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The free tax preparation community has started to broadly expand
its wealth building programs for low-income families into other
financial services.

Now, we need tools to measure the
impact of these initiatives.

MetrOPOLITAN PoLiCY PROGRAM



Beyond Tax Preparation

Measuring the Market Impact of Wealth Building Initiatives

The broader financial services context

Measuring market impact
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In recent years, there has been a substantial increase in access to
financial services, along with a growing amount of political and
media attention to the downsides of that democratization.

We can see that democratization by
considering access to checking
accounts, credit, and debt.
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Market Trends Political Trends Media Trends

Between 1989 and 2004, the share of U.S. households without a basic checking
account dropped by 43 percent.

18.6%
Proportion of \
households without a
checking account,
1989 and 2004 + percentage change: -42.9%
10.6%
J
1989 2004
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Market Trends

Political Trends

Media Trends

During this time, the proportion of low-income families with mortgages increased by
84 percent, and the proportion with credit cards by 73 percent...

Rate of increase in
low-income

households managing
debt, 1989-2004 mortgages

credit cards

-16%

installment loans

847%

73%
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Market Trends Political Trends Media Trends

...and total debt held by low-income families grew by over 300 percent, adding up to
$481 billion in 2004.

Growth in debt $317.8
among low-income
consumers, |989-
2004 (in 2004 dollars)
1989
#004 $118.5
$52.4 $50.9
$29.9
$6.3 $8.4 $15.8
mortgage installment credit card other debt
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These recent market trends have created new opportunities for
families to get ahead, but also new potential pitfalls to economic
mobility, triggering a growing political and media response.

We can see evidence of the
growth in political attention by

considering state legislation from
the last 8 years
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Market Trends Political Trends Media Trends

In 1999, states were starting to wake up to some of the downsides of this
democratization.

Examples of related, sponsored legislation

‘ Credit scores/reports and insurance pricing
) Financial education Qf”*w \
@ Mortgage/predatory lending S= ;”3 ‘\ , {2\:7
. = SR G d
@ Payday lending ) N B
ol Lol Source: Analysis of data from LexisNexis State Net Bill Tracking
NORUY
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Market Trends Political Trends Media Trends

By 2003, nearly every state had considered at least some related legislation.

Sponsored legislation

‘ Credit scores/reports and insurance pricing
‘ Financial education Qﬂ*‘”” ~~~~~~~
‘ Mortgage/predatory lending ~ gjﬁ §\>
“?‘{\J.é )xfg‘ o “\ 4
@ Payday lending ) by gﬁwm
o w Source: Analysis of data from LexisNexis State Net Bill Tracking
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Market Trends Political Trends Media Trends

And by last year, all but one state had considered legislation related to this
democratization trend.

Sponsored legislation

Credit scores/reports and insurance pricing
Financial education

Mortgage/predatory lending

o0 ¢ O

Payday lending

Source: Analysis of data from LexisNexis State Net Bill Tracking
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The increasing political attention to these issues ran parallel to
growing media attention.

We can see evidence by looking
at data collected by Brookings’

commuhnications team about our
related work
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Market Trends Political Trends Media Trends

This shows the coverage of our first publication on the high prices that moderate-
income families tend to pay everyday necessities, including financial services.

‘_ | B
Economi "‘-

San Jrancisco

hronicle

CONTRACOSTA TIMES

Oailu Press:
iated Press

N

Media coverage for
Brookings work on
high prices i
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Market Trends Political Trends Media Trends

By 2007, every major print media outlet, as well as a number of television and radio
outlets, had covered this work in most major local markets.
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Bottom Line

Access to financial service products in the low-income market has
radically democratized in recent years, generating broad political
and popular attention.

