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Abstract

Facebook loan groups are emerging as popular platforms in Estonia, allowing individuals to
request and provide private loans. However, little has been studied about the operations and
characteristics of this informal lending market. This thesis studies Facebook loan groups
through interviews with borrowers and debt counselors to describe the characteristics of this
loan market and attitudes towards it. It was revealed that these groups serve as a last resort for
many borrowers, offering loans at exorbitant interest rates. Yet some individuals chose the
Facebook loan market due to quicker processes and easier administration. In general, most of
the borrowers and all of the debt counselors had a negative connotation regarding the Facebook
loan groups. The findings of this thesis can provide a basis for national institutions to evaluate

and address the risks associated with this informal lending sector.

Keywords: Personal Finance, Borrowing, Debt, Behavioural Finance
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1 Introduction

In contemporary society, borrowing has become an increasingly common financial practice,
with individuals turning to loans to fulfil various needs, from education and housing to
entrepreneurship and personal expenses (Espenberg et al., 2021; European Banking Authority,
2023). This growing trend highlights the important role loans play in helping people manage
their finances and achieve their goals and also raises concerns regarding the potential risks and

outcomes of loans becoming too common and overused.

Availability of consumer credit can help poorer households acquire non-daily pricier items (Li
et al., 2021). In addition to allowing households to strategically plan savings and consumption,
making it feasible to incorporate significant expenses like vehicle purchases and home
renovations without delay, it also empowers consumers to purchase goods promptly,
stimulating economic growth and bolstering employment opportunities within industries
(Durkin et al., 2014). Debt on the other hand, particularly non-mortgage credit debt, can have
a significant negative impact on psychological well-being, leading to increased psychological
distress, especially when debt levels are higher at the individual level (Brown et al., 2005; de
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Bruijn & Antonides, 2020) as well as decreased happiness, particularly among low- and

middle-income individuals (Xiao et al., 2021).

Despite the wide accessibility of formal lending institutions thanks to technological advances,
a significant portion of the population faces obstacles in securing legal and moderately priced
loans and thus this segment of the population often finds itself excluded from traditional
financial services due to various factors such as poor credit history, insufficient collateral, or
limited access to banking facilities (Gloukoviezoff, 2007). Due to that, many individuals
seeking financial assistance often find their way to the informal lending sector, where
interactions with loan sharks or similar predatory lenders are not uncommon. Loan sharks are
individuals or entities who charge very high interest rates and are also often known to use
threats or violence against debtors (Mendenhall, 2007). The illegal loan market is known to be
catered to those excluded from mainstream financial services, offering quick cash solutions
with exorbitant interest rates and exploitative terms (Signal et al., 2012). In the absence of
regulatory oversight and consumer protections, borrowers often face predatory lending
practices that worsen their financial problems and keep them trapped in debt spirals
(Mendenhall, 2007).

Loan sharks offer their loans in different ways, for example traditionally in casinos (Soudijn &
Zhang, 2013) or in the a payday loan format (Rona-Tas & Guseva, 2018). A new way for loan
sharks to offer their loans proves to be Facebook loan groups. Since social media loan markets
are relatively new, there isn’t much knowledge on what are the main reasons why people turn
to those illegal loans and what conditions await them there, since loan conditions are discussed

privately between the borrower and lender.

The objective of this thesis was to describe the workings of the Facebook loan market as a
novel platform for borrowing. Since loans have such a wide and important role in the lives of
many individuals, it is important to know how different lending platforms operate, who they
are catered to and what loan conditions are common there. For this, four research questions
were constructed which were about reasons why individuals seek loans from Facebook, what
purpose do those loans serve, what are the loan conditions and the general interaction between
lenders and borrowers and what is the overall attitude of the borrowers and debt counselors
towards those loan groups. Since literature regarding Facebook or social media lending in
general is scarce, the literature is built up to cover different alternative loans to describe the

Facebook loan market through them.
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No public data is available about the Facebook groups’ loan market characteristics, such as
interest rates, purposes of these loans and the general dynamic of the borrowers and lenders.
For this reason, a qualitative approach was chosen in the form of expert and borrower
interviews, to gain the first insight into the world of Facebook lending. The debt counselors
(experts) have experience with many borrowers who have found their way to Facebook groups
and thus can give a wider view on this field. The borrowers can give a very narrow, yet deep
and first-hand knowledge on the particulars of this loan market. The interviews were then coded

and categorised and compared.

Since lending and financial problems tend to be very sensitive and uncomfortable topics, only
a few of the borrowers agreed to the interview. In addition, the borrowers were hard to reach,
because most of them operated anonymously and for those who didn’t, the message request
often stayed unnoticed or ignored. In total 12 borrowers agreed to share their experience with

having applied for a loan in Facebook.

For this thesis, the information was collected from the borrower’s viewpoint, as the borrowers
and debt counselors who work with borrowers were interviewed. The literature used was from
the financial behaviour domain. The results — characteristics of the loan market — are from the
borrower’s perspective. It must be mentioned, that when it comes to lending, there are different
interest groups, like lenders and national institutions who have their own priorities and stances,

which this thesis doesn’t cover.

It was found that debt counselors sense a lot of predatory lending characteristics in the
Facebook loan groups. The maximum annual percentage rate for consumer credit from
regulated credit providers in Estonia is currently 52%, as of May 2024 (Eesti Pank, 2023b).
The interest rates reported by the borrowers and counselors were on average around 520%,
which is 10 times higher than the legal limit. It can be argued whether the lenders charge these
rates due to usury or risk aversion. Although the interest tends to be very high, the borrowers
are in some cases forced to take these loans that they can’t actually afford, when they have no
other options left. There are separate groups where the lenders post the defaulted borrowers
publicly and it is extremely feared by the borrowers. There were also cases mentioned about
serious physical threats from the lenders and the debt counselors emphasized that they sense

the problem to be growing and more people reaching their breaking point.
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On the other hand, it was also described how the lenders on most part exercise at least some
responsible lending practices and evaluate the borrowers before giving them loans. Despite
majority of borrowers using the loans for making ends meet towards the end of the month and
when they had been struck by an emergency, there were also borrowers who had sought for the
Facebook loan solely for consumption, e.g. buying a new car or a crypto miner. Most of the
borrowers described the communication to be polite and didn’t report negative experiences.

Still the majority of the borrowers didn’t see themselves lending from those groups again.

The thesis sheds the first ray of light into the Facebook loan group operations in Estonia. It
gives an overview from the borrower’s perspective on why these groups are used, for what they
are used and what loan conditions are common there. It also covers the general attitude towards

the Facebook loan groups.

The rest of the paper is structured as follows. First, the literature review will give an overview
on the background of alternative lending, its many forms and how it could be similar to the
Facebook groups. Secondly, the methodology used will be discussed to explain in detail the
process of the interviews and why it was done. Thirdly, the results will be covered, fourthly,
the main results will be discussed more in detail and lastly the thesis will be concluded, and

main outcomes highlighted.

2 Literature review

2.1 Lending

3.1.1. History

The history of lending reveals its deep-rooted connection to economic and social structures
across civilizations. In ancient Sumer around 3500 BCE, diverse credit transactions were
prevalent, involving commodities like silver, barley, and wool, often with interest terms
established (Garfinkle, 2004). Dating back to 1780 BCE, the code of Hammurabi introduced
regulations on interest rates, laying down penalties for usury, showcasing early legal
frameworks for credit (Nagarajan, 2011). Anthropologist David Graeber challenges
conventional economic narratives by suggesting that debt and credit predate money and barter
(Graeber, 2011).
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Throughout medieval Europe, credit played a pivotal role in catering to diverse needs of
individuals, businesses, and institutions, fostering economic activities and investments across
social strata (Cassis et al., 2016, cited in Lorenzini et al., 2018). This era witnessed the
emergence of various financial instruments like promissory notes, paper money, letters of
credit, and cheques, contributing to the evolution of credit practices (Graeber, 2011).
Subsequently, in later medieval and Tudor England, borrowing surged due to currency
shortages, with loans sought for consumption or investment purposes, often with concealed
interest charges due to religious prohibitions (Mclntosh, 1988). The critique on usury has
touched on the subject of the interest being unearned and exploitive, to name a few, which is
still vocalised in modern day as well (Visser & Maclntosh, 1998). By the 16th century,
borrowing, lending, and credit became intrinsic aspects of English society, intertwined with
individuals' reputation and economic status (Muldrew, 1998).

In the 17th century, significant changes in banking practices emerged in Europe. London
witnessed the rise of goldsmith-bankers who revolutionized lending by introducing transferable
paper money, creating a system where deposited funds had dual ownership, a precursor to
modern banking (Kim, 2011). Meanwhile, in rural Sweden during the 1840s, the banking
market relied heavily on private promissory notes issued by wealthy individuals (Lindgren,
2017). Jumping forward ca 100 years, the post-World War 11 USA witnessed a rapid expansion
and development of the consumer finance sector, driven by traditional financial institutions,
government bodies, and informal networks, leading to increased consumer reliance on credit
cards and loans (Ryan et al., 2011). This expansion, starting in the 1960s and 1970s, was
propelled further by financial deregulation in the 1980s and the development of modern credit

scoring systems (Ryan et al., 2011).

2.1.1 Consumer lending

When delving more deeply into the mechanisms of consumer lending and consumer credit
nowadays, the term ought to be defined. The European Central Bank defines it as “Loans
granted to households for personal use in the consumption of goods and services” (European
Central Bank, 2024b). In Estonia, Finantsinspektsioon (Financial Supervision Authority) refers
to consumer credit as loans or credit extended to individuals by financial institutions, such as
banks and other licensed credit providers, typically secured by income, a co-signer's guarantee,

or a deposit held by the bank and it encompasses various types of loans tailored to specific
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purposes, such as home improvement loans, auto loans, or travel loans (Finantsinspektsioon,
2019).

In addition to adhering to the maximum annual percentage rate set by regulations, consumer
credit providers are required to furnish borrowers with a European Standardised Information
Sheet before entering into an agreement. This document outlines details such as the loan
amount, annual interest rate, total cost of credit, additional fees, penalties, and the duration of
the contract. The standardized format of this information sheet facilitates easy comparison of
different loan offers, aiding consumers in making informed decisions. (Finantsinspektsioon,
2019)

The modern landscape of lending and debt behavior reflects a complex interplay of social,
economic, and individual factors. Consumer behavior literature emphasizes the influence of a
consumer culture driven by desires for both hedonistic and utilitarian pursuits, contributing to
the decision to take on credit and debt (O’Loughlin & Szmigin, 2006; Witt, 2014) in addition
to mass media and technological advancements broadening people's perceptions of necessity,
influencing spending behaviors and driving demand for credit (Cynamon & Fazzari, 2013;
Dunkelberg, 1989). Additionally, rising costs of education, expenses related to starting a
family, rising inflation and interest rates all contribute to increasing debt levels among
households (Scott & Pressman, 2013). Particularly susceptible to this are young people with
short work experience, low-wage earners and individuals with addictive behaviours, whom the

rising living costs can lead to usurious lenders (Oksanen et al., 2015; Vella & Mintoff, 2023).

