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This book is dedicated to all parents who

wake up with hearts thudding over the possibility

that buying school shoes and Girl Scout uniforms

will mean that there won’t be enough left over to

pay the mortgage. These people are our neighbors,

our brothers and sisters, our friends and coworkers.
They travel anonymously among us, but we know them.
They went to college, had kids, bought a home, played
by the rules—and lost. 1t is time to rewrite the rules

so that these families are winners again.



This page intentionally left blank



Just the Way She Planned

The Over-Consumption Myth

Mom: The All-Purpose Safety Net

The Myth of the Immoral Debtor
Going It Alone in a Two-Income World
The Cement Life Raft

The Financial Fire Drill

Appendix

Acknowledgments

Notes

Index
About the Authors

CONTENTS

15
55
71
97
123
163

181
189
193
245
255



This page intentionally left blank



The Two-Income Trap



This page intentionally left blank



Just the Way She Planned

Ruth Ann smiles when she talks about the summer she was
pregnant with Ellie.! Those were the good days, when life was
working out just the way she had planned.

Dexter was five and learning to swim. Ruth Ann would pick him
up from day care in the late afternoon, and the two of them would
head for the town swimming pool. While Dexter thrashed about in
the water, Ruth Ann would dangle her feet in the pool, waiting for
her husband, James, to swing by on his way home from work. Din-
ners were late and haphazard, but no one cared. Ruth Ann’s life
was exactly as she had wanted it, exactly as she had planned.

And Ruth Ann was a planner. In college, she had majored in ac-
counting. It was respectable and dependable, a little bit the way
Ruth Ann saw herself. After graduation, she resisted the lure of
Houston or Dallas and moved back to her hometown, Wylie, Texas,
where she could live near her parents, get some experience doing
payrolls and tax returns, and build up a little savings while waiting
to begin what she always thought of as her “real life.”

Real life began when she saw James Wilson, a friend from her
high school days, who was managing a carpet and flooring store in
Wylie. It was his hands, she would later say, his capable hands, the
sure hands of a carpenter, that drew her to him. But it was some-
thing else as well. During her junior year at Texas Tech, Ruth Ann
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had broken off an engagement because she couldn't shake the feeling
that her intended was not the kind of guy she could count on. With
James she felt she was marrying someone who would work as hard as
she did to build a life together.

After a brief courtship, they married. A year later, in January 1994,
Dexter was born. Ruth Ann was back at work in six weeks.

Three years later, Ruth Ann and James took a deep collective
breath and jumped. They bought their first home. It wasn’t the house
of their dreams, but it was the house they thought they could afford.
The roof needed to be replaced and the kitchen hadn’t been updated
in fifty years, but the house had three nice-sized bedrooms, a big
yard, and, most important, at $84,000 it was within the couple’s price
range. Ruth Ann recalls the day they moved, a happy confusion of
uncles and cousins carrying furniture, while Ruth Ann’s Aunt Ida set
up a big picnic in the front yard of the new home to feed both the
movers and the neighbors. That night, Ruth Ann sank down in the
big old tub in the upstairs bathroom and let the joy run through her.

Two years later, in September 1999, there was another cause for
celebration: Ruth Ann gave birth to a little girl, Ellie. Nine weeks
later, Ruth Ann returned to work and life settled down again.

Then it happened. Just after the 1999 Christmas season, when
Dexter was six and Ellie was five months old, James’s boss announced
that he was closing the store. A national megastore had opened a few
miles away, and its huge floor-covering department was sucking away
business. To save on costs, layoffs were effective immediately. James
was out of work in one day.

James was frantic about finding another job. Like Ruth Ann, he
didn’t want to disturb the life they had put together. But nothing
came through that matched his previous salary. “After I lost my job I
did odd jobs. Carpet cleaning, crazy stuff. I figured any work is better
than no work.” Ruth Ann asked for extra hours at work, but her office
was already overstaffed.

Cutting back was hard to do because they weren't really spenders
in the first place. Most of their money went for the basics—the mort-
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gage, car payments, day care, and food on the table. They hadn't re-
alized just how tight their budget really was until they missed a mort-
gage payment three months after James lost his job. Both had been
raised to pay their bills, and as an accountant, Ruth Ann had seen
what happened to people who didn’t. But they held on to the belief
that their situation was temporary.

Within six months they were two payments behind on the mort-
gage. To raise cash, they had had two garage sales; then they sold the
antique dining set that James had refinished. Ruth Ann quietly asked
family and neighbors if she could prepare their tax returns for $50
apiece.

As Ruth Ann and James learned, the dance of financial ruin starts
slowly but picks up speed quickly, exhausting the dancers before it
ends. Few families have substantial savings, so they usually run out of
cash within a month or so. Soon the charges start mounting up for
the basics of life—food, gasoline, and whatever else can go on “the
card.” When there still isn’t enough to go around, the game of impos-
sible choices begins. Pay the mortgage or keep the heat on? Cancel
the car insurance or the health insurance? Meanwhile, interest and
late fees have piled on, making everything more expensive. Ruth Ann
and James got a small reprieve from family. James’s parents kicked in
$4,000 and Ruth Ann’s brother lent them $1,500. But these tempo-
rary infusions of money were just that—they covered the minimum
payments for a few months, but they didn’t begin to provide a way
out of the hole. Before it was over, Ruth Ann had taken to parking
the station wagon behind the elementary school and walking the six
blocks home, figuring the bankers wouldn’t repossess her car if they
couldn’t find it.

A neat stack of manila folders on Ruth’s bedroom bureau told the
story of how quickly their carefully planned lives had unraveled. The
first folder held a letter from the county threatening to foreclose on
their home for failure to pay taxes, along with past due notices from
the mortgage company. Other files held a variety of bills totaling
$12,000, and Ruth Ann’s carefully documented IOUs to their families.
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The end for Ruth Ann and James came with a bang. One evening
Ruth Ann walked into the living room to hear Dexter, now seven, on
the phone, talking to a bill collector. “My mom doesn’t do that, and
you shouldn’t call here any more. Leave us alone.” When he heard
her enter the room, he whirled around, his eyes wide. He slammed
down the phone and ran out of the room. Ruth Ann wasn’t sure
whether Dexter was afraid or angry, but she knew this had to stop.

Ruth Ann was more financially sophisticated than most women. As
an accountant, she knew that it was time to see a bankruptcy attor-
ney. Filing for bankruptcy would give them some time to repay their
bills, and it would prevent the bank from foreclosing on their home,
at least for a few more months. It would also ensure that Dexter
wouldn’t have to answer any more collection calls. That night Ruth
Ann told her husband what they needed to do. James never said a
word. He just walked out to his pickup truck, sat in the front seat,
and cried.

One in Seven

Ruth Ann and James didn’t know anyone at their church or at work
who couldn’t pay their utility bills or make their car payments, let
alone someone in so much trouble they would have to file for bank-
ruptcy. Or at least, that’s what they thought.

In fact, Ruth Ann and James probably knew plenty of families who
were in just as much trouble as they were. The odds were certainly in
favor of it. Over the past generation, the number of American families
who have found themselves in serious financial trouble has grown
shockingly large. In a world in which our neighbors seem to be doing
fine and the families on television never worry about money, it is hard
to grasp the breadth or depth of financial distress sweeping through
ordinary suburbs, small towns, and nice city neighborhoods. People
like Ruth Ann and James, typical American families who are doing
their best to make a good life for their children—working hard, paying
their bills, and playing by the rules—lose it all when disaster strikes.
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Because they filed for bankruptcy in 2001 in northern Texas,
Ruth Ann and James were among the 2,220 families interviewed as
part of a Harvard University—based research project. One of us
(Elizabeth) has been studying families in financial trouble since
graduating from law school in 1976. T am a professor at Harvard
Law School, where I teach the commercial law curriculum, which
means that I specialize in the laws about debts and money. The
other of us (Amelia) has an MBA from Wharton and a businessper-
son’s view of economics. We are both working mothers, represent-
ing two generations of families. And we have something else in
common: We are mother and daughter.

The idea behind this book took root in the spring of 1999, when
Elizabeth was reviewing some preliminary data from an early phase
of the Consumer Bankruptcy Project. I had begun to thumb through
a stack of computer printouts to verify the accuracy of the sample. All
the points were checking off fine, when my attention was suddenly
drawn back to a single line on the page: the number of women in the
sample. In 1981, about 69,000 women had filed for bankruptcy.2 The
data on my printout indicated that by 1999 that figure had jumped to
nearly 500,000—an unimaginable leap. I guessed that the data had
been entered wrong—maybe someone had added a couple of zeroes
somewhere—or, worse still, our research team had somehow pulled
way too many women into their sample, inadvertently producing a
huge distortion in the numbers. Frustrated, I tossed the printout in
the trash, assuming we would be forced to throw out months of work.

The research team went back into the field for more data, initiat-
ing the 2001 Consumer Bankruptcy Project, which would evolve into
the largest study ever conducted about families that had failed finan-
cially. I soon learned that there was something wrong, but it wasn't
the data sampling. In just twenty years, the number of women filing
petitions for bankruptcy had, in reality, increased by 662 percent.? As
I soon discovered, divorced and single women weren’t the only ones
in trouble; several hundred thousand married women filed for bank-
ruptey along with their husbands.
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Our research eventually unearthed one stunning fact. The families
in the worst financial trouble are not the usual suspects. They are not
the very young, tempted by the freedom of their first credit cards.
They are not the elderly, trapped by failing bodies and declining sav-
ings accounts. And they are not a random assortment of Americans
who lack the self-control to keep their spending in check. Rather, the
people who consistently rank in the worst financial trouble are united
by one surprising characteristic. They are parents with children at
home. Having a child is now the single best predictor that a woman
will end up in financial collapse.

Consider a few facts. Our study showed that married couples with
children are more than twice as likely to file for bankruptcy as their
childless counterparts. A divorced woman raising a youngster is
nearly three times more likely to file for bankruptcy than her single
friend who never had children.4

Over the past generation, the signs of middle-class distress have
continued to grow, in good times and in bad, in recession and in
boom.5 If those trends persist, more than 5 million families with chil-
dren will file for bankruptey by the end of this decade. That would
mean that across the country nearly one of every seven families with
children would have declared itself flat broke, losers in the great
American economic game.5

Bankruptcy has become deeply entrenched in American life. This
year, more people will end up bankrupt than will suffer a heart attack.
More adults will file for bankruptcy than will be diagnosed with can-
cer. More people will file for bankruptcy than will graduate from col-
lege. And, in an era when traditionalists decry the demise of the insti-
tution of marriage, Americans will file more petitions for bankruptcy
than for divorce.” Heart attacks. Cancer. College graduations. Di-
vorce. These are markers in the lives of nearly every American family.
And yet, we will soon have more friends and coworkers who have
gone through bankruptcy than any one of these other life events.

And the lines at the bankruptcy courts are not the only signs of fi-
nancial distress. A family with children is now 75 percent more likely
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to be late on credit card payments than a family with no children.®
The number of car repossessions has doubled in just five years.®
Home foreclosures have more than tripled in less than 25 years, and
families with children are now more likely than anyone else to lose
the roof over their heads.0 Economists estimate that for every family
that officially declares bankruptcy, there are seven more whose debt
loads suggest that they should file for bankruptcy—if only they were
more savvy about financial matters.!!

Unseen Dangers

Who are the families in so much trouble? Most are like Ruth Ann
and James—ordinary, middle-class people united by their determina-
tion to provide a decent life for their children. Like James, many had
been felled by a layoff or a business failure; someone who glanced at
this year’s tax return might label them as poor. But very few were
chronically poor. For most, poverty was only temporary, a setback in
an otherwise solidly middle-class life. When membership in the mid-
dle class is defined by enduring criteria that don’t disappear when a
pink slip arrives—criteria such as going to college, owning a home, or
having held a good job—more than 90 percent of those in bankruptcy
would qualify as middle class.!2 By every measure except their bal-
ance sheets, the families in our study are as solidly middle class as any
in the country. And they are united by another common thread: Most
of these families sent two parents into the workforce.

By the usual logic, sending a second parent into the workforce
should make a family more financially secure, not less. But this rea-
soning ignores an important fact of two-income life. When mothers
joined the workforce, the family gave up something of considerable
(although unrecognized) economic value: an extra skilled and dedi-
cated adult, available to pitch in to help save the family during times
of emergency. When Junior got sick, the stay-at-home mother was
there to care for him full-time, without the need to hire a nurse. If
Dad was laid off, Mom could enter the workforce, bringing in a new



8 THE TWO-INCOME TRAP

income until Dad found another job. And if the couple divorced, the
mother who had not been working outside the home could get a job
and add new income to support her children. The stay-at-home
mother gave her family a safety net, an all-purpose insurance policy
against disaster.

If two-income families had saved the second paycheck, they would
have built a different kind of safety net—the kind that comes from
having plenty of money in the bank. But families didn’t save that
money. Even as millions of mothers marched into the workforce, sav-
ings declined, and not, as we will show, because families were fritter-
ing away their paychecks on toys for themselves or their children. In-
stead, families were swept up in a bidding war, competing furiously
with one another for their most important possession: a house in a de-
cent school district. As confidence in the school system crumbled, the
bidding war for family housing intensified, and parents soon found
themselves bidding up the price for other opportunities for their kids,
such as a slot in a decent preschool or admission to a good college.
Mom’s extra income fit in perfectly, coming at just the right time to
give each family extra ammunition to compete in the bidding wars—
and to drive the prices even higher for the things they all wanted.

The average two-income family earns far more today than did the
single-breadwinner family of a generation ago. And yet, once they
have paid the mortgage, the car payments, the taxes, the health in-
surance, and the day-care bills, today’s dual-income families have less
discretionary income—and less money to put away for a rainy day—
than the single-income family of a generation ago. And so the Two-
Income Trap has been neatly sprung. Mothers now work two jobs, at
home and at the office. And yet they have less cash on hand. Mom’s
paycheck has been pumped directly into the basic costs of keeping
the children in the middle class.

At the same time that millions of mothers went to work, the family
needed the stay-at-home mom (or a costly replacement) more than
ever. The number of frail elderly, most of whom must depend on
family for daily care, spiraled upward. Hospitals began discharging
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patients “quicker and sicker,” expecting the family to pick up the task
of nursing them back to health. With Mom in the workforce, parents
were faced with a painful choice between paying for expensive care
and taking time off work. At the same time, the divorce rate contin-
ued its upward climb. This situation was compounded by a leaner-
and-meaner business climate that closed plants and laid off work-
ers with alarming frequency. In this tougher world, millions of
two-income families learned the price of living without a safety net.

Inevitably, the Two-Income Trap affected the one-income family
too. When millions of mothers entered the workforce, they ratcheted
up the price of a middle-class life for everyone, including families
that wanted to keep Mom at home. A generation ago, a single bread-
winner who worked diligently and spent carefully could assure his
family a comfortable position in the middle class. But the frenzied
bidding wars, fueled by families with two incomes, changed the game
for single-income families as well, pushing them down the economic
ladder. To keep Mom at home, the average single-income family
must forfeit decent public schools and preschools, health insurance,
and college degrees, leaving themselves and their children with a
tenuous hold on their middle-class dreams.

What about single-parent families, the group that has no choice
about getting by on one income? Not surprisingly, they are in even
worse shape than their married counterparts. But the magnitude of
the problem for single-mother families shocked us. If current trends
persist, more than one of every six single mothers will go bankrupt by
the end of the decade.’3 The usual explanations for why these women
are in trouble—“deadbeat dads” who don’t pay child support, dis-
crimination in the workplace, and so forth—cannot account for the
growing distress. Today’s middle-class single mothers have better
legal protection, higher salaries, more child support, and more op-
portunities in the workplace than their divorced counterparts of a
generation ago, yet they face a much greater likelihood of financial
collapse. We estimate that over the past twenty years, the number of
single mothers in bankruptcy has increased more than 600 percent.
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So why are these women in so much trouble? We will show that
changes in the family balance sheet before a couple divorces explain
much about the vulnerability of today’s single mothers. Married par-
ents are in trouble because they have spent every last penny and then
some just to buy a middle-class life for their children. As a result,
today’s newly divorced mother is already teetering over a financial
abyss the day she signs her divorce papers. She has nothing in the
bank, and the family’s fixed costs stretched the limits of two incomes,
let alone one. She hasn’t a prayer of competing with double-income
families to provide her children with what have come to be seen as
the basic requirements of a middle-class upbringing.

Is the only solution for all the mothers to scurry pell-mell back to
the hearth? It may sound like a tidy resolution, but it won't work.
Like it or not, women now need those paychecks to pay the mortgage
and the health insurance bills. Their incomes are committed, and
calling for them to abandon those financial commitments would
mean forcing them to give up their families” spot in the middle class.
No, the real solution lies elsewhere—in addressing the reasons be-
hind the bidding war and helping all families, both dual- and single-
income, to get some relief.

The Two-Income Trap is thick with irony. Middle-class mothers
went into the workforce in a calculated effort to give their families an
economic edge. Instead, millions of them are now in the workplace
just so their families can break even. At a time when women are get-
ting college diplomas and entering the workforce in record numbers,
their families are in more financial trouble than ever. Partly these
women were the victims of bad timing: Despite general economic
prosperity, the risks facing their families jumped considerably. Partly
they were the victims of optimistic myopia: They saw the rewards a
working mother could bring, without seeing the risks associated with
that newfound income. And partly they were the victims of one an-
other. As millions of mothers poured into the workplace, it became
increasingly difficult to put together a middle-class life on a single in-
come. The combination has taken these women out of the home and
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away from their children and simultaneously made family life less,
not more, financially secure. Today’s middle-class mother is trapped:
She can't afford to work, and she can't afford to quit.

A Mother’s Story

Both mothers and fathers are trapped in the same sinking boat, but it
is mothers who have been the special targets of change over the past
generation. It is mothers who left the home en masse, transforming
generations of family economics. It is mothers who must do it all,
tending to home and children while managing full-time jobs outside
the home. And it is nearly always mothers who preserve the remnants
of the family in the aftermath of divorce.

Even for a married couple, financial failure is disproportionately a
woman’s problem. A husband and wife who have been struck by fi-
nancial disaster look more or less the same on paper. They share the
same assets, they owe the same debts, and they have the same black
marks on their credit reports. But behind the curtain of marriage,
there are important differences.

In this age of nominal equality between husbands and wives, in the
most intimate aspect of their lives—family finance—couples reveal a
surprising traditionalism. Research shows that on average, a husband
is three times more likely than a wife to take primary responsibility for
managing the family’s money.4 But as a couple sinks into financial tur-
moil, this responsibility tends to shift. As families fall behind on their
bills, it is wives who roll up their sleeves and do what must be done.
Wives who deal with foreclosure notices, wives who plead with credi-
tors for more time to pay, and wives who insist on seeking credit coun-
seling or legal help. And, like Ruth Ann, it is wives who ultimately de-
cide when it is time to file for bankruptcy. Among couples who seek
credit counseling or file for bankruptcy, the split over who was re-
sponsible for dealing with the bills was exactly reversed from that of
secure families: three-quarters of the wives were exclusively responsi-
ble for trying to extract their families from their financial quagmire.15
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This shift is not merely a mundane realignment of responsibilities
within the household, a simple variation on the routine decisions that
he will mow the lawn while she folds the laundry. Rather, it is a signal
of serious discord within a marriage. In financially troubled families,
women who managed the money alone were twice as likely to de-
scribe themselves as very dissatisfied with the arrangement than the
men who took on that task. Many women, exhausted and frustrated
by all that accompanies the descent into financial ruin, find that just
when they most need help, their husbands have disappeared.

Men, for their part, often feel that their failure to provide for their
families calls into question not just their abilities in the labor force
but also their identities as husbands, as fathers, and as men. Perhaps
it should come as no surprise to discover that financial problems and
marital problems are statistically linked. Study after study shows that
money is a source of contention in most marriages, but it is particu-
larly problematic for couples that are financially unstable.16 For a
family living on the edge, every purchase must be scrutinized, creat-
ing flash points for conflict in marriages that are already overly
stressed. With no one close at hand to blame for layoffs at work or ex-
clusions in the health insurance policy, it is all too easy to turn frus-
tration and anger on one another. Couples slip into an endless round
of “should haves,” second guessing themselves—and each other—for
decisions long past. He should have worked the night shift when he
had the chance, she should have kept driving the old car, he should
have bargained for a better price on the home, she should have spent
less on groceries. For some, words give way to physical blows in an
ever-escalating battle to assess blame. A bankruptcy trustee we inter-
viewed explains that by helping families use the bankruptcy courts to
get protection from their creditors, “I'm in the abuse-prevention
business. Every time I help a family get straightened out financially, I
figure I saved someone a beating.”

Make no mistake: Financial distress is a problem for both men and
women. Accordingly, we will tell the stories of both mothers and fa-
thers in the pages of this book. But we do not want to leave the im-
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pression that these phenomena are entirely gender-neutral. They are
not. Mothers are 35 percent more likely than childless homeowners
to lose their homes, three times more likely than men without chil-
dren to go bankrupt, and seven times more likely to head up the fam-
ily after a divorce.l” And so, in the pages of this book, we will tell a
story about families, about children, and, especially, about mothers.

Having Children, Going Broke

This book will tell the story of how having children has become the
dividing line between the solvent and the insolvent, and how today’s
parents are working harder than ever and falling desperately behind
even with two incomes. It is also the story of how this state of affairs
is not some unavoidable feature of the modern economy, or, for that
matter, the inevitable by-product of women’s entry into the work-
force.

We write this book so that Ruth Ann and all the mothers like Ruth
Ann, along with politicians and pundits, child advocates and labor or-
ganizers, pro-family conservatives and liberal feminists, will take a se-
rious look at the economic forces that have battered the American
family. We want them to see the hard numbers—and to gasp. But
most of all, we want them to see that there is a way out. There are
changes that can happen—real changes, practical changes, meaning-
ful changes. Changes that can be made in Congress, in state legisla-
tures, in school boards, and in families. Changes that can make it so
that the average parent can once again spend her nights fretting
about potty training and prom dresses, not about home foreclosures
and overdrawn bank accounts. Changes that can make America’s

great middle class secure once again.
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The Over-Consumption Myth

uring the past generation, a great myth has swept through

America. Like all good myths, the Over-Consumption Myth
tells a tale to explain a confusing world. Why are so many Americans
in financial trouble? Why are credit card debts up and savings
down? Why are millions of mothers heading into the labor force and
working overtime? The myth is so deeply embedded in our collec-
tive understanding that it resists even elementary questioning: Fam-
ilies have spent too much money buying things they don’t need.
Americans have a new character flaw—“the urge to splurge”—and
it is driving them to spend, spend, spend like never before.

The drive for all that spending is almost mystical in origin. John
de Graaf and his coauthors explain in Affluenza: The All-Consuming
Epidemic, “It’s as if we Americans, despite our intentions, suffer
from some kind of Willpower Deficiency Syndrome, a breakdown
in affluenza immunity.”2 Economist Juliet Schor blames “the new
consumerism,” but the results are the same. She points to “mass
‘over-spending’ within the middle class [in which] large numbers of
Americans spend more than they say they would like to, and more
than they have. That they spend more than they realize they are
spending, and more than is fiscally prudent.”

Many maladies are explained away by the Over-Consumption
Myth. Why are Americans in debt? Sociologist Robert Frank claims

15
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that America’s newfound “Luxury Fever” forces middle-class families
“to finance their consumption increases largely by reduced savings
and increased debt.”* Why are schools failing and streets unsafe?
Juliet Schor cites “competitive spending” as a major contributor to
“the deterioration of public goods” such as “education, social ser-
vices, public safety, recreation, and culture.” Why are Americans un-
happy? Affluenza sums it up: “The dogged pursuit for more” accounts

> <«

for Americans’ “overload, debt, anxiety, and waste.”® Everywhere we
turn, it seems that over-consumption is tearing at the very fabric of
society.

The Over-Consumption Myth rests on the premise that families
spend their money on things they don’t really need. Over-consump-
tion is not about medical care or basic housing; it is, in the words of
Juliet Schor, about “designer clothes, a microwave, restaurant meals,
home and automobile air conditioning, and, of course, Michael Jor-
dan’s ubiquitous athletic shoes, about which children and adults both
display near-obsession.”” And it isn’t about buying a few goodies with
extra income; it is about going deep into debt to finance consumer
purchases that sensible people could do without.

The beauty of the Over-Consumption Myth is that it squares
neatly with our own intuitions. We see the malls packed with shop-
pers. We receive catalogs filled with outrageously expensive gadgets.
We think of that overpriced summer dress that hangs in the back of
the closet or those power tools gathering dust in the garage. The con-
clusion seems indisputable: The “urge to splurge” is driving folks into
economic ruin.

But is it true? Intuitions and anecdotes are no substitute for hard
data, so we searched deep in the recesses of federal archives, where
we found detailed information on Americans’ spending patterns since
the early 1970s, carefully sorted by spending categories and family
size.8 If families really are blowing their paychecks on designer
clothes and restaurant meals, then the expenditure data should show
that today’s families are spending more on these frivolous items than
ever before. (Throughout our discussion, in this chapter and else-
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where, all figures will be adjusted for the effects of inflation.?) But we
found that the numbers pointed in a very different direction, demon-
strating that the over-consumption explanation is just a myth.

Consider clothing. Newsweek recently ran a multipage cover story
about Americans drowning in debt. The reason for widespread finan-
cial distress and high bankruptcy rates? “Frivolous shopping is part of
the problem: many debtors blame their woes squarely on Tommy,
Ralph, Gucci, and Prada.”!® That certainly sounds reasonable. After
all, Banana Republic is so crowded with shoppers we can barely find
an empty fitting room, Adidas and Nike clad the feet of every
teenager we meet, and designer shops rake in profits selling nothing
but underwear or sunglasses. Even little children’s clothes now carry
hip brand names, and babies sport “GAP” or “YSL” on their T-shirts
and sleepers.

And yet, when it is all added up, including the Tommy sweatshirts
and Ray-Ban sunglasses, the average family of four today spends 21
percent less (inflation adjusted) on clothing than a similar family did
in the early 1970s. How can this be? What the finger-waggers have
forgotten are the things families don’t spend money on anymore. I
(Elizabeth) recall the days of rushing off to Stride Rite to buy two
new pairs of sensible leather shoes for each of my children every
three months (one for church and one for everyday) plus a pair of
sneakers for play. Today, Amelia’s toddler owns nothing but a pair of
$5 sandals from Wal-Mart. Suits, ties, and pantyhose have been re-
placed by cotton trousers and knit tops, as “business casual” has
swept the nation. New fabrics, new technology, and cheap labor have
lowered prices. And discounters like Target and Marshall’s have
popped up across the country, providing reasonable, low-cost clothes
for today’s families. The differences add up. In 1973, Sunday dresses,
wool jackets, and the other clothes for a family of four claimed nearly
$750 more a year from the family budget than all the name-brand
sneakers and hip T-shirts today’s families are buying.!!

OK, so if Americans aren’t blowing their paychecks on clothes,
then they must be overspending on food. Designer brands have hit
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the grocery shelves as well, with far more prepared foods, high-end
ice creams, and exotic juices. Families even buy bottles of water, a
purchase that would have shocked their grandparents. Besides, who
cooks at home anymore? With Mom and Dad both tied up at work,
Americans are eating out (or ordering in) more than ever before. The
authors of Affluenza grumble, “City streets and even suburban malls
sport a United Nations of restaurants. . . . Eating out used to be a
special occasion. Now we spend more money on restaurant food than
on the food we cook ourselves.”12

They are right, but only to a point. The average family of four
spends more at restaurants than it used to, but it spends less at the
grocery store—a lot less. Families are saving big bucks by skipping
the T-bone steaks, buying their cereal in bulk at Costco, and opting
for generic paper towels and canned vegetables. Those savings more
than compensate for all that restaurant eating—so much so that
today’s family of four is actually spending 22 percent less on food (at-
home and restaurant eating combined) than its counterpart of a gen-
eration ago.13

Outfitting the home? Affluenza rails against appliances “that were
deemed luxuries as recently as 1970, but are now found in well over
half of U.S. homes, and thought of by a majority of Americans as ne-
cessities: dishwashers, clothes dryers, central heating and air condi-
tioning, color and cable TV.”4 These handy gadgets may have cap-
tured a new place in Americans’ hearts, but they aren’t taking up
much space in our wallets. Manufacturing costs are down, and dura-
bility is up. When the microwave oven, dishwasher, and clothes dryer
are combined with the refrigerator, washing machine, and stove, fam-
ilies are actually spending 44 percent less on major appliances today
than they were a generation ago.15

Vacation homes are another big target. A financial columnist for
Money magazine explains how life has changed. A generation ago,
the dream vacation was a modest affair: “Come summer, the family
piled into its Ford country wagon (with imitation wood-panel doors)
and tooled off to Lake Watchamasakee for a couple of weeks.” Now,



The Over-Consumption Myth 19

laments the columnist, things have changed. “The rented cabin on
the lake gave way to a second home high on an ocean dune.”’6 But
the world he describes does not exist, at least not for the middle-class
family. Despite the rhetoric, summer homes remain the fairly exclu-
sive privilege of the well-to-do. In 1973, 3.2 percent of families re-
ported expenses associated with owning a vacation home; by 2000,
the proportion had inched up to 4 percent.!”

That is not to say that middle-class families never fritter away any
money. A generation ago no one had cable, big-screen televisions
were a novelty reserved for the very rich, and DVD and TiVo were
meaningless strings of letters. So how much more do families spend
on “home entertainment,” premium channels included? They spend
23 percent more—a whopping extra $170 annually. Computers add
another $300 to the annual family budget.!® But even that increase
looks a little different in the context of other spending. The extra
money spent on cable, electronics, and computers is more than offset
by families” savings on major appliances and household furnishings.

The same balancing act holds true in other areas. The average
family spends more on airline travel than it did a generation ago, but
it spends less on dry cleaning. More on telephone services, but less
on tobacco. More on pets, but less on carpets.’® And, when we add it
all up, increases in one category are offset by decreases in another. In
other words, there seems to be about as much frivolous spending
today as there was a generation ago.

Yet the myth remains rock solid: Middle-class families are rushing
headlong into financial ruin because they are squandering too much
money on Red Lobster, Gucci, and trips to the Bahamas. Americans
cling so tightly to the myth not because it is supported by hard evi-
dence, but because it is a comforting way to explain away some very
bad news. If families are in trouble because they squander their
money, then those of us who shop at Costco and cook our own pasta
have nothing to worry about. Moreover, if families are to blame for
their own failures, then the rest of us bear no responsibility for help-
ing those who are in trouble. Their fault, their problem. We can join
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the chorus of experts advising the financial failures to “simplify”—
stay away from Perrier and Rolex. Follow this sensible advice, and
credit card balances will vanish, bankruptcy filings will disappear, and
mortgage foreclosures will cease to plague America.

Reality is not nearly so neat. Sure, there are some families who
buy too much stuff, but there is no evidence of any “epidemic” in
overspending—certainly nothing that could explain a 255 percent
increase in the foreclosure rate, a 430 percent increase in the bank-
ruptey rolls, and a 570 percent increase in credit card debt.20 A
growing number of families are in terrible financial trouble, but no
matter how many times the accusation is hurled, Prada and HBO

are not the reason.

Where Did the Money Go?

If they aren’t spending themselves into oblivion on designer water
and DVDs, how did middle-class families get into so much financial
trouble? The answer starts, quite literally, at home.

We could pile cliché on cliché about the home, but we will settle
for this observation: The home is the most important purchase for
the average middle-class family. To the overwhelming majority of
Americans, home ownership stands out as the single most important
component of “the good life.”2! Homes mark the lives of their chil-
dren, setting out the parameters of their universe. The luck of loca-
tion will determine whether there are computers in their class-
rooms, whether there are sidewalks for them to ride bikes on, and
whether the front yard is a safe place to play. And a home will con-
sume more of the family’s income than any other purchase—more
than food, more than cars, more than health insurance, more than
child care.

As anyone who has read the newspapers or purchased a home
knows, it costs a lot more to buy a house than it used to.22 (Since the
overwhelming majority of middle-class parents are homeowners, we
focus this discussion on the costs of owning, rather than renting.23)
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What most of us have forgotten, however, is that today’s home prices
are not the product of some inevitable demographic force that has
simply rolled its way across America. Quite the opposite. In the late
1980s, several commentators predicted a spectacular collapse in the
housing market. Economists reasoned that the baby boomers were
about to become empty nesters, so pressure on the housing market
would undergo a sharp reversal. According to these experts, housing
prices would reverse their forty-year upward trend and drop during
the 1990s and 2000s—anywhere from 10 to 47 percent.2

Of course, the over-consumption critics have a ready explanation for
why housing prices shot up despite expert predictions: Americans are
bankrupting themselves to buy over-gadgeted, oversized “McMan-
sions.”. Money magazine captures this view: “A generation or so ago . . .
a basic, 800-square-foot, $8,000 Levittown box with a carport was
heaven. . . . By the 1980s, the dream had gone yupscale. Home had be-
come a 6,000-square-foot contemporary on three acres or a gutted and
rehabbed townhouse in a gentrified ghetto.”2

Where did so many people get this impression? Perhaps from the
much ballyhooed fact that the average size of a new home has in-
creased by nearly 40 percent over the past generation (though it is
still less than 2,200 square feet).26 But before the over-consumption
camp declares victory, there are a few more details to consider. The
overwhelming majority of middle-income families don't live in one
of those spacious new homes. Indeed, the proportion of families liv-
ing in older homes has increased by nearly 50 percent over the past
generation, leaving a growing number of homeowners grappling
with deteriorating roofs, peeling paint, and old wiring. Today, nearly
six out of ten families own a home that is more than twenty-five
years old, and nearly a quarter own a house that is more than fifty
years old.27

Despite all the hoopla over the highly visible status symbols of the
well-to-do, the size and amenities of the average middle-class family
home have increased only modestly. The median owner-occupied
home grew from 5.7 rooms in 1975 to 6.1 rooms in the late 1990s—
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an increase of less than half of a room in more than two decades.28
What was this half a room used for? Was it an “exercise room,” a
“media room,” or any of the other exotic uses of space that critics
have so widely mocked? No. The data show that most often that extra
room was a second bathroom or a third bedroom.?® These are mean-
ingful improvements, to be sure, but the average middle-class family
in a six-room house has hardly rocketed to McMansion status.

For the Children

The finger-waggers missed another vital fact: The rise in housing
costs has become a family problem. Home prices have grown across
the board, but the brunt of the price increases has fallen on families
with children. Data from the Federal Reserve show that the median
home value for the average childless individual increased by 23 per-
cent between 1983 and 1998—an impressive rise in just fifteen
years.30 (Again, these and all other figures are adjusted for inflation.)
For married couples with children, however, housing prices shot up
79 percent—more than three times faster.3! To put this in dollar
terms, compare the single person without children to a married cou-
ple with children. In 1983 the average childless individual bought a
$73,000 house, compared with a $90,000 house today (adjusted for
inflation). In 1983 the average married couple with children owned a
house worth $98,000. Just fifteen years later, a similar family with
children bought a house worth $175,000. The growing costs made a
big dent in the family budget, as monthly mortgage costs made a sim-
ilar jump, despite falling interest rates.’2 No matter how the data are
cut, couples with children are spending more than ever on housing.

Why would the average parent spend so much money on a home?
The over-consumption theory doesn’t offer many insights. We doubt
very much that families with children have a particular love affair
with “bathroom spas” and “professional kitchens” while the swinging
singles are perfectly content to live in Spartan apartments with out-
dated kitchens and closet-sized bathrooms.
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No, the real reason lies elsewhere. For many parents, the answer
came down to two words so powerful that families would pursue
them to the brink of bankruptey: safety and education. Families put
Mom to work, used up the family’s economic reserves, and took on
crushing debt loads in sacrifice to these twin gods, all in the hope of
offering their children the best possible start in life.

The best possible start begins with good schools, but parents are
scrambling to find those schools. Even politicians who can’t agree on
much of anything agree that there is a major problem in America’s
public schools. In the 2000 election campaign, for example, presiden-
tial candidates from both political parties were tripping over each
other to promote their policies for new educational programs. And
they had good reason. According to a recent poll, education now
ranks as voters’ single highest priority for increased federal spend-
ing—higher than health care, research on AIDS, environmental pro-
tection, and fighting crime.33

Everyone has heard the all-too-familiar news stories about kids
who can't read, gang violence in the schools, classrooms without text-
books, and drug dealers at the school doors. For the most part, the
problems aren't just about flawed educational policies; they are also
depicted as the evils associated with poverty.3¢ Even President Bush
(who didn’t exactly run on a Help-the-Poor platform) focused on
helping “failing” schools, which, by and large, translates into help for
schools in the poorest neighborhoods.

So what does all this have to do with educating middle-class chil-
dren, most of whom have been lucky enough to avoid the worst failings
of the public school system? The answer is simple—money. Failing
schools impose an enormous cost on those children who are forced to
attend them, but they also inflict an enormous cost on those who don't.

Talk with an average middle-class parent in any major metropoli-
tan area, and she’ll describe the time, money, and effort she devoted
to finding a slot for her offspring in a decent school. In some cases,
the story will be about mastering the system: “We put Joshua on the
wait-list for the Science Magnet School the day he was born.” In
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other cases, it will be one of leaving the public school system alto-
gether, as middle-class parents increasingly opt for private, parochial,
or home schooling. “My husband and I both went to public schools,
but we just couldn’t see sending Erin to the [local] junior high.” But
private schools and strategic maneuvering go only so far. For most
middle-class parents, ensuring that their children get a decent educa-
tion translates into one thing: snatching up a home in the small sub-
set of school districts that have managed to hold on to a reputation of
high quality and parent confidence.

Homes can command a premium for all sorts of amenities, such as
a two-car garage, proximity to work or shopping, or a low crime rate.
A study conducted in Fresno (a midsized California metropolis with
400,000 residents) found that, for similar homes, school quality was
the single most important determinant of neighborhood prices—more
important than racial composition of the neighborhood, commute
distance, crime rate, or proximity to a hazardous waste site.35 A study
in suburban Boston showed the impact of school boundary lines. Two
homes located less than half a mile apart and similar in nearly every
aspect, will command significantly different prices if they are in dif-
ferent elementary school zones.3¢ Schools that scored just 5 percent
higher on fourth-grade math and reading tests added a premium of
nearly $4,000 to nearby homes, even though these homes were virtu-
ally the same in terms of neighborhood character, school spending,
racial composition, tax burden, and crime rate.

By way of example, consider University City, the West Philadel-
phia neighborhood surrounding the University of Pennsylvania. In an
effort to improve the area, the university committed funds for a new
elementary school. The results? At the time of the announcement,
the median home value in the area was less than $60,000. Five years
later, “homes within the boundaries go for about $200,000, even if
they need to be totally renovated.”7 The neighborhood is otherwise
pretty much the same: the same commute to work, the same distance
from the freeways, the same old houses. And yet, in five years fami-
lies are willing to pay more than triple the price for a home, just so
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they can send their kids to a better public elementary school. Real es-
tate agents have long joked that the three things that matter in deter-
mining the price of a house are “location, location, location.” Today,
that mantra could be updated to “schools, schools, schools.”

This phenomenon isn’t new, but the pressure has intensified con-
siderably. In the early 1970s, not only did most Americans believe
that the public schools were functioning reasonably well, a sizable
majority of adults thought that public education had actually im-
proved since they were kids. Today, only a small minority of Ameri-
cans share this optimistic view. Instead, the majority now believes
that schools have gotten significantly worse.38 Fully half of all Ameri-
cans are dissatisfied with America’s public education system, a deep
concern shared by black and white parents alike.

Even Juliet Schor, a leading critic of over-consumption, acknowl-
edges the growing pressure on parents. For all that she criticizes
America’s love affair with granite countertops and microwave ovens,
she recognizes that parents can find themselves trapped by the needs
of their children:

Within the middle class, and even the upper middle class, many families
experience an almost threatening pressure to keep up, both for themselves
and their children. They are deeply concerned about the rigors of the
global economy, and the need to have their children attend “good” schools.

This means living in a community with relatively high housing costs.40

In other words, the only way to ensure that a beloved youngster gets
a solid education is to spring for a three-bedroom Colonial with an
hour-long commute to a job in the city.

Today’s parents must also confront another frightening prospect as
they consider where their children will attend school: the threat of
school violence. The widely publicized rise in shootings, gangs, and
dangerous drugs at public schools sent many parents in search of a
safe haven for their sons and daughters. Violent incidents can happen
anywhere, as the shootings at lovely suburban Columbine High
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School in Colorado revealed to a horrified nation. But the statistics
show that school violence is not as random as it might seem. Accord-
ing to one study, the incidence of serious violent crime—such as rob-
bery, rape, or attack with a weapon—is more than three times higher
in schools characterized by high poverty levels than those with pre-
dominantly middle- and upper-income children.4! Similarly, urban
children are more than twice as likely as suburban children to fear
being attacked on the way to or from school.#2 The data expose a
harsh reality: Parents who can get their kids into a more economically
segregated neighborhood really improve the odds that their sons and
daughters will make it through school safely.

Newer, more isolated suburbs with restrictive zoning also promise
a refuge from the random crimes that tarnish urban living.*3 It may
seem odd that families would devote so much attention to personal
safety—or the lack thereof—when the crime rate in the United
States has fallen sharply over the past decade.#* But national statistics
mask differences among communities, and disparities have grown
over time. In many cities, the urban centers have grown more dan-
gerous while outlying areas have gotten safer—further intensifying
the pressure parents feel to squeeze into a suburban refuge.# In Bal-
timore and Philadelphia, for example, the crime rate fell in the sur-
rounding suburbs just as it increased in the center city. The dispari-
ties are greatest for the most frightening violent crimes. Today a
person is ten times more likely to be murdered in center city
Philadelphia than in its surrounding suburbs, and twelve times more
likely to be killed in central Baltimore.46

Dyed-in-the-wool urbanites would be quick to remind us that al-
though the crime rate may have climbed in many urban areas, the av-
erage family faces only minuscule odds of being killed in a random
act of violence in downtown Baltimore or any other city. That may be
true, but it is beside the point, because it ignores a basic fact of
parental psychology—worry. Parents are constantly mindful of the
vulnerability of their children, and no amount of statistical reasoning
can persuade them to stop worrying.
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Emily Cheung tells a story that resonates with millions of parents.
A psychotherapist and longtime city dweller, Emily had rented an
apartment in a working-class neighborhood. For years, she sang the
praises of city living. But as her boys got older, her views began to
change. “We were close to The Corner and I was scared for [my
sons]. I didn’t want them to grow up there.” After a series of break-
ins on her block, Emily started looking for a new place for her family
to live. “I wasn’t looking to buy a house, but I wanted to rent some-
thing away from [this neighborhood] to get my boys out to better
schools and a safer place.” It wasn’t as easy as she had hoped. Emily
couldn’t find any apartments in the neighborhood she wanted to live
in. When her real estate agent convinced her that she could qualify
for a mortgage, she jumped at the chance to move to the suburbs.

