
 
Center for Social Development 
Brown School at Washington University in St. Louis 1 

 

FCAB Initiative 
Center for Social Development 

Brown School at Washington University 
https://csd.wustl.edu 

 

 Financial Institutions, Products, and Services1 
 

PowerPoint Notes 
Slide 1 – Financial Institutions, Products, and Services 

 
Slide 2 – Module overview 
• Practitioner knowledge of financial services facilitates their work with financially 

vulnerable clients and with organizations and policymakers to ensure availability of 
appropriate financial products and services that can best serve them.  

• This module includes the following topics: 
o Understanding financial inclusion 
o Mainstream financial institutions, their products and services, and reaching the 

underserved 
o Alternative financial services, their products and services, and implications for the 

financially underserved 
o Informal financial services 

 
Slide 3 – Case example: Yolanda and Tamika Walker 

[For more information, see profiles of Yolanda and the other cases in Sherraden, Birkenmaier, 
& Collins, 2018 listed in footnote 1.]  

• Yolanda Walker is a 48-year-old African American woman who lives in Jackson, 
Mississippi, and works as a home health aide. She lives with and supports her 70-year-
old mother and two daughters (ages 17 and 20).  

                                                           
1 Notes adapted from: 

Chapter 4, Financial Institutions, Products, and Services, Financial Capability and Asset Building in 
Vulnerable Households: Theory and Practice by Margaret S. Sherraden, Julie Birkenmaier, and J. 
Michael Collins, Oxford University Press, 2018 

https://csd.wustl.edu/
https://global.oup.com/academic/product/financial-capability-and-asset-building-in-vulnerable-households-9780190238568?cc=us&lang=en&
https://global.oup.com/academic/product/financial-capability-and-asset-building-in-vulnerable-households-9780190238568?cc=us&lang=en&


 
Center for Social Development 
Brown School at Washington University in St. Louis 2 

• After her husband passed away, Yolanda had to learn to manage the household finances 
by herself (something her husband used to take care of) and she accidentally overdrew 
the checking account several times. 

• The bank charged her a $35 fee for each overdraft, and she had to pay nonsufficient 
funds fees to each business to which she wrote the “bad checks.” 

• Yolanda asked about overdraft protection, which would have covered any shortages to 
avoid fees. But Yolanda did not have enough savings or the good credit required. 

• The bank closed her account due to the negative balance and reported her to 
ChexSystems, a consumer-reporting system that documents information about people 
who have had their accounts involuntarily closed. 

• Now banks view her as a high-risk customer, and she has been unable to open an 
account at any bank. 

• She would prefer to have a bank account but, after being turned down many times, she 
is embarrassed to try again. Instead, she uses check-cashing services, cash, and a 
reloadable prepaid card.  

• Yolanda’s 20-year-old daughter, Tamika, also does not have an account. She is reluctant 
to open one because the bank charged her high fees on her savings account when she 
was in high school (see “What is FCAB” module).  

• Tamika has a 6-month-old son and is currently unemployed. 
• Tamika is trying to make ends meet using the meager public benefits she receives: an 

Electronic Benefits Transfer (EBT) card (a prepaid debit card). 
 

Slide 4 – Yolanda and Tamika are “unbanked” 
• The Federal Deposit Insurance Corporation (FDIC) defines unbanked as not having a 

savings or checking account (FDIC, 2020). Generally, a person is unbanked when they 
do not participate in the banking system and rely on cash for receiving income and 
paying expenses.  

• The underbanked are those who have a checking or savings account but also use 
alternative financial services (FDIC, 2018).  

• Socioeconomic conditions affect banked status. For example, the number of unbanked 
households rose during the Great Recession. Job or income loss contribute to being 
unbanked, and job losses during the coronavirus pandemic may contribute to increases 
in the number of unbanked households (FDIC, 2020). 

• Owning an account alone is generally not sufficient to meet consumer needs, depending 
on the features of the account. Financially vulnerable families are likely to use both 
mainstream and alternative financial services (FDIC, 2018). 

• About 7.1 million (5.4%) American households are financially excluded (i.e., unbanked) 
(FDIC, 2020). Another 24.2 million (19%) are underbanked (FDIC, 2018).  

• These households are financially vulnerable, and tend to be disproportionately families 
of color. Moreover, such families often include people who live with a disability, are 
younger, have less formal education, and have fluctuating income. For example, the 
percentages of unbanked American Indian/Alaska Native (16.3%), Black (13.8%), and 
Hispanic (12.2%) households are over six times that of whites (2.5%). And 16.2% of 
disabled persons are unbanked compared to 4.5% of those who are not disabled.  

• Geographically, more households in the South are unbanked than in other regions of the 
country (FDIC, 2020).  

• About 50% of those who are unbanked were previously banked, and about 35% cited 
unpredictability of fees as the reason for no longer being banked (FDIC, 2020). 
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Discussion: What are the factors that could explain why Yolanda and Tamika use alternative 
financial products and services? (Possible discussion points: Lack of financial services located 
in the community, inappropriate products, discrimination, high cost of financial services, 
location, lack of regulation, predatory practices, gender issues, and so forth]  

Slide 5 – Reasons for being unbanked  
• Every 2 years, the FDIC conducts a survey on households who are underserved by 

financial services. Findings from the 2019 survey show several reasons why people are 
unbanked (FDIC, 2020, p. 3): 
o Do not have enough money (48.9%) 
o Distrust or dislike financial institutions (36.3%) 
o Privacy concerns (36%) 
o High fees (34.2%) 
o Unpredictable fees (for not maintaining a minimum balance, or for insufficient funds 

[overdraft]) (31.3%)  
o Problems with credit, identification, or banking history (20.5%) 
o Do not offer the services needed (19.6%) 
o Inconvenient locations (14.1%) 
o Inconvenient hours (13%) 
o Other reason (17.8%) 

• Banks located in communities of high Black and Latinx populations charge more to open 
and service checking accounts (Faber & Friedline, 2020).  

• High and unpredictable costs—which especially affect people with low balance 
accounts—lead people to seek alternative financial products and services.  

 
Discussion:  

o A majority said they “do not have enough money.” Why does this exclude them from 
financial products and services? Should it?  

o High and unpredictable fees together are other major reasons why low-income 
households and families of color are unbanked or underbanked. Why does this happen? 

o Distrust is also common. Why might families distrust banks?  
 

Slide 6 – Institutional or individual financial behavior? 
• It is easy to think about this problem as an individual problem. Banks and other 

financial institutions and services do not reach individuals for a number of reasons:  
o Historically, poor communities/families of color have been systematically deprived 

of affordable mainstream financial products and services. For example, restrictive 
covenants and redlining were used by lenders to deny loans or charge higher 
interest rates in certain geographic areas (Massey & Denton, 1993; Rothstein, 2014).   

o More recently, the U.S. Justice Department settled with Wells Fargo for their unfair 
lending practices with African American and Hispanic borrowers in charging higher 
fees and interest rates as well as improperly guiding them to subprime loans (U.S. 
Justice Department, 2012).  

o Black families pay more for mainstream financial services (Faber & Friedline, 2020). 
o Persons of color pay more for cars, even when they are more qualified for credit 

(Rice & Schwartz, 2018). 
o  Black and Hispanic families are less likely to be covered by health insurance, and far 

less likely to have private insurance (Berchick, Hood, & Barnett, 2018).  
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Slide 7 – What is financial inclusion? 

