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Pitfalls at Online Banks

Costs for Long-Term-Care Insurance Are Rising Sharply

Financial Pain
For the Survivor

Shame Doesn’t Bring Smart Choices
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NEW BANKERS Renaud Laplanche, center, the chief executive of Lending Club, on a racing trimaran in New York Harbor.

CARL RICHARDS

Within weeks after her 78-year-old
husband, James, died last year, Jo
Etta Brown, 75, came face to face
with the financial realities of being
a widow living on Social Security.

Mrs. Brown thought she had a
pretty good understanding of the
system. “But after they applied the
Social Security formula, which is
rather complicated, to my situation,
the next shock was learning that the
benefits would be cut 25 percent,”
she said.

Despite the peace of mind its
name promises, Social Security can
be a source of confusion — and an
added burden to those dealing with
the loss of a spouse. Benefit choices

that seemed sensible for a couple
preparing for retirement can prove
to be a handicap after one spouse
dies.

What a widow or widower claims
from Social Security, and when, can
make a difference in their lifetime
benefits. Widows are entitled to the
benefits they have earned based on
their own work history, as well as
survivor benefits, based on their
deceased spouse’s work history —
but they cannot collect both at the
same time. In many cases, financial
planners advise, the best strategy
may be to take the smaller benefit
while letting the other one grow,
and switching to it later.

Even so, there is no simple, uni-
versal road map for maximizing
benefits because of the complexity
of Social Security rules and the vari-
ations in individual circumstanc-
es. The Browns, for example, re-

tired to Gardnerville, Nev., in 1996,
equipped with savings, pensions
and Social Security for comfort-
able retirement years. But their ac-
counts were hit hard in the market’s
downturn from 2007 to 2009. When
her husband died, Mrs. Brown had
not anticipated how little she would
have to live on from Social Security.

She did not disclose the amount
of her check, but according to Social
Security Administration figures,
the average widow receives about
$1,280 a month.

Even though the amount is not
large, it is an indispensable source
of income for most widows. Without
Social Security, said Debra B. Whit-
man, AARP’s chief policy officer,
“data show that at age 85, some 46
percent of widows would be living
in poverty.”

One reason Social Security can
be so complicated for women is that
laws setting up the program were
devised in the 1930s, when the sys-
tem was based on the employment
histories of retired men and life ex-
pectancy was shorter.

By 1950, only 314,000 widows
(63 widowers) were on the Social
Security rolls receiving survivor
benefits. Last year, the number of
widows and widowers taking such
benefits reached four million (few-
er than 91,000 were widowers), ac-
cording to Social Security figures.

Women account for 56 percent of
Social Security beneficiaries who
are 62 or older, and 66 percent of
those who are 85 and older. And
they typically need benefits longer:
Women reaching age 65 this year
are expected to live, on average, an
additional 21.6 years, according to
the Social Security Administration;
men are expected to live 19.3 more
years.

Critics of Social Security’s com-
plexity, like Laurence J. Kotlikoff, an
economics professor at Boston Uni-
versity, argue that Social Security is
“incredibly outdated, sexist and un-
fair across and within generations,”
adding, “Widows can pay into the
system over decades, yet get not a
penny based on all the money they
paid in Social Security taxes.”

With so many individual vari-
ables, financial advisers urge peo-
ple first to plug their work history
and earnings record into a bene-
fits calculator. The Social Security
online calculator is at ssa.gov. It is
free. AARP also has a free calcula-
tor, as does the financial services
provider T. Rowe Price. Professor
Kotlikoff offers a paid calculator for
$40.

“I’m grateful for what I do have,”
Mrs. Brown said, but, “When you
combine paying for utilities, taxes
and medical bills, there is not much
else left. What happens to the qual-
ity of life?”

Silicon Valley has helped enhance
just about every aspect of modern
life. Naturally, Mohammad Man-
sour figured it could help solve his
money problems, too.

Mr. Mansour borrowed $7,680
from Lending Club, a San Francis-
co lender offering loans more con-
veniently and with lower interest
rates than a traditional bank. He
then obtained a $10,000 loan from
Prosper, another online lender
based in Northern California.

An accountant from Queens, Mr.
Mansour earns about $64,300 a
year. He took out a third online loan
and then a fourth. He owes $31,600
to three virtual lenders.

He is one of more than a million
Americans who have tasted what
many believe is the future of finance,
in which big, lumbering banks with
outdated branches and skittish risk
departments are being replaced by
lenders that operate mostly online
and match borrowers with inves-
tors who buy up large chunks of the
loans. Using the latest data and cred-
it algorithms, the lenders can ap-
prove loans in a matter of minutes.