The first night in the house, I just walked around in the dark and was so
grateful. . . . At this house, it was so nice and quiet. [My sons] could go
outdoors and they didn’t need to be afraid. [She starts crying.] I thought
that if I could do this for them, get them to a better place, what a won-
derful gift to give my boys. I mean, this place was three thousand times
better. It is safe with a huge front yard and a back yard and a driveway. It
is wonderful. I had wanted this my whole life.

Emily took a huge financial gamble buying a house that claimed
nearly half of her monthly income, but she had made up her mind to
do whatever she could to keep her boys safe.

Families like Emily’s have long acknowledged crime as an unfortu-
nate fact of life, but the effect on parents has changed. A generation
ago, there just wasn’t much that average parents could do to escape
these hazards. A family could buy a guard dog or leave the lights on,
but if the suburbs were about as troubled as the cities—or if crime
wasn't framed as a city problem—then the impetus to move wasn’t
very compelling. Today, however, cities and suburbs seem to present
two very distinct alternatives. When the car is stolen or the news fea-
tures a frightening murder on a nearby street, families are more in-
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clined to believe that the suburbs will offer them a safer alternative.
According to one study, more than one-third of families who had left
central Baltimore and over half of families who had considered leav-
ing “were moved to do so by their fear of crime.”#

Ultimately, however, it did not matter whether there was a mean-
ingful gap between the schools in the center cities and those in the
surrounding suburbs, or whether the streets really were safer far
away from the big city. It didn’t even matter whether there really was
a crisis in public education, as the politicians and the local news
might insist. What mattered was that parents believed that there was
an important difference—and that the difference was growing.4® The
only answer for millions of loving parents was to buy their way into a
decent school district in a safe neighborhood—whatever the cost.

Bidding War in the Suburbs

And so it was that middle-class families across America have been
quietly drawn into an all-out war. Not the war on drugs, the war
about creationism, or the war over sex education. Their war has re-
ceived little coverage in the press and no attention from politicians,
but it has profoundly altered the lives of parents everywhere, shaping
every economic decision they make. Their war is a bidding war. The
opening shots in this war were fired in the most ordinary circum-
stances. Individual parents sought out homes they thought were good
places to bring up kids, just as their parents had done before them.
But as families saw urban centers as increasingly unattractive places
to live, the range of desirable housing options began to shrink and
parents’ desire to escape from failing schools began to take on new
urgency. Millions of parents joined in the search for a house on a safe
street with a good school nearby. Over time, demand heated up for
an increasingly narrow slice of the housing stock.

This in itself would have been enough to trigger a bidding war for
suburban homes in good school districts. But a growing number of
families brought new artillery to the war: a second income. In an era
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when the overwhelming majority of mothers are bringing home a
paycheck and covering a big part of the family’s bills, it is easy to for-
get that just one generation ago most middle-class mothers—includ-
ing those in the workforce—made only modest contributions to the
family’s regular expenses. A generation ago, the average working wife
contributed just one-quarter of the family’s total income.#® In many
families, Mom’s earnings were treated as “pin money” to cover treats
and extras, not mortgages and car payments. Unenlightened hus-
bands weren’t the only ones to foster this attitude. Banks and loan
companies routinely ignored women’s earnings in calculating
whether to approve a mortgage, on the theory that a wife might leave
the workforce at any moment to pursue full-time homemaking.50

In 1975 Congress passed an important law with far-reaching conse-
quences for families” housing choices. The Equal Credit Opportunity
Act stipulated, among other things, that lenders could no longer ignore
a wife’s income when judging whether a family earned enough to qual-
ify for a mortgage 5! By the early 1980s, women’s participation in the
labor force had become a significant factor in whether a married couple
could buy a home.52 Both families and banks had started down the path
of counting Mom’s income as an essential part of the monthly budget.

This change may not sound revolutionary today, but it represents a
seismic shift in family economics. No longer were families con-
strained by Dad’s earning capacity. When Mom wanted a bigger yard
or Dad wanted a better school for the kids, families had a new an-
swer: Send Mom to work and use her paycheck to buy that nice
house in the suburbs.

The women’s movement contributed to this trend, opening up new
employment possibilities and calling on mothers to reconsider their
lifetime goals. For some women, the decision to head into the work-
place meant personal fulfillment and expanded opportunities to en-
gage in interesting, challenging occupations. For many more, the
sense of independence that accompanied a job and a paycheck pro-
vided a powerful incentive. But for most middle-class women, the
decision to get up early, drop the children off at day care, and head to
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the office or factory was driven, at least in part, by more prosaic rea-
sons. Millions of women went to work in a calculated attempt to give
their families an economic edge.

The transformation happened gradually, as hundreds of thousands
of mothers marched into the workforce year after year. But over the
course of a few decades, the change has been nothing short of revo-
lutionary. As recently as 1976 a married mother was more than twice
as likely to stay home with her children as to work full-time. By 2000,
those figures had almost reversed: The modern married mother is
now nearly twice as likely to have a full-time job as to stay home.54
The transformation can be felt in other ways. In 1965 only 21 percent
of working women were back at their jobs within 6 months of giving
birth to their first child. Today, that figure is higher than 70 percent.
Similarly, a modern mother with a three-month-old infant is more
likely to be working outside the home than was a 1960s woman with
a five-year-old child.5> As a claims adjuster with two children told us,
“It never even occurred to me not to work, even after Zachary was
born. All the women I know have a job.”

Even these statistics understate the magnitude of change among
middle-class mothers. Before the 1970s, large numbers of older
women, lower-income women, and childless women were in the
workforce.56 But middle-class mothers were far more likely to stay
behind, holding on to the more traditional role of full-time home-
maker long after many of their sisters had given it up. Over the past
generation, middle-class mothers flooded into offices, shops, and fac-
tories, undergoing a greater increase in workforce participation than
either their poor or their well-to-do sisters.57 Attitudes changed as
well. In 1970, when the women’s revolution was well under way, 78
percent of younger married women thought that it was “better for
wives to be homemakers and husbands to do the breadwinning.”38
Today, only 38 percent of women believe that it is “ideal” for one par-
ent to be home full-time, and nearly 70 percent of Americans believe
it doesn’t matter whether it is the husband or the wife who stays
home with the children.>®
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It is also the middle-class family whose finances have been most
profoundly affected by women’s entry into the workforce. Poorer, less
educated women have seen small gains in real wages over the past
generation. Wealthy women have enjoyed considerable increases, but
those gains were complemented by similar increases in their hus-
bands’ rapidly rising incomes.f® For the middle class, however,
women’s growing paychecks have made all the difference, compen-
sating for the painful fact that their husbands’ earnings have stag-
nated over the past generation. 6!

For millions of middle-class families hoping to hold on to a more
traditional mother-at-home lifestyle, the bidding wars crushed those
dreams. A group of solidly middle-class Americans—our nation’s po-
lice officers—illustrate the point. A recent study showed that the av-
erage police officer could not afford a median priced home in two-
thirds of the nation’s metropolitan areas on the officer’s income
alone.62 The same is true for elementary school teachers. Nor is this
phenomenon limited to high-cost cities such as New York and San
Francisco. Without a working spouse, the family of a police officer
or teacher is forced to rent an apartment or buy in a marginal neigh-
borhood even in more modestly priced cities such as Nashville,
Kansas City, and Charlotte. These families have found that in order
to hold on to all the benefits of a stay-at-home mom (which we will
discuss in chapter 3), they will be shoved to the bottom rungs of the
middle class.

What about those families with middle-class aspirations who
earned a little less than average or those who lived in a particularly
expensive city? Even with both parents in the workforce, they have
fallen behind. Rather than drop out of the bidding war and resign
themselves to sending their kids to weaker schools, many middle-
class couples have seized on another way to fund their dream home:
take on a bigger mortgage. In 1980, the mortgage lending industry
was effectively deregulated (see chapter 6). As a result, average fam-
ilies could find plenty of banks willing to issue them larger mortgages
relative to their incomes. As the bidding war heated up, families took
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on larger and larger mortgages just to keep up, committing them-
selves to debt loads that were unimaginable just a generation earlier.

With extra income from Mom’s paycheck and extra mortgage
money from the bank, the usual supply and demand in the market for
homes in desirable areas exploded into an all-out bidding war. As mil-
lions of families sent a second earner into the workforce, one might
expect that they would spend less on housing as a proportion of total
income. Instead, just the opposite occurred. A growing number of
middle-class families now spend more on housing relative to family
income.53 As demand for the limited stock of desirable family hous-
ing continued to grow, prices did not reach the natural limit that
would have been imposed by the purchasing power of the single-
income family confined to a conventional 80 percent mortgage. In-
stead, monthly mortgage expenses took a leap of 69 percent at a time
that other family expenditures—food, clothing, home furnishings,
and the like—remained steady or fell.64

Parents were caught. It may have been their collective demand for
housing in family neighborhoods that drove prices up, but each indi-
vidual family that wanted one of those houses had no choice but to
join in the bidding war. If one family refused to pay, some other fam-
ily would snatch up the property. No single family could overcome
the effects of millions of other families wanting what it wanted.

Each year, a growing number of stay-at-home mothers made the
move into the workforce, hoping to put their families into solidly
middle-class neighborhoods. But the rules quietly changed. Today’s
mothers are no longer working to get ahead; now they must work just
to keep up. Somewhere along the way, they fell into a terrible trap.

Out of the Housing Trap?

Can families extract themselves from the two-income housing trap?
We could make all the obvious suggestions here. Families should
“downshift,” taking on no more mortgage debt than they can afford.
If that means renting for another ten years or living in a neighbor-
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hood with lousy schools, well, that’s just too bad. This advice would
certainly be sensible from a financial point of view. The problem is
that families don't find it particularly compelling. The experts have
been dispensing these words of wisdom for at least a decade with no
discernible effect, and we’re pretty sure that adding our own voices
to the chorus would be useless.

Alternatively, we could take the usual liberal approach, calling for
more government regulation of the housing market such as price caps.
But we don't think the solution lies with such complex regulations. In-
deed, any effort to eliminate the fundamental forces of supply and de-
mand with such artificial constraints might actually worsen the situa-
tion by diminishing the incentive to build new houses or improve
older ones. Nor would we argue for outright government subsidies.
Such programs may be appropriate to help a small number of low-
income families get a decent place to live, but America simply cannot
afford mass subsidies for its middle class to buy housing. Besides, di-
rect subsidies are likely to add more ammunition to the already ru-
inous bidding wars, ultimately driving home prices even higher.

In order to free families from the trap, it is necessary to go to the
heart of the problem: public education. Bad schools impose indi-
rect—but huge—costs on millions of middle-class families. In their
desperate rush to save their children from failing schools, families are
literally spending themselves into bankruptcy. The only way to take
the pressure off these families is to change the schools.

The concept of public schools is deeply American. It is perhaps the
most tangible symbol of opportunity for social and economic mobility
for all children, embodying the notion that merit rather than money
determines a child’s future. But who are we kidding? As parents in-
creasingly believe that the differences among schools will translate
into differences in lifetime chances, they are doing everything they
can to buy their way into the best public schools. Schools in middle-
class neighborhoods may be labeled “public,” but parents have paid
for tuition by purchasing a $175,000 home within a carefully selected
school district.
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It is time to sound the alarm that the crisis in education is not only
a crisis of reading and arithmetic; it is also a crisis in middle-class
family economics. At the core of the problem is the time-honored rule
that where you live dictates where you go to school. Any policy that
loosens the ironclad relationship between location-location-location
and school-school-school would eliminate the need for parents to pay
an inflated price for a home just because it happens to lie within the
boundaries of a desirable school district.

A well-designed voucher program would fit the bill neatly. A tax-
payer-funded voucher that paid the entire cost of educating a child
(not just a partial subsidy) would open a range of opportunities to all
children. With fully funded vouchers, parents of all income levels
could send their children—and the accompanying financial sup-
port—to the schools of their choice. Middle-class parents who used
state funds to send their kids to school would be able to live in the
neighborhood of their choice—or the neighborhood of their pocket-
book. Fully funded vouchers would relieve parents from the terrible
choice of leaving their kids in lousy schools or bankrupting them-
selves to escape those schools.

We recognize that the term “voucher” has become a dirty word in
many educational circles. The reason is straightforward: The current
debate over vouchers is framed as a public-versus-private rift, with
vouchers denounced for draining off much-needed funds from public
schools. The fear is that partial-subsidy vouchers provide a boost so
that better-off parents can opt out of a failing public school system,
while the other children are left behind.

But the public-versus-private competition misses the central point.
The problem is not vouchers; the problem is parental choice. Under
current voucher schemes, children who do not use the vouchers are
still assigned to public schools based on their zip codes. This means
that in the overwhelming majority of cases, a bureaucrat picks the
child’s school, not a parent. The only way for parents to exercise any
choice is to buy a different home—which is exactly how the bidding
wars started.
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Short of buying a new home, parents currently have only one way
to escape a failing public school: Send the kids to private school. But
there is another alternative, one that would keep much-needed tax
dollars inside the public school system while still reaping the advan-
tages offered by a voucher program. Local governments could enact
meaningful reform by enabling parents to choose from among all the
public schools in a locale, with no presumptive assignment based on
neighborhood. Under a public school voucher program, parents, not
bureaucrats, would have the power to pick schools for their chil-
dren—and to choose which schools would get their children’s vouch-
ers. Students would be admitted to a particular public school on the
basis of their talents, their interests, or even their lottery numbers;
their zip codes would be irrelevant. Tax dollars would follow the chil-
dren, not the parents’ home addresses, and children who live in a
$50,000 house would have the same educational opportunities as
those who live in a $250,000 house.

Children who required extra resources, such as those with physical
or learning disabilities, could be assigned proportionately larger
vouchers, which would make it more attractive for schools to take on
the more challénging (and expensive) task of educating these chil-
dren. It might take some re-jiggering to settle on the right amount
for a public school voucher, but eventually every child would have a
valuable funding ticket to be used in any school in the area. To collect
those tickets, schools would have to provide the education parents
want. And parents would have a meaningful set of choices, without
the need to buy a new home or pay private school tuition. Ultimately,
an all-voucher system would diminish the distinction between public
and private schools, as parents were able to exert more direct control
over their children’s schools.65

Of course, public school vouchers would not entirely eliminate the
pressure parents feel to move into better family neighborhoods.
Some areas would continue to have higher crime rates or better
parks, and many parents might still prefer to live close to their chil-
dren’s schools. But a fundamental revision of school assignment poli-
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cies would broaden the range of housing choices families would con-
sider. Instead of limiting themselves to homes within one or two
miles of a school, parents could choose a home five or even ten miles
away—enough distance to give them several neighborhoods to
choose from, with a broad range of price alternatives.

School change, like any other change, would entail some costs.
More children might need to take a bus to school, pushing up school
transportation expenses. On the other hand, many parents might ac-
tually shorten their own commutes, since they would no longer be
forced to live in far-flung suburbs for the sake of their children. The
net costs could be positive or negative.

An all-voucher system would be a shock to the educational system,
but the shakeout might be just what the system needs. In the short
run, a large number of parents would likely chase a limited number
of spots in a few excellent schools. But over time, the whole concept
of “the Beverly Hills schools” or “Newton schools” would die out, re-
placed in the hierarchy by schools that offer a variety of programs
that parents want for their children, regardless of the geographic
boundaries. By selecting where to send their children (and where to
spend their vouchers), parents would take control over schools’ tax
dollars, making them the de facto owners of those schools. Parents,
not administrators, would decide on programs, student-teacher ra-
tios, and whether to spend money on art or sports. Parents’ competi-
tive energies could be channeled toward signing up early or improv-
ing their children’s qualifications for a certain school, not bankrupting
themselves to buy homes they cannot afford.

If a meaningful public school voucher system were instituted, the
U.S. housing market would change forever. These changes might
dampen, and perhaps even depress, housing prices in some of
today’s most competitive neighborhoods. But these losses would be
offset by other gains. Owners of older homes in urban centers might
find more willing buyers, and the urge to flee the cities might abate.
Urban sprawl might slow down as families recalculate the costs of
living so far from work. At any rate, the change would cause a one-
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time readjustment. The housing market would normalize, with sup-
ply and demand more balanced and families freed from ruinous

mortgages.

The Price of Education

Even with that perfect house in a swanky school district, parents still
are not covered when it comes to educating their kids—not by a long
shot. The notion that taxpayers foot the bill for educating middle-class
children has become a myth in yet another way. The two ends of the
spectrum—everything that happens before a child shows up for his first
day of kindergarten and after he is handed his high-school diploma—
fall directly on the parents. Preschool and college, which now account
for one-third (or more) of the years a typical middle-class kid spends in
school, are paid for almost exclusively by the child’s family.

Preschool has always been a privately funded affair, at least for
most middle-class families. What has changed is its role for middle-
class children. Over the past generation, the image of preschool has
transformed from an optional stopover for little kids to a “prerequi-
site” for elementary school. Parents have been barraged with articles
telling them that early education is important for everything from
“pre-reading” skills to social development. As one expert in early
childhood education observes, “In many communities around the
country, kindergarten is no longer aimed at the entry level. And the
only way Mom and Dad feel they can get their child prepared is
through a pre-kindergarten program.”66

Middle-class parents have stepped into line with the experts’ rec-
ommendations. Today, nearly two-thirds of America’s three- and four-
year-olds attend preschool, compared with just 4 percent in the mid-
1960s.67 This isn't just the by-product of more mothers entering the
workforce; nearly half of all stay-at-home moms now send their kids
to a prekindergarten program.s8 As Newsweek put it, “The science
says it all: preschool programs are neither a luxury nor a fad, but a
real necessity.”89
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As demand has heated up, many families have found it increasingly
difficult to find a prekindergarten program with an empty slot. Au-
thor Vicki Iovine describes the struggle she experienced trying to get
her children into preschool in southern California:

Just trying to get an application to any old preschool can be met with
more attitude than the maitre d’ at Le Cirque. If you should be naive
enough to ask if there will be openings in the next session, you may be re-
minded that there are always more applicants than openings, or the per-

son might just laugh at you and hang up.”

Ms. Tovine’s remarks are tongue-in-cheek, and pundits love to
mock the parent who subscribes to the theory that “if little Susie
doesn’t get into the right preschool she’ll never make it into the right
medical school.” But the shortage of quality preschool programs is
very real. Child development experts have rated day-care centers,
and the news is not good. The majority are lumped in the “poor to
mediocre” range.” Not surprisingly, preschools with strong reputa-
tions often have long waiting lists.”2

Once again, today’s parents find themselves caught in a trap. A
generation ago, when nursery school was regarded as little more than
a chance for Mom to take a break, parents could consider the eco-
nomics in a fairly detached way, committing to pay no more than
what they could afford. And when only a modest number of parents
were shopping for those preschool slots, the prices had to remain low
to attract a full class. Today, when scores of experts routinely pro-
claim that preschool is decisive in a child’s development, but a slot in
a preschool—any preschool—can be hard to come by, parents are in
a poor position to shop around for lower prices.

The laws of supply and demand take hold in the opposite direc-
tion, eliminating the pressure for preschool programs to keep prices
low as they discover that they can increase fees without losing pupils.
A full-day program in a prekindergarten offered by the Chicago pub-
lic school district costs $6,500 a year—more than the cost of a year’s
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tuition at the University of Illinois.” High? Yes, but that hasn’t de-
terred parents: At just one Chicago public school, there are ninety-
five kids on a waiting list for twenty slots. That situation is fairly typi-
cal. According to one study, the annual cost for a four-year-old to
attend a child care center in an urban area is more than double the
price of college tuition in fifteen states.” And so today’s middle-class
families simply spend and spend, stretching their budgets to give
their child the fundamentals of a modern education.

The Promise of Public Education

The solution here is pretty obvious: Extend the scope of public educa-
tion. If Americans generally believe that educational programs should
begin at age three, why should public education wait to kick in at age
five or six? The decision about how old children should be when they
start school was made more than a century ago, when views about the
learning capacity of young children were very different. The absence of
publicly funded preschool is an anachronism, one that could easily be
remedied. A host of politicians, including 2000 Democratic presidential
candidate Al Gore and Congressman Richard Gephardt, have proposed
publicly funded, universal preschool.” We agree—it is high time.

At this point, the reader might expect us to join the chorus calling
for taxpayer-funded day care as well. Unlike preschool, the primary
mission of most day-care programs is not to educate children but to
provide surrogate child care when parents are at work. For more
than two decades, women’s groups, labor unions, and liberal politi-
cians have been pressing the government to foot the bill for day care.
Blocked by conservatives, advocates of free day care have had little
success, but that hasn’t stopped the clamor.

It is time for a hard look at this sacred cow. How much help would
subsidized day care really offer to middle-class families? It would cer-
tainly be a big help for poorer families whose paychecks can barely
cover even low-quality child care. But what about the average two-
parent middle-class family? Government-sponsored day care would
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ease the immediate cost pressures on some families, but the long-
term financial implications are more complex. Unlike the money that
the government spends on public safety or education, which benefit
every child, subsidized day care benefits only some kids—those whose
parents both work outside the home. Day-care subsidies offer no help
for families with a stay-at-home mother. In fact, such subsidies would
make financial life more difficult for these families, because they
would create yet another comparative disadvantage for single-income
families trying to compete in the marketplace. Every dollar spent to
subsidize the price of day care frees up a dollar for the two-income
family to spend in the bidding wars for housing, tuition, and every-
thing else that families are competing for—widening the gap between
single- and dual-income families. Any subsidy that benefits working
parents without providing a similar benefit to single-income families
pushes the stay-at-home mother and her family further down the eco-
nomic ladder. In effect, government-subsidized day care would add
one more indirect pressure on mothers to join the workforce.

Does that mean that publicly supported day care is a bad idea?
Not necessarily. If it were part of a package that also improved public
education from kindergarten through high school, the bidding-war
implications of a day-care subsidy would be muted. Moreover, day-
care subsidies could be accompanied by offsetting support for single-
income families, such as tax credits for stay-at-home parents, which
would help level the playing field between single- and dual-income
families. Besides, publicly supported day care would have very real
benefits for society at large, not the least of which would be to raise
the standard of care for millions of children who currently receive in-
adequate attention while their parents are at work.

That All-Important Degree

Finally, we come to the other end of the education spectrum, for which
American parents are advised to start stashing away money before their
little ones can even fingerpaint, let alone choose a major: college.
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Americans are a contentious lot. They express an astonishing variety
of opinions about politics and religion, sports teams and movies, vita-
min supplements and workplace dress codes. They even disagree on
the basic facts of history. According to one recent poll, 6 percent of our
fellow citizens believe that the Apollo moon landings were faked.” But
there is one topic on which Americans overwhelmingly agree: the im-
portance of a college education. According to a recent survey, 97 per-
cent of Americans agree that a college degree is “absolutely necessary”
or “helpful,” compared with a scant 3 percent claiming that a degree is
“not that important.””” In other words, Americans are twice as likely to
believe that man never walked on the moon as they are to believe that
a college degree doesn’t matter! In a diverse culture full of contrarians
who relish their differences with one another, faith in the power of
higher education is the new secular religion. Americans now see a col-
lege degree as the single most important determinant of a young per-
son’s chances of success—even more significant than getting along well
with others or having a good work ethic.7

A generation or so ago, Americans were more likely to believe that
there were many avenues for a young person to make his way into the
middle class, including paths that didn’t require a degree. I (Eliza-
beth) recall my parents encouraging me to attend college, since my
grades were high and they hoped I might become a teacher one day.
But they were equally pleased when my eldest brother joined the Air
Force, my middle brother entered a skilled trade, and my youngest
brother became a pilot—even though all three of the boys had given
up on college. My parents’ views were pretty typical a generation or
two ago. Education was valued, but no one in our neighborhood
would have claimed it was the “single most important determinant of
a young person’s success.”

Today, 77 percent of adults say that getting a college education
is more important than it was just ten years ago, and 87 pércent be-
lieve that “a college education has become as important as a high
school diploma used to be.”” Middle-class parents—obeying the
dictate that college is essential in the new economy—have found
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themselves combatants in yet another active bidding war. Once
again, supply and demand are out of balance. The number of stu-
dents aiming for a spot in a decent four-year institution is rising
every year, while the number of openings at the major public and
private universities stays essentially the same. This is true not just
at Harvard and Princeton, but also at the big state universities. The
“open admission” policies that once ensured pretty much everyone
a slot at State U. have virtually disappeared. Indeed, many state
universities no longer have room even for average students, let
alone struggling ones. The University of Wisconsin, for example,
recently announced that the majority of its student body graduated
in the top 10 percent of their high school classes.80 Not every child
can be in the top 10 percent, and parents can find themselves in a
bind. For the growing number of parents whose kids don’t make it
into the local public university, there may be little choice but to
come up with $25,000 (or more) a year for tuition, room, and
board at a private college.8!

With more applications flooding admissions offices every year, col-
leges are in the catbird seat, free to increase the price of admission
with relative impunity. Parents may complain and students may
protest, but since nearly two-thirds of parents view a degree for Ju-
nior as “absolutely essential,” universities can safely assume that fam-
ilies will find a way to pay.82 And that is precisely what has happened.
After adjusting for inflation, in-state tuition and fees at the average
state university have nearly doubled in less than twenty-five years.s
To put that in perspective, the price of college has grown twice as fast
as the average professor’s salary, three times faster than the cost of
food, and eight times faster than the cost of electricity.84 Tuition,
room, and board now cost more than $8,600 a year at the average
public university. To pay these fees the average family in the United
States would have to commit 17 percent of its total pretax income to
this one expense.85 A private education is even more prohibitive.
Denise Robinson, a schoolteacher in central Texas, describes the cost
of putting her older daughter through the local Catholic college: “You
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don’t make enough that you're [rich], but you don’t qualify for finan-
cial aid. We were probably out at least $100,000 at the end.”

It should come as no surprise that six out of ten Americans also be-
lieve it is “absolutely essential” that university administrators keep tu-
ition from rising.86 But despite public opinion, costs continue to spiral
upward. University officials typically blame tuition hikes on the in-
evitable consequences of rising costs. They point to the high costs of
keeping up with scientific discoveries, the need to provide technology
resources for students and faculty, and the growth in financial aid—all
valuable endeavors.87 Economist David Breneman gives voice to this
view, claiming, “There is no problem for the federal government or the
colleges and universities to solve other than the public relations task of
explaining the economic facts of life to the populace.”s8

But not all the cost increases are just “facts of life,” as Dr. Brene-
man suggests. For example, the American Association of University
Professors blames spiraling administrative costs, which grew by 60
percent between 1980 and 1997.8¢ The American Council on Educa-
tion points to “student expectations” for “a high level and wide vari-
ety of services,” which includes, among other things, “better food ser-
vices.”® Another study shows that the more prestigious colleges have
decreased the teaching loads of their undergraduate professors, giv-
ing them more time for research and other pursuits.9!

And then there are sports. In winning years a few of the big pro-
grams might break even thanks to sell-out crowds and television
deals, but for most colleges the costs to field teams in every sport
from football to water polo must come out of the general budget.
Basketball powerhouse Duke University is a case in point. Every year
it takes $4 million to $5 million out of the university’s general rev-
enues to pump into the athletic budget. Columbia University allo-
cates even more, redirecting $7 million of its general revenue to
make up the shortfall in athletics.92 In the race to win the most
games, universities are spending more every year, and the deficits are
getting larger. According to the National Collegiate Athletic Associa-
tion, the overwhelming majority of colleges lose money on their
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sports programs. During the 1990s the average deficit grew by more
than 50 percent for all but the largest universities.9

We point out these expenditures not because we are scrooges who
don’t enjoy a good football game (one of us is a diehard University of
Oklahoma football fan). Our aim is to expose the myth that college
costs are like helium balloons that inevitably rise by the immutable
laws of nature. We believe that colleges are charging more not be-
cause they must, but because they can. Like parents, institutions of
higher learning have entered into a bidding war of their own—not
the war to provide the best value to families, but the war to produce
the best research, win the most basketball games, and serve the best
food. According to the Chronicle of Higher Education, virtually every
university in America “aspires to make it into the top 50, or top 20, or
top 10.794 As a result, colleges have engaged in an “arms race of ex-
penditures triggered by the pursuit of prestige.” And parents are
stuck paying the bill.

In the absence of rising demand, this arms race of prestige just
wouldn’t have been possible. If Americans had not come to view a
college degree as equivalent to an “admission ticket to good jobs and
a middle-class lifestyle,” then demand for a university slot would have
been much less intense.% As a result, parents would have been much
freer to shop for a college on the basis of price or to forgo higher ed-
ucation altogether if the price seemed too high. All but the most elite
universities would have felt far more pressure to keep costs down.
Colleges might have been forced to make some painful cuts, but uni-
versity tuition would have behaved more like any other rational mar-
ketplace, in which supply and demand are balanced and price holds
relatively steady.

Time for a Tuition Freeze?

Whenever the problem of college costs are discussed, conservative
policymakers typically focus on making more loans available to fami-
lies. But is this really a solution? In 2001, over 5 million students had
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borrowed $34 billion in federal student loans—more than triple the
amount borrowed just ten years earlier.9” Student borrowing from
private lenders has grown even faster, increasing fivefold in just six
years.? Nor do college students bear the burden alone; parents are
also going deep into debt to pay for their children’s education. Every
year, more than a million families take out a second mortgage on
their homes just to pay for educational expenses.?® Borrowing does
not reduce the costs; it simply means that families can pay and pay
and pay some more. At what point do we agree that families have
taken on all the debt they can handle? The debt load tripled in the
past ten years—do we intend to let it triple again over the next
decade? Offering these families more debt is like throwing rocks to a
drowning man—it won't help.

Liberals, for their part, regularly call on taxpayers to foot more of
the bill. But taxpayers are paying more. Over the past two decades,
states increased per-pupil appropriations to public universities by 13
percent (adjusted for inflation).190 How much more are taxpayers
supposed to pay? Are state governments supposed to write a blank
check for higher education, allowing universities to increase costs
with abandon? College administrators point out that a 13 percent in-
crease in public funding fell far short of the 41 percent growth in
university expenditures, which is why they were forced to raise tu-
ition so much. That may be true, but that simply says, “We’re spend-
ing more than the state will give us, so we pass the costs on to fami-
lies.” That is not a ringing endorsement of the frugality of the current
system.

The more-taxes approach suffers from the same problem the
more-debt approach engenders. It gives colleges more money to
spend, without any attempt to control their spiraling costs. Perhaps
it is time to shake things up with a hold on price increases. A multi-
year freeze on tuition at all our state universities would prompt an
intensive discussion of higher education priorities and some hard
choices. Do they all want to offer expensive sports programs?
Should some colleges concentrate on science and engineering, while
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others focus on the liberal arts? Should universities be asked to edu-
cate more students in exchange for additional tax dollars? This ap-
proach would certainly hit the supply-and-demand problem right
between the eyes.

If all state-supported universities were committed to stopping tu-
ition increases, the effects would reverberate throughout the educa-
tional system. Many public colleges might rededicate themselves to
serving their local communities, dropping out of the arms race for
ephemeral national prestige. The pressure would be on private col-
leges to follow suit, lest the gap between private and public tuitions
grow even larger. The upward spiral of tuition and the resulting it’s-
not-our-fault-everyone-else-is-doing-it mentality would receive a se-
rious thumping.

Colleges and universities are like any other organism in their de-
sire for survival and growth. Their leaders are true believers in the
research and scholarly missions of their schools, and their desire for
excellence—however it is measured among universities—is genuine.
It is no wonder that they can always justify their rising costs and why
they need every penny that comes their way—and more. There can
always be more research, more athletic fields, more books for the li-
brary. To be sure, the issues are complex, and a spending freeze
might force some universities to make some very tough choices. In
the long run, however, it would refocus public universities on their
mission—providing an education for all qualified members of the
public, not just those who can come up with ten or twenty thousand
dollars each year.

The Family Car

Not all of the extra income brought in by Mom’s paycheck went to
that house in the suburbs and preschool and college tuition. A lot of
it went to another line item in the family budget, a favorite target of
the over-consumption critics—that shiny, oversized, overgadgeted
behemoth, the family car.
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At first, we thought the family car might just shatter our case
against the Over-Consumption Myth. Cars now come jam-packed
with automatic gizmos that no one had even dreamed of a generation
ago. And cars cost more than ever. The average family now spends an
additional $4,000 (inflation adjusted) every year to buy, lease, and
maintain the family automobiles.!0! In the words of a Toyota sales-
man quoted in Affluenza, “People’s expectations are much higher.
They want amenities—power steering, power brakes as standard,
premium sound systems.”102 At last, a big-ticket item that that proves
that Americans are indeed indulging themselves with lavish extrava-
gances they can ill afford.

Not so fast. Families spend more, but not because they are up-
grading to Corinthian leather and built-in seat warmers. Instead, the
typical family with children spent its money on something a bit more
prosaic—a second car.1%% Once an unheard-of luxury within the mid-
dle class, the second car has become a necessity. With Mom in the
workforce and the family located ever further from the city’s center,
that second car became the only means for running errands, earning
a second income, and getting by in the far-flung suburbs.104

What about the price tag on that second car? An average new car
costs more than $22,000 today, compared with less than $16,000 in
the late 1970s (inflation adjusted).!95 The critics might point a tri-
umphant finger, but they would miss another important fact. Cars
last longer than they used to. In the late 1970s, the average car on
the road was just five and a half years old. Now the average family is
driving a car that is more than eight years old.19 Today’s families
pay more for that shiny new vehicle than their parents did, but they
hold on to it longer too. In fact, when we analyzed unpublished data
from the Bureau of Labor Statistics, we found that the average
amount a family of four spends per car (car payments, insurance,
maintenance and so forth) is 20 percent less than it was a genera-
tion ago.107 For all the griping about those overpriced SUVs, there
is little evidence that sunroofs and power windows are sending fam-
ilies to the poorhouse.
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Leather interiors may not be responsible for the rise in bankrupt-
cies, but the over-consumption camp might still argue that families
could have saved by buying cheaper cars. After all, a family doesn’t
need a new SUV with a CD player, at least not in the same way that it
needs decent day care or a home in a safe neighborhood. But we
pause here to offer a bit of sympathy for the much-maligned buyer of
the family car. The din from the car industry has changed pitch over
the past generation. Glance at an advertisement from any maker of
family cars, and there youll see it: safety for sale. This testimonial is
featured on the official Volvo Web site: “The driver of the truck lost
control of his vehicle and hit me, and my wife, who was five months
pregnant. . . . There was much talk that ‘the Volvo had saved our
lives” and I'm convinced it did. . . . I wish to thank the people at Volvo
for the lives of my wife and my child. . .. 7108 Sure, maybe families
could do without the twelve-speaker sound systems, but we wouldn’t
ask them to do without the automatic braking systems, the crash-
resistant steel frames, or the dual airbags that they are spending all
that money on.

But do the cars have to be so bigP SUVs may drink gasoline with
abandon, but families are also buying room for safety devices that
didn’t even exist in the early 1970s. Every time I (Elizabeth) strap my
granddaughter into the car, I am reminded of what I did when
Amelia was a baby. I tucked her in a wicker bassinet, which perched
on the back seat of our Volkswagen Beetle. I was somewhat un-
usual—not because I failed to use so much as a seat belt to hold my
seven-pound daughter in place—but because I opted not to hold her
in my lap, where a simple fender bender would have transformed her
into a free-flying projectile.

Safety standards have changed, with a real effect on the family
pocketbook. I (Amelia) wouldn’t even think of driving my toddler to
the end of the block without strapping her into a plastic seat so enor-
mous that she looks like an astronaut preparing to launch into outer
space. We shelled out more than $100 for that seat, but the real ex-
penditure was for our car. A few years ago 1 was driving a little two-
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door Mazda—more or less the modern equivalent of Elizabeth’s Bee-
tle. But when the baby came, the Mazda had to go, replaced by a
four-door car big enough for two car seats (with the thought that our
first-born may one day have a younger brother or sister to pick on). It
gets particularly tough for families with more than two kids. Jane
Stewart, a stay-at-home mom in Denver, describes the consequences
of having three children under the age of five. According to most ex-
perts, the Stewarts should harness those three kids in the back seat—
not just with a seat belt, but into a bulky car seat or “booster seat” de-
signed especially for children—until they are at least eight years
old. 1% Jane explains, “We have a Grand Cherokee and three car seats
in the back. When the baby needs [the next-size car seat], we don't
think all three will fit. Then it will be time for a Suburban or a mini-
van.” A generation ago, the Stewarts could have fit their kids into the
back seat of any sedan on the market, with room left over for the
family dog. Today, even a Jeep Grand Cherokee—a car that weighs
4,000 pounds—is not big enough. The critics may be right that fami-
lies don’t need all those gizmos in their cars, but we would certainly
take sides with the Stewarts against anyone who argued that they
didn’t need all that room.

By and large, families have spent prudently on their automobiles,
or at least as prudently as they did a generation ago. And the money
they are spending is paying off: The rate of child auto fatalities has
declined steadily since the mid-1970s, thanks at least in part to safer
cars and better car seats.110 For all the criticism hurled at car manu-
facturers (and car buyers), it is important to note that families drive
stronger, safer cars that last a lot longer than they used to.

Families Then, Families Now: The Two-Income Trap

It’s time now to add it all up. Families are working harder and, thanks
to Mom’s income, they are making more money than ever before.
And yet, they are spending more, too. So where does that leave the
typical working family?
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We offer two examples. We begin with Tom and Susan, representa-
tives of the average middle-class family of a generation ago. (Once
again, to make the comparisons easy, all figures are adjusted for infla-
tion, reported in 2000 dollars throughout this discussion.) Tom works
full-time, earning $38,700, the median income for a fully employed
man in 1973, while Susan stays at home to care for the house and chil-
dren.1!! Tom and Susan have the typical two children, one in grade
school and a three-year-old who stays home with Susan. The family
buys health insurance through Tom’s job, to which they contribute
$1,030 a year—the average amount spent by an insured family that
made at least some contribution to the cost of a private insurance pol-
icy.112 They own an average home in an average family neighborhood—
costing them $5,310 a year in mortgage payments.!13 Shopping is within
walking distance, so the family owns just one car, on which it spends
$5,140 a year for car payments, maintenance, gas, and repairs.114 And,
like all good citizens, they pay their taxes, which claim about 24 percent
of Tom’s income.!15 Once all the taxes, mortgage payments, and other
fixed expenses are paid, Tom and Susan are left with $17,834 in discre-
tionary income (inflation adjusted), or about 46 percent of Tom’s pretax
paycheck. They aren't rich, but they have nearly $1,500 a month to
cover food, clothing, utilities, and anything else they might need.

So how does our 1973 couple compare with Justin and Kimberly,
the modern-day version of the traditional family? Like Tom, Justin is
an average earner, bringing home $39,000 in 2000—not even 1 per-
cent more than his counterpart of a generation ago. But there is one
big difference: Thanks to Kimberly’s full-time salary, the family’s
combined income is $67,800—a whopping 75 percent higher than
the household income for Tom and Susan.!!6 A quick look at their in-
come statement shows how the modern dual-income couple has
sailed past their single-income counterpart of a generation ago.

So where did all that money go? Like Tom and Susan, Justin and
Kimberly bought an average home, but today that three-bedroom-
two-bath ranch costs a lot more. Their annual mortgage payments are
nearly $9,000.117 The older child still goes to the public elementary
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FIGURE 2.1 Fixed costs as a share of family income

school, but after school and during summer vacations he goes to day
care, at an average yearly cost of $4,350. The younger child attends a
full-time preschool/day care program, which costs the family $5,320 a
year.118 With Kimberly at work, the second car is a must, so the fam-
ily spends more than $8,000 a year on its two vehicles. Health insur-
ance is another must, and even with Justin’s employer picking up a
big share of the cost, insurance takes $1,650 from the couple’s pay-
checks.119 Taxes also take their toll. Thanks in part to Kimberly’s extra
income, the family has been bumped into a higher bracket, and the
government takes 33 percent of the family’s money.120 So where does
that leave Justin and Kimberly after these basic expenses are de-
ducted? With $17,045—about $800 less than Tom and Susan, who
were getting by on just one income.

This bears repeating. Today, after an average two-income family
makes its house payments, car payments, insurance payments, and
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child care payments, they have less money left over, even though they
have a second, full-time earner in the workplace 12!

If Justin and Kimberly have less money left over than Tom and
Susan did, what happens to a family that tries to get by on a single
income in today’s economy? Their expenses would be a little lower
than Justin and Kimberly’s. They can save on after-school care for
the older child, their taxes will be lower, and, if they are lucky
enough to live close to shopping and other services, perhaps they
can get by without a second car. But if they tried to live a normal,
middle-class life in other ways—buy an average home, send their
younger child to preschool, purchase health insurance, and so
forth—they would be left with only $6,720 a year to cover all their
other expenses. They would have to find a way to buy food, cloth-
ing, utilities, life insurance, furniture, appliances, and so on with
less than $600 a month. The modern single-earner family that tries
to keep up an average lifestyle faces a 60 percent drop in discre-
tionary income compared with its one-income counterpart of a gen-
eration ago.

To all those critics who are calling for selfish mothers to return
home, we have to ask—are you kidding? Do the math. And for all the
advocates of “downshifting,” we ask just how far down these families
are supposed to shift.

We should point out that the expenses we have laid out are aver-
ages, and plenty of families manage to pay less (or more). But the al-
ternatives families have pursued in an effort to make ends meet bear
some scrutiny. Consider child care. Government statistics show that
the average amount a family of four spends on after-school care is
lower than the $4,350 we cited above. We calculated this figure from
data on families who pay for child care, but the government “aver-
age” includes children who have a grandmother or an older sibling
who watches them for free. That’s a great way for those lucky families
to save some money, but it doesn’t do a bit of good for the typical
family that has to rely on paid child care. For them, paying less
money means getting less quality, such as an unlicensed neighbor
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who parks several children in front of her television or an over-
crowded center with barely passable facilities.

There are other ways families could save money. Families could
also cut their health insurance expenses. They could drop those costs
to zero by following the model of millions of other middle-class fam-
ilies who simply live without health insurance and pray for the best.
Or they could give up the house and move into an apartment in a
marginal neighborhood. There are always options, but for families
with children, these options signal that their middle-class lives are
slipping away.

Even if they are able to trim around the edges, families are faced
with a sobering truth: Every one of those expensive items we iden-
tified—mortgage, car payments, insurance, tuition—is a fixed cost.
Families must pay them each and every month, through good times
and bad times, no matter what. Unlike clothing or food, there is no
way to cut back from one month to the next. Short of moving out of
the house, withdrawing their daughter from preschool, or canceling
the insurance policy altogether, Justin and Kimberly are stuck.
Fully 75 percent of their income is earmarked for recurrent
monthly expenses.

