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I. Introduction 

Lower-income households in America now have a collective annual 
income of more than $650 billion, which is more than the combined fed-
eral budgets of Mexico and Canada.1 However, the higher prices that lower-
income consumers tend to pay for basic necessities—from groceries to 
mortgages—curb the buying power of that substantial income. While a hand-
ful of leaders in and out of government are now pursuing innovative ini-
tiatives to bring these higher prices down, most policymakers still over-
look the magnitude of this problem. As a result, they fail to employ prac-
tical solutions to sidestep the corrosive politics and signiªcant ªscal cost 
of traditional antipoverty efforts, which almost exclusively focus on boost-
ing the income of the poor. Higher prices erode the effectiveness of these 
income-boosting traditional government programs—such as the $42 billion 
Earned Income Tax Credit program and the minimum wage laws—by put-
ting further downward pressure on disposable income and eroding the 
purchasing power created by these policies. As a result, lower-income fami-
lies have more difªculty saving for and investing in their future mobility. 

In response, I propose a set of strategies designed to bring down these 
higher prices: a plan I refer to as Making Markets Assets for the Poor. These 
strategies fall under three broad categories of public-private action: (1) in-
centives for businesses to enter lower-income markets that reduce the 
higher costs of doing business with the poor, (2) regulations designed to 
curb unscrupulous business practices taking advantage of market failures 
in lower-income markets by charging unreasonably high prices, and 
(3) investments in tools that boost the transparency of the market for lower-
income consumers so that they can make better-informed decisions. My 
Making Markets Assets proposal has the potential to create thousands of 
dollars in annual savings that families could then invest in wealth-growing 
assets. 
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II. High-Price Markets for Lower-Income Families Are Large 

and Growing 

Economists have recognized for some time that the poor pay higher 
prices for a handful of basic necessities, like groceries.2 However, the com-
monness of higher prices charged to lower-income consumers for basic ne-
cessities has grown considerably in recent decades. This has resulted 
from increased consumer demand in lower-income markets despite sharply 
increased supply. The increasingly high prices have become a signiªcant 
obstacle to upward mobility for lower-income families. Today many lower-
income consumers shop in a completely different economy than the one 
known to middle- and higher-income families. 

A. Changing Demand for Goods and Services 

As a result of broad societal changes over the past few decades, lower-
income families have more basic needs today than ever, and thus the higher 
prices for these goods have an even greater impact. For example, car 
ownership rates have increased faster among lower-income than higher-
income households in recent decades. This increase is partially due to 
urban sprawl, which made owning a car more of a necessity for lower in-
come households than in the past. As urban populations across the coun-
try sprawled into once outlying rural areas, jobs moved into the country-
side and new communities where housing tended to be more expensive 
than in urban neighborhoods.3 As a result, lower-income workers have 
found themselves increasingly isolated, or spatially mismatched, from job 
opportunities, and thus have increased demand for cars.4 Between 1985 
and 2005, for instance, the proportion of households living below the pov-
erty line with at least one car increased 22%, compared to just a 2% in-
crease among all other households.5 

Similarly, home ownership rates have rapidly increased among lower-
income households as a result of changes in technology, lending markets, 
and public policy that have opened up the previously underserved lower-
 

                                                                                                                              
2

  See David Caplovitz, The Poor Pay More: Consumer Practices of Low-Income 

Families (1963); Burton H. Marcus, Similarity of Ghetto and Nonghetto Food Costs, 6 J. 

Marketing Res. 365 (1969). But see Donald E. Sexton, Jr., Groceries in the Ghetto 
17 (1973); Charles S. Goodman, Do the Poor Pay More?, 32 J. Marketing Res. 18 (1968). 

3
  See generally Edward L. Glaeser et al., Job Sprawl: Employment Location in 

U.S. Metropolitan Areas (2001), available at http://www.brookings.edu/es/urban/publica 
tions/glaeserjobsprawl.pdf; Edward L. Glaeser & Matthew E. Kahn, Decentralized Employ-
ment and the Transformation of the American City (Nat’l Bureau of Econ. Research, Working 
Paper No. 8117, 2001), available at http://papers.nber.org/papers/w8117.pdf. 

4
  Keith R. Ihlanfeldt & David L. Sjoquist, The Spatial Mismatch Hypothesis: A Re-

view of Recent Studies and Their Implications for Welfare Reform, 9 Housing Pol’y De-

bate 849, 851 (1998). 
5

  See U.S. Census Bureau, H150/05, American Housing Survey for the United 

States: 2005, at 58 (2006), available at http://www.census.gov/prod/2006pubs/h150-05.pdf.  



2007] Making Markets an Asset for the Poor 435 

income market.6 As one sign of these changes, the number of mortgages 
sold to lower-income households increased by more than 90% during the 
1990s, compared to a 52% increase among higher-income households.7 Ac-
cordingly, demand increased among lower-income families for all of the 
many necessities associated with homeownership, including furniture, appli-
ances, and insurance. 

