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CHAPTER ONE | SETTING THE SCENE

Why is Immigrant Financial
Access so Important?

Full economic integration of immigrants requires that they have
access not only to the informal financial sector but also to the formal one,
including banking, insurance, pension funds, and other institutions. Only
by using such institutions will immigrants successfully expand their range
as entrepreneurs, become homeowners, build credit histories, save for
retirement, and insure against financial and other risks.

Ben S. Bernanke, Member, Board of Governors of the
Federal Reserve System, remarks at the Financial Access for
Immigrants: Learning from Diverse Perspectives Conference,

April 16, 2004, Chicago Fed

Introduction

The United States has long benefited from the aspirations, talents, and hard work
of the many immigrants who have settled here. Each generation has debated the
costs of immigration and its benefits and grappled with how best to incorporate
immigrants into U.S. society. The unparalleled size and growth of the contemporary
immigrant population means that these conversations and debates continue
today in communities throughout the country. The well-being of the nation
increasingly depends on whether immigrants’ economic progress keeps up with
their demographic growth.

Whether they come seeking economic opportunity or fleeing political turmoil,
immigrants are united in the desire to create a better life for themselves and their
children. Immigrants and the native-born also find common ground in their
shared wish to create a safe, secure, and prosperous future for themselves and their
children. Along the path to achieving their economic goals, immigrants must make
many choices about how to navigate the U.S. financial system. These choices can
accelerate the integration process or slow it down.

Financial access—knowing what one’s financial options are and having products and
services to choose from—is fundamentally linked to economic prosperity. Study after
study shows that across countries and across states, financial development enhances
economic development and growth. A key measure of success for the millions of
immigrants who come to the U.S. seeking economic prosperity is the extent to which
they participate in the financial mainstream. The degree to which immigrants use
mainstream financial services is also an important indicator of how successful we, as a
society, are in profiting from the ambition and hopes that bring many immigrants to the
United States. Strategies that help immigrants become productive members of society
benefit not just immigrants, but all residents of the communities where they live.

2 FINANCIAL ACCESS FOR IMMIGRANTS:



SETTING THE SCENE | CHAPTER ONE

Immigration Continues to Transform the
United States

Immigration in the United States is at a 70-year high

In both absolute and relative terms, immigration in the United States is at a 70-year
high. Between 1990 and 2000, the immigrant population grew by 57 percent. Today
at least one in nine American residents, or 35 million people, was born abroad.
Immigrants make up 12 percent of the overall population; children of immigrants
account for 22 percent of the population younger than six and 20 percent of the
population ages 6 to 17.! Not since 1930 has the percentage of the U.S. population
that is foreign-born been higher.
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LESSONS FROM DIVERSE PERSPECTIVES

In this publication,
“immigrant” refers to
individuals living in the

United States who were born
elsewhere, with the exception
of Americans born abroad

to U.S. citizen parents and
people born in U.S.-owned
territories. In official parlance,
the Bureau of U.S. Citizenship
and Immigration Services
(formerly the Immigration and
Naturalization Service) uses
the term “immigrant” to denote
a person admitted to the
United States for permanent
residence.

FIGURE 1.1
Total Foreign-Born
and Percentage
Foreign-Born in
the United States,
1900-2000

Foreign-Born Population
(in millions)

® Percent of Total Population

Source: U.S. Census Bureau.
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FIGURE 1.2
Growth in Immigrant
Population, 1990-2000

[ States with largest
immigrant population

Less than 25.5% growth
(5 states)

[ 25.5% to 57.4% growth
(15 states)

[0 57.5% to 114.5% growth
(18 states)

I Over 114.5% growth
(13 states)

Source: U.S. Census Bureau.

Immigration affects virtually every community

In the 1990s, immigration changed from a phenomenon that had a major impact
on just a few places to one that influences nearly every community in the United
States. States with virtually no 20th century experience of immigration have seen
the most rapid growth in their immigrant populations since 1990. While a few
states — California, Texas, New York, New Jersey, Illinois, and Florida— continue
to host the majority of immigrants, growth in the immigrant population has been
highest in states like North Carolina, Georgia, and Tennessee. Immigrants have
been drawn to areas with strong economic growth across a diverse set of industries

that employ many foreign-born workers.
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SETTING THE SCENE | CHAPTER ONE

Widespread Participation in the Financial
Mainstream Characterizes Thriving
Communities

Healthy communities offer broad financial access to all residents

In cities where a greater share of residents have abank account, income, employment,
and homeownership rates are higher, while crime rates are lower. Whether having
a bank account causes socially desirable outcomes, like greater income and higher
homeownership rates, has not been determined. It is clear, however, that the extent
of financial access is an important indicator of the overall economic and social
well-being of a community.
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LESSONS FROM DIVERSE PERSPECTIVES

Bank is used throughout
the document as a catch-
all term for mainstream
financial institutions,
including banks, thrifts,
and credit unions.

FIGURES 1.3-1.6

The lines represent

a linear relationship
between income,
employment, home-
ownership, crime,

and the percentage of
Metropolitan Statistical
Area (MSA) residents
who have a bank
account.

Source for Income (monthly

per capita household income),
Employment, and Homeowner-
ship: Authors’ calculations from
1996-2000 Survey of Income
and Program Participation (SIPP)
data.

Source for Crime: Authors’
calculations from 1996-2000
SIPP data and Federal Bureau of
Investigation 2000 Unified Crime
Reports data.

Restricted to MSAs with at least
200 individuals 18 and over in the
1996-2000 SIPP data.
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FIGURE 1.7

Financial Activities of
Immigrants and the
Native-Born

[ Immigrants
I Native-born

Source: Authors’ calculations
using 1996-2000 SIPP data.

FIGURE 1.8

The line represents
the linear relationship
between concentra-
tion of immigrant
population and the
percentage of resi-
dents who have a
bank account.

Source: Authors’ calculations
using 1996-2000 SIPP data.

Restricted to MSAs with at least
200 individuals 18 and over in
the 1996-2000 SIPP data

Immigrants and immigrant communities lack broad financial access

Compared to individuals who were born in the United States, immigrants are
much less likely to be connected to the financial mainstream. While 76 percent of
native-born household heads have a checking account, only 63 percent of immi-
grant household heads have a checking account. This pattern is repeated for savings
accounts, homeownership, and stock ownership, with the gap between immigrant
and native-born connections to the financial mainstream increasing with the
sophistication of the financial product. While 27 percent of the native-born own
stock outside a retirement account, less than half as many immigrants, only 13
percent, own stock. In addition, communities with large numbers of immigrants
have lower rates of overall bank account ownership, for both immigrants and the
native-born.
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SETTING THE SCENE | CHAPTER ONE

Many Players Have a Stake in Immigrant
Financial Access

Together with the size and the distribution of the immigrant population, the link
between social and economic well-being and financial access, at both an individual
and at a community level, makes it clear that connecting immigrants to the financial
mainstream is a concern shared by many including:

Financial Service Providers. Immigrants constitute a new growth market for
the financial industry. They are potential buyers not only of traditional products
like transaction accounts and loans, but also of services like international money
transfers. Banks and other financial institutions are reaching out to immigrants by
implementing strategies to attract and serve immigrant customers. Chapter 3 con-
tains a detailed discussion of financial industry initiatives aimed at the immigrant
market.

Public Safety Officials. Law enforcement officials and residents of communi-
ties with large immigrant populations are also concerned about immigrant access
to banks. In several large cities, law enforcement officers have noted that immi-
grants are attractive targets for thieves who expect them to carry cash and to be
reluctant to report crime.? In some cases, this concern has led to partnerships like
one in Austin, Texas, where the police force and local banks created a program to
help immigrants open bank accounts. This program, along with other examples of
innovative partnerships that address immigrant financial access, is highlighted in
Chapter 4.

Regulators and Lawmakers. Regulators and lawmakers shape the environ-
ment in which immigrants and financial institutions interact. Laws that govern
who can legally immigrate to the United States influence the characteristics of the
immigrant population, which directly affects the ease with which immigrants can
make use of U.S. financial institutions.

Fair lending laws’ prohibit banks from discriminating on the basis of race, religion,
or national origin. The Community Reinvestment Act (CRA)* encourages banks
to help meet the credit needs of the communities in which they operate, including
those of low- and moderate-income individuals and neighborhoods. In addition,
financial institutions can receive CRA credit for providing low-cost remittance
products for immigrants. The USA PATRIOT Act sets guidelines for financial
institution Customer Identification Programs, which allow the acceptance of iden-
tification issued by foreign consulates. On the other hand, many legislative initia-
tives, at both the state and national level, are aimed at restricting access to U.S.
financial institutions for immigrants who have entered the country illegally.

A discussion of the evolving relationship between the regulatory and legal envi-
ronment and immigrant financial access is integrated throughout the entire

document.
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CHAPTER ONE | SETTING THE SCENE

Individuals and Organizations Concerned with Immigrant Well-Being.
Individuals and organizations that are involved in the economic and social
integration of immigrants also have an interest in immigrant financial access. These
organizations include social services agencies whose main mission is to work with
the immigrant community, as well as employers, schools, and labor unions. The
important ways in which these organizations have become partners in programs
to promote financial access are underscored in Chapter 4.

Immigrants Themselves. Financial access is of utmost concern to immigrants
themselves. Checking and savings accounts are indispensable tools in financial
planning and security. Banks offer many benefits, including:

o Safer alternatives to cash, like checking accounts,

o Secure and insured ways to save,

« Lower fees for services like check-cashing and international money transfers,

o Access to home and small business financing,

o Competitive interest rates on loans,

» A means to build a financial identity and plan for the future, and

« Coverage under consumer protection and fair lending laws.

In addition to these very immediate and often very tangible benefits, financial access
for immigrants conveys benefits to future generations - the children of immigrants
who make up the fastest growing segment of the U.S. population. Children often
mimic the financial behavior of their parents, so increasing bank account own-
ership among immigrants will likely lead to increased bank account ownership
among the children of immigrants as well.> Conversely, if the current generation
of immigrant adults continues to have low rates of bank account ownership, their
children are likely to as well.

The financial practices of immigrants, along with a detailed analysis of the factors
that influence bank account ownership among the immigrant population, are
discussed in the next chapter.

8 FINANCIAL ACCESS FOR IMMIGRANTS:
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CHAPTER TWO | THE CUSTOMER

Financial Practices of
Immigrants

Immigrants could benefit enormously from better access to low-cost,
convenient, and efficient financial services. Although immigrants are more
likely to be employed than native-born individuals, they are also more
likely to be working in low-wage jobs. Despite their relatively low incomes,
in 2004 immigrants managed to send $34 billion in remittances to their
families in Latin America and the Caribbean, at a cost of approximately
$2.4 billion in fees. Less noted, but of potentially equal or even greater
importance for both immigrants without bank accounts and the financial
industry, is that immigrants rely heavily on the alternative financial
services sector — check-cashers, in this case — to cash their paychecks.
Immigrant fees for check-cashing total approximately $2 billion annually.
Cutting the fees paid for remittances and check-cashing in half could put
an additional $155 in the hands of each immigrant family every year.'