If all goes well, Justin and Kimberly may squeak by. They will even
get a breather in another five years or so, when the children are old
enough to be left alone after school. But the spending hiatus will last
for just a few years, until the older child heads off to college. At that
point, the family’s budget will be squeezed harder than ever as they
search for an extra $9,000 a year to cover room, board, and tuition for
the local state university. If they are lucky, they will have set some-
thing aside during the intervening years, and they’ll find a way to put
their kids through college. And when they hit their mid- to late fifties,
Justin and Kimberly might begin to think about putting something
away for their retirement (about thirty years later than a financial
planner would recommend).122

This projection assumes, of course, that nothing goes wrong. With
75 percent of income earmarked for fixed expenses, today’s family
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has no margin for error. There is no leeway to cut back if Justin’s
hours are cut or if Kimberly gets laid off. There is no room in the
budget if Kimberly needs to take a few months off work to care for
Grandma, or if Justin hurts his back and can’t work. The modern
American family is walking on a high wire without a net; they pray
there won’t be any wind. If all goes well, they will make it across
safely, their children will grow up and finish college, and they will
move on to retirement. But if anything—anything at all—goes wrong,
then today’s two-income family is in big, big trouble.
In the next chapter, we explore just how much can go wrong.



Mom: The All-Purpose Safety Net

armen’s third pregnancy was difficult. When she was thirty

weeks along, she started hemorrhaging, and her obstetrician
performed an emergency cesarean section. Little Gabe weighed
just under two pounds at birth, and the doctors predicted a lifetime
of severely impaired physical and cognitive ability for him. Many
would have considered Gabe’s fate a tragedy, but Carmen Ramirez
saw it differently. “This was God’s gift. He is my miracle baby. He
came when my sister suddenly passed away. I could not believe I
was pregnant. I felt so blessed.”

Months later, Gabe still needed the support of a machine to
breathe. He was a quiet baby who rarely fussed, but Carmen
checked on him constantly. One evening, after putting Gabe to
bed, Carmen started to fix dinner for her two older children. The
macaroni had just started boiling when she left the kitchen abruptly
and ran to the baby’s room. “I don’t know why, but I just needed to
check again.” She was confronted by a terrifying silence. Her heart
began to race. “He aspirated. I had to do CPR on him.”

Gabe survived, and over the next three years, he made some ad-
vances, but his progress was slow. Carmen explains that at age
three, “He can't really walk or talk yet. . . . He’s still on the bottle,
[and] he’s just now starting to eat table food. We have to make sure
it'’s chopped up real fine. He could choke.” Gabe is less passive now.

55
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He screams incessantly when he is anxious, which presents a particu-
lar challenge because he still needs so much medical attention. “He’s
traumatized by doctors. He’s traumatized by nurses, because of being
stuck and probed. He knows the uniforms.”

She had gone back to her job as a lab technician shortly after the
birth of each of their other two children, but it didn’t occur to either
Carmen or her husband, Mike, that she could leave Gabe. “People
are afraid to keep him, because of him being delicate,” which made
child care impossible to arrange. Even family members were reluc-
tant to look after Gabe: “My mother-in-law was afraid to take him be-
cause of his condition. If I had her to watch him, I had to be back in
an hour.”

When Gabe was first born, Carmen had arranged a leave of ab-
sence from her job. But when the leave ran out, “I just resigned,” ex-
plains Carmen. She pauses, adding hopefully, “But just until he’s
better.”

Like many of the couples we interviewed for this book, Carmen and
Mike ultimately filed for bankruptcy. The reason? Not the one their
friends might guess: the staggering expense of tending to Gabe’s
medical needs. That is not to say that Gabe’s care was inexpensive.
He had undergone four surgeries by the time he was three years old,
and, as Carmen explains, “His diaper bag comes along with a lot of
medication.” Then there are the specialists, the lab tests, the breath-
ing machine, the special supplies. Gabe is well on his way to becom-
ing a “million-dollar baby.”

But Carmen and Mike were also very lucky: Nearly all of Gabe’s
expenses were covered by Mike’s health insurance. Carmen re-
flects, “Thank God we had insurance. . . . We only paid for a few
medications from time to time, the rest are copays.” Three years
after Gabe’s birth, the family had paid less than $2,000 in medical
bills—a tiny fraction of the debts they owed when they entered into
bankruptcy.

So how did Carmen and Mike end up in so much trouble?
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The All-Purpose Safety Net

When trouble strikes, the family falls back on its safety net. They seek
out extra resources—more medical care, extra cash, someone to lend
a hand—hoping they can regain their stability at some future time.

Liberals (and inany moderates) are quick to point out that Amer-
ica’s safety net has frayed. Welfare has been slashed, hospitals no
longer offer free care to the poor, public housing has been shuttered,
Medicaid funding has been cut, and so on throughout the pages of
the New York Times.

There is something beyond the obvious hardship implied in this
litany that is important to notice. The “safety net” provided by each
of these programs serves only one segment of the population: the
poor. Nearly all these programs involve a stringent means test, mak-
ing them available only to those near or below the poverty line. They
are designed to keep hunger, disease, and destitution at bay for the
poorest members of society, at least for a while.

But what about the middle class? What is their safety net? Where
do they turn in the case of a calamity? Unemployment insurance of-
fers modest protection, and Social Security protects against penury in
old age. But there is little more. For most families to qualify for any
other form of government assistance, they would have to forgo every-
thing that makes them middle-class—their homes, their jobs, their
places in their communities.

There is little discussion about the safety net for middle-income
families, no wise folks expounding about it on the Sunday talk shows,
no long articles about it in the newspapers. The reason may be that the
middle-class safety net isn’t built with taxpayers” dollars. It is a private
safety net, built family by family, home by home, far from the spotlight
of media attention. The first lines of defense are the insurance policies,
offering at least some financial protection against accident, illness, and
death. Next is cash in the bank that can be tapped when the family has
sudden needs. But there is another line of defense for families with
children, another type of insurance that has been widely overlooked.
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For middle-class families, the most important part of the safety net for
generations has been the stay-at-home mother.

Today’s wisdom holds that a couple that sends both spouses into
the workforce is better off economically. They may be stressed out,
they may feel guilty about sending their kids to day care, and they
may have too little time for each other, but the one piece of good
news that the family can count on is that they are more financially se-
cure. The view is familiar, repeated with comforting regularity.
“Jason’s company isn’t doing well. But if something happens to his
job, at least Melinda is working.” Or “The new house will be a
stretch, but at least there are two of us to manage it.” A recent book
entitled She Works/He Works: How Two-Income Families Are Hap-
pier, Healthier, and Better-Off sums up this perspective:

Because they have two full incomes that help buffer them against the terri-
ble wrenches of a changing economy, they do not feel the gut-wrenching
vulnerability of standing at the edge of a precipice, ready at any second to
topple off the cliff if a company downsizes or relocates. . . . The dual earner

family offers economic stability, protection against financial disaster.!

Stability and protection—delicious ideas for the modern family—and
exactly what everyone knows a second income provides.

But what if it doesn’t? What if the modern two-earner couple is
actually more vulnerable than the traditional single-breadwinner
family?

A generation or so ago (and even today), the typical one-earner
family usually described the father as responsible for the economic
health of the family, with the mother assigned to roles such as home-
maker or helpmate. To the extent that she had an economic role, it
was seen as one of careful spending; it was her job to ensure that
Dad’s salary went as far as possible, and so she mended torn shirts,
packed bag lunches, and counted the family’s pennies. Her economic
contribution, in effect, was that of careful guardian of what her hus-

band brought home.
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But this traditional view was far too narrow. It conjures up an
image of the stay-at-home mother who was forever confined to the
home, unable or unwilling to make a financial contribution even
when her family faced disaster. If her husband lost his job, she could
do little more than stand by helplessly and wring her hands, or maybe
clip a few more coupons and dilute the soup with more water. In re-
ality, the stay-at-home mother was never such a cartoon figure. She
has always worn many hats, changing roles as circumstances de-
manded. When her husband was working steadily, she would forgo a
paycheck to spend her days at home taking care of the children and
keeping house, but if circumstances changed, so did she. If her hus-
band was laid off, fired, or otherwise left without a paycheck, the
stay-at-home mother didn’t simply stand helplessly on the sidelines as
her family toppled off an economic cliff; she looked for a job to make
up some of that lost income. Similarly, if her husband had a heart at-
tack and was expected to stay home for a while, she could find work
and add a new income source to help the family stay afloat financially.
A stay-at-home mother served as the family’s ultimate insurance
against unemployment or disability—insurance that had a very real
economic value even when it wasn’t drawn on.

Consider Tom and Susan, the typical one-earner family from the
1970s we introduced in chapter 2. If Tom, who earned $38,700 a year
(inflation-adjusted to 2000 dollars), was laid off from his job, he could
dip into the public safety net and draw unemployment. But his un-
employment check would cover only half of his previous salary, leav-
ing a huge shortfall for basic expenses. Without half of his income,
the family might face imminent disaster. But if Susan then entered
the workforce to help her family through this rough patch, she could
bring in much-needed income at just the right time. She wouldn’t
earn nearly as much as Tom did, but on average she would bring in
nearly $22,000 a year.2 Assuming it took Susan a couple of months to
find work, the family would just about break even. If Tom could find
another job within six months (the limit imposed by most states on
how long someone can collect unemployment benefits),3 the family
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should be able to weather the storm without any serious injury to
their financial health.

What if Tom never made it back to his original income? Susan’s
new paycheck could still make the difference between their long-
term survival and collapse. If Tom were able to return to work at a
lower-paying job, or if he could find only a part-time job, even with
his income cut in half, the now-two-earner family might approximate
its earlier lifestyle—and its long-term economic prospects. Susan
might need to remain in the workforce permanently, and the family
would have no reserves to meet any future setbacks, but they could
weather one hard economic blow—the permanent reduction of the
primary breadwinner’s income—intact.

Of course, Tom and Susan are merely an illustration; the realities of
a father losing his job are far more varied and complex.4 Researchers
have found, for example, that a woman whose husband loses his job is
more likely to enter the workforce if her children are older, perhaps
because the higher cost of day care for small children can make a
young mother’s return to work too costly.> Some longtime stay-at-
home mothers may find that they lack marketable skills; others may be
frustrated that only low-wage jobs are available to them. In addition, a
stay-at-home wife may have difficulty finding work when layoffs, such
as the one that caught her husband, are making jobs scarce in their lo-
cale.® Notwithstanding these difficulties, there is considerable evi-
dence that as a family’s economic position deteriorates, stay-at-home
wives do exactly what one might predict: They look for a job. Sociolo-
gists have found that a woman is far more likely to enter the workforce
it her husband takes a permanent wage reduction, if he faces an ex-
tended period of unemployment, or if he receives little or no unem-
ployment compensation.” This squares with common sense: If Tom
found a well-paying job just a few weeks after being laid off, there
would be little need for Susan to begin a job search. If, on the other
hand, Tom couldn't find a job, or if the only jobs he could find paid
considerably less than his previous position, then there would be far
more pressure on Susan to find a way to bring home some additional
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money. Researchers have found that the effect of wives’ added income
is not trivial; for the average married man who loses his job, his wife’s
new income offsets more than 25 percent of his lost wages.5 Indeed,
that all-purpose insurance policy provided by the stay-at-home
mother has paid off for millions of families.

One of us [Elizabeth] lived this story back in the 1960s in Oklahoma.
I was thirteen when my father had a heart attack. Daddy had been
working on our car, lying on the driveway on a cold November week-
end, when his chest began to hurt. He put off going to the doctor until
the next morning, when he was immediately hospitalized. Forty years
later, the snatches of conversation I overheard remain as vivid as if
someone had just spoken the words: “the possibility of more attacks,”
“not sure if he can ever work again,” “have you made arrangements?”
Daddy came home, gray and shaking, and he sat around the house for
weeks. My mother had been at home for more than thirty years bring-
ing up my three older brothers and me. She Iooked for a job for the
first time since she was a nineteen-year-old girl with a part-time job
singing the latest hits at a Tulsa radio station. After a few weeks of
searching, she took a job in the catalog order department at Sears.

Eventually, Daddy went back to work, but to a job that paid about
half what he had been earning. We lost the car, and there was more talk
about what groceries cost and how expensive winter coats and dental
visits had become, but no one went hungry and we stayed in our home.
My mother continued with her job, and life settled back down. When I
was a senior in high school, she talked about quitting, but she decided
to keep working so that she and my father could help with the cost of
my college tuition. When I left for college, they sold the house and
moved into an apartment. The year I graduated, Mother quit her job.

Not only did stay-at-home wives like my mother function as
backup workers, insuring against their husbands’ loss of income, they
were also available when the family had unexpected expenses. If
there was an illness in the family, a stay-at-home mother could go to
work to cover the deductibles, copayments, and other medical ex-
penses not covered by insurance. If the family was uninsured, a stay-
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at-home mother could join the estimated 4 to 5 million women who
now stay in full-time jobs just so that they can provide health insur-
ance for their families.?

Divorce, which we will discuss in depth in chapter 5, is the single
most common trigger for stay-at-home wives to enter the workforce.
During the 1970s, when fewer than half of all married women were
in the labor force, 83 percent of divorced women were working
within two years of separation from their husbands.!® A sudden need
for cash can arise from all sorts of causes, encompassing both good
news (“Cynthia got into Yale”) and bad news (“Termites have eaten
away the foundation of your house”). Either way, the key point re-
mains the same: Families with a stay-at-home mother have a backup
earner, someone who can add a jolt of income to the household—a
jolt that can make the difference between covering the kids’ tuition
and keeping up with the doctors’ bills rather than giving up health in-
surance or taking on a second mortgage.

In addition to playing the role of backup earner, the stay-at-home
mother plays another critical economic role: backup caregiver. The
full-time homemaker does more than change diapers and check
homework; she is available to provide extra care for anyone—child or
adult—who needs it. She is on hand to care for an elderly relative who
can no longer take care of himself. Three out of four caregivers to the
disabled elderly (excluding husbands and wives) are daughters,
daughters-in-law, or other female relatives and friends (such as nieces
or granddaughters). A generation ago the majority of these women did
not work outside the home.!! If Granddad has become too frail to
manage on his own, the stay-at-home mother is available for the myr-
iad tasks not covered by Medicare. She can help him dress every
morning, drive him to the doctor’s office, balance his checkbook, or
just keep him company. And because she is at home full-time, she can
perform these tasks without taking time off from her own job or forc-
ing her family to live without a paycheck they had been counting on.

A mother who has gone into the workplace brings home a pay-
check, but she forfeits the economic value of her backup role. So long
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as nothing goes wrong, the tradeoff is a simple choice between two vi-
able alternatives. Some families prefer to have Mom at home and are
willing to live with less money; others accommodate a working mother
and enjoy a richer lifestyle. When trouble strikes, however, the family
learns that the two choices may not have been as equivalent as they
had seemed. Only one leaves the family with a safety net.

No New Money

Not long after Gabe was born, Carmen was back in the hospital, this
time for an infection. She was run down, worried about how her fam-
ily would care for Gabe, and frantic over the family’s bills. “My fever
was spiking and all I was thinking about was what bills I had to pay. I
managed to get them to let me out of the hospital.”

Eight months after Gabe was born, the Ramirez family was behind
on the utilities bills. “I got one of those pink notices to disconnect
[the power]. T was so scared—1I need that electricity to pump the air
into my kid’s lungs.” In the early spring of 2001, a creditor showed up
at the police station where Mike is assigned, threatening to repossess
the family minivan. The room fell quiet as the other police officers
determinedly looked away, trying to give Mike some privacy as he
pleaded with the man to give him a little more time to pay. The next
day, Mike and Carmen went to see a lawyer. After twenty minutes
with the paralegal, they signed the papers to file for bankruptcy.

Not every two-income family will face the financial crisis that hit
Mike and Carmen. Whether they do depends in large part on how
they spend the second salary. The single-breadwinner family, by def-
inition, plans its financial commitments geared to a single income. A
stay-at-home mother is a contingent worker, called on only in an
emergency; in ordinary times, the family lives on one paycheck. In
theory, the two-income family could take the same approach. They
could spend one paycheck and keep the second one in reserve. If dis-
aster strikes, they will have ample savings to cushion any blow.
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The two-income family has another budgeting alternative. They can
do exactly what the over-consumption camp claims they do—blow that
second paycheck on expensive vacations, gadgets for the house, brand-
name clothes, and dozens of other things they “don’t really need.”
While this strategy might make the finger-waggers sputter with indigna-
tion, these families would actually be just as prepared for an emergency
as their one-income counterparts. If something goes wrong, they can
simply stop purchasing the extras without any serious harm to the fam-
ily’s standard of living, while Mom returns to her role as backup earner
or caregiver. If Dad loses his job, Mom’s income will be reallocated to
cover the family’s living expenses while her husband looks for a job.

Over the past 25 years, mothers poured into the workplace, but
they did not fritter away their paychecks on buying sprees that could
be abandoned at the first sign of trouble. Nor did they lock that
money in the bank. Millions of two-income families used that second
income to purchase opportunities for their children—a home in a
safe neighborhood with good schools, a comprehensive health insur-
ance policy, two reliable cars, preschool, and college tuition. They
made long-term commitments to ongoing expenses—and they
counted on both incomes to make ends meet.

Justin and Kimberly, the modern two-earner family we introduced
in chapter 2, illustrate the point. If Justin lost his $39,000-a-year job,
Kimberly would still be working. She would be earning $28,800 on
average, which is considerably more than her counterpart Susan
would have earned a generation earlier. With Justin’s unemployment
check, the couple’s annual earnings would be $48,300, which would
put them well ahead of Tom and Susan’s post-layoff situation. But
there is one critical difference: Tom and Susan were accustomed to
living on less than $39,000 a year, whereas Justin and Kimberly had
built their lives around an income of nearly $68,000 a year. The
shortfall for Justin and Kimberly is much more severe.

Compared with a one-income couple, Justin and Kimberly are very
poorly positioned to absorb a drop in income. As we showed in the pre-
vious chapter, their fixed monthly expenses are two and a half times
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FIGURE 3.1 Income drop when husband loses job

higher than Tom and Susan’s were back in 1973 (once again, all num-
bers are adjusted for inflation), so they have less discretionary money
left over even when they are both fully employed. Without Justin’s pay-
check, the modern couple doesn’t have a prayer of making ends meet.
Even if Justin finds a job within a few months, the family will con-
tinue to operate from a deficit, since there will be no extra income
available to pay off the debts that mounted up while his paycheck was
gone. This is in sharp contrast to Tom and Susan: If the former stay-at-
home mother stays in the workforce temporarily, the couple should re-
gain its financial footing within a few months of Tom’s reemployment.
Proponents of the Over-Consumption Myth would be quick to
point out that Justin and Kimberly don'’t actually need $68,000 a year
and that their family should be able to get by on $48,000 a year. After
all, Tom and Susan seemed to be getting along just fine—and holding
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on to their spot in the middle class—on $38,700 a generation ago. Be
that as it may, Justin and Kimberly have signed binding contracts and
long-term mortgages, made commitments and promises that de-
pended on all $68,000 of income. They could (and in all likelihood
would) cut back around the edges. They might cancel cable or elimi-
nate take-out dinners; they could postpone replacing the stained carpet
and cross beer and soda off the shopping list.2 But the effect of such
belt-tightening would be modest at best. They cannot make up for the
almost $20,000 hole in the family’s budget by eating less or forgoing a
new pair of sneakers. In order to pull back to a $48,000 budget, Justin
and Kimberly would need to sell their home, trade in their car, pull
their younger child out of preschool, and enroll their older son in a
lower-cost after-school day-care center—a process that would take
months to accomplish. Moreover, they would be unlikely to take such
draconian measures until they were already deep in financial trouble
and forced to admit that the lives they once lived were gone forever.

The finger-waggers might not be willing to exonerate Justin and
Kimberly, but it is important to notice something about their expen-
ditures that turns the standard financial analysis on its head. Justin
and Kimberly are vulnerable precisely because they did not over-
consume on trinkets. They are vulnerable because they made long-
term commitments to what most would consider sensible family pur-
chases: housing, education, health insurance. They probably don’t
want to hear it right now, but Justin and Kimberly would be more se-
cure financially if they had whooped off her entire salary on big-
screen TVs and trips to the Bahamas, because those purchases do not
require an ongoing financial commitment.

Should Justin and Kimberly have saved one income, locking it in the
bank for a rainy day? Maybe, but even here the picture must be etched
in shades of gray, rather than black and white. Money in the bank is
great, but so are college degrees, decent medical care, and homes in
good school districts. Indeed, Kimberly might ask the over-consumption
critics and the financial planners what would be the point of working if
she couldn’t spend the money to buy better lives for her children? She
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wasn't sending her kids to day care every day just so she could go on a
cruise or plan some glorious retirement for herself and her husband.
Cash savings, money for retirement, treats, and vacations could come
later. This couple decided that their children needed a good home now,
good day care now, and good health insurance now. Many parents—
and even a fair number of financial analysts—would agree with them.

Good Intentions

So how did families get sucked into the Two-Income Trap? The an-
swer is unexpectedly simple: No one saw it coming.

The politics that surrounded women’s collective decision to mi-
grate into the workforce are a study in misdirection. On the left, the
women’s movement was battling for equal pay and equal opportunity,
and any suggestion that the family might be better off with Mother at
home was discounted as reactionary chauvinism. On the right, con-
servative commentators accused working mothers of everything from
child abandonment to defying the laws of nature. The atmosphere
was far too charged for any rational assessment of the financial conse-
quences of sending both spouses into the workforce.

The massive miscalculation ensued because both sides of the polit-
ical spectrum discounted the financial value of the stay-at-home
mother. Feminist leader Betty Friedan scoffed at the economic role
of the homemaker: “[TThe really important role that women serve as
housewives is to buy more things for the house. . . . Somehow, some-
where, someone must have figured out that women will buy more
things if they are kept in the underused, nameless-yearning, energy-
to-get-rid-of state of being housewives.”13

Feminists assumed that women’s entry into the workforce entailed
no real costs—only benefits. Conservatives, for their part, slavishly
touted the emotional benefits that a stay-at-home mother provides to
her children and fretted over “who will rock the cradle” when mothers
abandon their homes.14 There was no room in either worldview for
the capable, resourceful mother who might spend her days devoted to
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the roles of wife and mother, but who could, if necessary, rise to the
occasion and dive headlong into the workforce to support her family.
No one saw the stay-at-home mom as the family’s safety net.

Moreover, it was easy for each family to see income going up, but
it was very hard to foresee what would happen if something went
wrong. When most families plan their futures and pencil in their
budgets, they concentrate on what is most immediate. They look at
the paychecks coming in, the mortgage going out, the month-to-
month fluctuations in the checking account. Except for those disqui-
eting moments when they take out a life insurance policy or learn
that a friend has lost his job, most don’t notice the growing vulnera-
bility that has seeped into their lives and stolen their security.

Turn Back the Clock?

Must mothers give up their jobs and head back home if they are to es-
cape the Two-Income Trap? We suspect that at least a few conserva-
tive commentators will draw exactly that conclusion from these pages.
But as two working mothers, we confess to deep resistance to calling
for such a move. We remain dedicated to the best part of the feminist
movement—the rock-solid belief that women who want to work
should have every opportunity to do so. But personal politics aren’t
the point here. Such a mass exodus from workplace to home is about
as likely as the revival of the horse-drawn buggy. Social and political
forces have changed the shape of women’s expectations and their role
within the family. New information about the macroeconomic impli-
cations of their entry into the workforce is unlikely to change much.
Even if women listened hard to those admonishing them to remain
at home, most could not do it. Such advice ignores the fact that fam-
ilies are caught in a trap. Any individual family that chooses to drop
down to one income will be immediately penalized, while those who
keep both parents in the workforce will gain a strategic advantage.
Sure, they may understand that living on two incomes increases their
risk of economic collapse, but risks dwell in the future—and the kids
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have needs that must be met today. Besides, in many families, it is far
too late to contemplate pulling Mom out of the workforce. For the
millions of parents who have already committed Mom’s income to
the mortgage and car payments, the time for such second thoughts is
long past. If she leaves her job, these families stand to lose everything.

There is a better path out of the Two-Income Trap. Give families
some breathing room. As befits a society in which the safety net must
be built one family at a time, money in the bank is still the first line of
defense against any economic bump in the road. Any program that
helps families save money is a program that helps keep the middle
class secure. At the moment, the federal government offers a handful
of programs that give tax breaks to families who put money aside for
specific expenses such as retirement, medical care, or college tu-
ition.15 These programs certainly sound promising, but they ask fam-
ilies to do something that is almost impossible in a capricious world:
They ask them to predict the unpredictable. To take advantage of
these programs, families need to know in advance which expenses
will hit them and when they will need extra cash.

What happens when an unforeseen disaster strikes—when Dad
loses his job or when Mom asks for a divorce? Families face events
that elude all that careful planning. The first line of defense is their
all-purpose passbook savings account, an account that is tax disadvan-
taged. If things get really bad, many families find that the only way to
survive is to cash out their retirement accounts. The huge penalty as-
sociated with that withdrawal—set in place as a disincentive to with-
draw early—doubles the pain. Not only has the family just wiped out
any chance for a comfortable retirement, the government just took a
hunk of their only savings—at a time when the family was already
under extreme financial stress.

If the standard government policies were turned sideways, instead
of asking each family to carve its nest egg into separate little tax-
advantaged slices, middle-class families could be rewarded for all
savings. All savings—not just savings specifically designated for re-
tirement or education—should be exempt from taxes. Many liberals
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have opposed such a change for fear that it would disproportionately
benefit the wealthy, who are the only ones with ample savings.16 But
this concern could easily be remedied. The tax change could be im-
plemented on a sliding scale, so that those with modest means could
save tax free, while the wealthy continued to be taxed. Or the gov-
ernment could compensate for the lost tax revenues by increasing
other taxes on well-to-do households.

The fear of letting the rich off too easy should not overshadow the
fact that middle-class families desperately need to build their own
safety nets. America’s personal savings rate has plummeted in the
past thirty years, so that it now stands effectively at zero.1” Encourag-
ing savings shouldn’t be about token programs for one or two speci-
fied uses. It should be a concerted government policy aimed at help-
ing families build safety nets strong enough to see them through
good times and bad.

Over the past generation, the Two-Income Trap has left the mod-
ern family in a position that is thick with irony. Today’s parents are
working harder than ever—far harder than their single-income coun-
terparts of a generation ago—holding down full-time paying jobs and
still covering all their obligations at home. Yet, paradoxically, without
the safety net once provided by the stay-at-home mother, they are
more vulnerable to financial disaster. They have little money left to
build their own safety nets, and government policies tax most of their
efforts to provide for themselves. They are caught: can’t afford to
work, can’t afford to quit, and can’t survive if something goes wrong.

If the risks of the world had remained exactly the same over the
past generation—the same risk of getting laid off, the same odds of
getting divorced, the same chance that Grandmother would grow too
frail to live without assistance—then the Two-Income Trap would
have imposed a moderate dose of hardship on American families as
they struggled to survive in hard times. But, as we will show in the
next chapter, the risks of the world did not stay the same. Families
lost the stay-at-home mother just when they needed her most.



The Myth of the Immoral Debtor

here is a second myth about financial failure. This one is not
about how families spend their money—in fact, it is not about
dollars at all. This myth is about good and evil, ethics and right-
eousness. The Myth of the Immoral Debtor tells a story that begins
in the past. In the good old days, goes the story, people paid their
bills No Matter What. Not because they had more money, but be-
cause they had more honor. They paid their bills because it was the
right thing to do; they would have died of shame rather than de-
fault. But today, the myth declares, the old morality is dead. We live
in a time of easy virtue and decaying standards. To quote Republi-
can Senator Orrin Hatch from Utah, large numbers of our fellow
citizens “abuse the system” in order to “get around debts for which
they are very capable of paying.™
The myth doesn’t really require any proof, just a pugnacious
assertion that our neighbors are cheating the system and the rest
of us are paying for it. The Immoral Debtor Myth trades on an
easy cynicism that passes for sophistication. Only chumps believe
that everyone else is playing by the rules. People who are in the
know understand that cheating is rampant, that millions of Amer-
icans are bankrupt or near-bankrupt because, according to Sena-
tor Hatch, “they run up huge bills and then expect society to pay
for them.”2 When the creditors come calling, they stall, lie, and,
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sooner or later, declare bankruptcy so they can walk out on their
debts.

Is there any truth to this claim? Have Americans gone from an age
of honor and decency to a state of moral squalor? One problem with
the Golden Age of Bill Paying is that no one can agree on when it ac-
tually occurred. Republican Congressman Henry Hyde recently com-
plained, “Bankruptcy no longer carries with it the social stigma that it
did twenty years ago. . . . Bankruptcy is becoming a first stop for some
rather than a last resort.”® Congressman Hyde wasn't the first to make
this claim. He put the decline in the early 1980s, but he joined a long
line of those who complained about declining standards. In the 1930s,
Thomas D. Thacher, then solicitor general of the United States, ex-
pressed the often-repeated claim that numerous industrial workers
were “running up bills without intention or ability to pay, and then fil-
ing a petition in bankruptcy.” Mr. Thacher, in turn, was preceded by
nineteenth-century arbiters of public morality with similar com-
plaints, who themselves were preceded by eighteenth-century critics,
led by the venerable preacher Cotton Mather, who, in 1716, used his
pulpit to decry the early American colonists who could not pay their
debts, “for which they are to be Indicted, as Not Having the Fear of
God before their Eyes.”> It seems that the Golden Age of Bill Paying
was always in the past, and that previous generations always had
higher standards and greater integrity.® Indeed, if we listened to the
public moralists, we would be left with the impression that America’s
moral fortitude has been rapidly disintegrating for at least 300 years!

What about today? Have Americans become cunning financial ma-
nipulators, ready to walk out on their debts without a moment’s hesi-
tation? Has the failure to repay or the decision to file for bankruptcy
lost its sting? Once again, we turn to the numbers.

No Shame in Failure

The conviction that filing for bankruptcy no longer carries the stigma it
once did is so widespread that it requires no proof. Whenever a com-
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mentator tries to verify the argument, the logic is usually circular. Peo-
ple would not file for bankruptcy if they felt stigmatized by it; there-
fore, if bankruptcies are up, stigma must be down. Impossible to dis-
prove, and it sounds pretty good if no one pushes too hard on the logic.
A few economists have written about stigma, but the results are
pretty much the same. They focus on a few economic measures—the
unemployment rate, the GDP level, the inflation rate, and so forth—
without ever actually talking to families, either those who file for bank-
ruptcy or those who do not. These researchers then declare that a de-
cline in stigma accounts for anything and everything that the bare
numbers don’t explain.” For example, if bankruptcy goes up while in-
flation goes down, it must be that stigma diminished because no other
explanation presents itself. By this logic, the rise in bankruptcy filings
might as well have been attributed to the number of SUVs on the roads
or the number of burritos consumed—with exactly the same result.
Despite all the harrumphing, there is plenty of evidence that stigma
is alive and well among families in financial trouble. One long-term
study of family economics found that fully half of bankrupt families
were unwilling to admit—even in an anonymous survey—that they had
filed for bankruptcy.® Economists have calculated that there are mil-
lions of families who, after they took account of the legal fees and other
costs, would be better off financially if they sought the protection of
the bankruptcy courts. According to one estimate, about 17 percent of
all households in the United States would see a significant improve-
ment in their balance sheets if only they were willing to sign a bank-
ruptey petition.® That’s 18 million households that would profit from a
bankruptcy filing, compared with the 1.5 million that actually filed,
suggesting that at least 16.5 million families are still trying to pay their
debts for some reason that has nothing to do with the legal rules. It
would seem that bankruptcy may look like just another “financial plan-
ning tool” to the economists who study it, but it is very different for the
families who actually have to file the petitions and show up in court.10
Many commentators seem concerned that the families who file for
bankruptcy are not sufficiently contrite. Democratic Senator Patricia
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Murray from Washington argues that the Senate should make it a prior-
ity “to recapture the stigma associated with a bankruptcy filing.”!! The
idea that they do not feel bad enough about their bankruptcy filings
would have come as a shock to most of the families who filed. In her
discussion of the psychology of bankruptcy, Constance Kilmark de-
scribes the people she has counseled to file for bankruptcy: “The an-
guish, shame, and embarrassment they experience over their situation is
real and compelling.”2 In our own research, several mothers were will-
ing to talk with us only on the condition that we not use the word “bank-
ruptey” during the telephone interview for fear that a child might pick
up the extension phone and hear the dreaded word. Some said that just
hearing the word still makes them cry, and they asked us to refer simply
to “the event.” More than 80 percent of the families we interviewed re-
ported that they would be “embarrassed” or “very embarrassed” if their
families, friends, or neighbors learned of their bankruptcy.13

So why would families file for bankruptcy even if they felt
ashamed? Because they believed they had no other choice. By way of
analogy, consider the stigma against nudity. Pretty much anyone over
the age of three feels extremely embarrassed about getting naked in
front of a stranger. But when people come down with a serious illness,
when they are frightened by odd lumps or unexpected pains, they
willingly shed their clothes in front of a bevy of medical professionals.
They don't bare their bodies because they feel no stigma about nudity;
they take off their clothes because it is the only way to get some help.

So it is for more than a million families each year. When given the
choice between losing their homes or filing for bankruptcy, they
chose bankruptcy. When faced with a choice between never paying
off credit card debts and getting a chance to start fresh, they chose
bankruptcy. It was embarrassing, it was humiliating, and they tried to
hide it from their friends and families—but they did it. One Califor-
nia woman filed for bankruptcy after she lost her job and was on the
brink of losing her home. She got her second chance, but the blow to
her sense of self-worth was deeply painful. “I will never file for bank-
ruptcy again. I will let them take my home or I will go without health
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care and food, and die and stand before Jesus before I do it again. It’s
a matter of self-worth and pride.”

The Easy Way Out

The Myth of the Immoral Debtor has its variations. Some critics
claim that families have gotten sneakier. Federal Judge Edith Jones,
rumored to be a potential Bush appointee to the Supreme Court, as-
serts that “[blankruptcy is increasingly seen as a big ‘game,” with the
losers being those who live within their means, while the bankrupts
pursue more interesting and carefree lives.”4 In the good old days,
families would work their fingers to the bone to pay off their debts.
But today, according to Judge Jones, “bankruptcy more and more is
looked at as an option of ‘first,” rather than ‘last’ resort.” Families
could pay their bills, but would rather take the easy way out.

Before we evaluate this claim, we should fill in a few basic facts
about what it means to file for bankruptcy. Bankruptcy offers a one-
time get-out-of-jail-free card. Although the specifics vary, the basic
ideas are the same for both corporate and personal bankruptcies.
When someone has gotten into serious financial trouble, he may seek
protection from his creditors by filing for bankruptcy. The bankruptcy
judge will supervise the case to ensure that creditors are repaid to the
extent possible, while the debtor gets a chance to recover from disas-
ter and make a fresh start.’5 For a business that is failing, the court
takes legal jurisdiction over the company’s assets and makes every ef-
fort to treat the various creditors equitably, which usually means only
partial repayment of the outstanding debts.16 In some cases, such as
the high-profile dot-com failures of the early 2000s, the business is
shuttered and the assets are sold off piecemeal, with all proceeds
parceled out to the various creditors. In other cases, such as K-Mart
and United Airlines, a portion of the debt is written off, and a leaner,
“restructured” company is allowed to continue its operations.

For an individual who files bankruptcy, the process is similar. The
courts take legal control over all his assets—the bank accounts, the
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house, the car—everything right down to Fluffy the cat and the old
bike with a flat tire.}” The judge orders those assets to be liquidated
and used to repay creditors to the extent possible. So, for example,
bank accounts must be emptied and stock portfolios must be sold; the
judge might also order that jewelry or newer appliances be auctioned
off to repay past debts. There are a few exceptions. Families are typi-
cally permitted to keep some clothes, furniture, and a few household
goods. Home equity—the value of the home that exceeds the mort-
gage—creates a thorny problem. A few states, such as Florida and
Texas, permit families to keep all their equity safe from other credi-
tors, no matter how valuable the home; other states, such as Delaware
and Maryland, force families to give up any equity in their homes, no
matter how small.18 But in all states, the creditors who have security
interests—the home mortgage company and the car lender, for exam-
ple—must be paid if the family wants to hold on to the asset. And
some debts are never forgiven, no matter what. Taxes, student loans,
alimony, and child support must be paid in full, regardless of how long
it takes; bankruptcy offers no relief whatsoever.1® But the rest of the
debts—the credit cards, the hospital bills, the electric and gas bills—
are paid proportionately from whatever property was sold off. At the
end of the bankruptcy process, the family, like the corporation, gets to
start with a clean slate. Most of their assets have been wiped out, but
so have their debts—or at least some of them.

There are some important wrinkles in the consumer bankruptey
code. Unlike corporations, individuals must wait until the seventh year
after filing for bankruptcy before they will be permitted to file again (a
period drawn from biblical references).20 Another wrinkle is that fami-
lies have a choice about which form of bankruptcy to use. The first op-
tion, Chapter 7, permits a debtor to wipe out his debts in just a few
months. In Chapter 13, the debtor files for bankruptcy in order to buy
some time to pay what he owes, rather than to get rid of his debts alto-
gether. The family works out a repayment plan, under which it com-
mits to living on a sharply restricted budget for the next three to five
years, handing over the remainder of each paycheck to a trustee who
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distributes it among the creditors.2! Only after the payments are com-
plete can the family discharge any debts that remain unpaid.22

In order to escape their debts, families must publicly disclose all
their financial dealings, show their personal budgets to their creditors,
and submit to supervision by a court-appointed trustee. For ten years,
their credit reports will document their bankruptcy, making everything
from car insurance to house payments more expensive. In some parts
of the country, their names will be published in the newspaper. With
online searches, the fact of their bankruptcy may pop up whenever
someone tries to find them via the Internet. Future employers will dis-
cover the bankruptcy if they run a credit check (now a routine screen-
ing process for many jobs), which can lead to embarrassing explana-
tions or, worse, a lost chance for a much-needed job. Most important,
the family will still owe a large chunk of its debts—the home mortgage,
the car loan, the taxes, the student loans, and so forth—even after filing
for bankruptcy. But if a family is willing to go through all that, it can
have at least some of its debts erased, no questions asked.

So is it possible that Judge Jones is right and today’s families are
using the bankruptcy courts more liberally than they used to? Once
again, the data just don’t support that argument. If a growing number
of people were looking for the easy way out, then we would expect to
find that families in bankruptcy today are in relatively better shape
than those who filed a generation ago. For example, we might find
that they have smaller debt loads relative to their incomes, with the
clear implication that at least some of those folks could pay off the
debts if they tried a little harder. Instead, just the opposite has hap-
pened. Today’s bankrupt families are deeper in debt than their coun-
terparts just twenty years earlier, and their overall financial picture—
assets and debts—is worse.23 In 1981, the median family filing for
bankruptcy owed 80 percent of total annual income in credit card
and other nonmortgage debts; by 2001, that figure had nearly dou-
bled to 150 percent of annual income. Even the credit industry,
which has the most to gain from prying a few more dollars out of
bankrupt families, estimates that only about 10 percent of families
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who file for bankruptcy could actually afford to repay even a portion
of their discharged debts (although independent academics put that
number closer to 1-2 percent). The remaining 90 percent are tapped
out, too broke for even their creditors to bother with.2¢

There are other signs that families are not rushing headlong into
bankruptcy at the first sign of trouble. The average person who filed for
bankruptcy reports spending more than a year struggling with his debts
before filing. Before they finally gave up and filed for bankruptcy, 50
percent of the families had their utilities or telephone shut off for non-
payment and nearly 60 percent did without needed medical care in
order to save money. Indeed, one in five of these college-educated,
home-owning families in bankruptcy said they had done without food
at some point before filing because they simply couldn’t afford it. By
the time they sought refuge in the bankruptcy courts, the average fam-
ily owed more than an entire year’s income in nonmortgage debit.

Besides, the bankruptcy statistics are not the only signs of financial
distress. The number of home foreclosures has more than tripled in
the past 25 years, and car repossessions have doubled in just five
years.2 Judge Jones may think that bankruptcy filings are just a “big
game,” but for a family who no longer has a roof over their heads, we
doubt that financial failure is much fun.

Fraud and Abuse

The Myth of the Immoral Debtor has one other variation: Today’s
families are more willing to lie, cheat, and file for bankruptcy under
false pretenses. Everyone from Senator Orrin Hatch to the American
Bankers Association contends that massive numbers of families filing
for bankruptcy are engaged in “fraud and abuse.”26 Could they be
right?

No one knows for certain how much fraud there is, although the
courts go to great lengths to try to prevent it. If a person wanted to
commit fraud in a bankruptcy petition, he would usually try to hide
his assets from his creditors, perhaps in an offshore account, a bogus
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trust, or through transfer to a separate corporation or another person.
In order to prevent this, every single personal bankruptcy filing is ac-
companied by detailed financial disclosures, filed under penalty of
perjury, reviewed by a court-appointed trustee, and made public for
any creditor or other interested party to scrutinize. Every debtor
seeking bankruptcy relief must come to court in person, swear to “tell
the truth, the whole truth, and nothing but the truth,” and submit to
cross-examination both by the trustee and any creditors who appear.
If anything suspicious emerges, the debtor will be ordered back into
court by a judge and examined further—under oath. Anyone who
files a fraudulent bankruptcy petition or misrepresents his circum-
stances violates federal law and risks prosecution by the Department
of Justice. A guilty verdict can result in jail time.27 Any creditor who
can show that a debtor lied on a credit application or otherwise com-
mitted fraud can have that debt exempted from discharge in bank-
ruptcy; the creditor is also entitled to file criminal charges.

Even if they had evil in their hearts, it would be extremely difficult
for the average family in bankruptcy to commit serious fraud. The
overwhelming majority of people who file for personal bankruptcy
aren’t the financial sophisticates one usually associates with Swiss
bank accounts and dummy corporations. They are ordinary, middle-
class families whose total assets consist of a home, a car, and maybe a
checking account. In our study of more than 2,000 bankrupt families,
only one owned a second home—a small rental house that produced
income, not a vacation place—and no one had an offshore account or
a self-settled trust. Nor did these families have a personal attorney on
retainer or a longtime accountant who might be persuaded to do a lit-
tle finagling on the side. Just the opposite. Most people who filed for
bankruptcy never even met a lawyer until the mortgage company
sent a foreclosure notice, at which point they hired someone whose
ad appeared in the yellow pages or on late-night television.28 Typi-
cally the attorney spent less than half an hour giving them advice be-
fore passing them on to a paralegal who completed the paperwork
necessary for the bankruptcy filing.29
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The number of families committing fraud may have inched up
over the years, although there is no evidence to support that claim.
But if fraud alone accounted for the increase in the number of bank-
ruptcies over the past generation, then eight out of every ten fami-
lies filing for bankruptcy today would have to be committing fraud.3¢
It seems pretty absurd to suggest that over the past decade roughly
10 million families independently decided that they would commit a
felony that could land them in jail—and that no one else heard
about it.

The Myth of the Immoral Debtor might make for good headlines,
but, like the Over-Consumption Myth, it won’t hold up to hard analy-
sis. Are there some families who are cheating? Of course. Just like
there are some families who are over-consuming. Being in financial
trouble confers no special state of grace that eliminates all the sharp
operators and crafty manipulators who travel among us. But the stark
numbers—bankruptcy filings that have quintupled, mortgage fore-
closures that have tripled, car repossessions that have doubled—can-
not be explained away so easily.

