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Executive Summary
The $100 billion size of the high-cost non-bank basic financial services industry, including check
cashers, payday lenders, and pawnshops, points to the high demand for basic financial services
among low- and moderate-income customers. Alternative products sold by banks could meet
those consumer needs, while also creating an opportunity for households to convert their current
spending on high-cost services into savings and even wealth. To explore that potential, this study
conducts a comprehensive review of the location of all basic retail financial services firms to
determine their accessibility to low- and moderate-income consumers. The study also generates
new projections on the potential savings incurred by several scenarios of hypothetical unbanked
workers if efforts were made to transfer their high-cost fees into savings or investment vehicles.
The study finds:

■ Moderate- and lower-income households pay over $8 billion in fees to non-bank check-
cashing and short-term loan providers to meet their basic financial services needs. Those
fees are collected from 48,082 non-bank establishments, which include approximately 26,000
businesses that charge an estimated average of $40 per payroll check to cash a check from
typical unbanked households with full-time workers. 

■ Over 90 percent of these non-bank basic financial service providers are located within one
mile of a bank or credit union branch. For instance, 93 percent of non-bank businesses that
cash checks are located within one mile of a bank or credit union branch. 

■ Despite popular perception, bank and credit union branches are more likely to be located
in low-income and lower middle-income neighborhoods than non-bank financial services
providers. For instance, bank and credit union branches are located in 56 percent of lower-
income neighborhoods; non-banks are in 31 percent of lower-income neighborhoods.

■ A full-time worker without a checking account could potentially save as much as $40,000
during his career by relying on a lower-cost checking account instead of check-cashing
services. Depending on types of checking accounts, residence, money management skills, and
account stability, this same unbanked worker, assisted in transferring his savings into a low-cost
exchange-traded fund with a discount broker, could generate as much as $360,000 in wealth
over his 40-year career.

In sum, there is a substantial opportunity to leverage this wide distribution of banks and credit
unions to connect moderate- and lower-income households to potentially lower-cost basic finan-
cial services. Public and private leaders can help moderate- and low-income households realize
their full wealth-building potential by working with the vast retail infrastructure of banks and
credit unions that are already well-positioned geographically to provide affordable financial ser-
vices to these consumers. Further, by working together, the public and private sectors can
address the numerous business and consumer dynamics that drive the supply of and demand for
high-cost financial services, and perhaps most importantly, confront what has proved to be the
very difficult task of promoting household savings and investment.
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America’s New Retail Banking Infrastruc-
ture and Its Wealth-Building Potential 
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Introduction

Hundreds of dollars in annual savings could potentially be created for millions of moder-
ate- and lower-income workers today by doing nothing more than shifting them from the
high-cost basic financial services that they currently rely upon to lower-cost services. If
workers were also helped to invest those savings in stocks or bonds, even more wealth

could potentially be created over their careers. 
The wealth-building potential among these households lies in the over $100 billion market for high-

cost basic financial services sold by non-bank businesses, services that are widely sold at lower prices
by banks and credit unions.1 There are over 48,000 non-bank establishments that retail these high-
cost financial products, collecting about $8.5 billion in fees from mostly low- and moderate-income
consumers.2 The business model of these high-cost firms is based on high yields and volume.3 Their
success also relies on a lack of competition from banks and credit unions, which have enough capital
diversification to retail comparable products at lower prices.4

The market calculus that has bred a lack of competition appears to be changing, however. Between
1989 and 2004, the proportion of households without checking accounts that form the base of the
$60 billion non-bank check-cashing market dropped by over 40 percent.5 Additionally, the moderate-
and low-income households that comprise the bulk of demand in the $43 billion high-cost short-term
loan market were also the fastest growing segment of the revolving credit market during this period,
the closest competitive product sold by banks.6 More recently, the FDIC has announced an ambitious
initiative to encourage banks to pilot lower-cost alternatives to payday loans.7

Yet, as the $8.5 billion in fees suggest, consumer demand remains high for high-cost basic financial
services.8 Among the more prominent reasons often highlighted to explain this demand is lack of prox-
imity to their competitors—bank and credit union branches. In particular, these firms are commonly
perceived as successful because banks are thought to avoid neighborhoods where customers of these
high-cost services live, opening a void for high-cost financial firms to fill.9

This paper assesses this commonly held belief, along with the wealth-building potential of connect-
ing high-cost basic financial service customers to potentially lower-cost options. We begin with an
overview of the over $100 billion market for high-cost basic financial services that has helped drive
these market changes. This includes a review of the business and consumer dynamics that drive the
supply of and demand for high-priced products in this diverse market. 

We then assess the location of banks, credit unions, and non-bank financial institutions by neighbor-
hoods of all income types. This includes an assessment of where the 48,000 high-cost basic financial
services establishments as well as the nearly 108,000 bank and credit union branches are located in
this country.

These geographic data indicate that access to the infrastructure of bank and credit union branches
is not segregated, but actually quite equitable across neighborhoods of different income levels, even
while many neighborhoods of all income levels do not have a bank or credit union.10 We also find that
nearly all of the high-cost basic financial service establishments are located very close to banks and
credit unions, suggesting that there is at least the infrastructure in place for competition between
these types of financial institutions. 