Since the 1970s, demand for short-term loans has also increased rap-
idly in lower-income markets as wages have stagnated or declined for work-
ers with a high school degree or less—about 40% of America’s workforce.8 
As one sign of that increased demand, the number of families with a credit 
card balance earning less than $10,000 increased by 54% between 1989 and 
1998, compared to a less than 1% increase among families earning more 
than $100,000 every year.9 

More generally, over the past few decades the growing ranks of low-
wage workers have increased the demand for all the necessities associated 
with work (including the cars to get to work), ªnancial services to cash 
checks and take out loans, houses to invest in, and insurance to protect in-
vestments.10 
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Figure 1: Number of Working Adults Living Below the 

Poverty Line 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: See U.S. Census Bureau, supra note 10. 
 
Some of this increase in the number of low-wage workers was the 

result of new eligibility and work requirements passed for welfare recipi-
ents in the mid-1990s.11 It was also the result of rapid immigration growth 
during the 1990s, a steady increase in single-parent households over the 
past few decades, and a surge in global competition among workers, which 
drove down wages for some American workers.12 

Together, these shifts fostered a broad expansion in the demand for 
basic necessities among lower-income families, along with a correspond-
ing growth of business opportunities in lower-income markets. 
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B. Changing Supply of Goods and Services 

Businesses responded to, and sometimes led, this surging demand in 
lower-income markets by opening new storefronts and expanding access 
to products, many of which despite increases in competition were priced 
higher than comparable products sold in higher-income markets. At the 
same time, major business innovations that have lowered prices in higher-
income markets in recent years—such as online retail and super-sized gro-
cery stores—passed many lower-income markets by. Together, these 
changes contributed to a growing supply of high-priced goods and services 
in lower-income markets, even as demand for these goods and services 
surged. 

Mortgages are one type of expensive products that have increased in 
availability. Among the numerous industry advances that made this pos-
sible, the transition to risk-based pricing technology was perhaps the most 
important because it gave lenders the capacity to index interest rates and 
fees to a borrower’s predicted risk of default. In the past, lenders were much 
less likely to extend credit to low-income clients with limited credit his-
tories.13 As a result of these changes, interest rates for the same amount 
of borrowed money can vary by more than 10%, adding up to tens of thou-
sands of dollars in price differences charged to different consumers for 
the same mortgage amount.14 

Increased access to home mortgages contributed to growth in related 
industries as well. Between 1993 and 2005, for instance, the number of 
rent-to-own establishments increased by 11%, while the industry’s an-
nual revenue increased by more than 69%.15 These stores, which sell ap-
pliances, furniture, and electronics, market themselves to a lower-income 
demographic by offering low monthly payments to credit constrained cus-
tomers and operating in lower- and moderate-income locales.16 

New establishments and products were also developed to meet rising 
demand in lower-income markets for short-term loans. Pawnshops expanded 
from about 7000 storefronts in the late 1980s to more than 11,000 by 2005, 
and payday lenders grew from a few hundred establishments in the early 
1990s to about 22,000 by 2005.17 Despite well-established expectations that 
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a growing supply of loan products would lead to decreases in market 
prices, research indicates that these alternative lenders tend to set prices at or 
near the maximum rate allowed by state law, indicating a potential mar-
ket failure.18 

Figure 2: Growth in the Alternative Financial Service Sector 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: See Nat’l Pawnbrokers Ass’n, supra note 17; Cmty. Fin. Ser-

vices Ass’n of Am., supra note 17. See generally Robert W. Snarr, supra 
note 17. 

 
Additionally, because many price-lowering business innovations passed 

by lower-income markets, the supply of high-priced goods in lower-income 
markets increased. The median size of grocery stores, for instance, bur-
geoned over the past several decades, helping to drive down the share of 
household income going to buy groceries.19 But many urban, lower-income 
neighborhoods missed out on this trend toward larger, lower-priced gro-
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cery stores because of the higher costs of development and more austere 
zoning policies in these neighborhoods.20 

Similarly, the Internet has created enormous price-bargaining power 
for consumers by making the variance of prices in a market more trans-
parent.21 This is reºected by evidence that consumers who use the Inter-
net to price basic necessities comparatively pay lower prices than consumers 
that do not access this service.22 However, Internet access among lower-
income households still lags signiªcantly behind higher-income households, 
making lower-income consumers less able to take advantage of this im-
portant price-lowering tool.23 

C. Higher Prices for Lower-Income Consumers Now Add Up to a 
Hefty Premium 

The combination of increased demand for necessities and increased 
supply of high-priced necessities in lower-income markets substantially 
expanded the incidence and magnitude of the premiums charged to lower-
income consumers. Almost across the entire budget, lower-income fami-
lies tend to pay higher prices than higher-income families for the exact same 
good or service.24 As a result, initiatives designed to lower prices are more 
important now than ever. 

