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According to the FDIC’s “2011 Survey of Unbanked and Underbanked Consumers,”
approximately 17 million adults in the United States, or 8.2 percent of the population,
do not have a checking or savings account—a group known as the “unbanked.”’ Another
one in five households in the United States are “underbanked,” meaning they do have
some sort of bank account but still use alternative, nonbank financial-services providers

such as check cashers and pawn shops.?

Living without a bank account means that these households, which rely largely on cash
for financial transactions, may pay more for financial services than those with bank
accounts. Check-cashing fees, for example, may range from 2 percent to S percent of
one’s paycheck or government-benefit check, and these fees have increased over time.?
To pay their bills, consumers may use money orders instead of checks at a minimum
cost of $1.20 per money order through the U.S. Postal Service or at similar rates at other
vendors.* A low-income worker who is paid $700 every two weeks, for example, could
spend more than $30 per month on financial services alone if he or she cashes a check

with a 2 percent check-cashing fee and then buys two money orders each month to pay

the bills.

While millions of households lack bank accounts, or do not fully take advantage of
them, 9 out of 10 American adults now have a cell phone.® In seven states and the
District of Columbia, there are more adults with cell phones than households with
bank accounts. In every state there are more adults with cell phones than there are
“fully banked” households—those that have bank accounts and do not use alternative

financial services.

This is a tremendous opportunity. Whether using smartphones or traditional cell
phones, having access to a mobile device means consumers have access to banking

information and tools at their fingertips. Mobile banking can help expand access to the
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services using just their mobile phones by automatically identifying and charging the

right card or account—generally rely on existing financial products.

Policymakers and regulators need to adjust to a world of mobile banking to ensure both
expanded access to banking services using this new tool, as well as consumer protec-
tions for those using mobile banking. This means encouraging innovation, as the U.S.
Treasury Department and the Consumer Financial Protection Bureau have both done
through partnerships with entrepreneurs and developers. It also means encouraging
greater consistency in how mobile banking tools should operate and how consumers
receive information while using these tools. It means setting standards for data security,
especially in cases where a mobile phone is lost or stolen. And it means monitoring the

existing financial products that underlie these tools.

This brief discusses the concerns of unbanked and underbanked consumers that make
mobile banking an increasingly attractive option, as well as the benefits and challenges

of using mobile banking to expand financial access.
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The attractiveness of mobile banking

For decades, access to banking centered on having access to bank or credit-union
branches in the community where customers could make deposits and withdrawals,
along with having access to loans. The limitations presented by a lack of local branches
were partially reduced by the advent of ATMs beginning in the 1970s, making it pos-
sible to withdraw cash at nonbranch locations and eventually to make deposits in some
cases.’ Internet banking tools have also made it possible to continually monitor account
balance information, manage bank accounts, and pay bills electronically. These trends
have contributed to a move away from branches for both banks and consumers: In 2010

the number of bank branches in the United States declined for the first time in 15 years.’

Meanwhile, the millions of unbanked consumers in America give several main reasons
for not having bank accounts. The most common reason, reported by about one-third of
unbanked households, is that they do not have enough money to open a bank account—
a general reason that may indicate concern with banks’ fees or simply a discomfort with
banks.® The next most-used reason on the list, according to the FDIC survey, is not
needing or wanting a bank account. Others report that they lack trust in banks, do not
like dealing with them, or that fees and minimum-balance requirements are too high.
For about 15 percent of households that once had bank accounts but do not anymore,
barriers to banking include having an account that was closed by the bank—potentially
for having too many overdrafts or bounced checks—or being unable to open an account

due to lack of proper identi-
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to white households. Among African Americans and Latinos, four out
of five have cell phones, and between 40 percent and 50 percent of both

groups have smartphones.

The same is true for younger consumers. About 90 percent of con-
sumers between the ages of 18 and 45 have cell phones, and nearly
two-thirds have smartphones, while only between half and two-thirds
are fully banked.

For all of these consumers, having a cell phone can be the gateway

to the convenience and low cost of affordable banking services even
if they do not like banks. For customers who may not want or have
access to traditional bank accounts, mobile banking also opens the
door to prepaid cards that can be accessed by mobile tools. Some pre-
paid cards still have substantial fees and limitations, but overall, these
cards increasingly resemble bank accounts. They are often marketed
as “bank account substitutes,” and it has been suggested that they

should share common regulations.'

The power of mobile banking is particularly poignant for the growing
number of consumers who have smartphones but may not otherwise
have regular Internet access. Both Latinos and African Americans are
more likely to use their mobile devices to access the Internet—76
percent and 73 percent, respectively—than white Internet users."'
Smartphone-banking tools—whether for traditional bank accounts
or for prepaid cards—can reach consumers where branches may not
exist or may not be convenient. And they can enable access to finan-
cial tools without the limitation of time or hours of operation. Prepaid
card provider NetSpend, which operates largely through Internet and
mobile tools, recently reported that 40 percent of loads, or deposits,

are made outside of traditional banking hours."