[Instructor: Discuss with students their experiences with using mainstream and alternative 
financial services. Do they know people who have similar experiences to Yolanda and Tamika?] 

• Financial inclusion is having access to a safe and reliable place to deposit money and 
store small and long-term savings and investments, reasonable priced small-dollar 
credit, and basic insurance, with access to consumer protections and policies that offer 
opportunities for building economic stability and security.  

• Financial inclusion also means that financial services reach everyone who needs them, 
including people living with disabilities, people in poverty, rural, and other excluded 
populations (Center for Financial Inclusion, 2018).  

• Financial inclusion also ensures opportunities for everyone to build economic stability 
and security. This means having policies and practices that encourage and facilitate use 
of the full range of financial services—and prevent discrimination against people of 
color, people with low income, and other financially vulnerable groups in the use of 
these services.  

• This module focuses on financial services and products. We will cover financial policies 
in other modules.  

 
Slide 8 – Financial Institutions 
 

 
Slide 9 – Banks 
• Commercial banks (CBs) are for-profit financial institutions that are regulated by the 

Federal Reserve Bank, Federal Deposit Insurance Corporation [FDIC], and others. 
• Community banks are for-profit institutions, also regulated, that are owned and 

operated locally; and most are located in small and rural communities. They have local 
boards of directors and they focus their services on surrounding communities.  

• Banks and credit unions (discussed below) provide financial education as a service to 
the community. For example, they may: 
o Partner to educate at schools, jails, prisons, and other social service agencies. 
o Provide online financial education tools and information.  
o Participate in school banking programs. Guidelines for participation are available at 

https://www.ncua.gov/files/press-releases-news/NW20150224Youth.pdf (Board 
of Governors of the Federal Reserve System, Federal Deposit Insurance Corporation, 
Financial Crimes Enforcement Network, National Credit Union Administration, & 
Office of the Comptroller of the Currency, 2015). 

 
Slide 10 – Credit unions 
• Credit unions are regulated tax-exempt financial cooperatives that provide basic 

financial services at a lower cost than commercial banks, and tend to offer higher 
interest rates on deposits and lower interest rates on credit products (Burke, 2014).  
o Customers are members and elect the board of directors. 
o Credit unions return dividends (surplus income) to its members (National Credit 

Union Administration, n.d.). 
• Low-income credit unions (LICUs) are a special type of credit union that have 

demonstrated that more than 50% of its members have incomes at or below 80% of the 
community’s median income. 

https://www.ncua.gov/files/press-releases-news/NW20150224Youth.pdf
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o LICUs are eligible to receive technical assistance, grants from outside sources, 
deposits from nonmembers, and special loans. 

• Community development credit unions (CDCUs) are another type of credit union that 
serve those with low- and moderate-incomes, minorities, and female-headed 
households (National Federation of Community Development Credit Unions, n.d.). 
o They provide banking services tailored to financially vulnerable households, such as 

small-dollar consumer loans. 
 

Slide 11 – Bank Financial Products and Services 
 

 

Slide 12 – Savings products 
Banks and credit unions offer a variety of savings products: 
• Savings accounts are interest-bearing accounts that are federally insured (up to 

$250,000 per account).  
• Money market accounts are federally insured checking accounts that provide higher 

interest rates than standard checking accounts. But they require a large balance, and 
also limit the number of checks accountholders may write each month. 

• Certificates of deposit (CDs) are timed deposits (held for a specific time, such as 1 year or 
5 years). They are not federally insured but they earn higher interest rates than savings 
or checking accounts. 

• Savings bonds are government-issued savings products that are not federally insured. 
They generate higher interest than savings and checking accounts.  

 
Slide 13 – Transaction products  

Transaction products allow people to move money between people and/or businesses. 
There are many types of transaction products: 
• Checking accounts are a type of transaction account. They are federally insured, offer 

unlimited deposits, withdrawals, and transfers, but offer little or no interest. Sometimes, 
they simply hold funds, thus serving as a form of savings. 

• Second-chance accounts are special federally insured checking accounts for people who 
have had trouble with a prior account. Usually people who open second-chance 
accounts have been reported to a consumer reporting agency and are unable to open a 
regular checking account at any bank.  

• Electronic funds transfer (or money transmission) are used to send money from one 
person to another electronically. 

• Remittances are used to send money across international borders. Immigrants in the 
United States usually send remittances to their families in other countries.  

• Certified or cashier’s checks are issued by a bank that certify the availability of the funds 
and are safer to accept as payment than a regular check. 

• Money orders are printed orders for a specific, prepaid amount. 
• Overdraft protection 

o A fee-based service, purchased by accountholders 
o Bank covers the check and pays the money even if the necessary funds are not in 

the account 
• Debit cards are directly linked to a bank account; money spent is directly withdrawn 

from the account. 
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• Automated Teller Machines (ATMs) and kiosks provide 24-hour access to cash and 
transfer services. 
 

Slide 14 – Fees for bank saving and transaction products: Often high and 
unpredictable 
• Savings and transaction accountholders can incur fees for many reasons, such as not 

maintaining a minimum balance or for overcharging to an account that has insufficient 
funds (overdraft).   

• These high costs lead people to seek alternative financial products and services.  
• Over 75% of the reasons for being unbanked was due to high cost or unpredictability of 

fees (FDIC, 2020). 
 

Slide 15 – Mainstream loan products  
• Loan products are used to borrow money and usually include an additional cost to 

borrow the money known as interest. To ensure payment, some products require 
collateral, which is an item of equal value that can be taken if the loan is not paid.  

• Examples of loans include: 
o Small business loans – loans made to start, support, or expand a small business 
o Auto loans – used to purchase a car 
o Mortgages – long-term loans to purchase a house 
o Home equity loans – loans for which the collateral amount cannot exceed the 

difference between the current value of the home and the outstanding balance of 
the mortgage. Funds from these loans can be used for any purpose, such as 
education or car purchase. 

o Education loans – loans made to pay expenses associated with education 
o Small-dollar loans – short-term, collateral-free, personal loans for a wide-variety of 

uses 
o Credit cards – cards that enable purchases through a short-term loan for which an 

immediate payment is not required 
• Overall, use of bank credit products have increased since 2015, and nonbank credit 

products have declined (FDIC, 2020). 
• Most unbanked households do not use mainstream credit products. Those that do 

report using credit cards (8%) and bank personal loans (1%) (FDIC, 2020).   
• By ethnicity, more than twice as many persons of color do not use mainstream credit 

compared to whites and Asian Americans. Specifically, fewer Hispanic Americans 
(58.6%), American Indian/Alaskan Native (54.4%), and African Americans (52.5%) use 
mainstream credit compared to whites (78.7%) and Asian Americans (83.4%) who use 
mainstream credit. (FDIC, 2018). 