Introduction

The multi-billion dollar Immigrants’ decisions to avoid banks on one hand and patronize the alternative
alternative financial services
sector includes check-cashing

outlets, money transfer firms, hand find their roots in three broad factors.
payday lenders, and pawnshops.

financial services sector for check-cashing and remittance services on the other

First, socioeconomic and demographic characteristics like age, education, ethnicity,
and income play a role in immigrant as well as native-born choices regarding
financial services. These characteristics are only part of the story, however.
Immigrants are less likely to have checking and savings accounts compared with
the native-born, even after taking into account differences in socioeconomic and
demographic factors.

Second, characteristics that are unique to immigrants — time spent in the United
States, language barriers, intentions of returning to their native country, an
orientation toward country of origin institutional norms, legal status, and the
tendency to cluster in neighborhoods with other immigrants from the same country
— shape their financial choices as well.

Finally, these choices are influenced by the features of products and services offered
by banks compared with those offered by the alternative financial services sector
including: cost, anonymity, documentation requirements, minimum balance
requirements, and convenience — both in the United States and, in the case of
remittances, in the country of origin. Less tangibly, but of enormous importance,
the “culture” of the institution determines how welcoming and familiar it feels to a
potential immigrant customer.

12 FINANCIAL ACCESS FOR IMMIGRANTS:
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Immigrant Characteristics

Nearly half of the immigrant population arrived in the United States after
1990, and the immigrant population grows by about one million people
each year

Thirty-five million immigrants, representing virtually every country on the globe,
currently live in the United States.? More than half of the immigrant population was
born in Latin America. Mexico is the single largest source country, accounting for
about 30 percent of all immigrants. Twenty-five percent of immigrants were born
in Asia, and another 14 percent were born in Europe.’ Although most immigrants
come to the U.S. seeking economic opportunity, approximately 7 percent of
immigrants are refugees.* Political turmoil in their countries of origin drives their
decision to emigrate.

Country Percentage of U.S. Immigrants TABLE 2.1
who come from: Top 10 Source

Countries for U.S.

Mexico 29.5 Immigrants, 2000

China 4.9 Source: Malone et al., 2003.

Philippines 4.4

India 3.3

Vietham 3.2

Cuba 2.8

Korea 2.8

Canada 2.6

El Salvador 2.6

Germany 2.3

Two-thirds of all immigrants live in just six states: California, Texas, New
York, Florida, Illinois, and New Jersey. However, growth in the immigrant
population is highest outside of these states

Growth in the immigrant population is highest in new destination states: Arizona,
Nevada, North Carolina, Georgia, and Colorado.” Immigrants are more likely to
live in metropolitan areas and less likely to live in rural areas than the native-born.
Within metropolitan areas more than half of immigrants now live in the suburbs
rather than the central city.

The majority of immigrants, about 71 percent, are living in the United States
legally

About 32 percent of immigrants have become naturalized U.S. citizens and another
29 percent are legal permanent residents. In addition, another 10 percent entered

the U.S. legally as refugees, or they are temporary legal residents. Undocumented

LESSONS FROM DIVERSE PERSPECTIVES 13
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Two-thirds of all immigrants make up approximately 29 percent of the total immigrant population.®
children with undocu- The majority of undocumented immigrants, about 57 percent, come from Mexico.
mented immigrant Many immigrant families are of mixed legal status. For example, two-thirds of all
parents are U.S. children with undocumented parents are U.S. citizens.”
citizens.

Immigrants are younger than the native-born, and the children of
immigrants are a large and growing fraction of the U.S. population

Seventy percent of immigrants are between 18 and 54 years old, compared with
50 percent of people born in the United States.® Although immigrants account
for 12 percent of the overall population, children of immigrants account for about
20 percent of children 17 and younger living in the United States.” The number
of children with immigrant parents grew 15 percent from 1999 to 2002. Over the
same time period, the number of children whose parents were born in the United
States fell by 2 percent."

Immigrants are over-represented among those with very little education
and as likely as the native-born to have high levels of education

Thirty-three percent of immigrants have less than a high school education compared
with only 13 percent of the native-born. However, about 27 percent of both
immigrants and the native-born have a bachelor’s or more advanced degree."

Immigrants are a large and growing part of the U.S. labor force, but they are
more likely to work in low-wage jobs

Immigrants account for half of the growth in the labor force since 1995, and they
make up 15 percent of the work force."> Eighty-three percent of immigrant men
ages 20 to 64 are in the labor force compared with 80 percent of U.S.-born men
in the same age group. However, immigrant women are less likely to work than
women born in the United States. Working immigrants are over-represented in
blue collar and service sector jobs compared with workers born in the United States.
This difference is driven almost entirely by immigrants from Latin America. Asian
immigrants are more likely to be in professional occupations compared with the
native-born."” Meanwhile, nearly one-half of immigrant workers earn less than 200
percent of the minimum wage, compared with one-third of native-born workers."*

Compared with native-born households, a higher percentage of immigrant
households live below the poverty line

Seventeen percent of immigrants live in households with incomes below the
poverty line, compared with 12 percent of the native-born.”” The median income
of a family headed by an immigrant is $42,980, compared with $54,686 for families
headed by someone born in the United States.'® The median income of a family
headed by an immigrant from Latin America is just $34,798.

14 FINANCIAL ACCESS FOR IMMIGRANTS:



THE CUSTOMER | CHAPTER TWO

Factors that Drive Checking Account
Ownership

The figures cited in this section come from the authors’ analysis of the 1996-2000
Survey of Income and Program Participation (SIPP) data. The analysis includes
immigrants who live in metropolitan statistical areas and are 18 years or older."”

Immigrants are less likely to have checking accounts than the native-born

While the gap in participation rates between immigrants and the native-born is
striking for a broad range of financial services, the focus of this discussion is on
checking accounts. Checking accounts provide a safe and insured place to put
money and allow an individual to write checks, pay bills, and participate in direct
deposit payment opportunities. Seventy-six percent of the native-born have a
checking account, while only 63 percent of immigrants do.

For most people, including immigrants, checking accounts are their first
point of contact with the banking industry

Because checking accounts are the main point of entry into the U.S. banking system,
the factors that influence checking account ownership also reveal something about
how immigrants integrate into the U.S. financial system more generally.

Several key factors influence account ownership for both immigrants and
the native-born

Education. High school graduates are 13 percentage points more likely to have
a checking account than those who have not completed high school. People with
some college coursework are 19 percentage points more likely to have a checking
account compared with those who have not completed high school, and people
with college or advanced degrees are 21 percentage points more likely to have a
checking account.

Race. Whites are 15 percentage points more likely to have a checking account than
non-whites. Seventy-one percent of immigrants are non-white compared with 23
percent of the native-born.

Marital status. Married couples are 13 percentage points more likely to have a
checking account than single people.

Children. Each additional child decreases the likelihood of having a checking
account by two percentage points.

Employment. An individual who is unemployed or out of the labor force is three
percentage points less likely to have a checking account than someone with a job.

Income. Anindividual whose monthlyincomeis $1,500 is more than two percentage
points less likely to have a checking account than someone with monthly income of

LESSONS FROM DIVERSE PERSPECTIVES

Having an account
matters. Although
immigrants are less
likely to have any kind
of bank account, those
who do have about
the same amount of
money in them as
people born in the
U.S. To the extent that
having a bank account
facilitates wealth
accumulation and
savings, this benefit

of account ownership
is experienced equally
by the native-born and
immigrants.

Keep in mind that
the impact of each of
these characteristics
measures the effect
of changing the char-
acteristic in question
while other factors
are held fixed. These
factors have a similar
influence on the like-
lihood of having a
savings account.
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Even after taking into
account socioeconomic
and demographic fac-
tors, immigrants are six
percentage points less
likely to have a check-
ing account and eight
percentage points less
likely to have a savings
account than other-
wise similar native-born
individuals.

TABLE 2.2

Immigrant Account
Ownership in the U.S.

Source: Authors’ calculations
from 1996-2000 SIPP data. The
sample size ranges from a high
of 4,634 observations for Mexico
to a low of 403 for Germany.

16

$2,000. Average per capita monthly household income, in the SIPP data, is $2,000
for households headed by individuals who are 18 years or older.

A Closer Look at Immigrant Characteristics

There is something about being an immigrant that makes having a checking
account less likely that goes beyond socioeconomic and demographic
characteristics

Even after taking into account the effects of income, education, race, and other
variables, immigrants are 6 percentage points less likely to have a checking account
compared with similar groups of the native-born population. In order to better
understand what is driving this difference in behavior, it is important to look more
closely at the characteristics of the immigrant population.

There is a lot of variation in financial market participation within the
immigrant population

As shown in Table 2.2, among the top ten immigrant source countries, the
percentage of immigrants who have a savings or a checking account ranges
from a high of 78 percent (Chinese immigrants) to a low of 40 percent (Mexican
immigrants). Checking account usage is also highly variable, and only 27 percent
of Mexican immigrants have a checking account compared with 75 percent of
Canadian immigrants. The numbers, however, do not fit neatly into a developed
versus developing country story: 63 percent of immigrants from the Philippines
and 65 percent of immigrants from India have checking accounts.

Share of Immigrant Heads of Households who have:

Country Checking Savings Checking or
Account Account Savings Account
Mexico 27% 26% 40%
China 48% 61% 78%
Philippines 63% 52% 76%
India 65% 56% 7%
Vietnam 49% 28% 56%
Cuba 49% 34% 59%
Korea 56% 38% 68%
Canada 75% 57% 85%
El Salvador 34% 25% 44%
Germany 72% 66% 87%

FINANCIAL ACCESS FOR IMMIGRANTS:
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Immigrants who arrive as children are more likely to have a checking
account

Integration is more complete the younger an immigrant is when he or she arrives in
the United States. This applies to language, earnings, education — and participation
in mainstream financial markets. Immigrants who arrived in the United States
before they turned 15 are as likely as similar native-born individuals to have a
checking account. However, only a small minority of immigrants arrive as children:
84 percent are 16 or older when they come to the United States.

English proficiency facilitates checking account ownership

Immigrants who are more likely to speak English, who come from countries where
English is an official language, and who are likely to speak English at home are
more likely to have checking accounts.' In fact, coming from one of these countries
undoes the negative effect of being an immigrant for having a checking account.
However, only 12 percent of immigrants come from one of these countries.

The longer an immigrant resides in the United States, the more they
resemble the rest of the population in terms of having a checking account

Immigrants who have lived in the United States for ten years or less are nine
percentage points less likely to have a checking account than the native-born; those
who have lived in the United States for ten to 15 years are five percentage points
less likely; and those who have lived in the United States for 15 or more years are as
likely as the native-born to have a checking account.

It takes longer for immigrants to open savings accounts and longer still to
own stock

Immigrants who have lived in the United States for less than five years are 18
percentage points less likely to have a savings account compared with the native-
born; those who have been in the United States for six to ten years are 14 percentage
points less likely to have a savings account; and those who have lived in the United
States for 11 to 15 years are five percentage points less likely to have a savings
account. After living 25 years in the United States, immigrants are still 8 percentage
points less likely to own stock than otherwise similar individuals who were born
in the United States. See Textbox 1 for more information on opening and closing
accounts.
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Ethnic concentration is
defined for each metropolitan
area and country of origin pair.
For example, for immigrants
from Guatemala living in St.
Louis, ethnic concentration
equals the percentage of the
St. Louis population that was
born in Guatemala. For German
immigrants living in St. Louis,
it is equal to the percentage of
the population that was born in
Germany.

