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To: Kathryn Linehan,  Fund Development Manager, Communities First, Inc  

From: Nick Voelkner, Poverty Solutions at University of Michigan 

Date: April 17th, 2023 

Re: Barriers to Financial Security in Detroit 

 

I. Executive Summary 
 

In this memo, I identify and analyze three barriers to financial security and savings that the financial 

sector imposes directly on people (consumer reporting agencies, predatory financial institutions, and 

overdraft fees)  and two additional systemic barriers (distrust of financial institutions and low levels of 

financial literacy). For the purposes of this memo, financial security is defined as the ability of a person 

to self manage their own finances to make empowered decisions for themselves. I conclude the memo 

by analyzing perspectives from the financial sector on financial security among low income people.  

Using bank websites as a proxy for their positions due to the lack of formalized research literature, I 

find that banks emphasize a holistic view of financial security that centers barriers outside of the 

financial sector instead of specific technical changes that they could make to existing policies.  

 

II: Barriers to financial security from the mainstream financial sector 
 

Consumer reporting agencies  

 
● Account screening consumer reporting agencies (CRAs) are an increasingly important key actor 

in denying access to safe and affordable financial products to consumers across the country and 

have contributed to the financial system’s arbitrary and unfair treatment of low income people 

from the financial system1. Although account screening CRA’s were originally developed as an 

industry protection for responsible consumers against fraudulent bank clients, they are now 

largely used by financial institutions to pre-judge prospective clients2. Currently over 80% of 

banks use reports to decide whether a consumer can open a checking or savings account with a 

relevant financial body3.These reports detail information about a consumer's banking history and 

financial background and ostensibly provide banks with an unbiased arbiter who determines 

creditworthiness4.  However, because of existing biases in the financial system against 

marginalized groups, this can prevent millions from accessing financial products and services from 

mainstream financial institutions5.  

 

● CRAs have been repeatedly criticized by watchdog organizations for a lack of transparency in 

methods,  questionable results in the reports themselves, and proportion and consistency in their 

application6. For those reasons, in 2012 the Consumer Financial Protection Bureau (CFPB) issued a 

rule granting itself supervisory and enforcement authority over CRA’s7. This built on previous work 

that CFPB has done to regulate other actors in the financial industry. Regulatory efforts up to this 

point have focused on ensuring CRA compliance with Fair Credit Reporting Act requirements, 

conducting examinations of large CRA’s, and directing changes in policies and procedures 

surrounding data accuracy and dispute investigations8.  Recommendations for regulatory reform 

from other governmental entities include better communication from CFBP to all CRA’s, requiring 
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greater transparency to the public, and gathering data of the impact of CRA’s on predominantly 

low income consumers 9. As of August 2021, these recommendations have not been 

implemented10. 

 

Predatory lending 

 

● Predatory lending, broadly encompassing payday lending,  fringe financial products, and any 

abusive high interest loan, has become a large driver of financial inequality and a barrier to 

savings11. These practices target low income people by offering critical access to immediate credit 

and then trapping them in a debt cycle that is difficult  to escape12. Because low income consumers 

generally lack access to credit, predatory lending offers a solution when other options have been 

exhausted13. This inhibits savings by forcing consumers who engage with predatory lenders to 

spend more on debt payments or have their wages garnished because of lack of payment by court 

order14. Unfair, exploitative, or abusive lending practices also target marginalized communities, 

with lenders in many cities concentrated disproportionately in majority Black and Latinx 

neighborhoods15.  

 

● Most consumers interact with predatory lenders by getting a payday loan, the most expensive 

short term-consumer loan on the market16. In 2012, 5.5% of adults nationwide had used a payday 

lender within the prior 5 years17. Offering relatively low amounts of money but carrying average 

annual percentage rates of 400%, this type of financial product can force the consumer to pay back 

more than they earn over time, severely inhibiting the consumer’s ability to accumulate savings18.  

 

● As predatory lenders have expanded since the 1990s, low income consumers have suffered from 

high rates of default/foreclosure/repossession and exclusion from the mainstream financial 

system19 20.Research shows that loans issued under abusive conditions have greater default rates, 

increase the likelihood of declaring bankruptcy and contribute to wealth disparities21. Payday 

loans have also been linked to adverse physical and emotional health outcomes22. Additionally, 

predatory lending causes spillover effects by leading to further distrust of the financial system23. 

Directly, it led to a net drain of nearly $1 billion dollars and over 14,000 jobs from the economy in 

201224.  

 

Overdraft fees 

 

● Financial institutions levy overdraft fees on customers when a checking account has insufficient 

funds to cover a charged expense25 Overdraft fees target a small number of low income 

consumers who regularly overdraft their accounts; 80% of fees were paid by just 9% of account 

holders26.  Despite the high costs that overdraft fees impose on consumers (35$ on average) for 

what is effectively a short term loan from a financial institution, the fees are often charged for 

extremely low amounts of money withdrawn27.  Because of this structure, overdraft fees have 

become an important source of profit for financial institutions disproportionately at the expense of 

low income consumers28. In 2019, banks and credit unions in the United States collected $15.5 

billion from their customers through overdraft and non-sufficient fund fees29.  
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● Outside of the short term, direct financial costs to consumers, overdraft fees inhibit savings 

accumulation, push vulnerable groups into the arms of predatory lenders, and price people out of 

the mainstream banking system30. Consistent overdraft charges can lead to people leaving the 

financial system altogether and becoming unbanked31. Additionally, as previously mentioned in 

this report, overdraft fees are reported back to consumer reporting agencies.  This can lead to 

closure of the customer's account and a permanent black mark on their financial history telling 

other institutions not to let them open another32.  