 
Slide 16 – Innovations in Financial Services: Financial Technology 
(“FinTech”)  
 
• Financial technology is defined in the Cambridge Dictionary as “the business of using 

technology to offer financial services in new and better ways” (Cambridge University 
Press, 2020). 

• There are many types of fintech services and products: insurtech (insurance), payments, 
digital micropensions, lending platforms (e.g., peer-to-peer lending), digital credit, e-
commerce, artificial intelligence, and others (Bull, 2019).  
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• Fintech products and services have the potential to reach large numbers of people at 
relatively low cost. Several African nations are in the forefront. For example, 5 years 
after its inception in 2012, use of digital lending in Kenya was estimated at 6 million 
consumers (Totolo, 2018; Suri & Jack, 2016). 
 

Slide 17 –  EBT prepaid debit cards  
• The U.S. government transitioned from paper checks to electronic payments using 

prepaid debit cards for SNAP, Social Security, disability, and almost all other public 
benefits in all states in 2004 (USDA Food and Nutrition Service, 2019; Social Security 
Administration, 2013). 

• Some states also deliver child care assistance and other benefits through EBTs, which 
are managed by private firms. 

• EBT cards for TANF can be used at ATMs to withdraw cash, and at stores for groceries, 
utilities, rent, and other expenses. EBT cards for SNAP can only be used to purchase 
food (USDA Food and Nutrition Service, 2019; National Conference of State Legislatures, 
2019). 

• Advantages:  
o EBT cards give people access to online tools to help manage finances, examine their 

spending and saving patterns, and perform basic budgeting. 
o Reduces costs, improves security (no checks in the mail), and people do not need a 

bank account. 
• Disadvantages:  

o No legal protection for unauthorized charges or errors 
o Possible fees for use or replacing lost cards (Consumer Financial Protection Bureau 

[CFPB], 2019) 
o Does not promote a relationship with a financial institution 
o Possible fees after a certain number of withdrawals (see 

https://ebtforfree.com/common-sources-of-fees-that-can-drain-your-wallet/ebt-
fees/) 

 
Slide 18 – Online and mobile banking  
• Online banking is access to bank and credit union accounts and products via computer 

(Pew Charitable Trusts, 2016).   
• Mobile banking is defined as bill payment, funds transfers, and payments through the 

Internet using a smartphone to access a bank’s website or mobile phone application.  
• Advantages:  

o Convenience 
o Most banks offer online and mobile banking for free for their accountholders. 

• Disadvantages/limitations:  
o Many households do not have secure and consistent online access.  
o Getting and depositing cash in person is not as easy as with banks and credit unions.  
o Mobile and online banking services are usually linked to a bank account or credit 

card, and therefore do not serve the unbanked. 
o Many financially vulnerable families do not have reliable access to secure Internet 

access.  
 Low-income families are less likely to have Internet access than higher income 

families. For example, 82% of households making less than $30,000 do not use 
the Internet, whereas 98% of those making $75,000 or more do. Overall, 90% of 
the U.S. population uses Internet (Pew Research Center, 2019).  

https://ebtforfree.com/common-sources-of-fees-that-can-drain-your-wallet/ebt-fees/
https://ebtforfree.com/common-sources-of-fees-that-can-drain-your-wallet/ebt-fees/
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 By race, 92% of white, compared to 86% of Hispanic, and 85% of Black, adults 
use the Internet (Pew Research Center, 2019). 

 Approximately 25% of people living in rural areas do not have access to reliable 
Internet services (Anderson, 2018). 

 
Slide 19 – Online (only) banks  
• Online banks are banks with no physical retail presence in the community. 
• Service offerings may include FDIC-insured checking and savings accounts, CDs, online 

bill paying, investment services, home mortgages, and debit cards.  
• Advantages: 

o Convenience – 24-hour availability and limitless geographic access 
o Online banks tend to offer higher savings rates and lower fees than brick-and-

mortar banks because they have lower operations costs. These lower costs may 
benefit financially vulnerable households.  

• Disadvantages:  
o They are less accessible to those who lack a smartphone, reliable Internet, or 

understanding/confidence in use of the technology.   
o Obtaining and depositing cash is not as easy as with physically accessible banks and 

credit unions. 
o They do not work well for people who want or need human interaction to take care 

of their financial transaction needs. 

Slide 20 – Nonbank transaction services  
• About 5% of all households and about 14% of unbanked households use nonbank bill 

payment services (e.g., Western Union, Moneygram) (FDIC 2020).  
• Peer-to-peer (P2P) payment services are increasing with the advent of apps such as 

Paypal, Venmo, and Cash App.  
o These services could potentially displace use of paper transactions such as fee-

based check cashing and money orders that are more frequently used by unbanked 
households. 

o However, as of 2019, P2P services are used 3.5 times more often by banked than 
unbanked households (8.8% of unbanked households versus 32.3% of banked 
households) (FDIC, 2020).  

o P2P services are more likely to be used by younger or middle-aged households, and 
those with college degrees.  

o Usage by race/ethnicity household: Asian (38%), white (32.5%), Black (27.7%), 
Hispanic (24.3%), and American Indian/Alaska Native (22.3%) (FDIC, 2020). 

 
Slide 21 – Mobile lending  
• Consumers can obtain a loan through mobile lending using apps from financial 

institutions that offer online or mobile banking, direct licensed lenders, or P2P lending 
services (Emizentech, 2020).  

• Though convenient, mobile lending has serious limitations, especially for financially 
vulnerable households.  

• Without stringent regulation and oversight, mobile lending may exploit the poor.  For 
example, the Consumer Financial Protection Board fined LendUp for misleading its 
customers about its loan products and costs (CFPB, 2016b).  
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• Mobile lending is not as common in the United States as it is in some developing 
countries. Researchers found in Kenya, for example, where mobile banking/lending 
(fintech) is widespread, that people are encouraged to borrow beyond their means, 
creating a “debt treadmill.” Fintech is, in their words, a “digitized form of slow 
violence that operates not so much through negotiated social relations, nor the threat of 
state enforcement, as through the accumulation of data, the commodification of 
reputation, and the instrumentalization of sociality” (Donovan & Park, 2019).  

• “But when the customers are economically disadvantaged, the potential is high that 
technology only smooths the path for old exploitative practices that use the 
disadvantaged as disposable fuel to make money” (Sherman, 2019).  

• These problems have not been given adequate consideration by the industry and 
policymakers (Bull, 2019).  

 

Slide 22 – Alternative Financial Services (AFS): Implications for the 
Financially Underserved 

 

Slide 23 – Case Example: Yolanda and Tamika rely on costly alternative 
financial services 
• Yolanda has been cashing her checks at the grocery store, which costs her $90 a year. 
• She keeps some money at home and some on a reloadable prepaid card. 
• She uses the card to withdraw money from an ATM weekly and pays a fee each time 

amounting to $91 over the course of the year. 
• She uses money order for some bills and they cost her $45 a year. 
• She relies on her annual tax refund and she uses a tax preparer though she pays a $100 

fee every year and about $25 for the tax refund anticipation check.  
 

Discussion: These costs total $351. Could this money have gone to pay for other things?  