According to the market research firm Nielsen, beginning in 2012 the
majority of cell-phone users in the United States have smartphones,'
and most mobile-banking features are designed with smartphones in
mind. But standard mobile phones can also make banking services
more accessible through text alerts. Consumers can opt to receive text
messages when deposits or withdrawals are made or when balances
are running low, helping them better manage their accounts. Mobile
banking has become increasingly popular in the United States, with
28 percent of all mobile-phone owners and 48 percent of all smart-
phone owners having used mobile banking in the past year, according

to a Federal Reserve survey.'*
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It is worth noting that in some developing countries, banking has largely evolved using
mobile phones—an outgrowth of the telecommunications industry—in areas where less
traditional financial infrastructure exists." In sub-Saharan Africa, for example, it is esti-
mated that three out of every four adults is unbanked.'® As a result, mobile-based finan-
cial tools are designed to meet an enormous unmet need for banking services. In contrast,
mobile banking in the United States, where the vast majority of adults do have bank
accounts, largely relies on accessing existing financial institutions through smartphones.

What mobile banking can and cannot do

Mobile banking can both substitute for existing bank activities and open up new oppor-
tunities for unbanked and underbanked consumers. The following are a few cases of

mobile-banking innovations in action.

* Access to balance information and the ability to transfer funds: Mobile banking can
provide instant balance information, making it easier for consumers to track their
spending. Understanding account balances can enable consumers to recognize when
accounts are running low and respond accordingly by changing behavior, such as
reducing or delaying expenses, or transferring funds between accounts. As a result,
they are able to avoid costly overdrafts, which typically come with fees of about $35
per occurrence at most banks.!” Even consumers without smartphones can benefit
from text alerts that notify customers when balances are low or transactions are made.
Clarifi, a credit counseling service, has begun one pilot program that takes these alerts
a step further. Consumers in this program who are working to get out of debt can
receive text-message reminders when their monthly payments are due; and just in case
payments are late or financial goals are not met, they can choose to have friends and

family receive text-message alerts as well.'®

* Remote deposit capture: Remote deposit capture is a way to deposit checks without
physically bringing them to the bank. One of the earliest adopters of this technology
was USAA Federal Savings Bank in the early 2000s. It allowed regular customers to
scan the front and back of a check on a home computer and submit it online as a way
for its military-personnel customers to deposit checks no matter where they were
stationed.'” Remote deposit capture now usually involves taking photos of both sides
of the check using a mobile phone and then transmitting them through a smartphone
app. This allows customers to make deposits without dealing with the limited hours
and locations of bank branches or the fees of check cashers; indeed, it allows deposits
anywhere a cell-phone signal exists. Not only is this development positive for consum-
ers, but it can also be more affordable for financial institutions, reducing the costs of

check processing from 75 cents or more to only 4 cents per check.*
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* Bill payment: Just as remote deposit capture enables consumers to add funds without
accessing financial institutions, bill-pay options using either bank transfers or credit
card payments also help customers skip the need for checks or money orders. Again,
consumers are able to save money as well as time. The same transactions that could take
hours—Dby visiting different locations for cashing checks, buying money orders, and, in

some cases, even paying bills in person—can be handled on a mobile phone in minutes.

At the same time, mobile banking does have its limitations. Remote deposit capture
allows funds to be added to an account, but other tools typically only move money from
one account to another or help consumers manage existing deposits. Remote deposit
capture is also currently only available on smartphones, meaning regular cell phone
users do not have access to this feature. Mobile banking also cannot directly help con-
sumers who need access to cash or want to deposit cash. Mobile banking applications
may help consumers find free or low-cost ATM:s in a hurry, but some prepaid cards—
even if they have attractive mobile features—may not have options for free cash deposits

and may charge ATM fees for withdrawals regardless of where they are used.”

Mobile-banking products ultimately suffer from the same limitations as the bank
account or prepaid card underlying them. They may provide up-to-date account infor-
mation, but this information does not always reflect pending account activity such as
restaurant or gas-station purchases or check deposits that may take time to process. To
date, mobile banking suffers from some of the same challenges facing prepaid cards: It
offers transaction and money-management tools without necessarily expanding access
to savings or credit. Mobile-based accounts may make it easier to move money between
spending and savings vehicles but do not necessarily encourage savings or build a credit

history for the customer.

One of the remaining barriers to broader use of mobile-banking tools is data security.
According to the Federal Reserve’s most recent survey on mobile banking, while many
consumers were not concerned about security, about 40 percent of consumers reported
that they did not know whether mobile banking was safe or not.** Risks of either hackers
getting into accounts or phones being lost or stolen topped the concerns that consumers
had about mobile banking. For those who do not use mobile banking, data security was
similarly one of the most recently cited reasons for not participating. One of the major
tradeoffs in providing mobile data security, especially when dealing with the risk of theft
or loss, is that security measures designed to safeguard smartphones and their apps, such

as passwords and PINs, make it more time-consuming for users to access mobile features.

