income households tend to pay
higher prices for auto loans than do
higher income households. Just how
much more varies widely across
lower income consumers, but we
can see how much more the typical
lower income consumer pays for an
auto loan. In particular, an auto
loan of $5,000—about the median
value of the typical car owned by a
lower income household—would
cost $1,256 in interest over the
course of five years at a rate of 9.2
percent, the average charged to
lower income borrowers. In con-
trast, a household earning more
than $120,000 a year is charged an
average rate of 5.5 percent, and
thus pays just $730 in interest over
five years. That represents a savings
of over $500 to the higher income
household relative to what the

lower income household pays.

Higher auto loan prices for lower income households can add up
to hundreds of dollars in extra costs

$1,400
9.2%

8.5%
$1,200

$1,000

$800

Because disclosure laws in the
insurance industry are so limited, it
is difficult to reliably quantify the
national average prices different
drivers pay for the same insurance
policy. But we can look at our sam-
ple of metropolitan areas—home to
nearly a quarter of Americans—to
estimate how these price differ-
ences vary across neighborhoods.

Across our sample of metropoli-
tan areas, we find that the highest
prices for auto insurance are in the
lowest income neighborhoods. New
York, Hartford, and Baltimore had
the highest price differentials

10.0%
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auto loan for $5,000 9.0%
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8.0%
7.0%

5.5% S0
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$0 0.0%
Less than $30,000— $60,000— $90,000— Greater than
$30,000 59,999 89,999 119,999 $120,000+

Household Income

Source: Author’s analysis of the 2004 Survey of Consumer Finances

Note: Average APR is taken from the 2004 Survey of Consumer Finances; loan amount is

across neighborhoods. In these
three metros, 12 months of auto
insurance in neighborhoods with
median incomes of less than
$30,000 costs over $400 more, on
average, than in neighborhoods
with median incomes between
$90,000 and $120,000. New York
has the highest price differential in
our sample: it costs nearly $1,000
more every year, on average, to
insure the exact same car and
driver in a lower income neighbor-
hood than in a moderate-income
neighborhood, with a median
income between $30,000 and
$60,000.

In lower income neighborhoods
within the eight other metros, the
price differential was more modest,
generally adding up to $50 to $150
extra every year. Chicago, where we
found that it costs between $106
and $138 more every year to insure
a car in the lowest income neigh-
borhoods of the metropolitan area,
was typical of this trend. Similarly,
car insurance customers from the
lowest income neighborhoods of
Indianapolis pay anywhere from a
$60 to $90 premium compared to
higher income neighborhoods.

Looking only at the central cities
of these metropolitan areas, we saw
the exact same trend play out in
ten of the twelve cities: Purchasers
in the lowest income areas paid the
highest prices for auto insurance.
New York, again, showed the high-
est price differential across neigh-
borhoods. In neighborhoods where
the median income is less than
$30,000, average prices for twelve
months of insurance were between
$210 and $670 more expensive
than in higher income neighbor-
hoods within the city. More typical
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Auto insurance tends to be more expensive in lower income neighborhoods than higher

income neighborhoods

Average Price of Car Insurance, by Neighborhood Income

Neighborhood Income

« FROM POVERTY, OPPORTUNITY

Geography $0-29,999 $30,000-59,999 $60,000-89,999 $90,000-119,999 $120,000+
Pittsburgh metro $356 $356 $348 $330 n.a.
Indianapolis metro 458 384 392 366 366
San Francisco metro 604 542 538 508 496
Seattle metro 614 600 564 568 540
Chicago metro 628 522 490 492 500
Atlanta metro 662 554 566 574 n.a
Denver metro 730 610 610 588 n.a.
Los Angeles metro 802 694 624 644 790
Washington, DC metro 806 594 552 550 566
Baltimore metro 944 616 544 520 n.a
Hartford metro 1,268 800 720 750 n.a.
New York metro 1,660 1,110 678 854 848
Metro Average $831 $660 $678 $680 $724
Pittsburgh city 396 382 n.a. n.a. n.a
Indianapolis city 458 428 426 n.a. n.a
Seattle city 596 620 548 n.a. n.a
Oakland city 610 594 578 n.a. n.a
San Francisco city 652 602 614 588 n.a
Chicago city 664 612 522 552 n.a.
Atlanta city 726 640 594 602 n.a
Denver city 730 686 670 n.a. n.a
Washington, DC city 822 822 822 822 822
Los Angeles city 826 776 746 798 790
Baltimore city 1,042 818 n.a n.a n.a
Hartford city 1,336 1,336 n.a. n.a. n.a.
New York city 1,766 1,556 1,214 1,096 n.a
City Average $1,064 $927 $834 $802 $790

Source: Author's analysis of data collected from three major insurance companies

Note: Averages are population weighted




across these ten cities was the gap
in San Francisco, where buyers
from the lowest income neighbor-
hoods paid between $38 and $64
more for auto insurance than did
those from the city’s more expen-
sive neighborhoods.