The loans win plaudits from con-
sumer groups and regulators for
their low costs and straightforward
terms. The companies say that they
are providing affordable credit to
families and small businesses and
that losses are low.

But some of these upstart compa-
nies are exhibiting their own trou-
bling traits, according to interviews
with borrowers, legal aid lawyers
and consumer advocates.

Marketed as a way to improve
people’s credit scores, the loans are
instead worsening some people’s
financial troubles. And when these

people run into trouble, borrowers
and their lawyers said, some of the
new lenders are unwilling to modify
their loan terms.

The lenders operate without some
of the regulations that govern main-
stream banks, such as rules on how
much capital they must set aside for
potential losses. But they do have to
follow federal lending laws that re-
quire disclosure of loan terms and
nondiscrimination. And they are
now being studied by the Treasury
Department, which is weighing both
the benefits and the risks associated
with this booming industry.

Moody’s Investors Service, the
credit-rating firm, warned that the
marketplace industry bears some
similarities to mortgage lending in
the period leading up to the 2008
financial crisis because the compa-

nies that approve the loans quickly
sell them off to investors.

Marketplace companies do not
suffer losses directly if the borrow-
ers default, which may embolden
them to lower their credit stan-
dards, Moody’s said.

The lenders say they have plenty
at stake if something goes wrong.
Lending Club, for example, does not
earn a fee servicing loans that are
written off. Servicing accounts for
20 percent of its revenue.

“I do believe there is promise here,
but the industry needs monitor-
ing,” said Gary Kalman, executive
vice president at the Center for Re-
sponsible Lending, which is based
in Durham, N.C. “The question is
whether these companies will con-
tinue to use technology to provide

fair loans or use it to gouge people
like traditional small-dollar lenders.”

One complaint by some borrow-
ers and consumer lawyers is the
way certain companies collect loan
payments. In signing up for loans
from Prosper, borrowers must al-
low the company direct access to
their bank accounts so it can elec-
tronically deduct loan payments. A
spokeswoman for Prosper, Sarah
Cain, said borrowers could contact
the company to stop the electronic
bank withdrawals.

When borrowers sign up for a
Lending Club loan, it defaults to
automatic bank withdrawals. The
Lending Club website informs bor-
rowers that they can opt out of the
electronic withdrawals by either
calling or emailing the company,
but they have to pay a $7 processing
fee for each paper check. “It is more
cost-efficient for us, and we pass
those savings along to borrowers,”
Renaud Laplanche, the chief execu-
tive of Lending Club.

Lending Club says most of its
borrowers have good credit scores
and low debt-to-income levels. And
the company says its surveys show
that the vast majority of its custom-
ers have positive experiences with
their loans.

“By and large, our borrowers
are using us responsibly,” Mr.
Laplanche said. “Some people will
make bad decisions or they are in
a situation where they will have to
make bad decisions.”

Mr. Mansour, the Queens accoun-
tant, said the ease with which he
could borrow from marketplace
lenders — he took out four loans
within 19 months in addition to his
credit cards — enabled him to live
far beyond his means. In July, Mr.
Mansour filed for bankruptcy.

“I made my mistakes,” he said.
“And I am paying for it now.”

New York consumers are among
the latest to receive word of dou-
ble-digit increases in the premiums
they pay to keep their insurance
coverage for long-term care.

Insurance regulators in many
states have begun approving large
increases in long-term-care pre-
miums for older policies as it has
become clear that insurers bad-
ly misjudged the pricing on the
policies and were losing money
on them. Regulators say insurers
overestimated the number of con-
sumers who would let their policies
lapse before filing any claims. That
means more people are holding on
to the policies, raising the likelihood
of more claims.

Long-term-care insurance pays
for care at home or in an assisted
living or nursing home. Typically,
people needing such care cannot

bathe or feed themselves without
help, or have Alzheimer’s or other
forms of dementia. Medicare typ-
ically provides limited long-term-
care coverage, while Medicaid pays
for those with limited income and
financial assets.

Lisa Dubrow, a lawyer in Man-
hattan, said Genworth Financial
notified her that her policy’s annual
premium would jump by 60 percent
in October, to more than $7,300 from
about $4,600. “I am stunned,” said
Ms. Dubrow, whose policy became
effective in 2008.

Other policyholders say they re-
cently received similar letters, no-
tifying them of increases of 48 to
60 percent for policies they bought
years ago.

In April, New York state insur-
ance regulators approved increas-
es sought by three insurers: Gen-
worth, MetLife and First Unum.
Genworth has obtained approvals
this year for rate increases on cer-
tain policies in 17 states, according

to a transcript of a call last month
discussing the company’s quarterly
earnings. Genworth said it was be-
ing hurt by the “higher severity” of
new claims, and that obtaining rate
increases and benefit reductions in
outstanding long-term care policies
was a “top priority” for the compa-
ny.