If Mexico had stronger
institutions, institutions
that were similar to
Portugal’s for example,
savings account own-
ership among Mexicans
in the U.S. would be
about 10 percent
higher.

18

|
1. Does Lack of Information Explain Lower Account

Ownership?

Could lower participation be driven by lack of
information about the U.S. banking system?
The evidence suggests that the answer is
no. Opening and closing accounts is also
affected by immigrant status. Immigrants

rate of the native-born. The difference in exit
rates is important: it means that lower rates
of account ownership among immigrants
cannot be explained solely by lack of
information about the U.S. banking system.

close their accounts at about double the

SOURCE:

Osili, Una Okonkwo, and Anna Paulson, “Prospects for Immigrant-Native Wealth Assimilation: Evidence
from Financial Market Participation,” Federal Reserve Bank of Chicago Working Paper, 2004, available
at www.chicagofed.org/publications/workingpapers/wp2004_18.pdf.

Ethnic concentration decreases the likelihood of having a checking account

Some immigrants live together in cities or neighborhoods with many other
immigrants from the same country. This tendency to cluster is called “ethnic
concentration.” A typical Cuban immigrant lives in a metropolitan area where 17
percent of the population is also from Cuba, and a typical Mexican immigrant lives
in a metropolitan area where 9 percent of the population is also from Mexico. By
contrast, immigrants from Vietnam and India are much less likely to cluster. The
former account for only 0.7 percent of their typical metropolitan area and the latter
just 0.3 percent.

Higher levels of ethnic concentration decrease the likelihood of having a bank
account. For example, Mexican immigrants in Chicago account for 4.2 percent of
the population, but Mexican immigrants in Milwaukee only account for 0.5 percent
of the population. If an immigrant from Chicago were to move to Milwaukee, the
likelihood of having a checking account would increase by 5 percentage points and
the likelihood of having a savings account would increase by 2 percentage points.
High levels of ethnic concentration might point to the availability of informal
substitutes for savings and checking accounts within an immigrant community.

Strong institutions in the country of origin lead to higher participation in
U.S. financial markets

In addition to their hopes for a better future, immigrants bring with them attitudes
that are shaped by their past experiences. In particular, they bring their perspectives
on the trustworthiness of institutions like banks. In some countries, banks are not
a safe place to put money, especially for relatively poor people. Immigrants who
grow up in places where inflation, fraud, financial crises, and lack of transparency
are common often distrust banks. For example, the banking crisis that crippled
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Mexico in the mid-1990s heightened suspicions that banks were unreliable.” This
distrust can extend to credit unions as well. In certain countries, credit unions have
a reputation for absconding with depositors’ funds.*

Not allimmigrants come with negative perceptions, however. Immigrants who come
from countries that do a better job of protecting private property and providing
incentives for investment are more likely to participate in U.S. financial markets.
The quality of home country institutions can explain one-half to five-sixths of the
gap in financial market participation that remains between immigrants and the
native-born after characteristics like income, education, race, and marital status
have been taken into account. For example, the gap between immigrant and native-
born checking account usage drops from 6 percentage points to about 1 percentage
point once the quality of home country institutions is included in the analysis. The
gap in savings account usage falls from 6 percentage points to about 2 percentage
points, and the gap in stock market participation falls from 6 percentage points to
3 percentage points. The effect of home country institutions is extremely persistent,
affecting account ownership even after an immigrant has lived in the United States
for 18 years.

The effect of the home country institutional environment is magnified for
immigrants who live in cities where ethnic concentration is high

The effect of home country institutions is stronger for immigrants who live in
metropolitan areas with many other immigrants from the same country. For these
immigrants, attitudes toward institutions that were forged in the country of origin
are likely to be reinforced through interactions with other immigrants from the
same country who share exposure to that country’s institutions.

Other Factors that Affect Immigrant
Account Ownership

These conclusions are drawn from both the academic literature and discussions
with practitioners.

Minimum balance requirements discourage immigrants from owning bank
accounts

Minimum balance requirements are among the most burdensome barriers to
openingabankaccount. Amonglower income households, anincrease of $100 in the
initial minimum balance requirement lowers the probability of owning a checking
account by 1.5 percentage points.! Survey responses among Latin American
immigrants show that negative views about banks are related to perceptions of high
minimum balance requirements.?
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In practice, bank accounts are often very expensive for immigrants

A full comparison of costs does not necessarily favor the use of banks over
check-cashers and other alternative financial services providers.” In a direct cost
comparison, banks often charge less for similar services. For example, a bank
may charge nothing for an account holder to cash a check, but check-cashers will
provide this service only for a fee. Capturing these savings, however, requires
careful management of a bank account in order to avoid high overdraft or other
additional fees.** Many immigrants are likely to be vulnerable to such fees because
they live paycheck to paycheck, have incomes that fluctuate frequently, and may
lack knowledge about how to properly manage their finances. As a result, many,
very sensibly, avoid opening bank accounts.

Many immigrants view banks as being for the wealthy. The formal appearance of
banks and the reserved manner in which customers are sometimes treated can
intimidate immigrants.” This perception is similar to that felt by many native-
born, low-, and moderate-income individuals. In addition, immigrants often come
to the U.S. with little experience with banks. In many immigrant source countries,
few individuals have bank accounts.

FIGURE 2.1 MEXICO CENTRALAMERICA

Percentage of remit-
tance recipients who
have bank accounts

% with Bank Accounts
I % without Bank Accounts
Source: Inter-American

Development Bank Multilateral
Investment Fund, May 2004.

Lack of documentation contributes to immigrant distrust of banks

For some immigrants, concerns about proper documentation contribute to a more
general distrust of banks. Many fear that the failure to produce valid immigration
papers at a bank will jeopardize their ability to stay in the United States.”® A nation-
wide survey of Latin American immigrants living in the United States found that 25
percent believe opening an account requires a Social Security number or a driver’s
license.”” Immigrants also mistakenly believe that they will lose access to the funds
in their account when the documentation they used to open an account expires, or
that the funds in their accounts will be liquidated if they are deported.?®

Although Mexican immigrants, in particular, have embraced the Matricula Consular
card, and many have used it to open bank accounts, the card is less available to
Mexican immigrants living far from a consular office. In addition, not all countries
issue similar documentation. See Textbox 5 in Chapter 3 for a discussion of the
Matricula Consular card.

20 FINANCIAL ACCESS FOR IMMIGRANTS:



THE CUSTOMER | CHAPTER TWO

2. Immigrant Homeownership

More than 5.7 million immigrant homeowners
live in the United States, representing nearly
8 percent of all homeowners. As of 2005, 55
percent of immigrants and 76 percent of the
native-born owned homes — the highest
levels since the data were first collected
in 1994. The desire to own a home and
achieve the American dream is shared by the
native-born and immigrants. This goal is an
important reason to establish a relationship
with a bank.

Non-citizen immigrants have far lower
homeownership rates than naturalized
citizens, whose homeownership rates are
largely comparable to those of the native-
born. Compared to the native-born, a far
higher proportion of immigrant households
live in areas with high housing costs, and
immigrants are much more likely to spend
in excess of 30 percent of their income on
housing.

As with transaction accounts, a number
of demographic factors affect immigrant
homeownership. These include age, race,
education, marital status, and household
income. For example, immigrant heads of
households who are older, married, and
more educated are more likely to own
their own homes. In addition, immigrants
who have lived in the United States longer
and are proficient in English have higher

SOURCES:

homeownership rates. Country of origin also
plays aroleinhomeownership forimmigrants.
Immigrants from Europe, Canada, East Asia,
and Southeast Asia lead all other immigrant
groups in homeownership rates.

Undocumented immigrants and those
without a credit history or evidence of timely
bill-paying are not eligible for many mortgage
programs. The mortgage market for holders
of Individual Taxpayer Identification Numbers
(ITINs) is in its infancy. Relatively few banks
make [TIN loans and the secondary market
for these loans is almost non-existent. The
ITIN is a nine-digit tax processing number
issued by the Internal Revenue Service to
individuals who do not qualify for an Social
Security number but earn income in the
United States.

For more information on immigrant home-
ownership, including recommendations
to financial institutions that are seeking to
extend homeownership opportunities to
immigrants, see Reaching the Immigrant
Market: Creating Homeownership Oppor-
tunities for New Americans, Schoenholtz,
Andrew |., and Kristin Stanton, Fannie Mae
Foundation and Georgetown University’s
Institute for the Study of International Migra-
tion, 2001, available at www.fanniemaefoun
dation.org/programs/pdf/rep_immigrant.pdf.

Bureau of the Census, Current Population Survey, 2005 March Supplement.

Callis, Robert, “Moving to America—Moving to Homeownership: 1994-2002,” Current Housing Reports,
U.S. Census Bureau, September 2003, available at www.census.gov/prod/2003pubs/h121-03-1.pdf.

Drew, Rachel Bogardus, “New Americans, New Homeowners: The Role and Relevance of Foreign-
born First-Time Homebuyers in the US Housing Market,” Joint Center for Housing Studies, Harvard
University, 2002, available at www.jchs.harvard.edu/publications/homeownership/drew_NO2-2.pdf.

Papademetriou, Demetrios, and Brian Ray, “From Homeland to a Home: Immigrants and Homeownership
in Urban America,” Fannie Mae Papers, vol. 3, (March 2004), available at www.fanniemae.com/
commentary/pdf/fmpv3i1.pdf.
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Credit history problems may make it hard for immigrants to open accounts

Since access to transaction accounts is in part governed by past credit behavior,
the lack of a credit history, or a poor credit history, may be a barrier to opening a
checking account. Studies of ethnic minorities show that they have significantly
lower credit scores compared with whites.?” This is also an issue for immigrants,
many of whom are ethnic minorities.

Immigrants’ perceptions about the likelihood of getting future loans can
deter them from opening an account

One of the reasons that many people open bank accounts is to establish a financial
record and begin to develop a credit history. Anecdotal accounts reveal that
immigrants tend to lack information about the requirements for getting a loan.*
Therefore, immigrants may believe that they will not be eligible to receive credit even
if they have not actually applied for a loan and been denied. If immigrants believe
they will be barred from more sophisticated banking products like mortgages,
there is less incentive for them to open a transaction account in the first place (see
Textbox 2).

Return migration plans affect the decision to open a bank account in the
u.s.

The likelihood that an immigrant will return home affects the incentives for opening
a bank account in the U.S. For example, refugees who are very unlikely to return
to their countries of origin have stronger incentives to adapt to U.S. society than
immigrants who plan to return home after a short stay. This is one factor that could
help to explain the relatively high rates of account ownership among Vietnamese
immigrants and the lower rates of account ownership among Mexican immigrants
(see Table 2.2).