Given that this infrastructure is both more accessible and clustered than commonly thought, there
is a striking opportunity to build wealth for moderate- and lower-income consumers by connecting
them to potentially more affordable alternatives available at banks and credit unions. To evaluate that
wealth-building potential, we next run a series of simulations that evaluate financial outcomes over
the lifetime of different types of households without checking accounts, with an emphasis on full-time
workers, since a majority of these unbanked households include at least one adult who is employed
full-time. We also consider different outcomes for a typical customer of payday loan businesses. The
various outcomes that emerge are a result of different consumption and investment choices in the
financial services marketplace. 

We find that redirecting the fees from high-cost services to lower-cost alternatives sold by banks
could generate vast sums of savings over time for a lower-income worker, depending on the type of
checking accounts used by the worker, the state he lives in, his ability to manage money, and the fre-
quency at which he cycles in and out of accounts. If he went further and put those savings into
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investment vehicles, such as low-risk EE or I savings bonds, or higher-risk stock market investments,
such as a low-cost, tax-efficient exchange-traded fund, this worker could see his savings grow into a
substantial amount of wealth over the same period.

In response to this evidence, this paper argues that public leaders should strive to unleash the
wealth potential of moderate- and low-income workers by working with banks and credit unions to help
them sell and market competitively priced products appropriate for this demographic. At the same
time, public and private leaders also need to help connect customers to the mainstream financial ser-
vices that are in consumers’ best financial interests. We find a wide degree of diversity in the entry
checking accounts offered by banks (and we assume credit unions too), which affect the wealth-build-
ing potential of workers over time. We also find that it would take a sophisticated knowledge of the
financial services market—less likely to be present among newly banked individuals—for workers to find
optimal investment opportunities for potential savings.

Finally, and perhaps most importantly, realizing the full potential of this wealth-building opportunity
for moderate- and low-income households will require public and private leaders to confront what has
proved to be the very difficult task of promoting household savings, particularly among moderate- 
and low-income households.11 This paper points to potential sources for savings among a share of
these households by redirecting market demand from high-cost services to lower-cost alternatives.
And those savings could be created without taking away a single dollar currently being spent on other
family priorities. 

The High-Cost Basic Financial Services Market

The over $100 billion that makes up the basic high-cost financial services market is gener-
ated from a diverse group of consumers and businesses that collectively form numerous
submarkets, including those that focus on supplying check-cashing services and short-term
loans.12 Besides the common characteristic of comparatively high prices, there are also

broadly similar business and consumer dynamics in each of these submarkets that drive the supply of
and demand for high-cost basic financial services. This section will review these dynamics in two very
broad consumer submarkets: the unbanked, who largely require high-cost services to cash paychecks,
and the customers of high-cost short-term credit. Together, these consumer submarkets represent the
vast majority of U.S. households that are served by high-cost basic financial service establishments
today. 

The Unbanked 

What is the market size?
Overall, about 10 million households lack a trans-
action account (e.g., savings, checking, call
account, money market) and about 12 million do
not have a checking account (e.g., checking,
checking money market), instead relying in large
numbers on check-cashing establishments or
other financial institutions that charge fees to
cash paychecks.13 This latter group of unbanked
households represents the primary market for the
$60 billion in checks cashed every year at non-
bank establishments, adding up to $1.5 billion in
fees collected from at least 178 million different
transactions.14 Among the households that lack a
checking account, 52 percent include at least one
full-time worker, costing the household an average
of $40 per payroll check to use a non-bank check
casher.15
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of adults are in

banked households

22 million potential check-cashing
customers in 11.9 million households

178 million annual transactions

$40 estimated median check-cashing fee
for households with a full-time worker

$60 billion in checks cashed

$1.5 billion in fees

10.2%
are in unbanked

households

The Non-Bank Check-Cashing Market

Source: Analysis of data from the Federal Reserve's 2004 Survey of Consumer Finances; Sawyer
and Temkin 2004; Stephens Inc. 2007; and state check-cashing regulations (see Appendix 3 for
full list of regulations)

Note: We measure the potential check-cashing market as all households without a checking
account (i.e., demand or money market checking). This estimate would decrease if all transaction
accounts (e.g., call accounts or savings accounts) were factored in, and would increase if all types
of check-cashing customers were factored in (e.g., occasional users or money wiring customers).



Who are the unbanked?
In general, the unbanked are a) workers that have b) low levels of educational attainment and c) mod-
erate incomes, d) are middle-aged, and e) work for small companies.16 They do not obviously break
down by either gender or racial categories, although Hispanic and black heads of households are much
more likely than whites to lack an account. This profile is clear from the evidence in the Federal
Reserve’s Survey of Consumer Finances about households without checking accounts (nearly all of the
unbanked households). About 60 percent of these unbanked households do not include at least one
adult that has a high school diploma, and 94 percent do not include at least one adult with a college
degree.17 On the other hand, over 65 percent of these unbanked households, or almost 8 million,
include at least one worker. Nearly all of these workers reported when they were surveyed in 2004
that they had been constantly employed for at least the preceding 12 months, indicating that they not
only work, but that they also have a steady job. Among households with a full-time worker, the average
income is about $27,000. 

