town Town 

 

None Town 

Observations 390 390 390 

 

322 322 322 

 

529 151 

R-squared 0.033 0.036 0.081   0.081 0.083 0.117   0.062 0.157 

Notes: Table presents the estimated coefficients from the institution-level regressions in equation (3). The outcome variable is an indicator for whether an 

institution exited between 1929 and 1930. Columns 1 through 3 contain brokers in all towns, Columns 4 through 6 contain brokers in locations that have 5 or 

more small loan brokers in 1929, Column 7 contains commercial banks in all towns and  Column 8 contains commercial banks in towns with 5 or more 

banks in 1929. White robust standard error terms are reported in brackets.
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Table 6: Lending Among Surviving Brokers (1929-1930) 

 

Change in Ln(Total Loans) 

1929-1930 

 

3% Loans/Total Loans in 

1930 

 
All 

Towns with 

5+ Brokers 

in 1929 

 
All 

Towns with 

5+ Brokers 

in 1929 

 
(1) (2) 

 
(3) (4) 

Ln(Assets) in 1929 -0.055 -0.032 

 

-0.081*** -0.084*** 

 

[0.046] [0.054] 

 

[0.022] [0.030] 

      Cash/Assets in 1929 1.223** 1.427** 

 

-0.648** -0.670** 

 

[0.518] [0.671] 

 

[0.249] [0.290] 

      Capital/Liab in 1929 -0.052 -0.084 

 

-0.014 0.032 

 

[0.175] [0.203] 

 

[0.106] [0.116] 

      Ln(Brokers in Town) in 1929 0.136* 

  

0.024 

 

 

[0.082] 

  

[0.037] 

       Ln(Banks in Town) in 1929 -0.243 

  

-0.025 

 

 

[0.166] 

  

[0.079] 

 
      Average Interest Rate in 1929 -19.989*** -22.804*** 

 

5.294* 6.595* 

 

[6.357] [7.486] 

 

[2.876] [3.973] 

      Location Fixed Effects None Town 

 

None Town 

Observations 175 121 

 

171 118 

R-squared 0.188 0.272 

 

0.097 0.176 

Notes: Table presents the estimated coefficients from broker-level regressions in equations (4) and (5). The 

outcome variables are listed in the column headings. Columns 1 and 3 contain brokers in all towns, whereas 

Columns 2 and 4 drop brokers in locations that have less than 5 small loan brokers in 1929. White robust 

standard error terms are reported in brackets.
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Table 7: Lending Among Surviving Brokers (1931-1932) 

 
Change in Ln(Total Loans) 1931-1932 

 
2.5% Loans/Total Loans in 1932 

 
All   

Towns with 5+ Brokers 

in 1931 

 
All   

Towns with 5+ Brokers 

in 1931 

 
(1) (2) 

 

(3) (4) 

 

(5) (6) 

 

(7) (8) 

Ln(Assets) in 1931 -0.097 -0.049 

 

-0.157 0.050 

 

-0.044 -0.032 

 

-0.059 -0.052 

 

[0.097] [0.120] 

 

[0.150] [0.168] 

 

[0.035] [0.037] 

 

[0.050] [0.051] 

            Cash/Assets in 1931 0.579 0.566 

 

-0.290 -0.162 

 

0.495** 0.444* 

 

-0.310 -0.431 

 

[0.845] [1.002] 

 

[0.842] [0.727] 

 

[0.208] [0.228] 

 

[0.413] [0.379] 

            Capital/Liab in 1931 0.319 0.148 

 

1.468* 0.793 

 

-0.049 -0.062 

 

-0.165 -0.232 

 

[0.595] [0.598] 

 

[0.736] [0.528] 

 

[0.146] [0.169] 

 

[0.146] [0.183] 

            Ln(Brokers in Town) in 1931 0.005 0.042 

    

0.066 0.072 

   

 

[0.231] [0.231] 

    

[0.090] [0.086] 

               Ln(Banks in Town) in 1931 0.140 0.076 

    

0.006 0.010 

   

 

[0.461] [0.452] 

    

[0.136] [0.137] 

               Average Interest Rate in 1931 21.657 

  

136.639** 

  

4.543 

  

6.036 

   [23.715] 

  

[58.166] 

  

[6.428] 

  

[14.113] 

             Average Interest Rate in 1929 

 

27.316 

  

75.399 

  

12.882*** 

  

16.382* 

  

[23.452] 

  

[44.571] 

  

[4.523] 

  

[8.571] 

            3% Loans/Total Loans in 1931 0.438 0.418 

 

1.012 0.608 

 

-0.520*** -0.542*** 

 

-0.548*** -0.607*** 

 

[0.729] [0.695] 

 

[0.617] [0.643] 

 

[0.154] [0.146] 

 

[0.152] [0.157] 

            Location Fixed Effects None None 

 

Town Town 

 

None None 

 

Town Town 

Observations 44 43 

 

25 24 

 

44 43 

 

25 24 

R-squared 0.118 0.145   0.567 0.484   0.398 0.476   0.540 0.616 

Notes: Table presents estimated coefficients from cross-sectional regressions of surviving broker outcomes in 1932 on pre-crisis and 1931 characteristics 

similar to equations (4) and (5). Columns 1–4 examine the change in log total loans from 1931 to 1932; columns 5–8 examine the share of 2.5 percent loans 

in total loans in 1932. Odd numbered columns use the average interest rate in 1931; even numbered columns substitute the average interest rate in 1929. 

Columns 3–4 and 7–8 only include surviving brokers in places with 5 or more brokers in 1931. The low observation count reflects extensive exit after the 

1930 cap reduction. White robust standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.10. 