D. Buying Credit Costs More 

Of the numerous credit lines that have grown in availability in lower-
income markets, mortgages, auto loans, and short-term loans are some of 
the more prevalent. Available evidence indicates that lower-income con-
sumers tend to pay higher prices for each of these services. 

In the mortgage market, the most recent data indicate that the aver-
age APR on a ªrst mortgage charged to households earning less than 
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$30,000 per year is about 6.9%, compared to a 5.5% average rate for 
households with annual earnings of more than $120,000.25 Over the course 
of a loan, those rate differences can add up to tens of thousands of dollars 
in additional charges for lower-income consumers. Not only do higher-cost 
mortgages affect the ability of lower-income borrowers to meet basic suste-
nance costs and make other investments, but housing experts have also 
found that such borrowers are unlikely to succeed in building wealth from 
this investment.26 

Figure 3: Distribution of Mortgage APRs, 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% 
$30–59,999 5.5% 6.5% 7.0% 
$60–89,999 5.3% 6.0% 6.5% 
$90–119,999 5.1% 5.9% 6.3% 
$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% 
$30–59,999 5.8% 7.9% 10.0% 
$60–89,999 4.5% 7.1% 8.5% 
$90–119,999 4.5% 6.4% 8.0% 
$120,000+ 4.5% 6.0% 6.5% 
     

Total 4.8% 7.2% 8.8% 

Note: See Fellowes, supra note 1, at 41. 
 
There are even higher price differences in the loosely regulated auto 

loan market. In 2004, the average APR paid by lower-income households 
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for an auto loan was about 9.2%. In contrast, households that earned more 
than $120,000 per year paid about 5.5%. That difference on a ªve-year, 
$5000 loan would add up to $500 in extra interest payments.27 

However, the largest price differences in credit are found in the short-
term loan market because of lower-income consumers’ higher relative 
reliance on non-bank products, like payday loans, refund anticipation loans, 
pawnshop loans, and auto title loans.28 Fees for payday loans, for instance, 
can be higher than 15% of a loan’s value (or about 400% APR) in Colo-
rado, Delaware, Illinois, South Dakota, and a number of other states.29 To 
put those rates in perspective, the Federal Reserve estimates that the av-
erage credit card APR was between 12% and 15% between 2001 and 2005.30 
Research indicates that demand for payday loans is highest among lower- 
and moderate-income consumers who already have multiple credit cards,31 
suggesting that payday loans are often an expensive last resort for debt-
burdened consumers. 

Many factors drive up credit prices in lower-income markets. Busi-
nesses, for one, do incur higher costs when selling credit to lower-income 
consumers. In particular, selling credit to lower-income consumers involves 
increased risk because lower-income households have a much higher pro-
pensity to fall behind on their payments, declare bankruptcies, and have 
low credit scores.32 Most alternative credit providers also have expensive 
business models compared to banks and credit unions, which sell a much 
larger range of products. 

Additionally, unscrupulous businesses unnecessarily drive up credit 
prices for lower-income families. For instance, research on mortgage pricing 
suggests that more than one in ªve borrowers who purchased a high-cost 
mortgage could have qualiªed for a better-priced mortgage product, which 
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would have saved hundreds or thousands of dollars in interest charges every 
year.33 

Lower-income consumers also tend to be less informed than higher-
income consumers because they have less access to the Internet, a key price-
comparison shopping tool. Recent evidence indicates that 30% of lower-
income consumers do almost no comparative shopping when buying credit, 
compared to just 13% of all other households.34 This lack of information 
makes lower-income consumers more susceptible to overcharging. 

E. Buying Consumer Durables Costs More 

Lower-income consumers also tend to pay more for consumer dur-
ables. Some of the largest price differences among income groups are found 
in prices for cars. For instance, recent research suggests that the neighbor-
hood income of a car buyer—the proxy used for the income of the car 
buyer—has a signiªcant effect on the ªnal price of a car. Moreover, a num-
ber of other variables associated with household income also affect price, 
including the car buyer’s race, educational attainment, and renter status. To-
gether, these effects add more than $500 to the price of an average-priced 
car.35 
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Figure 4: Price Discrimination for Cars 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: See Morton, supra note 35, at 17–22. 
 