The tax preparation community is
thus stepping into a big market, with a
lot of already engaged
players...making the measurement of
market impact of NCTC difficult
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Beyond Tax Preparation

Measuring the Market Impact of Wealth Building Initiatives

The broader context

Measuring market impact
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| will talk about how to measure the market impact of three wealth
building campaigns embraced by some NCTC members

I. Expanding access to checking
accounts

2. Expanding access to financial
education

3. Expanding access to credit
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...keeping in mind that these are only a handful of the myriad
financial products available to families today.
savings accounts

bonds 1\ tual funds public equity .
CDs  'money market accounts I. checking accounts
401 (k)s Coverdells  annuities 2. financial education

real estate  IRAs  Roth IRAs
Keoghs 3. credit usage
pension plans

business assets brokerage accounts

529 accounts trusts
cash-value life insurance
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Checking Accounts Financial Education Credit Usage
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Checking Accounts Financial Education Credit Usage

One way to measure impact is at the individual level, which is fairly straightforward,
for example:

Goal: Open bank accounts for
unbanked, low-income individuals

Basic Measure: Number of bank accounts opened

Better Measures: Number of bank accounts
opened, account performance, utilization of
services over time
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Checking Accounts Financial Education Credit Usage

Measuring market impact, on the other hand, is more complicated...

There are, however, organizations that can produce these estimates:

The Center for Financial Services Innovation www.cfsinnovation.com)

Social CompaCt (www.socialcompact.org)
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Card-Based Remittances: A Closer Look at Supply and the London School of Economics, Social Compact's Sensor Research Analyst
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Measuring the Informal Economy al a Local Level The informal economy is a
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Checking Accounts Financial Education Credit Usage
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Checking Accounts Financial Education Credit Usage

There are no tools to directly measure the impact of financial education, but local
credit score data offer one potential measure.

Credit scores are available from TransUnion’s TrenData database at
multiple levels of geography.

national
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Checking Accounts Financial Education Credit Usage

Credit score data show the substantial variance in consumer financial behavior across
the country. For instance, this map looks at mean credit scores.

Average LA\
credit score, .
by county 5
(2004)

>690

671-689
651-670
624-650

<624

Source: Fellowes 2006
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Checking Accounts Financial Education Credit Usage

This shows the proportion of consumers with very weak credit scores.

Proportion of H\x;?;.i_..a LN
consumers with " N

very weak credit
scores (2004) ady

- T
I

>13.0%
13.0%-16.1%

16.2%-19.5%

19.6%-24.1%

<24.1%
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Checking Accounts Financial Education Credit Usage
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Checking Accounts Financial Education Credit Usage

There are several tools available to measure credit usage, such as DataPlace
(www.dataplace.org) and TransUnion’s TrenData (products.trendata.com). For instance, this shows
credit usage in metro, lower-income markets.

Highest and lowest credit usage rates in lower-income markets

metro credit usage rate
Boston-Cambridge-Quincy, MA-NH 74.5%
Pittsburgh, PA 67.3%
Providence-New Bedford-Fall River, RI-MA 62.9%
Detroit-Warren-Livonia, Ml 40.8%
Charlotte-Gastonia-Concord, NC-SC 40.0%
Las Vegas-Paradise, NV 36.2%
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Checking Accounts Financial Education

Credit Usage

Similarly, this shows highest and lowest median debt held in metro, lower-income

markets.

Highest and lowest debt levels in lower-income markets

metro
Indianapolis, IN
Denver-Aurora, CO

Jacksonwville, FL

San Jose-Sunnyvale-Santa Clara, CA
Milwaukee-Waukesha-West Allis, WI
New York-North NJ-Long Island, NY-NJ-PA

median total debt
$16,330
$15,963
$15,963

$5,952
$5,837
$4,487
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Checking Accounts Financial Education Credit Usage

And, this shows highest and lowest mortgage delinquency rates in lower-income
metropolitan markets.

Highest and lowest mortgage delinquency rates in lower-income markets

metro mortgage delinquency rate
Memphis, TN-MS-AR 16.8%
Detroit-Warren-Livonia, Ml 13.0%
Cleveland-Elyria-Mentor, OH 12.3%
Los Angeles-Long Beach-Santa Ana, CA 2.8%
San Diego-Carlsbad-San Marcos, CA 2.1%
San Jose-Sunnyvale-Santa Clara, CA 0.9%
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Bottom Lines

There are a handful of tools available to measure some local market
impact, but it’s hard to break out what impact is the result of NCTC work.
Focusing on individual impact is much more straightforward.

Because NCTC groups collectively file less than | percent of EITC claims,
there is still a massive need to build up the community’s ability to meet
this demand in its core competency. Groups should probably not expand
unless it makes strategic sense.
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Visit us:

www.brookings.edu/metro
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