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Addressing Legal Loopholes in Consumer Credit Markets

ISSLP

Tnterdisciplinary Studies in Saciety, Law and Politics

Filippo. Morello?*

1 PhD candidate in private law, University Bologna, Italy

* Corresponding author email address: Filip.morello@unibo.it

Received: 2023-11-28 Revised: 2024-01-02 Accepted: 2024-01-07 Published: 2024-04-01

The global financial landscape has undergone significant transformations over the past decade, particularly in the
consumer credit market. However, despite regulatory advancements, legal loopholes persist that jeopardize
consumer protection and risk exacerbating the problem of over-indebtedness. This letter seeks to address these
concerns by highlighting existing gaps in legislation and proposing strategic reforms to strengthen consumer rights
and prevent irresponsible lending practices. To address these challenges, [ propose several key reforms: Revision of
the Consumer Credit Directive: Enhance the directive to include stricter guidelines on affordability assessments,
mandating that lenders conduct thorough background checks that consider a consumer’s long-term financial
stability. Standardization of Risk Assessment Procedures: Develop standardized procedures for assessing credit risks
that include behavioral and socioeconomic factors to reduce the likelihood of default and over-indebtedness.
Enhanced Oversight of Credit Bureaus: Implement stricter regulatory oversight of credit bureaus to ensure that credit
scoring systems are transparent and equitable. Cap on Interest Rates and Fees: Introduce caps on interest rates and
fees to protect consumers from predatory lending practices and prevent systemic usury. Consumer Education
Programs: Increase investment in consumer education programs to ensure that borrowers are fully aware of the
terms of credit agreements and the implications of debt. These recommendations aim to fortify the legal framework
surrounding consumer credit, ensuring that it not only supports the financial system but also safeguards consumer
interests, particularly those of the most vulnerable. By closing these legal loopholes, we can foster a more equitable
and responsible credit market.
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he global financial landscape has undergone
Tsignificant transformations over the past decade,
particularly in the consumer credit market. However,
despite regulatory advancements, legal loopholes persist
that jeopardize consumer protection and risk
exacerbating the problem of over-indebtedness. This
letter seeks to address these concerns by highlighting
existing gaps in legislation and proposing strategic
reforms to strengthen consumer rights and prevent
irresponsible lending practices.

The post-crisis era has illuminated critical flaws within
the consumer credit market, notably in the European
Union where the Consumer Credit Directive has been
scrutinized for its efficacy. Cherednychenko and
Meindertsma (2019) provide a compelling analysis,
arguing that despite its intentions, the Directive falls
short of protecting consumers from irresponsible
lending practices (Cherednychenko & Meindertsma,
2019). This critique is a starting point for reevaluating
consumer credit laws to ensure they fulfill their purpose
more effectively.
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Moreover, the link between consumer spending habits
and loan default risks, as explored by Chumbon (2021),
emphasizes the necessity for more nuanced risk
assessments that consider behavioral factors in credit
evaluations (Chumbon, 2021). This approach could
mitigate risks both for lenders and borrowers, ensuring
that loans are more likely to be repaid without placing
undue financial strain on consumers.

The problem of over-indebtedness extends across
Europe, as evidenced by Domurath et al. (2014), who
document the widespread nature of this issue in six
European countries (Domurath et al., 2014). Their
findings underscore the need for a comprehensive
approach to credit regulation that goes beyond
individual countries and addresses systemic issues
affecting the entire continent.

Furthermore, Ferretti (2015) discusses the dual role of
credit bureaus in managing risk and assessing
creditworthiness (Ferretti, 2015). This highlights a
critical area for reform: enhancing the transparency and
accountability of credit bureaus to ensure that
creditworthiness assessments are fair and do not
disproportionately disadvantage any group of
consumers.

The case of systemic usury, as discussed by Neuberger
and Reifner (2020), presents another dimension of the
problem, where certain practices in consumer credit
markets verge on exploitative, particularly affecting the
most vulnerable consumers (Neuberger & Reifner, 2020).
Tackling this issue requires a holistic review of interest
rates, fee structures, and the enforcement of existing
laws intended to prevent usury.

To address these challenges, I propose several key
reforms:

Revision of the Consumer Credit Directive: Enhance the
directive to include stricter guidelines on affordability
assessments, mandating that lenders conduct thorough
background checks that consider a consumer’s long-
term financial stability.

Standardization of Risk Assessment Procedures:
Develop standardized procedures for assessing credit
risks that include behavioral and socioeconomic factors
to reduce the likelihood of default and over-
indebtedness.

Enhanced Oversight of Credit Bureaus: Implement
stricter regulatory oversight of credit bureaus to ensure
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that credit scoring systems are transparent and
equitable.

Cap on Interest Rates and Fees: Introduce caps on
interest rates and fees to protect consumers from
predatory lending practices and prevent systemic usury.
Consumer Education Programs: Increase investment in
consumer education programs to ensure that borrowers
are fully aware of the terms of credit agreements and the
implications of debt.

These recommendations aim to fortify the legal
framework surrounding consumer credit, ensuring that
it not only supports the financial system but also
safeguards consumer interests, particularly those of the
most vulnerable. By closing these legal loopholes, we can
foster a more equitable and responsible credit market.
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