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WASHINGTON — While much of the Congressional debate over consumer financial protection has focused on banks , lawmakers have been grappling behind the scenes over whether and how to regulate payday lenders, debt collectors, check-cashing outlets, title and installment lenders and even pawnbrokers. 

Many of these companies primarily take aim at lower-income customers, and consumer advocates say the companies are far less regulated than banks. 

Oversight of such companies has been left largely to the states. The Federal Trade Commission has brought fewer than 25 lawsuits in the last five years against mortgage originators, payday lenders and debt collectors, officials said. It has only 70 staff members to cover about 10,000 such companies nationwide, and does not have the authority to conduct compliance exams, as bank regulators do. 

When the Obama administration put forward legislation last June to overhaul the nation’s financial regulations , it urged the establishment of a consumer agency that would include these nonbank financial companies in its ambit. 

But a proposal recently circulated by Christopher J. Dodd, the Connecticut Democrat who is chairman of the Senate Banking Committee, would exclude many such companies from the agency’s purview. 

The agency, which Mr. Dodd proposed putting under the Treasury Department , could write rules for nonbank financial companies. It could enforce such rules against nonbank mortgage companies, including the originators of the subprime and so-called alt-A mortgages that have been blamed for contributing to the housing crisis. But it would have to petition a body of regulators for authority over other nonbank financial companies. 

That proposal has alarmed consumer advocates. “We want this agency to have full authority over nonbank sectors,” said Edmund Mierzwinski, director of the consumer program at U.S. PIRG, the federation of state Public Interest Research Groups. “This is authority that nobody has today.” 

Mr. Mierzwinski and leaders of civil rights, labor and consumer groups made a similar argument to the Treasury secretary, Timothy F. Geithner  , in a meeting on Feb. 25. 

Treasury officials have made the argument that it is in the best interests of banks to have a consumer agency that would create a level playing field for providers of consumer credit. 

“The federal government spends at least 15 times more on consumer compliance and enforcement for banks and credit unions than for nonbanks — even though there are at least five times as many nonbanks as there are banks and credit unions,” Michael S. Barr, the assistant Treasury secretary for financial institutions, said in a speech on Feb. 23. “That is a remarkable disparity.” 

So far, the industry does not seem persuaded by that argument. 

The American Financial Services Association is a trade group that represents consumer, auto and small-business lenders like GMAC , Ford Motor Credit, AmeriCredit, , CitiFinancial, the World Acceptance Corporation  , the Credit Acceptance Corporation  and CIT. 

It has signed onto an effort led by representatives of large financial services companies and banks to defeat the consumer agency proposal. 

Bill Himpler, the trade group’s  executive vice president, said that consumer proposals should focus on abusive mortgages. 

“The problem was mortgages,” he said. “It wasn’t auto loans  or personal loans. There’s no such thing as an exotic auto loan.” 

Mr. Himpler said his members were “licensed in and operate in the states, because they think that’s the best way to provide affordable credit to consumers.” He said that state regulators were best equipped to address complaints about abusive terms because they were “on the ground.” 

The Treasury, which disagrees, has found an unexpected ally for its argument: the Pentagon. 

The Defense Department would “welcome and encourage” protections for “service members and their families with regard to unscrupulous automobile sales and financing practices,” the under secretary for personnel and readiness, Clifford L. Stanley, wrote in a letter to Mr. Barr on Feb. 26. 

Military clients have been victims of “ ‘bait-and-switch’ financing, falsification of loan applications or other documents, failure to pay off liens on trade-in vehicles, ‘packing’ loans with items whose price tag bears little or no relationship to their actual cost or value, and discriminatory lending,” among other schemes, Mr. Stanley said. 

Nearly three-quarters of 659 financial counselors and lawyers who serve service members and were polled by the Defense Department said their clients had raised complaints about such practices in the last six months, he said. 

So far, however, the financial companies have been fairly effective at making their case by arguing that their services are needed. 

The Consumer Financial Services Association, which represents payday lenders like Advance Cash Express, Check Into Cash and Check ’n Go, said in a statement that a new agency would constrain credit. 

“The short-term, low-denomination credit market is too important to be tampered with by an all-powerful federal financial wizard,” the group said. “Payday loans, typical $200 to $300 loans, are part of the short-term credit market that together with bank overdraft protection, and title loans, provide almost $100 billion in short-term credit to consumers looking to cover a check.” 


So far, the industry does not seem persuaded by that argument. 
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