6 Center for American Progress | Banking by Hand(set): Using Mobile Banking to Expand Financial Access



Recommendations

Mobile banking has grown dramatically in recent years. The following recommendations
could make it even more popular and effective in serving both unbanked and under-

banked consumers, as well as the fully banked.

Continued public and private support for competitive innovation efforts

In recent years the federal government has been supportive of efforts to innovate in
mobile financial services. In 2011 the U.S. Department of the Treasury launched the
MyMoneyAppUp challenge in partnership with the Center for Financial Services
Innovation and the Doorways to Dreams, or D2D, Fund, which solicited ideas for use-

ful smartphone apps and encouraged partnerships with mobile software developers to
launch actual products.” The president’s budget for fiscal year 2014 features a proposed
$5 million Financial Capability Innovation Fund, which would include competitive grants
and contracts for federal agencies and state and local governments to conduct pilots that
increase access to financial services, improve savings rates, and improve financial out-
comes.** And through Project Catalyst, the Consumer Financial Protection Bureau has

been engaged with Silicon Valley entrepreneurs looking at new financial products.>

Similar efforts have taken place in the private sector, most notably with financial capabil-
ity innovation grants issued by the nonprofit Center for Financial Services Innovation,
which recently launched a second round that distributed over $2.5 million in grant sup-
port.? All of these investments help drive innovative products that are safe and afford-

able for consumers and demonstrate new partnerships with financial institutions.

Standardized procedures and disclosures for mobile services

There are two areas where financial institutions’ remote deposit-capture policies vary
considerably. First, banks have different eligibility requirements before a consumer

can take advantage of this service, such as a waiting period after opening an account or
certain behaviors that disqualify a customer. These requirements are designed to prevent
fraud and reduce the risk ofloss.”” Second, banks have different policies about when
funds will be made available and at what cost. Some banks and credit unions will make
funds available the next business day at no charge unless there is difficulty in process-
ing the check. USBank charges 50 cents for each deposit.*® Regions Bank offers a more
innovative approach, with several options at different price points for its bank-account
customers: 50 cents for access in two business days; $3 for deposits processed the same
night; and a minimum of $S to potentially have funds approved within five minutes. For
Regions prepaid customers, the only option is to pay for immediate access.”” Regions’
approach is certainly tailored to individual consumers’ preferences, and the cost remains

competitive with nonbank check-cashing services.
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Financial institutions are expected to have some variation in their products to better
meet the needs of their specific customers. But there is no clear standard for the infor-
mation consumers receive about remote deposit capture, including how long it will
take and how much it will cost. Financial institutions should make these terms clear in
plain language that is easily readable on the screen of a mobile device. This is especially
important for bank-account customers, for whom the alternative of depositing a check

at the bank may be less convenient but is certainly free.

Clear rules on data security and dispute resolution

As mentioned above, a large number of consumers are unsure whether their financial
information is secure when using mobile banking. When unauthorized activity takes
place involving a mobile phone, it involves several regulators, including nonfinancial
regulators such as the Federal Trade Commission.*® To successfully attract consumers,
financial institutions should be required to apply Regulation E provisions for dispute
resolution—which limit consumers’ liability when they report unauthorized access—to
all mobile-banking products, whether they rely on a credit card, an underlying bank
account, or a prepaid card. Some institutions comply voluntarily, but these policies could
change at any time.*' Financial institutions should also work with smartphone manufac-

turers to ensure that financial data will not be compromised if a phone is lost or stolen.

Moving toward more standardized regulations across
prepaid and bank account platforms

As prepaid cards increasingly resemble bank accounts, the need for common regulations
becomes more important. In the case of mobile banking, the differences between these
two platforms are quite small. Mobile-banking customers are able to deposit checks, pay
bills, and transfer funds whether they are accessing a prepaid card or a bank account in
the process. Developing common regulations across platforms will protect consumers
regardless of the financial products they choose and will prevent financial institutions

from seeking to expand prepaid products as a way of avoiding bank regulations.
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Conclusion

Mobile banking is a powerful tool for expanding access to banking services beyond

the limits of traditional bank branches. It has enormous potential, particularly among
the millions of Americans who may have a cell phone but do not have a bank account.
Addressing data-privacy concerns, providing more standardized regulations, and foster-
ing innovation in this sector will help the push toward mobile banking better achieve its

financial access goals.

Joe Valenti is the Director of Asset Building at American Progress. The author would like to
thank Katie Switzer for her assistance with this brief and Rob Levy, director of research at the
Center for Financial Services Innovation, for his helpful insights.
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