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A secured vs unsecured personal loan comparison can help you understand whether
borrowing with collateral or without collateral better fits your financial situation. Both
options may provide funds for personal expenses, but they involve different approval
standards, interest rates, risks, documents, and repayment responsibilities.

A secured personal loan requires an eligible asset to support the debt. An unsecured
personal loan generally does not require collateral and relies more heavily on credit,
income, existing debts, and the lender’s underwriting standards.

This guide compares a secured loan vs unsecured loan, explains the benefits and risks of
each option, and helps borrowers consider which personal loan is better for their needs
and budget.

Quick answer A secured personal loan may offer different approval options or potentially
lower rates because an asset supports the debt. An unsecured personal loan does not place
a specific pledged asset at risk, but qualification and pricing may depend more heavily on
your credit and financial profile.
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Approval, collateral requirements, rates, fees, amounts, repayment terms, and funding times
vary by lender and applicant. Neither loan type is automatically the best choice for every
borrower.
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Secured vs Unsecured Personal Loan Main Difference

The primary difference in a secured vs unsecured personal loan comparison is collateral.
Collateral is an asset pledged to support the loan.

With a secured loan, the lender may have the right to claim the pledged property if the
borrower defaults according to the agreement and applicable law. With an unsecured loan,
no specific asset is pledged as collateral, although the borrower remains legally responsible
for repayment.

Feature Secured Personal Loan Unsecured Personal Loan

Collateral Required Generally not required

Primary lender
protection

Pledged asset supports
the debt

Borrower promise and
creditworthiness

Risk to a specific
asset

Yes No pledged asset
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Feature Secured Personal Loan Unsecured Personal Loan

Credit review Usually required Usually required

Income
verification

May be required May be required

Application speed
May take longer because
of collateral review

May be faster when
documents are complete

Both loans create a repayment obligation

Choosing an unsecured loan does not remove financial responsibility. The lender may
report missed payments, send the account to collections, or pursue other remedies
permitted by the agreement and applicable law.

Neither option guarantees approval

Providing collateral does not guarantee approval for a secured personal loan. A lender may
still evaluate identity, income, debts, credit history, collateral value, and the requested
amount.

Review the common personal loan requirements before beginning an application.

What Is a Secured Personal Loan

A secured personal loan is supported by an asset that the borrower pledges as collateral.
The asset provides additional protection for the lender if the debt is not repaid.

How a secured personal loan works

1. The borrower submits an application
2. The borrower identifies an eligible asset
3. The lender reviews the applicant and collateral
4. The lender may verify ownership and value
5. The borrower reviews and signs the agreement
6. The lender records its interest in the collateral when applicable
7. The borrower makes scheduled payments

Possible benefits of a secured personal loan
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 May provide another approval option for some applicants
 May offer a different interest rate than an unsecured option
 May permit a larger potential loan amount
 May provide a longer possible repayment term
 May help an applicant with limited credit history

Possible disadvantages of a secured personal loan

 The pledged asset may be lost after default
 Collateral documents may be required
 The lender may need to inspect or value the asset
 The application may take longer
 The asset may need to meet specific lender standards
 Insurance may be required for certain collateral

Collateral does not make a loan affordable

A lower potential rate does not automatically mean the loan fits your budget. Review the
monthly payment, term, fees, total repayment, and risk to the asset before accepting.

What Is an Unsecured Personal Loan

An unsecured personal loan does not require the borrower to pledge a specific asset. The
lender generally evaluates the application based on credit information, income,
employment, debts, payment history, requested amount, and other underwriting factors.

How an unsecured personal loan works

1. The borrower completes an application
2. The lender reviews identity and financial information
3. The lender may conduct a credit inquiry
4. Income and employment may be verified
5. The lender approves, denies, or requests more information
6. The borrower reviews the final terms
7. Approved funds are distributed

Possible benefits of an unsecured personal loan

 No specific pledged asset
 No collateral valuation process
 Potentially faster application review
 Simpler document requirements in some cases
 Useful for borrowers who do not own eligible collateral

Possible disadvantages of an unsecured personal loan

 May have stricter credit requirements
 May offer a higher rate than a comparable secured option
 May provide a smaller available amount



 May require stronger income or payment history
 Approval remains dependent on lender standards

Unsecured does not mean consequence free

Late or missed payments may result in fees, negative credit reporting, collection activity, or
other consequences described in the agreement.

The Federal Trade Commission notes that most personal loans are unsecured and generally
do not require collateral such as a house or vehicle. Visit the FTC personal loan consumer
guidance for additional information.

