


Document and Publicize Lower Income Market Demand,
Fort Wayne’s Southtown Mall Initiative

Leaders with less access to capital might consider an alternative path
taken by Mayor Graham Richard of Fort Wayne, Indiana. During Richard'’s
mayoralty, the Southtown Mall was abandoned by its owner. Located in
one of the city’s poorer neighborhoods, this decaying infrastructure was
condemned by the city after no retailers expressed interest in taking over
this retail space.

Convinced that there was unmet demand in the neighborhood, the
mayor commissioned a study of local buying power, similar to studies
undertaken by Social Compact, ICIC, and Metro Edge. He found that
demand was indeed present, but various costs made redevelopment of
At every level of the property unattractive to retailers. To overcome these difficulties, the
mayor worked with private retailers, and invested in new water and sewer
government, there lines, among other infrastructure improvements and resource invest-
ments. The city’s investment is being paid back through profits generated
remain outstanding from selling property to the businesses that located at the site, along with

money generated from leasing its old electric utility, and from taxes gen-
opportunities to erated by the special taxing district at the site. The site is now home to a
number of new, major retail establishments, including a new supercenter
better regulate thi with a large grocery store.
Y
way businesses For more information: www.socialcompact.org

prices on | er Streamline Retail Development, Chicago’s Zoning Reform Initiative

- Streamlining zoning processes is yet another way to attract mid- to large
grocery stores into underserved, lower income markets. In 2001, Chicago
embarked on a citywide reform of its zoning codes, which had not been
changed in about 45 years. As is the case in many large cities, residents
in some Chicago neighborhoods were opposed to bringing supercenters
into their communities, but did want to attract mid-sized to large grocery
stores that fit within residential neighborhoods.

To do this, the city streamlined its zoning process to create new codes
developed in collaboration with neighborhood groups. At the same time,
a cultural shift in the city government led to greater focus on neighbor-
hood development that made sense for local residents. Together, these
efforts have brought new grocery stores into Chicago’s underserved
lower income neighborhoods.

For more information: http://w14.cityofchicago.org:8080/zoning/default.jsp
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Even for those who
cannot qualify for
prime loans, some
companies tack on
additional features
to mortgage prod-
ucts that unneces-
sarily drive up costs

for consumers.

Curb Unscrupulous
Business Practices in the
Housing Markets

Estimates suggest that between 14
and 20 percent of all borrowers of
high-priced mortgages could have
qualified for a prime mortgage
product, saving them hundreds or
thousands of dollars in interest
charges every year.'”” Even for those
who cannot qualify for prime loans,
some companies tack on additional
features to mortgage products that
unnecessarily drive up costs for
consumers. Together, these forces

help drive a highly variable price

spread among consumers for the
same amount of borrowed money.
As this report has shown, lower
income consumers are particularly
likely to pay higher prices.

To reduce these higher costs for
lower income families, leaders can
promote more competitively priced
products. But government should
also pass regulations to weed out
unscrupulous lenders and prac-
tices. This section includes a num-
ber of examples from states and
the federal government that do

just this.

New Mexico’s Mortgage Lending Law

Limit Fees and Provide More Information for Mortgage Buyers,

buying a high-cost mortgage.

In 2005, nineteen states considered nearly 50 different bills proposing
revisions to their mortgage lending laws. This intense state-level focus
on mortgage lending has been building steadily since the mid-1990s.
Among the numerous laws now on the books, New Mexico’s Home
Loan Protection Act ranks among the strongest efforts to curb unscrupu-
lous practices that drive up prices for lower income consumers.
Provisions in this measure include restrictions on pre-payment penal-
ties, limits on refinancing practices that strip equity from homeowners,
and a requirement that borrowers receive financial counseling prior to

Since this law was passed, a recent analysis found that the proportion of
all loans in New Mexico with these price-inflating features has fallen by
nearly 40 percentage points, compared to the average percentage change
among all states without these protections. At the same time, the volume
of sub-prime lending has not changed, suggesting that the market is
working more efficiently with this regulation.