Prices could be even higher for
lower income drivers because of a
number of driver characteristics
that are factored into pricing deci-
sions made by insurance compa-
nies. Some of these factors, like
credit scores, occupation, and edu-
cation, are strongly associated with
household income.” This suggests,
though it certainly does not prove,
that lower income drivers may sys-
tematically pay higher prices for
auto insurance. But because there
are so few disclosure laws in the
insurance industry, there is not
sufficient data to analyze the full
impact of all of these factors. More
than any other issue we discuss in
this report, the dearth of good data
impairs our understanding of the

relationship between income and

insurance prices.

This section reviewed evidence of the higher prices lower income con-

sumers tend to pay for cars, car loans, and car insurance. Three major

causal factors exist for these higher prices.

Lower income consumers have
proven more likely to miss loan pay-
ments and to live in areas where it
is more expensive to insure drivers.”
In addition to the real added costs
these risks carry, they also foster a
perception of higher costs of doing
business with lower income con-
sumers, particularly when measure-
ments of these risks are not precise,
such as with insurance pricing.
Sellers pass on these higher costs—
both real and perceived—to lower
income consumers by charging
them more. As we discuss in the
recommendations section, there are
both policy and market tools to

lower these costs of doing business.

Some evidence suggests that car
dealers may systematically discrimi-
nate against black car buyers when
setting a sales price.” Also, the
much higher interest rates lower
income drivers pay for auto loans
may be due to poor credit or pay-
ment histories but also may be due
to unscrupulous businesses inflat-
ing prices. Because the rate of car
ownership among lower income
families has been growing at a
much faster pace than among
higher income families, the sheer
volume of new purchasers for cars
and related products suggests that

a lot of these customers may not
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have the experience or knowledge
to spot and avoid unscrupulous

businesses that overcharge.'”

Lower income consumers are gen-
erally much less likely to compare
prices before buying goods and
services, which likely makes them
more susceptible to bad deals. At
the very least, this weakens the
buyer’s position when shopping for
cars, car loans, and car insurance.
Any customer who does not know,
for instance, what price a dealer
paid for a car, the various strategies
dealers use to artificially inflate
prices, or even that prices are nego-
tiable, will be at a significant disad-
vantage when they want to
purchase a car.

Similarly, lower income con-
sumers are less likely to understand
credit scores—an important factor
in what sellers charge for loans and
insurance—which may needlessly
drive up the prices these con-
sumers pay. For instance, one
recent survey found that only 56
percent of the respondents with a
low educational attainment, and 64
percent of respondents with a lower
income, indicated that they knew
that their credit rating weakened
when they missed a credit card pay-
ment.'"”! Knowing less about this
market product may make it more
difficult for lower income con-
sumers to bring up their credit

scores.

ill. HOMES

Lower- and moderate-income consumers are more
likely than higher income households to pay
higher prices for home-related products.

ower income consumers are more likely than higher income house-

holds to buy higher-priced home furniture and appliances. Together,

these extra costs can add up to thousands of dollars for lower income

families, depending on what combination of products they consume.

Similarly, evidence suggests that it is generally more expensive to insure a

home in a lower income neighborhood than in a higher income neighbor-

hood, and that lower income home insurers may pay an additional premium,

above and beyond the premium they pay for the neighborhood they live in.

Nationwide, more than 4.2 million
lower income homeowners pay a
higher than average APR for their
mortgage.'” In 2004, the average
annualized rate of interest on a first
mortgage for lower income house-
holds was about 6.9
percent.'” By con-
trast, households
that earned between
$30,000 and
$60,000 a year paid
an average rate of
about 6.5 percent;
households earning
between $60,000
and $90,000 paid an
average rate of about
6.0 percent; households earning
between $90,000 and $120,000
paid about a 5.9 percent rate; and
households that earn more than
$120,000 paid a rate of approxi-
mately 5.5 percent. The much
smaller second mortgage market
shows a nearly identical pattern.

Over the course of a loan, these

higher annual percentage rates paid
by lower income households can
add up to tens of thousands of dol-
lars in additional charges.

Higher mortgage prices have
implications for more than just the
typical household with a mortgage
in each income category. To see
this, we analyzed the middle 50
percent of all households in each
income category—those that fall
between the 25th
and 75th per-
centile—in terms of
what APRs they
paid. This illustrates
the rates that the
middle 50 percent
of each income cat-
egory pay for mort-
gages, which
captures a much
bigger section of
the population than an analysis of
the central tendency.