Detailed Secured Loan vs Unsecured Loan Comparison

When comparing a secured loan vs unsecured loan, evaluate the complete financial cost
and risk rather than focusing on approval alone.

Comparison
Area

Secured Loan Unsecured Loan

Collateral
requirement

Yes No specific collateral

Potential rate
May be lower because
collateral reduces lender risk

May be higher depending
on credit risk

Potential
amount

May depend on collateral
value

May depend more on
income and credit

Application
documents

Financial and collateral
documents

Primarily personal and
financial documents

Asset risk
Pledged asset may be
claimed after default

No pledged asset to claim
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Comparison
Area

Secured Loan Unsecured Loan

Processing time
May require additional
review

May be quicker

Best suited for
Borrowers comfortable
pledging an eligible asset

Borrowers seeking
financing without
collateral

Compare the same amount and term

A fair comparison should use the same requested amount and a similar repayment period.
Comparing a $5,000 secured loan over 24 months with a $15,000 unsecured loan over 60
months will not clearly show which option costs less.

Compare the APR The annual percentage rate may include the interest rate and certain
lender fees. It can provide a broader comparison than the interest rate alone.

Compare total repayment Review the total amount expected to be repaid during the full
term. A lower monthly payment may result from a longer term and greater total interest.

Our personal loan interest rates guide explains additional loan cost factors.

Common Collateral for a Secured Personal Loan

Eligible collateral depends on the lender. Not every lender accepts every type of asset.

Possible forms of collateral

 Savings account funds
 Certificate of deposit
 Vehicle
 Investment account assets when permitted
 Other personal property accepted by the lender

Common collateral documents

 Proof of ownership
 Vehicle title
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 Current registration
 Insurance documents
 Account statements
 Asset valuation records
 Lien information

The collateral value may limit the loan amount

A lender may not lend the asset’s complete market value. It may use its own valuation
method and apply a lower lending limit.

Questions to ask about collateral

 Which assets are accepted?
 How will the asset be valued?
 Will the lender place a lien on the asset?
 Is additional insurance required?
 Can the asset be sold before the loan is repaid?
 What happens after a missed payment?
 When will the lender release its claim?

The Federal Trade Commission warns that when a loan uses property as collateral, failure
to make payments can place that property at risk. Read the FTC guidance about collateral
and debt consolidation.

Secured and Unsecured Loan Approval Requirements

Approval requirements vary, but both loan types generally involve an evaluation of
repayment ability.

Credit history

A lender may review payment history, account balances, collections, recent inquiries, and
other credit information.

Income

Applicants may need to demonstrate stable and verifiable income sufficient to manage the
proposed payment.

Debt to income ratio

A lender may compare required monthly debt payments with gross monthly income.

Use our guide explaining how to calculate debt to income ratio.

Employment history
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The lender may request employer information, hire date, pay frequency, or self
employment records.

Requested loan amount

The requested amount should be reasonable in relation to income, existing debts, loan
purpose, and collateral value when applicable.

Collateral condition and value

A secured lender may examine ownership, condition, market value, insurance, and existing
liens.

Prepare documents before applying

Applicants may need identification, proof of address, income records, bank statements, and
debt information. A secured application may also require collateral documents.

Use our personal loan document checklist before applying.

Interest Rates and Personal Loan Fees

A secured loan may offer a lower potential rate because collateral may reduce lender risk.
However, this is not guaranteed, and borrowers should compare the complete offer.

Costs to review

 Interest rate
 Annual percentage rate
 Origination fee
 Monthly payment
 Repayment period
 Total repayment amount
 Late payment fees
 Returned payment fees
 Collateral valuation fees
 Insurance costs

Personal installment loans may include several fees

The Consumer Financial Protection Bureau explains personal installment loan fees and
recommends reviewing lender disclosures to understand the complete cost.

Learn more in our personal loan origination fee guide.

Secured vs Unsecured Personal Loan Risks
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Secured loan asset risk

The most significant secured loan risk is losing the pledged asset after default. This could
affect transportation, savings, or another part of your financial life.

Unsecured loan credit risk

An unsecured loan does not place a specific asset at risk, but missed payments can still
damage credit and lead to collection activity.

Overborrowing risk

Access to a larger potential amount does not mean borrowing the maximum is responsible.
Borrow only what is needed and affordable.

Long repayment term risk

A longer repayment period may reduce the monthly payment while increasing total
interest.

Variable rate risk

When an agreement uses a variable rate, future payments or borrowing costs may change.