For more information: http://www.rld.state.nm.us/fid/News/
Home%20Loan%20Protection%20Act.htm




Analyze the Need for Regulation,
Pennsylvania State Department of Banking Study

To inform the need for regulation and additional laws, a number of states
have commissioned analyses of their mortgage market. Under the leader-
ship of Secretary William Schenck, the Pennsylvania Department of
Banking commissioned The Reinvestment Fund, a non-partisan group
based in Philadelphia, to assess lending in Pennsylvania. Their study con-
firmed that much of the market for high-cost loans is based on refinanced
mortgages, particularly for homes owned by minorities, the elderly, and
those with low incomes. Using this study, the state is now developing
stronger regulations to curtail lending abuses that drive up costs for
homebuyers, including lower income ones. Leaders can replicate this
effort by connecting with independent, highly respected institutions to
conduct research in this area.

For more information: www.trfund.com/resource/downloads/policypubs/

Mortgage-Forclosure-Filings.pdf

Limit Prices at High-Priced Businesses, Rent-to-Own State Laws

Rent-to-own stores are regulated by specific rent-to-own statutes or by
general state regulations that govern credit transactions. The stringency
of these regulations varies widely across the states. In New York, for
instance, rent-to-own businesses cannot charge more than 50 percent of a
product’s total worth in interest. On the other hand, Connecticut sets the
limit at 100 percent, and Wisconsin sets it at 30 percent.

Leaders can bring down prices for consumers by implementing stricter
caps on fees and interest charged by rent-to-own establishments, and by
requiring these companies to fully disclose their pricing.
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PROMOTE CONSUMER RESPONSIBILITY AND
THE POWER OF LOWER INCOME SHOPPERS

he first two strategies for bringing down higher costs address the

suppliers of basic necessities. Leaders need to grow the main-

stream, price-competitive suppliers to force the alternative, higher-
priced businesses to compete.

The other side of this equation is to assist the lower income consumers
who buy high-priced goods and services from these suppliers. Here, leaders
need to provide incentives for consumers to assume more responsibility for
their buying decisions. At the same time, leaders need to strengthen con-
sumers’ capacity to do so by increasing the amount of information buyers
can use to comparatively shop and making smarter strategies more available.

While some of these strategies are targeted to specific markets, many of
the steps needed to strengthen consumer responsibility and the power of
lower income consumers work across the board. This section reviews a

handful of examples from around the country.

Promote Access to Online Price-Lowering Tools, and Internet Access and High Level Uses

Consumers save money when they can comparatively shop, particularly if they can do it in a timely fashion. Today,
there are countless web-based companies designed to do just that, by pooling together the range of prices in a mar-
ket for the exact same good or service. Lendingtree.com, for instance, provides comparative information on mort-
gages; einsurance.com and progressive.com provide comparative prices for insurance premiums; carbargain.com
and cars.com provides prices for new and used cars; and shopping.com provides comparative prices for appliances
and electronics. Similarly, a growing number of state departments of insurance offer drivers annual insurance shop-
ping guides including prices for different premiums. Numerous consumer publications that rate the service and qual-
ity of local businesses are also available, and beehive.org provides an excellent portal for price-lowering information.

Lower income consumers can utilize all these extremely valuable market products to bring down the prices they
pay for basic necessities. These resources may also inspire lower income families to take more responsibility for
their budget decisions. Also, by steering consumers toward the best prices in the market, leaders can help curb
the higher-priced businesses that thrive from charging lower income consumers unnecessarily high prices.

To start with, access to the Internet among lower income households still lags behind higher income house-
holds, although there have been significant gains over the past decade. This points to the many important gaps
that need to be filled by promoting computer ownership and access among lower income households. It is also
important to connect families to high-quality, high-impact uses of the Internet.

One way this could happen is through Idea Stores. Started in London, these are high-impact, transformative
investments in libraries located in lower income neighborhoods. Part cutting-edge architecture, part community
meeting place, part cafe, Idea Stores have emerged as new community institutions in lower income neighborhoods.
Part of this effort could include investments in local, online, shopping infrastructure for lower income families, com-
bined with incentives for families to use these resources. These would be go-to resources for families that are buy-
ing big-ticket items, like houses, cars, and insurance, along with smaller-ticket items like groceries, appliances, and
bank accounts. Together, these tools could harness the potential that the Internet holds to make markets more effi-
cient and competitive in lower income neighborhoods—and save untold sums for lower income consumers.