Factors that Affect How Immigrants
Cash Checks

Most working immigrants are paid in checks, regardless of whether they
have a bank account

While immigrants have relatively low rates of bank account ownership, most
receive their wages in the form of a check. It is estimated that more than $500
billion of paper payroll checks are written each year to employees without bank
accounts.” In a survey of Mexican immigrants, a substantial proportion of whom
were undocumented, more than 65 percent reported being paid with checks.*
These checks come frequently. Half of immigrants receive their wages every two
weeks, and nearly 40 percent are paid on a weekly basis.”* The norm, therefore, is
for working immigrants to receive between two and four paychecks every month.
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Immigrants cash checks primarily at check-cashing outlets

The primary place that people without bank accounts go to cash checks is the
alternative financial services sector. Estimates indicate that between 59 and 75
percent of people without bank accounts use check-cashers to cash their checks.*
The typical fee is 1 to 2 percent of the face value of the checks.

CASH CHECKS PAY BILLS FIGURE 2.2

How low-income
people without bank
accounts (a) cash
checks; and (b) pay
bills

Source: Dunham, 2001.

Sample includes low-income
people without bank accounts
in New York and Los Angeles;
59 percent of the sample are

immigrants.
I Check-Cashing Outlet I Money Order
[0 Banks/Credit Union [ Cash
Supermarket/Work Other Method

Some immigrants without bank accounts use banks to cash checks

A sizable percentage of people without bank accounts also use banks to cash checks.
According to one study, more than a third of people without bank accounts use
a bank to cash checks.”® Many immigrants visit banks or credit unions to cash
checks, only to turn around and use alternative financial services providers to buy
money orders or send remittances.

Many immigrants pay bills using cash and money orders

A handful of studies, largely qualitative in nature and based on regional populations,
suggest immigrants use cash and money orders to make all kinds of payments. This
behavior is driven, in part, by the neighborhoods where immigrants live. In many
low- and moderate-income communities, checks are not accepted by landlords,
businesses, or even friends and family.* This means that many immigrants regularly
go through the process of converting their paychecks into cash.

Factors that Affect How Immigrants
Send Remittances

Sending remittances is one of the most common and important financial
practices of immigrants

Another basic financial practice of immigrants is sending remittances. More than
40 percent of immigrants send remittances to family living in their countries of
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Many Latinos
withdraw money
from their banking
institutions to walk
across the street and
remit money via money
services businesses on
a monthly basis. Even
documented, banked
Hispanics tend to remit
money through money
services businesses
rather than banks.

Patrick Contreras, Research
Associate, Consumer Affairs,
Federal Reserve Bank of Kansas
City, Innovation in Banking

the Unbanked Part 111, Federal
Reserve Bank of Kansas City,
August 2005.

24

origin. Remittances are sent by the entire range of immigrants: documented and
undocumented; permanent and temporary; upper- and lower-income; middle-
aged and young; married and single; and male and female.”

Most immigrants and their families use money transfer operators, not
banks, to send and receive remittances

Like bill-paying, the process of sending money home takes place largely through the
alternative financial services sector. Money transfer operators, like Western Union
and MoneyGram, many of which are located in check-cashing outlets, account for
70 to 80 percent of all remittances sent.”® Between 3 and 11 percent of remittance
transactions from the United States to Latin America are sent through banks.”

Even immigrants with bank accounts do not necessarily use banks to send
remittances

Immigrant families that have bank accounts are unlikely to use banks to send money
home. In one survey, just 22 percent of remitters who had abank account used a bank
to send remittances.** Part of the reason relates to lack of information. In another
study, only a fraction of the remittance senders with bank accounts understood that
they could use the bank to remit money to their native countries.*!

The cost of sending a remittance typically ranges from 4 to 8 percent of the
amount sent

It costs about $16 to send $400 to Mexico, or about 4 percent of the value of the
remittance, regardless of whether the remittance is sent via a bank or a wire transfer
firm.”* In less competitive markets, the cost of sending money through money
transfer operators is about 8 percent of the amount sent. Banks usually charge less
than wire transfer firms in less competitive markets.

For immigrants, cost is not the main factor in deciding how to send
remittances

Several surveys show that cost is not the overriding concern for many immigrants
in deciding how to send remittances. Other factors that influence immigrants’
decisions about how to send remittances include the convenience of and familiarity
with the service provider, the availability of payment locations in the receiving
country, and the legal status, income, and education levels of the senders. Some of
these factors make immigrants more likely to use money transfer operators, while
others make them more likely to use banks. The process of choosing how to send
money is a joint decision in which both the remitter and recipient determine the
most favorable mechanism for both parties.*
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Money transfer operators have the advantage of being geographically
convenient in both sending and receiving locations

One of the most important considerations for both remittance senders and
recipients is the geographic convenience of money transfer operators.* Money
transfer operators are often located in immigrant neighborhoods and close to
public transportation.

Location is equally important for remittance recipients.” Many remittance Seventy percent
recipients live far from bank branches or ATMs. This is especially true of families of the total volume of
in rural areas, where the absence of bank infrastructure in the receiving country is remittances to Latin
most pronounced and bank account ownership tends to be lowest. America is transferred

to areas with little or no

In contrast, the largest money transfer operators have invested heavily to establish , ,
banking services.

extensive distribution networks that serve both rural and urban areas in sending

and receiving countries. Most use a network of distribution points in sending Enrique V. Iglesias, President, Inter-
and receiving countries that, in addition to banks, consists of their own offices, American Development Bank,
comments at “Remittances as a

independent agents, and third-party establishments such as grocery stores, Development Tool: A Regional

drugstores, travel agencies, and large retailers like Wal-Mart. Conference;” Inter-American
Development Bank,
Reliable service, extended hours, and staff that speaks the language of May 17-18, 2001.

customers are other reasons why immigrants send remittances via money
transfer operators

In addition to location, many immigrants report a host of other reasons for
preferring money transfer operators. Money transfer operators have a proven track
record of transmitting money, and they have quick delivery times, extended hours,
and staff who speak the language of immigrant customers.*

Remittance recipients often prefer money transfer operators over banks

Referrals from family members and friends in the U.S. are often given more
consideration than bank advertising and marketing.”” According to one set of focus
group participants, some families insist that their sending relative use a specific
company or remittance method outside of the banking sector because they are

accustomed to receiving the funds in a particular manner.*

Undocumented remittance senders use wire transfer services because they
perceive the alternative financial services sector as being more welcoming

Immigrants are more likely to use wire transfer services when they lack immigration
documents. Wire transfer firms do not require Social Security numbers, and no
identification is needed for transactions less than $1,000. This anonymity is often
welcomed by immigrants who are wary of doing business with institutions that
they fear will report them to immigration authorities.* Even controlling for the
length of time in the United States, undocumented immigrants are more likely to
send remittances via money transfer operators.”
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Immigrants with higher levels of education and income are more likely to
choose banks to send remittances

Among Mexican remitters, those who are more educated, have a higher level of
skills, and who send a larger fraction of their earnings to their country of origin are
more likely to use banks.”" Wealthier families also tend to send money to relatives
that have access to a bank in the receiving country, making account-to-account
transfers a viable and less expensive option. The positive relationship between
wealth, education, and bank account usage extends to immigrants from other
countries as well.

Conclusion

Immigrants are a young and growing part of the population in cities and suburbs
across the United States. Even though immigrants — Latin Americans in particular
— are often employed in low-wage jobs, and many immigrant households are living
in poverty, immigrants still have a great need for financial services — especially
when it comes to cashing checks, paying bills, and sending money abroad.
Immigrants typically use alternative financial services providers to conduct their
financial business.

Immigrants do not use banks for socioeconomic, cultural, and institutional
reasons

For a variety of reasons, immigrants are significantly less likely than the native-
born to use banks. This is partly due to characteristics that are shared with
many native-born individuals, like low incomes and low levels of education. For
immigrants, legal status and a lack of English language proficiency undermine
bank participation as well. In addition, immigrants who live in metropolitan areas
with high concentrations of other immigrants from the same country are less likely
to have checking and savings accounts. Immigrants who come from countries with
weak institutions are also less likely to participate in U.S. financial markets.

Anecdotal studies suggest that immigrants also avoid banks because of fees and
minimum balance requirements. In addition, the formal culture of many banking
institutions intimidates some immigrants. A poor credit history also keeps some
immigrants from opening accounts.

Many immigrants prefer using the alternative financial services sector to
cash checks, pay bills, and send remittances

Many of the disadvantages noted by immigrants with respect to banks, such as
inconvenience and lack of accessibility, are directly related to what immigrants
perceive as advantages of alternative financial services providers. Indeed, the
services offered by many alternative financial service providers drive immigrants’
decisions on where to “bank.” Extended hours and convenient locations are seen as
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very important for immigrants who will use services like check-cashing as often as
every week. An immigrant can both cash a check and send remittances through the
same clerk at the check-cashing outlet.

Some immigrants use banks and the numbers are likely to grow as
immigrants gain experience in the United States

Some immigrants make use of banks to conduct transactions, build savings, and
send remittances. Highly educated Mexican immigrants who are wealthier use
banks to send remittances. Immigrants from other countries who share those
characteristics are also more likely to have checking and savings accounts. In
addition, the likelihood of bank account ownership increases with time spent in
the U.S.

Additional Resources:

n  “Banking the Poor: Policies to Bring Low-Income Americans into the Financial
Mainstream,” Michael S. Barr, research brief, The Brookings Institution
Metropolitan Policy Program, September 2004, available at www.brookings.
edu/metro/pubs/20041001_Banking.pdf.

n  “Billions in Motion: Latino Immigrants, Remittances and Banking,” Pew

Hispanic Center and Multilateral Investment Fund, 2002, available at www.

pewhispanic.org/reports/report.php?ReportliD=13.

n  “Individuals and Institutions: Evidence from International Migrants in the
U.S.,” Una Okonkwo Osili and Anna Paulson, Federal Reserve Bank of
Chicago, working paper, 2005, available at www.chicagofed.org/publications/
workingpapers/wp2004_19.pdf.

n  “On the Remitting Patterns of Immigrants: Evidence from Mexican Survey
Data,” Catalina Amuelo-Dorantes, Cynthia Banska, and Susan Pozo,
Economic Review, Federal Reserve Bank of Atlanta, First Quarter 2005,
available at www.frbatlanta.org/invoke.cfm?objectid=DB713B3A-5056-9F06-
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Financial Sector Efforts to
Reach Immigrant Customers

Banks of all sizes are reaching out to immigrants. In order to better capture
this rapidly growing market segment, banks are positioning themselves to
gain credibility in immigrant communities, accepting alternative forms
of identification, entering the fast-growing remittance market, and
rolling out other new products and services. The regulatory environment
sometimes looks favorably upon bank efforts to generate greater immigrant
participation in the formal financial sector. However, regulation sometimes
lacks clarity and this can frustrate innovation in reaching immigrant
customers.

Introduction

Banks are revamping strategies in order to attract immigrant customers. They are
redirecting practices, products, and services to entice new immigrant clients to
their doors and away from alternative financial services providers that traditionally
serve the immigrant market. Widespread bank initiatives include working to
build trust in immigrant communities and accepting nontraditional forms of
identification. Banks are also adding products and services, especially remittances,
typically provided by the alternative financial services sector. While many banks
are concentrating on establishing basic connections with immigrant clients, others
are working to deepen these relationships by matching customers with higher-end
financial products like housing and small business loans.