That most of these unbanked households have adults with steady jobs and a moderate income sug-
gest that the bulk of them have the economic characteristics suitable for a checking account. We
cannot observe their fraud behavior, but it does not seem unreasonable to conclude that a very large
segment of the population is eligible, given the large decreases in the size of this unbanked population
over time and the large share who have never had a checking account in the past, indicating a clean
track record.18

Where are the non-bank check-cashing businesses located?
In total, our inventory of the retail basic financial service infrastructure in the United States indicates
there are now 26,019 non-bank businesses that provide check-cashing services.19 These businesses are
located in nearly one out of every four neighborhoods in this country.20 While these businesses are
most densely concentrated in low-income neighborhoods, they are also located in higher-income
neighborhoods, but at lower rates. From wealthy areas of Beverly Hills to poor areas of the Bronx,
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A Demographic Profile of Households Without Checking Accounts

Overall

Proportion of households with a college-educated adult(s) 6.2%

Median income $17,000

Median age of household head 42

Proportion of households with a white head of household 37.6% 

Proportion of households with a black head of household 31.6% 

Proportion of households with a Hispanic head of household 28.5% 

Proportion of households with a head of household of some other race 2.3% 

Proportion of households with a full-time employed adult(s) 51.5%

Proportion of households with an adult(s) working at a small* company 61.1%

Proportion of households with a college-educated adult(s) 7.9%

Median income $24,000

Median age of household head 36

Proportion of households with a part-time employed adult(s) 13.6%

Proportion of households with an adult working at a small* company 74.1%

Proportion of households with a college-educated adult(s) 8.3%

Median income $12,000

Median age of household head 41

Proportion of households with no employed adult(s) 34.9%

Proportion of households with a college-educated adult(s) 3.0%

Median income $9,600

Median age of household head 58

Source: Analysis of data from the Federal Reserve's 2004 Survey of Consumer Finances
Notes: Median age and race computed for household head. *Small companies are those with fewer than 100 employees.



these businesses find demand for their services.21

In particular, nearly one-third of low-income neigh-
borhoods (the bottom quartile) contain a
non-bank check casher, compared to about one-
quarter of both lower middle- and higher
middle-income neighborhoods (the middle two
quartiles), and just one-sixth of high-income
neighborhoods (the top quartile). Nationally, there
is about one check-cashing establishment for
every 10,000 people in the country. 

Why does the unbanked market exist?
If opening bank accounts were as simple as point-
ing out the potential lost wealth associated with
not having an account, there would probably not
be much of an unbanked population. The unfortu-
nate reality is that a number of entrenched
business and consumer dynamics interact to
depress demand for accounts in spite of this information, making it entirely rational for both banks
and some consumers to avoid one other. Business dynamics limit the supply of appropriate accounts,
while consumer dynamics limit both the supply of and demand for accounts. None of these dynamics
have proved to be insurmountable. 

Business Dynamics
The Center for Financial Services Innovation has generated an extremely helpful catalog of publica-
tions that assess and address constraints cited by financial service firms’ as factors delimiting their
provision of checking accounts and other basic products to lower-income consumers.22 Among the
numerous reasons cited by these institutions for not serving this market are concerns about a) low
margins, b) fraud, and c) lack of best practices.23 There are also concerns expressed outside of the
financial services community that banks and credit unions either d) do not make appropriate products
available to the unbanked and e) effectively dissuade potential customers by charging higher prices
than those offered by high-cost financial service companies, such as overdraft fees.24
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Distribution of Non-Bank Check Cashers
Across Neighborhood Income

Proportion of Neighborhoods That
Contain Non-Bank Check Cashers, by Median Income

Source: Analysis of data from the U.S. Census Bureau, infoUSA, and state licensing departments 

Notes: Neighborhood income represented by census tract. Census tracts with populations smaller than 100 are not included in this analysis. Income groups were
determined using national neighborhood income quartiles where median neighborhood income is greater than $0 (low income is $37,146 or less; lower middle income
is between $37,147 and $48,258; higher middle income is between $48,259 and $64,190; and high income is $64,191 or greater). Financial services data are current as
of 2006; neighborhood income data are from 1999 and have been adjusted to 2006 dollars using the Bureau of Labor Statistics' CPI Research Series. 

1989 1992 1995 1998 2001 2004

18.6%

16.6%
15.1%

13.2% 12.7%
10.6%

Households Without Checking Accounts, 1989–2004

Source: Analysis of data from the Federal Reserve's Survey of Consumer Finances: 1989, 1992,
1995, 1998, 2001, and 2004 



Because these concerns do not suggest that
the majority of unbanked households cannot be
banked, the business dynamics of this market
have been shifting as competition for the
unbanked market has intensified. Data from the
Federal Reserve indicate, for instance, that the
proportion of U.S. households without a checking
account has dropped by over 40 percent between
1989 and 2004.25 Public policies like the federal
electronic transfer initiative very modestly helped
propel that trend; much more important were
widespread efforts by financial institutions to
move into this market space and compete for
deposits.26