Lower-income consumers also tend to have greater reliance on rent-

to-own stores and thus incur more frequent overcharges for less expen-
sive durables like furniture, appliances, and consumer electronics.36 Rent-
to-own consumers pay higher prices than if they simply bought the item 
with a credit card because of numerous rental-related fees. For instance, the 
Maryland Attorney General’s ofªce estimates that a new $400 washing ma-
chine would cost over $1,000 if purchased from a rent-to-own business, 
compared to just $480 if purchased with a credit card.37 

Higher costs of doing business in lower-income communities are partly 
to blame for higher prices. Rent-to-own stores have higher capital costs 
than credit card companies, and they understandably pass those higher costs 
onto consumers. Nonetheless, unscrupulous businesses also inºate the prices 
charged to lower-income consumers. Some evidence suggests, for instance, 
that car dealers may systematically discriminate against lower-income and 
African American buyers by charging higher prices.38 Some evidence also 
indicates that dealers often do not disclose price-inºating terms of loan 
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contracts.39 Finally, lower-income consumers tend to be less informed than 
higher-income consumers. This information gap puts lower-income con-
sumers at a disadvantage when they need to bargain or scan the market for 
lower prices. The relatively high demand for rent-to-own services, which 
make little ªnancial sense for most consumers, illustrates that disadvantage. 

F. Buying Consumer Services Costs More 

A broad array of consumer services are also sold at relatively high 
prices in lower-income markets. While most middle- and higher-income 
households rely on banks and credit unions to deposit checks, for instance, 
about nine million lower-income households lack an account and instead 
turn to higher priced check-cashing services. Fees at these alternative estab-
lishments range from about 1% of the face value of a check in Illinois to 
no limit in more than twenty-ªve states. Even within states, fees vary 
depending on the origin of the check. These fees carry a sizable cumula-
tive impact: an unbanked adult earning the minimum wage in Detroit, for 
instance, pays anywhere from about $200 to $1700 every year to cash 
checks, depending on the source of the check.40 

Evidence also suggests that urban, lower-income households pay higher 
prices than higher-income households for insurance. As a result of lim-
ited disclosure laws that govern the insurance industry, it is difªcult to 
reliably quantify the national price differences among drivers. However, 
recent research on a sample of metropolitan areas found that the highest 
prices for insurance are in the lowest-income neighborhoods. The largest 
price difference is in New York, where it costs nearly $1000 more every 
year, on average, to insure the exact same car and driver in a lower-income 
neighborhood than in a moderate-income neighborhood.41 Prices in low-
income neighborhoods may even be higher than this study suggests be-
cause of a variety of unmeasured personal characteristics, like credit scores, 
educational attainment, and occupation, which co-vary with income and 
are factored into rates in some states. 

Finally, groceries sold in urban, lower-income neighborhoods have 
long been known to be more expensive compared to groceries in higher-
income neighborhoods. While scholars in the 1960s referred to “ghetto gro-
cery stores” and lamented the added burden these placed on poor fami-
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  See California Department of Motor Vehicles, DMV & Consumer Affairs Protect 
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  Fellowes, supra note 1, at 5; see generally Ofªce of the N.Y. City Comptrol-

ler, Highway Robbery: The High Cost of Automobile Insurance in New York (2006), 
available at http://www.comptroller.nyc.gov/bureaus/opm/reports/11-29-06_auto_insurance_ 
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lies, the best evidence of price differences today is reºected by the dif-
ference in store sizes across markets. One recent analysis found, for in-
stance, that grocery stores in metropolitan, lower-income neighborhoods 
were 2.5 times smaller, on average, than those available in higher-income 
neighborhoods.42 

Like prices for credit and consumer durables, prices for consumer ser-
vices tend to be more expensive because of higher business costs, unscrupu-
lous business practices, and information asymmetries among consumers. 

III. Making Markets an Asset for the Poor 

While federal antipoverty policy is almost exclusively focused on 
boosting the income of the poor, many state and local governments have 
experimented with attempts to bring down the prices for basic necessities. 
State and local leaders are fundamentally altering how capitalism func-
tions by making market adjustments through regulations, market incen-
tives, and partnerships with businesses. Together, these policies aim to make 
markets work as an asset for the poor. 

Although state and local activity is widely uneven across the country, 
the initiatives offer an entirely new theory on how to help lower-income 
families get ahead. The new initiatives primarily fall into one of three strate-
gies: (1) lowering costs of doing business with the poor, (2) curbing un-
scrupulous behavior in the market, and (3) boosting the transparency of 
the market for consumers so they can make better-informed decisions. 
Higher costs of living for the poor are not inevitable—the right policies 
can bring them down, and policymakers have a real opportunity here to 
help lower-income families get ahead. 

A. Lower Costs of Doing Business with the Poor 

Talk to a mortgage, insurance, basic ªnancial service, or just about 
any business that sells goods or services to the poor about why they tend 
to charge higher prices, and they will emphasize the higher costs of doing 
business in these areas and with these customers. In some, probably even 
most, cases they are absolutely correct. Lower-income families tend to fall 
behind more often on bill payments, for instance, which adds processing 
costs and lowers their credit scores; they tend to live in higher-crime 
neighborhoods, which adds business costs; and they have less money to 
spend, which means that businesses need to serve more people to achieve 
a sustainable revenue stream. Just as important, the existence of these 

 

                                                                                                                              
42

  Fellowes, supra note 1, at 6; see generally Chanjin Chung & Samuel L. Myers, Jr., 
Do the Poor Pay More for Food? An Analysis of Grocery Store Availability and Food Price 
Disparity, 33 J. of Consumer Aff. 276 (1999); Tony Proscio, Food, Markets, and Healthy 
Communities, J. Housing & Community Dev., July-Aug. 2006. 
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higher costs contributes to perceptions of higher costs even where they 
might not actually exist.43 This can deter responsible businesses from open-
ing in these markets, thus decreasing competition and further increasing 
costs. 