Building immigrant acceptance of banking institutions is a gradual and multi-
stepped process. It takes time to understand the cultural backgrounds and
diversity of immigrant populations. Outreach often requires making large up-front
investments in marketing, staffing, and training - investments whose returns may
take years to realize. The time line may even extend to the children of immigrants.
Tapping into the financial services opportunities offered by the growth in the
immigrant population, therefore, requires mainstream institutions to be patient
and flexible. They must also be willing to take on a complex and evolving regulatory
environment.

Banks of all sizes are marketing to immigrants, and many are making this
part of their core strategy

Immigrants represent a growing share of the financial marketplace for all types of
banking institutions, from large conglomerates to small neighborhood banks and
credit unions. According to a 2003 survey by the American Bankers Association,
close to half of banks are either active in multicultural marketing or plan to market to
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different ethnic groups. Many of these banks view providing services to immigrants
as part of their core business strategy.

Small banks have strong connections to their neighborhoods and can
respond quickly to changing markets through experience and innovation

Small banks, or community banks, are well-suited to serve immigrant customers.
They tend to have more staff per customer and, in general, a more high-touch,
person-to-person approach than large banks.! The small bank strategy typically
includes providing differentiated, individualized products rather than standardized,
commodity-type offerings. In addition, small banks typically have in-depth
knowledge of their local markets.

As the neighborhoods that they serve experience dramatic demographic changes,
reaching out to immigrant customers can be matter of survival for small banks. On
average, community banks finance 40 to 65 percent of their assets using local house-
hold and business deposits, compared with about 30 percent for large banks. This
gives small banks an added incentive to develop products for neighborhood resi-
dents who may not carry traditional forms of identification or speak English well.

Since small banks tend to be more nimble and less bureaucratic, they can make quick
decisions about new practices and products without having to win approval from
layers of bureaucracy. As a result, community banks are often a source of innovation
in the industry. Some neighborhood banks have decades of experience in specific
business niches such as Asian trade or Latino mortgage lending. Immigrant-owned
financial institutions figure prominently among this group, sometimes serving
customers of many different ethnicities rather than a particular immigrant group.

Large banks have substantial marketing budgets and a national presence
that can reach millions of potential clients

Large banks are also responding to changing demographic trends. They leverage
nationally, and in some cases internationally known brands and vast resources to
craft strategies that target multiple markets across the nation. By virtue of their
many points of sale, networks, and influence on the banking sector, big banks have
the ability to open the financial sector to larger numbers of immigrants.

LESSONS FROM DIVERSE PERSPECTIVES

The kind of
customer service and
business relationships
we establish with
customers are very time
consuming... Every
customer who walks
in the door, | am able
to call them by their
name and say hello
to them ...I cannot
emphasize enough
the importance of the
individual and personal
contacts and community
connections.

Yman Vien, Chairman, American
Metro Bank, presentation at the
Financial Access for Immigrants:
Learning from Diverse Perspectives
Conference, Federal Reserve Bank of
Chicago, April 16, 2004.
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FIGURE 3.1

Deposits Held by Large
and Small Banks in 2004

There are 9,066 banking institu-
tions in the United States. Of
those, 434 or 4.8% are large
institutions. Large banks hold

more than three-quarters of all
bank deposits.

Source: Authors’ tabulations of
2004 Federal Deposit Insurance
Corporation Summary of Deposits.

A number of banks

are adopting the
successful practices of
the alternative financial
services sector to win a
share of the immigrant
market.
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$4.2 trillion
Large Banks
> $1 Billion in Assets

$1.2 trillion
Small Banks
< $1 Billion in Assets

Notes: A banking institution consists of all the bank branches operated
by a banking entity under the same name. For example, all of the JPMor-
gan Chase banks across the United States make up one banking institu-
tion. Most bank holding companies consist of one banking institution with
multiple branches. In some cases, they are made up of multiple banking
institutions, as is the case with JPMorgan Chase.

Some have created domestic business units devoted to outreach in immigrant
and minority communities; others have opened branches that cater to the needs
of immigrants. Branches of foreign banks, like Banco Bilbao Vizcaya Argentaria
(using Mexico as its entry point), have also moved into the U.S. market. These
branches leverage similarities in language and culture to mitigate immigrants’ lack
of familiarity with U.S. banking institutions.

Cross-border acquisitions are another way for large banks to attract
immigrant clients

Some large banks use acquisitions or partnerships with Mexican financial institu-
tions to expand their markets in the United States. For example, Citibank bought
Mexico's Banamex outright in 2002, and Bank of America purchased approximate-
ly 25 percent of Santander Serfin, a Spanish-owned bank with a strong presence in
Mexico. These partnerships represent multi-billion dollar investments to market
financial services to Mexicans, Mexican-Americans, and the U.S. Hispanic popula-
tion.

Providing products typically available only through alternative financial
services providers is another strategy for reaching the immigrant market

Another way banks build financial relationships with immigrants is though “hybrid”
entities, where depository institutions (both banks and credit unions) combine the
services usually associated with check-cashing companies, including wire transfers
and short-term loans, with the products associated with depository institutions.
Hybrids offer an alternative for immigrants who do not want to use traditional
banks. They pair the services that immigrants already use with financial counseling
or basic banking products that help move people into depository and credit
relationships. While hybrids are still experimental, they represent a fundamental
shift in the format of bank service delivery.
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Hybrids take many forms, in terms of the financial services offered and the type
of partners involved. Some hybrids are partnerships between community-based
organizations and check-cashing companies. Some are located in existing bank
or credit union branches, while others are in separate offices (see Textbox 3 for
examples).

As an alternative to the hybrid model, some banks make themselves more attractive
to immigrant customers by offering services that complement and also compete
directly with those of the alternative financial services sector. In addition to
remittances, these include low-cost savings and checking accounts, automatic bill
payment, money orders, check-cashing and nonfinancial products like stamps,
copies, and phone cards.

|
3. Banks Providing Alternative Financial Service Sector

Products

The Latino Community Credit Union:
Chartered in February 2000, the Latino
Community Credit Union (LCCU) is the first
and fastest-growing federally insured finan-
cial institution to focus on low- and moder-
ate-income Latinos. LCCU offers services
typical of the alternative financial services
sector like check-cashing. In addition, LCCU
offers bank accounts, ATM cards, and mort-
gage and consumer loans. Customers must
be credit union members to make use of
LCCU'’s products and services.

SOURCES:

El Banco: El Banco is a Georgia-based
bank that has broken ground in hybrid bank-
ing by developing a web-based risk man-
agement application, Conexion al Banco,
that allows banks to operate a professional
check-cashing business in tandem with
standard bank services. Designed to fit on
a bank teller's desktop computer, this appli-
cation permits a seamless delivery of bank
and check-cashing services for the variety
of customers that El Banco serves.

White, Kristin, Coordinator of Marketing and Financial Education, The Latino Community Credit Union,

interview with authors, October 2005.

Hodges, George, Executive Vice President, Chief Marketing Officer, El Banco, interview with authors,

October 2005.

Getting Immigrants in the Door

Building trust is a critical first step

Many immigrants enter the United States with negative perceptions about financial
institutions. Banks, therefore, have focused on creating a reputation for trustwor-
thiness within immigrant communities. Some of the ways in which banks work to
build trust include adding bilingual staff, providing in-house multicultural training
for bank workers, offering classes like English as a second language or homebuyer
education for potential customers, and sponsoring activities like ethnic festivals.

LESSONS FROM DIVERSE PERSPECTIVES

Reaching out is
a bank-wide effort.
I’m talking from the
receptionist up to the
CEOQ. It cannot be
an initiative because
initiatives come and
go. It has to be part of
the infrastructure of the
institution.

James Ballentine, Director,
Grassroots and Community
Outreach, American Bankers
Association, presentation at the
Financial Access for Immigrants:
Learning from Diverse Perspectives
Conference, Federal Reserve Bank
of Chicago, April 16, 2004.

33



CHAPTER THREE | THE INDUSTRY

Sunday is the
busiest day of the
week at United
Commercial Bank’s
branch in Chinatown,
where tellers speak
Cantonese or
Mandarin. Loan
officers serve oolong
tea. During the
Chinese New Year, the
bank offers dim sum
and suckling pig.

Erica Brown, “Strike! Tommy
Wu's game is different from

those of bigger banks: He targets
immigrants who can’t get loans
elsewhere,” Forbes, May 14, 2001.
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As part of a comprehensive set of changes designed to make banks more attractive
to immigrant customers, they have modified their marketing and customer service
delivery methods. These changes include adding or switching advertising channels,
designing multilingual websites and ATMs, expanding business hours to better
serve the nontraditional work schedules of many immigrants, and reconfiguring
bank lobbies to make them less formal and more inviting.

Banks have also revisited some standard procedures that make it difficult for
immigrants to open bank accounts. Rather than the standard practice of requiring
a Social Security number, some banks accept Individual Taxpayer Identification
Numbers, driver’s license numbers, or even names and addresses for verifying
credit histories of potential customers, using the ChexSystems database. About 80
percent of U.S. bank branches use the ChexSystems database to screen potential
customers before opening accounts.

While such changes are important for banks, they do not guarantee success.
Changing an image or a marketing strategy will not result in new customers, unless
the change is thorough and reflects a comprehensive understanding of immigrant
culture. Achieving success requires the commitment of the entire organization.

Partnerships with community groups facilitate trust-building

Although immigrants may not trust banks, they often trust churches, schools, and
other community organizations. These organizations can mediate the relationships
between financial institutions and immigrant clients. Banks partner with these
organizations in the hope that immigrant trust of the church or nonprofit, for
example, will transfer to the bank. These partnerships exist with social services
organizations, police forces, schools, employers, and other community actors.

Accepting New Forms of Customer
Identification

Existing legislation allows banks to decide whether to accept identification
issued by foreign governments

One of the most important steps that many banks have taken to reach immigrant
customers is accepting alternative forms of identification to open accounts. The
regulatory environment has played a pivotal role in bolstering this trend. Anti-
money laundering and anti-terrorism legislation, the main legislation that impacts
this area, make it clear that Social Security numbers are not required to open bank
accounts (see Textbox 4).

The legislation establishes the rules that a Customer Identification Program must
follow. Within these guidelines, banks can choose which types of identification to
accept.
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|
4. New Forms of Customer Identification and the USA

PATRIOT Act

Section 326 of Title lll of the USA PATRIOT (4) determine whether a customer is on
Act®, the International Money Laundering any federal government list of terrorists.

Abatement and Anti-Terrorist Financing
Act of 2001, requires financial institutions
(or third-party agents performing services
on their behalf) to keep and report accu-
rate records that verify the identities of
their “customers,” particularly as those
records pertain to money laundering, ter-
rorism, identity theft, and fraud. Customer
Identification Programs (CIPs) require
banks to collect the name, address, date
of birth, and tax identification number of
a prospective customer in addition to any
other information that a bank’s particular
account-opening procedure requires. A
bank’s CIP must: (1) specify the identifying
information that will be obtained from each
customer; (2) verify the identity of each
customer; (3) retain the identifying infor-

mation obtained at account opening for *The formal title is the Uniting and Strengthen-
five years after the account is closed; and 19 America by Providing Appropriate Tools to
' Intercept and Obstruct Terrorism Act. The Act

was signed into law in October 2001.