According to this analysis, the
middle 50 percent of lower income
households paid between 5.4 and
7.8 percent interest for their mort-
gages in 2004. That range system-
atically shrinks as household

income increases. On the other



Lower income households pay higher prices for home loans

than higher income households

Typical APR on First Mortgage, by Income Group

Typical APR on First Mortgage, by Income Group

Household Income 25th Percentile Mean 75th Percentile
Less than $30,000 5.4% 6.9% 7.8%
$30,000-59,999 5.5% 6.5% 7.0%
$60,000—89,999 5.3% 6.0% 6.5%
$90,000-119,999 5.1% 5.9% 6.3%
Greater than 120,000+ 4.9% 5.5% 6.0%
Total 5.3% 6.2% 6.8%
Typical APR on Second Mortgage, by Income Group
Household Income 25th Percentile Mean 75th Percentile
Less than $30,000 7.0% 9.2% 10.0%
$30,000-59,999 5.8% 7.9% 10.0%
$60,000—89,999 4.5% 7.1% 8.5%
$90,000-119,999 4.5% 6.4% 8.0%
Greater than 120,000+ 4.5% 6.0% 6.5%
Total 4.8% 7.2% 8.8%

Source: Author's analysis of the 2004 Survey of Consumer Finances

side of the distribution, for
instance, half of the households
that earn more than $120,000 a
year pay between 4.9 and 6.0 per-
cent interest on their mortgage
loans. That range is smaller, and
the rate much lower, than that paid
by lower income households.

The data also indicate that lower
income households are much more
likely to pay extremely high rates
for mortgages. To see this, we ana-
lyzed all of the households that pay
a higher average APR than 75 per-
cent of all other households in the
sample. This isolated the house-
holds that pay unusually high rates
to maintain their home loans.
Consistent with other results, we
find that over 54 percent of all

lower income households with a

mortgage pay these extremely high
rates. By contrast, 46 percent of
households with an annual income
between $30,000 and $60,000 pay
extremely high rates; along with
about 36 percent of households
with an annual income between
$60,000 and $90,000; 35 percent
of households between $90,000
and $120,000; and just 19 percent
of all households with an annual
income above $120,000.

Data from our sample of metro-
politan areas reflects these nation-
wide trends. In 2004, among all
home mortgage borrowers in nine
of the 12 metro areas in our sam-
ple, lower income households were
more likely than any other income
group to purchase a high-cost mort-

gage."” And, in five of our 12 met-

ropolitan areas, households earning
less than $30,000 represented the
largest market share for high-cost
mortgages among all of the income
groups. Both statistics point to the
much greater likelihood that lower
income borrowers will buy a higher
priced mortgage product than
higher income households.

These overall trends belie impor-
tant differences across the metro-
politan areas in our sample,
however. Lower income borrowers
in the metro areas of Atlanta,
Baltimore, Indianapolis, and
Pittsburgh show particularly high
demand for high-cost loans: in
those four metros, more than one
in five mortgage borrowers earning
less than $30,000 a year purchased
high-cost mortgages. In Atlanta and
Indianapolis, more than one in four
lower income homeowners pur-
chased a high cost mortgage.

To put that in perspective, con-
sider the other side of the distribu-
tion. In high-cost areas like San
Francisco and Seattle, for instance,
only between 10 and 12 percent of
all lower income mortgage borrow-
ers in each area purchased a high-
cost mortgage. Lower income
borrowers are still among the most
likely income group in these two
metros to purchase a high-cost
mortgage, but that probability was
substantially lower than the four
areas detailed above.

Although lower income borrow-
ers do tend to be the most likely
home buyers to purchase a high-
cost loan, it is important to point
out that the market for high-cost
loans consists of many more middle
and higher income households than
lower income households. In fact,

lower income borrowers comprised
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Household Income

Across the 12 metro areas, lower income households are much more likely than higher
income households to buy high-cost mortgages
Proportion of High-Cost Loans, by Household Income and Metro Area

Source: Author’s Analysis of 2004 Home Mortgage Disclosure Act Data.