A survey conducted in the USA revealed that person’s self-reported credit rating strongly
correlates to the intent to take out payday and other short term high interest loans (Federal
Reserve Board, 2023). Espenberg et al. (2021) also found that although people tend to report
comparing and evaluating loans against responsible lending practices and costs, they actually
still tend to default to their well-known provider due to familiarity or possible time savings. It
has also been found that self-control and impulsive decision-making significantly influences
borrowing behavior and indebtedness (Grohmann & Hamdan, 2021). For instance, individuals
with low self-control are more prone to taking out unsecured personal loans, borrowing from

family or friends, and using credit cards (Fernandez-Lopez et al., 2024).

Moreover, income disparities significantly influence borrowing behavior, particularly

impacting lower-income households who often resort to short-term, high-cost loans,
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exacerbating their financial strain (Espenberg et al., 2021). This reliance is compounded by
misleading loan presentations that obscure total credit costs, fostering a lack of awareness and
leading to payment difficulties among consumers (Espenberg et al., 2021). Such short-term
loans, typically taken to cover immediate and unexpected expenses, perpetuate a cycle of debt
due to their exorbitant interest rates (Chen, 2020). Moreover, shame emerges as a significant
factor driving individuals deeper into debt spirals, as fear of societal judgment and concern
over creditworthiness prompt further borrowing to repay existing debts, while also inhibiting
individuals from seeking assistance when debt becomes unmanageable (Lillgvist & Timonen,
2023).

The European Banking Authority highlights issues like poor credit assessment, lack of
precontractual information, and high fees relating to consumer credit as the main present and
future problems. Emerging, mainly online and non-regulated models like Buy-Now-Pay-L ater,
microcredit and peer-to-peer lending are gaining traction, posing risks of repayment difficulties
and over-indebtedness (European Banking Authority, 2023). Based on the previous, the

following research question is formed:
What is the attitude of lenders and counselors regarding Facebook loans?

When it comes to traditional lending (e.g. banks), the process for the borrowers is generally
very similar. The banks call their consumer loans ‘small loans’, but description falls into the
same bracket as the above-mentioned consumer loan. The borrower contacts the bank (in most
cases, they fill out an electronic application on the banks’ website) and gives the bank access
to their credit history to evaluate the credit score. If the credit score is deemed acceptable, the
borrower will read and sign a loan agreement and then receive the loan. When looking at the
bank’s websites for info about the loans, the smallest consumer loan in one bank was 200 euros,
in many others the minimum was 300 and in some cases also up to 1000 euros, the maximum
in most cases was 20000-25000 euros. Some banks also mentioned that the borrower must have
a decent payment behaviour and credit background. Some banks also indicated the minimum
income that a person needed to have to get the loan, the smallest needed income was 300 euros
(same bank who had the minimum loan amount 200 euros), other banks whose minimum loan
was 300 euros needed the borrowers’ income to be 400-600 euros. One bank, who’s minimum
loan amount was 500 euros, required the lender to have a minimum of 250-euro income. Most
banks offered 10 years as the maximum period, some offered 6-7 years. (Swedbank, 2024;
Coop Pank, 2024; SEB, 2024; LHV, 2024; Holm Bank, 2024; Citadele pank, 2024.)
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When it comes to the other registered credit providers (non-banks), the process is very similar.
The loan amounts and periods vary more in these companies. The minimum loan amount that
was found when looking at the more well-known providers was 100 euros. Maximum period
for the credit providers who were observed didn’t exceed 5 years and that was the main
difference that was noticed between banks and non-bank credit providers. Some providers
indicated as one of their criteria that the borrowers couldn’t have any payment default in the
past, whereas some providers indicated that the borrower couldn’t have any current payment
default, opening the credit possibilities for a wider range of borrowers. (Modena, 2024,
Credit24, 2024; Smsaha, 2024; Raha24, 2024; BestCredit, 2024)

Third well known option is the crowdlending or peer-to-peer (P2P) lending. In this case, the
loan is intermediated by a site, but the loans are coming from private investors and the loans
can be requested by companies, but also by individuals who need a small loan. There the
process is quite different - the person wanting a loan fills out an application, waits to get
approved (credit scoring is usually done by the P2P site) and can then put out a loan request.
Then the site (when it is automated for the investor) or the individual investors can choose,
which loans they want to fund and then the borrower can choose the best offer or the site has
already done it, and a loan agreement can be signed by the borrower. The sites also promote
themselves as an option for people who can’t get loans from banks due to their low income or

recent credit defaults. (Bondora, 2024; Moneyzen, 2024)

2.2 Alternative loan markets

For many people, traditional credit options offered by mainstream banks are not an option due
to poor credit decisions in the past or insufficient credit history (Lamb, 2016), but also due to
low income and low socioeconomic status (Federal Reserve Board, 2023; Vella & Mintoff,
2023). Since credit is still needed, the individuals have to seek loans elsewhere, from alternative
sources. Non-bank or alternative credit markets can be defined differently, but in the context
of this thesis, the broad lending landscape has been considered as four main categories - formal

mainstream, formal fringe, social and usurious. For details see Figure 1.
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Figure 1. Distribution of loans into categories. Compiled by the author, based on Rona-Tas and Guseva (2018), Chaffee and
Rapp (2012) and Spotton Visano (2008).

This thesis concentrates on non-bank lending, hence the first “formal mainstream” category
will not be discussed and the first category being discussed will be fringe lending. Fringe or
alternative lenders can be one-person businesses or large international enterprises and the loans
are characterised by small amounts given for relatively short periods and high interest (Rona-
Tas & Guseva, 2018). It is corroborated by the statistics - consumer average loan balances from
banks are almost three times the amount than the average loan balances from alternative credit
providers (Espenberg et al., 2021,). Meaning, that banks’ consumer loans are not typically few
hundred euros and people who are struggling for few hundred euros are most probably not

suitable for bank loans and seek these loans from fringe lenders.

Agarwal and Bos (2014) found in their research that most of the fringe market borrowers were
not eligible for mainstream bank loans and had to turn to alternative fringe markets for credit.
Fringe lending disproportionately affects lower-income households, amplifying their financial
struggles, because even at modest levels, the fees associated with fringe banking can
substantially erode the asset-building capacity of these households, far surpassing the costs
incurred for example through credit card transactions (Carr & Schuetz, 2001). Karger (2004)
highlights the predatory nature of fringe lending, likening it to illegal loan sharking due to
exorbitant interest rates and fees, and despite operating legally, the fringe lending business can

still increase financial vulnerability among low-income families and communities.
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Moreover, these fringe finance transactions fail to contribute to the development of a credit
score, further hindering the low-income individuals’ access to more affordable mainstream
banking services, since fringe finance institutions don’t offer long-term supportive services,
such as savings accounts and credit-building options (Lamb, 2016). In many cases, fringe
lending, but also informal lending goes hand in hand with predatory lending which means
unfair, deceitful, or abusive loan terms, and predatory loans are usually aggressively advertised
towards people with low incomes or lack of knowledge, encouraging people to take on loans
they can’t afford (Hayes, 2023).

Carr and Schuetz (2001) bring out three features, that separately or in combination define
predatory lenders. Firstly, targeted marketing to vulnerable consumers, secondly unreasonable
and exaggerated loan terms (e.g. excess collateral) and thirdly fraudulent behaviour, which
further hurts the borrowers (e.g. hidden costs) (Carr and Schuetz, 2001). Based on the previous,

the following research question is formed:

Why do people lend from Facebook groups?

2.2.1 Payday lending

From the formal fringe category, the payday lending will be discussed next. Payday loans are
a type of loan that individuals take to survive the month until their next paycheck, when the
loan has to be paid back from their regular income and the loans are usually rather small, up to
a few hundred euros, short term, until the next payday, so usually up to a month, and high
interest (Allcott et al., 2022). Interest is reported to be up to 300%-600% (Skiba, 2014).

The lenders are predominantly employed or with other forms of stable income, which may also
be pensions or state aid (Lim et al., 2014). They usually have a low income and fewer assets
than people without payday loans, payday loan customers also tend to be younger and less
educated (Logan & Weller, 2009). Nufiez et al. (2016) found in a large survey based study in
the US that most borrowers used online payday loans to cover daily expenses and for some it
was caused by an unexpected event and that before turning to payday loans, borrowers had
exhausted other sources of credit, like family and credit cards. On the other hand, a third of
payday borrowers in the US are reported to use the loans for convenience, not for emergencies

(Logan & Weller, 2009). Based on this, the following research question is formulated:

What are the purposes of Facebook loans?

12



FROM FRIENDS TO FINANCES: ANALYZING HIGH-RISK LOANS IN SOCIAL
MEDIA

Payday loans are usually classified as formal, so-called fringe loans, where the type of loan is
offered by regulated loan offices specialising in payday loans (Rona-Tas & Guseva, 2018). But
the loan could also be identical in its core to the payday loan format, yet be informal, from
family to individual lenders. Due to the high interest, short period and illegality of the business,
informal, payday like loans are often referred to as usury or loan-sharking (Rona-Tas &
Guseva, 2018).

There is a continuous discussion on whether payday loans are bad and should be banned or that
they are a necessary source of cash for people in an urgent need and banning them would harm
their welfare. The first opinion is supported by the argument, that people who take payday
loans tend to lack the fundamental knowledge on how to manage their money and how interest
works, they also tend to have poor spending habits or other compulsive control issues, which
leads them to take the loans (Lang et al., 2022). In such case, the loan is just a small band aid
for a big problem and the lender could benefit more from counseling for example. It could be
said, that in a situation where the lender knows that the borrowers can’t afford these loans, yet
they advertise and give these loans to them, they are taking advantage of the borrower to make
these borrowers a stable income to them due to rolling credit and loan spirals, where these

borrowers find themselves (Mendenhall, 2007).

The other opinion is that when payday loans are banned, then people who really come across
an urgent need for money and can’t get the funds elsewhere are even more stripped of credit
and excluded from the economy and social life (Allcott et al., 2022). It is also argued that the
payday lenders don’t target these low income vulnerable people, but they simply offer a service
that there is a market for (Lowry, 2019).

2.2.2 Peer-to-peer lending

Another example of alternative or fringe loan is peer-to-peer lending or P2P for short. It has
been defined as lending of money from one individual to another, leaving out the traditional
bank or other similar institution (Kagan, 2024a). The core idea of P2P lending is to make the
lending more efficient, allowing higher profits for lenders (compared to investing free money
in savings accounts for example) and lower costs for borrowers (Luther, 2020). Although
lending between individuals dates back to early Mesopotamia, peer-to-peer lending in today’s
terms is mostly understood as online lending sites, also referred to as P2P, social or crowd
lending (Kagan, 2024a).