Some insurers, like MetLife,
stopped marketing new long-term-
care policies years ago, but are
raising rates on policies sold previ-
ously.

Thomas Dignan, an insurance
broker with Frenkel Benefits in
New York, said that most premium
increases he had seen were around
10 to 15 percent, and that most pol-
icyholders had chosen to pay the
higher premium and maintain their
coverage.

Ms. Dubrow, 59, said she might
have to reduce her inflation pro-
tection or take other options — like
reducing the amount of her daily
benefit or increasing her deductible.

I’m a huge advocate of the “no
shame, no blame” rule when it comes
to money. But I think there’s some
confusion about how the rule works.

Brené Brown has spent more
than a decade studying vulnerabil-
ity, courage, shame and worthiness.
She has found that shame isn’t an
effective tool for changing behavior.
For real change, we need to reframe
the conversation by understanding
the role of guilt and encouraging
people to take responsibility.

It recently became clear to me
that the “no shame, no blame” rule
may be one of the most important

rules we need to follow when it
comes to personal finance. The lev-
el of importance grows when it in-
volves a spouse or partner.

Dr. Brown writes: “Shame isn’t a
motivator of positive change. Yes,
it can be used in the short term to
change a behavior, but it’s like hit-
ting a plastic thumbtack with a
100-pound anvil — there are conse-
quences to the crushing.”

Not only does shame fail at
changing behavior, it can also trig-
ger the very mistakes we’re trying
to avoid. I imagine more than a few
of us think that shaming criminals
will prevent them from reoffend-
ing. But in 2014, researchers from
George Mason University found
“that inmates who feel guilt about

specific behaviors are more likely
to stay out of jail later on, whereas
those that are inclined to feel shame
about the self might not.”

The data also showed that when
inmates were defensive and avoid-
ed responsibility, they “were more
likely to slip back into crime.”

It helps if we understand the
true definitions of shame and guilt.
Shame is something we internalize,
and we capture it with a statement
like, “I’m a bad person,” according
to Dr. Brown. With guilt, we focus on
the action and say: “I made a mis-
take. That’s really dumb.” In other
words, we make shame about us,
but guilt is about the event.

Think about the last money con-
versation you had with a spouse or

partner. Imagine there was a finan-
cial “event,” and with the benefit
of hindsight, you label that event
a mistake. One or both of you may
have shamed and blamed the other
for the mistake.

One couple I know experienced
such an event, and I have watched
them shame and blame each other
for the last decade.

We have to assume that
on some level this couple
and others like them use
shame and blame because
of a misinformed self-inter-
est. They must truly believe
that shame and blame will
make things better and may
even improve their relation-
ships. Most of us are trying
to prevent future mistakes
without realizing that
shame and blame won’t fix
what needs fixing.

So to help you stick to the rule, I
want you grab a hat and a Sharpie.
Then, across the front, write, “No
shame. No blame.” Every time you
talk about money, wear your hat.

It sounds silly. But it provides a
tangible reminder of the real pur-
pose of the rule: to get better, how-
ever you define that, at making
smart financial decisions.
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Widows are shocked
by the complexity
of Social Security.

For some borrowers,
the money can now
come too easily

Q & A

¶ Do the increases affect new long-term-care policies?
The large state-approved increases apply to renewals for older pol-
icies, not to newly issued policies. But rates for some new policies
have been rising, too. A healthy 55-year-old man would now pay, on
average, $2,075 a year for $164,000 in initial benefits, up from $1,765
last year, or nearly 18 percent more, according to the American Asso-
ciation for Long-Term Care Insurance, an industry group. (The policy
includes 3 percent inflation protection.)

¶ Does it make sense to cancel my older policy and shop for a new one?
Jesse Slome, executive director of the long-term-care association,
says it is unlikely you will find a cheaper policy if you bought one
more than two years ago. Also, underwriting — an insurer’s analy-
sis of your health and risk factors — is now more rigorous, meaning
it might be harder to qualify for coverage. The National Associa-
tion of Insurance Commissioners suggests that as a rule of thumb,
premiums should total no more than 7 percent of your income.

¶ What if I drop coverage?
Policies may include clauses that offer benefits equal to the amount
of money you have already paid, Mr. Dignan noted. You should check
your policy or ask your insurer for specifics. The insurance commis-
sioners association offers a general consumer guide.
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ON HER OWN After Jo Etta Brown’s
husband died last year, she learned
that her benefits would be cut.
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