Slide 24 – What are alternative financial services? 
• Alternative financial services (AFS) are financial providers that operate outside of the 

federally insured system of banking services. AFS includes check-cashing outlets, money 
transmitters for remittances, payday lenders, pawnshops, auto title loan providers, and 
rent-to-own stores (FDIC glossary, 2019).   

• Some of these products are also available at other types of retail outlets, such as liquor 
stores and large national chain retail stores.   

• Some are also available on the Internet, such as payday loans. 
• People who do not own bank accounts—and even some who do—use AFS for some or 

all of their financial transactions (FDIC, 2018).  
• More than a fifth (22%) of U.S. households used some form of AFS in 2017. 
• AFS are costly. It can cost from 1% to 5% in fees to cash checks, including government 

benefits and payroll checks (Council of Economic Advisers, 2016). 
• The average household that uses AFS spends $2,412 annually on interest and fees 

(Office of the Inspector General, United States Post Service, 2014). 
• The AFS industry earned $103 billion in 2013 (Financial Health Network, formerly 

Center for Financial Services Innovation, 2014). 
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Slide 25 – Alternative Financial Services: Transaction Products  
 

 
Slide 26 – Nonbank money orders and check cashing 
• Nonbank Money Orders are paper payment notes, usually issued by a financial 

institution or the government, denoting a specified amount of money to be paid to the 
person named on the order. 
o Most commonly used AFS (FDIC, 2020). 
o Can be purchased at post offices, grocery and convenience stores, and other 

locations. 
o Reliable and relatively inexpensive way to pay bills and send money, although the 

cost adds up over time. 
• Check cashing services are those that allow a person to exchange a check for cash 

without a bank account. 
o People take the checks to a grocery store or check-cashing outlet to cash them. 
o Fees vary from a percentage of the value of the check to a fixed amount. Fees add up, 

typically costing more than the monthly fees for a checking account. 
o Benefits of check cashing outlets (where people can cash checks) include 

convenience, because they may be a place to buy other financial services, such as 
purchasing money orders, paying utility bills, and remittances (Beard, 2010). 

 
Slide 27 – Prepaid debit cards  
• General Purpose Reloadable debit cards (GPR) are debit cards to which money can be 

added over time. The card can be used at a wide variety of vendors. 
o They are not linked to a bank account. 
o They have potential to help financially vulnerable families manage their money, but 

they have fees and terms that require close scrutiny to understand and to avoid 
excessive fees (and they can be lost) (Garon & Latta, 2016). 

o They do not build the cardholder’s credit (Pew Charitable Trusts, 2014b). 
• 27% of unbanked households used prepaid cards, compared to 15% of underbanked 

and 7% of fully banked households in 2017 (FDIC, 2018).  
 

Slide 28 – Remittances 
• Remittances are electronic payments transferred to another person or entity, typically 

by immigrants in one country sending funds to their family in their home country.  
o Remittances are generally expensive. The average cost to send money from the U.S. 

to Mexico is about 8% of the value of the remittance. 
o Two fees are charged: one for sending the money and one for converting it into the 

currency at the destination 
o Nonbank transmitters, such as Western Union, dominate the market because many 

senders and receivers do not have accounts (Weiss, 2013) 
o Largest share of the world’s remittances originate in the United States and go to 

Mexico, China, and India (Pew Research Center, 2014; World Bank, n.d.) 
o The remittance industry is profitable, with revenues reaching $435 billion in 2015 

(World Bank, 2015). 
o In 2017, immigrants in the United States sent over $148 billion to their home 

countries (McCarthy, 2019).  
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Slide 29 – Alternative Financial Services: Credit Products  
 
• Regulations are a major issue for alternative credit products. There is limited federal 

regulation and state legislation varies widely (Merrefield, 2020).   
• Lenders target geographic areas of high concentration of persons of color and low-

income households (Guedj, 2019). 
 

Slide 30 – Payday loans 
• Payday loans are short-term unsecured loans offered at high interest rates to people 

who are employed and have checking accounts.  
• Annually, 12 million Americans use these loans and pay $9 billion in fees. The average 

annual percentage rate is 391% (Pew Charitable Trusts, 2016). 
• They offer immediate cash regardless of borrowers’ credit rating, but do require that 

borrowers have a bank account (Montezemolo, 2013). 
• Costs for a single payday loan may be lower than late or overdraft fees from a checking 

account (Pew Charitable Trusts, 2014a). 
• However, when borrowers choose to renew a payday loan, it can begin a cycle of 

borrowing in which debt accumulates rapidly (because of high interest rates) 
(Montezemolo, 2013). 

• In this way, payday loans can significantly contribute to financial hardship (Skiba & 
Tobacman, 2011). 

• Nonetheless, payday loans are attractive because borrowers are usually struggling 
financially and may need money for essentials or emergencies:  
o Borrowers’ often live on fixed incomes, including one-fourth who receive Social 

Security (Borné & Smith, 2013). 
o An average borrower earns about $30,000 and about 70% of them are using the 

loans for regular expenses such as rent and utilities (Pew Charitable Trusts, 2016).   
• Regulation of payday lending 

o Usury laws limit the maximum annual interest rate that lenders are allowed to 
charge. Nonetheless, depending on state law and terms of the loan, interest rate can 
reach up to 400% (CFPB, 2017; Carter, Saunders, & Saunders, 2020). 

o The Military Lending Act of 2006 set restrictions on maximum interest rates (36%) 
that can be charged on certain credit products for active military and their 
dependents (FDIC, 2016; Federal Register, 2016).  

o A few states also regulate interest rates. 
o The Consumer Finance Protection Bureau (CFPB) issued a federal rule in 2017 that 

required lenders to ensure that a borrower could repay a loan while also meeting 
basic living expenses and major financial obligations (CFBP, 2017); however, the 
Trump Administration delayed the compliance date until late 2020. 

o The National Conference of State Legislatures provides a list of the different payday 
lending state statutes.  https://www.ncsl.org/research/financial-services-and-
commerce/payday-lending-state-statutes.aspx 

 
Slide 31 – How payday loans work 
• Loans range in amount and payment but a common loan amount is $500 with 

repayment ranging from $10 to $30 for every $100 loaned, with repayment typically 
between 2 and 4 weeks. For a 2-week loan, this equates to an annual percentage interest 
rate of almost 400% (CFPB, 2017). 
 

https://www.ncsl.org/research/financial-services-and-commerce/payday-lending-state-statutes.aspx
https://www.ncsl.org/research/financial-services-and-commerce/payday-lending-state-statutes.aspx
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• Here’s how they work: 
o Borrowers must provide a recent pay stub and recent bank statements.  
o The borrower also must write a check for the amount of the loan plus interest even 

if the funds are not yet available in the borrower’s checking account. The check is 
held by the lender but not cashed until the lender hears back from the borrower on 
or before the payment due date.  

o On the borrower’s next payday, the borrower may: (a) pay the loan back by allowing 
the lender to cash the check, (b) renew the loan by paying the interest owed, or (c) 
fail to pay and default on the loan.  

o If the borrower does not pay, the lender may try to cash the borrower’s check. This 
can result in fees for “insufficient funds” in the borrower’s bank account. Some 
states have laws requiring payday lenders to offer extended repayment plans.  