Consumer Dynamics
On the other side of the unbanked market are 
the households that choose to not use a bank
account. The Federal Reserve’s 2004 Survey of
Consumer Finances points to a number of reasons

why these households eschew banks and credit unions. Within the group without a checking account,
the two most prevalent arguments for avoiding a bank are that households feel like they do not write
enough checks to require a checking account (28 percent) and that they do not like dealing with banks
(23 percent). Another 14 percent suggest they do not have enough money, and 12 percent indicate that
they think the fees are too high. All of the other potential reasons for avoiding a bank, like poor credit,
past problems managing an account, or not living near a branch, are cited by only a small minority of
households as their most important reason for not having an account.27

This evidence points to the fact that a significant share of households without checking accounts
are unbanked for reasons that can be addressed by financial institutions, which is one important rea-
son why this market is shrinking in size amid changing consumer dynamics. To respond to the segment
of households that feel like they don’t write enough checks for a checking account, for instance,
money market mutual funds were created in the 1970s.28 Similarly, the 23 percent of the market that
do not trust banks can be helped through affinity partnerships and other community-based trust-build-
ing tools.29 And the 14 percent that think they do not have enough money to use an account can be
connected to lower-cost alternatives, like prepaid cards.30 Because of these options, the proportion of
U.S. households that do not use a checking account is falling, although there are still large shares that
lack an account.

The Customers of High-Cost Short-Term Retail Loans 

What is the market size?
In total, U.S. households purchased more than $40 billion in high-cost short-term loans at retail loca-
tions last year.31 Although there is no reliable estimate of the total number of adults that bought these
high-cost loans, industry reports suggest that as many as 34 million adults could potentially demand
the services of these companies.32 The high-cost short-term loan market consists of several types of
high-cost lenders, but two comprise the dominant portion: payday lenders and pawnshops. 

Payday loans are short-term cash loans made to workers in advance of their paycheck, and are sold
at rates as high as 25 to 30 times the average rate charged by credit cards, the closest alternative
widely sold by banks.33 An expensive business model drives up the costs of these loans; recent analy-
ses suggest that large margins in the industry may also buoy these prices.34

The average fee for these loans is about $50, and most recent data suggest that U.S. households
now spend about $6.5 billion every year in fees for about $40 billion in payday loans purchased at one
of the more than 22,894 establishments now in business.35 There is also evidence that indicates that a
typical payday loan customer can pay more than twice the value of their loan in fees, suggesting that
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{83.9% of adults
quality for market
-rate short-term
credit and loans

Payday Loans
178 million annual transactions
$50 average loan fee
$40 billion borrowed
$6.5 billion in fees
22,894 stores

Pawnshop Loans
42 million annual transactions
$2.5 billion borrowed
10,398 stores

Refund Anticipation Loans
12.4 million annual transactions
$1.24 billion in fees

16.1% qualify
for high-cost

loans only

The High-Cost Short-Term Loan Market

Source: Analysis of data from FICO; Wu et al 2006; the Association of Progressive Rental Organi-
zations; infoUSA; and state licensing departments 

Note: This figure excludes some types of high-cost short-term loan products, such as loan sharks,
auto title loans, and rent-to-own stores, for which reliable industry data are not available.



the per-transaction fee of $50 may understate the true cost of this product.36

Less data are available on pawnshop loans; but that data indicate that there are approximately
10,300 in business, issuing $2.5 billion in loans annually.

Who are the customers of high-cost loans?
There is currently a limited amount of information available that profiles the characteristics of high-
cost short-term loans customers.37 From the data that are available, the majority of payday loan
customers were found to earn a moderate income between $25,000 and $50,000 and be under 44
years of age. Pawnshop customers tend to be in the same age grouping, but earn an income below
$25,000.38 But because the Federal Reserve’s Survey of Consumer Finances does not profile the char-
acteristics of these customers and no other routinized survey is available, there is less than ideal
information about the size of this customer cohort and its demographic profile.

Where are these payday lenders and pawnshops located?
According to our inventory of the basic retail financial service infrastructure in the United States,
about one out of every five neighborhoods now includes at least one payday loan business.39 These
businesses tend to be more heavily concentrated in moderate- and lower-income neighborhoods, but
even wealthy areas of the country, like Fairfax County in Virginia, have payday loans for sale. In partic-
ular, about a quarter of both low-income and lower middle-income neighborhoods have at least one
payday lending business. That compares to about one-fifth of higher middle-income neighborhoods
and just one-tenth of high-income neighborhoods. 

Pawnshops, on the other hand, tend to be much more concentrated in low-income neighborhoods.
These are businesses that sell high-cost short-term loans secured by property, at rates that range from
2 to 25 times that of the average credit card.40 That these businesses rely on retail distributional chan-
nels also suggests that an expensive business model is likely a primary reason why these loans come
with such hefty relative fees. Industry estimates are that this is a $2.5 billion annual market, but no
information is available to suggest what share of this goes toward fees. According to our inventory of
basic financial service locations, there are more than 10,300 pawnshops now in business. Of these
locations, more than 46 percent are in low-income neighborhoods and another 30 percent are in lower
middle-income neighborhoods, pointing to their mostly moderate-and lower-income customer base.
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of 2006; neighborhood income data are from 1999 and have been adjusted to 2006 dollars using the Bureau of Labor Statistics' CPI Research Series. 