One potential solution for lowering prices, then, is to lower business 
costs through subsidies. This involves a very different ºow of beneªts than 
in traditional anti-poverty policy, where the beneªts tend to ºow directly 
to lower-income consumers. Here, the beneªts ºow indirectly to lower-
income consumers through businesses. In 2005, Pennsylvania took this 
approach by becoming the ªrst state to provide subsidies for the devel-
opment of medium to large grocery stores in lower-income neighborhoods. 
As part of this initiative, the state paid for various costs associated with 
building grocery stores, including planning and land development costs.44 
Through a $20 million expenditure, Pennsylvania was able to leverage an 
additional $60 million in private funding and federal tax dollars and at-
tract over twenty grocery stores to underserved markets in just two years.45 
By taking these costs off the table for grocery stores, the state cleared the 
way for the development of lower-priced grocery stores to directly compete 
with the higher-priced convenience stores that once were the sole provid-
ers of food in these neighborhoods. Now, other states are working toward 
similar bills.46 

Similarly, subsidies provided by the City and State of New York have 
spurred the opening of more than thirty new bank branches in lower-
income neighborhoods. This has helped lower demand for higher priced 
non-bank alternatives like check cashers. In particular, this program au-
thorizes both the state and city Banking Departments to transfer more than 
$100 million in revenue to branches that open in lower-income neighbor-
hoods and offer those branches a discounted interest rate on up to $10 mil-
lion of the deposit for up to two years. This deposit makes up for the rela-
tively low depository and borrowing power among lower-income consum-
ers, allowing branches to open up in lower-income markets. At the same 
time, this program gives state and local leaders the opportunity to oversee 
the development of branches in lower-income markets, helping to ensure 
that participating banks offer and market reasonable, lower-cost products. 
According to an analysis of ªfteen of these branches, more than 20,000 
new checking or savings accounts were opened between May 2005 and 
April 2006, along with about $84 million in new loan originations. Though a 
small part of New York’s banking market, the program has had the un-
measured further effect of encouraging additional banks to open and lend 
 

                                                                                                                              
43

  Fellowes, supra note 1, at 39. 
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  Other innovative initiatives are discussed in Proscio, supra note 42. 
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  Pennsylvania Fresh Food Financing Initiative, http://www.trfund.com/ªnancing/real 
estate/supermarkets.html (last visited Mar. 7, 2007). 
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  See, e.g., “The Healthy Food Access Act.” S.B. 1329. 2005-2006 Leg., Reg. Sess. (Cal. 

2006). 
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in these markets. This program can easily be expanded because the costs 
of the program—administrative expenses and lost interest income—are 
minimal.47 

Policymakers have also lowered business costs by reassessing how 
those costs should be measured. These efforts have resulted from the be-
lief that businesses often overstate their costs in lower-income neighbor-
hoods. The highest-proªle example of this is in the insurance industry, 
where more than a dozen states have recently challenged the use of credit 
histories by insurance companies. “The bottom line,” according to Flor-
ida’s General Counsel to the Ofªce of Insurance Regulation, “is we believe 
the lowest income strata have the worst credit scores, and they are paying 
higher rates as a result of that.”48 In the insurance context, fears of statis-
tical discrimination have been the basis for regulatory efforts aimed at 
removing, or limiting, this variable in the calculation of prices.49 Insur-
ance companies claim that this raises the overall price of insurance in the 
market, but that is presumably just because risk ends up being more equi-
tably distributed across drivers. Unfortunately, the data to assess the im-
pact of both the regulation and the industries claims are limited. Al-
though Congress mandated in 2003 that the Federal Trade Commission 
study this issue, the report is now over a year late and consumer advo-
cates have criticized the Commission for using a non-representative sam-
ple.50 In the meantime, states continue to aggressively pursue curbs on credit 
history applications, and insurance companies continue to aggressively resist 
those restrictions. 