 
Slide 32 – Auto title loans 
• Auto title loans are short-term loans that use a borrower’s vehicle title as collateral 

(Pyles, 2018). The borrower does not need a bank account to qualify. The loan amount 
is usually for 25% to 50% of the value of the car.  

• Auto title loans are the third largest type of debt held by Americans. 
• Approximately 2 million Americans use auto title loans annually and spend about $3 

billion on fees. The typical annual percentage rate is 300% (Federal Trade Commission, 
2014; Pew Charitable Trusts, 2015).  

• How auto title loans work: 
o The length of the loan is typically for 1 month. 
o If the loan is not repaid, the lender can take possession of the vehicle or the 

borrower can roll over the loan into a new loan, which includes new fees and 
interest (Federal Trade Commission, 2014). 

o Like payday loans, military members have some protections.  
• One in nine auto title borrowers have their vehicles repossessed because they fall 

behind on payments (CFPB, 2016a). Having a car repossessed can be catastrophic for 
low-income households, leaving them no way to get to work and run errands. For those 
who own few assets, it also may mean the loss of their biggest one, thus reducing their 
net worth. 

• Some states attempt to regulate, but others leave loopholes enabling lenders to evade 
regulatory oversight (Hawkins, 2012). The Consumer Federation of America provides a 
chart of lending regulations by state: https://consumerfed.org/wp-
content/uploads/2017/01/11-16-16-Car-Title-Loan-Regulation_Chart.pdf  
 

 Slide 33 – Consumer installment loans  
• Consumer installment loans are small-dollar, short-term loans that carry high interest 

rates. These loans are sources of short-term loans, and are alternatives to payday and 
auto title loans.  

• How consumer installment loans work: 
o Consumer installment loans usually are secured through collateral such as cars, 

consumer electronics, power tools, and jewelry (Kiel, 2013). 
o They have longer terms than payday loans, often 120 days or more. 
o There is a set number of payments, typically scheduled to stretch over a year or two, 

and interest rate vary. 
o Lenders often encourage borrowers to purchase unnecessary insurance that covers 

the loan in case of unemployment, disability, or death. 

https://consumerfed.org/wp-content/uploads/2017/01/11-16-16-Car-Title-Loan-Regulation_Chart.pdf
https://consumerfed.org/wp-content/uploads/2017/01/11-16-16-Car-Title-Loan-Regulation_Chart.pdf
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o Some consumer installment loans do not require collateral, and are made based on 
the borrower’s creditworthiness (credit score).  

• Mainstream financial institutions now offer these types of loans based on recent 
changes in banking regulations, along with alternative financial providers (Bourke & 
Horowitz, 2020). 
 

 Slide 34 – Rent-to-own  
• Rent-to-own is a leasing contract that requires payments for an initial period, after 

which the person can pay the remainder of the purchase price, continue making 
payments, or return the item and end the lease (Federal Trade Commission, 2015). 
Examples of rent-to-own products include furniture and household appliances. (This 
section does not address rent-to-own arrangements for home buying.)  

• This transaction is another way for financially constrained people to purchase furniture, 
appliances, and electronics through installment payments.  

• How rent-to-own works:  
o Rent-to-own is typically structured as a lease and is not subject to state laws that 

regulate credit and lending (Barr et al., 2012). 
o Like other forms of AFS credit, rent-to-own allows people to make purchases 

without having good credit. 
o Products can be used right away. 
o The cost of rent-to-own is far higher than the retail price, and may include fees such 

as processing, delivery and pick-up, installation, and reinstatement fees. 
o If even one payment is missed, the item can be repossessed and the customer loses 

everything spent so far. 
o The rent-to-own store may pull a credit report to verify borrower information and 

may report payments to the credit bureaus, which could show up on the person’s 
credit report. 

 
 Slide 35 – Pawnshop loans  
• Pawnshop loans offer cash to people who surrender their possessions as collateral 

(Carter, 2015) 
• How pawnshop loans work:  

o The pawnshop lends a portion of the value of the possessions, typically half or less 
of the actual value (Collins, 2015). 

o If the borrower does not reclaim the item within a certain time, the lender can sell 
the possession to pay for its loan. 

• Pawnshops are regulated by state and sometimes localities on terms, interest rates, and 
locations (Carter, 2015). Pawnshops in some other countries, such as France, are run by 
the government and are highly regulated. 
 

 Slide 36 – Tax-time financial products 
• Tax-time is an opportunity for financially vulnerable families to receive an infusion of 

cash, especially for those who can file for earned income tax credits (EITC). The money 
is often used to pay off bills and accumulated debt. “The EITC is the largest anti-poverty 
program for working families….”  (National Consumer Law Center, 2020, p. 1).  

• The PATH Act of 2015 mandated delay of tax refunds for filers claiming EITC until 
February 15.  
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• Refund delays can harm cash-strapped families, and some families look for 
opportunities to receive their funds earlier.  

• Some lenders and tax return preparers fill this need by selling tax refund anticipation 
checks (also called refund transfers) and tax refund anticipation loans (also called tax 
refund advances) to facilitate tax preparation and early receipt of funds.  

• The tax preparation fees and interest rates reduce the full amount of the refund and can 
be costly (National Consumer Law Center, 2020).    

• Tax refund anticipation checks (or refund transfers) are loans that use a borrower’s 
anticipated federal income-tax refund as collateral (Wu & Best, 2015).  

• How refund anticipation checks work:  
o A tax preparer uses information of a borrower’s income to estimate the amount of 

their tax refund and works with a bank to open a temporary account controlled by 
the lender who issues the refund anticipation check. 

o When the Internal Revenue Service (IRS) deposits the refund into the account, the 
lender will subtract the original loan amount, fees, and interest, issuing the 
borrower a check for remaining funds. 

o Refund anticipation checks speed up the process of filing the return and receiving 
the refund. 

o They enable the taxpayer to cover tax preparation fees out of the refund instead of 
paying up front. 

o However, lenders charge for tax preparation services, which typically range from 
$30 to $50 (CFPB, 2019).  

• Tax refund anticipation loans (or refund advances) are nonbank loans offered by payday 
lenders or other nonbank business. (In earlier years, banks provided these types of 
loans but federal regulation forced them out and thus are now less common) (Wu & 
Best, 2015).  

• Low-income taxpayers do have accessible alternatives that are free of charge. Free tax 
preparation assistance is available from Volunteer Income Tax Assistance (VITA) sites, 
operated by the IRS and local nonprofits in in communities across the United States. 
These sites often match the speed of a commercial preparer in filing the return and 
receiving the refund (IRS, 2020).  
 