Note: High Cost Loans are defined by the Federal Reserve; this table says, for instance, that

Metro Area $0-30,000  $30,000—45,000 $45,000-60,000 $60,000—75,000 $75,000—90,000 $90,000—105,000 $105,000+
San Francisco 11% 8% 8% 9% 10% 9% 6%
Seattle 12% 14% 14% 14% 12% 10% 8%
Los Angeles 12% 13% 14% 15% 14% 13% 9%
New York 12% 13% 14% 16% 16% 15% 10%
Denver 13% 16% 16% 15% 13% 10% 7%
Washington, DC 15% 17% 17% 16% 14% 12% 7%
Hartford 17% 18% 18% 16% 13% 11% 8%
Chicago 20% 21% 21% 19% 16% 14% 9%
Baltimore 23% 21% 19% 16% 14% 12% 8%
Pittsburgh 25% 21% 16% 13% 10% 8% 6%
Atlanta 25% 23% 21% 20% 16% 14% 11%
Indianapolis 25% 22% 19% 15% 13% 11% 9%

25 percent of the loans originated to a household in Atlanta with a median income between $0-30,000 were high cost.

more than a fifth of the high-cost
mortgage market in each of the
metropolitan areas in our sample.
In eight of the 12 metros, borrow-
ers earning less than $30,000 a
year accounted for less than five
percent of the total high-cost mort-
gage market in 2004.

Similarly, in nearly all of the
metropolitan markets in our sample
the largest portion of the high-cost
mortgage market in 2004 earned
considerably more than $30,000 a
year. And, in Los Angeles, New
York, and San Francisco, a majority
of the high-cost mortgages were
sold to borrowers with household
incomes more than $105,000.

Because middle- and higher
income households account for the
majority of the market for high-cost
mortgages, we can state that the
demand for and supply of these

products does not depend on low-
income households. In fact, in
nearly all of the metropolitan areas
in our sample, these borrowers
account for a very small portion of

this high-cost market.

Because disclosure laws in the
insurance industry are so limited, it
is difficult to reliably quantify the
national average prices homeown-
ers in different income groups pay
for the same insurance policy. But
we can estimate these price differ-
ences by examining our sample of
metropolitan areas—where nearly

one out of every fourth person in

this country lives.

In seven of the nine metropolitan
areas where we could obtain home
insurance quotes, homeowners in
lower income neighborhoods paid
the highest prices for insurance.

Chicago, where the average
quote for a year of home insurance
in the city’s lowest income neigh-
borhoods was about $1,043, had
the sharpest price differentials
across income groups. The next
highest average quote in our sam-
ple was for households in neighbor-
hoods with a median income
between $30,000 and $60,000, for
whom a year of home insurance
would cost $755. This trend holds
across most of the metropolitan
areas in this sample, suggesting
that home insurance premiums
tend to be more expensive in lower

income neighborhoods.




in these 12 metros

Household Income

Lower income households represent a small share of the market for high cost loans

Distribution of Market Demand for High-Cost Loans, by Household Income and Metro Area

Source: Author’s Analysis of 2004 Home Mortgage Disclosure Act Data.

Note: High Cost Loans are defined by the Federal Reserve; this table says, for instance, that

in the Atlanta metropolitan area that purchased a high-cost loan in 2004.

Metro Area $0-30,000  $30,000-45,000 $45,000-60,000 $60,000-75,000 $75,000—90,000 $90,000-105,000 $105,000+
San Francisco 1% 3% 7% 13% 16% 16% 43%
New York 1% 6% 13% 19% 18% 14% 28%
Los Angeles 2% 7% 15% 19% 16% 13% 29%
Washington, DC 2% 11% 19% 21% 16% 11% 20%
Seattle 2% 14% 21% 21% 14% 9% 17%
Denver 4% 18% 22% 19% 12% 8% 16%
Hartford 4% 19% 25% 20% 12% 8% 11%
Chicago 4% 17% 24% 21% 13% 8% 13%
Baltimore 7% 19% 22% 18% 12% 8% 14%
Atlanta 8% 23% 23% 17% 10% 7% 12%
Indianapolis 15% 27% 21% 14% 8% 5% 9%
Pittsburgh 20% 28% 21% 14% 7% 4% 6%

households in Atlanta that earned between $0-30,000 a year accounted for about 8 percent of all households

As with auto insurance, home
insurance prices could be much
higher for lower income drivers
because of a number of personal
characteristics that insurance com-
panies factor into pricing decisions.
Some of these factors, like credit
scores, occupation, and education,
are closely correlated with house-
hold income."” But because there
are so few disclosure laws in the
insurance industry, we lack suffi-
cient data to analyze the full
impact of all of these factors.

Lower income consumers are much

more likely than higher income
consumers to buy furniture and
appliances from rent-to-own stores.
Depending on specific state regula-
tions and the combination of prod-
ucts they buy, this shopping
tendency can cost lower income
families hundreds of extra dollars
every year in higher prices for fur-
niture and appliances.