Under the Treasury Department’s final
rules for implementation of this part of the
USA PATRIOT Act, acceptable forms of
identification include Social Security num-
bers and driver’s licenses, as well as for-
eign government-issued identification and
consular identification cards. Whether a
bank chooses to accept alternative forms
of identification depends on the amount
of risk it is willing to assume with respect
to its ability to verify the identity of each
customer. The USA PATRIOT Act requires
that institutions that accept the Matricula
Consular card take reasonable steps to
ensure that they have verified the identity
of the customer through documentary or
non-documentary means.

SOURCE:

Kuehl, Steven W., “Conference Series: An Informed Discussion of Financial Access for Immigrants—
Des Moines, Milwaukee, Detroit, Indianapolis, Springfield, Lisle, and Appleton,” Profitwise News and
Views, Special Edition, Federal Reserve Bank of Chicago, August 2005, available at www.chicagofed.
org/community_development/files/pnv_aug2005.pdf.

In established immigrant areas, identification cards issued by foreign
consulates are widely accepted

One of the most important alternative forms of identification is known by its name
in Spanish, the Matricula Consular (see Textbox 5). This identification card is issued
to Mexican migrants by Mexican consular offices in the United States.

Hundreds of banks in the United States now accept the Matricula Consular card to
open bank accounts either as a unique source of identification or in conjunction
with a second piece of documentation.? These banks include the largest U.S.
financial institutions, as well as many community banks and credit unions.

Although the number of institutions that accept the Matricula Consular is just a
fraction of the total number of banks in the United States, they represent about 80
percent of the total deposit base.’
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5. Matricula Consular

The Matricula Consular card is an official
national identity card issued by the
Mexican government through its network
of consulates in the United States. In
2002, security enhancements were made
to the card and it was redesigned as the
High Security Consular Registration Card.
The card provides a name, address, and
identification number for bank customer
identification programs. While other Latin
American governments have begun to issue

most widely circulated, carried by more than
4 million Mexicans in the United States as of
2005, according to the Mexican government.
Of these, 2.2 million carry the high security
version of the card. Although the Matricula
allows immigrants to open accounts at
many banks in the U.S., it must be used in
conjunction with a Social Security number or
an Individual Taxpayer |dentification Number
to open an interest-bearing account or to
engage in other taxable bank activities.

similar cards, the Matricula Consular is the

SOURCES:

Bruno, Andorra, and K. Larry Storrs, Consular Identification Cards: Domestic and Foreign Policy Implica-
tions, the Mexican Case, and Related Legislation, Congressional Research Service Report for Congress,
The Library of Congress, March 31, 2005, available at www.fas.org/sgp/crs/misc/RL32094.pdf.

Kuehl, Steven W., “Conference Series: An Informed Discussion of Financial Access for Immigrants —Des
Moines, Milwaukee, Detroit, Indianapolis, Springfield, Lisle, and Appleton,” Profitwise News and Views,
Special Edition, Federal Reserve Bank of Chicago, August 2005, available at www.chicagofed.org/com
munity_development/files/pnv_aug2005.pdf.
____________________________________________________________________________________|
Tax numbers issued by the Internal Revenue Service are also used to open

accounts, but obtaining them has become more difficult

A growing number of financial institutions also accept Individual Taxpayer
Identification Numbers, known as ITINs, as documentation for opening interest-
bearing accounts. Again, this group includes both small neighborhood banks
and the largest financial institutions in the United States. ITINs must be used in
conjunction with other identification due to regulatory requirements.

The ITIN is a nine-digit tax processing number issued by the Internal Revenue
Service (IRS) to individuals who do not qualify for a Social Security number but
earn income in the United States. In general, only non-citizens who have permission
to work from the Department of Homeland Security can apply for a Social Security
number. The IRS issues ITINs in order to encourage foreigners to file income-tax
returns, regardless of whether they have a Social Security number. The IRS began
issuing ITINs in July 1996. Since 1996, the agency has issued more than eight
million of these numbers.*

As part of major changes to the ITIN program since 2003, the IRS has made the
rules for applying for an ITIN more stringent. The agency reduced the number
and types of identification that can be used to apply for an ITIN from 40 to 13.°
In general, applications are no longer accepted without a completed Form 1040
(an individual tax form) and Form W-2 (a wage and tax statement). However,
there are exceptions to having to file a Form 1040 with the ITIN application for
individuals who have interest income from a bank account or pay interest via a
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home mortgage. An Acceptance Agent screening function was also introduced in
2003 where current and prospective Acceptance Agents, organizations authorized
by the IRS to assist individuals in obtaining ITINs, must undergo Federal Bureau
of Investigation background checks, credit checks, and a review of their IRS filing
history and compliance.

Barriers to universal acceptance of alternative forms of identification remain

There are several barriers to broader bank acceptance of alternative forms of
identification. One has to do with conflicts over the treatment of immigrant status
in banking, tax, and immigration law in the United States. Different government
agencies give banks conflicting signals about the acceptability of courting
immigrant customers, particularly undocumented immigrant customers. Financial
institutions are not required to consult with the U.S. Citizen and Immigration
Service to verify the identity of foreign nationals until there is a single database
that is accessible by financial institutions and contains the relevant information.®
Yet the Treasury Department has stated that, “...because ITINs are issued without
rigorous verification, financial institutions must avoid relying on the ITIN to verify
the identity of a foreign national.”

Banks may also be reluctant to accept alternative forms of identification because
of the perceived risks of working with clients without Social Security numbers.
Many U.S. banks routinely use Social Security numbers to run credit checks before
opening accounts for prospective customers. Banks also shy away from lending to
individuals whose loans cannot be sold in the secondary market and who may be
subject to deportation.

In addition, some banks have closed the accounts of alternative financial service
providers after determining that the potential costs of working with these “high-
risk” companies that warrant “enhanced customer due diligence,” according to the
Office of the Comptroller of the Currency, are greater than the bank is willing to
assume.® These banks are concerned that they will come under increased regulatory
scrutiny if they work with alternative financial service providers which generally
have less stringent identification requirements than banks.

Competing for Immigrant Clients in a
Growing Market: Remittances and the
Alternative Financial Services Sector

Banks face stiff competition for the financial business of immigrants. That
competition comes largely from the alternative financial services sector. The number
of check-cashing outlets and other alternative financial services in the United States
increased from 25,000 to 35,000 between 1995 and 1999.° Meanwhile, the number
of payday lenders grew nationwide from virtually no establishments in 1994 to
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9,000 establishments in 2000. The growth of these and other kinds of alternative
financial services demonstrates the high demand for financial services outside of
the mainstream banking sector. That demand is creating new markets, and one of
the most highly competitive is remittances.

World-wide estimates of remittances to developing countries range from
$93 billion to $156 billion in 2003, and the number is growing

The volume of international money transfers has expanded tremendously in the
past decade and continues to grow rapidly. For 2003, the World Bank estimated
that the total value of remittances to developing countries was $93 billion; other
estimates put the total as high as $156 billion."” Remittances sent from the United
States alone, primarily to Latin America, totaled about $34 billion in 2003, making
the United States the largest source of money transfers in the world, nearly double
that of the next largest source country, Saudi Arabia."
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The remittance industry consists of many distinct markets, each with its
own prices, delivery methods, and competitiveness

Rather than one market, or even a series of regional markets, the remittance
industry comprises many individual corridors between sending and receiving
countries.” The characteristics of a particular “corridor” vary significantly. The
cost of sending money, the number of money transfer firms, the types of products
offered, and the importance of informal channels all depend on the location of the
sender and recipient. For example, two immigrants living in the same New York
City apartment building have different sending options and pay different prices,
depending on whether they want to send money to the Dominican Republic or
Mexico.

The industry has evolved over the past decade or so from one in which many
transfers were conducted with paper (checks, money orders, mail) to one in which

most transfers are electronic’® (details in Textbox 6). New methods of interfacing
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with customers have developed as well. Remittances used to be conducted
exclusively through face-to-face transactions. Now, immigrants can send money
using the Internet, debit and stored value cards, and even with cell phones in some
markets."*

Although numerous additional formal options for sending remittances through
banks or through alternative financial services providers have been developed in
recent years, some immigrants continue to use informal, and sometimes illegal,
mechanisms to send money to support family living abroad. Since the events
of September 11, 2001, tighter controls have been imposed on informal money
transfer businesses in the United States. As a result, U.S. immigrants increasingly
rely on formal channels to send remittances.

A few large firms account for close to three-quarters of money transfers
conducted outside banks

The remittance industry is dominated by a small number of big money transfer
operators. In 2004, according to one study, the top four firms — Western Union,
MoneyGram, Vigo, and Dolex — accounted for roughly three-quarters of the re-
mittances sent from the United States via money transfer firms.”” In some markets,
this figure is much higher. The big companies have clear competitive advantages
for several reasons. They have bilingual employees, extended hours of operation,
and rapid, reliable service. In addition, they have made enormous investments in
networks for sending remittances from the United States and for receiving them
abroad.

Large profits have attracted many new competitors to the remittance
industry, including banks

As the level of remittances sent from the United States exploded in the late 1990s,
high profit margins attracted numerous new players, including banks, credit
unions, and small money transfer firms. This increase in competition has driven
down prices in certain markets, like remittances to Mexico, but they remain high
in others.

Money transfer firms control about 70 percent of the remittance market and
the market share for remittances conducted through banks may be as low
as 5 percent

The combined value of the remittances handled by banks may account for less than
5 percent of the total remittances sent from the United States in 2004." Other
estimates are slightly more optimistic, putting the figure between 3 and 11 percent."”
Whatever the actual share, even with rapid growth it may take many years for banks
to establish a significant presence in the market.
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6. Remittance Products

Cash-to-Cash Transfers: This is the basic
product used by most money transfer opera-
tors and some banks and may account for
as much as 95 percent of all transfers.

Debit or Dual ATM Cards: These can be
used both in the United States and abroad,
where the card is linked to an account at
any bank and withdrawals are made through
ATMs. The recipient is not required to have
a bank account, but draws funds from the
remitter’s account in the United States.

Credit Cards: The cardholder abroad and
in the United States can make purchases as
well as withdraw money. This product sub-
jects the U.S. cardholder, but not the second
cardholder abroad, to a credit check.

Account-to-Account Transfers: Partici-
pants on both sides of the border must have
a bank account. A U.S. accountholder trans-
fers money to the recipient’s account with a
partner bank. The receiving party can access
funds at bank branches or at ATMs in the
home country.

IRnet: The IRnet is a product for credit union
members that was created by the World
Council of Credit Unions in partnership
with two private international money trans-
fer companies. Funds on the receiving side
are paid in cash at money transfer agents,
telecommunications offices, post offices,
and participating credit unions, or they can
be deposited directly to the recipient’s local
credit union account.