Slide 37 - Spotlight on Policy: The Consumer Financial Protection Bureau 
• Established by the Dodd Frank Wall Street Reform and Consumer Protection Act of 2010. 
• The CFPB is charged with empowering and educating consumers to take control of their 

financial lives, and writing rules, supervising companies, and enforcing laws to 
financially protect consumers from predatory companies and practices (CFPB, 2019).   
o For example, the CFPB monitors provider compliance with federal laws and 

regulations governing prepaid cards, debt collection, payday loans, overdraft 
features on savings and checking accounts, and other AFS products and services 
(CFPB, 2014a). 

o The CFPB investigated and prosecuted mortgage, title, and real-estate companies 
that violated laws (CFPB, 2015), although recent changes have diminished these 
regulatory actions. 

o It enforced regulations that apply to remittances by immigrants to their country of 
origin (CFPB, 2013c). 

o From 2011 to 2017, the CFPB reported handling 1.2 million consumer complaints, 
and providing $12 billion in consumer protections to 29 million consumers (CFPB, 
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2017). The Trump Administration has since sought to retract much of its 
enforcement and oversight.  

• The CFPB issues reports and guides for use by providers and consumers on using 
financial services and avoiding fraud and scams, and invites feedback on subjects 
relevant to financially vulnerable families (Cordray, 2014). For example, the CFPB 
collected public input on how consumers learn about and use overdraft programs 
(Stein, 2012). 
o *Important* for social workers: The CFPB developed a toolkit, “Your Money, Your 

Goals,” which guides practitioners working with financially vulnerable families 
(CFPB, n.d.-b). 
 

Slide 38 –Spotlight on an Organization: Cities for Financial Empowerment 
Fund - Bank On 
• The Cities for Financial Empowerment Fund (CFE) provides funding and technical 

assistance to support mayors in placing “. . . systemic financial empowerment programs 
and policies into city services to improve individual and family financial stability” (see 
https://cfefund.org/approach/). The CFE focuses on asset building, banking access, 
consumer financial protection, and financial education and counseling. They partner 
with local governments, nonprofits, and financial institutions to lower barriers to 
banking.  

• The CFE coordinates “Bank On,” a national initiative across the United States that 
facilitates access to safe and affordable financial products through local coalition action, 
and coordinating with national banking, regulatory, and nonprofit partners.  

• The CFE created the first ever National Account standards for bank accounts that 
identify the following core features: a low minimum opening deposit, no overdraft or 
account inactivity fees, limited fees on paper statements and free electronic statements, 
transaction capabilities such as a debit or prepaid card, and online bill pay (Cities for 
Financial Empowerment, 2019; 2020a).  

• As of October, 2020, 57 financial institutions that include more than 24,000 branches 
have products that meet the Bank On national account standards. There are also 84 
coalitions working across the country. (Bank On, 2020). See 
https://joinbankon.org/coalitionmap/#accounts.  

• The CFE supports Financial Empowerment Centers in more than 50 cities across the 
United States (Cities for Financial Empowerment, 2020b). 
 

Slide 39 – Informal Financial Services  
 

 

Slide 40 – What are informal financial services? 
• Informal financial services are nonlegal and unregulated agreements to exchange cash 

now for promise of cash in the future (Schreiner, 2001).  
• Typical informal financial services are borrowing arrangements from relatives and 

friends or community sources such as moneylenders and savings groups. In fact, these 
are often the “first stop” for low-income households. Although sometimes they pose a 
risk to the saver or borrower, they are often beneficial.  

• Advantages:  
o flexibility 
o convenience 

https://cfefund.org/approach/
https://joinbankon.org/coalitionmap/#accounts
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o terms that can be renegotiated 
o rules defined by local customs 

• Disadvantages:  
o not insured 
o loans are small and short-term 
o no protections if a party fails to live up to the bargain 
 

Slide 41 – Storing money at home and borrowing from friends and family 
• Storing money at home is common. Even people with bank accounts often keep money 

on hand at home (Morduch, Odgen, & Schneider, 2014), but some people may keep all of 
their money at home for a variety of reasons, including a lack of trust in banks.  
o Advantages: 
 Money stored at home is safe from debt collectors or garnishment. They also do 

not affect eligibility for public benefits.  
 It is accessible in a pinch, when there is an unexpected expense.  

o Disadvantages: 
 Money at home can be stolen or lost in a natural disaster. 
 It is also more likely to be spent or lent to others. 
 Money stored at home does not build the person’s credit or accumulate interest 

as it would in a financial account. 
• Informal borrowing from family, friends, and colleagues is the second most common form 

of borrowing after credit cards (Morduch et al., 2014). 
o Advantages 
 Terms of these agreements vary but the rate of interest is usually low or 

nonexistent. 
 Sometimes these loans are forgiven or never repaid. 

o Disadvantages 
 Does not build credit 
 Can complicate personal relationships 

 
Slide 42 – Money lenders 
• Money lenders, sometimes called “loan sharks,” provide loans, often with high interest 

rates. These are often individuals who work informally in lower income communities. 
People are referred via word of mouth. 
o Borrowers typically make weekly payments. If payments are missed, the lender can 

demand payment of the full loan balance— or threaten to take property from the 
borrower. 

o Money lenders, who work outside the law, can turn to illegal methods to collect 
debts, including violence and extortion. 

o Money lenders are more widespread in developing countries, but they also exist in 
the United States, especially in immigrant communities (Baradaran, 2015). 

 
Slide 43 – Savings groups 
• Often called Rotating Savings and Credit Associations, or ROSCAs, savings groups offer 

consumers an informal but structured opportunity to save and access larger sums of 
money.   
o They are most common in communities that lack access to mainstream financial 

services. They are especially common in immigrant communities where there are 
strong, trusted social relationships, and may be distrust of banks. 
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o They are created and operated by the savers themselves, or are organized by 
nonprofits. 

o In a ROSCA, each member makes a monthly deposit and the combined deposit is 
given to one member each month for an agreed-upon length of time (Collins, 
Morduch, Rutherford, & Ruthven, 2009). 

o Each member receives the pooled money until all members have taken a turn.  
o A ROSCA gives members the means to buy large items or make large investments. 

Once everyone receives a turn, they can start again. 
o In some circumstances, ROSCA savings may be reported to credit bureaus in order to 

help members build a credit record (Parker, 2013). 
 

Slide 44 – Spotlight on an Organization: The Financial Health Network  
• The Financial Health Network (formerly Center for Financial Services Innovation) is a “. 

. . resource for business leaders, policymakers, and innovators united in a mission to 
improve the financial health of their customers, employees, and communities” (The 
Financial Health Network, 2020).  

• Any type of organization that wants to improve the financial health of their clients or 
customers can be a member. They follow a cross-sector partnership approach to 
provide: 
o Research and analysis 
o Measurement tools 
o Advisory services 
o Innovation support 
o Membership services 

 
Slide 45 – Discussion: Financial services for Yolanda and Tamika  

[Instructor: Discuss with students how they could help Yolanda and Tamika, and others like 
them, to move toward greater financial inclusion. What products and services would you 
recommend? What policies and services would you change or expand?]  