A recent analysis by the Federal
Trade Commission (FTC) found
that 59 percent of rent-to-own cus-
tomers earn less than $25,000 a
year."” Renting to own means that
consumers pay more for a piece of
furniture or electronics than if they
simply bought the item outright
because of numerous fees these
stores charge. For instance, the
Wisconsin Department of Financial
Institutions estimates that a $200

television might cost as much as
$700 at one of the rent-to-own
establishments in the state.'”
Similarly, the Maryland attorney
general’s office estimates that a
new $400 washing machine would
cost over $1000 if purchased from
a rent-to-own business.'” The myr-
iad additional costs rent-to-own
establishments pass on to their cus-
tomers—including processing fees,
delivery fees, installation fees, in-
home collection fees, home pick-up
fees, product insurance fees, and
late payment fees—account for
these bloated prices.'” In contrast,
a consumer who bought that same
washing machine with a credit card
charging a 24 percent interest rate
would pay just $480 over an 18
month period."’
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In the 12 metros, home insurance premiums tend to be higher in lower income

neighborhoods than higher income neighborhoods

Home Insurance Premiums, by Area and Neighborhood Income

Neighborhood Income

Geography $0-29,999 $30,000—59,999 $60,000-89,999  $90,000-119,999 $120,000+
Indianapolis metro $694 $770 $722 $720 $720
New York metro 798 668 618 600 568
Denver metro 800 838 844 800 n.a.
Baltimore metro 840 812 740 704 n.a
Atlanta metro 866 820 754 796 n.a
Hartford metro 916 720 730 700 n.a
Pittsburgh metro 978 998 976 1120 1082
Chicago metro 1130 748 676 720 704
Los Angeles metro n.a. n.a n.a. n.a n.a.
San Francisco metro n.a n.a n.a n.a n.a
Seattle metro n.a n.a n.a n.a n.a
Washington, DC metro n.a n.a n.a n.a n.a
Metro Average $878 $776 $734 $743 $714
Indianapolis city 694 692 740 n.a n.a
Denver city 800 824 860 n.a n.a
New York city 806 698 846 1,020 n.a
Atlanta city 874 868 880 880 n.a
Baltimore city 880 870 n.a n.a n.a
Pittsburgh city 926 920 n.a. n.a n.a.
Hartford city 960 960 n.a n.a n.a
Chicago city 1,196 884 1,026 1,060 n.a
Los Angeles city n.a n.a n.a n.a n.a
San Francisco city n.a n.a n.a n.a n.a
Oakland city n.a n.a n.a n.a n.a
Seattle city n.a. n.a n.a. n.a n.a.
Washington, DC city n.a n.a n.a n.a n.a
City Average $892 $840 $870 $987 n.a

Source: Author's analysis of data collected from three major insurance companies

Note: Averages are population weighted




Why are home-related purchases more expensive for lower
income consumers?

Evidence in this section has shown that lower income consumers are more
likely than higher income households to buy higher-priced home loans, fur-
niture, and appliances. Similarly, our analysis indicates that insuring a
home in a lower income neighborhood is generally more expensive than in
a higher income neighborhood, largely reflecting previous research on the
higher costs of insuring urban homeowners. There is also evidence that at
least suggests lower income home insurers may pay an additional premium,

above and beyond the premium they pay for the neighborhood they live in.

To bring down these prices, lead- many good reasons for these higher

ers will need to grapple with three costs. But as long as these higher
market dynamics that drive up costs of doing business exist, busi-
these prices. nesses will rationally pass those
higher costs onto lower income
consumers. Importantly, the exis-
tence of these higher costs will also
drive perceptions of higher costs,
even when there may not be data
Lower income homeowners are available to support those percep-
much more likely than higher tions. This also drives up prices.
income borrowers to fall behind on

their payments, declare bankruptcy,

and have low credit scores.""
Within a metropolitan area, they
are also more likely to live in urban
areas, where insurance is more
expensive. As is the case with all of
the higher costs of doing business

considered in this report, there are In all but one of the 12 metropoli-

tan areas in our sample, we find that
the highest concentration of rent-to-
own stores is in lower income neigh-
borhoods. Atlanta is typical of this
trend: For the entire metro area,
there is about one establishment for
every 15,808 lower income neigh-
borhood residents. That compares to
one rent-to-own establishment for
approximately every 23,067 resi-
dents of neighborhoods with median
incomes between $30,000 and
$60,000, and one establishment for
every 147,300 residents of a neigh-
borhood with a median income
between $60,000 and $90,000.
Importantly, these trends do not
suggest that most rent-to-own stores
are located in lower income neigh-
borhoods. In fact, most of the 817
rent-to-own stores within the 12
metropolitan areas in our sample are
located in moderate-income neigh-
borhoods with a median income
between $30,000 and $60,000, per-
haps due to market saturation in

lower income neighborhoods.