Finally, leaders are pooling together higher costs among businesses 
in order to lower business costs. San Francisco’s Mayor Newsom, for in-
stance, has set a goal to open checking accounts for at least 20% of the 
city’s unbanked population within the next two years through a partner-
ship he formed with twenty participating banks and credit unions. In ex-
change for free marketing supplied by the city, the banks and credit un-
ions are working together to design appropriate banking products and mar-
keting strategies that will lure lower-income consumers away from high-
priced alternatives and into the lower-priced, mainstream ªnancial ser-
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  A maximum of ªfteen basis points can be deducted from a maximum $10 million 
deposit. That is about $500,000 per branch, per year, for up to a maximum of two years.  
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  Harriet Johnson Brackery, Insurers, State Duel over Role of Credit Scores in Auto 

and Home Insurance Rates, S. Fla. Sun-Sentinel, July 13, 2006, at A1. 
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vice industry. In this way, banks and credit unions are sharing the start-
up costs associated with entering new markets, and the city is able to 
lower the cost of ªnancial services for the poor by working to ensure that 
banks offer responsible, lower priced products.51 

Another example of this model is in the insurance industry. In Cali-
fornia, the Insurance Commissioner of California has formed a low-cost 
insurance policy for low-income drivers. All licensed insurers in the state 
are required to participate in that program. Through pooling the risks of 
insuring these drivers, the Insurance Commissioner was able to lower the 
price of insurance for lower-income drivers.52 

These examples are based on recent initiatives in only a handful of 
states. Yet, they offer the potential for replication in other states and by 
the federal government. The federal government already subsidizes busi-
ness costs in lower-income markets through initiatives like the Commu-
nity Development Financial Institutions (CDFI) Program and New Mar-
kets Tax Credit (NMTC), which award more than $50 million in grants 
every year to spur the development of mainstream ªnancial services in 
lower-income markets. However, these programs are extremely modest 
relative to the need, and bringing them to scale or broadening the reach 
of subsidies to other markets would be extremely expensive. The very con-
strained federal ªscal environment makes a recommendation to do so 
unrealistic.53 

More realistically, federal efforts to lower prices for the poor through 
business subsidies should be coupled with other types of policy approaches. 
For instance, the Poverty, Work, and Opportunity Taskforce of the United 
States Conference of Mayors proposed in January 2007 that the federal 
government open and capitalize a savings account for every child born in 
this country to help create a new source of funding for higher education 
and workforce development, while also lowering dependence on high-
priced, non-bank alternatives.54 Additionally, the Taskforce recommended 
that the government use the tens of billions of dollars in ºoat estimated 
to be created from this program over the ªrst eighteen years to replicate 
New York’s banking development initiative on a federal level. Here, the fed-
eral government could accomplish multiple policy goals with a single ex-
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penditure, making it more ªscally and politically realistic than a more tar-
geted expenditure of the same amount of money.55 

The federal government should also follow the lead of states by chal-
lenging how business costs are measured and spurring businesses to pool 
the higher costs of doing business with the poor. For instance, concerns 
about the accuracy of credit reports—which directly inºuence the price of 
loans and insurance and indirectly inºuence prices by affecting the loca-
tion of retailers—prompted Congress in 2003 to require that credit bureaus 
make one free credit report available to consumers every year.56 Congress 
intended this law to empower consumers to guard against errors in their 
reports more effectively. As a next step, I recommend that Congress pass 
a Credit Bureau Disclosure Act, which would require the bureaus to report 
regularly on the ªlings and outcomes of consumer complaints. Without that 
information, Congress has no capacity to assess whether the accuracy of 
reports is actually improving as a result of the amendments passed in 
2003.57 

Similarly, the U.S. Treasury Department or one of the banking regu-
latory agencies could replicate the Bank on San Francisco model by forming 
partnerships with regional banks and setting goals to increase demand for 
low-priced ªnancial service products in lower-income markets. One ex-
isting vehicle for such an effort is the FDIC Advisory Committee on Eco-
nomic Inclusion, which was chartered in November 2006. This taskforce 
is responsible for providing the regulatory agency recommendations for 
expanding access to ªnancial services among underserved populations. 
As part of that effort, participating members should work with banks to 
set a realistic goal for lowering demand for high-priced alternative ªnancial 
services and work to promote the proven, proªtable, relatively low-cost 
banking products.58 Key among these efforts should be the following: a 
clear endorsement by banking regulators of the availability of CRA credit 
for low-cost, short-term loan alternatives to payday loans; more govern-
ment transparency in the documents that banks can accept to open ac-
counts (e.g., Consular ID); and restrictions on denying account access be-
cause of check-screening reports, such as those provided by Chex Systems.59 
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At the same time, banking regulators should make educational resources 
available for local leaders so they can more effectively market ªnancial 
products that are in the best interest of lower-income consumers and over-
come misperceptions about banks in these markets. 