What Went Wrong

If the bankruptcy system isn’t packed with frauds and cheats, then
why are so many families in trouble? With a million and a half fami-
lies declaring bankruptcy each year, one might expect innumerable
explanations for all that financial mayhem. During our interviews we
heard a wide variety of reasons. Some were victims of crime, some
had made bad investments, some had problems with alcohol or gam-
bling, and some had lost their homes in a flood or an earthquake. A
few interviewees had actually done just what the “over-consumption”
camp had accused them of—they had bought too many goodies on
their credit cards. Perhaps the stand-out story was the man who filed
for bankruptcy after he was shot while trying to foil a robbery at a
nearby hardware store, and the resulting hospital bills and time off
from work destroyed him financially.
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FIGURE 4.1 Reasons for filing for bankruptcy: families with children

While many of the stories are memorable for their odd details, the
statistics reveal a much simpler picture. The overwhelming majority
of financial failures are surprising not for their uniqueness, but for
their sameness. Nearly nine out of ten families with children cite just
three reasons for their bankruptcies: job loss, family breakup, and
medical problems.3! All the other reasons combined—acts of God,
called up for military service, personal profligacy, and so on—account
for just 13 percent of families in bankruptcy.

Two-Income Trap, Part Two

There’s nothing new or exotic about the problems faced by American
families today. Jobs have come and gone, couples have broken up,
and illnesses and injuries have been facts of life since the first cave-
man kissed the first cavewoman good-bye and headed off to the hunt.
But the Two-Income Trap compounded the ordinary risks of daily
life. With Mom in the workplace and the family’s safety net forfeited,
a short-term job loss or a medium-sized illness now poses a far
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greater menace to a family that has no reserves. It takes less to sink
these families; as a result, more of them go under.

But the two-income family didn't just lose its safety net. By sending
both adults into the labor force, these families actually increased the
chances that they would need that safety net. In fact, they doubled the
risk. With two adults in the workforce, the dual-income family has
double the odds that someone could get laid off, downsized, or other-
wise left without a paycheck. Mom or Dad could suddenly lose a job.

The basic math may seem obvious, but the consequences are sur-
prising. Consider Tom and Susan, the typical 1970s single-income fam-
ily introduced in chapter 2. Statistically speaking, Tom faced a 2.5 per-
cent chance of losing his job in any given year.32 Had Justin and
Kimberly, our present-day two-earner couple,3 been around back
then, they would have had a 4.9 percent chance of a major drop in in-
come—almost double the chances of a single-income family.34 The
odds aren’t doubled to exactly 5.0 (2.5 + 2.5) because in some of the
families both the husband and the wife will be laid off, so the total
number of families who experience a layoff is slightly less than 5.0 per-
cent. (Of course, that also means some families get hit with two layoffs,
a double catastrophe.) No matter how the odds are calculated, the
principle is straightforward: two workers, two chances to lose a job.

This situation would be tough enough for the two-income family if
the working world had stayed the same over the past generation. But,
as anyone who watches the nightly news or reads the newspapers
knows, the world did not stay the same. In the past twenty-five years,
the chances that a worker will be laid off, downsized, or restructured
out of a paycheck have increased substantially. One team of re-
searchers calculated that the odds that a worker would suffer an in-
voluntary job loss have increased by 28 percent since the 1970s.35

Growing job insecurity has been hard on single-income families,
who now face a 28 percent higher chance that the breadwinner will
lose his job. But for today’s dual-income family, the numbers are dou-
bly grim, as each spouse faces a higher likelihood of a job layoff. We
estimate that in a single year, roughly 6.3 percent of dual-income



The Myth of the Immoral Debtor 83

FIGURE 4.2 How risk has grown: involuntary job loss

families—one out of every sixteen—will receive a pink slip.36 That
means that a family today with both husband and wife in the work-
force is approximately ¢wo and a half times more likely to face a job
loss than a single-income family of a generation ago.

Layoffs aren’t the only way a family can lose a paycheck. Illness,
accident, or disability can have the same effect. Once again, the dual-
income family has doubled its risks. Two workers, two chances for a
heart attack, a bad fall, or any other medical calamity that can leave a
family without income.

This statistical analysis runs contrary to most families” assessment
of the risks they face. With two incomes, most parents believe that
they have built in some self-insurance against layoffs or medical
problems. But they would be wrong. Two-income families are more
likely to file for bankruptcy than their one-income counterparts.37
Moreover, dual-income families who have filed for bankruptcy are
also more likely to cite job loss or injury as the reason for their finan-
cial collapse.38 The risks add up: In 2001, more than one million fam-
ilies will file for bankruptcy in the wake of a job loss, business failure,
disability, or other form of income interruption.3?



84 THE TWO-INCOME TRAP

There is a painful irony to this. The family that sends both workers
into the workforce in order to, as other researchers have claimed,
“buffer them[selves] against the terrible wrenches of a changing
economy”0 have just made themselves more vulnerable to those very
wrenches. Twice as likely, as a matter of fact.

Bad Timing

What about the other reasons for bankruptcy, such as family breakup
and huge medical bills? At first glance, those problems don’t appear
to have anything to do with the Two-Income Trap. But those risks
went up too, which proved to be very, very bad timing for the middle-
class family that had let go of its safety net.

Consider medical bills. The ranks of the uninsured are swelling,
and the problem has seeped into the middle class. In 2001, 1.4 mil-
lion Americans lost their health insurance. Of the newly uninsured,
800,000 earned more than $75,000.4! Experts calculate that an indi-
vidual is now 49 percent more likely to be without health insurance
than a generation ago.*2 Medical costs are escalating, and—surprise,
surprise—a growing number of families are filing for bankruptcy in
the wake of a catastrophic medical bill. Over the past twenty years,
the number of families declaring bankruptcy in the wake of a serious
illness has multiplied more than twentyfold, or 2,000 percent 43

Demographics also pinched the family, as the number of Ameri-
cans aged 85 and older (those most likely to need daily assistance)
grew at a rate more than six times faster than that of the under-65
population.*4 A declining birth rate and a higher divorce rate com-
pounded the problem. Today’s elderly have fewer children to share
the burden, and more are alone after a divorce. As a result, families
with minor children are now almost twice as likely to be providing as-
sistance to elderly parents than receiving it.5

At the same time, hospitals and insurance companies conspired to
cut costs by dismissing patients “quicker and sicker.” Today, one in
three individuals require at-home care after being discharged from the
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hospital. That means that roughly 12 million families must step in to
take care of a sick relative every year.#6 If all the adults in the family
are already committed to the workplace, well, that’s just too bad.
Once again, the bankruptcy statistics confirm the story: Dual-earner
couples are nearly twice as likely as single-breadwinner families to
file for bankruptcy because of work lost as a result of an illness in the
family.47

Divorce is another calamity that hits today’s two-income families
with greater frequency. Pretty much everyone knows that newly-
weds now face a high chance of splitting up (although the risk is
slightly less than the 50/50 number that circulates as conventional
wisdom).48 But there is a wrinkle to the statistics that hasn’t made
the news reports: The Two-Income Trap has wormed its way into the
sanctity of marriage.

Many commentators have held out the hope that the divorce ex-
plosion will prove temporary and that marriages may actually become
more stable as the sexes stride toward equality. She Works/He Works
offers this bit of optimism:

The era of the two-earner couple may in fact create more closeness in
families, not less. . . . Divorces may decline as marriages become once
again economic partnerships more like the ones they were before the in-
dustrial revolution. . . . fewer people will be able to waltz easily out of
marriage, as they might have in the days when a thriving economy made

good jobs easy to come by.49

This theory sounds good, and we wish we could share in the hope-
fulness.

Unfortunately, the data show otherwise. During the 1970s, a single-
earner couple had about the same chances of splitting up as a dual-
income couple. By the 1990s, however, a working wife was 40 percent
more likely to divorce than her stay-at-home counterpart.5 No one
really knows why the difference has emerged, although sociologists
have offered a number of competing theories. Perhaps the combina-
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tion of working and bringing up the kids makes for a more stressful
home life and leaves the two-earner couple with less time for each
other. Or it may be that today’s stay-at-home wives embrace more
traditional gender roles, which can make for a smoother relationship.
Feminist scholars offer their own explanation, arguing that working
wives see themselves as less dependent on their husbands for finan-
cial support and are therefore freer to leave a bad relationship.5!
Whatever the reason, the grim fact remains: The modern two-income
family faces a greater likelihood of divorce than the one-income fam-
ily from a generation ago.

There is yet another wrinkle to the family-breakup statistics that
often escapes attention—the couples who never marry. A quick
glance at the census figures tells the story: Over the past twenty-five
years the number of children whose mothers have never married in-
creased more than 400 percent.52 Many of these women are not re-
ally single, as the “never married” box on the census form might
imply. Instead, they live for many years with a male partner. Since the
1970s the number of unmarried couples rearing children has in-
creased eightfold. Today, cohabiting men and women represent more
than 6 percent of all couples raising children, compared with less
than 1 percent a generation ago.33 Although 6 percent may sound like
a modest proportion, the odds that a child will live with a cohabiting
parent add up over time. According to one estimate, approximately
four in ten children will spend some time in a cohabiting family be-
fore they turn sixteen.54

What does this have to do with the rising divorce rate? Cohabit-
ing relationships share many of the financial characteristics of mar-
riage since there are two adults to share the expenses and responsi-
bilities of running a single household. When the cohabiting couple
breaks up, the consequences are much like those when a married
couple divorces. Someone has to find separate housing, and any
joint obligations, such as a lease or a mortgage they both signed,
must be resolved. If both partners are the children’s biological par-
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ents, custody decisions must be settled, and arrangements for visi-
tation and child support must be worked out. But here’s the twist:
The logistical consequences of splitting up may be the same, but
the odds of breaking up are not. Cohabiting couples with children
are more than twice as likely to split up as their married counter-
parts.55 Once again, the frailty of families with children comes to
the fore. As these unmarried parents go their separate ways, the
number of families left without a second adult to share the burden
continues to multiply.

Adding It Up

The list of ills—job loss, family breakup, and medical problems—is
brutal, but it may also appear a bit eclectic and disjointed. After all,
the divorce rate has nothing much to do with health insurance cover-
age; a corporate restructuring has no effect on the number of elderly
folks who need help from their families.

When a family disaster makes the evening news, only one problem
is in the spotlight at any given time. The New York Times carries a
column about the terrible problems of the uninsured, or 60 Minutes
runs a story on divorce trends. Academics and other experts tend to
reinforce this approach: Most of them have one highly focused area
of expertise, and they usually write articles and hold forth on the talk
shows about one specific category of calamity.

But families don’t experience risks in neatly segmented boxes.
Whether they give it much thought or not, they all live under the
shadow of multiple dangers. A woman could lose her job, she could
be struck with a devastating illness, her marriage could turn sour, and
her parents could grow too feeble to care for themselves—and it
could all happen at the same time. There is no law requiring that
these disasters be polite enough to wait until the previous one is re-
solved and the family has recovered before a new one wreaks addi-

tional havoc.
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Risk Change since 1970s
Involuntary job loss 1 150%
Wage-earner misses work due to

illness or disability T 100%
Divorce! 1 40%
Lack health insurance 1 49%

Wage-earner misses work to care for sick child
or elderly family member 1 1,000+%

1 Because of the limitations of the data, this figure represents the gap between the risk of
divorce facing a modern one-earner and a modern two-earner couple, rather than a
historical comparison.

FIGURE 4.3 How risks have grown: a comparison of one-income families in the
1970s and two-income families in the 2000s

Moreover, one disaster often triggers another. A layoff may leave a
family without health insurance, increasing the exposure to an exor-
bitant medical bill. Similarly, a job loss may actually lead to divorce;
sociologists have shown that as finances deteriorate, couples tend to
fight more, increasing the chances that they will split up.5 Among
families in bankruptcy, nearly half report two of three problems—job
loss, medical problems, or a family breakup—and about one in thir-
teen were hit by all three.57 We have no statistical proof of the old
wives’ tale that bad things happen in threes, but there is ample evi-
dence that disasters really do follow disasters.

There But for the Grace of God

If there is so little evidence that morals are declining, and so much
evidence that slam-the-family risks are increasing, why does the
Myth of the Immoral Debtor persist? Why don’t we collectively
agree once and for all that in most cases financial misfortune is sim-
ply a matter of bad luck, and that declining morals have nothing to
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do with the long lines at the bankruptcy courts? Perhaps the myth
survives because it provides much-needed comfort in a dangerous
world.

There is nothing glamorous or mysterious about the events that
conspire to drive families into financial ruin. They are remarkably
common, ordinary—and painful. For many people, reading about
this litany of disasters will evoke memories that are disturbing, some-
times bitter, and sometimes very personal: That embarrassing morn-
ing when a friend was escorted out of the office during the latest
round of company layoffs. The terrifying moment when the call came
from the hospital emergency room. The sad day that Michelle told
her husband that she wanted him to move out. For others, the list vi-
brates in harmony with the worries that keep them awake at night.
What will happen if Grandma’s forgetfulness is actually Alzheimer’s?
What if my husband’s company goes under?

The possibility that a family—our family—faces a rapidly growing
chance of disaster is too painful to think about, especially if there
seems to be little way to avoid it. The Myth of the Immoral Debtor
nourishes the unspoken idea that families who have lost their finan-
cial footing are a tainted group, some “other” who are different from
the rest of us. If we can believe that those in serious trouble are
morally suspect, then it is easier to glance away from the harsh dan-
gers of everyday life. The myth supports a comforting illusion that
the rest of us are safely distanced from financial collapse, making it
possible to avoid that terrifying moment of connection with someone
caught in a financial disaster, that frightening there-but-for-the-
grace-of-God-go-I realization.

One Survivor’s Story

Of course, not every job loss, divorce, or illness ends in the bank-
ruptey courts. Some families collapse under the weight of too many
bills and not enough income, but many families do not. They may
find themselves torn and battered, but they make it through.
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Consider the Duprees. Jamal Dupree just turned forty, but he
could be mistaken for a much older man. His face is deeply lined,
and his hands shake when he lifts a cup of coffee. The trouble started
with chest pains. Not the maybe-it's-heartburn sort of discomfort, but
the real thing: “Tt felt like someone had my chest in his fist and was
just squeezing all the breath out of me. I never hurt like that in all my
life. I thought for sure my time was up.”

Thanks to a quick-witted coworker who spirited Jamal to a hospital
in nearby Nashville, Jamal’s time was not up. Three months after his
open-heart surgery, Jamal was able to climb a flight of stairs again.
Five months later he returned to his job as a technician at the electric
company.

But five months was a long time for Jamal to take off from work.
His wife, Trish, lost a lot of time at her job as an airline ticket agent,
spending days outside the intensive care unit and weeks caring for
Jamal after he went home. As the medical bills arrived in the mail,
the Duprees were confronted by exclusions and deductions they hadn’t
even known were written into their health insurance policy. “My
medication costs me out of pocket over $200 per month. I don’t know
what I'd do if I didn’t have health insurance, but really, it doesn’t
keep the wolf away from the door. They still want us to pay so much.”
Jamal had another scare a few weeks after he returned to work: “I
had blackout spells because of a medication I was taking. I fell in the
shower and hurt my rotator cuff in my shoulder. I need surgery, but I
am putting it off because I can’t afford the extra cost now. I would
have a big bill at the end of the surgery.”

But Jamal and Trish were lucky in other ways. Because Jamal has
always been a worrier, he had signed up for every form of insurance
his employer offered. Hefty deductions chewed a hole out of his pay-
check each month, but when he had his heart attack, it paid off. Once
his vacation time was used up, the disability insurance kicked in, giv-
ing the Duprees 60 percent of Jamal’s former income. Jamal reflects,
“It wasn't really enough, but I don’t know what we would have done
without that money.”
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The Duprees inevitably fell behind on their credit card bills, and
they missed a mortgage payment. “Norwest [Mortgage, Inc.] called
me a bunch of times. They said, ‘We see you're having trouble paying
your mortgage. Come to our office and get a second mortgage and
pay off your other bills.”” Jamal held firm; he didn’t want to risk losing
the house that their three children were growing up in. But the calls
scared him. He and Trish talked it through and decided that from
now on, they would make the mortgage payment first—no matter
what. Twice the gas was shut off, so they lived without hot water until
the next check arrived, and the phone was disconnected for nearly a
month. But Jamal kept making those house payments.

Four months after he returned to work, Jamal took a second job
working the evening shift at 7-Eleven. Trish, meanwhile, had already
requested all the overtime hours she could get. Their oldest son,
Jared, got a job delivering pizzas on the weekends; most weeks he
slips a few twenties to his mom. When his sister made the cheerlead-
ing squad, Jared quietly paid for her uniform. The Duprees have
drained their kids’ college funds, emptied their retirement accounts,
and they haven't eaten in a restaurant in more than a year. They still
have several thousand dollars in credit card bills, and Jamal is praying
that he can avoid another surgery. But, with a little luck, they just
may make it.

An Ounce of Prevention

What makes the Duprees’ story different? Why did they endure,
when so many others failed? Some of the answer was luck. Jamal was
lucky to have a job to return to. (He was out too long for the Family
and Medical Leave Act to safeguard his job.) Trish was lucky to get
the overtime pay she badly needed. Most of all, they were lucky that
no other disasters hit them while they were vulnerable.

But some part of their survival should be credited to planning, the
ounce of prevention that policymakers and anxious families could
learn from. Sensible planning starts with insurance. This is the classic



92 THE TWO-INCOME TRAP

prescription from any economist. Whenever a family (or a business)
confronts the possibility of a potentially devastating danger, it is time
to buy an insurance policy.

The Duprees’ health insurance policy didn’t cover everything; the
deductibles are high enough to prevent Jamal from getting the rota-
tor cuff surgery he badly needs. Many families have discovered that
the exclusions, copayments, and caps on health insurance mean that
they are on the hook for far more than they anticipated, while others
have learned that much-needed services such as physical therapy or
mental health treatment are scarcely covered at all. Health insurance
is no guarantee that a catastrophic illness won’t send a family into a fi-
nancial tailspin. Approximately 240,000 families with continuous
medical insurance file for bankruptey every year at least in part be-
cause of outstanding medical bills.58

But without that insurance policy, the Duprees wouldn’t have had
a prayer. Ever since President Clinton promised to expand health in-
surance coverage to all Americans, coverage for the uninsured has
remained a prominent political issue. And for a good reason: A lack
of health insurance coverage sends as many as 150,000 families to the
bankruptcy courts each year.59

But another form of insurance may be even more critical for pre-
serving families’ financial health in the wake of illness: disability cov-
erage. The liberal policy wonks may stop us right here. What do we
mean expansion of health insurance isn’t the most important initia-
tive since The New Deal? Reducing the number of uninsured ranks
high on the agenda of both major political parties, whereas disability
coverage is virtually nonexistent on the national agenda.

In the age of the Two-Income Trap, when families have sacrificed
their own personal safety nets, disability insurance can be all that
stands between them and financial ruin. Unfortunately, a majority of
workers do not have any private long-term disability insurance, and
only a handful of states provide coverage for their residents.6® Unem-
ployment insurance offers no relief, since most states require that an
individual be “able” to work in order to qualify for benefits.5! Fortu-
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nately, there is some good news here. Fixing the disability coverage
problem may be easier than solving the health insurance crisis, be-
cause the apparatus already exists. Virtually every worker in America
has long-term disability coverage through the Social Security Disabil-
ity Insurance (SSDI) program. All that remains is to close the holes
in the SSDI safety net, many of which are big enough to drive a truck
through. :

SSDI disability benefits are available only to those whose condition
is expected to result in death or to last at least twelve months. In ad-
dition, there is a five-month waiting period after the onset of perma-
nent illness. This means that anyone who, like Jamal Dupree, is seri-
ously ill but is expected to recover within a year is out of luck. If the
program were amended so that all serious illnesses were covered
(even those not likely to result in death) and the waiting period were
dropped to a few weeks (more like the unemployment insurance pro-
gram), SSDI would save far more families from financial ruin. Dis-
ability benefits would still be reserved for those with a serious illness,
but families would acquire an urgently needed safety net.

In addition, under the current SSDI guidelines, the disability must
be so severe that the individual is unable to perform any job any-
where in the entire country, not just the job for which the worker is
trained and has spent a lifetime building skills and qualifications. This
means that someone who had worked for decades as an electrician or
as a surgeon, but who developed a disability that prevented him from
performing those duties, would not receive a single dime if he were
deemed well enough to work as a telemarketer or a toll collector. The
SSDI program could be modified to provide a sliding benefit de-
pending on the level of disability (akin to many private disability poli-
cies), and temporary benefits could be offered while the worker un-
dergoes retraining.

Universal, state-sponsored disability benefits would be ideal to fill
the gap in the safety net. But families don’t have to sit back and wait
for the government to take action; they can purchase insurance in the
private market, either through their employers or on their own. Ex-
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panded coverage won’t protect families against every danger. A dis-
ability policy wouldn’t have saved Carmen and Mike (from chapter
3), because it covers only workers who fall ill, not those who must
take time off to care for other family members. But it could make a
very big dent in the risks facing many families. We estimate that uni-
versal, comprehensive disability coverage could help as many as
300,000 families avoid the bankruptcy courts every year—and hun-
dreds of thousands more who are on the brink of collapse.52

Similarly, a couple can purchase a long-term-care insurance policy
for themselves—or for their aging parents—that covers both home
health and nursing home care. Today, fewer than 10 percent of the na-
tion’s elderly have purchased private insurance to protect themselves
against the risk that they will someday need long-term care, and even
fewer working-age adults are covered.®3 Once again, these policies
don’t provide coverage against every possible contingency, but they
offer another way for a family to mitigate one of life’s dangers.

The solutions we propose here wouldn't be free to taxpayers, and
the private market for insurance is far from perfect. On the other
hand, these proposals aren’t all that radical either. We haven't sug-
gested a complete overhaul of the tax structure, and we haven't de-
manded that businesses cease and desist from ever closing another
plant or firing another worker. Nor have we suggested that the
United States should build a quasi-socialist safety net to rival the Eu-
ropean model. All of the solutions we have proposed thus far—creat-
ing tax incentives for saving, expanding state-funded disability cover-
age, and encouraging families to insure themselves against an
uncertain future—can be implemented within America’s current
blend of public and private systems without drastic changes or mas-
sive tax increases.

The Myth

When Orrin Hatch claims that the real change needed in America is
for individuals to “take personal responsibility for their debts,”6* we
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are left to wonder exactly what he has in mind. Should people take
more responsibility for losing their jobs or for having heart attacks?
Or does he mean that “responsible” families should sell their homes
and move into the street as soon as they are laid off so they run no
risk of falling behind on the mortgage or owing money to a landlord?
Many of the families we studied lead lives that are already thick with
personal responsibility—time lost from work to take care of an el-
derly parent, thousands of dollars of debts to provide medical care
for a loved one. Perhaps if these families let go of some of that “per-
sonal responsibility” they would be in better financial shape—but we
don’t think they would be better people.

The Myth of the Immoral Debtor may be little more than an ugly
fairy tale, but it has the power to maroon families—both emotionally
and financially—just when they most need support. The changes
needed to increase the safety of the middle class aren’t radical, and
they are not exorbitantly expensive. But they require a consensus that
change is essential. So long as Americans can be persuaded that fam-
ilies in financial trouble have only themselves to blame, there will be
no demand to change anything. In order to get on with the difficult
business of making America once again safe for families to raise chil-
dren, the Myth of the Immoral Debtor must be laid to rest for good.
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Going It Alone in a Two-Income World

ayle Pritchard taps nervously on the table as she talks about

twelve years of marriage to Brad. The litany of complaints
comes easily to her lips; she’s told this story before. Brad drank too
much. He didn’t pick up after himself. He always forgot birthdays.
But after a few more jabs, Gayle exhausts herself, and her face soft-
ens. “Brad loves his kids. On weekends he would lie on the couch
for hours, with little Kaitlyn sound asleep across his lap, the drool
just sliding all over his shirt and he never even minded. How could
you hate a man like that?”

After more than a decade of marriage, their life together began
to unravel. “They outsourced Brad’s job at the distribution center.
No severance. Nothing.” Gayle was working hard, too tired to be
very supportive. She dismissed Brad’s mood swings as nothing
more than “a male ego type thing.” But then Brad started disap-
pearing, spending his days and then nights away from home. The
anger bubbles up again as Gayle recalls, “Money that was allotted
for day care started disappearing.”

After a few months, Brad found a new job and his dark moods
lifted, but the damage was done. Gayle learned the reason for Brad’s
disappearances; he had been seeing another woman. Today Gayle
looks back reflectively. “He felt like I didn’t need him. . .. He lost
confidence in himself. He found somebody to cater to that lack of
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self-confidence.” She says it doesn’t matter so much now, but at the
time all she could think was that he had found some other woman
beautiful, had put his hands on someone else. “I swear I could smell
her on him. It made me crazy.” She screamed, threw his clothes in the
yard, and broke his baseball trophy. Brad didn’t hang around for more.
He found a new apartment and invited his girlfriend to move in.
Gayle was worried about making it on her own with three children,
but she figured that she was pretty well situated to make a go of it.
Brad let her keep the house, and he didn't intend to fight her in court
over anything else they owned. He was hoping to keep the legal bills
to a minimum. Gayle says with an embarrassed laugh, “We got one of
those TV Guide divorces, the “We agree on everything’ kind.”
Besides, Gayle was a good provider in her own right. She had a de-
gree in communications and nine years in the Human Resources de-
partment at Exxon. By the time Brad moved out, she had been pro-
moted to manager, and, thanks to “an awesome raise,” she was
earning $46,000 a year. In short, Gayle had about as much going for
her as any modern middle-class mother starting her newly single life

could hope for. She figured that she and her kids could make it.

The Best of Times . . .

Up to now, we have scrutinized, analyzed, poked, prodded, and oth-
erwise expounded on nearly every aspect of the financial life of the
modern middle-class family, but we haven’t addressed all middle-
class families. Indeed, we have been silent about the families who are
most often in the news for their financial woes, those who first come
to mind when the phrase “parents in financial trouble” comes up. We
refer, of course, to the single mother.

Conventional wisdom holds that the single mother has a tough
time making ends meet. (There are some single fathers, of course,
but the overwhelming majority of custodial single parents are
women, so we begin this discussion with them; we will return to the
fathers later in this chapter.) Generations before America had even
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dreamed of a government-sponsored welfare program, charitable
foundations offered their assistance to “Widows and Orphans,” based
on the widespread understanding that a woman with children would
have a tough time getting by on her own. During the divorce explo-
sion of the 1970s, the spotlight turned from the widow to the di-
vorced mother, but the concept was basically the same: Without a
man around, a woman with children was in big trouble. In the 1980s,
sociologist Lenore Weitzman made headlines with her claim that in
the immediate wake of divorce, a woman’s standard of living drops by
73 percent from her married state.! Several scholars later showed
that Weitzman overstated the extent of the decline, but there is wide-
spread agreement about her basic conclusion: Most mothers tumble
down the economic ladder after they divorce.2 Nor is the postdivorce
financial tumble a phenomenon confined solely to poor women. In
fact, the drop is hardest for women in the middle and upper classes,
since they have farther to fall.3

A generation ago, flush with the emerging power of the feminist
movement, women’s groups began to push what seemed like an obvi-
ous solution to the economic woes facing divorced mothers: Help
women get more money. According to this logic, single mothers
would be safe only if they earned more money in the workplace and
if the laws were changed to squeeze more out of their ex-husbands.
The first item on the agenda fit neatly with advancing the cause for
all women, regardless of marital status. Women should get more job
training, better educations, and stronger legal protection in the work-
place, which should all translate into one thing—bigger paychecks for
all women, single and married alike. The second objective focused
directly on the rules of divorce. Women’s paychecks should be sup-
plemented by generous child support awards from their ex-husbands,
which should be rigorously enforced by every sheriff’s department in
the country. The double prescription—make more and collect
more—promised to lift the single mother from a precarious state of
dependence and bring her the financial security she so desperately
needed.
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Was the women’s movement right? This is one of those rare social
theories that we don't have to debate in the abstract. The past gener-
ation has been a giant laboratory for testing exactly the get-a-job-get-
child-support-and-be-safe prescription; all we have to do is look at
the evidence.

Over the past generation, millions of married women have em-
braced the protect-yourself strategy. Going to college, getting a good
job, and staying in the workforce have come to be seen as the only
sensible way for a married mother to protect herself in this age of
rampant divorce. Conservative social critic Danielle Crittenden ob-
serves:

I don’t believe placing a baby in day care is either easily or thoughtlessly
done by most mothers. No, the fundamental reason why mothers of small
children feel they cannot afford to stay home today, when a generation
ago they didn't, is the greater prospect of divorce. The modern woman ex-
pects to support herself, and knows the danger of being unable to do so.
The fear a woman has of having to fend for herself and her children at
some point underlies why even happily married women often feel obliged

to work when there’s no immediate financial reason for them to do so.4

This attitude reflects our collective common sense. If a woman stays
in the workforce, she will gain experience and make more money.
And, if she makes more money, she will be better off if her husband
leaves her—or so the argument goes.

Once again, we focus on the circumstances of the middle-class
family. There has been a great deal of news (much of it bad) about
the plight of the low-income single mother. Trapped in poverty with-
out a husband, with a limited education and dismal career prospects,
garnering little support from the state, the community, or from the
child’s father, chronically poor mothers have become the living sym-
bols of the rough underside of the economy. But what about middle-
class single mothers, women like Gayle Pritchard who have a good
education, substantial work experience, a decent income, and, in
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most cases, an ex-husband solidly on the hook for child support?
These women have followed the go-to-work prescription faithfully,
making astounding gains in nearly every arena over the past genera-
tion—gains that should have translated into rising fortunes for the
postdivorce family.

What happened when millions of middle-class mothers headed into
the workplace? The media tends to focus on the bad news—the
shocking sexual harassment of a female employee at Mitsubishi or an-
tiquated policies that keep women out of prestigious military colleges
and off fancy golf courses. The bad news makes for good headlines,
but it shouldn’t be allowed to overshadow one very important fact:
American women have come a very long way in a very short time.

Consider, for example, women’s enhanced legal protection. The
mantra of equal opportunity in the workplace has become so in-
grained in our collective consciousness that it can be easy to forget the
(not so distant) days when the playing field wasn’t nearly so level.
When I (Elizabeth) was an elementary school teacher fresh out of col-
lege in 1970, the public school district didn’t even bother to hide the
fact that there were two separate pay scales—one for men and one for
women. The differential was a matter of public record, and it pro-
duced little concern among either the public or my fellow teachers.
Indeed, the policy was widely viewed as a normal feature of almost
every “family-friendly” workplace. After all, men needed those higher
wages to support a family at home. Today public schools, along with
virtually every other employer in the country, have dismantled their
separate pay structures, thanks largely to sweeping reforms in federal
and state laws. Moreover, nearly every major employer in the United
States has adopted a formal policy of equal opportunity for women.
The battle for full legal equality may not be entirely won, but during
the past generation women have made phenomenal strides—progress
that has translated into material gains on the job.

Bolstered with protection from the courts, today’s women are bet-
ter prepared for the workforce than any other generation in history.
Not only are they better educated than any previous cohort of
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women, but by some measures they are now even better educated
than men. Today’s young women are more likely to finish high school
than young men—reversing the situation of a generation ago. They
are also more likely to pursue higher education. In 1970, six out of
ten college students were men; today that figure is exactly inverted—
nearly six out of ten college students are women.5 Armed with better
educations, women have seen their professional opportunities mush-
room. In the early years of my [Elizabeth’s] career, it seemed that at
nearly every step along the way, my compatriots and I were the “first”
women to achieve something or other. In 1975, at a prestigious law
firm on Wall Street, my friend Valerie and I were the first women
ever offered summer internships. (Over the course of that summer I
was mistaken for a waitress, a secretary, a cleaning person, and
“Harry’s daughter,” despite the obligatory suit and floppy bow tie I
donned every day.) Today, women account for nearly one-third of
practicing attorneys nationwide, and women are almost as likely as
men to be managers or supervisors. Women also account for 41 per-
cent of university professors, and they now hold at least one seat on
the board of directors of nearly three out of four major corporations
in America.t

All that progress has translated into just what the feminists and
politicians had hoped for—more money for women. Since 1960,
women’s wages have grown ten times faster than men’s.” Women with
children were not left behind. Today, employed women with children
earn just 4 percent less than their childless sisters.8 Women also face
a much lower risk of unemployment than they did a generation ago,
they are more likely to own their own businesses, and a growing
number earn more than their husbands.? Women haven’t yet caught
up with men, but they are gaining fast.

So women are making more money. But what about the other half
of the prescription—child support? The “deadbeat dad” makes a
prominent appearance in nearly every conversation about single
mothers. There is some truth to those headlines, but there is another
truth that gets lost in all the hoopla over the shiftless father: Women
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have made enormous strides in collecting from their ex-husbands. A
generation ago there was little government support for a woman
whose ex was delinquent on his child support payments. In the late
1970s, as a young lawyer, I [Elizabeth] tried to help my friend Marcie
garnish her ex-husband’s wages to enforce a child support order. The
fellow was an international importer from a wealthy family. He had a
high-paying job, but he hadn’t paid a cent of his court-ordered sup-
port since he had walked out two years earlier—a classic deadbeat if
ever there was one. Meanwhile, Marcie and her toddler were supple-
menting her income as a teacher’s aide with food stamps. Despite my
legal training and young-lawyer zeal, I could not find a single person
in the any of the county or state offices to help Marcie. When I finally
initiated a lawsuit on her behalf (something she could never have af-
forded on her own), the local district attorney told me that enforcing
child support orders “just isn’t in my job description.”

It wasn’t until the 1980s that this system changed. Congress passed
a series of laws that guaranteed women all around the country the
opportunity to garnish their ex-husband’s paychecks.10 Congress also
ordered uniform support guidelines in 1984; until then, each woman
was at the mercy of whatever whims and prejudices influenced the
judge who decided her particular case.l! The penalties for nonpay-
ment have also been stiffened. In some states a man who falls behind
on his child support payments stands to lose his driver’s license or his
work permit (such as a contractor’ license). He may even be thrown
in jail. Today, federal and state governments spend more than $3 bil-
lion on child support enforcement, compared with less than $400
million (inflation adjusted) in the mid-1970s.12 The system is still far
from perfect, but these improvements have helped millions of
women. Since 1976, the proportion of women receiving child support
has increased 17 percent for divorced mothers and 300 percent for
never-married mothers.13

The numbers show that the feminist prescription has been fol-
lowed to the letter. Today’s middle-class mothers embark on single
life with better educations, better job training, better legal support,
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and bigger paychecks than any women in history. They are backed up
by more effective state-sponsored child support enforcement than
ever before. In a single generation, their gains have been nothing
short of extraordinary. With all that progress, we should confidently
predict that while single mothers may still have a tougher time than
married parents, their situation must be improving. Right?

... The Worst of Times

Wrong. Despite all the progress, middle-class single mothers are no
more financially secure today than they were a generation ago. In-
deed, our data show that despite their amazing advancements at
work, in school, and in the courts, these women are actually less se-
cure than they were just twenty-five years ago.

In chapter 1, we described our astonishment when we first saw the
bankruptcy data for single mothers. That first look told us that some-
thing is amiss. Badly so. Single mothers are now more likely than any
other group to file for bankruptcy—more likely than the elderly, more
likely than divorced men, more likely than minorities, and more likely
than people living in poor neighborhoods. Indeed, single mothers are
50 percent more likely than married parents to go bankrupt, and three
times more likely than childless people—married or single.!4

Motherhood is now the single best indicator that an unmarried
middle-class woman will end up bankrupt. In the world of financial
devastation, there are two groups of people: single mothers and
others.

And the lines at the bankruptcy courts are not the only sign of dis-
tress. Federal Reserve data revealed that one in eleven single parents
are more than 60 days past due on their bills (compared with one in
thirty married couples without children).15 Single mothers are also
more likely to lose their homes. When we analyzed unpublished data
from the Department of Housing and Urban Development, we
found that among single parents who had purchased a home in the
1980s with a mortgage backed by the Federal Housing Administra-
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tion (FHA), more than one in ten had lost their home by 2002 be-
cause of foreclosure.16

The difficulties facing single mothers are not the inevitable conse-
quence of bringing up children without a father around. The bank-
ruptey courts weren’t always flooded with single mothers; quite the
opposite. In the early 1980s, about 69,000 unmarried women filed
for bankruptcy in a single year.!7 Unfortunately, we don’t know how
many of them had children. (Our current research project is the first
to gather this information on a national scale.) But suppose that 45
percent of these women had children—the same proportion as
today. (In all likelihood, this assumption overstates the number of
single mothers in bankruptcy in the early 1980s because there were
relatively fewer women raising children on their own back then than
there are today.'8) Even with that assumption, the data would sug-
gest that in 1981 there were (at most) 31,000 single mothers at the
end of their financial ropes. That would have been about one in
every 200 single mothers filing for bankruptcy in a single year, im-
plying that single mothers may have been somewhat more likely to
go bankrupt than married couples or single men—but only some-
what (see Figure 5.1).19 This means that, for the most part, single
mothers a generation ago were swimming in more or less the same
financial pool as everyone else, and they had about the same chances
of staying afloat.

But the economics shifted powerfully in just twenty years. Today,
more than 200,000 single mothers go bankrupt each year. That trans-
lates into one in every 38 single mothers filing for bankruptey in a
single year.20 At a time when women are advancing on multiple
fronts—economic, political, educational, legal—the number of single
mothers going broke has increased by more than 600 percent, and
the gap between single mothers and everyone else continues to
widen. If current trends persist, more than one of every six single
mothers will go bankrupt by the end of the decade.?!

Perhaps these women are the unlucky ones the women’s revolution
left behind? Could they be the teen mothers and welfare dependents
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FIGURE 5.1 Single mothers and others: bankruptcy filing rates

the media usually associates with poor-single-mothers? No. The
women represented in this graph are predominantly middle class—
exactly the women who were supposed to have benefited from all
those advances made by the womens movement. Like Gayle
Pritchard, these women took advantage of improved educational op-
portunities. In fact, single mothers who have been to college are ac-
tually more likely to end up bankrupt than their less educated sis-
ters—nearly 60 percent more likely.22

They are also more likely to have a good job. While few of the
single mothers who crowd the bankruptey courts are doctors or
lawyers, most of these women have decent jobs. They are scattered
throughout the employment spectrum, but there are more teach-
ers, managers, and administrative assistants in the bankruptcy
courts, and fewer fast-food workers and cleaning women, than there
are in the general population.23 Single mothers in bankruptcy are
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also more likely to have achieved that cornerstone of the American
dream, home ownership. Fully 52 percent of these women owned
their own homes, compared with just 36 percent of single parents
in the general population.24 Nor are they especially young. Nearly
80 percent of these women have already passed their thirtieth
birthday.

The single mothers who file for bankruptcy are not some distant
group imprisoned in a far-away ghetto. By every social measure we
can assemble, these women are a solid part of the middle class. They
are not strangers; they are our neighbors. They have flown higher
than any earlier generation of women, only to discover that they fall
farther.

Continuing Fallout from the Two-Income Trap

Although Gayle Pritchard had almost everything else going for her on
the day her husband moved out, there was one big black mark against
her: her family’s balance sheet. In 1999, the Pritchards had cashed
out their savings, sinking it all into what the couple hoped would
prove to be a wise investment, their first home. At $105,000, the
three-bedroom ranch in suburban Houston would undoubtedly make
the family “house poor,” but Gayle was determined. “I wanted my
children to have a place to call their own, to have a yard, to know
their neighbors. . . . I grew up in a house, and I wanted my kids to
have the same experience.”

The Pritchards had a simple financial plan. Brad’s salary was to
“maintain the family” and Gayle’s was to pay the mortgage. Now that
Brad’s paycheck was gone, Gayle was stuck. Her paycheck main-
tained the family, but there was nothing left to pay the mortgage. “I
got three months behind on the mortgage because I was just trying to
keep my family fed. It was just so damn hard.” When the foreclosure
notice arrived, she filed for bankruptcy and worked out a repayment
plan with the mortgage lender. Gayle reflects, “I knew that I was at
the lowest point in my life. . . . I went ahead and filed but it was done
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very, very reluctantly. I mean, I couldn’t keep asking people like my
mom to bail me out again.”

The relief provided by the bankruptcy courts was only partial. The
monthly payments for her home actually increased when she filed.
Gayle now had to pay off an additional $10,750 in late fees and past-
due interest that her lender had tacked on—and that extra money
had to be paid within three years, not over the thirty-year life of her
mortgage. At the time we spoke with her, Gayle’s expenditures on
property taxes, mortgage payments, and utilities claimed nearly
three-quarters of her take-home pay.25 She couldn’t expect much
help from child support, either. Brad still owed child support to his
first wife, so he was due to pay Gayle only $350 a month, less than
one-quarter of the family’s housing expenses.

Gayle often thinks about giving up her home, but she is deeply
reluctant to do so. “My kids had already gone through so much in-
stability with the way that their dad left. I needed them to feel
some stability. . . . My oldest son said, ‘Mama, if I have to get a job
to help you, I will. I don’t want to move again.” . . . He was only
ten.” Gayle pauses while she thinks about her oldest child. Barely
past bed-wetting, still sleeping with a night-light, he has taken on the
solemn worries of adulthood. Gayle added quietly, “I felt I owed it to
him to hold on to this house as long as I can.”

If we took the typical approach to analyzing the economic difficulties
facing single mothers like Gayle Pritchard, we would start our inves-
tigation on the day her husband walked out. We would pose the usual
set of queries: Did the divorce court treat this woman fairly? Did the
judge order enough child support and alimony? Did the ex-husband
follow through on his legal obligations?

The problem with the usual approach is that it focuses attention
far too late in the story. Like so many single mothers, Gayle’s financial
problems started back when she was married, when she and her hus-
band stumbled into the Two-Income Trap by committing both of
their paychecks to cover their monthly expenses. The family no
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longer had a stay-at-home mother who could take a job after her hus-
band moved out—that is, there was no way to bring in new dollars to
cover the costs of divorce.26

And those costs add up. There are the lawyers, one for him and
one for her. Court costs. Document preparation fees. Charges for
photocopying the legal and financial records. The costs are substan-
tial if the parties can agree on everything; if they fight, the lawyers
just get richer. And legal fees are only the beginning. Someone has to
move out, and that means cash for first and last month’s rent, phone
installation charges, a separate checking account. Some furniture?
Dishes? A shower curtain? Then there are the unexpected costs,
which tend to creep higher when there are no longer two adults to di-
vide the chores and help each other with life’s little emergencies. Will
he send out his laundry and eat out more often? Will she hire some-
one to change the oil in the car and clean out the gutters? Without
Dad to share the burden, will she miss work more often when the
kids get sick? Will he give up overtime on Saturdays because that is
his only day with the kids? With the savings account drained by the
legal bills and the costs piling up, the credit card may be the only way
to fill in the gaps.

