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Laboratories of Capitalism: How States Get the Market Right
for Working Families

What's the context for state innovation? How are low-income
families fairing in the ownership society?

What are the different types of state innovations that benefit low-
income working families?

What are the promises and perils of this state innovation?
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A seesaw comes to mind...
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Homeownership is up,
but so are foreclosures and bankruptcies

6
Bankruptcy filings (per 1,000 people)
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Source: Fellowes and Katz (2005), The Brookings Institution
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Welfare rolls are down,
but the poverty rate is trending up

25%

- National poverty rate
Central city poverty rate
- Cleveland city poverty rate
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Source: Fellowes and Katz (2005), The Brookings Institution
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Unemployment is falling,
but wages have consistently lagged inflation

Annual change in real hourly wages over the pastyear
(proaducton, non-supervisarny workers)

Yoar-overyoar changes
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Source: Economic Policy Institute
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Bottom line: An increasing number of low-income families
work and own assets like homes; but at the same time
financial insecurity has significantly increased.

This threatens the ownership society unevenly across the
country
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In 1999: Cleveland (0.6%0); All Counties (0.6%)
In 2004: Cleveland (3.1%); All Counties (1.7%0)
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Source: Matthew Fellowes, The Brookings Institution
Note: data displayed by county, major past due mortgages are 120 days + past due



Laboratories of Capitalism: How States Get the Market Right
for Working Families

- What's the context for state innovation? How are low-income
families fairing these days?

- What are the different types of state innovations that benefit low-
income working families?

m What are the promises and perils of this state innovation?
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There has been some state innovation withi
envelope of working family policies

1. Broaden access to jobs

Includes: Workforce development, spatial access to jobs, economic
development, education..

Greater Cleveland Growth Association

2. Make work pay

Includes: Minimum wage laws, access to federal benefits (e.g.,
EITC), asset development, worker benefits..

Cleveland only claims 70% of its food stamp benefits

THE BROOKINGS INSTITUTION METROPOLITAN POLICY PROGRAM




which hold out a potentially powerful set of opportunities

3. Reduce the costs of living

® Food
Housing
H Utilities

B Furniture/Appliances

B Transportation
Insurance

M Other
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Low-wage families pay higher prices than 'high
for nearly every basic necessity

Fixed Price

M Price
Premium for
Low-Income
Families
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mortgages
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Source: Fellowes and Katz (2005), The Brookings Institution
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back into the pockets of low-income working families for
iInvestments in educations, homes, and retirements.

> $100s more to buy the same car a higher income HH buys

> $100s more to borrow the same amount of money for an auto loan
> $100s to $1,000s more to insure the same car and driver

> More to buy food in their neighborhood

> $100s more to access the same amount of money

> $100s more to borrow the same short-term loan amount

> $100s more to establish the same type of utility service

> $100s more to borrow the same amount of money for a home loan
> $100s more to insure the same value of a home

> $100s more to buy the same appliances and furniture
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Market Abuses

Information Deficits
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States and market entrepreneurs have taken a number of
steps to address these problems. This activity now makes
states look a lot like Laboratories of Capitalism.

Here are some examples:
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steps to reduce market abuses. For example:

60 -

V)
(<B]
(9]
=
@)
T
©
0p]
=
2
m
Y
(@)
—
(«b}
O
=
-
Z

0

~— "\

Mortgage lending abuses
Payday lending
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Source: Matthew Fellowes,
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Statehouses and the private sector have taken a number of
steps to reduce risks of doing business with low-income HH

Among other strategies, they have moved to:
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2. Pool risks among consumers
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Statehouses and the private sector have taken a number of
steps to reduce risks of doing business.

3. Examine how risk is measured
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credit scores
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o credit scores and insurance
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Source: Matthew Fellowes, The Brookings Institution
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steps to boost market transparency.

30 - = Financial education

25 -

(7]
[<B]
(%]
>
(@)
<
b
i
[72]
=
%
.-5
Y—
(@)
—
(¢B]
Q0
S
>
Z

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Source: Matthew Fellowes, The Brookings Institution
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By reducing market abuses, lower risks for businesses, and
boosting market transparency, states are experimenting with
policy and market innovations that lower costs of living for
low-income households

Together with strategies that expand access to jobs and
make work pay, many states have significantly expanded the
opportunities low-income families have to get ahead.
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Laboratories of Capitalism: How States Get the Market Right
for Working Families

- What's the context for state innovation? How are low-income
families fairing these days?

- What are the different types of state innovations that benefit low-
income working families?

m What are the promises and perils of this state innovation?
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What are the promises and perils of this state innovation?

It's generally too early to tell.

In the meantime, it's important to note that:

State innovation is predictably uneven

The federal government is trying to usurp
state power in many areas
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Major Implication:

It is absolutely essential that efforts to help low-income

families get ahead involve more than just new government
programs;

Leaders must also harness the self-interest of entrepreneurs
and area businesses.
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