For instance, research on mortgage
pricing suggests that between 14
and 20 percent of all borrowers
who purchased a high-cost mort-
gage could have qualified for a bet-
ter priced mortgage product, saving
them hundreds or thousands of
dollars in interest charges every
year.'”? Even for those who cannot
qualify for prime loans, some bad
apples in the mortgage market tack
on additional features to mortgage
products that unnecessarily drive
up costs for consumers, like long-
term prepayment penalties and
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In the 12 metros, rent-to-own businesses are most densely concentrated
in lower income neighborhoods
Population Per Rent-to-Own Furniture Establishment, by Neighborhood Income

Median Neighborhood Income

« FROM POVERTY, OPPORTUNITY

Geography $0-29,999 $30,000—59,999 $60,000-89,999  $90,000-119,999 $120,000+
Atlanta metro 15,808 23,067 147,399 n.a. n.a.
Denver metro 17,806 34,735 321,401 n.a. n.a.
Indianapolis metro 17,912 23,565 326,950 n.a. n.a.
Hartford metro 19,951 30,452 222,496 n.a. n.a.
Seattle metro 21,750 44,118 191,221 n.a. n.a.
Pittsburgh metro 23,382 66,278 218,803 n.a. n.a.
Washington, DC metro 40,759 50,593 97,874 594,058 218,405
Chicago metro 51,019 64,199 206,724 220,249 61,172
Baltimore metro 60,440 36,757 272,332 n.a. n.a.
New York metro 97,938 114,878 286,245 642,657 216,700
Los Angeles metro 119,524 123,187 325,273 207,819 n.a.
San Francisco metro 120,940 126,729 182,333 446,734 n.a.
Metro Average 56,218 60,166 205,617 455,597 239,798
Seattle city 17,799 106,976 n.a. n.a. n.a.
Indianapolis city 19,673 23,986 168,904 n.a. n.a.
Atlanta city 20,824 50,411 n.a. n.a. n.a.
Pittsburgh city 21,760 132,560 n.a. n.a. n.a.
Denver city 22,745 95,861 n.a. n.a. n.a.
Hartford city 31,674 67,317 n.a. n.a. n.a.
Baltimore city 55,114 44,759 n.a. n.a. n.a.
Chicago city 74,811 121,643 124,994 e 5,071
San Francisco city 84,062 342,662 344,052 n.a. n.a.
Washington, DC city 88,329 84,904 n.a. n.a. n.a.
New York city 125,921 178,391 96,084 n.a. 15,075
Los Angeles city 262,636 164,654 446,436 66,113 n.a.
Oakland city n.a. 92,645 n.a. n.a. n.a.
City Average 70,795 78,437 136,375 238,183 65,857

Source: Author's analysis of 2005 data from InfoUSA, and 2000 Census Bureau Data

Note: Averages are population weighted




Most rent-to-own businesses are located in moderate income neighborhoods

Distribution of Rent-to-Own Furniture Establishments, by Neighborhood Income

Neighborhood Income

Geography $0-29,999 $30,000-59,999 $60,000-89,999  $90,000—119,999 $120,000+
San Francisco metro 8% 52% 36% 4% 0%
Washington, DC metro 8% 57% 32% 2% 2%
Seattle metro 11% 79% 9% 0% 0%
Atlanta metro 14% 80% 6% 0% 0%
Baltimore metro 14% 79% 7% 0% 0%
Chicago metro 16% 70% 11% 2% 2%
Denver metro 16% 80% 4% 0% 0%
Indianapolis metro 17% 81% 2% 0% 0%
Hartford metro 23% 69% 8% 0% 0%
Los Angeles metro 23% 65% 8% 3% 0%
New York metro 26% 56% 14% 2% 2%
Pittsburgh metro 50% 48% 2% 0% 0%
Metro Average 20% 68% 11% 1% 1%
Indianapolis city 23% 74% 3% 0% 0%
Los Angeles city 27% 59% 5% 9% 0%
Chicago city 32% 58% 6% 0% 3%
San Francisco city 33% 33% 33% 0% 0%
Washington, DC city 33% 67% 0% 0% 0%
New York city 36% 41% 19% 0% 3%
Baltimore city 40% 60% 0% 0% n.a.
Denver city 40% 60% 0% 0% 0%
Seattle city 43% 57% 0% 0% 0%
Atlanta city 65% 35% 0% 0% 0%
Hartford city 75% 25% 0% n.a. n.a.
Pittsburgh city 83% 17% 0% 0% 0%
Oakland city n.a. n.a n.a n.a n.a
City Average 33% 57% 8% 1% 1%

Source: Author’s analysis of 2005 data from InfoUSA, and 2000 Census Bureau Data

Note: Averages are population weighted
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needlessly broad insurance plans.'"’
Similarly, rent-to-own businesses
often charge two-to-three times the
price of a product to mostly low-

and moderate-income consumers.'"*

We've shown in previous sections,
for instance, that lower income
consumers generally do not shop
around as much as higher income
households when buying necessi-
ties; they also are less informed
about credit reports. This lack of
information puts them at a disad-
vantage when shopping in the
housing market.

