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Insufficient Funds: Savings, Assets, Credit, and Banking Among L ow-Income Households:

Onein four American adults doesnt have a bank account. Low-income families lack access to many of the basic
financial services middle-class families take for granted and are particularly susceptible to financial emergencies,
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unemployment, loss of ahome, and uninsured medical problems. Insufficient Funds explores how institutional
constraints and individual decisions combine to produce this striking disparity and recommends policiesto help
alleviate the problem. Mainstream financial services are both |less available and more expensive for low-income
households. High fees, minimum-balance policies, and the relative scarcity of banksin poor neighborhoods are key
factors. Michael Barr reports the results of an in-depth study of financial behavior in 1,000 low- and moderate-income
families in metropolitan Detroit. He finds that most poor households have bank accounts, but combine use of
mainstream services with alternative options such as money orders, pawnshops, and payday lenders. Barr suggests that
atax credit for banks serving primarily disadvantaged customers could facilitate greater equality in the private
financial sector. Drawing on evidence from behavioral economics, Sendhil Mullainathan and Eldar Shafir show that
low-income individuals exhibit many of the same patterns and weaknesses in financial decision making as middle-
classindividuals and could benefit from many of the same financial aids. They argue that savings programs that
automatically enroll participants and require them to actively opt out in order to leave the program could drastically
increase savings ability. Ronald Mann demonstrates that significant changesin the credit market over the past fifteen
years have allowed companies to expand credit to alarger share of low-income families. Mann calls for regulations on
credit card companies that would require greater disclosure of actual interest rates and fees. Raphael Bostic and Kwan
Leefind that while home ownership has risen dramatically over the past twenty years, elevated risks for low-income
familiessuch as foreclosuremay well outweigh the benefits of owning a home. The authors ultimately argue that if we
want to demand financial responsibility from low-income households, we have an obligation to assure that these
families have access to the banking, credit, and savings institutions that are readily available to higher-income
families. Insufficient Funds highlights where and how access is blocked and shows how government policy and
individual decisions could combine to eliminate many of these barriersin the future.
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