Why does the high-cost short-term loan market exist?
As with the unbanked market, there are a number of entrenched market dynamics that drive up
demand for high-cost short-term loans, so this market cannot be captured by merely pointing to lost
wealth-building potential or lost revenue for banks and credit unions. Market dynamics at work on
both the business and consumer sides propel the supply and demand for products, despite the wealth
that households can forfeit by participating in this market.

Business Dynamics
There are two important groups of businesses that relate to the high-cost short-term loan market:
those financial institutions that avoid the market and those that participate in it. Businesses that avoid
the market delimit the potential competition in this market, which may contribute to the high prices.
On the other side, businesses that are in this market often face competition that does not produce
price decreases.41 Business motivations differ between these two groups. 

For businesses that avoid at least segments of this market, the Center for Financial Services Innova-
tion information cited earlier is also relevant. In particular, financial institutions worry about a) low
margins, b) fraud, and c) lack of best practices.42 There are also similar concerns expressed by groups
outside of the financial sector, including that banks and credit unions d) do not have appropriate prod-
ucts available for customers of high-cost credit or e) effectively dissuade potential customers by
charging higher prices than those offered by businesses that serve this market.43

Businesses that do participate in the high-cost credit market tend to have f) expensive business
models and g) large profit margins.44 Whereas banks and credit unions rely on numerous capital
sources, payday lenders and pawnshops must instead generate profit from just a handful of low dollar-
value products, putting a premium on high volume and yields. Yet recent evidence of high margins in
the high-cost short-term loan market suggests that prices may be inflated. The investment firm
Stephens Inc., for instance, recently found that the top businesses in the basic financial service com-
ponent of this market have very high profit margins.45

Because these market dynamics collectively create an opportunity for banks and credit unions to
sell lower-priced alternatives, the market has become increasingly competitive in recent years,
although not in all submarkets. Among the signs of this are a) over 1,000 of the nation’s estimated
10,500 credit unions are reported to now offer a payday loan alternative and b) the FDIC has attracted
major, regional, and local banks to a pilot initiative to market a lower-cost payday loan alternative.46

Despite these trends, market demand for high-cost short-term loans remains high. 
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Consumer Dynamics
Rigorous evidence regarding the dynamics that drive demand for high-cost short-term loans every
year is thin.47 From the reliable evidence that is available, we can conclude that these households a)
tend to have limited or negative experience with credit, b) face imbalances between costs of living and
income, and c) are broadly uninformed about existing lower-cost alternatives. For instance, the market
size is defined by industry organizations as all individuals with credit scores below 600, indicating a
general higher propensity to fall behind on payments and file for bankruptcy compared to the average
household. Customers of high-cost credit also tend to have moderate or lower incomes, pointing per-
haps to a greater relative need to cover mismatches between costs of living and household incomes.49

We also know that these households tend to do less shopping around for credit and loans than higher-
income households, which may make them less informed about lower-cost alternatives.50 Such
dynamics lead these households to purchase high-cost credit that they might be better off avoiding,
and for which more affordable alternatives may be available. 

The New Geography of the Financial Services Infrastructure

That there is an over $100 billion market—collecting over $8 billion in fees—for high-cost
basic financial services sold over non-bank retail counters has contributed to an increase in
competition in both of the major segments in this market. In the unbanked component,
market trends indicate that banks and credit unions are increasingly competing with check

cashers for market share, and winning that competition. In the high-cost basic credit market, banks
and credit unions are also entering at an increasing clip. Because banks and credit unions are able to
capitalize their businesses from a number of different sources and have sunk capital costs, they are
ideally situated to continue to gain market share from non-depository institutions in this market by
underpricing their competition, as long as they can continue to refine their tolerance for risk and nim-
bleness to adapt to new markets. 

Among the more prominent reasons why it is thought so much demand still exists for these high-cost
basic financial services is their proximity to their competitors—bank and credit union branches. In particu-
lar, these firms are commonly perceived as successful because banks are thought to avoid neighborhoods
where customers of high-cost services live, opening a void for high-cost financial firms to fill.

In this section, we review our inventory of the 156,000 establishments that comprise the basic
financial services market, which we define as all institutions that provide check cashing or short-term
loans over a retail counter, and the location of those establishments in different neighborhood income
categories.51 This includes depository institutions, like banks and credit unions, and non-depository,
non-bank institutions, like check-cashing, payday lending, and pawnshop businesses. We do not include
automatic teller machines because we’re specifically interested in establishments where sales staff are
and could potentially be pitted against each other in a competition for market share in the basic finan-
cial services market. This is important since so many customers in the high-cost basic financial
services market indicate that they have negative impressions of, or are confused by, banks—viewpoints
difficult for a machine to overcome.

Most retailers of basic high-cost financial services are located in neighborhoods
with bank and credit union branches.
About 90 percent of high-cost basic financial service providers are located within one mile of a bank
or credit union branch. Moreover, 78 percent of these providers do business in the same neighborhood
or census tract as a bank or credit union. This is true of businesses that sell both check-cashing ser-
vices and short-term loan products. While these businesses may not always be on the same block, 
they are almost universally located near enough to each other to directly compete for customers 
of retail financial services. Among the 26,019 standalone check-cashing establishments that serve 
the unbanked segment, 93 percent are located within one mile of a bank or credit union branch, and
72 percent are located in the same neighborhood as a bank or credit union branch. That most check-
cashing establishments locate very near bank and credit union branches suggests that they would be
vulnerable to competition should banks continue to move into the unbanked market with appropriate
products. Very few are in areas of the country where there are no banks or credit unions nearby. 
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Bank and credit union branches are more likely to be located in low-income and
lower middle-income neighborhoods than non-bank financial service providers. 
At the same time, banks have more exposure in lower-income markets than check cashers. Whereas
check cashers are in 31 percent of the low-income neighborhoods in this country, banks and credit
unions are located in 56 percent of the low-income neighborhoods. That’s consistent with the fact that
77 percent of those households with an income less than $30,000 have a checking account, pointing
to the large market share banks already have in this lower-income part of the market. 