After divorce, they still have to meet their regular financial com-
mitments—those that are the hardest kind to cut back. The biggest
item in the family budget is the home, which would make it the most
logical place to try to downsize. But mothers like Gayle Pritchard are
guided by more than a steely eye on the balance sheet. They strongly
resist pulling their children out of familiar schools and neighbor-
hoods at the same moment that their family life is disintegrating.
Moreover, many women fear that without their husband’s income,
they will never get approval to buy another home, even one with a
smaller price tag. They are haunted by the nameless dread that if
they relinquish that precious bit of real estate, they will be letting go
of the middle-class aspirations they hold for their children.

Where else can they cut? Should they sell Mom’s car—the one she
drives to work every day? Should they pull Junior out of day care or
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tell their son to quit college? Should they drop the health insurance
policy? This isn’t a matter of living more frugally. These are the costs
that families incur to keep their children safe and hold them securely
in the middle class, even when there is no longer a father in the
home. To give these up is to admit more than financial failure; it
means failing as parents.

So where does that leave the newly single mother? She is living the
feminist dream, better educated and earning far more than her sis-
ters of a generation ago. And yet, in the wake of divorce, she will
learn just how far she can fall. In chapter 2 we showed that Tom and
Susan, the typical one-earner family in the 1970s, had 46 percent of
Tom’s income left over once the housing, health insurance, and other
fixed expenses had been paid. If Tom and Susan split up, Susan’s dis-
cretionary income, once she collected child support payments and
found a new job, would fall to just 19 percent of the family’s pre-
divorce income.2” That is a staggering drop, making it tough for the
newly formed fatherless household to survive a generation ago. But
things are worse for today’s working mothers. Today, the two-earner
married family starts out just slightly better off than the divorced
woman of a generation ago, with only 25 percent of income available
for food, utilities, clothing, and all other discretionary purchases. But
if today’s two-parent family is squeezed, the postdivorce mother is
crushed. If Justin and Kimberly (the typical two-earner family in the
2000s) divorce, Kimberly’s discretionary income would drop to a
mere 4 percent of the family’s predivorce income, even after she col-
lects child support.28 (See Figure 5.2.) The middle-class life she and
her husband once provided for their children would vanish.

The bad news isn’t over. The public face of divorce implies that the
biggest struggle facing a divorcing couple is the fight over who-gets-
what. Think of Donald and Ivanna Trump, or former General Elec-
tric CEO Jack Welch and the ex-wife who broadcast his lavish com-
pensation package to an eager public. Long, protracted battles,
plenty of he-said-she-said drama, and a debate in the local newspa-
pers over who-deserved-what makes for juicy stories. But today’s
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FIGURE 5.2 Discretionary income, before and after divorce

middle-class families don't just split up the home, the bank accounts,
and the kids. They must also split up the debt. And unlike the bank
accounts, they don’t get just 50 percent apiece. They each face 100
percent responsibility for any debts they both signed their names to.
When a husband and wife file for divorce, they may tear up the
contract between themselves, but they cannot tear up their obliga-
tions to the rest of the world. Kenesha Brooks, a California mother of
two, got a very expensive lesson in the law of legal liability. She dis-
covered that her ex-husband had been keeping his business afloat on
the couple’s credit cards: “I didn’t work in the business and didn’t
have anything to do with what happened.” The family court judge
agreed with Kenesha, ordering her ex to pay child support and to pay
off all of the couple’s debt. But his business failed, and Kenesha’s ex-
husband could not find a high-paying job. Instead, he drifted into
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odd jobs at minimum wage. He never paid back any of the credit
card or utility bills, so the interest, penalties, and late charges com-
pounded month after month—while Kenesha thought they were all
being paid. Eventually, the balance swelled to more than $50,000, a
sum that was more than double her ex’s annual salary. So the credi-
tors went after Kenesha, who soon discovered that in the eyes of the
law that governs debtors and creditors, it doesn’t matter who ran the
family business or what agreement the couple has worked out be-
tween them. If both names are on the original loan documents, and if
one spouse misses a payment, the creditors have every legal right
(and every incentive) to go after the other one—and that holds true
regardless of what the divorce court orders. The couple may decide
not to share their lives any longer, but their economic fortunes will
remain united for many years.

A generation ago, when the average family didn’t even have a credit
card, postdivorce debt splitting wasn’t all that important.29 But today,
a family begins divorce proceedings deep in a financial hole, so that
negotiating who pays which debts can be a matter of survival. Some-
times the judge will simply split the debt down the middle, ordering
each to pay half. In other cases the judge will order lower child-
support payments in return for a father’s commitment to take on the
whole load of debt. One way or another, both parents pay for the fact
that they face divorce already awash in red ink. Over the past genera-
tion, average savings has dropped from 11 percent of income to nega-
tive 1 percent, while credit card debt has climbed from 4 percent of
income to 12 percent (see Figure 5.3).30 As a consequence, the mod-
ern mother starts out her postdivorce life with higher fixed costs,
more debt, and less money in the bank—a recipe for financial disaster.

Trying to Compete in a Two-Income World

The single mother is under enormous pressure to scale back, but scal-
ing back is now harder than ever. A generation ago she had to com-
pete with male-breadwinner families for a house in the suburbs.
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FIGURE 5.3 Less savings, more debt

Everything that defined a middle-class life for children in her commu-
nity—decent schools, a safe car, health insurance—was typically pur-
chased with the income of a higher-earning male, which made it tough
for a divorced mother to keep up. The women’s movement promised
to make things easier for these women, since a bigger paycheck was
supposed to translate into financial security for single mothers. But
this formula missed one important fact. Single mothers weren't the
only ones to enter the workforce; married mothers went to work too.

For every increase in the paycheck of a single mother, there is now a
corresponding increase in a married couple’s income as well. As a grow-
ing number of married mothers enter the workforce, the income gap
between single and married parents is growing, notwithstanding rising
wages for single mothers. In the mid-1970s, a typical married couple
with children earned $29,800 (inflation adjusted) more than the aver-
age single mother; today that gap is more than $41,000.3! No matter
how hard she works, how many extra hours she puts in or training ses-
sions she attends, the modern single mother will never catch up.
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The irony is palpable. Lured by the promise of financial security
for themselves and their children, millions of women marched into
the workforce. And yet, if their husbands leave, they discover that de-
spite their growing paychecks, they are in no position to compete in a
two-income world. Moreover, the postdivorce woman must deal with
the fact that she and her ex had built a middle-class life that de-
pended on two incomes, and now she must cope without that second
paycheck. By all predictions, the middle-class single mother should
be better off than her counterpart of any generation before her. Yet
despite her education, her work experience, and the support of the
courts, the modern single mother is more likely to face financial fail-
ure than ever before.

The Facts of Marriage

Some women take an alternate path to survive the economic blows
raining down on their families: They remarry. Sure, we know that
marriage—even second marriage—is supposed to be about chemistry
and companionship, but getting a foreclosure notice can make any-
one rethink what she really needs from a relationship. Even now, a
generation after the Women’s Revolution, the surest way for a woman
to regain her financial footing after a divorce is to find a husband—
and to do it quickly.?? Like many single mothers, Gayle dreams about
a quick way out of her economic hole: “If I was to get married again,
and he only had a part-time salary, I could make it.” In a world of
economic hurt, even a guy with half a job looks good.

What about the mother who was never married to begin with? The
majority of single mothers in bankruptcy are divorced or separated,
but there are some who never had a husband.3? Divorced women got
into trouble when they lost one of the incomes they were counting
on. But how did mothers who never married end up in trouble? For
some, the answer is pretty much the same as for their divorced sis-
ters: A man moved out. Although they weren't legally married, many
were in long-term relationships. When the couple broke up, these
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women went through an economic—if not a legal—divorce, and they
were sent into the same kind of economic tailspin as their previously
married sisters.> Other unmarried mothers never had a partner to
begin with, but they learned that with only one adult in the house-
hold, even a short period of unemployment or a medium-sized med-
ical bill could send them from survival to collapse in a few months.

Out of the Trap: Make Dad Pay More?

After the Pritchards split up, Brad rented an efficiency apartment on
the north side of Houston, near his new job. His girlfriend moved in,
but she drifted off just a few months later. It seems that Brad was not
much fun any more.

Brad landed a job as an assistant supervisor at an oil refinery, earn-
ing $27,000 a year. “I guess the money’s not that bad. It’s just they
take so much out of my check. Seems like all I get are the leftovers.”
Between his payments to his first wife and to Gayle and the kids, his
employer withholds almost $1,200 a month. This means that 60 per-
cent of Brad’s take-home pay goes to child support—the legal limit.35

Technically, Brad lives above the poverty line, but just barely. He
lost his health insurance when his earlier job was outsourced, and his
attorney wants $1,000 for the divorce paperwork. His apartment is an
empty shell, with nothing but a television perched on a box, an old
couch that folds out into a bed, and a card table in the kitchen. Usu-
ally an easygoing man who liked to go out on the town, Brad has
begun to wake up sweating in the middle of the night. He has two
failed marriages, five kids he sees only sporadically, and not enough
money left to fill up the tank in his van.

So how can a single-parent family get out of the trap? We begin with
the solution put forth by nearly every politician, women’s group, and
angry mother: Make Dad pay more.

The argument has plenty of emotional appeal. It resonates with
some of our most basic values: equity between men and women, fol-
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lowing through on commitments, protecting our children. It also fits
with our common sense. After all, everyone knows some unfortunate
woman who is having a dreadful time making ends meet since she got
stiffed by her ex. And we have all heard news reports about the men
who are absconding without making their payments.

The experts of a generation ago (and even today) predicted with
such confidence that better child support enforcement would ensure
financial security for single mothers. But does increasing child support
really hold the key to survival for millions of middle-class single moth-
ers? Do ex-husbands hold the untapped wealth that single mothers
need for financial security, and all that remains is to seek it out?

America has spent a generation hunting down the devious dead-
beat dad, but single mothers are in more trouble than ever. It doesn’t
come through in most news reports, but the overwhelming majority
of middle-class fathers today are like Brad Pritchard. They pay the
support they owe. According to one survey, nonresident fathers who
earned more than $30,000 a year reported that they were paying
more than 95 percent of their court-ordered child support.36 This sta-
tistic may be somewhat distorted by men who overestimate their own
payments. (Single mothers usually report receiving less than fathers
report paying.) But another survey of single mothers found similar
results. Among fathers who were steadily employed (which includes a
number of men who work for low wages), 80 percent of their ex-
wives reported receiving full payment.3” These numbers stand as a
reminder that there is not much left to collect. Additional enforce-
ment of child support can provide only limited help to struggling
middle-class women and their children.

And what about the dads who don’t pay? About two-thirds of these
men do not pay because they are not legally required to pay; they have
not had paternity established or they are separated but not yet di-
vorced.?® What about those who have child support orders in place
but don’t pay what they owe, the infamous “deadbeat dads™? It turns
out that the nonpayers are far more likely to have low incomes and to
live in poverty.3® According to one estimate, six out of ten nonresident
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fathers who fail to pay child support either have low incomes, are sub-
stance abusers, or have outstanding obligations to support new chil-
dren.#0 Another study found that most nonpayers had recently been
unemployed.4! These guys may be down on their luck, irresponsible,
or just plain mean, but the stone-cold reality is that unemployment,
poverty-level wages, drug addiction, and additional kids to provide for
make it far more difficult for these men to come up with regular sup-
port payments. And no amount of legal pressure will change that.

Share the Pain?

Some activists argue that women like Gayle Pritchard are in financial
trouble because, as Lenore Weitzman observed: “Current child sup-
port awards are too low . . . and place a disproportionate financial bur-
den on mothers.”2 According to this line of thinking, judges should de-
mand more money from men in the beginning, making child support
awards substantially larger. Again, the arguments are highly charged.
Women’s groups point to the fact that custodial mothers are far more
likely to end up in poverty than their ex-husbands, and increasing child
support awards is one way to ensure more equitable living standards
for kids.#3 Fathers” groups, for their part, argue that child support
guidelines are already too rigid because they ignore a man’s obligations
(such as those to support a new family) and changes in his ex-wife’s in-
come (such as the earnings of her new husband). Support orders also
disregard changes to a father’s income. According to one study of men
who experienced a sharp drop in earnings, only 4 percent were able to
persuade the courts to lower their child support payments.4

In either case, activists on behalf of single mothers are probably
right in their basic conclusion: Privation could be spread more evenly
between men and women. Child support guidelines could be
changed to ensure that no man would have a penny more discre-
tionary income than his ex-wife does, and that if one ex-spouse suf-
fers, so does the other. Several family law reformers have embraced
what we call the Share-the-Pain model, whose “ultimate goal is for all
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family members to emerge from a marital breakdown with roughly
equal standards of living, so that no one, specifically children and
those who care for them, suffers disproportionately from the failure
of a marriage.”*5 According to this approach, if the mother and chil-
dren live at twice the poverty rate, then so should the ex-husband.

Fair enough. But the critical question is, how far would these
changes get today’s single mother? Would the Share-the-Pain model
lift single mothers and their children out of their financial hole? Brad
is already paying more than the Share-the-Pain model would call for:
Gayle lives at 2.8 times the poverty level, whereas Brad, after paying
child support to both his ex-wives, scrapes by at just 1.4 times the
poverty level. By this measure, Gayle and her kids are doing much
better than her ex-husband, yet she is still bankrupt.

Of course, Brads situation is particularly bad because he has two
ex-wives to support. What would happen to a more typical dual-income
couple if they divorced? If Justin and Kimberly (the typical two-
earner couple we met in previous chapters) split up, and the courts
followed the Share-the-Pain approach, Justin would be required to
pay Kimberly roughly $12,400 a year—close to half his take-home
pay.#6 Kimberly’s situation would be undeniably better than under
current guidelines, since her support checks would increase consid-
erably. But if she wanted to keep the home, the car, the day care, and
the health insurance, she would still face a 54 percent drop in discre-
tionary income, even if Justin paid every penny. To be sure, this is
better than the 86 percent drop she would experience under the cur-
rent system.*” The Share-the-Pain model might appeal to our sense
of fairness, and it might even be the right response to a bad situation.
But even such a drastic change to the child support guidelines is no
panacea for the middle-class single mother—and no guarantee of her
financial survival.

What if Dad shares custody of the kids? This is an increasingly likely
outcome. Approximately one out of six divorcing couples are awarded
joint custody.#8 Many fathers’ rights groups support the trend, argu-
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ing that joint custody is “in the best interest of children [and fosters]
a meaningful relationship with both of their parents.”#® But what
about the financial impact of these arrangements? Joint custody
would free Mom from the overwhelming burden of bearing sole re-
sponsibility for all the day-to-day child care requirements, but the
overall impact on her financial well-being is more complex. Consider
housing. When the Pritchards split up, the only way Brad avoided the
bankruptcy courts was to live in the cheapest efficiency apartment he
could find. If he had needed to find a home suitable for his three
children (preferably near their school), he wouldn’t have had a prayer
of making ends meet—or of making support payments to either of his
ex-wives. Joint custody effectively doubles the family’s housing ex-
penses without creating any new income to cover the costs. Cars, fur-
niture, clothing, utilities—there are no savings, but substantial op-
portunities to increase costs when both parents provide half-time
homes for their children.

Joint custody can have another serious financial side effect on a
woman: She may end up with less child support. With both parents
providing a home for their children, courts are less inclined to order
that child support flow in a single predetermined direction, from Dad
to Mom. One study found that judges are three times more likely to
order no child support under a joint custody case than a case where
the mother is awarded sole custody. Joint custody may be the best
way to involve fathers in their children’s lives, but it is no financial
promised land for either single parent.

Tapped Out

Divorced fathers have become a kind of mythic solution. Anyone
concerned about the financial distress of single mothers simply joins
in the rallying cry to “Make dads pay more.” Once again, we offer
sobering data. There is substantial evidence that millions of fathers
are already struggling to make their current payments and may not
be able to pay more, regardless of what the courts order. Only 46



120 THE TWO-INCOME TRAP

percent of divorced fathers own their own homes, a rate that is about
half that of married fathers generally. Divorced fathers are also less
likely to own a car.5! Indeed, one out of three unmarried, nonresident
fathers cannot even maintain their own household and live with their
parents or other extended family.52

Even more tellingly, our data indicate that unmarried mothers
aren’t the only ones filing for bankruptcy in record numbers. Di-
vorced dads are in just about as much trouble. We estimate that more
than 160,000 men with child support and alimony obligations will
end up in bankruptcy this year alone. This means that fathers who
owe child support are more than three times more likely to file for
bankruptcy than single men who dont owe support.33 Indeed, non-
resident fathers with child support obligations are the only group that
approaches single mothers in their extraordinarily high levels of fi-
nancial distress.

These men are caught in the same financial maelstrom as their ex-
wives. They must come up with money for an apartment and all the
accoutrements of their newly single lives, not to mention thousands
of dollars in legal fees, but they too have nothing in savings to cover
these costs. Like their soon-to-be ex-wives, many turn to debt to get
through the months following the divorce. Brad Pritchard is already a
few thousand dollars in the hole, and bankruptcy may be just around
the corner. “I was brought up that you sign your name, you pay your
bills. Period. But if things keep on this way, I just don’t know. . ..”

Men like Brad Pritchard do not file for bankruptcy as a way of
ducking out of their support obligations. Bankruptcy law is quite firm
on this point. All child support and alimony orders survive a bank-
ruptey filing 100 percent intact. These men may escape their credit
card debts and outstanding medical bills, and they may slide out from
underneath some business debts or drop their car loans (if they give
up their cars), but they cannot reduce their current or past-due child
support obligations by a single penny. So why do they file? Many of
them are in the bankruptcy courts to shake off Citibank and Ford
Motor Credit so they can free up the money they need to fulfill their
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obligations to their children. Congressman Henry Hyde and his
cronies may charge that these men suffer “an absence of personal re-
sponsibility,” but for many, filing for bankruptcy may be the most re-
sponsible thing these divorced fathers can do for their children.5

A Lesson from the Two-Parent Family

The illusion that dads can pay enough to stabilize the broken family is
born partly of hope and partly of despair. If Dad can’t pay more, how
does the single mother ever escape the Two-Income Trap? For that
matter, how does the divorced father break free? They do it the same
way the dual-income family does.

The predicament of divorced mothers has worsened not because
divorce itself is any harder, but because couples today are in worse
shape before they split up. Solutions that improve the financial foot-
ing of married couples will help divorcing parents by putting them in
a stronger position as they embark on their newly separated lives. So,
for example, if decent public schools were made available to all chil-
dren, regardless of the childs zip code, then the bidding wars for sub-
urban housing would let up and the newly single mother could start
oft divorced life with a more modest mortgage. She also might be less
reluctant to give up the family home and move into a cheaper house
if a school choice policy ensured that she wouldn’t be forced to trans-
fer the kids to an unfamiliar—and often inferior—public school. Sim-
ilarly, if publicly funded preschool were made available to all chil-
dren, a single mother with young children would have more leeway
in her budget.

In addition, policies that encourage personal savings (see chapter 3)
and discourage debt (which we’ll discuss in chapter 6) would help
both spouses survive the economic aftermath of divorce. If a woman
started her divorced life with no credit card debt and some money in
the bank, she would have a better chance of holding on to her house
and staying out of the bankruptcy courts. And if a father left his mar-
riage on more secure financial footing, he would stand a better chance
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of making his child support payments and keeping himself and his ex-
wife out of bankruptcy. Likewise, policies that expand health insur-
ance and disability coverage would particularly benefit single parents
because they are most vulnerable when disaster strikes.

Are there any policies that should single out the single mother?
There might be one. As we noted in chapter 2, universal publicly
funded day care might have unintended financial consequences, some
of which would be particularly negative for the traditional single-
breadwinner two-parent family. But the government could play an-
other role in taking care of youngsters: free (or subsidized) child care
for the children of single parents. This would give the newly single
mother an immediate, much-needed financial leg up, improving her
chances of competing in a two-income world. And it would do so
without increasing the pressure on two-parent families to send both
adults to work.

During the past generation, the single mother has come into her
own politically. Nearly 10 million strong, these women are no longer
shunned by politicians and religious leaders. They star in sitcoms, they
are featured in congressional debates, and they help swing elections.
But their economic fortunes—or misfortunes—are treated as some-
thing that begin the day their marriages end. Politicians build up po-
litical capital by loudly proclaiming their support for these women,
while their ex-husbands either disappear from the story or are vilified
as deadbeats who don’t care about their children. In our view, all that
noise just diverts attention from any meaningful changes that could
actually improve the lot of middle-class mothers and fathers.

Current views of the economics of divorce accomplish little more
than stoking a tired old battle between the sexes. The laws have been
changed, and child support orders, while not perfect, are now rea-
sonably well enforced for millions of middle-class families. It is time
for a fresh approach to improving the circumstances of all middle-
class parents, married and single alike.



The Cement Life Raft

In May 1998, First Lady Hillary Clinton was the star attraction at
a Boston fund-raiser for candidates who supported women’s is-
sues. The lineup was impressive: she stood shoulder to shoulder
with a half dozen congresswomen, including Nancy Pelosi and
Sheila Jackson Lee, arguably among the most powerful female
politicians in America at the time. Mrs. Clinton was in her element,
vibrant and hard-hitting in front of an almost all-woman audience
that applauded her every sentence. Her speech was part policy
(federal subsidies for day care and access to health insurance) and
part pep rally (help send more Democrats to Congress). She swept
out of the ballroom as the crowd jumped to its feet to cheer her on.

I (Elizabeth) stood waiting in the darkened hallway in a service
entrance. I had been invited to meet with Mrs. Clinton, and there I
stood, not knowing a single person either in the ballroom or among
the entourage that trailed along with her. T listened as young
women—opresumably Mrs. Clinton’s aides—chatted quietly about
who were the “major players” in the room and whether that neon-
red jacket made one of the congresswomen look too pasty. Behind
me, two beefy men in overcoats stood silently, continuously scan-
ning in all directions.

Mrs. Clinton thrust her hand forward. “You must be Professor
Warren. I read your op-ed in the New York Times about women
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and bankruptcy, and I want to talk with you.” A few weeks earlier I
had written a column that sharply criticized a bill making its way
through Congress that proposed to undercut bankruptcy protections
for middle-class families in financial trouble.! Before I could re-
spond, Mrs. Clinton snapped her head sharply to the side and called
to no one in particular, “Where’s lunch? I'm hungry.”

We were ushered to a small office with cracked leatherette chairs,
carefully set out with lunch for the First Lady—half a hamburger,
French fries, Diet Coke—and an iced tea for me. The small army of
aides and security agents were left behind in the hallway; there were
just the two of us in the tiny room.

Before she had taken a single bite of her hamburger, Mrs. Clinton
tore into the business at hand: “I have two questions for you: How
are women affected by the bankruptcy laws, and how did a woman
get to be a chaired professor at Harvard Law School?”

For the next twenty-five minutes, I pounded Mrs. Clinton with
graphs, charts, and projections. She ate fast and asked questions even
faster. I have taught bankruptcy law to thousands of students—some
of them among the brightest in the country—but I never saw one like
Mirs. Clinton. Impatient, lightning-quick, and interested in all the nu-
ances. In just half an hour, she went from knowing almost nothing
about the bankruptcy system to grasping the counterintuitive twist
that single mothers were helped when their ex-husbands filed bank-
ruptcy because these men could discharge credit card debts and use
the money to catch up on their child support. I explained to Mrs.
Clinton how the pending bankruptcy bill would effectively dismantle
bankruptcy protections for families, forcing single mothers to com-
pete with legions of credit card bill collectors for an ex-husband’s in-
come and making it more difficult for families to hold on to their
homes.

At the end of our discussion, Mrs. Clinton stood up and said,
“Well, I'm convinced. It is our job to stop that awful bill. You help
me, and I'll help you.” We talked university politics for a bit, then
walked outside. As we stepped through the door, she grabbed me by
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the shoulder, turned me around for the obligatory photograph, shook
my hand again, and headed off with her people.

Mrs. Clinton’s newfound opposition to the bankruptey bill sur-
prised me. Given her legal training and her devotion to women’s
causes, I had certainly expected her to grasp the importance of the
issue. But President Clinton’s staff had been quietly supporting the
bankruptcy bill for several months. Bill Clinton wanted to show that
he and other “New Democrats” could play ball with business inter-
ests, and the major banks were lobbying hard for changes in the
bankruptey laws. I had expected that it would take a lot more than
thirty minutes to convince Hillary Clinton to depart from the position
widely rumored to be supported by her husband.

But Mrs. Clinton stayed firm in her fight against “that awful bill.”
She was convinced that the bill was “unfair to women and chil-
dren,” and she intended to stand by her principles, even if it cost
some Democratic party candidates campaign contributions.2 Over
the ensuing months, she was true to her word. With her strong sup-
port, the Democrats slowed the bill’s passage through Congress.3
When Congress finally passed the bill in October 2000, President
Clinton vetoed it. The following summer, an aide explained to me the
abrupt about-face: “A couple of days after Mrs. Clinton met with you,
we changed sides [on the bankruptcy bill] so fast that you could see skid
marks in the hallways of the White House.” Thanks to Mrs. Clinton,
families still had one financial refuge left—at least for the moment.

But the story doesn’t end there. The banking lobbyists were persis-
tent. President Clinton was on his way out, and credit card giant
MBNA emerged as the single biggest contributors to President
Bush’s campaign.* In the spring of 2001, the bankruptcy bill was rein-
troduced in the Senate, essentially unchanged from the version Pres-
ident Clinton had vetoed the previous year.

This time freshman Senator Hillary Clinton voted in favor of the
bill.

Had the bill been transformed to get rid of all those awful provisions
that had so concerned First Lady Hillary Clinton? No.? The bill was es-



126 THE TWO-INCOME TRAP

sentially the same, but Hillary Rodham Clinton was not. As First Lady,
Mors. Clinton had been persuaded that the bill was bad for families, and
she was willing to fight for her beliefs. Her husband was a lame duck at
the time he vetoed the bill; he could afford to forgo future campaign
contributions. As New York’s newest senator, however, it seems that
Hillary Clinton could not afford such a principled position. Campaigns
cost money, and that money wasn’t coming from families in financial
trouble. Senator Clinton received $140,000 in campaign contributions
from banking industry executives in a single year, making her one of
the top two recipients in the Senate.® Big banks were now part of Sen-
ator Clinton’s constituency. She wanted their support, and they wanted
hers—including a vote in favor of “that awful bill.”

The Brave New (Unregulated) World

There is one final chapter in the story of how millions of seemingly
ordinary, middle-class families found themselves falling off a financial
cliff. Just at the time when parents got caught in a vicious bidding
war for middle-class housing, just as the cost of college tuition and
health insurance shot into the stratosphere, just as layoffs increased
and the divorce rate jumped, a new player appeared on the scene. A
newly deregulated lending industry emerged, eager to lend a few
bucks whenever the family came up short.

Pick up almost any newspaper, and there will be a story about
America’s most widespread addiction: the insatiable hunger for debt.
Every year for the past decade, mortgage debt has set a new record.”
Home equity loans grew even faster, increasing by over 150 percent
in just four years.® And no one would dare leave home without a fist-
ful of those little plastic cards.

The news media rarely give any explanation for why all that debt
piled up, leaving the reader to infer that the debt explosion is some
sort of inevitable by-product of today’s moral and economic climate.
But Americans didn’t wake up one morning and decide en masse that

they needed stuff so much that they’d be delighted to take on a big fat
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second mortgage and that they’d be thrilled to skip a credit card pay-
ment or two, as the headlines might imply. Nor was there a sudden
“national conspiracy of people who buy credit cards and then max
them out,” as one professor of finance claimed.® Those mountains of
debt were made possible by one very important change that largely
went unnoticed in all the discussions about Americans and debt—a
seemingly small modification in the laws of consumer finance, a tiny
change that transformed centuries of family economics in an instant.
Just a generation ago, the average family simply couldn’t get into
the kind of financial hole that has become so familiar today. The rea-
son was straightforward: A middle-class family couldn’t borrow very
much money. High-limit, all-purpose credit cards did not exist for
those with average means. There were no mortgages available for 125
percent of the home’s value and no offers in the daily mail for second
and third home equity loans. There were no “payday lenders,” no “live
checks,” no “instant money,” and certainly no offers to “consolidate”
all that debt by moving it from one credit card to another. A genera-
tion ago, a family that wanted to borrow money had only a handful of
options. Instead of running up debt anonymously, a prospective bor-
rower was forced to meet a stern-looking banker, face-to-face. Fami-
lies were asked to produce past tax returns and pay stubs, credit refer-
ences, and projected budgets that showed how they planned to repay
the money. If they wanted to take out a mortgage for a new home,
they were typically required to come up with a 20 percent down pay-
ment from their own savings.10 If they wanted money for any other
purpose, they were required to give a detailed account of their spend-
ing plans, and the banker had a fairly narrow set of answers he wanted
to hear: building an extra bedroom on the house, buying a new car,
sending the twins off to college. Some retailers offered credit to move
their merchandise, but cash loans and lines of credit for “making ends
meet until John finds a new job” or “putting groceries on the table
until the child support checks begin” were not in the lending lexicon.
The reason for the lenders’ cautious approach was not that the
bankers of yesteryear were thriftier or that Americans hadn't yet devel-
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oped a taste for “unbridled consumption.”!! The reason was a far more
powerful one, and it affected every lender and every borrower in the
country: The law was different. In those days, the banking industry was
highly regulated, and usury laws created ironclad limits on how much
interest a bank could charge on a loan. As a result, banks’ profit margins
were modest, and families that wanted to borrow money had to prove
they had a very high likelihood of repaying it.12 The judgment was not
moralistic; it was supported by stubborn financial reality. Unlike today,
bank vaults were firmly closed to families already in financial trouble.

From the founding of the Republic through the late 1970s, interest
rates had been a matter for states to determine, and the states had im-
posed limits on the amount of interest that could be charged on con-
sumer loans.!13 The logic behind the laws was straightforward: State
governments wanted to protect their citizens from back-alley loan
sharks and aggressive lenders who would cost families their homes.

But the states’ authority to regulate lending within their borders
was wiped out by an obscure federal regulation. In 1978, a Supreme
Court opinion interpreting some ambiguous language in a little-
known federal statute opened the door for banks to “export” interest
rates from one state to another.14 This meant that a bank with lending
operations in South Dakota—where the interest ceiling was 24 per-
cent, at a time when the rates in most states were capped at 12 to 18
percent—would have a distinct advantage. A South Dakota bank
could now issue loans at 24 percent interest to a family living in New
York (where rates on most loans were capped at 12 percent), without
worrying about the corporate officers ending up in a New York prison
next to loan sharks who collected by breaking people’s fingers until
they paid. Under the new law of the land, South Dakota banks could
collect their profits from New York families, and there wasn't a thing
the New York legal system could do about it.15

The race was soon on. Local politicians across the country quickly
figured out that all they had to do was raise the interest rate ceiling,
and lending institutions would flock to their states. Suddenly there was
a new way for states to attract clean, white-collar jobs, and even grab a
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share of corporate taxes in the process. Sure, there might be some
hardship for families that stumbled into high-interest loans they really
couldn’t afford. But most of the hardship would be exported to the res-
idents of other states, while the benefits—jobs and tax revenues—
would stay local. By way of analogy, consider America’s drug laws. Sup-
pose that South Dakota passed a law (and the federal government
permitted it) that made it legal to grow marijuana inside the state and
to sell it anywhere in the country. South Dakota would bear only a tiny
fraction of the total social costs of marijuana use, while reaping 100
percent of the profits for sales elsewhere. Suddenly the downside of
marijuana use that once made legalization unthinkable—drug addic-
tion, health problems, traffic accidents, and so forth—might start to
look pretty insignificant next to all those dollars the state could rake in.
Lenders also began to see the possibilities opened up by the new
laws. No longer would credit be a prized commodity, doled out parsi-
moniously. By the mid-1980s, credit had become a highly profitable
consumer product, like running shoes or soft drinks, and the new game
was to sell as much as possible.16 How to manage the risk that some cus-
tomers might default on the debt? Simple: move the lending operations
to South Dakota—or Delaware, which quickly followed South Dakota’s
lead—and then raise the interest rates for customers across the coun-
try.17 Banks would “lose” money on some credit card customers, but,
thanks to higher interest rates, those losses would be more than offset
by the profits on the rest. Over the past decade, bad debt losses and
loan write-offs have soared, but profits have risen even faster.!8 In this
new sky’s-the-limit world, the stern-faced banker and the long applica-
tion forms have been replaced by chirpy advertisements and “preap-
proved” credit offers. Banks can now lend to anyone and everyone (in-
cluding those in financial trouble) and still make a handsome profit.

The Debt Explosion

In the new world of unregulated lending, families are barraged with
advertisements and offers for a new product: all the debt they could
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ever want, and more. Now, in a single year, more than five billion
preapproved credit card offers—totaling over $350,000 of credit per
family—pour into mailboxes all across America.}® Magazine ads, tele-
phone calls during dinner, and flyers at the bottom of grocery store
bags barrage families with even more offers of credit, while roving
bands of credit card marketers haunt college campuses and shopping
malls. Credit card debt has increased accordingly: from less than $10
billion in 1968 (inflation adjusted) to more than $600 billion in 2000,
an increase of more than 6,000 percent.2® It would seem that once
Americans got a first bite of the debt apple, they just couldn’t get
enough.

But what are families spending all that money on? Did they blow it
on “vacations and luxury items,” as one columnist claimed?2! This ex-
planation might gratify the self-righteous bill-payers, but it doesn’t
square with the facts. Undoubtedly, all that easy credit dangling under
everyone’s noses enticed a few more Americans into buying things
they could have lived without. As we showed in chapter 2, today’s fam-
ilies are spending more on some goods, such as computers, home
electronics, and pet food, than they did a generation ago. But they are
spending less on food, clothing, appliances, home furnishings, and to-
bacco—a lot less. There is no evidence of an increase in impulse buy-
ing or luxury acquisitions over the past thirty years—certainly nothing
that could account for a 6,000 percent increase in credit card debt.
Moreover, the expenditures that have shown the biggest increases—
e.g., housing, health insurance, college tuition, preschool—are the
purchases least likely to appear on a credit card bill.

If families aren’t buying more goods, then what are they using all
that debt for? They get into debt trying to buy their way out of the
Two-Income Trap. The bidding war has inflated the cost of middle-
class life to the point that once they have paid the mortgage and
other fixed expenses, families have little discretionary income left—
and even less margin for error. What to do when something goes
wrong, as it increasingly does? Since the two-income family does not
have a stay-at-home mom to call on to help make ends meet when
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emergency strikes, the family turns to debt to make it through to the
next payday.

No advertisements trumpet, “When your husband leaves you,
there’s MasterCard.” Nor do we hear: “American Express: Don't lose
your job without it.” But those slogans would be closer to the truth
about how credit is used today. When corporate layoffs loom, workers
apply for as many credit cards as possible to see them through until
they can find a new job.22 When health insurance lapses, the family
hands a MasterCard to the doctor and prays for the best.23 And when
Dad walks out, that “E-Z check” stuffed in with the latest credit card
bill looks like just the thing to tide Mom over until the child support
checks arrive. Later, when the credit card payments become unman-
ageable, the family takes on a second mortgage to consolidate all that
debt. No one would suspect it from looking at the ads, but for every
family taking out a second mortgage to pay for a vacation, there are
sixty-one more families taking on a second mortgage so they can pay
down their credit card bills and medical debts.2

The bankruptcy court offers a peek at those in the most trouble
with debt. The Myth of the Immoral Debtor would have us believe
that these families consumed their way into bankruptcy, running up
their credit cards to cover their “reckless spending.”25 They are at
least half right; families in bankruptcy are choking on credit card
debt. Ninety-one percent of the families in bankruptcy were carrying
balances on their cards by the time they filed. A third of homeowners
were carrying second or even third mortgages or had refinanced their
mortgages to get some cash.26 The amount of debt was truly stagger-
ing. Nearly one-third of bankruptcy filers—more than 400,000 fami-
lies—owed an entire year’s salary on their credit cards, a hole that
was virtually impossible to dig a generation ago.2”

But the critics are off the mark on one point—the role played by
over-consumption or its ubiquitous cousin, “trouble managing
money.” By 2001, those two reasons combined to account for less
than 6 percent of families in bankruptcy.28 What about the rest? The
overwhelming majority of bankrupt families faced far more serious
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problems. As we showed in chapter 4, nearly 90 percent had been
felled by a job loss, a medical problem, or a family breakup, or by
some combination of all three.

Potential Supreme Court nominee Judge Edith Jones asserts that
“overspending and an unwillingness to live within one’s means
‘causes’ debt.”29 She is probably right. These families certainly over-
spent, accepting medical care they could not afford and making child
support payments that left them with too little to pay the rent. They
also lived beyond their means, trying to hold on to their houses and
cars even after they lost their jobs. But we are forced to wonder, what
would Judge Jones suggest those families have done? Not gone to the
emergency room when the chest pains started? Moved the kids into a
shelter the day their father moved out? Paid MasterCard and Visa,
even if it meant not feeding their children? It is doubtlessly satisfying
to point the long finger of blame at personal irresponsibility and over-
spending. But only the willfully ignorant refuse to acknowledge the
real reasons behind all that debt.

Mortgaging the Future

Interest rate deregulation dovetailed neatly with a seemingly unre-
lated phenomenon: the bidding war for suburban housing. The mort-
gage industry shook off its interest rate regulations just a few years
after the credit card industry.3 In the new world of unfettered mort-
gage lending, no longer would the middle-class family be restricted
to a conventional 80 percent mortgage. The floodgates were opened,
and families could get all the mortgage money they ever dreamed of
to bid on that precious home in the suburbs—even if the price tag
was more than they could realistically afford.

Competition for houses in good neighborhoods has always been
stiff, and overloading on mortgage debt to purchase a better home
has long posed a temptation for young families. A generation ago,
however, it simply wasn’t possible to give in to that temptation; mort-
gage lenders didn'’t allow it. But today the game is different. It has
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become routine for lenders to issue unmanageable mortgages. The
best evidence comes from the mortgage industry itself. Fannie Mae,
the quasi-governmental agency that underwrites a huge fraction of
home mortgage lending in the United States, advises families that
“monthly housing expenses should not represent more than 25 to 28
percent of gross monthly income.”3! Accordingly, anyone whose
housing costs exceed 40 percent of their earnings would be consid-
ered “house poor,” spending so much on housing that they jeopardize
their overall financial security.32 But the label is misleading. Many of
the “house poor” are not poor at all. They are middle-class families
that overextended themselves in a desperate effort to find a home in
the midst of a fearsome bidding war. Over the past generation, at the
same time that millions of households sent a second earner into the
workforce, the proportion of middle-class families that would be clas-
sified as house poor or near-poor has quadrupled.3

The down payment—once a critical device for screening potential
borrowers—has virtually disappeared. In the mid-1970s, first-time
home buyers put down, on average, 18 percent of the purchase price
in order to get a mortgage.3* Today, that figure has shrunk to just 3
percent.? While a small down payment may sound appealing to those
of us who remember scrimping and saving before we could purchase
our first home, it has a more ominous side. The family that can’t come
up with a down payment pays higher points and fees, and many are
forced by their lenders to purchase additional credit insurance. These
families get mortgages they couldn’t have gotten a generation ago, but
they pay a lot more for them. More important, families that don’t
make a down payment are more likely to lose their homes, which is
why traditional lenders required the 20 percent down payment in the
first place. According to one study, families that make a down pay-
ment of less than 5 percent of the purchase price are fifteen to twenty
times more likely to default than those who put down 20 percent or
more.* The obvious solution would be to reimpose some standards in
the mortgage market, but deregulation continues to reign supreme.
Even as defaults are rising, President Bush argues that the federal
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government should work to reduce families’ down payments even fur-
ther—with no thought about how those low down payments may cost
millions of families their chance at staying in their homes.3

As regulatory control over interest rates collapsed, a new industry
was born: the “subprime” mortgage lender. Subprime lenders special-
ize in issuing high-interest mortgages to families with spotty credit
who are unlikely to qualify for traditional, low-cost “prime” mort-
gages. In the early days of deregulation, subprime mortgage lending
was unheard of. But by the mid-1990s, banking giants such as Chase
Manhattan and Citibank, fat with profits from credit card lending,
were looking for new markets to tap.3® They applied the same princi-
ples to home mortgage lending that had profited their credit card di-
visions so handsomely: Charge high interest rates and sell, sell, sell.

To give a sense of just how expensive subprime mortgages are, con-
sider this: In 2001, when standard mortgage loans were in the 6.5 per-
cent range, Citibank’s average mortgage rate (which included both
subprime and traditional mortgages) was 15.6 percent.?® To put that in
perspective, a family buying a $175,000 home with a subprime loan at
15.6 percent would pay an extra $420,000 during the 30-year life of the
mortgage—that is, over and above the payments due on a prime mort-
gage. Had the family gotten a traditional mortgage instead, they would
have been able to put two children through college, purchase half a
dozen new cars, and put enough aside for a comfortable retirement.

Citibank and other subprime lenders typically defend their busi-
ness practices by arguing that they are helping more families own
their own homes.*® But this is little more than public relations hot air.
In the overwhelming majority of cases, subprime lenders prey on
families that already own their own homes, rather than expanding ac-
cess to new homeowners. Fully 80 percent of subprime mortgages in-
volve refinancing loans for families that already own their homes.!
For these families, subprime lending does nothing more than in-
crease the family’s housing costs, taking resources away from other
investments and increasing the chances that the family will lose its
home if anything goes wrong.
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Subprime lending has an even more pernicious effect. It ensnares
people who, in a regulated market, would have had access to lower-
cost mortgages. Lenders” own data show that many of the families
that end up in the subprime market are middle-class families that
would typically qualify for a traditional mortgage. At Citibank, for ex-
ample, researchers have concluded that at least 40 percent of those
who were sold ruinous subprime mortgages would have qualified for
prime-rate loans.42 Nor is Citibank an isolated case: A study by the
Department of Housing and Urban Development revealed that one
in nine middle-income families (and one in fourteen upper-income
families) who refinanced a home mortgage ended up with a high-fee,
high-interest subprime mortgage.*3 For many of these families there
is no trade-off between access to credit and the cost of credit. They
had their pockets picked, plain and simple.

Why would middle-class families take on high-interest mortgages if
they could qualify for better deals? The answer, quite simply, is they
didn’t know they could do any better. Many unsuspecting families are
steered to an overpriced mortgage by a broker or some other middle-
man who represents himself as acting in the borrower’s best interests,
but who is actually taking big fees and commissions from subprime
lenders.#4 In some neighborhoods these brokers go door-to-door, act-
ing as “bird dogs” for lenders, looking for unsuspecting homeowners
who might be tempted by the promise of extra cash. Other families
get broadsided by extra fees and hidden costs that don’t show up until
it is too late to go to another lender. One industry expert describes the
phenomenon: “Mrs. Jones negotiates an 8 percent loan and the paper-
work comes in at 10 percent. And the loan officer or the broker says,
‘Don’t worry, I'll take care of that, just sign here.”45

Every now and then a case comes to the forefront that is particu-
larly egregious. Citibank was recently caught in one of those cases. In
2002, Citibank’s subprime lending subsidiary was prosecuted for de-
ceptive marketing practices, and the company paid $240 million to
settle the case (at the time, the largest settlement of its kind).4¢ A for-
mer loan officer testified about how she marketed the mortgages: “If
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someone appeared uneducated, inarticulate, was a minority, or was
particularly old or young, I would try to include all the [additional
costs] CitiFinancial offered.”#” In other words, lending agents rou-
tinely steered families to higher-cost loans whenever they thought
there was a chance they could get away with it.