Additionally, lower income con-
sumers have less access to the
Internet.'” Without this tool at their
disposal, lower income families miss
out on a world of opportunities to
save money. Besides having access
to online listings that allow con-
sumers to comparatively shop for
houses, several companies now pro-
vide online mortgage prices, and
others comparatively shop mortgage
prices for consumers.'* Similarly,
consumers can now order appli-
ances, furniture, and electronics
online, and get lower prices for
those goods and services than they
would pay in brick and mortar
establishments."” These resources
can save homeowners money—but
as long as lower income consumers
lack access to these resources, or
knowledge about them, they will
not be able to use these market
tools to get lower prices.

IV. GROCERIES

:'."“ - Lower income consumers may pay more for gro-
; ceries, either through higher prices or additional
travel costs to reach discount grocery stores.

Grocery stores are smaller and more expensive in lower income neighbor-

hoods than in higher income neighborhoods. Though this does not necessar-

ily mean that all lower income families pay those higher prices, it does mean

that lower income families often have to commute to other neighborhoods

to get to cheaper food, which adds to the total costs of food shopping.

Grocery stores tend be much
smaller in lower
income neighbor-
hoods than those
found in higher
income neighbor-
hoods.""® As was the
case throughout the
country up until at
least the 1960s,
lower income neigh-
borhoods tend to be
still densely clus-
tered with tiny convenience stores
rather than the new, supercenter-
style grocery store.

In fact, across our sample of 12
metropolitan areas, there is about
one mid-sized or large grocery store
(greater than 10,000 square feet) in
a lower-income neighborhood for
every 69,055 residents in those
neighborhoods, compared to one
mid-sized to large grocery store for
every 29,005 residents of a non
lower-income neighborhood.

The Atlanta metro area illustrates

these general market trends. In par-
ticular, there is one mid-sized or
large grocery store in one of the
metro’s lower-income neighbor-
hoods for every 30,034 residents of
these neighborhoods, compared to
one store for every
23,734 residents of
a neighborhood with
a median income
between $30,000
and $60,000. The
density of these
mid-sized to large
grocery stores con-
tinues to increase
with household
income. In fact, on
the other side of the income distri-
bution, there is about one mid-sized
to large grocery store in the area’s
highest income neighborhoods for
every 8,426 residents of these
neighborhoods.

This reinforces the fact that
lower income neighborhoods gener-
ally have much less access than
higher income neighborhoods to
mid- to large-grocery stores, which
have the space to sell lower priced
goods and a more diverse variety
of goods.



In the 12 metros, lower income neighborhoods have fewer mid-sized and large grocery stores

than higher income neighborhoods

Population per Mid-Size and Large Grocery Store (Greater than 10,000 square feet),

by Store Size and Neighborhood Income

Neighborhood Income

Geography $0-29,999 $30,000-59,999 $60,000-89,999  $90,000—119,999 $120,000+
Denver metro 15,580 22,736 23,807 27,416 19,117
Atlanta metro 30,034 23,734 12,545 14,701 8,426
Pittsburgh metro 30,766 21,209 21,880 n.a. n.a.
Washington, DC metro 50,949 24,950 23,872 22,848 36,401
Baltimore metro 51,805 25,270 23,343 49,119 n.a.
Los Angeles metro 61,294 49,275 33,484 29,688 56,543
Seattle metro 65,250 21,800 29,878 91,781 e
Chicago metro 83,486 28,854 20,333 25,912 20,391
Hartford metro 119,707 24,915 29,666 n.a. n.a.
New York metro 134,665 44,088 30,669 31,349 72,233
Indianapolis metro 161,206 19,033 21,797 34,358 12,870
San Francisco metro 241,879 29,954 33,490 37,228 73,327
Metro Average 69,055 31,318 25,236 28,475 38,677
Denver city 12,997 35,948 n.a. n.a n.a
Seattle city 26,698 26,744 20,740 n.a n.a.
Pittsburgh city 36,266 37,874 n.a. n.a. n.a
Atlanta city 38,177 25,206 18,570 15,440 n.a.
Washington, DC city 44,165 55,603 91,400 16,660 35,454
Baltimore city 55,114 80,566 33,918 n.a. n.a.
Chicago city 74,811 37,752 24,999 29,462 2,536
Los Angeles city 75,039 71,350 31,888 33,057 42,199
Indianapolis city 157,382 19,704 45,786 n.a. n.a.
New York city 176,290 101,938 88,077 38,484 30,149
Hartford city n.a. n.a. n.a. n.a. n.a
San Francisco city n.a. 34,266 28,671 34,859 n.a
Oakland city n.a. 138,968 40,863 29,035 n.a
City Average 79,429 41,061 30,994 29,773 24,697