13
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P2P loans are often seen as an important source of funding for households and social groups
left out of the traditional bank loan market (de Roure et al., 2016), due to for example their
income level (Xiang et al., 2024). Borrowers most often need the money for common
necessities, like purchasing a car, fixing something in their home or funding a larger event,
such as a trip or a wedding (Ofir & Tzang, 2022). The lenders on the other hand want to put
their available funds to work and earn profits. The market or site then collects different fees

from the lenders’ and borrowers’ transactions (Ofir & Tzang, 2022).

P2P online loan sites started emerging in Europe in 2005 and the premise was to allow better
lending conditions for both the lender and the borrower (Chaffee & Rapp, 2012; Milne &
Parboteeah, 2016) as well as to encompass more social value and responsibility than regular
banking due to the loans being given from individual to individual and the usage of
technological advantages allowing faster agreements and transactions than often in
conventional banking, where old legacy systems exist (Milne & Parboteeah, 2016). P2P loans
started as small and quick consumer loans but have also seen rapid increase in the mid 2010s
into the mortgage and other larger loan market (PWC, 2015). With these bigger loans, in many
P2P sites the smaller private investor has been overtaken by large funds and institutional
investors (Luther, 2020). Naturally smaller investors are seeking other less coordinated outputs,

which social media platforms can offer.

Peer-to-peer loans are nothing new, but the technological advances of the internet have allowed
the P2P loan market to evolve and reach new spaces and even larger groups of people. Ofir and
Tzang (2022) have categorized the P2P sites into three categories. The first is ’fixed rate model’
where the site does the selection and categorization of the borrowers and lenders, based on their
allocated risk (the borrower) and their chosen risk appetite (the lender), the interest rates are
determined by the site (Ofir & Tzang, 2022). Second is the ’auction model’ where the online
site just verifies the borrower and then the borrower can post their loan request to which the
lenders can answer and put forward their offers and the final decision of giving or taking the
loan is in the hands of the individuals (Ofir & Tzang, 2022; de Roure et al., 2016). Third is
’specific mechanisms’ which encompasses other possible rules and niches a site may have
when categorizing their lenders and borrowers and the types of loans they host (Ofir & Tzang,
2022).

14
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If we were to compare Facebook group loans to P2P platforms, Facebook groups would fall
under the auction model. The group usually demands a basic verification from the new
members, in many cases it was the citing of the beginning of the Estonian hymn and then the
borrowers can post their loan request to which the lenders can answer. What is different, is that
lenders can also post their advertisements for which they have to pay a fee to the group host,

and then the borrowers can comment under the post or just reach out to the lender.

Peer-to-peer lending in its core is the act of wanting to gain some profit on existing funds by
some individuals and needing additional funds by other individuals. Facebook groups in that
sense bring together those individuals and offer them a platform to ask and offer loans. Those
individuals can then connect, when they feel like they have found a suitable lender or borrower,

and continue discussing further details in the chat, that the platform also provides.

The interest rates in the P2P platform are seemingly higher than those of banks, average P2P
interest was 12,75% in a German example (de Roure et al., 2016), but de Roure et al. (2016)
has suggested that when analysed in the context of the risk from default, the interest rates of
P2P sites and banks are comparable. The risk evaluation is often brought out as the advantage
of P2P platforms due to the fintech advances (de Roure et al., 2016). Same can’t be said about
more primal informal lending markets, where lenders have very limited information about the
borrowers, so they have to be diligent and rely on social status and reputation and it’s common
to start with small loans, which gradually get bigger as the trust increases (Aleem, 1990).
Evaluating social credit is very pivotal in Facebook, where social network is the main capital
and the credit data is not accessed from the direct source, like for example formal sites can

employ.

2.2.3 Buy Now Pay Later

Next, the buy now pay later type of services will be discussed. Buy Now Pay Later or BNPL
for short is a relatively recent fintech product for short-term credit, emerging from mid-2010s
(Consumer Financial Protection Bureau, 2022). According to the Consumer Financial
Protection Bureau (2022), BNPL arrangements typically involve splitting a retail transaction
into four interest-free instalments, with a 25% down payment due at checkout and subsequent
payments made every two weeks over a six-week period. Notably, the UK BNPL market has
surpassed the payday loan market in lending volume, prompting regulatory scrutiny and

discussions in the UK, EU, and US regarding potential regulations and despite being presented
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as a standalone credit product, consumers have the option to repay BNPL using a credit card,

adding to the complexity of its regulatory landscape (Guttman-Kenney et al., 2023).

Buy Now Pay Later (BNPL) credit distinguishes itself from standard credit cards in several key
ways: firstly, BNPL products function as instalment loans rather than revolving lines of credit,
requiring a down payment at the time of purchase and adhering to a fixed repayment schedule.
Secondly, these loans are typically offered through retailers and are specifically tied to the
purchase of a particular product, providing consumers with financing options directly at the
point of sale. Thirdly, BNPL companies often provide more lenient lending terms, including
minimal or no credit checks, zero interest, minimal fees, and limited negative reporting to credit
bureaus and BNPL providers generate revenue by charging merchants fees ranging from 5-8%,

substantially higher than those of credit card companies. (Di Maggio et al., 2022)

While BNPL credit can help facilitate consumption smoothing in response to financial shocks,
it may also lead to excessive spending driven by impatience or incomplete understanding of
contract terms (Di Maggio et al., 2022). When credit is offered in seemingly so simple and
cheap terms, it can be difficult resist and see the potential risks in hidden costs or even
objectively decide whether the purchase is reasonable or not. In addition, The Consumer
Financial Protection Bureau 2022 report also highlights three main risks for consumers. Firstly
the BNPL product may pose challenges for borrowers due to unclear loan terms, difficulties in
resolving disputes, and mandatory autopay for all payments (Consumer Financial Protection
Bureau, 2022). Secondly BNPL lenders utilize consumer data for targeted marketing and
product development, potentially compromising privacy, and autonomy, and increasing
overextension risks (Consumer Financial Protection Bureau, 2022). Thirdly, the BNPL model
may lead to overextension, posing risks such as loan stacking and sustained usage, potentially
impacting consumers' ability to meet other financial obligations (Consumer Financial
Protection Bureau, 2022). Further, a study in UK found, that consumers are using their credit
cards to pay off interest-free BNPL purchases, especially younger individuals and those
residing in economically deprived areas (Guttman-Kenney et al., 2023). This behaviour raises
concerns about potential debt spirals, as BNPL debt with short repayment periods is
transformed into credit card debt with higher interest rates and longer repayment terms.
(Guttman-Kenney et al., 2023)
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2.2.4 Microfinance

Next, let's discuss microfinance. It’s an alternative credit source for people who are excluded
from traditional credit sources (e.g. low income), but which was born out of altruism, hence
this credit source is mainly found from developing countries (Kagan, 2024b). In its essence it
IS an alternative non-bank credit provider, and the idea is to keep the interest reasonable to
allow the borrower(s) to start accumulating savings and income from their small business
(Kagan, 2024b). Microfinance in today's terms started in 1970 and was introduced in
Bangladesh by Muhammad Yunnus, who gave small (27$) loans to local female artisans, so
they would be able to get out of debt confinement with their suppliers and start asking fair
prices for their crafts (Kagan, 2024b; Alam & Getubig, n.d.).

Microfinance is different from payday loans in many ways. Microfinance institutions offer
these small loans to individuals or groups (which also employs joint liability) in order to
establish or expand their small business (Spotton Visano, 2008). The goal is to give these
people the means to become financially stable and independent and for that, the interest rates
are reasonable to enable the borrower to gain independence and not get trapped in the loan
spiral (Spotton Visano, 2008). In addition, many microfinance institutions (mostly in
developing countries) offer additional services, like savings accounts, micro-insurance, and

financial education (Kagan, 2024b).

Microcredit, often touted as a panacea for poverty alleviation, faces significant criticism
regarding its long-term impact on borrowers' economic and social well-being. Feigenberg et
al. (2010) suggest that while group lending models can mitigate default rates by leveraging
existing social capital and fostering new social connections among borrowers, they may not
necessarily translate into sustained poverty reduction. Banerjee et al. (2015) highlight that
while microcredit may lead some borrowers to expand their businesses, it does not substantially
improve overall welfare or facilitate an escape from poverty. Despite early access to
microfinance, households do not experience significant increases in monthly consumption, and
there is little evidence of positive effects on education, health, or women's empowerment
(Banerjee et al., 2015). These findings underscore the limitations of microcredit in achieving
broader social and economic development goals, raising questions about its efficacy as a

poverty alleviation tool.
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2.2.5 Loan sharks and usury

Payday loan lenders and informal lenders have also been referred to in some cases as loan
sharks, due to the high interest they charge, the illegality of their operations and threatening
tactics they sometimes use (Mendenhall, 2007; Aleem, 1990). Loan sharks and usury have
become very interrelated terms. Usury, historically defined as charging interest exceeding the
principal amount of a loan, has evolved to encompass interest rates above legal or socially
acceptable limits (Visser & Maclntosh, 1998). Philosophers, religious figures, and economists
throughout history, from Aristotle to Karl Marx, have criticized usury for its implications on
social justice, work ethic and economic stability (Vella & Mintoff, 2023). Modern consumer
protection measures aim to prevent exploitation by ensuring fair lending practices, including

reasonable pricing and caps on the cost of credit (Finantsinspektsioon, 2023).

People who usually turn to loan sharks don’t have access to formal lending, mainly due to their
financial or behavioural problems in the past, in addition to low incomes (Lang et al., 2022).
Usurious lending has been found to exacerbate familial stress, fuel relationship breakdowns,
and push borrowers into desperate measures which often leads to a snowball effect of
accumulating debts, as borrowers may turn to additional loans from other predatory lenders in
a futile attempt to repay the original debt (Vella & Mintoff, 2023).

Loan-sharks have historically been related to criminal gangs that would use physical violence
on individuals who defaulted (Kaplan & Matteis, 1968). Later however, loan shark became the
name for lenders, who’s loans were usurious, and they were not necessarily related to violence
(Aldohni, 2013). Therefore, loan-sharks can be divided into two broad subcategories - violent
and non-violent. The former uses violence to get back their lent money and has been known
through decades to be often related to mafia and other shady businesses (Mayer, 2012) and
have traditionally been noted to be active in casinos and take advantage of people with
gambling issues (Soudijn & Zhang, 2013). Violence can be both physical and psychological,
and threats and intense pressuring can also be considered as violence (WHO, 2002).
Karaivanov and Kessler (2016) also describe how social ‘collateral’ such as reputation and
network is the main tool for informal lenders, as opposed to physical collateral (e.g. a car or
property) in case of formal lending, to pressure their clients. Based on this, the following

research question is formulated:

How are the loan conditions and interaction like in Facebook loan groups?
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2.3 Country background

Estonia is a small country (1,3 mil residence) in the East-Europe region, being a member of the
EU since 2004. Until 1991, Estonia was part of the Soviet Union, which implemented socialist
and communist regimes. Due to this the consumer credit market was non-existent, the only
option for that was informal lending. The ‘normal’ western banking system could start
developing around the fall of the USSR and independence of the country and therefore the
development of the credit systems, products and the concurrent regulations and financial

literature has had to be fast, taking place during the last 30 years.