Such steering hits minority homeowners with particular force. Sev-
eral researchers have shown that minority families are far more likely
than white families to get stuck with subprime mortgages, even when
the data are controlled for income and credit rating.48 According to
one study, African-American borrowers are 450 percent more likely
than whites to end up with a subprime instead of a prime mortgage.4®
In fact, residents in high-income, predominantly black neighborhoods
are actually more likely to get a subprime mortgage than residents in
low-income white neighborhoods—more than twice as likely.50

In many cases, these lenders don’t just want families” money; they
also want to take people’s homes. Banks have been caught deliber-
ately issuing mortgages to families that could not afford them, with
the ultimate aim of foreclosing on these homes. This practice is so
common it has its own name in the industry: “Loan to Own.”5! These
lenders have found that foreclosing can be more profitable than just
simply collecting a mortgage payment every month, because the
property can then be resold for more than the outstanding loan
amount.3? So the lender rakes in fees at closing and high monthly
payments for a few years, then waits for the family to fall behind and
sweeps in to take the property. The lender wins every possible way—
high profits if the family manages to make all its payments, and
higher profits if the family does not.

The results are in. After two decades of mortgage deregulation,
today’s homeowners are three and a half times more likely to lose
their homes to foreclosure than their counterparts a generation ago.53
This defies the economists’ expectations. Today’s record low interest
rates and rising home prices should have translated into a falling rate
of home foreclosure, not a rising one. The only explanation is a lend-
ing industry run amok. The rise in “loan-to-own” lending, the disap-
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pearance of the down payment, and the explosion in high-interest,
subprime refinances have taken their toll, as a growing number of
families learn the painful consequences of getting trapped by a mort-
gage industry that has been allowed to make up its own rules.

And so it was that family spending was transformed in a single gener-
ation. In the late 1970s and early 1980s, consumer lending was
deregulated, launching a complicated, potentially dangerous product
on an unsuspecting public. The timing could not have been worse.
Just as corporations were downsizing across America, just when a
bidding war for decent family housing was heating up, and just when
families lost the all-purpose safety net once provided by the stay-at-
home mother, easy credit flooded in, looking just like a life raft to the
family that was drowning.

Where the Money Is

“Why do you rob banks?” The question was put to Willie Sutton,
famed bank robber of the 1940s. He replied, “Because that’s where
the money is.” That's how most businesses work: They make profits
by dealing with customers who have money. And that is how the
lending business used to work: Companies made loans to people who
had the money (or soon would have the money) to repay them.
Much has been made about the changing nature of America’s
debtors. Americans don’t have the same work ethic that they once
did, people don’t work hard to pay their bills as they once did, and on
and on. Even my [Elizabeth’s] elderly father agreed, telling me quiet
stories of destitute families that labored for years to pay bills they had
run up during the Great Depression. My father used to talk about
Herring Hardware, a farm supply store that my grandfather had run
in rural Oklahoma beginning back in 1904. When the Dust Bowl hit
in the 1930s and families could no longer scratch a living out of their
modest farms, many packed up and headed west, an exodus etched in
the national memory by John Steinbeck’s Grapes of Wrath. Some of
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those families never forgot the debts they left behind. Twenty years
later, my grandfather would still get an occasional envelope with a
few twenty-dollar bills and a handwritten note: “Grant, we finally got
ahead a little. Put this on my account, and let me know if I owe you
more. Aileen sends her best to Ethel.” My father would lean back at
the end of one of these stories and remark that these were “good
people, good people who followed through on what they owed.”
Then he would pause and draw his mouth into a hard line. “Folks just
aren't like that anymore.”

But my father—and everyone else who talks about changing val-
ues—overlooks one very important fact: Borrowers aren’t the only
ones who changed. Lenders changed too, arguably far more than the
people to whom they were lending. Most Americans guard their
credit ratings jealously, living with a slightly prickly sensation that
they could be cut off if they fell behind or forgot to pay a bill. What
they don't realize is that when a borrower makes a partial payment,
when he misses a bill, and when his credit rating drops, he actually
gets more offers for credit.>* He is not just down on his luck, behind
on his bills, and short on cash; he has now joined the ranks of an elite
group—The Lending Industry’s Most Profitable Customers.

Consider the example set by Citibank, America’s largest credit card
issuer. In 1990, I [Elizabeth] was hired as a one-day consultant by
Citibank to address a gathering of some forty senior lending execu-
tives. The task: use my research to suggest policies that would help
Citibank cut its losses from cardholders in financial trouble. I arrived
at Citibank’s New York headquarters with dozens of graphs and charts
tucked in my file folders. I was ushered into a large, brightly lit con-
ference room where each chair was filled by someone outfitted in a
starched shirt, silk tie, and dark suit. The executives stayed with me all
day, eating lunch at the conference tables as we continued our discus-
sions about the effects of unemployment on loan defaults and the ris-
ing number of bankruptcies among two-earner families. As the after-
noon came to a close, I summarized my recommendations. The short
version could be boiled down to a single, not very startling, idea: Stop
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lending money to families that are already in obvious financial trouble.
This would have been quite easy to implement. Citibank had reams
of data on most of its borrowers, particularly those who had black
marks on their credit reports. I suggested that the policy could be put
in place within a few short months, potentially cutting Citibank’s
bankruptey-related losses by as much as 50 percent.55

There were interested murmurs around the room, and several
hands eagerly shot up. But before I could call on anyone, one slightly
older man spoke up. He had been silent throughout the long day,
leaning back in his chair and giving me a faintly bemused smile. “Pro-
fessor Warren,” he began. The room hushed immediately, and I sud-
denly realized that I had been oblivious to the corporate pecking
order; this was the guy who outranked everyone else in the room.
“We appreciate your presentation. We really do. But we have no in-
terest in cutting back on our lending to these people. They are the
ones who provide most of our profits.”56 With that, he got up, and the
meeting was over. I was ushered out, and I never heard from
Citibank again—except to get my monthly credit card bills.

Citibank understood the new economics of consumer credit.
Credit card issuers make their profits from lending lots of money and
charging hefty fees to families that are financially strapped. More
than 75 percent of credit card profits come from people who make
those low, minimum monthly payments.5” And who makes minimum
monthly payments at 26 percent interest? Who pays late fees, over-
balance charges, and cash advance premiums? Families that can
barely make ends meet, households precariously balanced between
financial survival and complete collapse. These are the families that
are singled out by the lending industry, barraged with special offers,
personalized advertisements, and home phone calls, all with one ob-
jective in mind: get them to borrow more money.

After he suffered a heart attack, missed several months” work, and
fell behind on his mortgage, Jamal Dupree (from chapter 4) got the
hard sell from his mortgage lender. When Jamal missed a payment,
the mortgage company sent him dozens of personalized letters with a
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single goal—to persuade him to take out yet another mortgage.
“They’d send out a notice, saying ‘you need a vacation, take out this
thousand dollars and pay it back in ninety days.” If you didn't pay it
back in ninety days, they charged you 22 percent interest.” When he
didn’t respond to the mailers, the mortgage company started calling
Jamal at home, as often as four times a week. Again, the company
wasn't calling to collect the payments he had already missed; it was
calling to sign him up for even more debt. Jamal resisted, but his
mortgage lender didn’t let up. “When I turned them down, they
called my wife [at work], trying to get her to talk me into it.”

The strategy used by today’s lenders exactly reverses the approach
bankers used a generation ago when their main goal was to be repaid
on time, not to string along the payments for as long as possible. Her-
ring Hardware may have collected most of its debts—even during the
Great Depression—but its lending policies were radically different
from those embraced by today’s major lenders. Unlike today’s mega-
banks, Herring Hardware stopped making loans when a family got in
trouble. Grandfather Herring would never have dreamed of sending a
flyer in the mail cheerfully suggesting, “Fred, you're behind on your
payments for the fertilizer. Can we lend you the money for a new cook-
stove?” Nor would the local bank have suggested a second mortgage to
the family that had just missed a payment on its first mortgage.5

There is another important difference. When families arranged
credit in my grandfather’s store, he charged them a simple 1 percent
per month. Neither he nor the bank had any penalty fees or shifting
rates of interest. When someone missed a payment, the rate was still
1 percent a month. Today, that practice has disappeared. Like Jamal’s
mortgage lender, many banks routinely double or even triple the in-
terest rate the moment someone is a few days late with a payment.
Then there are the fees. This year credit card companies will charge
more than $7 billion in late fees (quadruple what they charged less
than ten years ago)—a penalty unheard of in my grandfather’s day.59
Moreover, when my grandfather got a check in the mail, he applied it
to the principal balance on the loan; he wouldn't have dreamed of
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telling those families that with compounded interest at the new rates
and special overbalance fees and late-payment penalties, they now
owed $4,000 for their original $800 purchase.

Repo Man in the Suburbs

In an era when lenders routinely target the almost-bankrupt for extra
loans, how do they ensure that they will get their money back? Corpo-
rate lenders don’t have “Jimmy the finger-breaker” on retainer, but they
do have thousands of trained professionals who do nothing but hound
families for money.® Most of the time, these agents make their living by
calling families at home, reminding them that they are late on their bills
and pressing them to make a payment. (Or, in the case of Jamal
Dupree, urging them to take on a second loan to pay off the first.) But
when a simple request isn’t enough, they, too, use tougher tactics.
Sears, America’s fourth-largest retail chain, got caught threatening
to nab a battery from a Massachusetts family’s car unless the family
promised to send Sears some money—money that the family no
longer owed.6! This was in clear violation of the law.62 The family had
filed for bankruptcy protection, so Sears was legally barred from fur-
ther collection efforts. Aside from that, it is reasonable to wonder:
What could Sears possibly want with a used car battery? Or with the
used dehumidifiers, mattresses, and Walkmans the company had
threatened to take back from thousands of other families?63 Sears
was not in the business of selling used household goods. And it would
have cost the company several hundred dollars to hire a repo man
and send a truck to someone’s door—far more than a used Walkman
or car battery would be worth.®4 Sears almost certainly didn’t want
those goods; the company wanted the money people would pay to
keep the Sears repo man away. The company probably hoped that
some families were unaware of their legal rights, and that if they
were frightened enough, they just might keep making payments on
old bills, even after those bills had been discharged in bankruptcy.
FBI Special Agent in Charge Barry Mawn described the Sears case
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as an example of “Corporate America blindly [pursuing] profitability
over its obligation to treat the consuming public with fairness and
honesty.”85

And Sears was not alone: AT&T, General Electric Credit, Feder-
ated Department Stores (owner of Macy’s), ].C. Penney, Circuit City,
Tandy (owner of Radio Shack), and General Motors also paid multi-
million dollar fines for making collection threats against families
whose debts had been forgiven in the bankruptcy courts.%¢ But these
companies were punished for pursuing families that were under the
protection of the bankruptcy courts, not for aggressive collection tac-
tics per se. Indeed, many aggressive collection tactics are perfectly
legal. For example, Sears, unlike J.C. Penney, issues credit cards that
add some special touches in the fine print. Whenever a customer
purchases something on a Sears card, the goods become collateral
against the loan. That means that Sears is within its legal rights to re-
possess (or to threaten to repossess) everything the family bought
with the card if it falls behind on its bills. Even when those threats
are patently absurd.

Consider, for example, a conversation we had with “Sally,” a for-
mer Sears collection agent in the Boston area. Sally’s job was to call
families that had fallen behind and to pressure them to pay up. One
incident particularly stood out in Sally’s memory. When another Sears
agent threatened to repossess a mattress from a woman who was
delinquent on her payments, the customer in question stuck to her
guns. “You will not. It isn’t worth anything. Besides, you can’t even
sell a used mattress. It's not legal.”7 Sally’s coworker was quick on
her feet. “We'll come and get it because we can. And then, well set it
on fire and burn it up. It won’t give us anything, but you won't have it
either.” The woman caved in and sent Sears a check for $50. Accord-
ing to Sally, the story was widely told and retold in her department
and praised by the department manager as an example of “real initia-
tive.” Since we only have Sally’s word, we can’t confirm the facts of
her account, but it is a matter of public record that Sears has threat-
ened to repossess used mattresses from other families.68
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Sally’s real expertise wasn’t collecting from the living. She spent
most of her days collecting from the dead—or at least the family
members of the dead. When a person dies, only a cosigner on the ac-
count is liable for the bill. If no one has cosigned, the store can re-
possess the goods (if the original contract permitted this) or collect
from the estate of the deceased, but they cannot hold other family
members liable for the debt. The company is not, however, prohib-
ited from trying to collect from the family. So Sally’s job was to call
the adult children or grieving widows of customers who had died
leaving an outstanding bill. She typically started a call with something
gentle and confidential. “Mabel was a longtime member of the Sears
family, and we’re sure she would have wanted her bills to be paid.”
Sally then read from a list of purchases Mabel had made on her Sears
card, inserting some personal comments. “I see she bought eye-
glasses. And some baby clothes—TI love those sweet little sweaters
and matching caps, don’t you?” If the soft sell didn’t work, Sally
would turn up the heat, threatening to send a collection agent who
would plow through the deceased’s closets and drawers and “take
back what belonged to Sears.” If that wasn’t enough, there was a final
warning that must have sent many families running for the check-
book: She threatened to reclaim every gift ever purchased on the
Sears card. Again, the claim seems ridiculous; how would a Sears
agent ever figure out that Mabel had given the frilly dress to her
grandniece in Detroit, while the Walkman had gone to a great-
grandson in Denver? But these threats were put to grieving family
members who had just lost a loved one, not to battle-hardened debt-
dodgers who were primed to defend themselves. Not surprisingly,
Sally said that most families paid.

We remind the reader that we have only Sally’s word to go on. It is
possible that she wasn’t telling the whole truth or that she had an ax
to grind. But a statement by former Sears CEO Arthur C. Martinez is
certainly in keeping with Sally’s story. He explained the company’s ag-
gressive debt collection practices this way: “We have an old-fashioned
view. People should pay for what they take.” As he touted that “old-
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fashioned view” of debt, Mr. Martinez seemed oddly blind to the fact
that Sears is no longer an “old-fashioned” merchant. At the time Mr.
Martinez made his statement, Sears reportedly earned more money
from the interest and late fees the company charged its credit card-
holders than it earned from selling merchandise.” In other words,
Sears kept all those stores open and sold all those Lady Kenmore
washing machines and Craftsman tools in the hope that its customers
would buy on credit and pay over time. Merchants like my grandfa-
ther used to offer credit as a way to increase store purchases. For
stores like Sears, that formula has been turned upside-down: Store
purchases have become a way to increase credit card debt. That’s not
“old-fashioned” at all; indeed, it is possible only in the new world of
uncapped interest rates and deregulated lending.

A Problem That Can Be Solved

The problems posed by families deep in debt may seem intractable,
or at least so deeply embedded that only a complex, expensive array
of regulations and laws could turn things around. But this is one
problem that isn’t so hard to solve. The consumer-credit monster
could be beaten back if Congress would enact a simple provision into
law—a provision that wouldn’t require the creation of vast new over-
sight committees or contentious battles in the Supreme Court. Con-
gress could simply revive the usury laws that served this country since
the American Revolution. Federal law could be amended to close the
loopholes that let one state override the lending rules of another.”
Alternatively, Congress could impose a uniform rate to apply across
the country. Such a provision would enable the states or the federal
government to reimpose meaningful limits on interest rates.
Consumer lenders balk at the notion of reregulation, immediately
claiming that tighter limits on interest rates would put America at
risk for another banking disaster like the Savings and Loan (S&L)
crisis of the late 1970s. Hemmed in by high inflation rates and low
limits on interest rates, the S&Ls (which issued most home mort-
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gages) found themselves hemorrhaging money.” But the real prob-
lem was inflation, not usury rates per se, which had worked reason-
ably well for centuries. At the time, usury limits in most states were
fixed at a specific number, and they hadn’t been written with dou-
ble-digit inflation in mind. But that would be an easy problem to
solve. To avoid a repeat of the S&L crisis, all that is needed is to tie
the limit on interest rates to the inflation rate or the prime rate
(which changes with inflation) so that the two never get too far out
of sync. (To keep a check on fees, points, and all the other hidden
charges, these costs should be included in the interest calculations
up front.) That way, mortgage and credit card interest rates would
be higher when inflation is rampant, but they would come right back
down when the inflation monster is tamed. The ceiling on interest
rates would float up and down, but it would always be tethered to
the lender’s cost of funds. That way, banks would always be able to
lend profitably, and consumers would always be protected from un-
reasonable rates.

The beauty of this approach is that it would help families get out of
debt without costing taxpayers a dime. How would it work? By har-
nessing the energy of the marketplace. Lenders themselves would
transform mortgage and credit card practices just by acting in their
own best interest. Since they would no longer be allowed to charge
exorbitant interest rates to families with marginal credit records, it
would become unprofitable for lenders to pursue families in financial
trouble. Instead, banks would once again have a reason to screen po-
tential borrowers carefully, making loans only to those who really can
afford to repay.

We hear the antiregulation camp clear their throats, ready to ex-
plain why regulating the credit industry (or any other industry, for
that matter) is a bad idea. On the surface, their logic sounds convinc-
ing. A deregulated market reduces costs and provides more choices
for home buyers and credit card holders, so consumers should win
out—eventually. Besides, as federal judge Edith Jones wrote, “No-
body is holding a gun to consumers” heads and forcing them to send
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in credit card applications.””® People always have the option of walk-
ing away from an overpriced mortgage offer or an outrageous credit
card offer.

But this argument rests on one very important supposition—a
well-functioning market for credit. Any honest economist will explain
that markets work efficiently only when there is a level playing field,
when consumers have full information about the costs and risks asso-
ciated with whatever they are purchasing. The evidence is strong that
the lending playing field is anything but level. After all, if the market
were working properly, how could Citibank sell 40 percent of its
high-priced subprime mortgages to families with good credit who
would have qualified for low-cost mortgages? How could the com-
pany’s loan officers get away with charging extra fees to anyone who
“appeared uneducated”? And why would low-income whites get bet-
ter terms on their mortgages than high-income African Americans? A
perfect market free to operate without government interference cer-
tainly sounds good, but it is little more than a fantasy held up to dis-
tract policymakers while lenders rake in profits from those who never
quite figure out the terms in fine print.

The argument for reregulation of consumer lending is a lot like the
argument for regulating any other useful but potentially dangerous
product. Consider the toaster. People buy toasters for home use. No
one makes them buy toasters, and they could live without toasters. If
they understood electrical engineering, they could evaluate the safety
of each toaster under every possible scenario. But toasters are regu-
lated. No toaster manufacturer may peddle toasters that have even a
1 percent chance of catching fire. Toaster makers (and conservative
economists) could point out that riskier toasters could be made more
cheaply, and that permitting their sale would expand the number of
toaster owners in the country. Companies might put special dis-
claimers and instructions on their toasters, telling customers how to
extinguish the fires themselves. But as a nation, we have collectively
decided that the risks posed by an unregulated toaster industry are
not acceptable.
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The government regulates the sale of millions of products—every-
thing from children’s pajamas to aspirin to automobiles—to protect
consumers from the risks of substantial injury. For most of America’s
history, loans to consumers fell squarely within that definition. Inter-
est rates and other terms were carefully limited by state legislatures
and patrolled, when necessary, by state attorneys general. Predatory
loans may not set houses on fire the way a faulty toaster might, but
they steal people’s homes all the same. America has had more than
twenty years to observe the effects of a deregulated lending industry,
and the evidence is overwhelming. It is time to call the experiment a
failure.

Reregulation would help solve a litany of evils. The most important
is worth its own headline: Limiting interest rates would halt the rapid
rise in home foreclosures. With a lower ceiling on interest rates,
lenders would lead the charge to reestablish an appropriate match
between family income and mortgage size, which would have the ef-
fect of reducing the mass of families that are sucked into mortgages
they have no hope of paying. Minority communities would no longer
find themselves stripped of wealth by predatory subprime lenders.
And homeowners would no longer be suckered into second and third
mortgages that promise to lower their monthly bills but that actually
rob them of the family home.

Interest rate regulation would also take the ammunition out of
the middle-class bidding war, helping to save families from the Two-
Income Trap. Competition for the best neighborhoods would con-
tinue, but if no one could get a mortgage that ate up 40 or 50 percent
of the family’s entire income, then home prices would begin to settle
down to Earth. To many economists, this is a scandalous notion, in-
volving a reduction in Americans’ “net worth.” But that net worth
isn’t worth anything unless a family plans to sell its home and live in a
cave, because the next house the family buys would carry a similarly
outrageous price tag. Some families with weaker credit histories or
more modest incomes might find themselves limited to smaller houses,
but they would also be far less likely to end up in a home that drove
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them into the bankruptcy courts. Moreover, as housing prices leveled
off, more families would be able to afford a home without having to
resort to a subprime mortgage. Reregulation of interest rates would
bring relief to all families, not just those already in serious trouble.

Families would also be far less likely to get into trouble with their
credit cards. With appropriate limits on interest rates, banks would
still be able to issue credit cards profitably, and consumers would still
have access to those convenient plastic cards. But banks would have
far greater incentive to screen cardholders, offering only as much
credit as each family could repay. Moreover, there would be no in-
centive to single out families in financial trouble, tempting them at
the moment when they are most vulnerable with special offers of
extra credit at exorbitant rates. Banks would have no reason to scour
credit records looking for homeowners in trouble, offering to “solve”
their credit problems by putting their homes at risk through second
or third mortgages.

Limits on interest rates would reverse another disturbing trend—
the transfer of wealth away from lower- and middle-income families.
Since 1970, banking profits (inflation-adjusted) have more than
tripled, growing by more than $50 billion.™ Those profits weren't the
rewards for important innovations. Lenders didn’t invent a faster
computer, design a better car, or make a great new movie that every-
one wanted to see. (Indeed, many would argue that the quality of
banking service actually declined during this period.) No, they sold
pretty much the same thing they always had—debt. The difference
was that they sold more of it, and they charged higher prices.

A modest example illustrates what is happening to American fami-
lies. Credit card companies basically have three costs: marketing
costs, collection costs, and the cost to borrow the money they will re-
lend to consumers. The Federal Reserve lowered interest rates nine
times in 2001, which meant that credit card companies’ cost of bor-
rowing fell considerably. Even so, they held steady the rates they
charged most of their cardholders. The result? A $10 billion windfall
for credit card companies.” Nothing had changed in the way these
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companies did business; their marketing costs stayed the same, their
collection costs stayed the same, and their products stayed the same.
The only difference was that their already-high profits jumped by an
additional $10 billion. That $10 billion was paid by families across the
country—3$10 billion that might have paid for medical bills or college
tuition, school shoes or car repairs—or even paid down the balances
on outstanding loans. In a single year, 10 billion extra dollars disap-
peared from families’ wallets and reappeared on the balance sheets
of a handful of corporate lenders. Families got nothing in return;
they paid out dollars that, if interest rates had been regulated, would
have belonged to them.

Regulation would also eliminate the worst abuses of a lending in-
dustry run amok. Payday lenders would no longer target minority
neighborhoods with short-term loans at interest rates of 100, 500,
and even 1,000 percent—rates that would make any mobster drool.”
The more subtle forms of loan sharking would also disappear, so that
when families managed to get into trouble with credit card debt,
lenders would no longer be able to prey on their desperation by dou-
bling the interest rates and piling on the late fees that turn their
debts into financial quicksand.

What about families” access to credit? Deregulation of the mort-
gage lending industry was not a right-wing conspiracy; it was actually
supported by most Democrats as well.”? Many liberals got behind the
move for traditionally liberal reasons: They wanted to defend lower-
income families. They had been persuaded that the risks posed by
overaggressive lenders might not be as dangerous as once was
thought. A deregulated lending market could even prove to be a crit-
ical tool to help low-income and disadvantaged groups improve their
lot. After all, working-class families needed credit to start businesses,
to build homes, and to send their kids to college—things that upper-
income families had long had plenty of opportunities to do.

Moreover, there was a growing body of evidence that even though it
was illegal, overt discrimination and “redlining”—the practice by
which mortgage lenders refused to lend in certain neighborhoods—
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was crippling housing markets in minority neighborhoods and denying
low- and moderate-income families the chance to build wealth through
home ownership. The new solution was to “democratize credit™—
make credit available to anyone and everyone, no matter how poor.”
The prediction was for a more perfect world in which home ownership
rates would go up, a sluggish economy would begin to boom, and cities
would blossom—all thanks to the free flow of credit.

Obviously, that perfect world didn’t come to pass. But politicians
may still worry: If America turns back the clock on lending regulation,
what will happen to the home-ownership rate? Every time anyone
talks about putting restrictions on interest rates, the lending industry
puts up one of those heart-warming advertisements that show a family
with two kids and a dog moving into their first home. But the hard
numbers belie those happy ads. Reregulation of interest rates would
have very little effect on home-ownership rates.™ Since the mortgage
industry was deregulated in 1980, the proportion of families owning
their own homes has increased by less than 3 percentage points.50
Plenty of factors have contributed to these modest overall gains, such
as a long-running economic boom, the aging of the population, and a
falling inflation rate—and those factors won’t be affected by changes
to mortgage regulations. Moreover, since most high-interest subprime
mortgages are used for refinancing, not for families trying to buy their
first homes, outlawing those mortgages should have little effect on the
number of first-time home buyers. In fact, if fewer families were
pushed out of their homes by creditors intent on raking in profits
through loan-to-own scams and predatory practices, the overall num-
ber of homeowners in America might be higher.

What about the “democratization of credit” for which activists
fought so hard? If interest rates are regulated once again, will credit
become undemocratic, available only to those with realistic prospects
for repayment? To answer this, it is time to step back a moment. The
original intent of the credit democratization movement was for credit
to help more families become financially independent. Credit was not
supposed to be an end in itself. But it seems that the original intent
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has been forgotten. Consider, for example, the motto of one promi-
nent advocacy group: “Access to credit and capital is a basic civil
right.”81 Is it a civil right to pay interest on a credit card balance for
the rest of a person’s natural life? A family that finances its home with
a subprime mortgage can end up paying twice as much for that home
as a family that gets the market rate. Is it really a basic civil right to
pay double for a home? And foreclosure rates are skyrocketing. Is it a
civil right to lose that home in a sheriff’s auction? The dream of de-
mocratization of credit was to use credit as a vehicle to expand home
ownership, to launch businesses, and ultimately to help build wealth
in neighborhoods that are short on it. The point was not to bombard
families with more credit than they could possibly afford or to flood
the market with complicated loans that only a CPA could understand.
But the mantra of expanding access to credit has been hard for
consumer activists and politicians to abandon. As a result, reform ef-
forts have fragmented into a patchwork of measures intended to curb
“predatory” lending practices. The problem is that no one can agree
on how to define “predatory” lending.82 As the Economist dryly ob-
serves: “As with pornography, consumer activists and legislators say
they know predatory lending when they see it.”83 The National Hous-
ing Institute defines predatory lending as “any unfair credit practice
that harms the borrower or supports a credit system that promotes
inequality and poverty.”84 But what constitutes “unfair”? And who de-
cides whether a system is promoting inequality or poverty?
Attempting to stamp out “predatory” and “unfair” practices is cer-
tainly better than ignoring them, but it puts legislators in the position
of trying to uncover the latest shenanigans and redefine abuses, always
two steps behind the lenders who keep changing their products to
sidestep regulations.85 It also gives far too much room for lenders to
circumvent the intent of the law. For example, the New York State
Banking Department recently banned “unaffordable loans,” except
“under compelling circumstances.” We suspect that any crafty loan
marketer could dream up some “compelling circumstances” that
would permit a lender to sell overpriced loans. The only way to stop
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predatory lending once and for all is to go directly to the heart of the
loan—the interest rate. Limiting the amount of interest that creditors
can charge avoids the hide-and-seek game over what is and what is not
“predatory,” offering instead a simple, effective means of regulation.
In order to achieve the real dream of “credit democratization,” it is
time to recognize, once and for all, that families are not better off
getting credit at double, triple, or even ten times the market rate. If a
family does not have the income to qualify for a loan at a reasonable
rate, then they should not get that loan. It does no one any favors to
impose a modern-day debtor’s prison on hard-working families. They
would be better off renting an apartment and putting whatever extra
money they have into savings accounts rather than paying double the
market rate for a mortgage. If the private market cannot meet the
needs of all communities, then it may be necessary for the govern-
ment to step in to provide alternative sources of credit.8” The point
worth emphasizing is that overpriced credit is no solution. Getting

robbed to buy a home or to get a cash advance is still getting robbed,
and it should be illegal.

Deafening Silence

If America’s crippling addiction to debt could be shaken off with a
simple regulatory change, what are the politicians doing about it?
The answer, quite simply, is nothing.

As the number of mortgage foreclosures skyrockets, as credit card
debt soars, as the lines at the bankruptcy courthouse stretch out into
the street and around the block, all we hear from Washington is the
sound of silence. There has been no serious progress on any proposal
to rein in predatory lending: no measure to control credit card fees,
no proposal to ban creditors from trying to collect from a dead per-
son’s brothers and sisters, and certainly no bill to bring back mean-
ingful limits on interest rates. The national political parties have
found time to take positions on the speed of the Internet, ergonomic
standards in the workplace, and regional restrictions on dairy prod-
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ucts, but they have claimed no position on the financial issues that
profoundly affect millions of middle-class families.s8

There is, however, one notable exception to all that inaction. Con-
gress has paid attention to one troubling statistic—the rapidly growing
number of families filing for bankruptey. High interest rates and aggres-
sive marketing of complicated debt products echo through the bank-
ruptcy statistics, as record numbers of families seek refuge in the bank-
ruptey courts after getting in over their heads with too much easy credit
at exorbitant interest rates.89 In 1994, Congress created a bipartisan
commission to study the issue. The group’s charter was relatively
straightforward: to investigate why so many families were in trouble and
to develop recommendations to improve the situation. I [Elizabeth] was
named senior adviser to the National Bankruptcy Review Commission.

Three years later, the commission delivered its report to Congress.
The 1,100-page document detailed why so many families were in
trouble (job losses, medical problems, and divorce) and identified
certain lending practices that put families at particular risk. More im-
portant, it reaffirmed that the bankruptcy laws were, for the most
part, working as Congress had originally intended: to offer families a
fresh start in the wake of financial and personal disaster. It concluded
with recommendations for modest legislative changes that were de-
signed to curb abuses by both borrowers and lenders.%

But the Congressional bankruptcy commission was not to have the
final world. While the commission was busy gathering facts, holding
hearings, and analyzing current practices, another group also went to
work, advancing a very different perspective. The “National Con-
sumer Bankruptcy Coalition” (NCBC), the clever moniker of the
banking industry lobby, was pushing its own agenda.?! The major
banks had hit on a new strategy to reduce their bankruptcy losses.
Rather than stop lending to families in financial trouble (as Elizabeth
had counseled Citibank), they had a simpler and more profitable so-
lution—restrict the rights of consumers to file for bankruptcy.

If fewer people could turn to bankruptcy for relief, more families
would be subject to collection efforts from banks—and every other
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creditor—forever. Those families might never pay off their bills in
full, but they would continue to rack up the interest and penalties,
and at least a few would make some small payment every month, ef-
fectively becoming lifelong profit wells for their creditors. For the
rest—those who simply could not come up with the money, no mat-
ter how hard they were squeezed—the lenders might eventually
write off some of those loans voluntarily. (Although one wouldn’t
guess it from all the fiery rhetoric, bankruptcy filings account for just
a fraction of lending industry losses; in the large majority of cases, the
bank simply gets tired of trying to collect.?2) But if a family were not
permitted to file for bankruptcy, it would be the lender, not the fam-
ily in trouble, that would decide when the collection calls should
stop.93

And so the banking lobby drafted a new bankruptcy law. To get all
the lenders on board, the coalition added changes that would give
better deals for car lenders, mortgage lenders, education loan ser-
vicers, landlords, credit unions—in short, better deals for everyone
except families in trouble. The credit industry moved fast, persuad-
ing two friendly congressmen to introduce their bill in September
1997, a month before the official Bankruptcy Commission was sched-
uled to release its report.?4 From then on, all eyes were on what
Hillary Clinton would eventually dub “that awful bill.”

The “awful bill” was long and complex, couched in virtually un-
readable prose.%5 But to a trained bankruptcy lawyer, the intent was
unmistakable: to undercut virtually every protection in the bank-
ruptcy laws. Under the proposed legislation, child support payments
would no longer take precedence over all credit card debt. As a re-
sult, more single mothers would be forced to compete with profes-
sional collection agents when they needed money from their bank-
rupt ex-husbands. Homeowners who had fallen behind on their
mortgages would be prevented from catching up on past-due house
payments until they had also paid off their credit card debts, increas-
ing the likelihood of foreclosure. Families would no longer be able to
free themselves from certain unsecured debts, so they would be re-
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quired to make payments (plus penalties, late fees, and interest) on
some of those bills for the rest of their natural lives—even if those
payments took up 100 percent of their paychecks.

To win over legislators, credit industry executives lobbied exten-
sively and donated more than $60 million in political contributions.%
This was followed by a public relations strategy that would make any
spin doctor proud. Instead of telling the public that the bankruptcy
reform bill would improve profits for credit card companies and giant
banks (not exactly the most sympathetic group), the NCBC and its
supporters in Congress announced that the bill would help the Amer-
ican family. To quote Democratic Representative Rick Boucher: “The
typical American family pays a hidden tax of $550 each year because
of ... bankruptcies of mere convenience.”7 The implied promise,
repeated so often that it has become an article of faith, was that
changing the laws would put $550 a year in the pocket of every bill-
paying American family.%8

Well that certainly sounds good; after all, who wouldn’t want some
extra cash? But there are a few serious problems with this claim.
First, the figure is a gross exaggeration. According to the NCBC, the
same banking lobby group that generated the $550 promise, only
100,000 of the 1.5 million families who file for bankruptcy each year
could afford to repay some of their debts. In other words, under the
proposed bill, those 100,000 bankrupt families would be expected to
generate $550 for every household in America, since the other 1.4
million are already tapped out.9® So we did the math. Suppose the
laws were changed, and those 100,000 families could no longer seek
protection from the bankruptcy courts, and they were forced to repay
as much as they possibly could. In order to return an amount that
added up to $550 for every household in America, each one of those
bankrupt families would have to repay more than $550,000 in a single
year! In our sample of more than 2,000 bankrupt families, not one
even owed $550,000, let alone earned enough money to repay that
amount. But even if a magic fairy somehow gave all the bankrupt
families every dollar they needed to repay their debts in full, what
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makes anyone think the banks would pass that money on to con-
sumers? Recall that the credit card industry got a $10 billion windfall
from falling interest rates in 2001 that they did not pass on to their
customers. Why would this supposed $550 per family be any different?

Nevertheless, the combination of intense lobbying and a good
cover story had its intended effect. Despite President Clinton’s veto,
the bankruptcy bill was reintroduced in the next session of Congress.
This time, even Senator Hillary Clinton bowed to big business. She
had been in office two months when she had her chance to vote on
what she had called that “awful bill.” Sure, the official Bankruptcy
Commission had better credentials than the banking lobby. Yes, her
husband had actually appointed the Chairman of the Commission and
two of the commissioners. And she clearly understood that families in
trouble would be hit hardest by the proposed changes. But the Bank-
ruptcy Commission did not make campaign contributions or have its
own lobbyists, and neither do families in financial trouble. Senator
Clinton had taken $140,000 in campaign contributions from the bank-
ing industry, and she proved willing to overcome her “strong reserva-
tions about whether this bill is both balanced and responsible”100 and
voted in favor of “that awful bill.”

Goliath Meets David

We could stop here. We could join the chorus of those who routinely
bemoan the political clout of a few big businesses, and we could make
the obligatory plea for effective campaign finance reform (which
somehow never quite takes hold in a meaningful way, despite the
clamor). But if we stopped now, we would be missing the best part of
the story—the part that shows that although the banking industry may
be powerful, it isn't the only voice that gets heard in Washington.

The cards were certainly stacked in favor of passing the banking
industry’s version of the bankruptcy bill in 2002. So who stopped the
“awful bill” from becoming law? The answer may surprise the reader;
it certainly surprised the credit industry and the congressional power
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brokers. An unlikely group of citizens organized without any help
from big business, and they made sure Congress paid attention. Who
were these citizens? Women.

What prompted them to organize was not the financial issues in
the pro-creditor bankruptcy bill, which were numerous. Nor was it
concern over single mothers or women homeowners, who would
have been hit particularly hard if the bill had become law. No, the
issue that riled up the women’s groups was abortion.

What does bankruptcy have to do with abortion? In Washington, a
great deal. Over the past several years, pro-choice groups had scored
significant court victories against a few prominent abortion clinic pro-
testers by obtaining money judgments against them, only to see those
victories turn to dust when the protesters declared bankruptcy and
discharged their debts.10! In a strange twist of politics, the credit in-
dustry’s version of the bankruptcy bill had been supported by Senator
Charles Schumer, of New York, who had garnered strong support
among women’s groups for his pro-choice politics. Ever responsive to
his constituents, Senator Schumer inserted a provision into the bank-
ruptcy bill that would make it more difficult for abortion clinic pro-
testers to discharge judgments entered against them if they were
sued for their protest activities, much in the same way drunk drivers
and embezzlers cannot use bankruptcy to discharge judgments
against themselves. Eager to appeal to women voters, the Senate had
accepted the amendment in 2001. But in 2002, when the bankruptcy
bill went back to the House with the abortion amendment in it, a
coalition of right-to-life representatives refused to go along. They
brought the bill to a standstill.

Desperate to get the bill passed, the banking lobby went back to
the Senate, pressuring Senator Schumer to remove the controversial
abortion provision. The industry ran attack ads against him in his
home state, demanding that he support the bankruptcy bill—and
claiming that he was costing every American family $550 a year.102
(The attack on Senator Schumer was particularly ironic, since he had
received more campaign contributions from the credit industry than
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any other Senator, just nosing out fellow New Yorker Hillary Clin-
ton.103) But by this point, the pro-choice women’s groups were also
mobilized, and they held firm, supporting Senator Schumer and
threatening to withhold support from any elected official who moved
to take the provision out of the bankruptcy bill. In one of those rare
defining moments, Senator Schumer had to choose between big busi-
ness and pro-choice women, both of whom had supported his cam-
paign. He chose women, and the amendment remained in the bill.

Ultimately, two strange bedfellows—a small group of socially con-
servative Republicans and a handful of progressive Democrats—
gathered enough momentum to defeat the bankruptcy bill against
the best-financed lobbying campaign of the 107th Congress.

Reclaiming the Politics of the Family

The real victors on that strange day were the grassroots groups that
successfully flexed their muscles against the most well-funded lobby-
ing group in America, showing the world that even the credit indus-
try can be defeated if key groups can be rallied against them. What
was the key to action? It was not simply a matter of putting forth the
facts. Congress had already impaneled a Bankruptcy Commission to
write 1,100 pages of facts, which few even bothered to read. No, the
real key was to match up the politics of financial distress with the in-
terests of the rest of the country. The right-to-life organizations put a
face on those who would be affected by the Schumer Amendment,
showcasing stories of elderly grandmothers and churchgoing families
who protest abortion as a matter of conscience. The pro-choice orga-
nizations put their own face on the issue, spotlighting violent abor-
tion protesters who had found a loophole that let them get away with
breaking the law.

There is a lesson here. To put sound economic policies on the po-
litical agenda, families also need to find a face. So long as they are
“debtors” or “bankrupts,” their needs can be dismissed. Instead, they
need to be seen as members of powerful constituencies, members of
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groups that command the respect—and the fear—of the political
elite. Families in financial trouble must be depicted as they really
are: “parents of young children,” “nonresident fathers paying child
support,” “suburban homeowners,” “African-American middle-class
families,” “single mothers,” “families sending a kid to college,”
“multigenerational Hispanic families.” Most of all, the groups that
defend these people need to organize against those who are picking
their constituents’ pockets.

The case is not hard to make. Consider the circumstances of
African Americans. For decades, the National Association for the
Advancement of Colored People (NAACP) and other minority rights
groups have lobbied to expand African-American home ownership,
and they have been at least somewhat successful in their efforts.
Now predatory and subprime lenders threaten to unravel those
hard-won gains. Every year, more than 300,000 black and Hispanic
homeowners file for bankruptey in a desperate attempt to hold on to
their homes. Hispanic homeowners are nearly three times more
likely than white homeowners to file for bankruptcy, and black
homeowners are more than six times more likely.104 The same signs
of distress are evident outside the bankruptcy courts. When we ana-
lyzed unpublished data from the Department of Housing and Urban
Development, we found that among families who had purchased a
home with an FHA-backed mortgage, African Americans were twice
as likely as white homeowners to lose their home in foreclosure.105
Payday lenders and subprime mortgage companies deliberately tar-
get minority neighborhoods, confident that they can get away with
fleecing these families.1%6 Billions of dollars are flowing out of the
communities that can least afford it, directly into the pockets of
giant lenders and their shareholders.

We are not the first to document these problems; minority rights
groups are well aware of the dangers of predatory lending. There is,
however, an important question of how high economic issues should
rank in their list of priorities. When Senator Trent Lott seemingly ex-
pressed his nostalgia for a segregated America, minority groups
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around the country barraged the talk shows and newspapers, and
Lott was ultimately stripped of his powerful position as majority
leader of the Senate. Similarly, when Texaco executives were accused
of using racial slurs to refer to African Americans, the company was
boycotted, sued for millions of dollars, and forced to adopt new prac-
tices to ensure that its black employees had better opportunities.107
But when a Citibank official said in sworn affidavits that she regularly
added extra fees to a home mortgage “[i]f someone . . . was a minor-
ity,” there was little response. Citibank quietly agreed to a cash set-
tlement with the FTC, and there were no press releases from the
NAACP, no interviews on the evening news, no calls for Citibank’s
highly visible CEO, Sandy Weill, to resign.

Subprime lending, payday loans, and the host of predatory, high-
interest loan products that target minority neighborhoods should be
called by their true names: legally sanctioned corporate plans to steal
from minorities. Many years ago, a host of community groups worked
together to oppose discriminatory lending and to help pass the Com-
munity Reinvestment Act despite stiff opposition from the banking
industry. It is time for these groups to come together again to elimi-
nate the modern version of economic discrimination, which parades
under different names but has the same devastating effects.