Slide 46 – Financial products and services tailored for financially vulnerable 
households  
• Practitioners can assist their clients by connecting them to safe and affordable banking 

services (Birkenmaier, 2012).  
• Efforts to connect people with banking services include partnerships among state and 

local governments, nonprofits, and financial institutions (National League of Cities, 
2014). Examples of supportive banking services include: 
o Savings accounts with low minimum balances, such as entry-level accounts for 

children and youth 
o Credit, savings, and technical assistance for youth accounts (MyPath, 2020)   
o “Second-chance” checking accounts for people who do not qualify for basic checking 

accounts 
o Small, short-term personal loans that do not require extensive credit checks or 

collateral 
o Referrals to budget and credit counseling and financial coaching offered at no cost 
o Special savings opportunities associated with public assistance and housing 

programs (Center on Budget and Policy Priorities, 2020) 
o State-wide policies of inclusive Child Development Accounts 

https://finhealthnetwork.org/about/
https://mypathus.org/the-opportunity/
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o Affordable lending programs in low-income communities (U.S. Department of the 
Treasury, Community Development Financial Institutions Fund (CDFI), n.d.) 

 
Slide 47 – Summary of what we learned 
• Everyone, including low-income and financially vulnerable families, require access to a 

range of financial services. 
• For unbanked and underbanked families, this often includes AFS because of the 

limitations of and discrimination by mainstream financial services. 
• Many households face barriers to conducting financial affairs safely and at low cost. 

Practitioners must understand these barriers and be able to help generate and 
communicate effective solutions. 