 

● Driven by repeated controversy over their utility to the financial system, pressures from new 

financial technologies, and skepticism from policymakers and regulators, financial institutions have 

slowly begun to unwind onerous overdraft fees or offer other alternatives33. Revenue collected 

from overdraft fees peaked in 2009 and many large and medium sized banks now offer accounts 

without overdraft fees at all, although consumer awareness remains low34. Despite movement 

away from overdraft fees, they remain a barrier to access to financial services and savings 

accumulation35. 

 

III: Barriers from outside the mainstream financial sector 
 

Distrust of financial institutions and P2P (peer to peer) lending 

 

● Although trust in the financial system has fluctuated significantly over time, research shows 

that distrust of banks remains prevalent among the unbanked population36. While not 

unexpected given the financial sector's long history of discrimination towards low-income and 

marginalized groups, distrust in the financial system is a key driver for lack of participation in it37.  

In a 2019 survey conducted by the FDIC, distrust of banks was the second most cited reason 

(36.3%) unbanked households did not have a bank account38. Additionally, most unbanked 

consumers express further distrust that financial institutions care about their financial well being 

or to do the right thing39.  

 

● Because the financial system is undergirded by trust between various disparate actors like 

brokers, insurance companies, banks, and investment firms, distrust in financial institutions by 

consumers can have profound effects. Consumers who are distrustful of the financial system 

are less likely to participate in banking, more likely to turn to predatory financial products, and 

have lower incomes than the general population40. Public distrust in the financial system is also 

correlated with financial crises and economic recessions41.  

 

● Distrust in financial institutions has directly led to the rise of crowdfunding platforms and peer 

to peer lending as skeptical individuals turn away from mainstream financial services42. Peer to 

peer lending is a form of financial technology that allows people to lend or borrow money 

without going through a bank43. These loans have substantially higher default rates from those in 

traditional finance, raising  risks for a vulnerable population that already experience severe 

financial struggle44. Distrustful consumers who are driven to participate in P2P markets by 

exclusion from the traditional financial system are more exposed to further financial risk through 

riskier borrowing alternatives as their primary options45.  
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Low levels of financial literacy  

 

● As technological advances have led to  financial systems and products growing in complexity, 

financial literacy levels among Americans remain low. Only 57% of US adults measured as 

financially literate in a 2014 S&P Global Financial Literacy Survey, with significant variation 

across income groups (people with higher incomes exhibited higher levels of financial literacy 

than people with lower incomes)46. This ranks the United States behind peer countries such as 

the United Kingdom, Canada, and Germany in terms of financial literacy47.  

 

● Depressed levels of financial literacy can lead to consumers unknowingly committing financial 

mistakes and make them less likely to engage in financial practices or to be able to cope with 

sudden economic shocks, inhibiting savings and wealth accumulation48. While a lack of financial 

literacy can prevent consumers from engaging with the mainstream financial system, the reverse 

is also true; a lack of financial literacy can lead to consumers making poor investments or banking 

decisions as they try to understand or prematurely engage with complex financial products49. 

 

● Although financial literacy among Americans  has improved in recent years, continuing to build 

up financial skills is highly relevant to the unbanked and underbanked population and a key way 

to secure financial inclusion and improve savings50. Efforts to address financial literacy among 

Americans have focused on three policy buckets: early education/adoption, mitigation, and 

retirement planning51. Early adoption deals with promoting financial knowledge to youth, 

mitigation on addressing negative impacts of financial illiteracy, and retirement planning on 

retirement objectives and goals52. The federal government commits around $300 million 

annually on financial literacy, while state policy changes have primarily focused on altering 

education standards in k-12 schools53.  

 

IV: The banking perspective on financial security 
 

Banks adopt a holistic approach to financial inclusion, security, and diversity 

 

For this analysis, I examined the financial inclusion/diversity/social impact website sections from the 

five largest banks in the United States to ascertain what perspective they have adopted towards 

financial security and equity in the financial system. These financial institutions are:  Bank of America, 

Wells Fargo, JPMorganChase, Citigroup, and Goldman Sachs54 55 56 57 58. Collectively these financial 

institutions hold trillions of dollars in assets and make important financial decisions that affect 

everyday consumers regularly.  

 

● Four out of five websites examined adopted an all encompassing and holistic perspective 

towards financial inclusion, security and diversity. They often cover large interlocking policy 

issues like affordable housing, small business creation and funding, and jobs and skills training. 

The sole exception of the five (Wells Fargo) focused primarily on technical changes the bank has 

made towards financial products like overdraft fees59.  Every website displayed examples of the 
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bank's community led investments and initiatives. Many of these focused specifically on 

diversity, equity and inclusion.  

 

● Every bank’s website (with the exception of Citigroup’s) focused on an American perspective 

towards financial security and mentioned financial education as a solution to increasing 

participation in the financial system. This aligns with a positive research literature that finds 

financial education is effective at improving personal finance behaviors60. Additionally, banks 

generally avoid public conversations about specific financial regulation or financial policy 

changes that could benefit consumers61. Banks instead focus on monetary led investments, 

diversity initiatives, and sustainability goals62.  
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