Payday lenders and pawnshops are also located near banks and credit unions. Of the 22,894 payday
lenders now in business, about 95 percent are located within one mile of a bank or credit union
branch, and 84 percent are located in the same neighborhood or census tract as a bank or credit
union branch. This trend is consistent across neighborhoods of all income levels. In low-income neigh-
borhoods, for instance, there are approximately 7,977 payday lending establishments currently in
business. Of those, 83 percent are located in the same neighborhood as a bank or credit union and 96
percent are located within one mile of a bank or credit union branch. No matter how these data are
organized, the bottom line is that almost all payday lenders seem to be clustered around bank and
credit union branches. Very few of these businesses are located in areas that are remote from main-
stream financial services. This is consistent with the fact that payday lender customers require a bank
or credit union account to utilize their services. 

Pawnshops also tend to be located near bank and credit union branches. Of the 10,398 pawnshops
that are currently in business, about 93 percent are located within one mile of a bank or credit union
branch, and 80 percent are located in the same neighborhood as a bank or credit union branch. That
trend is only modestly different across neighborhood income groups, indicating that pawnshops are as
likely to be close to branches in low-income neighborhoods as they are in higher-income neighborhoods.

By nearly any measure, these data indicate that nearly the entire high-cost basic financial services
infrastructure is located close by to bank and credit union branches.
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Spatial Distribution of Basic Financial Services

Source: Analysis of data from the Federal Deposit Insurance Corporation, infoUSA, the U.S. Census Bureau, and state licensing departments 

Note: Data are current as of 2006.



Low-income neighborhoods have about as much access to bank and credit union
branches as middle- and higher-income neighborhoods
Consistent with longstanding findings, we find that banks and credit union branches tend to be fairly
evenly spread out across different neighborhood income categories. By nearly any measure, banks and
credit unions—particularly banks—have a substantial infrastructure in place to serve moderate- and
lower-income consumers.

In particular, about 24 percent of the 107,941 bank and credit union branch locations are located in
low-income neighborhoods, 26 percent in lower middle-income neighborhoods, 25 percent in higher-
middle-income neighborhoods, and 26 percent in high-income neighborhoods. According to these
data, banks and credit unions have fairly evenly spread out their branch locations across neighbor-
hoods of different income levels. 

As a result, there is equitable access to bank
and credit union branches across different neigh-
borhood income categories. In particular, 56
percent of low-income neighborhoods and
between 59 and 62 percent of higher-income
neighborhoods contain a bank or credit union
branch. In both cases, there is only a very modest
difference between the access to branches in
lower-income neighborhoods and in all others. 

But even this very modest bias toward higher-
income neighborhoods in the distribution of banks
and credit unions disappears once population in
those neighborhoods is controlled for. According
to this analysis, there are actually more banks and
credit unions per-capita in lower-income neighbor-
hoods than in higher-income neighborhoods. In
particular, there are 4.4 branches for every 10,000
people living in low-income neighborhoods, com-
pared to between 3.6–4.0 branches in
higher-income neighborhoods. Similarly, when a
more rigorous measure of proximity is employed,
there is actually more access in lower-income
neighborhoods than in higher-income neighbor-
hoods.52 In particular, 87 percent of lower-income
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neighborhoods either contain or are located near a branch. That compares to about 82 percent of
lower middle- and higher middle-income neighborhoods, and about 80 percent of high-income neigh-
borhoods. 

Importantly, past research has indicated that this even distribution of mainstream financial service
locations is not a constant trend across metropolitan areas, and these data confirm the findings in this
earlier work.53 Cities like New York, Los Angeles, and Baltimore, for instance, are exceptions to some of
these nationwide trends, while cities like San Francisco and Seattle tend to reflect the trends. Yet,
viewed at the national level, it becomes clear that there is now a fairly equitable distribution of access
to bank and credit union branches across different neighborhood income categories.

The Wealth-Building Potential of Lower-Cost Financial Services 

Because of the evidence that most moderate- and lower-income neighborhoods have access
to a bank or credit union branch, there is an opportunity to help moderate- and lower-
income households build wealth by connecting them to lower-cost financial services, where
such lower-cost services exist. For instance, the fee-less check cashing service provided by

banks to account holders indicates that the $1.5 billion currently being paid to cash checks represents
a potentially large opportunity to build wealth for moderate- and lower-income customers. That oppor-
tunity may be mitigated by other fees that banks charge customers, like overdraft fees, but we show in
this section that it would take an enormous number of overdrafts, along with a high overdraft fee, to
erode this wealth-building potential. 