For more information: http://www.ideastore.co.uk/




Invest in Consumer Education, Promote Financial Education

A financial education should give clients basic money management skills, along with the know-how to find trusted
information resources when they need to make a major financial decision, like buying insurance or a new car.
These skills can help lower income families make financially responsible decisions and help them ward off offers
by unscrupulous businesses that charge higher than necessary prices.™

The need for financial education has increased as markets have become more complex, credit has become more
available, and costs of living have increased. Making savvy, smart decisions today is much more difficult as a
result of these changes.

Importantly, this need for an investment in financial education comes at a time when a great many institutions
have already invested in financial education. There are countless providers of financial education today, for
instance, including banks, employers, public schools, community colleges, faith-based groups, community groups,
and the military. There are also hundreds of thousands of pages devoted to financial education online, including
excellent web pages like beehive.org that are targeted to lower income families; and nearly every state has at least
considered legislation over the past year related to financial education. Some states, like Pennsylvania, have even
established a separate state Office of Financial Education dedicated to promoting financial management skills
throughout the state.

Going forward, public and private leaders need to build on these investments by a) evaluating the gaps in finan-
cial education delivery in their jurisdictions; b) determining the best practices that can be used to fill those gaps;
and c) establishing a methodology for benchmarking the impact of investments in financial education.

The proliferation of financial education programs and initiatives across the country does not mean that the need
for financial education has been addressed. There is wide diversity in the quality of financial education.” There
are also glaring gaps in the delivery of financial education.’ For instance, most public schools have abandoned
their financial literacy curricula, even though there is evidence that kids that participate in a financial education
program are more likely to save, and achieve a higher net worth. Similarly, few consumers receive counseling
before they buy a sub-prime mortgage, even though these loans are substantially more likely than prime loans to
become delinquent.™ These types of gaps need to be filled by public and private investment.

Public and private leaders also need to invest in researching and then publicizing best practices in financial
education at different delivery points. These delivery points are often generalized into two different categories:
those that provide a general financial education and those that provide an education targeted toward a specific
purchase, like buying a home or investing in an Individual Development Account. Many of the assessments into
the efficacy of financial education programs have been stunted by a number of methodological problems,
including selection bias (i.e., recipients of financial education may self-select into these programs, and thus be
systematically different non-recipients) and by validity (i.e., there are so many outlets for financial education, it
is difficult to generalize findings based on an assessment of a single program). Going forward, public and pri-
vate leaders should take an inventory of the most successful financial education programs, and then invest in
those programs.'

Finally, leaders need to benchmark the impact that their investments have had on consumers. This type of evi-
dence is absolutely critical to motivate continued or additional spending, and to ward off investing scarce
resources in unproductive programs or partners.

Together, these three steps can give lowerincome consumers the resources to make more responsible decisions,
and the power to fend-off the dynamic, often very entrepreneurial efforts of unscrupulous businesses.

For more information: http://www.chicagofed.org/cedric/financial_education_research_center.cfm
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States have increasingly become focused on providing financial education

to consumers
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Overall, Promote Trusted,
Dynamic Resources for
Market Information, Invest in
Community Experiments
Markets are incredibly dynamic and
complicated. There are now hun-
dreds of different mortgage prod-
ucts, for instance. Consumers also
often have dozens of insurance
companies to choose from and the
option of using the Internet or
brick and mortar establishments to
buy a growing number of necessi-
ties. Understanding how to manage
the accuracy of three different
credit reports is also crucial.
Financial education can go a
long way towards helping lower
income consumers ward off some
of the risks associated with these
market characteristics, while also

positioning lower income con-

sumers to capture the benefits it
yields. But financial education is,
by definition, static. Consumers
participate in a financial education
class, complete it, and then are
sent off into the world. Meanwhile,
markets continue to evolve. This
means that consumers, and lower
income consumers in particular
(because they have the smallest
margin of budgeting error), need a
financial education resource that is
just as dynamic and comprehensive
as the market. Importantly, that
resource also needs to be trusted by
lower income consumers who,
together, represent an incredibly
diverse set of backgrounds and cir-
cumstances.

Such a resource such has not yet
emerged. It might be the Idea
Stores, reviewed earlier. It might be
a website like beehive.org. It might
be some type of free, publicly-mon-
itored financial services, such as
found in court rooms today. Or, it
might be some type of faith-based
service. Whatever it looks like, pub-
lic and private leaders need to
invest in thinking about how to
deliver a trusted, dynamic resource
for lower income consumers to
keep pace with the incredibly com-
plicated marketplace of today. M