• Many financial institutions and nonprofit organizations are working to develop 
products and services that reach the unbanked and underbanked. Practitioners can 
participate in advocating for these reforms. 
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	 Loans range in amount and payment but a common loan amount is $500 with repayment ranging from $10 to $30 for every $100 loaned, with repayment typically between 2 and 4 weeks. For a 2-week loan, this equates to an annual percentage interest rate of...
	 Here’s how they work:
	o Borrowers must provide a recent pay stub and recent bank statements.
	o The borrower also must write a check for the amount of the loan plus interest even if the funds are not yet available in the borrower’s checking account. The check is held by the lender but not cashed until the lender hears back from the borrower on...
	o On the borrower’s next payday, the borrower may: (a) pay the loan back by allowing the lender to cash the check, (b) renew the loan by paying the interest owed, or (c) fail to pay and default on the loan.
	o If the borrower does not pay, the lender may try to cash the borrower’s check. This can result in fees for “insufficient funds” in the borrower’s bank account. Some states have laws requiring payday lenders to offer extended repayment plans.
	 Auto title loans are short-term loans that use a borrower’s vehicle title as collateral (Pyles, 2018). The borrower does not need a bank account to qualify. The loan amount is usually for 25% to 50% of the value of the car.
	 Auto title loans are the third largest type of debt held by Americans.
	 Approximately 2 million Americans use auto title loans annually and spend about $3 billion on fees. The typical annual percentage rate is 300% (Federal Trade Commission, 2014; Pew Charitable Trusts, 2015).
	 How auto title loans work:
	o The length of the loan is typically for 1 month.
	o If the loan is not repaid, the lender can take possession of the vehicle or the borrower can roll over the loan into a new loan, which includes new fees and interest (Federal Trade Commission, 2014).
	o Like payday loans, military members have some protections.
	 One in nine auto title borrowers have their vehicles repossessed because they fall behind on payments (CFPB, 2016a). Having a car repossessed can be catastrophic for low-income households, leaving them no way to get to work and run errands. For thos...
	 Some states attempt to regulate, but others leave loopholes enabling lenders to evade regulatory oversight (Hawkins, 2012). The Consumer Federation of America provides a chart of lending regulations by state: https://consumerfed.org/wp-content/uploa...
	o Consumer installment loans usually are secured through collateral such as cars, consumer electronics, power tools, and jewelry (Kiel, 2013).
	o They have longer terms than payday loans, often 120 days or more.
	o There is a set number of payments, typically scheduled to stretch over a year or two, and interest rate vary.
	o Lenders often encourage borrowers to purchase unnecessary insurance that covers the loan in case of unemployment, disability, or death.
	o Some consumer installment loans do not require collateral, and are made based on the borrower’s creditworthiness (credit score).
	 Mainstream financial institutions now offer these types of loans based on recent changes in banking regulations, along with alternative financial providers (Bourke & Horowitz, 2020).
	 Rent-to-own is a leasing contract that requires payments for an initial period, after which the person can pay the remainder of the purchase price, continue making payments, or return the item and end the lease (Federal Trade Commission, 2015). Exam...
	 This transaction is another way for financially constrained people to purchase furniture, appliances, and electronics through installment payments.
	 How rent-to-own works:
	o Rent-to-own is typically structured as a lease and is not subject to state laws that regulate credit and lending (Barr et al., 2012).
	o Like other forms of AFS credit, rent-to-own allows people to make purchases without having good credit.
	o Products can be used right away.
	o If even one payment is missed, the item can be repossessed and the customer loses everything spent so far.
	o The rent-to-own store may pull a credit report to verify borrower information and may report payments to the credit bureaus, which could show up on the person’s credit report.
	 Pawnshop loans offer cash to people who surrender their possessions as collateral (Carter, 2015)
	 How pawnshop loans work:
	o The pawnshop lends a portion of the value of the possessions, typically half or less of the actual value (Collins, 2015).
	o If the borrower does not reclaim the item within a certain time, the lender can sell the possession to pay for its loan.
	 Pawnshops are regulated by state and sometimes localities on terms, interest rates, and locations (Carter, 2015). Pawnshops in some other countries, such as France, are run by the government and are highly regulated.
	 Tax-time is an opportunity for financially vulnerable families to receive an infusion of cash, especially for those who can file for earned income tax credits (EITC). The money is often used to pay off bills and accumulated debt. “The EITC is the la...
	 The PATH Act of 2015 mandated delay of tax refunds for filers claiming EITC until February 15.
	 Refund delays can harm cash-strapped families, and some families look for opportunities to receive their funds earlier.
	 Some lenders and tax return preparers fill this need by selling tax refund anticipation checks (also called refund transfers) and tax refund anticipation loans (also called tax refund advances) to facilitate tax preparation and early receipt of funds.
	 The tax preparation fees and interest rates reduce the full amount of the refund and can be costly (National Consumer Law Center, 2020).
	 Tax refund anticipation checks (or refund transfers) are loans that use a borrower’s anticipated federal income-tax refund as collateral (Wu & Best, 2015).
	 How refund anticipation checks work:
	o A tax preparer uses information of a borrower’s income to estimate the amount of their tax refund and works with a bank to open a temporary account controlled by the lender who issues the refund anticipation check.
	o When the Internal Revenue Service (IRS) deposits the refund into the account, the lender will subtract the original loan amount, fees, and interest, issuing the borrower a check for remaining funds.
	o Refund anticipation checks speed up the process of filing the return and receiving the refund.
	o They enable the taxpayer to cover tax preparation fees out of the refund instead of paying up front.
	o However, lenders charge for tax preparation services, which typically range from $30 to $50 (CFPB, 2019).
	 Tax refund anticipation loans (or refund advances) are nonbank loans offered by payday lenders or other nonbank business. (In earlier years, banks provided these types of loans but federal regulation forced them out and thus are now less common) (Wu...
	 Low-income taxpayers do have accessible alternatives that are free of charge. Free tax preparation assistance is available from Volunteer Income Tax Assistance (VITA) sites, operated by the IRS and local nonprofits in in communities across the Unite...
	 Established by the Dodd Frank Wall Street Reform and Consumer Protection Act of 2010.
	 The CFPB is charged with empowering and educating consumers to take control of their financial lives, and writing rules, supervising companies, and enforcing laws to financially protect consumers from predatory companies and practices (CFPB, 2019).
	o For example, the CFPB monitors provider compliance with federal laws and regulations governing prepaid cards, debt collection, payday loans, overdraft features on savings and checking accounts, and other AFS products and services (CFPB, 2014a).
	o The CFPB investigated and prosecuted mortgage, title, and real-estate companies that violated laws (CFPB, 2015), although recent changes have diminished these regulatory actions.
	o It enforced regulations that apply to remittances by immigrants to their country of origin (CFPB, 2013c).
	o From 2011 to 2017, the CFPB reported handling 1.2 million consumer complaints, and providing $12 billion in consumer protections to 29 million consumers (CFPB, 2017). The Trump Administration has since sought to retract much of its enforcement and o...
	 The CFPB issues reports and guides for use by providers and consumers on using financial services and avoiding fraud and scams, and invites feedback on subjects relevant to financially vulnerable families (Cordray, 2014). For example, the CFPB colle...
	o *Important* for social workers: The CFPB developed a toolkit, “Your Money, Your Goals,” which guides practitioners working with financially vulnerable families (CFPB, n.d.-b).
	 The Cities for Financial Empowerment Fund (CFE) provides funding and technical assistance to support mayors in placing “. . . systemic financial empowerment programs and policies into city services to improve individual and family financial stabilit...
	 The CFE coordinates “Bank On,” a national initiative across the United States that facilitates access to safe and affordable financial products through local coalition action, and coordinating with national banking, regulatory, and nonprofit partners.
	 The CFE created the first ever National Account standards for bank accounts that identify the following core features: a low minimum opening deposit, no overdraft or account inactivity fees, limited fees on paper statements and free electronic state...
	 As of October, 2020, 57 financial institutions that include more than 24,000 branches have products that meet the Bank On national account standards. There are also 84 coalitions working across the country. (Bank On, 2020). See https://joinbankon.or...
	 The CFE supports Financial Empowerment Centers in more than 50 cities across the United States (Cities for Financial Empowerment, 2020b).
	 Informal financial services are nonlegal and unregulated agreements to exchange cash now for promise of cash in the future (Schreiner, 2001).
	 Typical informal financial services are borrowing arrangements from relatives and friends or community sources such as moneylenders and savings groups. In fact, these are often the “first stop” for low-income households. Although sometimes they pose...
	 Advantages:
	o flexibility
	o convenience
	o terms that can be renegotiated
	o rules defined by local customs
	 Disadvantages:
	o not insured
	o loans are small and short-term
	o no protections if a party fails to live up to the bargain
	 Storing money at home is common. Even people with bank accounts often keep money on hand at home (Morduch, Odgen, & Schneider, 2014), but some people may keep all of their money at home for a variety of reasons, including a lack of trust in banks.
	o Advantages:
	 Money stored at home is safe from debt collectors or garnishment. They also do not affect eligibility for public benefits.
	 It is accessible in a pinch, when there is an unexpected expense.
	o Disadvantages:
	 Money at home can be stolen or lost in a natural disaster.
	 It is also more likely to be spent or lent to others.
	 Money stored at home does not build the person’s credit or accumulate interest as it would in a financial account.
	 Informal borrowing from family, friends, and colleagues is the second most common form of borrowing after credit cards (Morduch et al., 2014).
	o Advantages
	 Terms of these agreements vary but the rate of interest is usually low or nonexistent.
	 Sometimes these loans are forgiven or never repaid.
	o Disadvantages
	 Does not build credit
	 Can complicate personal relationships
	 Money lenders, sometimes called “loan sharks,” provide loans, often with high interest rates. These are often individuals who work informally in lower income communities. People are referred via word of mouth.
	o Money lenders, who work outside the law, can turn to illegal methods to collect debts, including violence and extortion.
	o Money lenders are more widespread in developing countries, but they also exist in the United States, especially in immigrant communities (Baradaran, 2015).
	 Often called Rotating Savings and Credit Associations, or ROSCAs, savings groups offer consumers an informal but structured opportunity to save and access larger sums of money.
	o They are most common in communities that lack access to mainstream financial services. They are especially common in immigrant communities where there are strong, trusted social relationships, and may be distrust of banks.
	o They are created and operated by the savers themselves, or are organized by nonprofits.
	o In a ROSCA, each member makes a monthly deposit and the combined deposit is given to one member each month for an agreed-upon length of time (Collins, Morduch, Rutherford, & Ruthven, 2009).
	o Each member receives the pooled money until all members have taken a turn.
	o A ROSCA gives members the means to buy large items or make large investments. Once everyone receives a turn, they can start again.
	o In some circumstances, ROSCA savings may be reported to credit bureaus in order to help members build a credit record (Parker, 2013).
	 The Financial Health Network (formerly Center for Financial Services Innovation) is a “. . . resource for business leaders, policymakers, and innovators united in a mission to improve the financial health of their customers, employees, and communiti...
	 Any type of organization that wants to improve the financial health of their clients or customers can be a member. They follow a cross-sector partnership approach to provide:
	o Research and analysis
	o Measurement tools
	o Advisory services
	o Innovation support
	o Membership services
	[Instructor: Discuss with students how they could help Yolanda and Tamika, and others like them, to move toward greater financial inclusion. What products and services would you recommend? What policies and services would you change or expand?]
	 Practitioners can assist their clients by connecting them to safe and affordable banking services (Birkenmaier, 2012).
	 Efforts to connect people with banking services include partnerships among state and local governments, nonprofits, and financial institutions (National League of Cities, 2014). Examples of supportive banking services include:
	o Savings accounts with low minimum balances, such as entry-level accounts for children and youth
	o Credit, savings, and technical assistance for youth accounts (MyPath, 2020)
	o “Second-chance” checking accounts for people who do not qualify for basic checking accounts
	o Small, short-term personal loans that do not require extensive credit checks or collateral
	o Referrals to budget and credit counseling and financial coaching offered at no cost
	o Special savings opportunities associated with public assistance and housing programs (Center on Budget and Policy Priorities, 2020)
	o State-wide policies of inclusive Child Development Accounts
	o Affordable lending programs in low-income communities (U.S. Department of the Treasury, Community Development Financial Institutions Fund (CDFI), n.d.)
	 Everyone, including low-income and financially vulnerable families, require access to a range of financial services.
	 For unbanked and underbanked families, this often includes AFS because of the limitations of and discrimination by mainstream financial services.
	 Many households face barriers to conducting financial affairs safely and at low cost. Practitioners must understand these barriers and be able to help generate and communicate effective solutions.
	 Many financial institutions and nonprofit organizations are working to develop products and services that reach the unbanked and underbanked. Practitioners can participate in advocating for these reforms.