To illustrate this wealth-building potential, this section simulates different financial outcomes for
moderate- and lower-income households that vary depending on their financial choices,
the products that are made available to them, their duration in and outside of banks, and
the stability of their jobs. In each case, we focus only on the savings and investment
potential from lower-cost financial services, conservatively assuming that no additional
savings will be available for any worker. We are also interested in only those households
without a checking account that could potentially hold an account, since non-bank check-
cashing businesses do currently provide a very important service for those individuals
who cannot use a checking account for any number of reasons.54 Because the share of
households without checking accounts has dropped in recent years, and about half of
these unbanked households include a full-time worker, we assume that a majority of the
current population could qualify for an account if the business and consumer dynamics
outlined above are addressed. 

We show that, under most circumstances, there is a substantial opportunity to use sav-
ings created by lower-cost financial services already in the marketplace to build a vast
amount of wealth for moderate- and lower-income consumers. But it is important to keep
in mind that these are simulations based on what we know of the typical profile of differ-
ent types of high-cost basic financial services customers. There will be important
exceptions on either side of this central tendency, and these do vary systematically across
states because of differences among the state laws that govern the high-cost basic finan-
cial services market.55

Savings and wealth-building potential will also vary depending on the type of checking
accounts that are selected, the household’s ability to manage bank accounts and invest-
ments, and the duration spent cycling in and out of accounts during a working career. It is

also important to keep in mind that there is a negative savings rate in this country, and that lower-
income households face a number of obstacles to saving even with financial incentives, suggesting
that much remains to be done before these potential wealth-building opportunities can be widely uti-
lized.56 We are highly skeptical, for instance, that former high-cost financial service customers today
utilize our most ambitious wealth-building scenario, in which savings from lower-cost financial services
are regularly invested in a low-fee exchange-traded fund through a discount broker. Among the numer-
ous constraints, there is evidence that to the extent that savings can occur in low-income markets,
there is more demand for short-term “emergency” savings than long-term savings and investments.57
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Nonetheless, it is instructive to consider the potential for savings and wealth-building investments
that could be generated by connecting these customers to lower-cost financial service alternatives
that are currently in the marketplace. Tens of millions of other Americans realize this potential and no
reason exists to think that with the right set of institutions, products, and market dynamics this poten-
tial could not also be realized by the moderate- and lower-income demographic that make up the bulk
of this market.

Finally, we need to point out that each of these simulations looks at cumulative wealth potential
over a worker’s career, which means that any savings or investment gains are discounted with any fees
incurred during periods where non-banks are used instead of banks. For instance, a worker who spends
five years using a non-bank will need about four years using a bank and making investments with the
savings before they show a positive wealth projection. This emphasis on cumulative wealth-building
potential allows us to consider the full potential of different spending and savings decisions made on a
yearly basis over the lifetime of a worker. A worker making a post-tax average annual income of
$20,000 will make about $800,000 over the course of a 40-year career; our interest is in considering
the full wealth-building potential of that money given different choices of basic financial services. 

The potential wealth from check-cashing fees
To consider the potential savings and investment wealth that the $1.5 billion now being spent at non-
bank check cashers could build if it were instead put into savings or investments, we simulate a
number of different possible demand and supply dynamics.58 We consider the average income of
households without a checking account that include at least one full-time worker, those with only a
part-time worker, and unemployed households.59 We are particularly interested in unbanked house-
holds with full-time workers, since a majority of households without a checking account include at
least one full-time worker and this segment strikes us as a relatively attractive segment in the
unbanked cohort for checking accounts. 

In each case, we rely on our index of state check-cashing regulations to arrive at a 50-state average
for government, payroll, and personal checks.60 The rate that we use depends on the employment sta-
tus of the worker. For instance, whereas we assume full-time workers are charged the 50-state
average maximum payroll rate of 4.54 percent, we assume that unemployed workers are charged the
50-state average maximum government check-cashing rate, 3.24 percent.

We were also interested in looking at the effects of someone with access to different types of check-
ing accounts. To guide this selection, we relied on a collection of all checking accounts currently on the
market in New York, which the New York State Department of Banking makes available.61 Out of this
list, we first consider what we refer to as an “optimal checking account” for a low-income worker
requiring no minimum balance and no maintenance fees, but offering no interest on deposits and
charging a relatively expensive overdraft fee ($30 per incidence).62

The second account we consider is sub-optimal because it includes a maintenance fee and a balance
requirement. Among all of the accounts that fit this profile, we found that the average monthly main-
tenance fee was $6 and the minimum balance requirement was about $50. We also assume that some
households fall in and out of being able to qualify for any of these checking accounts, and control for
this possibility accordingly. 