Source: Author’s analysis of 2005 data from InfoUSA, and 2000 Census Bureau Data

Note: Averages are population weighted
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The greater proximity and con-
centration of smaller grocery
stores drives up food prices in
lower income neighborhoods.
With groceries available mostly in
smaller stores, lower income neigh-
borhoods tend to have higher food
prices than higher income neigh-
borhoods. Prices tend to be higher
in smaller grocery stores than in
larger grocery stores because of the
lower economies of scale, the
smaller distribution channels, and
because their customers tend to be
more captive.

To examine this trend, we con-
sidered the price of 132 different
products sold at over 3,000 grocery
stores.""” The methods section of

The dearth of big-box, low-cost grocery
stores in lower income neighborhoods
indicate an unmet market opportunity.

this report provides an overview of
our criteria for selecting both gro-
cery products and stores.

Of the 132 products in our sam-
ple, 67 percent were more expen-
sive in stores smaller than 10,000
square feet than in larger stores.

For instance, the average price of a

dozen eggs in stores less than
10,000 square feet was $3.03. That
exact same brand of eggs cost, on
average, $2.89 in stores greater
than 10,000 square feet. Similarly,
the average price of a box of Honey
Nut Cheerios, which was one of
the best-selling products in the
sample, was $4.71 at stores with
less than 10,000 square feet of
retail space; $4.56 in stores greater
than 10,000 square feet. We found
this strong relationship between
average price and store size in all of
the eleven major food categories in
our sample.

Multiplied over the course of a
year, and added to the premiums
for other basic food items, this evi-
dence suggests lower income fami-
lies shopping at small local grocery
stores can end up paying hundreds
of dollars extra for food. The typical
dense concentration of small
stores, and the frequent absence of
any grocery stores greater than
10,000 square feet, suggests that
many lower income families bear
this added cost.

All of this evidence supports the
conventional wisdom that smaller
stores charge higher prices. Our
finding that smaller stores account
for almost all grocery stores in

lower income neighborhoods leads



to the conclusion that consumers
in those neighborhoods pay more
for groceries. Even when lower
income consumers want to avoid
these higher prices, they often have
to commute to larger grocery stores
found in higher income neighbor-
hoods—and this commute may very
well negate much of the savings
they find at these larger stores.
Besides the immediate differ-
ences in prices across neighbor-
hoods, the absence of modern,
large grocery stores in lower
income neighborhoods also means
that there tends to be a lower a)
quantity of food items, b) availabil-
ity of other services, such as a
pharmacy, across our population of
grocery stores, and perhaps a lower
overall quality as well. An analysis
by Philadelphia-based Food Trust
found that these important grocery
store differences across neighbor-
hoods add up to substantial (and
costly) differences in the diets and
health of the people in these neigh-
borhoods.'” Through these ways,
examining just the average price
difference across stores may signifi-
cantly underestimate the true,

higher cost of buying groceries in

lower income neighborhoods.

Why do lower income neighborhoods face higher food costs?

The dearth of big-box, low-cost grocery stores in lower income neighbor-

hoods indicate an unmet market opportunity. The reasons for this include

higher costs of doing business, as well as systematic undercounts of

demand, or perceived high crime rates in these neighborhoods that lead to

false perceptions of high costs.

Recent evidence suggests, how-
ever, that this is generally not the
case in stores that sell food to high
proportions of lower income fami-

lies.'!

Higher costs might also
relate to strict urban zoning
requirements and the expense of
urban land and development,
which do not match the trends in
this industry for bigger stores.
Frequently though, higher costs
of doing business have to do with
misperceptions driven by inaccu-

rate data assessments of market

demand in lower income neighbor-
hoods. Social Compact, for
instance, has illustrated in numer-
ous studies that traditional meth-
ods of estimating market demand
systematically undercount demand
in lower income neighborhoods.'*
One company that sees enormous
opportunity in lower income neigh-
borhoods is Wal-Mart, which
recently announced plans to open
150 stores in underserved lower

income markets.'>* M
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