B. Curb Unscrupulous Behavior in the Market 

Talk to advocates for the poor about why businesses charge higher 
prices, and they will emphasize “price-gouging.” That studies have found 
over one in ªve borrowers of high-cost mortgages qualify for lower prices 
seems on its face to be evidence of unscrupulous behavior.60 

Evidence such as this has prompted an aggressive expansion in state 
regulation over the past decade intended to bring down excessive prices, 
particularly those incurred by lower-income consumers. Some of this regula-
tion has been broadly implemented across the country. More than twenty 
states, for instance, have followed North Carolina’s lead in curbing price-
inºating practices in the mortgage industry.61 New Mexico’s new regula-
tions, for instance, put restrictions on prepayment penalties, limit equity-
stripping, reªnancing practices, and require lenders to provide pre-purchase 
ªnancial counseling to prospective, high-cost loan borrowers.62 While more 
research is needed to analyze the impact of these recent state laws, the 
weight of the evidence collected to date indicates that the laws have curbed 
these and other price-inºating mortgage features, while not depressing 
growth in mortgage originations.63 
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Figure 5: The Rise in State Regulation Designed To Curb 

Price Discrimination 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: See Matt Fellowes, Laboratories of Capitalism: How States Get 

the Market Right for Working Families, Address at the Federal Reserve 
Bank of Cleveland Policy Summit 17 (June 23, 2005), available at http:// 
www.brookings.edu/metro/speeches/20050623_FederalReseve.pdf. 

 
Similarly, over a dozen states have tightened regulations that govern 

the payday loan industry or outright banned the practice. Most recently, 
Georgia passed legislation that lowered the maximum APR for a short-
term loan to under 16%—a rate comparable to those charged by credit cards. 
The impact of the state law was swift: payday lenders left the state almost 
overnight, and there is virtually no payday lending market left in Georgia.64 

Other regulatory efforts designed to curb inºated prices have been 
more selective. Up until 2006, for instance, California was the only state 
to offer free tax preparation services by mailing out state pre-prepared tax 
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returns to a sample of ªlers. If brought to scale, this initiative could help 
cut into the demand for for-proªt tax preparers and expensive refund an-
ticipation loans, which lower-income consumers are much more likely 
than higher-income consumers to purchase. Fees for these services alone 
generally range between ten and eighty dollars.65 However, the program 
was strongly opposed by the tax preparation industry and lost its funding 
in 2006. 

That same year, California also became the ªrst state to pass legisla-
tion that curbs inºationary price practices among auto dealers and auto 
lenders.66 That statute prohibits a number of the most egregious prac-
tices—such as the ability to add undisclosed terms to a contract—and curbs 
the incentive lenders have to charge higher than necessary prices for auto 
loans because of “kick-backs” from banks. While more widespread than 
initiatives that subsidize business costs, regulatory initiatives are still uneven 
across the country. In fact, such initiatives are uneven within individual 
states. California, for instance, has aggressively tried to bring down tax 
and car loan prices through regulation, but it also has some of the loosest 
mortgage and basic ªnancial service regulations in the country. There is 
still a great deal of room for states to implement additional regulations 
that curb egregious, price-inºated practices. 

At the same time, Congress could pass legislation that would make 
these protections against abusive practices universal. A bill modeled on the 
1999 North Carolina mortgage law, for instance, was introduced in 2005 
but has languished in a committee since then.67 Similarly, policymakers 
should commission research to explore the need for a reporting require-
ment in the auto loan market that resembles the Home Mortgage Disclo-
sure Act. The evidence of discrimination discussed above should be cause 
for alarm. Moreover, federal policymakers should provide funding to the 
Internal Revenue Service to explore how to replicate California’s free tax 
preparation system, with a focus on lower-income households.68 
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C. Boost the Transparency of the Market for Consumers 

Survey evidence indicates that lower-income consumers consistently 
do less comparison shopping than higher-income consumers. Worse, they 
know less about personal ªnance issues than higher-income families. For 
instance, knowledge about the impact of credit scores on loan and insur-
ance access and costs is strongly related to household income.69 Lack of 
market transparency puts lower-income consumers at a disadvantage when 
buying basic necessities and sets them up to fall victim to high-priced, un-
scrupulous businesses. 

Figure 6: Comparative Shopping Behavior for Credit-Backed 

Goods, by Income Group 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: See Fellowes, supra note 1, at 11. 
 
Findings such as these have spurred a number of recent initiatives to 

bring down prices for lower-income families by boosting the amount of 
information with which they shop. The theory is that greater market trans-
parency will give lower-income consumers a better opportunity to ªnd the 
lowest possible price for a necessity, while also protecting them from un-
scrupulous businesses. 

Many states have sought to boost market transparency by offering gen-
eral ªnancial literacy courses in K–12 schools. Idaho, Illinois, Kentucky, 
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Georgia, New York, and Utah require high school students to take such a 
class before graduating. Similarly, Alabama has recently required that 
personal ªnance classes be offered as early as middle school; and Pennsyl-
vania, among other states, is now providing ªnancial education training 
to public school math and science teachers.70 

Other ªnancial education initiatives focus on adults. Courses vary 
widely, from those that provide comprehensive information about budget-
ing, saving, and investing to those that focus on a particular purchase, like 
buying a house or saving for education. 