Customer 1: Full-Time Worker, Check Casher Customer for 100 Percent of Career 
Our first scenario looks at the wealth-building potential of a full-time worker that has the potential to
spend his entire working career cashing checks at a non-bank establishment. Our basis for this analy-
sis is that over 60 percent of households without a checking account with a head of household over
64 have never had an account. Over half of the households with full-time workers have also never had
a checking account.63

For the purposes of this example, we assume that over his lifetime, this worker goes through spells
of being promoted to a higher income and demoted to a lower income, producing a lifetime median
approximately equal to the value of his current annual income, which we set at the current average
income of households with a full-time worker without a checking account. We assume that this individ-
ual could potentially eschew banks for the duration of his career for any of the reasons cited earlier in
the assessment of the consumer dynamics in this market. We also assume that this fee varies over
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time, but that it is the average fee paid throughout the work horizon. 
In this case, over the course of a 40-year career, this worker will have spent about $41,600 in check-

cashing fees, collected from small payments to a check-cashing service every two weeks. If he had
instead used a sub-optimal bank account, but struggled by overdrawing the account an average of 12
times every year, he would have spent about $17,000 over the course of his career.64 In this case,
charges for regular overdrafts, and a monthly maintenance fee, would be less than the costs of the
average rate charged by check-cashing establishments to cash payroll checks.

Moving to the ideal scenarios, we consider the wealth-building potential if this customer had instead
used an optimal checking account for a low-income worker and put the resulting savings toward one of
two investments. The first is a Treasury Direct account that allows individuals to invest in increments
of $25 at a time in EE Treasury Savings Bonds and currently pays a 3.4 percent rate of interest.65

Although this may be a sub-optimal investment relative to stock market investments that are currently
accessible to low-income workers, it entails a relatively less information-intensive process and carries
a guaranteed rate of return, which may make it more attractive to risk-adverse lower-income con-
sumers. Assuming that the same check-cashing fee is instead invested in increments of $25 over a
40-year period, and that the rate of return averages out over this period at the current rate level, this
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worker could expect to generate nearly $90,000 in pre-tax, pre-inflation wealth during his career by
shifting savings from using a bank instead of a check casher into this savings bond alternative.66

Finally, we consider a scenario that optimizes the wealth-generating potential of money spent on
check-cashing fees, but it requires much more expertise. In particular, we surveyed the range of dis-
count brokers to find the optimal broker for a low-income worker that makes infrequent stock
investments. The broker account we identified requires no minimum balance, charges only $4 per
trade, and charges no maintenance fee. We then identified the entry price of an exchange-traded fund
(ETF) that is designed to track the yield performance of the Dow Jones Industrial Average. 

We selected an ETF because these investment vehicles are diversified, allow for a single share to be
purchased at a time, have very low maintenance costs compared to mutual funds (0.1-0.65 percent),
and are tax-efficient.67 Because it would likely take some effort to help connect and maintain newly
banked individuals to this opportunity, we assume that in addition to this ETF’s low fee, a modest per-
cent of the portfolio is subtracted every year to subsidize a financial intermediary to promote and help
manage access to this investment vehicle.68 Finally, we calculated the number of times every year that
this full-time worker who relies on check-cashing businesses would be able to purchase a single share
of this fund, based on the entry costs.

Our results indicate that this individual would be able to build about $360,000 in pre-tax, pre-infla-
tion wealth from the $41,600 that he would have spent on check-cashing fees during his 40 years in
the workforce, or almost 14 times his annual income. Just slicing this one modest fee out of their
budget would be enough to build a substantial amount of wealth during his working career.69 This
would be enough to pay for about 25 years of retirement, not accounting for the value of social secu-
rity benefits.

Customer 2: Full-Time Worker, Check Casher Customer for 50 Percent of Career 
Our next scenario looks at the wealth-building potential of a full-time worker who spends about half of
her working career cashing checks at a non-bank establishment and the other half in a checking
account. Our basis for this analysis is that about half of households without a checking account indi-
cate that they had an account at some point in the past.70 Unfortunately, we currently lack rigorous
information about the duration of that former banked status, the extent and timing of cycling in and
out of banked status, the population of unbanked households that cycle in or fall out of accounts, and
the causes of this behavior over time. For these reasons, we assume for illustrative purposes that this
worker cycles in and out of accounts every five years. All of the other assumptions are the same as
those made for Customer 1.

Over the course of this worker’s 40-year career, she is projected to spend about $29,000 on a com-
bination of check-cashing fees and overdraft fees. We assume that if she is not optimizing the savings
created when she switches to a lower-cost bank account, she is more likely to have trouble managing
money than an investor. For that reason, we assign an average of 12 overdrafts for every year that she
is not using a non-bank check casher, relying instead on an expensive checking account. In this sce-
nario, this worker would still come out ahead over the course of her career by relying on banks. But, if
in addition to the constant problems with overdrafts, this worker consistently also has trouble manag-
ing her minimum balance, she may be worse off in the long run by relying on this particular bank
account. 

Next, we consider the ideal scenario where this worker uses the savings that result from lower-cost
financial services for investments, either by her own accord, a bank initiative, or some form of public-
private partnership that can promote this opportunity. Note that this would likely require some form of
facilitating institution or financial vehicle, since a worker cycling in and out of a bank account through-
out her career would likely have trouble making (and keeping) investments. Nonetheless, because
these investments are generated from modest savings created exclusively from lower-cost financial
services, there is at least a possibility an account could be structured for this worker. 

In this case, we find that this worker would be able to generate nearly $20,000 over the course of
her career by investing would-be check-cashing fees in bonds, assuming again that the only potential
income for investment during her career is the money saved from lower-cost financial services. This
amount is less than what Customer 1 generated because we assume that half of this worker’s career is
spent relying on check cashers, eroding her ability to use savings for investments. Importantly, the
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