During 2015-2021 period, the amount of consumer loans doubled, and the balance of the loans
was in stable uphill motion as well (Espenberg et al., 2021). During 2022-2023 the balance and
amount of loans saw a slight decrease (Finantsinspektsioon, 2024a). The majority of loans are
taken by the households with higher incomes, but a significant growth has occurred also in the
households with low incomes - their credit need has increased 45% during 2019-2021
(Espenberg et al., 2021). An important indicator is also the cost of the consumer loans, and that
is one of the highest in Europe. As of February 2024, the Euro area average consumption loan
interest was 7,92% and in Estonia it was 13,72%, nearly double (European Central Bank,
2024a).

Despite the high interests, there has been a notable increase in consumer borrowing, with higher
proportions of loans allocated to housing compared to other purposes (KPMG, 2016; Eesti
Pank, 2023a). Notably, the ratio of housing loan payments to income is particularly high among
households with lower incomes, suggesting vulnerability to economic shocks (Eesti Pank,
2023a). Compared to 2010, the number of enforcement proceedings decreased by the end of
2020; however, after 2020, there has been an increase in the number of enforcement
proceedings (Espenberg et al., 2021). Although the number of debtors has increased in recent
years, the amounts of outstanding loans that are unpaid by the due date have decreased, and the
payment difficulties are mainly encountered by consumers with loans from non-bank lenders
(Espenberg et al., 2021).

In the first half of 2018, the amount of consumer credit balance grew 17,5% for banks and 19%
for licensed credit providers, and the amount of consumer loans in the first half of 2018 was ca
250 000 from banks and 420 000 from other licensed credit providers (Finantsinspektsioon,
2018). The growth has been steady for banks, since in the first half of 2023, the amount of
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loans from banks was ca 295 000, number of loans taken in that period was 162 760, in contrast
from licensed credit providers the amount of loans was ca 282 000 and number of loans taken
during the first half of 2023 was 165 922 (Finantsinspektsioon, 2024a; Finantsinspektsioon,
2024b). The non-bank lending sector has seen a trastic fall in the amount of loans during the 5-
year period, possibly some of the loans have moved under the radar, to the non-regulated

lenders.

It has been noted that although there has been a significant increase in the demand for loans by
the households, the amount of restricted or underbanked households has not increased (Eesti
Pank, 2023a). This is caused by the high demand for credit when the restrictions from the
lender’s side are one of the least strict in the EU (Eesti Pank, 2023a). The potential outcome of
these lenient restrictions from the lenders’ side is demonstrated by the following example. In
Estonia, one of the most popular informal lending types were instant loans, their popularity
highpoint being in the 2006-2007 period (Sein & Volens, 2014). These are a type of loan that
are very easy to get, many of which are available via SMS if the person had previously
registered at the creditor’s platform (Baddkova, 2015). Most often characterised by short term,
high interest, and short period from applying for it and receiving the credit (Riigikogu kantselei
Oigus- ja analiilisiosakond, 2013). These creditors were unregulated and due to that they failed
to check the borrowers’ ability to service the loan, charged very high interests and caused many
borrowers to default and get in the debt spiral (Majandus- ja kommunikatsiooni ministeerium,
2014, cited in Baddkova, 2015). This outcome forced the national institutions to act and from
2016, the instant loan cedit providers are under the control of Finantsinspektsioon (Financial
Supervision Authority) and they must obey to interest restrictions and other responsible lending

regulations (Justiitsministeerium, 2014).

In conclusion, Estonia's financial landscape has evolved rapidly over the past three decades
since gaining independence from the Soviet Union. The transition from a non-existent
consumer credit market to a dynamic and growing sector has been marked by significant shifts
in borrowing patterns, with housing loans becoming increasingly prevalent. Despite the growth
in borrowing, enforcement proceedings have decreased, yet payment difficulties persist among
borrowers from non-bank lenders. Lenient restrictions from lenders have contributed to the
popularity of informal lending, exemplified by the widespread use of instant loans in the past,

leading to financial vulnerabilities for many borrowers. Since the control over fringe lenders
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has been reinforced, it may have built a road for the non-regulated lending options to become

more popular.

3 Methodology

Lending and borrowing in Facebook groups has not been thoroughly studied and since this
credit market is informal due to the parties being individuals, there is no data being collected
by national institutions. To determine the best approach, previous studies were investigated
(see overview Table 1). For example, Aleem (1990) studied an informal market in a rural area
- interviews with the market participants allowed to gain deep insight and knowledge best
available via interviews. As well as Vella and Mintoff (2023) who studied the effect of usury
on the borrowers - since usury is illegal, the best way to collect data about it, is from the
individuals who have firsthand contact with it. Wider credit market studies (Espenberg et al.,
2021 and KPMG, 2016) have also utilized interviews to gain first hand insight and future
expectations from the market participants, that historical data doesn’t provide. Based on these
previous practices, the fact that there is no data currently available and there has also been no
specific research done regarding the Facebook loan market, the author decided that interviews

are a suitable method.

Table 1. Previous studies taken as an example when choosing a method for the current study, Compiled by author.

rahvusvahelises vordluses / Estonian
consumer credit essence in international
comparison, 2016

Article Author(s) Method

Imperfect Information, Screening, and Irfan Aleem 14 interviews with
the Costs of Informal Lending: A Study informal lenders +
of a Rural Credit Market in Pakistan, interviews with
1990 borrowers

Eesti tarbijakrediidituru olemus KPMG Baltics OU 7 interviews with

credit providers
representatives

Usury: Causes and Impact on
Wellbeing, 2023

Mary Grace Vella &
Yana Mintoff

Expert interviews with
12 stakeholders

Microcredit as a public health initiative?
Exploring mechanisms and pathways to
health and wellbeing, 2021

Fatma Ibrahim, Neil
McHugh, Olga Biosca,
Rachel Baker, Tim
Laxton, Cam Donaldson

Interviews with 14
microcredit borrowers

Krediidituru uuring / (Estonian) Credit
market study, 2021

Siim Espenberg,
Kristjan Pulk, Leonore
Riitsalu, Sabina

16 interviews with
borrowers + 17
interviews with credit
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Trankmann, Karolyn providers
Krillo, Villu Kdve

This thesis aims to combine two sources of information - the experts and the borrowers. The
experts in this case were debt counselors who have worked with people with Facebook loans
and know why they borrowed from there and what were the consequences. This allows to get
more general and extensive knowledge about the borrowers from only one source. The other
group - borrowers - had firsthand knowledge on why they wanted to borrow from Facebook,

what they used the money on and what were the conditions and consequences of these loans.

3.1 Expert interviews

To gain more general insights into the world of Facebook group borrowing, expert interviews
with debt counselors were conducted. Debt counselors offer a nationally regulated and enabled
service for people with financial problems. Thanks to the couselors’ experiences, it was
possible to gain more generalized insights into the background and reasoning of multiple
borrowers per one counselor. Then after the interviews, the experts were also asked to validate
the interview questions for the borrowers. Since they work with the borrowers daily, their
knowledge on how to approach them and how to formulate certain questions so they would be

clear and understandable, was very valuable.

In Estonia, debt counselors are certified professionals and many of them can be found from the
debt counselors’ union site. At the time of the research, 14 organisations were part of the union.
An invitation to take part in the interview was sent to all of them. Four couselors answered,
that they do not have any or enough experiences with people borrowing in Facebook groups.
Six counselors gave positive answers, and the interview was arranged with five of them. Four

counselors did not answer the invitation at all.

Table 2. Debt counselors who took part in the expert interviews.

The interviewee Experience as debt | Area of work Duration of the
counselor interview

Debt counselor 1 13 years Pérnu 66 minutes

Debt counselor 2 2 years Over Estonia 66 minutes

Debt counselor 3 14 years Over Estonia 43 minutes

Debt counselor 4 14 years Viljandi county 36 minutes
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Debt counselor 5 10 years South-Estonia 67 minutes

The interview plan was based on the research questions and research done by Vella and Mintoff

(2023) who interviewed social workers. The interview plan can be found from Appendix A.

An interview was arranged with five of the counselors. Since two of them operated in the same
centre, they offered to conduct the interview together. In total four different interviews with
five counselors were conducted. The interviews took place via video call in Microsoft Teams
environment, which was the preferred method due to its versatility. All participants agreed to
the recording of the interviews. The interviews lasted on average 53 minutes.

The interview plan had to give insights into the operating mechanisms of the Facebook loan
market, as well as the general purposes why people have borrowed from there and what have
been the conditions and consequences. The purpose was also to understand how the people
who deal with the consequences of this market view the whole system. The interview was semi-
structured to allow additional ideas and to change the order of questions for more natural

conversation when necessary.

The interviews were then transcribed, firstly with a software (Olev & Alumde, 2022) and then
a manual check was made. There were in total 40 pages of transcripts from the expert
interviews. The interviews were then analysed by applying codes for the counselors’ quotes
and it was done using Atlas.ti software, taking an inductive approach due to the novelty of this
data and goal of comparing the new data with the existing one. All codes were then divided
into broader themes and categories. Below can be seen one example of applying a code on a
quote (translated from Estonian), and from there the theme and category. The complete coding
table can be found in the Appendix C, where the codes have also been assigned colour codes

reflecting how many times they were mentioned.

Table 3. Example of a quote from a interview, being coded and then assigned to a theme and category. Compiled by author.

Quote Code Theme Category

“They had taken High interest Main issues with Characteristics of the
three loans, total of Facebook group Facebook loans.

450 euros. They have loans.

paid back 10050
euros and the debt is
still about 200
euros.” (Debt
counselor 4)
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3.2 Interviews with borrowers

Based on the research questions, three larger categories were identified as areas of interest,
which were about the reason for turning to Facebook for loans, the purpose of the loans and
the conditions of the loans in addition to the overall interaction between the lenders and
borrowers. A fourth category — do the borrowers see themselves lending from Facebook in the
future, was added to also have a forward-looking indication, since during the expert interviews
with the debt counselors, their future perspective was drawn out and adding this category
allowed to compare the two perspectives. The categories and the aim behind them can be found

from Annex E.