Although there is some evidence that a ªnancial education can posi-
tively change behavior, the effectiveness of these investments is constrained 
by our limited knowledge about which ªnancial education programs are 
most effective.71 Among the problems: ªnancial education offerings in a 
particular market are generally uncoordinated, there are few best practices 
for providers, no standards for evaluation exist, and the few studies that are 
available often suffer from sample-selection bias (i.e., recipients of ªnancial 
education may self-select, and thus be systematically different from non-
recipients) or validity problems (there are so many different outlets for edu-
cation, it is often difªcult to generalize).72 

Financial education is not the only path to boost the amount of in-
formation with which lower-income consumers shop: states are also looking 
at strategies to boost the transparency of prices in different markets. Sev-
eral states, for instance, now provide a consumer shopping guide for auto 
and home insurance shoppers. These guides typically provide a list of all 
of the businesses in the state licensed to sell these services and a sample 
of prices offered for comparable products. Too often, though, these are bur-
ied deep on state government web pages, limiting the potential spread of 
this information. 

Businesses, too, are addressing this need for market transparency. 
Companies like lendingtree.com, carbargain.com, einsurance.com, grocery-
store.com, and dozens of others are based on a business model that gives 
consumers a one-stop destination to ªnd different prices for the exact same 
necessity.73 Similarly, some insurance companies, like Progressive, are now 
providing prospective customers with quotes from other major insurance 
companies and an explanation to consumers about why prices vary across 
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companies. To help more lower-income families access these resources 
(over half of which still lack access to the Internet), Congress should re-
store funding for the Community Technology Centers Program, which was 
eliminated in 2006 after ªve years of cuts. Linking a discount for a com-
puter purchase to the Earned Income Tax Credit is another option for Con-
gress to consider. 

For policymakers, the next steps needed to further boost the trans-
parency of prices for the poor involve more coordination and research 
around already existing efforts. One possible model for federal action is 
the Bank on San Francisco initiative described earlier. As part of that pro-
gram, a nonproªt organization has taken on the responsibility of updating 
an inventory of ªnancial education investments in the city and dissemi-
nating that information to city and community leaders and organizations. 

Congress ordered something similar in 2002, when it established the 
Financial Literacy and Education Commission.74 However, the Commission 
has met only seven times and has not made any speciªc recommendations to 
policymakers to improve ªnancial education.75 High-level Congressional 
or White House attention is now needed. 

Following more academic evaluations of ªnancial education curricu-
lum in K–12 schools, it may also be appropriate to incorporate ªnancial 
education questions into the standards testing mandated by the No Child 
Left Behind Act. This will serve as an incentive for more states and local 
governments to incorporate ªnancial literacy curricula into public schools. 
Similarly, after more evaluations have been completed, it may be appro-
priate for Congress to consider providing incentives to businesses for offer-
ing ªnancial education training in the workforce, particularly in indus-
tries with relatively high proportions of low-wage workers. 

IV. Conclusion 

Public and private leaders now have a wealth of evidence that mil-
lions of lower-income families are paying higher prices for basic necessi-
ties. Those higher prices impede the ability of families to get ahead and 
dilute the efªcacy of government investments in income-boosting initia-
tives. Leaders also have a collection of state and local initiatives that of-
fer clues for how to effectively lower prices. Now is the time to act. 

The ideas discussed in this Essay take a different approach than most 
antipoverty policy, which focuses nearly exclusively on boosting the in-
come of the poor through direct subsidies (like the Earned Income Tax 
Credit or Food Stamps) or indirect incentives that expand access to well-
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  Fair and Accurate Credit Transactions Act § 513, supra note 56. 
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  Among the accomplishments to date, the Commission created an online resource de-
voted to ªnancial education. MyMoney.gov, http://www.mymoney.gov (last visited Mar. 7, 
2007). 
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paying jobs (like job-training or education subsidies). Income is impor-
tant to be sure, but cost-savings on the other side of a lower-income fam-
ily’s ledger make as real an impact on buying power as any income-boosting 
initiative. 

Clearly, though, there is no silver bullet that will solve these prob-
lems because of the multiple of factors that contribute to higher prices. Low-
ering business costs, curbing unscrupulous businesses, and boosting 
ªnancial education should all be part of the toolkit that leaders put to work 
to lower these higher prices for the poor. This last tool—ªnancial educa-
tion—is particularly important since it can help lower-income families make 
wise use of the savings brought about by these cost-lowering initiatives. 
Of course, some families will need to use the savings to better meet the nu-
tritional or child care needs of their children. But other families will have 
expanded opportunities to put savings into wealth-building investment ac-
counts.76 

Together, these cost-lowering initiatives will help propel the economic 
and social mobility of the poor, expand business opportunities in lower-
income markets, and increase the effectiveness of extant programs that boost 
the income of the poor. 
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  For some excellent federal proposals to promote this goal, see Michael S. Barr, An 
Inclusive, Progressive National Savings and Financial Services Policy, 1 Harv. L. & 

Pol’y Rev. 161 (2007). 