Stored Value Cards (SVCs): The sender
purchases a card, loads a dollar value onto
it, and sends it to the remittance recipient.
The card is linked to one of the major inter-
national card networks (such as Cirrus® or
Plus®). The card can be used for withdraw-
als at ATMs or for payment at point of sale
terminals (i.e., stores) linked to the network.
SVCs can usually be purchased from banks
by both account and non-account holders.
They can also be purchased from money
transfer operators. The card does not require
the person in the United States or in the
receiving country to have a bank account.

SOURCES:

Hilgert, Marianne et al, “Banking on Remittances: Increasing Market Efficiencies for Consumers
and Financial Institutions,” Paper prepared for April 15, 2005, Federal Reserve System Community
Affairs Research Conference, available at www.chicagofed.org/cedric/files/2005_conf_paper_session3_
hogarth.pdf.

Evans, Cora A. and Janette Klaehn, “A Technical Guide to Remittances: The Credit Union Experi-
ence,” WOCCU Technical Guides no. 4, World Council of Credit Unions, March 2004, available at
www.microfinancegateway.org/files/26599_file_8.pdf.

Banks have developed an array of remittance products targeted to specific
niches

A 2004 study found that at least 60 U.S.-based depository institutions, including
the largest banks as well as community banks and credit unions, offer remittance
products.” Like the remittance market more generally, the selection of products
offered by banks and money transfer operators for remittances is complex and has
a great deal of overlap. Banks have designed various products to attract different
niches of the immigrant market.

Some of these, including direct transfers through the Federal Reserve or via The
Society for Worldwide Interbank Financial Telecommunications (SWIFT),"”
require senders and recipients to have bank accounts. Money transfers via debit
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or ATM cards require the sender to have a bank account. The recipient household
needs access to an ATM terminal or the ability to use the debit card at the point
of sale. Consequently, these products tend to attract wealthier, more established
immigrants. Products such as stored value, or “smart,” cards, do not require either
the sender or the recipient to have a bank account.

Some banks also act as agents of money transfer operators to avoid the costs of
building in-house services.” Many banks offer more than one remittance product.
One bank may offer an in-house wire transfer and a debit card, while another has a
stored value card and acts as an agent of a money transfer operator.

“Directo a México” offers an inexpensive remittance system for banks
interested in serving the Mexican market

Launched in 2004, “Directo a México” is an automated clearinghouse money
transmission option available to virtually every depository institution in the United
States. Developed by the Federal Reserve, the service provides direct access to all
bank and most credit union accounts in Mexico.*! It requires both remittance
senders and recipients to have bank accounts. To date, only a few small- and
medium-sized banks have used the system. In a pilot program begun in April 2006,
“Directo a México” is experimenting with allowing remittance senders to set up
bank accounts for remittance recipients at participating bank branches in Mexico.

Among depository institutions, credit unions have played a pioneering role
in the growth of the remittance industry

Beginning in 1997, the World Council of Credit Unions (WOCCU) began working
with its member credit unions both in the United States and abroad to facilitate
remittance transfers among credit unions. In July 2000, WOCCU launched the
IRnet money transfer service. The service is currently limited to seven countries
in Latin America and is offered through participating credit unions branches and
offices and agents of the money transfer operators.”

Although credit unions have not captured a significant share of the market, their
early entrance and public efforts to draw attention to the high costs of sending
remittances through money transfer operators helped attract other competitors.
Moreover, credit unions were among the first institutions to focus on the importance
of transforming remittance senders and recipients into account owners. Their work
in promoting banking relationships among remittance recipients is particularly
groundbreaking.

Bank and credit union remittance products tend to cost less than those
offered through money transfer operators

Bank account-based remittance products tend to be priced lower than those offered
by money transfer operators. To send $300 to Mexico, for example, money transfer

operators typically charge $21, 7 percent of the total amount sent. About $12 of this
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is a service fee, and the remaining amount covers the cost of the foreign exchange
conversion.”> The charge for sending the same remittance via a bank is about $17.
The difference is largely due to lower service fees. The credit unions’ IRnet service
costs $10 per transmission for amounts up to $1,000.** Prices are even lower for
card-based products offered by banks and credit unions. For example, the average
fee for a $400 remittance withdrawn via a debit card at an ATM in Mexico is $6, or

, just 1.5 percent of the percent of the amount sent.”
Bank of America

offers free remit- A handful of large banks offer free remittance products. These products require
tances up to $3,000 the remittance sender to have a bank account with the institution in question, and,
per month to Mex- in some cases, to maintain a designated minimum balance in the account. The

ico for any client remittance recipient does not necessarily have to have a bank account.
with a checking In very competitive remittance markets, where banks and many money transfer
account, firms are active, prices have fallen across the board. In part, this is due to the

entrance of banks who initially undercut money transfer firm prices. For example,
the cost to send a remittance of $400 from the United States to Mexico is about
the same whether it is sent via a bank or a money transfer firm. In less competitive
markets, the cost of sending money through money transfer operators remains
higher and banks are typically more affordable.

Bank regulators take a positive view of the entry of banks and credit unions
into the remittance industry

Regulators have been very supportive of banks and credit unions entering the
remittance industry. In June 2004, bank regulators authorized Community
Reinvestment Act (CRA) credit to institutions offering low-cost international
remittance services aimed at low- and moderate-income individuals.?® Federal
credit unions are authorized to provide remittance services to nonmembers if the
transfers are provided on a limited basis in order to promote membership.?” State-
chartered credit unions may also provide remittance services to nonmembers with
approval from state regulators. It should be noted, however, that banks and credit
unions have entered the remittance industry seeking a business opportunity, not as
a means to get credit under the CRA.

The lack of bank infrastructure in other countries is a significant barrier to
the expansion of bank-based remittance products

While bank-based products are generally competitive in terms of price, a significant
deterrent to their use is limited bank infrastructure in remittance-receiving
countries, particularly outside of urban areas.
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Mexico, for example, has about one-quarter the number of bank branches and about
one-fifth the number of ATMs per 100,000 people as the United States. Countries
with higher per capita income tend to have more bank branches and more ATMs,
both on a per-square-kilometer and on a per-person basis.

Many bank-based products require both the remittance sender and the recipient
to have an account at a financial institution. Even remittance products that do not
require the recipient to have an account, like debit or dual ATM cards, do require
minimum bank infrastructure of ATMs or retail locations that accept cards. In
contrast, remittances sent through money transfer operators can be collected in cash
at any location that is part of the operator’s network, including pharmacies, retail
stores, post offices, and participating bank branches. Recognizing that remittance
recipients prefer to receive cash, particularly in rural areas, Bank of America recently
replaced debit cards with cash payments in its SafeSend remittance product.?®

Banks want to use remittances to cross-sell other products

Banks acknowledge that they will not achieve the level of profitability they hope
to attain unless they can cross-sell additional products to remittance customers.”
Remittance products are seen as a way to draw immigrants into the banking system.
Marketing campaigns designed to encourage immigrants to open accounts with

banks and credit unions, often with remittance services as an enticement, have
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We want to make
people comfortable
walking in the door,
and once they trust

us we can talk about

additional services as

in opening a checking

account and obtaining a
line of credit.

Rebecca Vargas, Vice President of
Hispanic Markets for Citigroup in
NY, from Sana Butler, “A Handful

of Options,” Marketing Y Medios,

September 1, 2005.
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had some success to date. For the long term, banks are betting that as remittance
senders and recipients become more familiar with the banking system, their use of
other financial services will grow.”

Moving Clients up the Financial Ladder

Banks build on their relationships with immigrant clients by matching
customers with appropriate higher-end products

So far, marketing transaction accounts and remittance products has been the first
crucial step that many banks have taken to get immigrants in their doors. The next
step, cross-selling higher-end products, has received less attention from bankers
and policymakers and is being undertaken by a smaller number of banks. It is not
always necessary to develop new products and services to reach immigrants; in
fact, in many instances it is more a case of matching immigrant clients to existing
products and services. Textboxes 7 and 8 outline the strategies of two banks.

7. U.S. Bank — Moving Clients up the Financial Ladder

U.S. Bank, the eighth largest bank in the
United States, pursues a segmented mar-
keting approach to reach Hispanic custom-
ers. It divides the Hispanic market into three
separate groups. The first segment includes
recent immigrants whose primary language
is Spanish and who have very limited finan-
cial resources. This group needs information
about the banking system and a place of
business it can trust. U.S. Bank offers edu-
cation on the basics of banking to this popu-
lation, including information about when it
makes sense to use a bank rather than a
check-cashing facility. Along with offering
first-time checking accounts, the bank also
works to gain the trust of new immigrant
customers through education programs.

The second segment consists of Hispanics
who already have bank accounts. This group
tends to have an average level of knowledge
about banking. They might already be using
some elementary banking products, but the

SOURCE:

opportunity to sell homeownership products
to this group has not been fully developed.
The bank offers credit building products
such as secured loans, secured credit cards,
and loans that can be issued with alternative
forms of identification to help applicants with-
out a credit bureau file or limited bureau data.
For some products, applicants must be U.S.
citizens or have permanent residence status.
Products and services in addition to those
geared specifically to Hispanic customers
are also marketed to this segment.

The third segment is made up of fully-inte-
grated immigrants and their children. These
individuals already use the banking system.
They have a sophisticated understanding of
financial products and services. The prod-
ucts that appeal to this segment include lines
of credit, investments, and homeownership
products.

Perez, Alice, Vice President, Hispanic Market Manager, U.S. Bank, “U.S. Bank Hispanic Banking Seg-
ment: Usted tiene amigos en U.S. Bank,” presentation at the Financial Access for Immigrants: Learning
from Diverse Perspectives Conference, Federal Reserve Bank of Chicago, April 16, 2004, available
at  www.chicagofed.org/news_and_conferences/conferences_and_events/files/financial_access_for_
immigrants_perez.pdf.
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Banks are developing mortgage products for immigrants as part of broader
minority homeownership initiatives

Homeownership is one area beyond basic banking and remittances where financial
institutions have been able to take advantage of growing demand by immigrants.
Many immigrants rank buying a home as a very high priority. Although more than
5.7 million immigrants own their own homes in the United States, immigrant
homeownership lags behind that of the native-born, with 55 percent of immigrants
owning homes compared with 76 percent of the native-born.**> This represents
an important opportunity for banks that wish to serve the immigrant community.
The number of immigrant households is projected to increase by nearly seven
million from 2000 to 2020 and will account for approximately one-third of all new
households over this period.”

Banks have tremendous depth and breadth of experience in making home loans.
This is an area where banks have an advantage over the alternative financial services
sector in attracting immigrant clients. Check cashers and payday lenders simply do
not make home loans.

8. Wells Fargo Home Mortgage — Lending to Lower
Income Borrowers with No Credit History

Since the late 1990s, Wells Fargo Home
Mortgage, which originated $298 billion in
mortgages in 2004, has been involved in a
multi-product initiative to reach the minority
and immigrant markets. At the Denver
branch of Wells Fargo Home Mortgage, the
most popular of these products is a $30
million Community Development Mortgage
Program (CDMP). Begun in 1998, the CDMP
is aimed at potential homebuyers who have
no credit history and incomes that are below
80 percent of the Metropolitan Statistical Area
median. Borrowers must be documented
immigrants or U.S. citizens.