The interview plan was based on the established categories (see Table 4) and previous studies
that had utilised interviews with borrowers regarding their lending habits and debt problems.
The interview questions from previous studies that the borrowers interview questions were
based on can be found from Annex E. The questions were additionally previously validated
with the debt counselors in order to make them as easy to understand for the borrowers as
possible and as informative for the study as possible. The complete interview plan can be found
in the Annex B.

Interviews with borrowers had to give additional, firsthand knowledge on what drives them to
borrow from Facebook, what have been the conditions and consequences. The borrowers for
the interviews were found from the Facebook loan groups. Some of the groups were public and
some needed to be joined into. Then the posts that indicated a loan request and comments under
loan advertisements were searched to find people with public accounts. Since Facebook has
allowed anonymous posting and commenting in groups, many people use it. When a person
with a visible account was identified, a message was sent to them. The message covered the
purpose of the study and an invitation to take part in the interview and to ask further questions
about it. For the borrowers, possibilities for both a written and verbal interview were offered.
Before the interview was conducted, a thorough written information on the purpose of the study
and the data collection and usage was also sent to the interviewee for their full, informed

consent (see Annex B).

It was very hard to find people for the interviews so it was decided to also offer a survey, where
the people could answer the same interview questions, but completely anonymously. Since
debt is typically associated with a lot of shame (Lillqvist & Timonen, 2023), people could feel

uncomfortable discussing their borrowing and debt details with a stranger. The survey option
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allowed the possibility of more borrowers being willing to participate in the study but
eliminated the possibility to ask specifying questions if needed. Together with the survey, 12

answers were gathered.

In total 125 people were contacted, they were found from four biggest Facebook loan groups,
biggest of which has ca 14000 members, second largest has ca 10000, third had ca 3600 and
fourth ca 2700 members, as of May 2024. Of these 125 people, a total of only 19 people replied
at all. Three people declined of the interview and three people initially agreed to the interview
but then stopped answering. One person agreed to the interview only in person but due to
security concerns the offer was declined. In addition, 4 of the people who agreed to the
interview, informed after the interview was agreed upon, that they have not actually borrowed
from the Facebook group. Since they had had the intent to borrow from the group, but they
were denied the loan or they refused the loan, their input was still valued, because they could
give the info on why they wanted to borrow, why they didn’t get the loan and how the

communication looked like.

Of the interviews, 5 were via the survey format, 3 were via phone calls and 4 were in the
messenger application. The phone interviews lasted approximately 15 minutes and the written
interviews via messenger took the longest, in total more than a few hours. The verbal interviews
were then transcribed, firstly with a software (Olev & Alumée, 2022) and then a manual check

was made. They were manually coded, and the coding table can be found from Annex D.

3.3 Ethics

University of Tartu good research practice in the field of social sciences advisor and the
university’s ethics decision tree were consulted before starting with the interviews. It was
important to be transparent when inviting people to participate in the interviews. An
informative text about the study - the purpose, methodology, handling of data - was put together
(see Annex B) and sent to each of the interviewees and a positive answer was received before
conducting the interviews. Since no sensitive personal data was collected, the approval of the

ethics committee was not required.
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4 Results

From the 4 expert interviews, a total of 65 codes were established. The codes were organized
into 10 themes and subsequently into 4 categories. From the 12 borrower interviews, 31 codes
were established. These codes were appointed to an appropriate theme established from the
expert interviews and in the borrower’s interviews, 6 themes were tied to the codes. Most
mentioned codes will be described further. All quotes used in this thesis are translated from

Estonian.

The first category was “Prerequisites for the prosperity of these groups and root
problems regarding the lending” and the first theme was “Reasons for borrowing from
Facebook”. In all four expert interviews, it was stated that the borrowers who borrow from
Facebook groups have no other places to borrow from anymore. The interviewees emphasized
that people go to Facebook if they can’t get loans even from the abovementioned fringe lenders
or family and the last option is informal loans. In the borrower’s interviews 9 out of 12 (75%)
persons interviewed stated that they had no other places to borrow from, 4 out of 12 (33%)
specified that formal lenders would not give them loans due to previous or ongoing payment
defaults. 11 out of 12 (92%) stated, that before asking the loan from Facebook, they had also

asked from other sources, like banks, fringe lenders and family.

Another code from the expert interviews was that “loans from Facebook groups are too easily
available” and it was mentioned in 3 out of 4 expert interviews. 4 out of 12 (33%) borrowers
stated that it was easy to get a loan from Facebook groups and 5 (42%) borrowers stated that it
is difficult. 2 (17%) borrowers stated that the reason they borrowed from Facebook was that it

was easier than from formal places.

The second theme was “Borrowers’ common denominators”. The purpose was to see
whether the debt counselors have noticed a theme in their clients who have borrowed from
Facebook. In 2 out of 4 (50%) interviews it was stated that borrowers from Facebook have low

income.

The third theme was “Borrowers' reasoning / main issues for borrowers”. This theme had
the most codes, 11 in total. Two codes “thoughtless borrowing” and “borrowers don't
acknowledge/understand their actions” were mentioned in all 4 (100%) expert interviews. In

the interviews, it was mentioned, how people who have ended up in the debt counselor’s office
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have taken these loans just because they want something at that moment without thinking about

how they will manage that loan later.

Codes that were mentioned in 3 out of 4 (75%) interviews were “Borrowers don't understand
the loan's conditions” and “Borrowers don't read the agreement / they don't know the loan's
conditions”. It was highlighted in the interviews that very often the borrowers don’t even know
the conditions of the loans when they receive them, either because they didn’t read the

agreement or because there was no agreement.

Another code that was used in 3 out of 4 (75%) expert interviews was that “Borrowers don’t
feel their responsibility”. It was mentioned in the expert interviews that the borrowers often
believe that the consequences of defaulting on Facebook loans are milder or that there are no
consequences. In reality, they are sued just the same and the money claimed, and bank accounts

arrested.

Covering some problems about the borrowers managing their problems, the codes “Borrowers
are not aware of the support systems” and “Borrowers are ashamed to admit their problems”
were mentioned in 3 out of 4 (75%) expert interviews. These codes together emphasize and
build a picture of a bigger problem. The counselors mentioned that many people don’t know

about debt counseling at all or don’t know what this service is about.

In the borrower’s interviews, 8 out of 12 (67%) said, that they would refuse a loan if its costs
were too high. Also, 7 (58%) said that not getting the loan would have no impact for them and

4 (33%) said, that the loans are not important for them.

The fourth theme was “Lenders’ motivation” and only two codes were identified. “Lenders
are looking for a get-rich-quick scheme” and “Loan agreements are high quality (well-educated

lenders)”. Both codes were mentioned in 2 out of 4 (50%) of the expert interviews.

The second category was “Characteristics of the Facebook loans”. The first theme was
“Loans purpose”. There, two main codes stood out - “The borrowed money is just wasted”
and “Loans are for surviving the month”. 2 (50%) of the counselors said that very often the
borrowed money is used to buy non-essential things or spent in clubs. Another reason for these
loans was also surviving the present moment, as stated in 2 (50%) interviews. 4 out of 12 (33%)
borrowers said in the interviewees that the loans were for everyday expenses when they had

run out of money. 3 out of 12 (25%) said that the Facebook loans were for emergencies, so in
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total 7 (58%) persons used the money to make ends meet. Another 3 (25%) said that the loan

was needed for consumption, e.g. buying something.

It is interesting that 2 of those who said that the loans were for surviving the month also said
that not getting the loan would not have any impact on them.

One borrower said that he used the loan for purchasing a car and the loan from Facebook was
cheaper than a formal car loan from a fringe lender. The same lender had also used Facebook
for a regular consumer loan. Another interviewee said that she was looking for a way to
refinance her other loans. One interviewee wanted the loan because it was time-critical to buy

a crypto miner that he had found for a good price.

The second theme was “Main issues with Facebook group loans”. The code “Irresponsible
lending” was used in all 4 interviews. This code was identified on 16 different occasions and
was the most highlighted topic in the interviews. All the debt counselors brought out that they
see responsible lending violations in Facebook group loans. Indebted people are granted
additional loans that they can’t reasonably pay back which traps them in the debt circle. The

responsibility should also lay with the lenders, not only the borrowers.

The code “High interests” was also mentioned in all the expert interviews, in total 13 times.
All the counselors brought up that the interest rates charged in the Facebook groups were very
high. The examples of interest rates mentioned in both the expert and borrower interviews were
analysed, and the interest rates ranged from 6% (the car loan mentioned above) up to 4000%.
The average percentage was 1105% (n=11) and the mean was 625%. When the highest
(4000%) and the lowest (6%) values were excluded, the average was 520% (ranging from
100% up to 1250%, n=8). The period ranged from 20 days up to 5 years (the car loan). The
median was 60 days, and if 5 years was excluded, the median was 30 days. Some examples
include a 500-euro loan for 20 days for which 1500 euros was to be returned or a 1000-euro

loan for which 3000 was to be returned in 30 days.

It is further illustrated by the code “Easy to get into the loan spiral” which was mentioned in 2
out of 4 (50%) interviews. Since the interest is unmanageable for the borrower, they are forced
to take on new loans, either to finance other loans or from the same lender, who agrees to give

them additional loans and the sum that the lender expects back accumulates very fast.

The code “The agreements between grown people are very difficult to regulate and control”

was mentioned in 3 out of 4 (75%) interviews regarding the main problems of this credit

28



FROM FRIENDS TO FINANCES: ANALYZING HIGH-RISK LOANS IN SOCIAL
MEDIA

market. In addition, “No control over Facebook loan groups” was used in 2 out of 4 (50%) of
the expert interviews. It was noted that since these are private persons not regulated credit

providers, only the Law of Obligations Act applies to those agreements.

The third category was “Interaction between borrowers and lenders” and the first theme
was “Communication between lenders and borrowers”. Both the code “polite
communication” and “uncivil communication” were used only in 1 out of 4 (25%) interviews,
although in separate ones. The borrowers were also asked to describe the communication with
the lenders. 3 out of 12 (25%) interviewees said that the communication had been unpleasant
in some way. 7 out of 12 (58%) interviewees said that the communication has been normal or

polite.

The second theme in this category was “Threats and conSequences”. The code “Threats”
was mentioned in 3 out of 4 (75%) interviews. The counselors said that their clients have
mentioned threats, some based on pressure but also physical threats. In 2 out of 4 (50%)
interviews “Public shaming and heralding in dedicated Facebook groups” and “The borrower
is sued for the debts” were mentioned. 8 out of 12 (67%) borrowers said that they have
experienced no threats from the Facebook lenders, at the same time only 2 (17%) of the
borrowers said that they had had payment problems, but had managed to ask for an extension,
others reported no payment problems. 6 (50%) borrowers clearly stated that they had had no
payment problems. When asked about potential outcomes of default, one borrower also
mentioned the heralding/shaming group and that no further loans would be granted from the

groups.