A Woman's Issue: Minority groups should not be asked to bear the
burden on their own. Women’s groups also need to pick up the man-
tle of economic reform. Middle-class financial distress may sound
like a gender-neutral issue, but it is not. In just two decades, the
number of single-filing women declaring bankruptcy has grown by
more than 600 percent. Women with children are more likely to lose
their homes and more likely to be late on their bills. And single
women with children are now three times more likely to go bankrupt
than men without children,108

The notion that women should fight for economic reform is hardly
new. From the early days of the struggle for “Equal Pay for Equal
Work,” women’s groups have protested for financial justice. But the
issue of economic reform for middle-class women is often shunted
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aside by other priorities. For example, the NOW Legal Defense and
Education Fund vigorously opposed the credit industry-backed
bankruptey bill, doing the painstaking legwork to convince nearly
thirty other women’s groups as disparate as Church Women United,
Hadassah, and the YWCA to join the fight.19° Yet NOW Legal De-
fense also offered its very public support to Senator Joseph Biden,
featuring him as women’s strongest ally in the Senate because he sup-
ported the Violence Against Women Act.}10 Apparently, his support
of this bill trumped any concerns the group might have had over the
fact that Senator Biden is “the leading Democratic proponent” and
“one of the ... strongest supporters” of the very bankruptcy bill
against which NOW Legal Defense had fought so hard.111

Women’s groups have too few dollars and too little (wo)man power
to fight every injustice. But there is another lesson in the tale of the
bankruptcy bill. Women’s issues are not just about childbearing or
domestic violence. If it were framed properly, middle-class economic
reform just might become the issue that could galvanize millions of
mainstream women to join the fight for women’s issues. The numbers
are certainly there. This year, more women will file bankruptcy pa-
pers than will receive college diplomas. More women with children
will search for a bankruptcy lawyer than will seek subsidized day
care. And in a statistic with special significance for Senator Biden,
more women will be victimized by predatory lenders than will seek
protection from an abusive husband or boyfriend.112

The point is not to discredit other worthy causes or to pit one dis-
advantaged group against another. Nor would we suggest that bat-
tered women deserve less help or that subsidized day care is unim-
portant. The point is simply that family economics should not be left
to giant corporations and paid lobbyists, and senators like Joe Biden
should not be allowed to sell out women in the moming and be her-
alded as their friend in the evening. Middle-class women need help,
and right now no one is putting their economic interests first.

Political groups on the conservative end of the political spectrum
should step up as well. Groups such as the Family Research Council
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and Focus on the Family organize their political and educational ac-
tivities around the family. But economics are nestled at the core of
family values. Any group that is serious about lowering divorce rates
should focus on reducing the economic stress that strains a marriage.
Any group that cares about children should be vitally interested in
how home mortgages are marketed and how tens of thousands of kids
are getting kicked out of their houses. And any group that thinks
Mom ought to have the option to stay home with the kids should be
powerfully concerned about the debt trap that chains millions of
middle-class women to their offices.

A few religious leaders have involved themselves in family eco-
nomics. In a recent letter to Congress, several faith-based organiza-
tions, including Catholics, Jews, and Unitarians, joined to argue that
“[s]ocial justice for the socially and economically disadvantaged is
part of the cherished moral tradition shared by all of our religions.”113
Citing a passage from the Bible about forgiveness of debts, the group
called on Congress to abandon the proposed bankruptcy bill because
the hardship it would impose on families was out of line with their re-
ligious beliefs. When they saw that the vitality of the family was at
stake, these groups mobilized their moral authority against those who
would rob families of their economic independence. Other faith-
based organizations should heed the call and follow their lead.

Liberal or conservative, faith-based or secular, any group that sees
its mission as families should have interest rate regulation and bank-
ruptcy protection at the very top of its agenda. Predatory lending is a
family issue. Usury is a family issue. Bankruptcy is a family issue.
These laws affect families—people with children—more than anyone
else. There is likely no other issue—divorce, welfare reform, child
custody—that will directly touch more middle-class families than the
mortgage and credit card interest rates that drain away their eco-
nomic viability and sap the intimacy and joy from family life.



The Financial Fire Drill

ow should a family protect itself from the Two-Income
HTrap? The deck is stacked against today’s parents who strug-
gle to solve financial problems on their own. A generation of bid-
ding wars has launched an army of competing buyers against any
family that tries to cut back on its spending. And a generation of
layoffs, divorces, and spiraling medical costs has hit pretty much
everyone. In the pages of this book we have offered suggestions
for collective action—recommendations for Congress and state
legislatures, political action groups and faith-based organizations,
school districts and community institutions. We firmly believe
that collective action is the most effective remedy and that it is es-
sential for reestablishing the economic security middle-class par-
ents so badly need.

But such changes take time, and families need to safeguard
themselves now. So what should a family do? For starters, everyone
raising a family should read a good book on financial planning. But
be warned: The basic premise of most of these books can be mis-
leading, even dangerous. They show how to draw up a budget or
choose a mutual fund, but in most cases their advice is aimed only
at those lucky families for whom work is steady, everyone is healthy,
and there are no emergencies. Disaster—a lost job, a premature
birth, a divorce—is the defining theme of the financial lives of mil-

163



164 THE TWO-INCOME TRAP

lions of families, but it doesn’t appear in most financial advice
books—or in most families’ financial plans.

Any firefighter will explain that the time to prepare for an emer-
gency is before the house catches on fire. Install smoke detectors, get
the oily rags out of the garage, run through a practice fire drill—and
do it now, when there is no smoke in the air. The same advice should
hold for financial protection. In the same spirit as a fire drill for home
safety, the clever parent should run her own financial fire drill.

A financial fire drill should pose three questions:

1. Can your family survive without one incomer If your family is
like the average two-income family, then you face a one in sixteen
chance that in any given year, at least one of you will lose your job.! If
you are a single parent, you actually face smaller odds of a layoff (be-
cause there is only one person at work), but the consequence of a job
loss can be even worse if that sole income disappears. In either case,
the litmus test is the same: Can you survive for six months without
one of the incomes that you currently rely on? If you are a married
couple with only one earner, then the question is easier: Could the
stay-at-home parent enter the job market if something happened to
the primary breadwinner? Regardless of your group, if the answer is
no, then it’s time for some disaster planning.

2. Can you downshift the fixed expenses? If you are having trouble
making ends meet, the average financial planning book advises you to
“pass up those impulse purchases or another dinner out” so that you can
save more and get out of debt.2 But the experts have it exactly wrong. If
you eliminate all the treats now, while times are good, then where will
you cut back when a real financial crisis appears? Take another look at
your budget. If you are feeling squeezed during ordinary times, it is
likely that you have a much bigger problem than an occasional dinner at
the Olive Garden. You have a problem with your fixed costs.

Now is the time to take a hard look at the necessities, not the frills.
If you're having a difficult time making ends meet, think about low-
ering your fixed expenses. Can you manage a few more years without
a new car? Can you sign up for the lower-cost HMO, even if that
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means shifting the kids to a different pediatrician? Would your tod-
dler be all right in a less expensive preschool? And, toughest of all,
should you move to a cheaper house, one you can manage on a
smaller mortgage? These are obviously difficult decisions for any
family. But it is better to confront them now, when you have time and
flexibility to make reasonable choices, rather than later, when the
creditors are calling and your back is to the wall.

Lurking in these words is a piece of corollary advice to the family
shopping for a home: Don’t stretch yourself to buy a house you can’t
afford. If the only way you can meet the mortgage payments for your
dream home is to tighten your belt and commit both incomes, don’t
do it. The fact that you have been approved for a mortgage is no
guarantee that you can actually afford it. As painful as it may be, it is
wiser to rent for a few more years or to buy a smaller home. That
oversized mortgage will leave you with no room for error, no cash for
even minor emergencies—let alone a real disaster.

There is a silver lining to all this abstemious advice. It is okay to
splurge on extras. Never mind the dour looks from the Over-Consump-
tion camp. So long as you are staying out of debt and putting something
away in savings, you should feel free to buy the kids a new pair of Nikes
or treat yourself to a night on the town. If the tough times come, you
can drop those expenditures in a heartbeat. As long as your fixed ex-
penses are low enough that you can manage during a crisis, then you
can count yourself secure enough to go ahead and have some fun.

3. What is your emergency backup plan? Now is the time for the
painful game of “what-ifs.” What if your husband loses his job? What if
grandma’s health fails? What if your own health fails? What if you and
your spouse split up? The point of this litany is not to send you running
for the aspirin bottle, but to help you be prepared if the unthinkable
happens. As difficult as it may be, you need to make a plan and to con-
sider what could be done now to make that plan feasible. Add a sepa-
rate line to your budget for these just-in-case safety precautions.

The emergency backup plan may cause you to rethink some of
your financial commitments. Pay particular attention to timing. In fi-
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nances, long-term commitments are the most dangerous kind. Some-
times they are unavoidable, such as when you buy a home or go to
college. But whenever possible, go for a shorter commitment, since
that will give you what you most need in times of trouble—flexibility.
So, for example, choose a 36-month car loan instead of a 60-month
commitment. If that drives the payment up too high, then heed the
warning: You cannot afford this car, and you should opt for something
cheaper. Once you pay off this car, hang on to it for an extra year or
two and keep making payments to yourself. After two or three times
around, you can pay for your car in advance, giving yourself that
much more flexibility in your budget. Details may vary on any loan,
but think of every long-term commitment in terms of walking a
tightrope—so long as your family is on the rope, there is a risk of dis-
aster. Take the shortest walks you can.

You should also assess your insurance coverage. Should you purchase
a disability insurance policy, just in case? Should you beef up your life
insurance policy? Talk with your parents about their plans. Can you
help them buy long-term care insurance? Perhaps your siblings could
help out as well. Long-term care insurance can give several families—
your own, your parents’ and your siblings'—a better chance of surviving
financially if your parents need daily assistance. When everyone is
healthy, the thought of disability can seem like a remote possibility, a
bad dream that strikes others, not busy families with young children.
But the fact remains: Medical problems send three-quarters of a mil-
lion families to the bankruptcy courts each year. So think about more
insurance. If you never use it, then count yourself lucky.

Help that won’t help. A growing number of credit card companies
have begun to hawk “credit protection” insurance, urging you to “pro-
tect your family” in the event of a job loss, disability, or death in the
family. This sounds like a perfect prescription, but buyer beware. Most
of these policies do nothing more than make the minimum monthly
payment on the balance you were carrying at the time you lost your job
or developed a disability. Some policies also promise to discharge your
debt in the event of your death, but this, too, is a flimsy benefit. Re-
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gardless of your insurance status, your heirs will not be required to pay
your balance; in most cases the credit card company will write off your
debts even if you never purchased the credit protection insurance.3
Moreover, if you don't have an outstanding balance, credit insurance
doesn’t do a thing for you. Worst of all, this form of insurance is wildly
expensive. If you carry a $3,000 balance, you'll pay over $300 a year for
an average policy.? If you can scrape together some money, buy a real
disability policy from a reputable insurance company or put your
money in the bank. Credit insurance is a sucker’s bet.

When the House Is Already on Fire

What about those families for whom the fire drill comes too late?
They are the ones most often ignored by the advice peddlers, and
they are the most likely to be victimized by unscrupulous creditors.
These are also the families to whom this book is dedicated, so we
offer them a few direct words of advice and (we hope) comfort.

Avoid the blame game. With the benefit of 20/20 hindsight, it is
tempting to beat yourself up about the smarter choices you might have
made. But if you are like nearly 90 percent of the families in financial
trouble, you got that way because something lousy happened to you.
Maybe your business went under, your husband left you, or you got too
sick to work. If you made the decisions you did in order to take care of
your family, then, at least in our opinion, you have nothing to feel guilty
about. Go easy on yourself; your creditors certainly won't.

And go easy on your spouse. Your financial well-being isn’t the only
thing at risk right now; so is your marriage. Consider this: If your family
is like most, your marriage may be more vulnerable right now than at
any other time in your life. Myra, a dental hygienist in a small town in
Pennsylvania, filed for bankruptcy after her husband lost his job. She
sums up the problem neatly: “Except for the financial problems that al-
most destroyed our marriage, we have a perfect relationship. Money is
the only thing that we argue about, but that’s enough to ruin even the
best friendship.” Husbands may feel shamed by their inability to pro-
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vide, and wives may feel overburdened by the demands of bill collec-
tors, bosses, and children. Be kind. You are both under enormous strain
right now, and taking it out on each other will only make things worse.

You should also know that you are not alone. There are several mil-
lion families in situations not too different from your own. They
worked hard, tried to provide for their families, and ended up in fi-
nancial hell. You may not know it, but scattered among the folks in
your grocery store, your PTA, your church or synagogue, and even
your family, are men and women just like you—people who have
done their best for their families and who are now in financial col-
lapse. You are in good company.

Hold on to your treasures. The greatest danger for a family in finan-
cial distress is not bill collectors (although they can be the most annoy-
ing). The greatest danger is false optimism. We heard it over and over
again in our interviews: “We thought Mark would be back at work right
away.” “I thought I could work things out with my husband after a little
time apart.” “We didn’t think grandpa could go on like this much
longer.” These families knew they had been hit by a disaster, but they
didn’t respond fast enough because they thought it would pass quickly.
That is the deadly trick about a financial crisis: It is nearly always im-
possible to predict when it will end. For families already in trouble,
now is the time to plan for the worst, just in case the bad news doesn't
get better. So turn off the phone, ignore the junk mail, and pop in a
video for the kids. It is time for some cold, hard calculations.

A family facing a financial crisis should think like a family at war.
You must concentrate on preserving what matters most, and you
must let the other things go. When trouble comes, ask the central
question: Which of your assets do you most want to hold on to?
Maybe it’s your car, your home, or your health insurance policy. De-
cide which things you value most, and pay those bills first. It doesn’t
matter who else is making demands on your resources or what they
are threatening you with. Once you are in trouble, you will need to
fight—and you should be fighting for the things you care about, not
trying to satisfy the loudest or most aggressive creditor.
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Most important, do not, under any circumstances, put those assets
at risk. You will be bombarded by offers to “lower your monthly pay-
ments” by taking out a second mortgage or cashing out the equity
from your home. Don’t do it. Refinancing their homes to pay down
other bills is the single biggest mistake made by families in trouble.
The mortgage companies (and even some financial advisors) may tell
you it is savvy to replace your high-interest credit card debt with
low-interest mortgage debt. But if you are in financial trouble, you
will probably be steered into a high-cost, subprime mortgage, mak-
ing any gains illusory. Worst of all, you will be jeopardizing the roof
over your family’s head. Take a moment to consider. Do you honestly
believe those “low monthly payments” are a free gift? Not a chance.
If the mortgage lender gives you a lower rate than the credit card
company, it is because the mortgage lender gets something in re-
turn—the right to push you into the street, seize your home, and
sell it.

If your troubles get bad enough, you can file for bankruptcy to
eliminate your high-interest credit card debts and cash advances, but
bankruptcy cannot help with a home equity loan or a refinanced
mortgage. You must pay the mortgage lender in full (plus all penal-
ties, late fees, and interest) or face foreclosure. The chance to save a
few dollars a month on your credit card bills is not worth running the
risk that you won't have a place to live.

Plan strategically. 1f the bills keep piling up, take a realistic look at
your overall situation. Can you pay off your debts in the next two
years? If the answer is no, talk to an attorney, read a good book about
your legal options, and look into filing for bankruptcy.® But be aware
that bankruptcy is essentially a one-time option that will be unavail-
able again for six years. Once you file for bankruptcy, you must fly
without any parachute.

If at all possible, wait until the crisis has passed before declaring
bankruptcy. If you are out of work, wait until you have found a new
job. If you have a child who is seriously ill, wait until he is better and
the health insurance has paid what it owes. It can be extremely tough
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to hold on that long, especially if collection notices are stacking up
and creditors are calling you every night. But if you wait, you mini-
mize the risk that you will once again find yourself buried in debt
after you file for bankruptcy. The bankruptcy system gives a rare op-
portunity for a second chance. If you wait to file until the worst of
your problems are over, you give yourself the best odds of getting ex-
actly what you need from the bankruptcy judge—a fresh start.

Guilt-free default. What about all those bills you will never repay?
Whatever you do, don’t reassume any old debts that were discharged
by the courts. One in four families signs on to pay off debts they no
longer owe after filing for bankruptey.”? Why? Because they don’t un-
derstand their rights. As the story about Sears showed (chapter 6),
creditors routinely bully bankrupt families by threatening to repos-
sess the family’s possessions. Except for the house or the car, this is
nearly always an empty threat. Creditors almost never repossess, be-
cause it is just not worth their time and money. It typically costs a
creditor at least $350 to send a truck to your house and cart some-
thing away, and even more to clean it up and resell it.8 Are your used
goods actually worth that much?

Another favorite tactic is to warn families that no one will ever
issue them another credit card after they file for bankruptcy. Many
creditors hire agents to patrol the waiting rooms in the bankruptcy
courts, typically friendly older ladies who make seemingly generous
offers: “The company is willing to extend you a line of credit, if you'll
agree to repay the balance on your credit card.” But think again be-
fore you sign. These agents may seem like nice people, but they are
peddling poison. Not only will you get stuck paying a bill you no
longer owe, the effective interest rate on that new line of credit may
be as high as 1,000 percent!?

How will you get a new credit card if you forfeit your old one? By
opening your mail. Within six months of filing for bankruptcy, 84
percent of families had already received unsolicited offers for new
credit.!9 Half of bankrupt families received more than thirty offers!
You may find that after filing for bankruptcy you are more popular
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with credit card companies than ever before. Lenders know that
you cannot declare bankruptcy again for six years, and they believe
you may still be under enough financial strain that you will soon
end up carrying a balance and making minimum monthly pay-
ments—rocketing you to number one on their list of favorite cus-
tomers. So don’t worry, there is life after bankruptey. You will have
a lot more credit at your disposal than you need (and probably a lot
more than you should use). So just hang tough, and don't let your-
self be bullied or threatened. The creditor is not your friend, and
you should not sign away your future before the ink is dry on your
bankruptcy petition.

We hear the chorus of self-blame and guilt tuning up. These com-
panies lent you money, so aren’t you obligated to pay them back? Yes,
you are—up to a point. But you are also obligated to keep a roof over
your children’s head, to put food in their mouths, and to get them the
medical care they need. Children take precedence over creditors.

Besides, most of those lenders knew you would have a tough time
paying them back. They had your credit reports. They knew how
much money you earned, and they knew how much you owed. They
took a calculated risk. If everyone had stayed healthy and you hadn’t
lost your job, you would have paid your debts and your creditors
would have made a handsome profit. But that didn’t happen. When-
ever a bank makes a loan, it hopes to make money, but lenders know
that there is some chance that the money will never be repaid. The
interest charges and penalty fees are designed to cover those risks,
and the banks are doing just fine, even when they lose from time to
time.

Think like a businessperson. Do you imagine the CEO of United
Airlines and the president of K-Mart were wracked with guilt when
their companies filed for bankruptcy? We doubt it. They did what
they thought best for their shareholders and customers, and if that
meant that some creditors ended up with the short end of the stick,
then so be it. They saw it as simply a matter of business. When your
family’s welfare is at stake, so should you.
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Stay Home?

Should you (or your spouse) quit your job and stay home so you won't
be in any danger of falling into the Two-Income Trap? If you are like
millions of parents, you are already up to your eyeballs in mortgage
payments and tuition bills, and pulling out of the workforce will only
make things worse. For you, the financial fire drill and some very
angry calls to your senator are the best you can do.

For some families, keeping a parent at home is at least possible.
But is it a good idea, financially speaking? It isn’t a bad solution, if
you can afford it. If you would prefer to have a parent at home full-
time but were afraid that it would be too risky economically, then
don’t worry. The idea that it takes two incomes to be financially se-
cure is dangerously wrongheaded. The data in this book show that a
family with a stay-at-home parent has an important source of eco-
nomic security, a backup earner and caregiver who can step in if any-
thing goes wrong. So long as you can get by on a single income and
the stay-at-home parent can enter the workforce if the need arises,
then go right ahead and quit your job.

What if both parents prefer to work? By all means, do it. Two
earners does not mean an inevitable dive into the Two-Income
Trap; it just means there is more risk and the family must plan ac-
cordingly. The financial planning books typically treat one and two-
income families the same, telling you to add up your family’s in-
come, divide by the expenses, and fill in the blanks. But they are
not the same. Without a safety net, your two-income family must
be careful not to budget as tightly as a one-income household. If at
all possible, think of that second income as a safety net, a special
reserve for bad times. When times are good, put something in sav-
ings, and spend the rest of the second paycheck on restaurants,
nice clothes, and treats. If you can avoid committing it to the mort-
gage and the health insurance, you'll get to enjoy the benefits of
having two incomes while staying secure.
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The Other Solution: No Children?

Some women have found another way to avoid the Two-Income Trap.
It doesn’t involve loading up on insurance policies or conducting a fi-
nancial fire drill; nor does it require you to keep a spouse at home
full-time. And, unlike the other solutions we have presented, it is
cost-free and highly effective. Their solution? Don't have children.

Childlessness may not be a calculated economic strategy, but it has
powerful economic consequences. By forgoing childbearing, a woman
decreases her chances of going bankrupt by 66 percent.!! She re-
duces the likelihood that she will ever deal with a collection call or
worry about a repo man, and she increases the chances that she will
hold on to her home. And this improved financial security will last a
lifetime: By remaining childless, a woman greatly improves her odds
of having a comfortable retirement.!2

A few generations ago, advising women not to have children would
have seemed ridiculous. Not only would it have defied the social norms
of the time (which assumed that everyone would become parents), but
the advice would have been viewed as economically self-destructive. At
one time, men and women viewed children as economic assets. Young-
sters lent a hand on the farm or in the shop, they looked after their
younger siblings, and, most important, they cared for their aging par-
ents. Little wonder that parents were expected to shoulder the costs of
bringing up those children. After all, parents reaped the rewards.

Children are still economic assets. Today’s children will build the
economy of tomorrow, defend the nation in future wars, care for the
sick, construct new buildings, repair the roads, and support the next
generation of elderly through Social Security. But there is a key differ-
ence: These benefits will go to society at large, not to specific parents.
Moreover, most of the contributions from today’s children will not
occur until they have grown up and left home. In the modern econ-
omy, few children earn their keep by sweeping out the family store or
gathering the next harvest; most will be a financial burden well into
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adulthood. In just a few generations, the calculus of raising children
has changed dramatically. Middle-class parents are investing more
and more in their own children; at the same time, society at large
claims an ever-growing share of the rewards of those investments.

A column in U.S. News & World Report observed wryly: “At the indi-
vidual family level, a child, financially speaking, looks more like a high-
priced consumer item with no warranty. . . . For economic man in the
late 20th century, child-rearing has become a crummy financial bar-
gain.”13 The authors were fundamentally right. Bringing up children has
indeed become a crummy financial bargain. But they were wrong in an-
other regard. Signing on to have children is quite different from buying
“a high-priced consumer item,” with or without warranty. If having chil-
dren were like buying, say, a Mercedes Benz, with a preset price tag
that could be clearly accounted for, then prospective parents could
make the usual set of financial choices posed by the typical economics
textbook. They could choose among several options—the Mercedes,
the BMW, or the pleasure of a tiny new person. Reasonable people
could make informed choices, depending on their preferences, and they
could abandon (or resell) their purchases if the costs got out of hand.

But the cost of a child is not so neatly packaged. It is not possible
to calculate the eighteen-year (or twenty-two-year) price tag of an in-
dividual person, with her unique talents and needs, before she is
even conceived. Nor does it matter that a prospective parent did not
budget for the baby-with-asthma package or the costly diploma at a
private college for the kid who was denied admission to State U. Par-
ents make the commitment to meet their childrens needs long be-
fore they know the full price. And that commitment will color the
parents’ financial prospects for the rest of their lives.

For a growing number of Americans, childlessness has become a
serious option. Much has been made of the possibility of a looming
shortfall in America’s birth rate.l* Over the past twenty years, the
proportion of childless women has doubled, and demographers pre-
dict that as many as a quarter of today’s young women will never have
children.!5 If the word gets out that families with children are nearly
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three times more likely to collapse into bankruptcy, will even more
women decide not to have children? And what about the children
who grow up today watching mom and dad work hard all day, only to
weep in frustration when bill collectors call them ugly names or repo
men circle the family car? Will these children have any interest in be-
coming parents themselves?

Our crystal ball is cloudy, and it is quite possible that the biological
drive to pass on our genes will continue to win out over seemingly
more rational financial calculations. We certainly hope so. Not just for
sentimental reasons, but also for economic ones. Many view parent-
hood as nothing more than another “lifestyle choice,” not so different
from joining a commune or developing a passion for windsurfing.16
And that may be true from the perspective of an individual choosing
whether or not to have a child, but it isn’t true for society at large.
What happens to a nation that rewards the childless and penalizes the
parents? If middle-class men and women stop making that parental
lifestyle choice, who will care for them in their old age? Who will pay
taxes, build infrastructure, and keep the economy afloat? And most im-
portant, who will populate the great middle class of America’s future?

We wish we could offer some clever advice that would tell everyone
how to sidestep the financial land mines associated with parenthood,
but we can’t. The financial fire drill can help curb at least a few of the
dangers of modern economic life, but it cannot negate the fundamen-
tal fact that having children has become an enormously risky under-
taking. Nor can the financial fire drill protect an individual parent
from the vagaries of the marketplace. So long as the only way parents
can guarantee a decent education for their children is to buy an over-
priced home in the suburbs, families will continue to take on ruinous
mortgages. So long as the costs of preschool remain a family’s respon-
sibility rather than a public duty, parents will continue to struggle. So
long as colleges can get away with doubling tuition every generation to
pay for sports teams and armies of new administrators, families will be
stretched even further. And so long as Congress refuses to impose
some basic interest rate regulations, credit card companies and mort-
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gage lenders will continue to drain tens of billions of dollars out of the
pockets of middle-class American families each year.

Our advice here is born out of hope rather than sound financial rea-
soning. If you feel called to be a parent, we hope you will follow your
heart. Yes, you may lose your home, and you may go bankrupt. We
hope the joys will outweigh the financial pain. And besides, what
other advice would you expect from two working mothers who believe
in the great American middle class and who pray for its strong future?

But if you become a parent, we believe that you have an extra duty
beyond providing for your child’s needs; you also have a duty to speak
up. The data in this book show that families cannot protect themselves
alone. So write your representatives in Congress, petition your school
board, and speak out. There are 63 million parents in America, and
with them, you are strong enough to make a difference. If you are to
survive financially, you and other parents must band together for
change. The survival of your interest group—parents—depends on it.

Bankrupt Children

There is one more reason you should act. Not for yourself, or for
other parents, or for future parents. You should take action on behalf
of the children.

This book is certain to make some people angry. Those who are
convinced that the problem with American families can be summed
up by materialism and irresponsibility will denounce us as hopeless
apologists. Spokespersons for the lending industry will puff about
how much good all that debt has done for the American family.
Politicians who have taken millions of dollars to protect the giant
banks will pointedly ignore this book while they loudly reaffirm that
they are “pro-family.” And there will be no shortage of people who
will continue to denounce the financially unlucky as moral failures.

But there is one fact that will be hard for even our most vocal crit-
ics to ignore. This year, an estimated 1.6 million children will go
along for the ride when their parents declare bankruptcy. That means
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that more kids will be listed in their parents’ bankruptcies than will
sign up for Little League. Or adopt a dog from the humane society.
Or get braces on their teeth.17 If current trends continue, by the end
of the decade one of every seven children in the United States will
have lived through their parents” bankruptcy.18

Much like divorce, bankruptcy is about a destabilized family. A whole
nation has focused on the difficulties that children face when their par-
ents divorce, while the problem of financial distress among middle-class
parents is widely ignored. And yet, in any given year more children will
live through their parents” bankruptcy than their parents’ divorce.’®
For these children, bankruptcy is not simply a matter of having less
spending money or getting fewer new clothes. Like the children of di-
vorce, the children of economic failure lose the life they once knew.

In some cases, the effects of deteriorating family finances are sub-
tle, difficult for a child to comprehend. Mom cries a lot, Dad sits
home all day, and the heat has been shut off. In other cases, the fallout
is abrupt. A foreclosure notice stuck to the front door, a cramped
apartment on the other side of town, a new school. And sometimes
the spillover is totally unexpected. Sara Swerdling, a thirty-eight-year-
old mother in California, tried to insulate her eleven-year-old son
from the financial fallout of her husband’s job loss. She carefully hid
the past-due notices, told him the telephone was shut off due to a
“mechanical difficulty,” and said the car was towed away because the
transmission was broken. But then came the phone call that forced
her to admit that she and her husband could no longer shield him.
“Our son has braces. When the dentist was informed of the bank-
ruptey, they called and said they wouldn’t see him anymore.” After a
series of humiliating phone calls, she finally found an orthodontist
who was willing to remove her son’s braces—for cash in advance.
Then she had to explain to her eleven-year-old what had gone wrong
in their lives, why a stranger would take off his braces while his teeth
were still crooked, and how his life was about to change.

When a radical change occurs in a child’s life—divorce, a move to a
new city, or even the birth of a new sibling—parents typically alert the
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other adults in the childs life, asking them to give additional support
and to watch for signs of trouble. But middle-class parents don't tell
the teachers, the pediatrician, the school counselor, or the babysitter
that their youngster may be experiencing distress because Mom and
Dad are on the brink of bankruptey. This leaves children isolated, con-
fused, and conscious that something shameful is going on.

The code of silence makes it difficult for these children to seek out
friends who have lived through the same experience. Children be-
come more isolated, cut off from their peers. Over time, this can
evolve into keeping secrets and telling lies. Professor Katherine New-
man, in her book Falling from Grace, quotes the advice an unem-
ployed father gave to his son: “In his school, everybody’s father is the
head of this and that. So I said, You just tell them your Dad was VP
of a company and he just refused to go on an overseas assign-
ment. . .." I told him if anybody asks, tell them I started my own
firm.”20 When a parent advocates telling lies, what is a child to think?
Politicians may contend that financial collapse has lost its stigma, but
children living through it may not see it that way.

A handful of academic studies provides hints about the future
these children face. The catalog of damages inflicted on children
when their parents divorce—falling test scores, low self-esteem, dis-
cipline problems, depression—also applies for middle-class children
whose parents are in financial trouble.2! Financial collapse has an ad-
ditional wrinkle less common among children of divorce: It often
sends a child into adult roles long before his time. Newman observes:
“For downwardly mobile families, it is the parents who need their
kids” emotional support. . . . Their children want to be more indepen-
dent, but a sense of responsibility and obligation pulls them back.”22

Not all parents try to shield their children the way Sara Swerdling
did. Sometimes the protection goes the other way. Many children,
some as young as nine or ten, learn to screen the incoming phone calls
to shield their parents from bill collectors. Charlene Dorset, a travel
agent in a small town in Pennsylvania, describes a low point after her
husband’s business failed: “Two men came to our door [when I was at
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work]. They said that they read that we were going to be foreclosed on
and that they would either buy the house [at auction] or give us loans
to help us out. My son told them to get off the property and never
come back. He must have looked so small and skinny next to those
two men, but I don't think he even knew it, he was so mad.”

If you care about children—about whether they succeed or fail
academically, about whether they are self-confident or self-loathing,
about whether they are thriving or under so much stress that they
can’t sleep at night—then you should care about family economics. If
you care about children, then you should speak out.

Conservative columnist William F. Buckley Jr. describes the bank-
ruptcy process as follows: “What has caused the acceleration of
bankruptcies is the painlessness of the operation plus little avenues of
abuse attractive to high-class bankrupts. . . . You come back one day
from the corner lawyer and say, Whee! I don’t owe anybody any-
thing!"23 We are not sure who was on Mr. Buckley’s interview list as he
developed his insights into how families respond to financial failure.
We are pretty sure it was not one of the thousands of children who
have just lost the home they grew up in. We also suspect it was not one
of the millions of devastated parents who are watching the symbols and
security associated with their children’s place in the middle class crum-
ble away. But we know that every person who read that column and
who did not call Mr. Buckley to task for his cheap cynicism helped
make life a little harder for a whole lot of children and their parents.

Playing by the Rules

The families we studied weren’t so different from our own. There
were people who made everyone laugh, people who dreamed big,
and people who made some really stupid choices. More than any-
thing else, the families whose lives animate this book worked hard,
played by the rules—and failed. They made many of the same
choices we made—they went to college, they bought homes, they
sent both parents into the workforce—but they got caught in a trap
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of circumstances that would not let them go, and they ended up in a
study of financial failure.

We believe in these families. But the rules they played by are no
longer the rules that govern financial success for the middle class. In
a single generation, the world has changed, and families are strug-
gling to adapt. They committed themselves to thrift and hard work in
exchange for a promise of economic security and a better future for
their children. That promise has disappeared. There was a time when
families sent mothers into the workplace only in times of distress.
Today, women go to work every day just to maintain a tenuous grasp
on a middle-class life. Plenty of families make it, but a growing num-
ber of those who worked just as hard and followed the rules just as
carefully find themselves in a financial nightmare.

The collective pressures on the family—the rising costs of educating
their children, the growing insurance payments and medical bills, the
rising risks of layoffs and plant closures, and the unscrupulous tactics of
an unrestrained credit industry—are pushing families to the breaking
point. America’s middle class is strong, but its strength is not unlimited.

The evidence we assemble is unrelenting, but we remain optimistic.
The American middle class was forged by families who knew hardship
and conflict and who dreamed of giving their children something bet-
ter. It has survived wars, scandal, epidemics, the Great Depression,
and massive transformations in the U.S. economy. It is under assault,
but the families that make up the great middle are not quitters. They
are ferocious fighters, for themselves and for their children. Their will-
ingness to send 20 million mothers into the workplace had unintended
fallout, but it was rooted in a powerful desire to create a better future
for their children. Their failure to demand accountability from their
politicians and the organizations that purport to speak for them has left
them weakened. But we believe that collectively and individually these
families have the tools to change the structure of their schools, to bring
their politicians to heel, and to fight back against big businesses that
would steal their economic vitality. They can release the trap.
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The Consumer Bankruptcy Project, 2001

In 1999 and 2000, a group of scholars began to assemble the pieces of what would
become the Consumer Bankruptcy Project of 2001. A dozen professors from
seven different research universities contributed to the design and implementa-
tion of the study. Dr. Teresa A. Sullivan, Executive Vice-Chancellor for Academic
Affairs of the University of Texas System and Professor of Sociology; Professor
Elizabeth Warren, Leo Gottlieb Professor of Law at Harvard University; and Pro-
fessor Jay Lawrence Westbrook, Benno Schmidt Professor of Law at the Univer-
sity of Texas, took principal responsibility for designing the basic questionnaire
and telephone survey questions for the 2001 study. In addition, Professor Michael
Schill, Professor of Law at New York University and Director of the Furman Cen-
ter for Real Estate and Urban Policy, and Dr. Susan Wachter, Professor of Real
Estate and Finance at the Wharton School, University of Pennsylvania, were
principal drafters of survey questions about housing and real estate. Dr. David
Himmelstein and Dr. Steffie Woolhandler, both Associate Professors of Medicine
at Harvard Medical School, designed the medical questions. Bruce Markell,
Doris S. and Theodore B. Lee Professor of Law, and Robert Lawless, Professor of
Law, both at the University of Nevada-Las Vegas, drafted the small business
questions. Katherine Porter, Harvard Law School ‘01, John Pottow, Assistant Pro-
fessor of Law at the University of Michigan, and Dr. Deborah Thorne, Assistant
Professor of Sociology at Ohio University, served, in turn, as Project Director,
each with a hand in both the design of portions of the project as well as direct
oversight of the data collection. These dozen principal investigators brought ex-
pertise from a number of policy areas such as family economics, demographics,
employment, health care finance, housing policy, small business, women’s issues,
law, sociology, business, and economics, as well as specific skills in data collection
and analysis.

The 2001 Consumer Bankruptcy Project builds on three previous empirical
studies of families that file for personal bankruptcy, conducted by Sullivan, War-
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ren, and Westbrook. The earlier Consumer Bankruptcy Projects are detailed in the
Appendices to As We Forgive Our Debtors! (1981 study) and The Fragile Middle
Class? (1991 study). In addition, there was a supplementary study in 1999, the de-
tails of which are noted in Jacoby, Sullivan, and Warren’s “Rethinking the Debates
over Health Care Financing: Evidence from the Bankruptcy Courts.”

Development of the Sample

Debtors who file for Chapter 7 and Chapter 13 bankruptcies must attend a meeting
with the bankruptey trustee assigned to the case. The debtor’s attorney nearly always
attends the meeting with the debtor. The debtor’s creditors receive formal notice of
the meeting and are invited to attend as well. The 2001 core sample was constructed
by distributing questionnaires to debtors who attended these meetings in the target
cities on the target dates. The goal was to collect a quota of 250 questionnaires from
each district, with the proportion of Chapter 7 and Chapter 13 questionnaires in the
sample reflecting the proportion that occurred naturally in each district. For exam-
ple, in the Central District of California, 80 percent of the petitions filed in 2000
were for Chapter 7 bankruptcies and 20 percent were for Chapter 13 bankruptcies.
Thus, of the 250 questionnaires collected in this district in 2001, the researchers
sought to match that same distribution: 200 Chapter 7 questionnaires and fifty Chap-
ter 13 questionnaires. In order to achieve this distribution, questionnaires were dis-
tributed at Chapter 7 meetings until 200 debtors responded and at Chapter 13 meet-
ings until fifty debtors responded. The same approach—quota sampling by district,
by type of chapter—was followed in each of the other four districts until a full sam-
ple of 250 cases per district was collected. The total 1,250 cases (250 cases per dis-
trict) constitute what is called the “core sample,” which includes a split between
Chapter 7 and Chapter 13 cases that is representative in each of the filing districts.

One questionnaire was completed per case. When couples filed jointly, they com-
pleted a single questionnaire. The questionnaire, however, collected separate demo-
graphic data for both husband and wife. The core sample consists of 1,250 cases,
but because 320 of those cases were married couples filing jointly, there are 1,570
people in the core sample who filed for bankruptcy.

Core Sample

The 2001 core sample was drawn from California, Illinois, Pennsylvania, Tennessee,
and Texas. This overlaps with the 1991 core sample, which was drawn from the
same five states, and with the 1981 sample, which was drawn from three of the five
states (Illinois, Pennsylvania, and Texas). Rather than drawing from multiple dis-
tricts in each state, as in the earlier study, the 2001 Consumer Bankruptcy Project
concentrated its resources by drawing a larger sample from one district per state:



APPENDIX: The Consumer Bankruptcy Project, 2001 183

the Central District of California, which includes Los Angeles; the Northern Dis-
trict of Ilinois, which includes Chicago; the Eastern District of Pennsylvania, which
includes Philadelphia; the Middle District of Tennessee, which includes Nashville;
and the Northern District of Texas, which includes Dallas.# These five states repre-
sented 407,047 nonbusiness Chapter 7 and Chapter 13 filings in 2001, or about 26.4
percent of the 1,539,111 nonbusiness bankruptcy cases listed by the Administrative
Office of the United States Courts nationwide.

Districts from five different states, each from a different region in the country,
provided some geographic diversity. In addition, by drawing from some of the same
districts as the 1981 and 1991 samples, the 2001 study maintains some continuity for
researchers interested in longitudinal research. The choice of the specific districts
within each state increased the size of the pools from which the sample was drawn,
increasing the representativeness of the sample within the geographic location.

The five metropolitan areas captured in the core sample represent another form of
diversity: the incidence of bankruptcy filings in the local population. To the extent that
the decision to file for bankruptcy might be influenced by local legal cultures, variance
in the filing rates per thousand may indicate differing bankruptcy practices as well.5
According to data compiled by SMR Research Corporation, one area, Nashville, has
higher rates of bankruptcy filings than most other U.S. cities, at 9.70 bankruptey fil-
ings per 1,000 adults. Closer to the other end of the spectrum were Philadelphia
(4.91) and Dallas (5.02), which have lower rates of bankruptcy filings than the U.S.
population generally. In between were Chicago (5.83) and Los Angeles (8.02).6

This core sample varies from a representative national sample of bankrupt debtors
in that it represents relatively few districts. The distribution and completion of the
questionnaires also introduce an opportunity for nonresponse bias. This bias could
be introduced if the people who complete the questionnaires differ systematically
from the people who do not complete questionnaires in ways that might affect the
variables of interest. It is possible, for example, that people who are very uncomfort-
able in the courthouse would reject the questionnaire. This discomfort (an unmea-
sured characteristic) might be linked to some other characteristic that was measured
(such as size of total debt). By their very nature, such biases are difficult to detect.

Two events in 2001 might cause some speculation that our sample was prone to
seasonality bias: the events of September 11, 2001, and their subsequent economic
impact, and the publicity given the debates in Congress concerning revision of the
bankruptey laws. In fact, however, the sample was drawn earlier in 2001, before ei-
ther of these events had occurred.

Supplemental Samples

To expand the analysis and to probe additional issues, two supplemental samples
were developed. A central focus of the research is the relationships between hous-
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TABLE A.1 Summary of core and supplemental samples

Core sample Supplemental sample Totals
Rurdal Homeowners
California 250 40 290
Illinois 250 231 481
Pennsylvania 250 250 500
Tennessee 250 168 418
Texas 250 250
Iowa 281 281
Total 1,250 449 521 2,220

ing, mortgages, and bankruptcy. To study these relationships with greater reliability,
the research design included supplementary collections of homeowners in bank-
ruptey, drawn from Los Angeles, Chicago, and Philadelphia. In order to examine {i-
nancial problems outside urban centers, an extended sample was drawn from rural
areas in Tennessee and Iowa.

The quota sampling technique was also employed for both supplemental samples
(homeowners and rural debtors), with the addition of more qualifying criteria. The
supplemental rural sample consists only of those debtors living in certain predeter-
mined rural zip codes; all respondents not in those zip codes were eliminated from
the supplemental sample. The Los Angeles supplemental housing sample was de-
veloped by continuing to collect questionnaires beyond the original target of 250
until a total of 100 homeowners had been collected; nonhomeowner cases were dis-
carded from this supplemental sample. The supplemental housing sample for
Philadelphia and Chicago used two filters: The debtors were homeowners and they
agreed to be interviewed by telephone; nonhomeowners and those who did not wish
to be interviewed were omitted from those supplemental samples.

To recap: The core sample consists of 1,250 debtors, 250 from each of the first
five states. This sample was supplemented by an extended sample of 970 debtors,
which includes an extended selection of homeowners from the five core sample dis-
tricts and an additional sample of rural debtors from Tennessee and Iowa. None of
the supplemental data is part of the core sample.

Protection of Confidentiality

Before we entered the field, the study’s procedures and instruments were reviewed
by Harvard University and the University of Texas to guarantee protection of study
participants. Consistent with those reviews, access to debtor identity has been lim-
ited to guarantee respondents’ confidentiality. All researchers who had access to re-
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spondents’ names and data were required to sign a statement promising to maintain
confidentiality. Finally, responses are reported only in the aggregate. When individ-
ual quotations are used, the debtors’ names and any other obvious identifiers have
been changed.

