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Bad times good for pawn shops

White-collar workers also feel effects of area's shaky economy

Tenisha Mercer / The Detroit News

April 10, 2006
SOUTHFIELD -- From his pawn shop inside a strip mall, Lew Silver has made a living loaning money to down-on-their luck divorcees hocking diamond wedding rings to cover mortgage payments and factory workers pawning gold chains to pay their electric bills.
But Silver's business is booming these days because of different crowds -- once-wealthy suburbanites who are feeling the effects of the region's sickly economy.

Laid-off auto industry executives and once-prosperous business owners now struggling to make payroll, even neighbors from his own upscale Oakland County neighborhood -- they are all coming in to trade in the trappings of the good life for a quick infusion of cash.

"Times are difficult," said Silver, gesturing to display cases filled with rows of glittering diamond rings, Rolex watches and diamond tennis bracelets. "People are living check to check, even in Bloomfield Hills, and they need to make ends meet."

In a time where almost everyone is feeling the pinch from high unemployment and cutbacks in the auto industry, pawnbrokers are a rare countercyclical business enjoying an upswing in Metro Detroit.

In February, the most recent figures available, just 36 percent of state retailers surveyed by the Michigan Retailers Association reported higher sales than the same month last year, down from 43 percent in January.

But at Lew Silver's business, sales rose 5 percent in 2005 compared to a year earlier.

"When's the last time you went to a bank for $300?" asked Silver, whose business takes in 3,500 to 4,000 pieces of jewelry a month and has about 9,000 active loans of as much as $90,000. "We're an alternative bank. If you go to a bank, they'll want to know if you are having financial problems. Here, it's quick cash and it's confidential."

That's often what brings athletes, entertainers and executives from some of Metro Detroit's most exclusive neighborhoods to Larry Allan's jewelry pawn shop inside an office building along Telegraph Road in Bingham Farms.

"It's less hassle," said Allan, owner of Norman Allan & Son, whose business increased 10 percent last year. "What do they have to do? Take off a ring, sign a thumbprint, and walk. Everyone can use a few dollars here and there. It happens to everyone. They need something to get them over the hump."

But at what cost?

Pawnbrokers make money two ways: on interest customers pay when they use merchandise as collateral and when stores sell merchandise that customers never return to claim because they default on their loans.

Generally, brokers give customers merchandise loans at about 10 percent to 20 percent of an item's expected selling price.

Under Michigan law, brokers can charge interest of no more than 3 percent a month, plus $1 monthly storage fees, for 90 days. Customers may choose to extend the loan terms, but additional interest and storage fees are added. If customers don't pay back the loan, brokers can keep the merchandise and sell it.

Although it is regulated, it is not clear how big the pawn shop industry is in Michigan.

"The closer to the edge you are and the fewer options you have, the more likely you are to use a pawn shop," said Michael Barr, a law professor at the University of Michigan Law School who studied pawn shops and other financial services as part of a study of 1,000 households in Metro Detroit from July through March. "Pawn shops are a relatively costly form of credit."

Critics claim pawn shops unfairly target vulnerable customers and only give them a fraction of an item's worth. But pawn shops say they provide a valuable service.

Ninety-five percent of customers at Lew Silver's come back to pick up their merchandise, but with Silver's 8-foot bank vault jammed with rows and rows of jewelry stored in tiny yellow envelopes and plastic bags, he wishes more customers would make good on their loans.

"I want people to get their merchandise back," he said.

The pawn business dates back 3,000 years to China. Queen Isabella of Spain reportedly pawned her jewels to finance Christopher Columbus' expedition to America.

But the pawn shop industry is one of the least understood -- and stigmatized -- businesses, said Bob Benedict, executive director of the National Pawnbrokers Association in Texas.

There were 11,226 pawn shops nationwide in 2005, the first year the association began compiling figures.

Most are family businesses, but a growing number such as Fort Worth, Texas-based Cash America International Inc. and First Cash Financial Services Inc. in Arlington, Texas, are publicly held companies.

The industry is often accused of being a haven for stolen merchandise, but that's often untrue, Benedict said. Pawn shops must record every transaction -- from the identification and fingerprint of the loaner to serial numbers and descriptions of the merchandise being pawned -- that is faxed daily to police, who cross check it with stolen goods.

About one-tenth of 1 percent of items that turn up in a pawn shop are stolen, Benedict said.

"Pawn shops aren't stupid," he said. "They are very careful about what they take in. If a customer can't answer where an on-switch is on an electrical item, it's probably not theirs. If they give a loan to somebody with stolen items, they will lose out on the loan and the police are going to confiscate the items, so they are out of everything."

Pawn shop owner Ron Thomas usually sees blue-collar workers -- laid-off factory employers and out-of work roofers at his pawn shops in Roseville. But with Michigan's economy in a funk, his two pawn shops on Gratiot Avenue now sees their share of doctors, real estate agents, lawyers and mid-level executives who need money to pay their bills.

"Disasters happen, and anyone can have financial problems," said Thomas, whose store is crammed with everything from generators, boxes of tools to ceiling fans, DVD players and landscaping equipment. Thomas co-owns the shops with his wife, Vicki.

"Everyone doesn't have credit cards," Thomas added. "They make pawn shops out to be crooks, but people live week to week. I'm a poor man's bank. No questions asked. You can walk in here, pawn an item and be about your business. You don't need to explain why you need $50 to pay the electric bill."

Nearly anything of value can be pawned. Customers lugging large TVs wrapped in garbage bags and pushing lawn mowers fill Al's Jewelry & Loans near the Eastern Market in Detroit

But not all merchandise is accepted. Outdated goods are often rejected, as are damaged items. But pawn shops are a give-and-take, haggle-and-bargain environment. One customer at Al's asked for $350 for a digital camera and camcorder, but an employee would only give him $75. The customer walked.

Another customer grumbled that she's had an item on pawn for two years -- paying more interest on the item than it's worth.

"Every item is a commodity, and just like any commodity, it has to be of value," said manager Joey Berger, standing near display cases filled with $1,400 Cartier glasses and Movado watches.

Al's makes loans of $5 up to $100,000 on luxury vehicles like Corvettes, Lexuses and Mercedes. "We hear people say all the time, 'I need gas money. I have to pay a bill.' Where else can you go to get a $5 loan?"
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