The last category was “Future restrictions and possibilities” and the first theme there was
“Future outlook and past reasons”. The code “The problem is getting worse” was mentioned
by all the counselors. All the counselors were experiencing an increase in clients having debts
from Facebook groups. In 3 out of 4 (75%) interviews it was also mentioned that the covid
pandemic had an important impact on people that led them into a debt spiral. Many people

started with credit cards, moved onto fringe loans and ended up in Facebook groups.

When borrowers were asked about their future outlooks regarding lending from Facebook
groups, 3 out of 11 (not 12, because one interviewee was not asked that question) (27%) said
that they see themselves lending there again. One of them was the borrower who had chosen
the car loan and showed a very calculated approach toward the Facebook loan market. 8 out of

11 (73%) stated that they do not see themselves borrowing from Facebook groups again.
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The second theme was “Possible measures”, where the code “Responsible lending” was
mentioned by all the counselors (100%). It was said that there are a lot of responsible lending
violations currently in these groups and that implementing these rules would help prevent
usurious costs and unnecessary defaults. Since background checks of the borrowers and
evaluating their credit scores, the borrowers were asked what information the lenders ask from
them. 11 out of 12 (92%) borrowers said, that the borrowers asked for their 6 months bank

statement, copy of the document and in many cases also proof of employment.

The codes “Legislative control/regulation” and “Legislative measures exist to which the
lenders should obey” were mentioned in 2 out of 4 (50%) expert interviews, meaning that the
lenders do break laws, but the borrowers are not aware, and the national institutions don’t

oversee the Facebook market.

5 Discussion
Why do people lend from Facebook groups?

This question was covered in the interviews with the following questions’ category: ,,Why is
the Facebook group loan market used?* (for borrowers), ,,Why do you think these groups are
popular?®, ,,What do you think are the reasons why people go to Facebook groups to look for

a loan?* (for experts).

Under the theme ,,Reasons for borrowing from Facebook®, it was stated by all the debt
counselors and in 75% of the borrower interviews that they had no other place left to turn to.
Due to their previous or ongoing defaults, formal creditors (instant loans and P2P providers
included) would not lend to them. One borrower also mentioned that they had had a casino
addiction and because of that even Facebook lenders had refused to lend him. This goes in hand
with the results of Agarwal and Bos (2014) who found that most alternative finance users were
not eligible for mainstream bank loans and Lang et al. (2022) found that borrowers in the illegal
loan market were not eligible for formal loans. 92% of the borrowers stated that the Facebook
loan was not their first, but they had previously lent from other sources. Nufez et al. (2016)
found that before turning to payday loans, borrowers had exhausted other sources of credit, like
family and credit cards.

Another reason that was drawn out from the interviews was that people choose Facebook loans

over formal loans due to their quickness and simplicity, even if they could borrow from
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alternative, potentially cheaper sources. In 75% of the expert interviews, the counselors
mentioned that getting a loan from Facebook is (too) easy, which leads people to take the loans,
even if they could manage without them. Third of the borrowers said that it was easy to get the
Facebook loan, and the ease and time saving was the reason for taking the Facebook loan. It
was also found by Logan and Weller (2009) that a third of the payday borrowers in the US took
the loans out of convenience. Di Maggio et al. (2022) described very similar risks like excessive
spending due to seemingly simple terms and low costs regarding BNPL credit, which in the
long term would cause serious issues for the borrowers due to hidden costs or costs and terms
that the borrower didn’t read or understand. On the other hand, almost half of the borrowers
found it difficult to get a loan from Facebook lenders, which suggests that either the
expectations of the borrowers were different, or the lenders treated the borrowers differently
based on their social media accounts for example or that the lenders whom the borrowers have

been in contact with have very different standards.

Debt counselor 5: ,,They go to Facebook as the last option, so when they can’t get the loan
from any other place, don't get it from a bank, not from quick loan companies, from relatives,
and then and only then they go to Facebook. And another reason is when the money is needed
right now, today or tomorrow.

The Facebook loan market seems to be quite universal when it comes to the purpose of the
loans. For individuals with some payment defaults in the past, it functions as a reliable backup
when their financial situation needs a lifeline. On the other hand, when the defaults are ongoing
or the individual has some addiction problems, then even the Facebook lenders refuse to lend
them money. Additionally, some people use the Facebook loan groups for consumer loans, to
get their preferred amount with less fuss compared to banks for example. The time savings
versus higher costs could in some cases be financially wise, for example in the case of one
interviewee who wanted to buy a crypto miner as an investment. In conclusion, most people
use Facebook loan groups as a last resort, when they can’t get credit from other places, yet

some borrowers also prefer the Facebook groups due to their simplicity.

What are the purposes of Facebook loans?

This question was covered in the interviews with the following questions: ,,What have you used
the money borrowed from the FB group for? Is it different from your loans from other sources?*

(for borrowers), ,,During your career as a debt counselor, have you noticed changes in the way
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people borrow, including loan sources, amounts, reasons? Which changes?*, ,,What do you

think are the reasons why people go to Facebook groups to look for a loan?* (for experts).

From both the expert and borrower interviews, two main purposes for taking Facebook loans
were drawn out and they were covered in the theme ,,Loans purpose*. Firstly, it stood out that
the loans are taken to make ends meet. That was what the majority of borrowers (58%) brought
out. That is in line with what is said to be the main purpose of payday loans. People take them
before the next payday if they have run short on their income and need money for everyday

items, like food or transport (Nufiez et al., 2016).

Debt counselor 1: ,,These loans are popular for the reason that when all other sources have
dried out ... if we look, we see that some loans are 20 to 50 euros, right ... then ... we talk
about people, who for some reason don’t get the money from other places and who take those
loans, to survive the next week.*

Another reason brought up was just consumption — it was represented lightly in the borrower
interviews (25%), but debt counselors had seen that in many cases, it was mentioned in 50%
of the expert interviews. People take Facebook loans for regular, unnecessary consumption,
‘wasting’ the borrowed money. Logan and Weller (2009) determined that in a third of the cases
in the US, payday loans were used for convenience, not for emergencies.

When looking at the purpose of the loans, then the Facebook loan market offers credit to make
ends meet until their next payday and in fewer cases it seems to function as a regular consumer

loan for people to fund their purchases that are not strictly necessary.

What are the loan conditions and interactions like in Facebook loan groups?

This question was covered in the interviews with the following questions’ category: ,,What are
the conditions of the FB loans and how the borrowers perceive the loans?* (for borrowers),
,How would you describe the lending in the Facebook groups?*, ,,Do you think borrowers

there understand the cost of their loans and is that important to them?* (for experts).

Under the theme ,,Main issues with Facebook group loans®, high interest was brought up. From
the examples that the debt counselors knew and what the borrowers talked about, the average
interest rate was 520% and the median period was 30 days. These terms are similar to both
payday loans (Skiba, 2014) and informal loans, which have both also been reported to be
usurious due to the cost (Mendenhall, 2007; Lang et al., 2022). The counselors knew of the

more extreme examples, e.g. a loan of 500 euros, for 20 days and the amount to be paid back
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was 1500 euros. This is hard to comprehend from the borrower’s perspective and hard to justify

from the lender’s perspective.

Interviewee 8: ,,750 is requested back for a loan of 180 euros. How ethical is it to take such a
large sum from a person in need? A person borrows through FB in the last resort. // private
lenders are butchers.*

Under the theme ,,Possible measures®, responsible lending principles were mentioned.
Regarding the background checks, 92% of the borrowers said that they had been asked for their
bank statements, copies of ID-s, in many cases also proof of employment. This suggests that
most of the lenders in the Facebook groups try to mitigate their risk by evaluating the potential
borrowers against default and don’t just automatically appoint extreme costs to all of the
borrowers. Under the theme ,,Lenders’ motivation® in half of the expert interviews it was also
mentioned that a lot of the lenders are looking for a high-profit investment opportunity, which
could explain the high costs that some desperate borrowers are willing to pay. Although most
of the lenders seem to do credit evaluation of the potential borrower, it certainly is not the case

for all;

Debt counselor 3: “A person had no income, completely lived off of state aid, from that they
paid the apartment rent and then they had a little bit of food money left. But they had no other
income, so they thought ’no problem’, they could live like that for a few months. That they’1l
take this extra loan. But then they discovered that the loans are easy to get, and they managed
to borrow 4300 euros in half a year.”

Under the theme ,,Interaction between borrowers and lenders* and ,, Threats and conSequences*
58% of the borrowers had had positive or neutral experiences with communicating with the
lenders. 2/3 of the borrowers also stated to have experienced no threats, but only 2 of the
borrowers stated that they had had any problem with paying back the loan. With this sample of
interviewees, it doesn’t give a clear picture of how the lenders operate in the case of defaults.
From the debt counselors’ experiences, the consequences of default can be for example very

severe threats:

Debt counselor 3: ,,And finally she made a statement to the police because there were threats,
there were threats to come to her door. To stand at the gate of the kindergarten when she goes
to pick up the child.*

The threats of posting the defaulted borrowers publicly to heralding groups on Facebook were
mentioned by all debt counselors and by one borrower. This is the most common and very
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effective threat because reputation and shame are very important factors for people, that can
make them act in a way that is not best for them (Lillqvist & Timonen, 2023; Karaivanov &

Kessler, 2016), e.g. take on additional loans rather than seek legal or social help.

In conclusion, the loan conditions tend to be harsh, since the interest rates are mostly 3 digits,
and the period is short. The interaction between the lenders and borrowers differs a lot, but
there certainly are lenders who use threats towards their borrowers who come across payment
difficulties.

What is the attitude of lenders and counselors regarding Facebook loans?

This question was covered in the interviews with the following questions’ category: ,,What are
the conditions of the FB loans and how the borrowers perceive the loans?* and ,,Future views
from the FB loan group from the borrower's point of view.* (for borrowers), ,,What is your
opinion about Facebook lending groups®, ,,D0 you see any threats in these groups? Which
threats?*, ,,What do you think are the biggest problems with these Facebook groups?* and ,,Do
you think these groups should be limited and regulated, do you think it’s possible?* (for

experts).

Under the theme ,,Main issues with Facebook group loans* the debt counselors saw a big issue
with the high costs of the loans. In half of the expert interviews, it was brought out how the
cost is so high the borrowers can’t pay back, which leads them to take on the next loan to pay
back the last and that leads the borrowers in a debt spiral which in the best case scenario ends
in debt counselor’s office and the borrower gets some legal relief, in addition, to help in

managing their finances in the future.

