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DISCLAIMER:

This lesson/unit should be considered a working draft.  While it may not necessarily indicate the 
mathematical standards that were used in its development, such standards were consulted.  It is 
the 
intention of the author that anyone considering using this lesson/unit should consult their 
local math 
content standards, and should make any changes to the materials as they see appropriate for their 
classroom and students.  If you have any suggestions, comments, critiques, ideas, etc, for how to 
make this lesson/unit stronger, I welcome your feedback.  In addition, if you use any or all of this 
lesson/unit in your classroom, please let me know about your experience.


This lesson can be used as part of an ongoing discussion of the causes of poverty.

Math skills covered:

· Percents

· Interest and Compound Interest

· Exponents and Exponential Growth

Key Terms and Issues:

· Compound Interest

· Savings Accounts

· Check Cashers

· Payday Loan

· Rapid Tax Refund

· Roll-Over Loan

1. Overview

a. The cause of poverty we’re investigating today has to do with the difference in banking systems used by wealthy and poor people.

b. The essential questions we’re answering are:

i. How do poor people bank?  What financial systems do they use?

ii. Why do poor people rely so heavily on expensive financial systems?

iii. What are the financial costs of using these methods to bank?

2. Compound Interest Working For You

a. Ask students: What is ‘interest’?  Why is it called ‘interest’?  Then explain the basic idea behind interest – it is in someone’s interest to lend money only when they get back more than they lent.

b. Class Brainstorm:  Ask for examples when we pay interest to someone else, and examples where others pay interest to us.  Write the students responses on the board in two columns.

c. Interest Rate:

i. Define: The percent of the money you owe that you are charged (or earn) on the amount of money borrowed.  Given as a number out of 100 (that is why it is a rate… So for example, a 3% rate means $3 for every $100 owed).

ii. Ask class if they know what type of bank account pays interest?  Briefly discuss the differences between checking accounts and savings accounts.

d. Example (simplified):  Imagine you deposit $1000 in a bank with 3% interest a year.  How much money will they owe you in a year? 

i. Method 1:  After 1 year … $1000*.03 + $1000 = $1030

ii. Method 2:  After 1 year … $1000*1.03 = $1030

e. Compound Interest

i. Explain the basic idea… Compound Interest is the interest you get paid on the interest you already earned

ii. On the board, continue the example from above and show the class how to calculate how much money they would have after 3 years.  Then students should use either method and find the value after 6 years.  Answer:  $1194.05
f. Annual Percent Rate (APR)

i. Explain the idea… That places like banks, Credit Card companies, etc, base their interest rate on an entire year, but calculate interest on a monthly basis.  So if the APR is 12%, then its 1% a month… Or if its 3%, then its .25% per month.

g. Show the shortcut with the formula PT = I * (1 + (r/12)/100))n
i. I = Investment

ii. ir = Interest Rate (annual)

iii. n = number of months

h. Example: 

i. Have students work on this problem, and then go over it with the class:  You put $500 in a savings account at a bank with a 3% APR.  How much would your money be worth after 5 years?  After 10 years?

3. Compound Interest Working Against You

a. Start off with a brief discussion: In the past 20 years, banks have declined by 20% in poor communities (Source: A Field Guide to the US Economy).  So without banks around, where do people in poor communities turn to do their banking?  Answer:  Check Cashers.  There are now 11,000 check-cashers in the US. (Source: “Land Sharks Circling”, Annie E Casey Foundation)  
b. Ask students and discuss:  What is a check casher? Why do people use check-cashers?  How do they work?  How much do they charge?  What are the names of some of them?  (Examples: ACE cash express, Dollar Financial Group)

c. Check cashers charge up to 3% on government checks, and up to 15% on personal checks.

d. Example: Imagine you’re trying to cash a check for $140.  How much will they charge you for it at a 7% rate?  

e. Another form is the PayDay Loan… Explain how this works.

f. Example: Waiting for a paycheck for $100, so you write a check for $120 that they will then cash after two weeks. What percent did they charge you on this loan? Give students the formula:  (New Total – Old Total / Old Total) * 100

g. Roll-Over Loans… When you take out a new loan to pay for an old loan over and over and over again.

h. Example: You write a check for $120 but don’t have it to pay back two weeks later… So they will give you $120, but you now owe $140.  If you did this five times, you end up paying $100 extra on a $100 loan.

i. How would you calculate the APR on these two loans?

1. Show on the board:  20% in 2 weeks = X% in 52 weeks (answer: 520%)

i. Who else charges these high fees?

i. H&R Block, Jackson Hewitt… Tax-Returns (called Rapid Refunds) – Costs up to $90 for a 15 day loan. (They did 5.15 million RR loans last year).

ii. Money-Transfer Agents – (VIGO, Western Union) charge between 10% and 25% to send money

iii. Credit Cards – often have very high fees, this is a quick way for people to get money

4. What is the problem with this system?  How is this bad for people?  How does this keep people poor?

a. Bank branches decreased 21% in poor areas in last 20 years… Number of check-cashers increased to 11,000.  So since there aren’t many banks for people to go to, they’re almost forced to use these alternative forms of ‘banking’.

b. High loans are hard to pay… When you don’t it messes up your credit.  Bad credit makes it harder to get a loan to buy a house, pay for college, pay for a car, start a business, etc.

c. People with less money are paying a greater part of what they earn to bank than wealthy people. (They spend $16 billion/year on these fees).

d. Stuck in a life of debt… Like sharecroppers in the south



1.  Maddy saved $400 from her summer job, and she put it into a savings account at a bank with an APR of 2%.  If she left this money alone in the bank for 20 years, how much will the money be worth someday?

2.  David gets paid $140 each week from his job.  He goes to a check-casher who charges 14% to cash his check.  How much money will he get from his check?

3.  Walter charges $300 onto his credit card that has a 6% APR.  But then he loses his job and doesn’t have the money to his Credit Card bill until he gets a new job six months later.  By that time, how much money will he owe on his Credit Card?

4.  Marco gets paid every 2 weeks, and each paycheck is for $850.  He gets charged 3% to cash his checks.  In addition, after each payday he sends $120 to his family in Mexico at a cost of 10% per transaction.  How much money does Marco spend in bank fees each year?  What percent of his total income goes to paying these fees?

5.  Halima needs to pay some bills, but won’t get paid for another two weeks.  She goes to a check-casher who gives her a PayDay Loan for $400 – the amount she will get paid.  The loan will cost her $50.  What is the interest rate she is paying on this loan?  What is the APR she is paying on this loan?

6.  The Martinez Family is getting $1,385 as a tax refund.  They are being charged 7% by H&R block to get a Rapid Refund two weeks before their check would actually come.  How much money will they actually receive?  What is the APR they are paying on this loan?