Advance fee scam risk

Be cautious when a company guarantees approval in exchange for a payment before
funding. The FTC explains advance fee loan scams and their warning signs.

Which Personal Loan Is Better

The answer to which personal loan is better depends on your credit profile, available
collateral, financial goal, risk tolerance, monthly budget, and the actual offers available.

A secured personal loan may be worth considering when:

 You own an eligible asset
 You are comfortable pledging the asset
 The complete cost is lower than unsecured alternatives
 The monthly payment fits your budget
 You understand the consequences of default
 The collateral is not essential to your daily stability

An unsecured personal loan may be worth considering when:

 You do not want to pledge an asset

https://consumer.ftc.gov/articles/what-know-about-advance-fee-loans


 You meet the lender’s credit and income standards
 The available rate and fees are competitive
 The requested amount is available without collateral
 You prefer a potentially simpler application process

Choose based on the complete agreement

Do not choose only because one offer has a lower rate. Review asset risk, APR, fees, net
proceeds, monthly payment, repayment period, and total repayment.

Secured vs Unsecured Personal Loan Decision Checklist

 Determine the exact amount needed
 Calculate an affordable monthly payment
 Confirm whether collateral is required
 Identify the asset being pledged
 Review the asset’s current value
 Understand what happens after default
 Compare the interest rate
 Compare the APR
 Review all lender fees
 Confirm the net amount received
 Compare repayment periods
 Calculate total repayment
 Check whether the rate is fixed or variable
 Review insurance requirements
 Read every disclosure before signing


How to Compare Loan Offers Responsibly

Use prequalification when available

Prequalification may help you review estimated terms before completing a formal
application. Confirm whether the process uses a soft credit inquiry.

Read our personal loan prequalification guide and soft credit check personal loan guide.

Review your credit reports

Check your accounts, balances, payment history, and inquiries for accuracy through
AnnualCreditReport.com.

Compare matching loan examples

Use the same requested amount and similar repayment period when comparing secured
and unsecured offers.
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Keep emergency savings

Avoid using every available dollar as collateral or toward an upfront payment if doing so
would leave you unable to manage emergencies.

Frequently Asked Questions

What is the difference between a secured vs unsecured personal loan

A secured vs unsecured personal loan differs primarily because a secured loan requires
collateral while an unsecured loan generally does not.

What is a secured personal loan

A secured personal loan is supported by an eligible asset pledged as collateral. The lender
may claim the asset after default according to the agreement and applicable law.

What is an unsecured personal loan

An unsecured personal loan does not require a specific pledged asset. Approval may
depend more heavily on credit, income, debts, and payment history.

Is a secured loan easier to qualify for

It may provide another approval option, but collateral does not guarantee approval. The
lender may still evaluate income, credit, debts, and the asset.

Do unsecured loans have higher interest rates They may have higher rates because no asset
supports the debt, but actual pricing varies by lender and applicant.

Can I lose my car with a secured personal loan If a vehicle is pledged as collateral and the
loan defaults, the lender may have the right to claim it according to the agreement and
applicable law. Does an unsecured loan affect credit Yes. The application, new account,
balance, and payment history may affect your credit profile.

Which personal loan is better for bad credit

The answer to which personal loan is better depends on available offers, collateral, costs,
and repayment ability. A secured option may help some applicants but places an asset at
risk. Can I change a secured loan into an unsecured loan

This may require refinancing or a new agreement. Approval is not guaranteed, and new
rates, fees, and credit reviews may apply. Should I use my savings as collateral



Consider whether losing access to the funds would affect emergency stability. Compare the
rate savings with the restrictions and risks.

Final Thoughts About Secured vs Unsecured Personal Loan Options A secured vs unsecured
personal loan comparison should consider much more than approval. A secured personal
loan may offer different rates or amounts because collateral supports the debt, but the
pledged asset may be lost after default.

An unsecured personal loan avoids pledging a specific asset, but it may require stronger
credit, income, or payment history. When comparing a secured loan vs unsecured loan,
review the APR, fees, payment, term, total repayment, documents, and financial risk.

Determining which personal loan is better requires comparing the actual offers available to
you. Borrow only what you reasonably need and can reliably repay. You can also review
personal loan cosigner information, compare personal loan interest rates, understand
personal loan origination fees, or visit the Cash In Minutes homepage.

Disclaimer This article provides general educational information and does not constitute
financial, legal, tax, or credit advice. Collateral rules, approval standards, rates, fees,
amounts, repayment terms, collection procedures, and lender remedies vary by agreement,
lender, applicant, and state.
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