Debt counselor 1: ,,There are also many follow-on loans like I will take from you fifty, | have
to pay back a hundred and fifty, and in fact | can't. Well, you give me another fifty. Next week
or the week after that I'll pay you back three hundred, it goes by very quickly, there are quite a
lot of such continuation loans, so the possibility of getting into a debt spiral or debt slavery is
actually very high.*

Under the theme “Borrowers' reasoning / main issues for borrowers”, 75% of the counselors
stated, that many times the reason why borrowers get in trouble or take the expensive loans in
the first place, is that they don’t understand the conditions or don’t read them. So, the large
sums demanded from them by the lender or by the court, come as a surprise. This is similar to

the findings of Di Maggio et al. (2022) about BNPL platforms, where hidden costs or not
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understanding the terms pose a problem. Yet, 67% of the borrowers stated, that they base their
loan decisions on the cost of the loan and compare different offers, refusing offers that are too
high cost for them. 58% also stated, that if they couldn’t get the loan, it would not have an
impact on them. This is challenged by the findings of Espenberg et al. (2021) who found that
although people report comparing and evaluating different loan offers, they still tend to default

to their well-known credit sources.

Under the theme ,,Future outlook and past reasons® all of the counselors expressed their
concern that more and more people are finding their way to counseling because they have
become indebted from Facebook group loans. In contrast, 73% of the borrowers said that they
do not want to lend from Facebook again. This indicates that the borrowers have used the
platform as a last resort and the experience has been negative, mainly due to the high cost and

the possible consequence of being publicly shamed on Facebook.

From both the debt counselors as well as the borrower interviews, it seems that the borrowers
tend to have a rather light approach to the Facebook loan market. Many borrowers ask for loans
if they have financial difficulties, but also state that if they didn’t get the loan, they would still
be fine. This indicates that the borrowers could manage without the loans, but the loans
probably make their life easier, saving them from additional cuts in their budget, selling
something or finding additional income. The counselors are negatively minded towards the
Facebook group loan market, because they see the consequences of these expensive loans from
the borrowers who end up in counseling. They sense that the number of borrowers with

Facebook loan problems who seek their help is constantly growing.

In conclusion, the borrowers indicate that the Facebook loans are not very important to them,
and they would manage fine without them, also stating that they don’t see themselves lending
from there again. Debt counselors are very critical of the platform and the lenders, and they

experience that more and more people get into trouble from these Facebook loans.

For the overview of the Facebook loan market positioning within alternative loan markets, see

Figure 2.
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Figure 2. Facebook loan groups in the contects of other alternative lending options. Composed by the author, using Kaplan
& Matteis, 1968; Mendenhall, 2007; Kagan, 2024a; Allcott et al., 2022; Logan & Weller, 2009; Riigikogu kantselei 6igus-
Jja analiiiisiosakond, 2013.

6 Conclusion

The findings of this master's thesis give an overview of the main characteristics of the Facebook
loan market. The information was gathered from interviews with debt counselors and
borrowers and the findings from the interviews were compared with other alternative lending
possibilities, like fringe lending and informal lending. This study found that Facebook loans
have similar characteristics as many of the alternative credit sources, like payday loans and

predatory informal loans.

This study found that in most cases, the borrowers go to the Facebook market as their last
option. Most of the borrowers are not (anymore) eligible for formal loans, be it bank loans or
even instant loans. Learning about the costs of many of these loans indicates that some of the
lenders operate as predatory lenders and charge the borrowers excessive interest, the biggest
example being 4000%. Debt counselors also knew numerous cases of serious threats towards
the borrowers who were facing trouble paying back the loan, which indicates the existence of
loan sharks in these groups. The most common punishment in the case of defaults in Facebook
groups is public shaming groups, which force the borrower to get further loans to avoid being

posted there. Still, there was evidence, that most of the lenders apply some responsible lending
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principles, like credit evaluation, before giving out a loan. For many borrowers, the choice to

lend from Facebook was a calculated decision, based on ease of access, costs and quickness.

The main restriction concerning this thesis is the sample size of the interviews. The number of
borrowers does not give the ability to make definite statements about the Facebook loan market
or the borrowers. Moreover, the fact that some of the borrowers interviewed turned out to not
have received any loans from Facebook, additionally lessens the sample size of the actual
borrowers. Many of the borrowers were also rather tongue-tied, probably due to shame

regarding debt or lack of trust, which made the gathering of useful information difficult.

Further studies could try to reach a wider array and sample size of the borrowers, as well as
lenders, to make more fundamental statements about the loan market and lenders. The current
thesis gives the first insight into the Facebook loan market characteristics, highlighting certain
issues in it and possibly laying the basis for further discussion and research regarding Facebook
lending. The results can also be a basis for national institutions to evaluate and analyse the

potential risks the continuous lack of oversight in the Facebook loan groups can have.
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8 Annexes

8.1 Annex A. Expert interview plan

Expert interview plan

1. Permission to record

2. Introduction and warm-up

3. Interview:

1.

o a > w N

~

10.

11.

During your career as a debt counselor, have you noticed changes in the way
people borrow, including loan sources, amounts, reasons? Which changes?
What is your opinion about Facebook lending groups?

How would you describe the lending in the Facebook groups?

How would you characterize the loan seekers in these groups in general?
Why do you think these groups are popular?

What do you think are the reasons why people go to Facebook groups to look for a
loan?

Do you see any threats in these groups? Which threats?

What do you think are the biggest problems with these facebook groups?

Do you think these groups should be limited and regulated, do you think it’s
possible?

Do you think borrowers there understand the cost of their loans and is that
important to them?

What support could the borrowers benefit from?

4. If the interviewee has time, validate the borrower’s interview plan with them.
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8.2 Annex B. Informed consent text and borrowers interview plan

Information for full consent:

The purpose of the research is to investigate why people turn to lenders operating in private
loan groups on Facebook for a loan, which are the main advantages of private loans on

Facebook, and what are the consequences for the borrower of taking such loans.

As part of the research, interviews are conducted with borrowers in the Facebook private loan
group in the format preferred by the interviewee, either in writing via a communication
application or email, or orally through a call. In the case of a written interview, a separate
environment is allocated for the analysis of the interview content without the interviewee's

name or other characteristics.

The oral interview is written directly in the interview notes without the person's name and other
characteristics. If the interviewee agrees to record the interview, the interview recording will
be transcribed without the interviewee's name and other characteristics, and the recording will
be stored on the University of Tartu server for 3 years, after which it will be destroyed.

Since the data is stored and treated anonymously, the interviewee cannot later ask to have their
interview removed. During the interview, the interviewee can at any moment ask to end the
interview and not use it. The content and data of the interview are used only for research

purposes.
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The interview plan:

Why is the Facebook
group loan market
used?

Before turning to the FB group, have you asked for a loan
elsewhere, e.g. from official lenders or family or friends?

For what reason did you decide to ask for a loan from the FB
loan group?

Based on what conditions do you decide in favour of one or
another loan?

How many times have you asked for a loan from the FB loan
group? / How long have you been asking for a loan in the group?

How easy do you think it is to get a loan from the FB group?

For what purpose is
money borrowed from
FB loan groups?

What have you used the money borrowed from the FB group for?
Is it different from your loans from other sources?

What are the conditions
of the FB loans and
how the borrowers
perceive the loans?

How important are loans from FB groups for you?

How would not getting a loan from the FB group affect you?

Could you give examples of some loan sizes and how much you
had to pay back and how soon?

What information do lenders generally require from you?

Would you also decline the loan offer if the amount requested
back would be too high? What would that amount be?

How would you describe the interaction with lenders in FB loan
groups?

In what ways have you felt unpleasant pressure or threats from
lenders in FB groups?

Have you been late or in default with the loan? If so, what were
the consequences? If not, what do you think could be the
consequences?

Future views from the
FB loan group from the
borrower's point of
view.

Would you see yourself borrowing from the FB group in the
future? Why?
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8.3 Annex C. Coding of the Expert interviews

Prerequisites
for the
prosperity of
these groups
and root
problems
regarding the
lending

1-2

3-5

6-10
10+

Reasons for
borrowing from

Facebook Loans from Facebook are easier to hide from family
Loans are urgent
Borrowers have a low income
Borrowers have low level of education

Borrowers Borrowers are of all age groups

comman Borrowers are often young

denominators

Borrowers are often unemployed

Addiction problems

Facebook loans are indicator of extreme financial

Borrowers are not aware of the support systems

Barrowers' Borrowers believe, that there are no coseguences
reascning / main | Information is often too difficult for borrowers to understand

issues far Borrowers are ashamed to admit their problems

borrowers Deleting of conversation history
Taking on new loans out of fear
Getting into debt spiral is passed down through generations
Borrowers don't read the agreement / they don't know the loan's conditions
Borrowers are too desperate to care for the interest
Borrowers don't plan on paying the debts
Borrowers are afraid to tell their family

Lenders Lenders are locking for a get rich quick scheme
motivation Loan agreements are high quality (well educated lenders)
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Characteristics
of the Facebook
loans

Loans purpose

The borrowed money is just wasted

Loans are for surviving the month

Borrowers are in debt spiral and borrow to pay previous loans

Main issues with
Facebook group
loans

The agreements between grown people are very difficult to regulate and control

No control over Facebook loan groups

Easy to get into the loan spiral

Lender is not drustworthy

Borrowing from Facebook groups is prone to become a habit

Mo loan agreements

For regular loans often no agreement is made

Parties can stay quite anonymaous

Borrowed amounts grow very fast

Interaction
between
borrowers and
lenders

Communication
between lenders
and borrowers

Polite communication

Uncivil communication

Threats and
concequences

Threats

Public shaming and heralding in dedicated Facebook groups

The borrower is sued for the debts

Physical threats

werbal abuse

Going to police

Borrowers are afraid of the lenders

Future
restrictions and
possibilities

Future outlook
and past reasons

The problem is getting worse

Covid increased debt problems

The beginning of Facebook loans popularity

{Internet)casinos is a growing problem

Possible measures

Responsible lending

Legislative measures exist to which the lenders should obey to

Tax office should look into the Facebook lenders

Propagating of financial education

Legislative control/regulation

Regulated creditors should be even more strict with their loans

Finantsinspektsioon should have control over the Facebook lenders

Free debt counceling is not offered by all local jurisdictions - it should be

A hot line should exist for primary support and information for people in debt
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Intervie |Intervie [Intervie |Intervie
wl w2 w3 w4
No other places to
borrow from anymore 2 1 7 2
Loans are too easily
available 4 1 3 0
Loans from Facebook
are easier to hide
from family 1 0 0 0
Loans are urgent 0 0 0 1
Borrowers have a low
income 1 1 0 0
Borrowers have low
level of education 0 0 0 2
Borrowers are of all
age groups 1 0 0 0
Borrowers are often
young 0 1 0 0
Borrowers are often
unemployed 0 1 0 0
Addiction problems 0 0 1 0
Facebook loans are
indicator of extreme
financial problems 0 0 1 0
Thoughtless
borrowing 5 1 6 1
Borrowers don't
acknowledge/understa
nd their actions 2 3 3 1
Borrowers don't
understand the loan's
conditions 2 3 1 0
Borrowers don't feel
their responsibility 1 3 2 0
Excessive
consumption
increases borrowing 0 0 6 0
Borrowers are not
aware of the support
systems 1 0 2 2
Borrowers believe
that there are no
consequences 0 2 2 0
Information is often
too difficult for
borrowers to
understand 1 2 0 0
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Borrowers are
ashamed to admit
their problems 0 1 1