Instruments

Data were collected using three types of instruments: debtor questionnaires, court
records, and telephone interviews.

Questionnaires. The debtor questionnaires included the same demographic
questions asked in the 1991 and 1999 research. In addition, many new questions
were added in response to the data collected from the open-ended questions asked
in 1991 and 1999, as well as developments in consumer law and practice. For ex-
ample, the 2001 questionnaire asked debtors why they had filed for bankruptcy;
the options provided on the questionnaire were based on the eight reasons most
often given by debtors in 1991, plus an option to fill in a blank after “other.” In ad-
dition, because so many debtors in 1991 and 1999 had indicated that an illness or
injury was the catalyst for their bankruptcy, the 2001 questionnaire asked debtors if
they had lost income as a result of their own or a family member’s medical prob-
lems. The 2001 questionnaire also gathered information on health insurance, med-
ical debt, child support, home ownership, mortgage debt, alternatives to bank-
ruptey, and number of dependents.

The majority of the questions were closed-ended and required the debtor only to
check a box. One opened-ended question was for occupation: Debtors were asked
for their occupations and, if married, the occupations of their spouses. Debtors’ an-
swers were entered verbatim into the database. Dr. Sullivan coded each entry using
the 1970 U.S. Census codes and the corresponding prestige scores developed by the
National Opinion Research Center.”7 Dr. Thorne recoded each entry to ensure accu-
racy and consistency.

In addition to the closed-ended questions, debtors were invited to use the back of
the questionnaire to tell the story of their bankruptcies in their own words. The re-
sponses were included in the database as a text field.

At the bottom of the last page of the questionnaire, a form offered debtors $50
for participating in follow-up telephone interviews, with the possibility that they
might eventually complete three such interviews over the next few years.
Debtors who were willing to be interviewed signed the forms and provided their
telephone numbers. Only those debtors who signed this form and provided a
phone number were called. Debtors whose primary language was Spanish were
given a Spanish version of the questionnaire. The questionnaire was translated
into Spanish and back-translated into English to verify that the translation was
accurate.
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With the assistance of the Bankruptcy Court in Boston and the United States
Trustee for Region One, the questionnaire was pretested in January 2001. Because
this questionnaire was considerably more comprehensive than the one used in 1991,
there was some concern about respondents’ reactions to the amount of time it would
take to complete it. The average time required to complete the questionnaire was six
minutes, and no respondent expressed any concern about the length of the question-
naire. After testing, the questionnaires were refined and retested in the Boston
courthouse. Once that was complete, the same questionnaire was used in all districts.

The questionnaires asked each debtor for more than thirty pieces of information,
for a total of about 75,000 pieces of information gathered from the questionnaires.
Copies of the questionnaire are available from the Consumer Bankruptey Project,
Harvard Law School.

Court Records. For every questionnaire that debtors returned, a copy of the cor-
responding court records was collected; thus the researchers coded court record
data from all 2,220 cases in the core and supplemental samples. Court records for
bankruptcy are a matter of public record. A photocopy of the court records or a
printout from the online court records was added to each debtor’ file.

Three people with legal training reviewed the court records, determined which
information to code, and assisted in the development of a coding program for data
entry. The information reported in the debtors’ schedules, which are filed under
penalty of perjury, includes income, assets, debts, household expenses, and several
legal events. The research team entered approximately 160 pieces of information
from each case into the database, for a total of more than 350,000 pieces of infor-
mation gathered from the court records.

Telephone Surveys. The telephone survey comprised four specialized schedules: gen-
eral questions presented to all respondents, a medical section presented to those who
indicated that a medical problem had contributed to their bankruptcies, a small busi-
ness section presented to current or former small business owners, and a homeowner
section presented to those debtors who owned a home at the time of filing or who had
owned a home within the previous five years but had lost it through foreclosure or other
financial problems. Interviews took about twenty minutes for each section.

Telephone interviewers were all trained and supervised by Dr. Thorne. All initial
interviewers were graduate students or postdoctoral students in sociology; later,
other trained interviewers were added. All interview responses were entered directly
into a Microsoft Access database designed specifically for this project. Approximately
226,000 pieces of data from the telephone survey were entered in the database.

Response Rates

In some districts, the Chapter 7 and Chapter 13 trustees distributed and collected
the questionnaires; in other districts, we trained a local person to complete the dis-
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tribution and collection, with the cooperation of the trustees. In almost all cases, the
questionnaires were distributed and completed when the debtors attended a
mandatory meeting at the courthouse, although a few people took their question-
naires home and returned them by mail a few days later.

Without the cooperation of the trustees, it would have been almost impossible to
gather a useful sample from among the debtors attending these meetings. The
need to rely on the trustees, however, meant that we lost some degree of control
over the distribution of the questionnaires. Although we can be nearly certain that
the questionnaires were distributed to every debtor who attended a meeting
scheduled on a particular day, on some days the trustees did not distribute ques-
tionnaires, often because they had no help, because they felt especially pressed for
time, or because they forgot. In one district, the Middle District of Tennessee, the
trustees went far beyond our expectations and maintained especially careful
records, and we could determine that the response rate was 99 percent. In the re-
maining four districts, however, we could not impose on the trustees to keep simi-
lar records, so it is not possible to identify the questionnaire response rates with
precision. We estimate that in Texas and Illinois, response rates were approxi-
mately 90 percent on the days the trustees distributed the questionnaires. In Illi-
nois, California, and Pennsylvania, when someone other than the trustee distrib-
uted the questionnaires, the response rates were lower, estimated at about 60
percent, 55 percent, and 45 percent, respectively.

Because court records are public data, we collected court records for each debtor
in the sample, effectively a 100 percent response rate.

Debtors from the core sample and the supplemental homeowner samples were
eligible to participate in the telephone survey. Participants in the Iowa supplemen-
tal rural sample were not part of the telephone interview portion of the study be-
cause those questionnaires were gathered later.

From the core sample of 1,250, 875 debtors (70 percent) agreed to a telephone
interview. Of these, it was possible to contact and complete at least one schedule of
the telephone survey with 609 debtors, for a response rate of 69.6 percent of those
who agreed to be interviewed, or 48.7 percent of all debtors in the core sample. In
the supplemental housing sample, 521 debtors were eligible to be interviewed; of
these, 328 completed telephone surveys, for a response rate of 62.9 percent. In
total, 930 telephone interviews were completed between the core and the supple-
mental samples.

Coding Accuracy

Data from both the questionnaires and court records were entered into a Microsoft
Access database designed specifically for this instrument. Training was extensive,
particularly for collecting data from court records. Ten percent of all questionnaire
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entries were rechecked for errors. The error rate was approximately 0.7 percent.
Because the court record data coding was extremely complex, on completion of the
data entry, the researchers arranged to recode 500 cases. All mistakes were cor-
rected; therefore, the accuracy of these 500 cases approaches 100 percent. Of the
remaining approximately 1,720 cases, 15 percent were randomly selected for quality
control checks. On average, there was one error per 160 data points, which trans-
lates into accuracy exceeding 99 percent.
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NOTES

Chapter 1

1. Ruth Ann and James and the other families whose stories appear in this book
were interviewed as part of the 2001 Consumer Bankruptcy Project. In order to
protect their privacy, all names and identifying information have been altered.
See the appendix for more information.

2. My two longtime coauthors are Teresa A. Sullivan, a sociologist and now ex-
ecutive vice chancellor of the University of Texas, and Jay Lawrence Westbrook, a
legal scholar who holds the Benno C. Schmidt Chair in Law at the University of
Texas School of Law. For more on our earlier work, see the appendix.

3. The 1981 data are based exclusively on court records, which do not list mar-
ital status. We have therefore treated women filing alone as unmarried; joint filers
are married. In 2001, since marital status is listed, this simplification is not
needed. See more detailed discussion in chapter 5.

4. In 2001, the bankruptcy filing rate for couples with children was 14.7 per
1,000, compared with 7.3 for couples without children. For unmarried women
with children, the filing rate was 21.3 per 1,000, compared with 7.2 for childless
women and 6.1 for childless men.

5. The bankruptcy rolls increased rapidly during the late 1980s and again in the
late 1990s, both of which were expansionary periods. Bankruptcy data from Ad-
ministrative Office of the United States Courts.

6. This projection is based on a linear regression of personal bankruptcies in
the United States between 1980 and 2002. The R-squared value was 0.937. This
calculation assumes that the proportion of bankrupt families with children re-
mained constant throughout this period. Based on these assumptions, 5.1 million
families with children, or 13.5 percent of all households with children, would file
for bankruptcy between 2003 and 2010.

7. In 2002, 2 million people filed for bankruptcy (including both husbands and
wives who filed jointly). By comparison, 1.1 million Americans had a first or a re-
current coronary attack. American Heart Association, “Targeting the Facts: Our
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Quick Guide to Heart Disease, Stroke and Risks” (2002). Available at http:/
www.americanheart.org/downloadable/heart/1014993119046targetfact.pdf
[2/14/2003]. Approximately 1,284,900 new cancer cases were diagnosed. American
Cancer Society, “Cancer Facts and Figures 2002.” Available at http://www.
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partment of Education, National Center for Education Statistics, Table 247, Earned
Degrees Conferred by Degree-Granting Institutions, by Level of Degree and Sex of
Student: 1869-70 to 2010-11 (August 2001). Available at http://nces.ed.gov/
pubs2002/digest2001/tables/dt247.asp [2/14/2003]. In 2001, there were 1.1 million
divorces in the United States, compared with 1.5 million bankruptcy filings. Calcu-
lated from Centers for Disease Control and Prevention, “Births, Marriages, Di-
vorces, and Deaths: Provisional Data for 2001,” National Vital Statistics Report, vol.
50, no. 14 (September 11, 2002). Bankruptcy data from Administrative Office of the
United States Courts, including unpublished data on joint filings.

8. “Late Payers,” Cardweb.com (October 22, 2002). Available at http://www.
cardweb.com/cardtrak/news/2002/october/22a.html [2/14/03].

9. Harvey Altes, the CEO of Time Finance Adjusters Inc., a trade association of
accredited repossessors, “estimated that between 1998 and 2002 the number of cars
repossessed nationally doubled from 1.2 million to around 2.5 million.” Adam Fi-
field, “For the Repo Man, These Are Good Times: The Sluggish Economy Makes
for Busy Nights in a Ticklish Job,” Philadelphia Inquirer, December 29, 2002.

10. The proportion of mortgages in foreclosure proceedings at the end of the
quarter increased from 0.31 percent in 1979 to 1.1 percent in 2002, an increase of
255 percent. Unpublished data, Foreclosure at End of Quarter, Mortgage Bankers
of America (2002). For homeowners who were initially backed by FHA single-fam-
ily mortgage insurance between 1982 and 2000, married couples with children
were, on average, 39 percent more likely to undergo foreclosure by 2002 than mar-
ried couples without children. Single parents were 28 percent more likely than sin-
gle individuals without children. U.S. Department of Housing and Urban Develop-
ment (HUD), unpublished data, FHA Single-Family Mortgage Insurance
Cumulative Number and Percent of Foreclosures, 19822002,

11. Michelle J. White, “Why It Pays to File for Bankruptcy: A Critical Look at the
Incentives Under U.S. Personal Bankruptcy Law and a Proposal for Change,” Uni-
versity of Chicago Low Review 65 (Summer 1998), 685-732.

12. Among families in bankruptcy, 92 percent include a filer who completed at
least some college (57 percent), held a job in the upper 80 percentile of occupa-
tional prestige (70 percent), and/or owned a home (58 percent). Two-thirds of filers
met two or more criteria, and 27 percent met all three. Elizabeth Warren, “Finan-
cial Collapse and Class Status: Who Goes Bankrupt?” Osgood Hall Law Review 41,
no. 1 (2003).
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13. Our projection of the number of bankruptcies by single mothers between
2003 and 2010 is based on a linear regression of the number of women filing alone
for bankruptcy in 1981 and 1991 and the number of single mothers filing in 2001.
Chapter 5 has a further discussion of single mothers who file for bankruptcy.

14. Lillian P. Rubin, Worlds of Pain: Life in the Working-Class Family (New York:
Basic Books, 1976). “Men manage the money in three-quarters of the [middle-class]
families” (p. 107). Quoted in Deborah K. Thorne, “Personal Bankruptcy Through
the Eyes of the Stigmatized: Insight into Issues of Shame, Gender, and Marital Dis-
cord,” Ph.D. dissertation, Department of Sociology, Washington State University,
Pullman, WA, May 2001.
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sary paperwork for credit counseling. Thorne, “Personal Bankruptcy Through the Eyes
of the Stigmatized,” p. 190. Similarly, we found that among families in bankruptcy,
wives were about twice as likely as husbands to be exclusively responsible for paying
the bills and dealing with bill collectors. Thorne concludes that once families get into
financial trouble, the burden of “debt management and bankruptcy is overwhelmingly
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16. W. Jean Yeung and Sandra L. Hofferth, “Family Adaptations to Income and
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17. Foreclosure data, see HUD, unpublished data, 1982-2002. Custody was
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other than one of the spouses. Advance Report of Final Divorce Statistics
1989-1990. Available at http://www.cde.gov/nchs/products/pubs/pubd/mvsr/supp/
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Tom and Susan  Justin and Kimberly

Single-income Dual-income family,  Percentage
family, early early 2000s change
1970s
(Inflation adjusted)
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Wife's income 0 $28,800 1000% + +
Total Family Income $38,700 $67,800 75%
Tax rate (% of income: local, 24% 33% 35%
state, and federal)
Taxes $9,386 $22,956 137%
After-tax income $29.314 $45,544 55%
Major fixed expenses
Home mortgage $5,309 $8,978 69%
Day care (7-year-old) 30 $4,354 1000%+ +
Preschool (3-year-old) $0 $5,321 1000% + +
Health insurance $1,027 $1,653 61%
Automobile: Car 1 (Purchase, $5,144 $4,097 -20.4%
upkeep, insurance)

Automobile: Car 2 $0 $4,097 1000% + +
Total fixed expenses $11,480 $28,499 148%
Discretionary income (food,  $17,834 $17,045 -4%

clothes, utilities, extras, etc.)
(Note that all figures were rounded off to the nearest $10 in the text.)
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cession of early 1972. See also Gruber and Cullen, “Spousal Labor Supply as Insur-
ance,” in which the authors argue that unemployment insurance tends to crowd out
spousal labor supply: “Our estimates imply that in the absence of [unemployment
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hhes/income/histinc/f07.html [1/10/2003].
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dine De Gruyter, 1994). See also Yeung and Hofferth, “Family Adaptations to In-
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(Nashville, TN: W Publishing Group, 1990).
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Spending Accounts enable workers to put pretax dollars aside for qualified medical
expenses. The Economic Growth and Tax Relief Reconciliation Act of 2001 grants
federal tax exemption on earnings from state education saving plans when the
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Chapter 4

1. 147 Cong. Rec. S1934 (2001) (statement of Sen. Hatch). Available at www.
senate.gov/~hatch, “Statements,” April 15, 1999.

2. 147 Cong. Rec. S1934 (2001) (statement of Sen. Hatch).

3. Henry J. Hyde, News Advisory, U.S. House of Representatives, Committee on
the Judiciary (March 10, 1999). Available at http://www.house.gov/judiciary/
031099a.htm [3/14/2003].

4. “Administration of the Bankruptcy Act,” Report of the Fifty-third Annual
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and 22, 1930 (statement of Hon. Thomas D. Thacher, Solicitor General of the
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tor Sadd and Robert T. Williams, Causes of Bankruptcies Among Consumers (Wash-
ington, DC: Government Printing Office, 1933), p. 5.

5. Cotton Mather, Fair Dealing Between Debtor and Creditor (Boston: 1716):
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than the people of Hawaii (who have relatively lower bankruptcy filing rates). See
Scott Fay, Erik Hurst, and Michelle J. White, “The Bankruptey Decision: Does
Stigma Matter?” Working Paper 98-01, Department of Economics, University of
Michigan (January 1998). In a later paper, the same authors use similar data to show
that families who could benefit the most from bankruptey (that is, the families
whose debts are highest relative to their assets and state law exemptions) are most
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they feel no stigma. Scott Fay, Erik Hurst, and Michelle J. White, “The Household
Bankruptey Decision,” American Economic Review 92 (June 2002): 706-718. An-
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investments, and scores of other financial data with the researchers. And yet, when
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half of the predicted number confessed to a bankruptey filing. Either the sample is
badly skewed, which no researcher has claimed, or the families concealed their
bankruptey filings. The authors report these facts, although they do not draw the in-
ference that the study subjects were reluctant to report their bankruptey filings.

9. Michelle J. White, “Why It Pays to File for Bankruptcy: A Critical Look at the
Incentives Under U.S. Personal Bankruptcy Law and a Proposal for Change,” Uni-
versity of Chicago Law Review 65 (Summer 1998): 685-732. White shows that
about 17 percent of U.S. households would profit from filing for bankruptcy—and
yet, for some reason (presumably at least somewhat influenced by a sense of shame
or stigma), they don't file. Despite this finding, White is one of the coauthors of an-
other paper (cited above) claiming that stigma has declined.

10. Congressman Rick Boucher is one of many who have used this term: “Bank-
ruptcies of convenience are driving this increase [in bankruptey filings]. Bankruptey
was never meant to be used as a financial planning tool, but it is becoming a first
stop rather than a last resort. .. .” Congressman Rick Boucher, Hearing on Bank-
ruptcy Reform and Financial Services Issues, Senate Banking Committee (March
25, 1999). Available at http://banking.senate.gov/99_03hrg/032599/boucher.htm
[3/14/2003].
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12. Constance M. Kilmark, “Inside the World of the Troubled Debtor,” Journal of
Bankruptcy Law and Practice 10 (March-April 2001): 257-278.
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14. Judge Edith H. Jones and Todd J. Zywicki, “It’s Time for Means-Testing,”
Brigham Young University Law Review (February 1999): 177-249.

15. The bankruptcy laws have their own section of the United States Code, 11
U.S.C. sections 101 et seq. Within that section are the various “chapters.” The first
chapters in the code lay out rules applicable to all bankruptcies. Chapter 7 governs
the liquidation bankruptcies of both individuals and businesses, Chapter 11 deals
primarily with business reorganizations, Chapter 12 governs the restructuring of
family farms, and Chapter 13 is for families trying to repay debts over time.

16. Businesses may file for Chapter 11 if they want to try to reorganize, or Chap-
ter 7 if they are to be liquidated immediately.

17.11 U.S.C. section 541.

18. The variation is extreme. Half of all the states have exemptions of $20,000 or
less, and six states permit multimillion-dollar exemptions. The National Bankruptcy
Review Commission recommended that Congress put a floor and a ceiling on
homestead exemptions. At various times, the Senate proposed to cap homestead ex-
emptions pegged variously at $125,000 to $250,000, although the House rejected
such caps. But neither the House nor the Senate ever moved to create any floor for
homestead exemptions. For many families with high mortgages relative to value, the
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19. 11 U.S.C. section 523.

20. 11 U.S.C. sections 727(a)(8) and (a)(9). The law is more specific: A debtor is
eligible for a discharge only after six years have passed. In fact, many families file for
Chapter 13, try to make payments, and then drop out of the system when they can-
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percent of the Chapter 7 filers had filed for bankruptcy at least once before, and 31
percent of the Chapter 13 filers had been in bankruptcy previously, presumably fil-
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Working Paper 408, Department of Economics, Boston College (January 1999), p.
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35. See Boisjoly, Duncan, and Smeeding, “The Shifting Incidence of Involuntary
Job Losses.” The authors found a 28 percent increase in the incidence of involuntary
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see, e.g., John Fitzgerald, “Job Instability and Earnings and Income Consequences:
Evidence from SIPP 1983-1995,” Economics Department, Bowdoin College (July 26,
1999), paper prepared for the Joint Center for Poverty Research. We also note that
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dial Mothers,” pp. 192-200.
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where he or she is a resident (legally defined), but some districts have more than
one office to accept filings. So, for example, if the debtor resides in the Northern
District of Illinois, he or she can file in Chicago or Rockford, a suburb, although
very few are filed in Rockford. The researchers sampled only in the big cities, which
is where the overwhelming majority of bankruptcies are filed in four of the five dis-
tricts. In the Central District of California, the researchers sampled only Los Ange-
les, but in that district a larger proportion of cases are also filed in outlying areas. As
we note in the text, this may result in a bias toward larger cities and an underrepre-
sentation of rural and small-town areas.

5. For a discussion of this phenomenon, see Teresa A. Sullivan, Elizabeth War-
ren, and Jay Lawrence Westbrook, “The Persistence of Local Legal Culture: Twenty
Years of Evidence from the Bankruptcy Courts,” Harvard Journal of Law and Pub-
lic Policy 17 (1994), reprinted in Charles J. Tabb, Bankruptcy Anthology (Westbury,
NY: Foundation Press, 2002).

6. Mean bankruptcy filing rate per 1,000 adults, 1990-2000. SMR Research Cor-
poration, The New Bankruptcy Epidemic: Forecasts, Causes, and Risk Control
(Hackettstown, NJ, June 2001), pp. 181-187.

7. The 1970 occupational codes have been used in all of the preceding Consumer
Bankruptcy Projects. They are also still widely in use as the last “pure” occupational
codes used by the Census Bureau. They have been used in major studies such as the
General Social Survey. Since the 1970 census, the Bureau has adopted sets of codes
that incorporate industry as well as occupation, but several “walkovers” are available
that permit correspondence from one set of codes to another.



Added Worker Effect, 60-61

Affluenza: The All-Consuming
Epidemic (de Graaf), 15, 16, 18,
47

African Americans, 136, 146, 159-160

Alimony, 76, 120

American Association of University
Professors, 43

American Bankers Association, 78

American Council on Education, 43

Assets, Protection of, 78-79, 168-169,
173

As We Forgive Our Debtors, 182

Automobiles, 4649, 50, 51, 53, 77,
120, 166

repossessions of, 3, 7, 78, 80, 170,

177

Banking industry, 126, 128-129, 134,
140, 145, 148, 156, 157, 160, 171,
176
profits, 129, 148-149, 155
See also Citibank; Deregulation of
lending industry; MBNA; Credit
cards
Bankruptcy, 4, 7, 11, 33, 56, 63,
106(fig.), 157, 169-170
of African Americans, 159

INDEX

bankruptey bill in Congress,
124-126, 154-156, 157, 158, 162

best predictor for, 6

in business, 75, 171

Chapter 7 and Chapter 13, 76-77,
182, 186

and children, 6, 174-179

and collection threats, 142

and debt, 77-78, 155-156, 131

debts not forgiven in, 76, 120

and disability coverage, 94

and divorce, 81, 85-87, 104-107

fraud concerning, 78-80

and health, 92. See also Health
issues, health insurance

of Hispanics, 159

and immoral debtors, 71-72, 75,
89

and jobless, 81, 82-83

and medical bills, 81(fig.), 84, 92,
166, 185. See also Health issues

National Bankruptcy Review
Commission, 153, 154, 156, 158

number of families filing, 6, 20, 80,
106(fig.), 153

men with child support/alimony
obligations filing, 120

and parenthood, 6, 174-175

245



246 INDEX

period before filing, 78

process described, 75-77, 79, 179

reasons for filing, 80-81, 81(fig.), 88,
185

refiling, 76, 169

restricting right to file, 153-154

single mothers filing, 104, 105,
106(ﬁg.), 107-108, 114, 118

stigma of, 72-74, 178

and two-income families, 83, 85, 138.

See also Families, with two
incomes
women filing, 5, 9, 13, 105, 160, 161,
173. See also Women, bankruptcy
See also Consumer Bankruptcy
project; As We Forgive Our
Debtors; Fragile Middle Class,
Debt
Bidding wars, 8, 9, 10, 40, 130, 163
college, 41-46
housing, 28-36, 121, 126, 132-133,
137, 147
preschool, 37-39
and public schools, 28, 33-37, 121
and working mothers, 28-32
Biden, Joseph, 161
Birth rates, 84, 174
Boston, pubic schools and housing, 24
Boucher, Rick, 155
Breneman, David, 43
Buckley, William F., Jr., 179
Bureau of Labor Statistics, 47. See also
Consumer Expenditure Survey
Bush, George W., 23, 125, 133-134

California bankruptey data collection,
182-183, 187

Campaign finance reform, 156

Chase Manhattan, 134

Chicago bankruptcy data collection,
183, 184

Child care. See Day care
Children, 171, 173-179. See also Child
support; Day care; Education;
under Families
Child support, 9, 86, 99, 101, 102-104,
108, 110, 111, 112, 115-120, 122,
131
and bankruptey, 76, 120, 124, 154
deadbeat dads, 102, 103, 116-117,
122
enforcement, 99, 102-103, 104, 116,
117, 122
increasing amounts awarded,
117-118, 119-120
and joint custody, 119
and Share-the-Pain model,
117-118
Chronicle of Higher Education, 44
Church Women United, 161
Citibank, 134, 135-136, 138-139, 146,
160
Clinton, Bill, 125, 126, 156
Clinton, Hillary, 123-126, 156
Clothing expenses, 16, 17, 32, 130
Columbia University, 43
Community Reinvestment Act, 160
Computer expenses, 19, 130
Congress, 144, 175, 176. See also
Bankruptcy, bankruptey bill in
Congress; Bankruptcy, National
Bankruptcy Review Commission;
Campaign Finance Reform
Consumer Bankruptey Project (2001),
5, 81(fig.), 106(fig.), 181-185
summary of core and supplementary
samples, 184(table)
Consumer Expenditure Survey, 47,
51(fig.), 65(fig.)
Consumption
over-consumption, 15-20, 21, 22, 47,
48, 64, 65, 66, 80, 131, 132, 165



See also Automobiles; Clothing;
Computer expenses; Cutting back
on spending; Food; Vacations

Costs

of automobiles, 47

of bringing up children, 22-23,
173-174

of college education, 4243, 44, 45,
46, 175

of credit card companies, 148-149

of creditors to repossess, 141, 170

of divorce, 109, 115

fixed, 51(fig.), 53, 64-65, 112,
164-165

of housing, see Homes, prices

of preschool, 37-39, 51, 130, 165, 174

Credit cards, 7, 80, 109, 111-112, 124,
127, 134, 154, 167

aggressive collection tactics, 141-144,
170-171

and families in financial trouble, 131,
138-141, 145, 148, 169, 170-171

fees, 3, 140, 144, 145, 149, 152

and layoffs, child support, and health
insurance lapses, 131

marketing, 129-130, 139-140

percentage increase in debt, 20, 77,
130

pre-approved offers, 130, 170-171

profits for companies, 139, 155

replacing credit card debt with
mortgage debt, 131, 169

See also Chase Manhattan; Citibank;
MBNA

Credit counseling, 11

Credit, democratization of, 150-151,
152

Credit protection insurance, 166-167

Credit reports/ratings, 77, 138, 139, 171

Crime, 24, 26, 27, 28, 35

Crittenden, Danielle, 100

INDEX 247

Cutting back on spending, 2, 52, 53, 66,
109-110, 112, 164-165. See also
Consumption

Dallas bankruptey data collection, 183
Day care, 38-39, 3940, 51, 52-53, 60,
100, 122, 123, 161
Deadbeat dads, 102, 103, 116-117, 122
Debt, 16, 17, 45, 71, 78, 88, 113(ﬁg.),
121, 126, 162
and death of debtor, 143, 152, 167
debt explosion 129-132
discharged by courts during
bankruptcy, 75-77, 170
not forgiven in bankruptcies, 76, 120
personal responsibility for, 94-95,
121, 132
splitting after divorce, 111-112
See also Bankruptcy: Credit cards;
Mortgages; Student loans
de Graaf, John, 15
Delaware, 76
Deregulation of lending industry,
126-129, 132-137, 144, 147. See
also Banking industry; Interest
rates, regulated/deregulated;
Regulations, reregulating lending
practices; Usury laws
Disability insurance, 90, 92-94, 122,
166
Discrimination, 9, 101, 149-150, 160
Divorce, 9, 81, 84, 88, 98, 100, 126, 162,
163, 177, 178
costs of, 109, 115
discretionary income before and
after, 111(fig.)
divorced fathers, 119-120. See also
Child support; Deadbeat dads
divorced women, 6, 11, 13, 62, 110,
114, 121. See also Mothers, single
mothers



248 INDEX

divorce explosion of the 1970s, 99
and joint custody of children,
118-119
and two-income families, 10, 85-86,
118
See also Child support
Domestic violence, 12, 161
Duke University, 43

Economist, 151
Education, 6, 16, 66, 100
age of children starting school, 39
college education, 37, 4046, 53, 61,
69, 102, 106, 126, 130
preschool, 37-39, 51, 121, 130, 165,
174
private schools, 35
public schools, 8, 9, 23-24, 25, 28,
33-36, 39-40, 101, 121
school choice, 34-36, 121
voucher programs, 34, 35
of women, 101-102, 110
Elderly people, 8, 62, 84, 150, 168, 173,
175
and long-term care insurance, 94, 166
Elections/campaigns, 23, 125, 126, 156.
See also Political contributions
Equal Credit Opportunity Act, 29
Equal opportunity, 101

Failing schools, 23, 28, 33, 35. See also

of a generation ago, 29, 50-51,
58-39

managing money in, 11-12

marital problems in. See Marriage,
marital problems

with one income, 9, 40, 52, 58-59,
63, 65(fig.), 68-69, 82, 83(fig.),
88(fig.), 110, 164. See also
Families, with stay-at-home
mothers

politics of the family, 158-162, 176

risk concerning, 10, 68, 70, 82, 83,
87, 88(ﬁg.), 94, 167-168, 172

single parent, 9, 115, 164. See also
Mothers, single mothers

with stay-at-home mothers, 7-8, 30,
32, 37, 40, 50-51, 58-63, 67-68,
70, 137, 162, 172

with two incomes, 7, 8, 28-29, 30, 31,
40, 47, 50-51, 51-52, 63-64,
64-65, 65(fig.), 82, 83(ﬁg.), 85-86,
88(ﬁg.), 108-109, 118, 121,
130-131, 164, 172

Family and Medical Leave Act, 91
Family Research Council, 161
Fannie Mae, 133

Fathers, 12, 115, 116, 117, 119120,

120-121, 121-122, 124. See also
Child support; Deadbeat dads

Federal Housing Administration,

104-105, 159

Education, public schools
Falling from Grace (Newman), 178
Families

with children, 6, 7, 10, 13, 22, 30,

39-40, 47, 50, 53, 57, 81(fig.), 84,

86, 87, 173, 174-175. See also
Education
without children, 173-179
cohabiting, 86-87, 114-115
family values, 162

Federal Reserve, 22, 148
Federal spending, 23
Feminism, 67, 68, 86
agenda for women/single mothers,
99-100, 102, 103, 110, 113
See also Women’s movement
Financial planning, 68, 91, 163, 164,
165-166, 168, 169, 172
emergency backup plans, 165-166
Florida bankruptcy laws, 76



Focus on the Family, 162
Food, 43, 78

costs, 42

restaurant meals, 16, 18

spending on, 17-18, 32, 66, 130
Foreclosure rates, 20, 78, 80, 147, 151.

See also Homes, foreclosures

Fragile Middle Class, The, 182
Frank, Robert, 15-16
Fraud. See under Bankruptcies
Fresno, California, public schools, 24
Friedan, Betty, 67

Gephardt, Richard, 39

Gore, Al, 39

Grapes of Wrath (Steinbeck), 137
Great Depression, 137, 140

Hadassah, 161
Harvard University, 5, 181
Hatch, Orrin, 71, 78, 94
Health issues, 6, 61, 63, 69, 78, 81, 83,
84-85, 88, 90, 93, 115, 139, 163
and filing for bankruptcy, 84, 92, 166,
185
health insurance, 50, 51, 53, 56, 62,
66, 84, 87, 90, 92, 115, 122, 123,
126, 130, 131, 164-165, 169
See also Disability coverage
Herring Hardware, 137, 140
Himmelstein, David, 181
Hispanics, 159, 185
Homes, 2, 66, 124, 165
of African Americans and Hispanics,
159
age of, 21
appliances/furnishings for, 18, 19, 32,
130
bidding wars for, 8, 28-36, 121, 126,
132-133, 137, 147
of divorced fathers, 120

INDEX 249

down payments, 127, 133-134, 137
foreclosures, 7, 11, 13, 19, 79,
104-105, 107, 114, 133, 136, 147,
154, 159, 169, 179. See also
Foreclosure rates
of Hispanics, 159
home equity and bankruptcy, 76
home equity loans, 126, 127, 169
home ownership, 20, 107, 150, 151,
159
being “house poor,” 133
housing and joint custody of children,
119
housing market and public education
voucher system, 36
prices, 2021, 22, 24-25, 31, 32, 33,
34, 50, 133, 134, 136, 147-148
regulation of housing market, 33
renting, 31
and school quality, 24-25, 26, 28,
33-37, 121
single mothers owning, 106-107, 109,
112, 121
size of, 21-22
spending on as proportion of family
income, 32, 50, 133, 165
vacation homes, 18-19
See also Mortgages
Hospitals, 8-9, 57, 84-85
Housing and Urban Development,
department of, 104, 135, 159
Hyde, Henry, 72, 121

Illinois bankruptey data collection,
182-183, 187
Income, discretionary, 50, 51(fig.), 52,
65,110, 117, 118, 130
before and after divorce, 110,
111(fig), 118
See also Families, with one income;
Families, with two incomes



250 INDEX

Income gap between single/married
parents, 113
Inflation, 17, 73, 144, 145, 150
Insurance, 91-92, 133. See also Credit
protection insurance; Disability
coverage; Health issues, health
insurance; Long-term care
insurance
Interest rates, 22, 128-129, 134, 136,
137, 140, 147, 153, 156, 162, 170
exported from state to state, 128,
144
and inflation rate or prime rate, 145
and late payments, 140
lowered by Federal Reserve, 148
regulated/deregulated, 132, 144, 150,
152, 175. See also Deregulation of
lending industry; Regulations,
reregulating lending practices;
Usury laws
Iovine, Vickie, 38
Towa bankruptcy data collection, 184,
187

Jones, Edith, 75, 132, 145-146

Kilmark, Constance, 74
K-Mart, 75, 171

Lawless, Robert, 181
Layoffs, 2,7,9, 59, 60, 64, 81, 87, 88,
126, 131, 137, 163, 164, 167, 177
and family income, 65(fig.)
and two-income families, 82-83
See also Bankruptcy, job loss:
Unemployment
Learning disabilities, 35
Lee, Sheila Jackson, 123
Loans, 3, 128, 137, 145
home equity loans, 126, 127, 169
loan sharking, 149

Loan to Own practice, 136, 150
long-term/short-term commitments,
166
predatory lending practices, 151-152,
159, 160, 162
See also Democratization of credit;
Mortgages; Student loans
Long-term care insurance, 94, 166
Los Angeles bankruptcy data collection,
183, 184
Lott, Trent, 159-160

Managers/supervisors, 102, 106
Markell, Bruce, 181
Marriage, 2
couples who never marry, 86-87,
114-115
marital problems, 12, 97-98, 162,
167-168. See also Divorce
remarrying, 114
Martinez, Arthur C., 143-144
Maryland bankruptcy laws, 76
Mather, Cotton, 72
Mawn, Barry, 141-142
MBNA credit card company, 125
Medicaid, 57
Medical problems. See Health issues
Middle class, 7, 9, 10, 19, 23, 25, 29, 30,
31, 32, 39, 4142, 47, 52, 57-58,
69, 98, 99, 103, 106, 107, 109, 110,
113, 179, 180
and consumerism, 15. See also
Consumption.
in the future, 175, 176
and loss of health insurance, 84
middle-class single mothers,
100-101. See also Mothers, single
mothers
and need for two incomes, 29-32
Minorities, 136, 146, 147, 148-149,
159-160



Money magazine, 18-19, 21
Morality and debt, 71, 72, 75, 88, 89,
95, 176
Mortgages, 3, 22, 27, 29, 50, 53, 77, 80,
91, 104, 107, 121, 146, 162
costs, 32, 50, 53, 133-134, 147,
165
deregulation of mortgage lending
industry, 31, 126, 132-137
down payments, 127, 133-134
FHA-backed, 159
a generation ago, 127, 140
home equity loans, 126, 127, 169
loan to own practice, 136, 150
and redlining, 149-150
refinancing, 134, 135, 137, 150, 169
second, 45, 127, 131, 139, 140, 147,
148
size of, 31-32, 147, 165
subprime, 134-137, 147, 150, 151,
152, 159, 160, 169
See also Forclosure rates; Homes
Mothers, 11, 13

child support for never-married, 103.

See also Child support

entry into the workforce, 26-31

and family income a generation ago,
29, 105

single mothers, 6, 9, 97-108,
110-122, 123, 154, 160

working, after giving birth, 30

See also Families, with stay-at-home
mothers; Families, with two
incomes

Murray, Patricia, 73-74

NAACP. See National Association for
the Advancement of Colored
People

Nashville bankruptcy data collection,
183

INDEX 251

National Association for the
Advancement of Colored People
(NAACP), 159, 160

National Collegiate Athletic Association,
43

National Consumer Bankruptcy
Coalition (NCBC), 153, 154,
155

National Housing Institute, 151

NCBC. See National Consumer
Bankruptcy Coalition

Newman, Katherine, 178

Newsweek, 17, 37

New York State Banking Department,
151

New York Times, 123

NOW Legal Defense and Education
Fund, 161

Payday loans, 149, 160
Pelosi, Nancy, 123
Pennsylvania, 182-183, 187
Bankruptey data collection, 182-183,
187
Philadelphia, 24-25, 26, 183, 184,
185
Planning. See Financial planning
Police officers, 31, 63
Political contributions, 155, 156,
157-158. See also Campaign
finance reform
Porter, Katherine, 181
Pottow, John, 181
Poverty, 7, 23, 26, 100, 116, 117, 118,
151
being “house poor,” 133
poverty line, 57, 115
Preschool. See Education
Professors. See Teachers/professors
Public goods, 16
Public housing, 57



252 INDEX

Regulations, 33, 128
reregulating lending practices,
144--149
See also Deregulation of lending
industry
Religious leaders, 162
Renting, 31
Repossessions, 141-144, 170. See also
under Automobiles
Republicans, 158. See also George W.
Bush, Orrin Hatch, Henry Hyde
Retirement/retirement accounts, 53, 69,
173
Risk, 81-89, 83(ﬁg.), 88(fig.), 146, 149
after filing for bankruptcy, 170
of lenders, 171
See also under Families

Safety issues, 23, 25-28, 146, 147
and automobiles and car seats, 4849
See also Crime; Violence
Safety net, 8, 57-58, 63, 68, 69, 70, 81,
82, 84, 93, 137, 172
S&L. See Savings and Loan crisis
Saving(s), 3, 8, 16, 66-67, 107, 109, 112,
113(fig.), 120, 121
as tax exempt, 69-70, 94
Savings and Loan (S&L) crisis, 144-145
Schill, Michael, 181
School transportation expenses, 36
Schools. See Education.
Schor, Juliet, 15, 16, 25
Schumer, Charles, 157-158
Sears retail chain, 141, 142-144, 170
She Works, He Works: How Two-
Income Families Are Happier,
Healthier, and Better Off, 58, 85
Social Security, 57
Disability Insurance (SSDI), 93
South Dakota usury laws, 128
Sports, college, 4344, 175

SSDI. See Social Security, Disability
Insurance

Steinbeck, John, 137

Student loans, 4445

and bankruptcy, 76, 77

Subsidies, 33, 40

Suburbs, 26, 27-28, 29, 47, 112, 121,
132

Sullivan, Teresa A., 181, 185

Supply and demand, 33, 38, 42, 44, 46.
See also Bidding wars

Supreme Court, 128

Taxes, 3, 35, 37, 45, 50, 51, 129
and bankruptcy, 76, 77
on savings, 69-70, 94
tax credits, 40
Teachers/professors, 31, 42, 43, 102,
106, 181
Tennessee bankruptcy data collection,
182-183, 184, 187
Texaco, 160
Texas, 76, 182-183, 187
bankruptcy data collection, 5,
182-183, 187
bankruptcy laws, 76
Thacher, Thomas D., 72
Thorne, Deborah, 181, 185, 186
Two-income trap, 7-11, 29-32, 63-68,
163-164, 172
and one-income families, 9-11, 31
and single-parent families, 10, 108—
See also Families, with one income;
Families, with stay-at-home
mothers; Families, with two
incomes; Safety net

Unemployment, 102, 115, 117, 169
unemployment insurance, 57, 59, 64,
92
See also Layoffs



United Airlines, 75, 171
Universities, 42, 43, 46. See also
Education, college education
Urban centers, 26, 28
urban flight, 36
U.S. News & World Report, 174
Usury laws, 128-129, 144-152

Vacation spending, 18-19, 130, 131
Values, 138, 162

Violence, 25-26

Violence Against Women Act, 161
Voucher programs. See under Education

Wachter, Susan, 181
Wages, 31, 60, 99, 116, 117
differential in men’s/women’s, 101
garnishing, 103
growth of womens, 31, 102, 110,
113
Weill, Sandy, 160

INDEX 253

Weitzman, Lenore, 99, 117
Welfare, 57
Westbrook, Jay Lawrence, 181, 182
Widows, 99, 143
Wisconsin, University of, 42
Women, 11-13, 101-103, 160-161
bankruptey and, 6, 125, 160
childless, 104, 173, 174-175
education, 102
income, 31, 102
legal protections, 29, 101
in the workforce, 29-31, 103
See also Divorce; Families;
Feminism; Mothers; Women’s
movement
Women’s movement, 29, 106, 117,
157-158, 160, 161. See also
Feminism
Woolhandler, Steffie, 181

YWCA, 161



This page intentionally left blank



ABOUT THE AUTHORS

Elizabeth Warren is the Leo Gottlieb Professor of Law at Harvard Law School.
She has coauthored six books on bankruptcy and commercial law, including the
prizewinning As We Forgive Our Debtors and The Fragile Middle Class. She was
senior adviser to the 1997 Congressional Bankruptcy Review Commission on
Bankruptey. In 1998, the National Law Journal named her one of the Fifty Most
Influential Women Lawyers in America. She is the mother of two grown children,
and she lives in Cambridge, Massachusetts, with her husband.

Amelia Warren Tyagi holds degrees from Brown University and the Wharton
School at the University of Pennsylvania. She worked as a consultant for McKin-
sey & Company, where she specialized in health care and public education. In
1999, she cofounded a health benefits firm, HealthAllies. She lives in Los Angeles
with her husband and their two-year-old daughter.

Warren and Tyagi are mother and daughter. This is their first book together.

255



	Chapter 1: Just the W
ay She Planned
	Chapter 2: The Overconsumption Myth

	Chapter 3: Mom: The All-purpose Safety Net

	Chapter 4

	Chapter 5: Going It Alone in a 
Two-Income World
	Chapter 6: The Cement Life Raft

	Deafening Silence


	Chapter 7: The FInancial Fire Drill

	Bankrupt Children


	Appendix

	Acknowledgements

	Notes