Homeowners who qualify for the CDMP
receive a 30-year fixed-rate mortgage priced
at one-half point below the market rate.
Borrowers are not charged for mortgage
insurance. Loan-to-value ratios can be as

SOURCE:

high as 98 percent. The remaining 2 percent
can be acquired from a community grant,
gift from third party, or from the borrower’s
savings. The underwriting criteria for this
product allows Wells Fargo to accept
alternative proof of a credit history based on
regular payments of telephone, rent, cable
TV, or utility bills. The loan has no savings
requirement and no minimum credit score.
Upon approval, homebuyers are required
to attend classes and debt counseling
sessions provided by an outside nonprofit
organization.

Loans made under the CDMP satisfy
Federal Housing Administration guidelines.
The CDMP loans are kept in Wells Fargo’s
portfolio and matched against long-term
Certificates of Deposit. Immigrants make up
a significant portion of CDMP participants.

Evans, Timothy, Area Manager Denver, Wells Fargo Home Mortgage, interview with authors, October

26, 2005.
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Flexible underwriting standards encourage immigrant access to home loans

Mortgage programs for immigrants often represent an extension of larger multiyear,
billion-dollar minority lending initiatives created as part of CRA agreements. These
consist mainly of first-time homebuyer programs delivered through regular bank
channels.

The hallmark of these home loan products tends to be flexible credit underwriting
standards that permit financial institutions to accept alternative credit records
and take into account the contribution of the extended family in determining the
income of a prospective borrower. Common ways of creating alternative credit
histories include verifying rent and utility payments, analyzing checking and
savings account histories, verifying repayments of informal loans from friends and
relatives, and checking professional and personal references.** Evidence of regular
remittance payments can also be used to establish creditworthiness.

A different type of barrier to homeownership for some immigrants is religious or
cultural restrictions on borrowing. Textbox 9 highlights some innovative approaches
to home financing for Muslims.

Secondary market programs by Fannie Mae, Freddie Mac, and the Federal
Housing Administration support bank initiatives to lend to the immigrant
market

Since most mortgage loans are bought by Fannie Mae and Freddie Mac, their policies
have a large impact on how banks make mortgages. Both Fannie Mae and Freddie
Mac have programs to purchase mortgages underwritten with modified guidelines
aimed at making it easier for low- and moderate-income individuals to buy homes.
Freddie Mac has done away with requirements for higher downpayments that had
been applied uniquely to non-citizens. It has also permitted cross-border credit files
to be used in establishing credit histories. Other federal programs are important as
well: Federal Housing Administration loans are recognized as the most successful
product for immigrant communities in many parts of the country.*® To be eligible
for any of these programs, immigrant borrowers must be U.S. citizens or legal
residents.

Some lenders are beginning to offer mortgages for immigrants without
Social Security numbers

Although the movement is in its infancy, a small number of banks have pioneered
home mortgages using ITINs for people without Social Security numbers. Small
banks have been the innovators in this arena, but large banks and sub-prime lenders
have begun to issue ITIN mortgages as well (see Textbox 10). Some banks are
motivated by the strong demand for home loans from undocumented immigrants.
Others view ITIN mortgages as a mechanism for expanding their businesses if
demand for traditional mortgages begins to slow.
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9. Home Financing Products for Muslims

Although there is no official count of Muslims
in the United States, surveys put the number
between two and nine million, and Islam is
one of the fastest growing religions in the
United States. Islamic religious tenets prohibit
paying or receiving interest, so standard
home loans will not work for many Muslims.
About two-thirds of the Muslim population
are considered potential consumers of
customized financial products. The demand
for home financing products has proved to
be strong in areas with high concentrations of
Muslims, including recent immigrants as well
as second and third generation Muslims.

Asmallnumber of U.S. banks have developed
a specialized set of products for Muslims.
Three banks, two finance houses, and two
nonprofits in the United States currently
advertise formal Islamic, or Shar‘iah, finance
products. Another two offer models of
Shar‘iah products to bank and nonbank
institutions.

The products most commonly offered in the
United States consist of financial arrangements
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for home purchase known as Murabaha, ljara,
and Musharaka transactions.

In a typical Murabaha transaction, the
financial institution acts as a middleman
and purchases the home requested by the
customer. The financial institution then turns
around and sells the home to the customer
at the acquisition cost plus a profit to be paid
over a stated number of installments.

The ljara is a leasing agreement where the
financial institution purchases the home
and leases it to the customer. The financial
institution owns the home throughout the
lease period, and the customer pays the
financial institution a monthly rental fee during
the leasing period.

The Musharaka is a declining balance
or shared equity purchase. The financial
institution provides a percentage of the
capital needed to purchase the home as a
business investment. The homebuyer makes
monthly payments to the bank (investor) so
that each month’s payment increases the
homebuyer’s equity.

Chiu, Shirley, Robin Newberger, and Anna Paulson, “Islamic Finance in the United States: A Small
but Growing Industry,” Chicago Fed Letter, Federal Reserve Bank of Chicago, May 2005, available at
www.chicagofed.org/publications/fedletter/cflmay2005_214.pdf.

The lack of a secondary market for ITIN loans limits growth in this area

In the course of
one year, the Bank of
Bartlett in Bartlett, TN,
went from making its
first ITIN-mortgage
loan to becoming an

Currently, most banks must hold ITIN-issued mortgages on their balance sheets

aggregator for ITIN-
mortgages issued

by other banks. The
Bank of Bartlett buys
and services the loans
once the mortgage
insurer gives its stamp
of approval to the
underwriting for each
mortgage.

and bear the extra risks associated with this. These costs are passed on to the cus-
tomer.*® Neither Fannie Mae nor Freddie Mac purchases mortgages issued with
ITINs. A small secondary market for ITIN mortgages existed from March 2004 to
December 2005 through an arrangement with the Wisconsin Housing and Eco-
nomic Development Authority and six local banks. State legislation ended this
program. The Illinois Housing Development Authority has recently begun another
pilot program for ITIN mortgages. In January 2004, Mortgage Guaranty Insurance
Corporation became the first company to offer private mortgage insurance to ITIN
mortgage borrowers.

Robert Byrd, Chairman of the
Board, Bank of Bartlett, interview
with authors, October 17, 2005.
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Some banks view ITIN loans as good business; others remain skeptical

Many bankers and community-based organizations view the development of ITIN
mortgages as consistent with good business practice and with good community devel-
opment policy. These loans offer banks an opportunity to increase the size of their
lending portfolios. Critics of ITIN mortgages condemn the practice of making it easier
for immigrants who have violated federal immigration law to own homes in the United
States.” The fact that most of these loans cannot be sold on the secondary market has
also made many lenders skeptical about issuing them. Both sides of the debate are
looking to lawmakers and regulators to provide greater clarity on this issue.

10. Second Federal Savings: ITIN Mortgages for
Borrowers Without Social Security Numbers

Second Federal is the oldest existing Sav-
ings and Loan association in the city of Chi-
cago. It is headquartered in Little Village, a
predominately Latino neighborhood on the
West Side of the city.

While not the first bank to offer Individual Tax-
payer Identification Number (ITIN) mortgages
to borrowers without Social Security num-
bers, Second Federal has been extremely
aggressive in building the ITIN segment of
its loan portfolio. As of September 2005,
about five years after launching this product,
the bank had made approximately 780 ITIN
loans valued at about $90 million.

Second Federal’s traditional and ITIN mort-
gage borrowers look similar in terms of their
demographic  backgrounds, household
incomes, and employment histories. What
makes [TIN-mortgage lending unique is
the additional work that the bank must do
to verify customer identity and document
creditworthiness. The credit underwriting
procedure takes into consideration regular
bill and rental payments that might not make
their way into a traditional credit report.
The procedure also takes into account the
income of multiple wage earners who plan
to continue to live together in the home.
Given the unusual verification methods, ITIN
loans take about three times as long to pro-
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cess as conventional mortgage loans. The
Mortgage Guaranty Insurance Corporation,
which offers mortgage insurance on these
loans, also requires ITIN borrowers to have
filed two years of tax returns.

Most of Second Federal’s ITIN loans have
been on its books for one to two years. The
bank stepped up its ITIN-lending following
the re-design of the high security Mexican
Matricula Consular card. With the excep-
tion of a few loans, they are all performing
well. Prospective borrowers attend training
through a neighborhood nonprofit. The bank
further ensures repayment by requiring bor-
rowers to open deposit accounts. The bank
then “sweeps” the deposit accounts when
mortgage payments are due. This proce-
dure gives the bank advance warning if a
borrower is likely to have difficulty making a
payment. The bank’s collection process has
no grace period and begins even if a pay-
ment is one day late.

Demand has been extremely strong both in
Chicago’s Hispanic neighborhoods and in
the surrounding suburbs. However, the near
absence of a secondary market for these
loans has curbed the growth of Second
Federal’s ITIN mortgage lending. The bank
holds all of these loans in its own portfolio
and is actively seeking a secondary market.

Doyle, Mark, President, CEO, and Chairman, Second Federal Savings, interview with authors, October

27, 2005.
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Small business lending products can attract immigrant customers

About one in 11 immigrants is self-employed, a rate comparable to that of the
native-born.*® By emphasizing products and services for small business owners,
banks are likely to attract immigrant customers. Although banking services and
access to credit for starting and expanding businesses are directly relevant to a
relatively small fraction of the immigrant population, entrepreneurship is a path to
economic well-being that previous generations of immigrants have followed with
great success.”

Conclusion

As demographic trends continue to reshape neighborhoods across the country, both
small banks and large enterprises with national brands are working hard to realize
the opportunities offered by the immigrant market. Small and large banks bring
distinct advantages to attracting these potential new customers. Less bureaucracy
at a small bank, for instance, means speedier decision-making. The greater number
of branches of a large bank can be leveraged to create greater access to financial
services.

Banks are transforming their culture to earn the trust of immigrant clients

From the various changes in practices, products, and services that banks have
implemented over the last few years, it is clear that the banking sector is responding
to changing demographics in a variety of ways. Banks are transforming their
culture by hiring bilingual staff, partnering with community organizations, and
even changing their décor, all in an effort to earn the trust of immigrants.

Banks are accepting new forms of identification

In addition, banks are accepting new forms of identification that allow immigrants
to conduct simple and more complex banking transactions that would otherwise
have been out of their reach. Rather than being tied to the use of Social Security
numbers to conduct transactions and open accounts, banks are accepting ITINs
and identification cards issued by foreign consulates.

Not all banks, however, accept alternative forms of identification. Some find the
legal issues confusing, while others fear that increased business with immigrants

will increase scrutiny from governmental agencies.

Competition with alternative financial services providers can be fierce,
especially with new banking products like remittances

In addition to transforming their styles and accepting new forms of identification,
banks are adding new products and services in order to expand their immigrant
business. Many have focused on creating remittance products to bring customers
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in their doors. Banks have to compete with an increasing number of alternative
financial services providers for immigrant business.

Even though money transfer operators dominate the remittance market, banks of
all sizes offer remittance options that showcase a variety of products and services
that cater to specific immigrant and market niches.