Deleting of
conversation history 3 0 0

Taking on new loans
out of fear 0 0 1

Getting into debt
spiral is passed down
through generations 2 0 0

Borrowers don't read
the agreement =
Borrowers don't know
the loan's conditions 1 1 1

Borrowers are too
desperate to care for
the interest 0 0 0

Borrowers don't plan
on paying the debts 0 0 1

Borrowers are afraid
to tell their family 0 0 0

Lenders are looking
for a get rich quick
scheme 0 0 3

Loan agreements are
high quality (well
educated lenders) 2 1 0

The borrowed money
is just wasted 1 0 1

Loans are for
surviving the month 0 1 1

Borrowers are in debt
spiral and borrow to
pay previous loans 0 1 0

~
[EEN
[o2)

Irresponsible lending

N

High interests 6 2 2

The agreements
between grown
people are very
difficult to regulate
and control 2 2 2

No control over
Facebook loan groups 0 3 2

Easy to get into the
loan spiral 0 0 2

Lender is not
drustworthy 1 0 0

Borrowing from
Facebook groups is 0 1 0
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prone to become a
habit

No loan agreements 1 0 0

For regular loans
often no agreement is
made 0 1 0

Parties can stay quite
anonymous 0 0 1

Borrowed amounts
grow very fast 0 0 0

Polite communication 1 0 0

Uncivil
communication 0 0 1

Threats 3 1 2

Public shaming and
heralding in dedicated
Facebook groups 0 0 4

The borrower is sued
for the debts

Physical threats

Verbal abuse

Going to police

Borrowers are afraid
of the lenders 1 0 0

The problem is
getting worse 4 1 1

Covid increased debt
problems 1 1 0

The beginning of
Facebook loans
popularity 1 0 0

(Internet)casinos is a
growing problem 1 0 0

Responsible lending 1 1 1

Legislative measures
exist to which the
lenders should obey
to 0 0 2

Tax office should
look into the
Facebook lenders 0 2 1

Propagating of
financial education 0 0 3

Legislative
control/regulation 1 0 0
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Regulated creditors
should be even more
strict with their loans 0 0 2

Finantsinspektsioon
should have control
over the Facebook

lenders 0 0 1

Free debt counselling
is not offered by all

local jurisdictions - it
should be 0 0 0

A hot line should
exist for primary
support and
information for
people in debt 0 0 0
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8.4 Annex D. Coding of the borrower interviews

Reasons
for
borrowin
g from
Facebook

Inter
view
1

Inter
view
2

Inter
view
3

Inter
view
4

Inter
view
5

Inter
view
6

Inter
view
7

Inter
view
8

Inter
view

Inter
view
10

Inter
view
11

Inter
view
12

FB loan
is not the
borrower
's first.

FB loan
was
easier to
get.

Previous
payment
defaults
stop
borrower
from
lending
elsewher
e

No other
place to
get the
loan
from
anymore.

Borrowe
r had
maxed
out their
loan
limit.

The
borrower
had
financial
hardship.

The loan
was time
critical.

Borrowe
ris
unemplo
yed -
other
places
don't
grant
them
loans.

Borrower
g
reasoning

The loan
is chosen
based on
the cost.

More
than one
loan.
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The
loans are
difficult
to get.

The
loans are
easy to
get.

Loans
purpose

Loans
are for
everyday
necessar

y
expenses

Loans
are for
consumi

ng.

The
loans are
for
emergen
cies.

Borrower
g
reasoning
/ main
issues for
borrower
S

FB loans
are not

importan
t

FB loans
are

importan
t

Not
getting
the loan
had a
positive
financial
impact
long
term.

Not
getting
the FB
loan
would
have
some
impact
on the
borrower

Not
getting
the FB
loan
would
have no
impact.
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Casino
addiction
in the
past
prevente
d from
getting
any
loans.

The
lenders
request
the bank
statemen
t (6
months)
+
documen
t, proof
of
employm
ent.

The
borrower
would
refuse a
loan if it
was too
expensiv
e

Commun
ication
between
lenders
and
borrower
s&
Threats
and
conseque
nces

The
borrower
had a
negative
experien
ce when
communi
cating
with the
lender(s)

The
communi
cation
with the
lender
has been
polite or
neutral.

The
lender
becomes
pressurin
g when
the
deadline
has
come.

The
borrower
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hasn't
felt any
pressure
from the
lender.

Asking
for an
extensio
nwas
possible
when
paying
back was
not
currently
possible.

The
borrower
has had
no issues
with
paying
back the
loan.

Future
outlook

The
borrower
S see
themselv
es
lending
from FB
if there
should
be a
need.

The
borrower
doesn't
want to
borrow
from FB
in the
future.
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8.5 Annex E. The origin of the borrower interview questions

Main category
hypothesis

Related research question or

Aim

Why do people use the
Facebook group loan
market?

Facebook groups?

Why do people lend from

Getting an overview of what
has led the borrowers to ask for
loans from Facebook groups
and are they showing signs of
being in a debt spiral. Is the
market prone to lead people
into debt spiral.

Does the Facebook loan
have other purposes than
previous loans?

Facebook loans?

What are the purposes of

Are Facebook loans purely for
consumption or are the
Facebook loans taken to
finance previous loans.

What are the conditions
of the FB loans and how
the borrowers perceive
the loans?

groups?

Facebook loans?

How is the loan conditions and
interaction like in Facebook

What is the attitude of lenders
and counselors regarding

Are the borrowers there
desperate - therefore
vulnerable to predatory lending
or the borrowers just use it
because it is easy.

Future outlooks of the
borrower in regards to
lending from Facebook
again.

Facebook loans?

What is the attitude of lenders
and counselors regarding

How do the borrowers view
this market and their state of
financial wellbeing?

Questions from previous studies

Adjusted questions for current study

What loans have you had during your life?
(Espenberg et al., 2021)

Any changes in borrowing behaviour over
the past 12 months or so? Any informal
borrowing e.g. from family/friends? (Finney
& Davies, 2011)

Before turning to the FB group, have you
asked for a loan elsewhere, e.g. from formal
lenders or family or friends?

What caused the need for a loan? Would
there have been any alternative? (Espenberg
etal., 2021)

For what reason did you decide to ask for a
loan from the FB loan group?

Who did you get the loan from (incl what
made you decide who to borrow from)?
(Espenberg et al., 2021)

Did you acknowledge the risks involved in
the economic steps you have taken prior to
the debt problems? (Poppe, 2007)

Based on what conditions do you decide in
favour of one or another loan?
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When did you take out your first loan?
(Espenberg et al., 2021)

Applied for any additional credit in the last
12 months? (Finney & Davies, 2011)

How many times have you asked for a loan
from the FB loan group? / How long have you
been asking for a loan in the group?

How easy was it to get a loan? (Espenberg
etal., 2021)

Views about access to credit at the present
time? (Finney & Davies, 2011)

How easy do you think it is to get a loan from
the FB group?

What caused the need for a loan?
(Espenberg et al., 2021)

What is credit used for? (Finney & Davies,
2011)

What have you used the money borrowed
from the FB group for? Is it different from
your loans from other sources?

How did the debt problems affect your life
style? (Poppe, 2007)

If needed to cover a large unexpected
expense, how would they find the money for
this? (Finney & Davies, 2011)

How important are loans from FB groups for
you?

How would not getting a loan from the FB
group affect you?

Aleem, 1990

Amount of monthly repayment? Views
about cost of unsecured credit at the present
time? (Finney & Davies, 2011)

Could you give examples of some loan sizes
and how much you had to pay back and how
soon?

Please tell us about your experience with a
loan/lease/repayment when applying.

How easy was it to get a loan? (Espenberg
etal., 2021)

What information do lenders generally
require from you?

Who did you get the loan from (incl what
made you decide who to borrow from)?
(Espenberg et al., 2021)

Did you acknowledge the risks involved in
the economic steps you have taken prior to
the debt problems? (Poppe, 2007)

Would you also decline the loan offer if the
amount requested back would be too high?
What would that amount be?

Please tell us about your experience with a
loan/lease/repayment when applying.
(Espenberg et al., 2021)

How would you describe the interaction with
lenders in FB loan groups?

Please tell us about your experience with a
loan/lease/repayment when applying.
(Espenberg et al., 2021)

Do you think people in general look down
on default-debtors? (Poppe, 2007)

In what ways have you felt unpleasant
pressure or threats from lenders in FB
groups?

How has the payment of the loan,
installments, lease payments gone? Have
there been situations where have you had

Have you been late or in default with the
loan? If so, what were the consequences? If
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trouble returning them? (Espenberg et al.,
2021)

Do you think people in general look down
on default-debtors? (Poppe, 2007)

How easy/difficult to keep up with
repayments? (Finney & Davies, 2011)

not, what do you think could be the
consequences?

Are you planning to borrow again?
(Espenberg et al., 2021)

How do you see your future prospects?
(Poppe, 2007)

Views about likely credit use over the next
12 months or so? (Finney & Davies, 2011)

Would you see yourself borrowing from the
FB group in the future? Why?
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10 Resiimee

“Soprussuhetest finantsideni: korge riskiga sotsiaalmeedia laenude uurimine”

Facebooki laenugrupid on Eestis muutumas populaarseteks platvormideks, mis voimaldavad
eraisikutel taotleda ja anda eralaene. Kuid selle mitteametliku laenuturu toimimise ja omaduste
kohta on vihe uuritud. Kéesolev 10put66 uurib Facebooki laenugruppe laenusaajate ja
volandustajate intervjuude kaudu, et kirjeldada selle laenuturu omadusi ja suhtumisi sellesse.
Selgus, et need grupid on paljude laenusaajate jaoks viimane saadaval olev laenu allikas,
pakkudes neile laene iilikorgete intressimédiradega. Siiski valivad moned inimesed Facebooki
laenuturu ka ajaséistu ja lihtsama halduse tottu. Uldiselt oli enamikul laenusaajatel ja kdigil
vOlandustajatel Facebooki laenugruppide suhtes negatiivne hoiak. Kéesoleva 10putdo
tulemused vdivad anda aluse riiklikele institutsioonidele, et hinnata ja lahendada selle

mitteametliku laenuturuga seotud riske.
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