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Introduction
In 2002, there were almost 56 million individuals in
the U.S. who did not have either a savings or checking
account at a bank or other traditional financial institution.1
Additionally, over 83 percent of families without a bank
account earn under $25,000. 2 These families often use
alternative financial services, including check cashing,
payday loans, refund anticipation loans, and others, that
provide convenience at high cost. A 2004 report estimated
that these alternative financial services handled 280
million transactions, generating $78 billion in fee revenue. 3
As a result, “unbanked” low-income workers who can least
afford to pay more for basic services often do. They pay to
cash checks, are subject to higher interest rates on credit,
and pay higher fees and interest rates for consumer loans,
auto loans, and home mortgages. 4 This article describes
First Accounts, a program designed to provide better
financial alternatives for the “unbanked,” and highlights
some insights from research on the Chicago-based First
Accounts program.

The First Accounts Model — Introducing Banking
Services to the “Unbanked”
The First Accounts program was an initiative of the U.S.
Department of Treasury to expand access to traditional
financial institutions for the “unbanked.” The program
partnered community organizations with financial
institutions to provide low- or no-cost checking and
savings accounts. A key element of First Accounts was a
commitment to financial education.
From 2002 through 2004, the Chicago-based Center
for Economic Progress (the Center) was one of fifteen
community organizations nationwide to participate in First
Accounts. The Center increased economic opportunities
for low-income families, children, and individuals by
improving access to public, private, and nonprofit programs
and services. It was in this spirit that the Center led the

Chicago First Accounts program. The Center partnered
with Volunteer Accounting Service Team of Michigan
and the Consumer Federation of America to implement
the program in Detroit as well. First Accounts helped
previously “unbanked” consumers open 1,428 bank
accounts in Chicago and Detroit, exceeding the initial
program target of 1,000 new accounts.
In Chicago, the Center partnered in First Accounts with
ShoreBank to provide checking and savings accounts
with no monthly fees or minimum balances. Community
organizations provided the Center access to over 1,470
previously “unbanked” participants who attended a total
of 183 financial education workshops as an entry point to
the program. The curricula, developed with the National
Consumer Law Center, focused on using accounts
effectively, personal budgeting and financial goal setting.
The Center also used free tax preparation services
provided by its Tax Counseling Project as another channel
to First Accounts. Participants were able to immediately
open a savings account and use it for fast direct deposit
of their income tax refund, sometimes avoiding more
than $100 in check cashing fees. Roughly 26 percent
of First Accounts were opened this way. These accounts
were opened with deposits significantly higher than the
remaining 74 percent of accounts opened by participants
who had attended financial education workshops.
Total First Accounts program opening deposits were
approximately $657,000.
Studies show the importance of financial literacy in
making sound financial decisions. 5 For example, the 2002
American Dream Demonstration (ADD) project, which
evaluated 14 individual development accounts programs,
revealed that financial education had a very significant
impact on the savings rates of program participants, and
that the higher education participants received (up to eight
hours), the better their savings rate. 6 A study evaluating
the effectiveness of the Money2000 education program
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Research on the Chicago First Accounts Program
Two studies have examined the Chicago First Accounts
program. Dr. Marianne Bertrand of the University of
Chicago Graduate School of Business led a general
phone survey of 201 program participants, examined bank
data on program participants, and investigated the effect
of various program-related and demographic factors on
some key measures of program success. Additionally, Dr.
Lise McKean of the Center for Impact Research (CIR) led
a team in conducting in-depth face-to-face interviews with
77 program participants to examine their financial habits,
experiences, and attitudes related to banking, asset
building, and managing household finances. Full research
reports are available through the Center for Economic
Progress Web site, at www.centerforprogress.org. On the
national level, ABT Associates, Inc. is conducting a survey
of all U.S. Treasury First Accounts grantees, examining
program implementation, operations, and outcomes.

respondents had saved at least $10 the previous month,12
compared to just 42 percent who reported having saved
anything in the month prior to entering First Accounts.
Although a majority of the accounts had low balances,
these participants still enjoyed the benefits of having an
account: direct deposit of paychecks, ease of saving, free
access to cash, FDIC-insured deposits, and the ability to
build credit history and maintain a relationship with a bank.

Figure 1: First Accounts Savings Balances November 2004
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Demographics of Chicago First Accounts Program
Participants

2. First Accounts program led to dramatic reduction in
use of check cashing.

The participants of the Chicago First Accounts program
were nearly 70 percent female, with an average age of 37
at the time of survey. The average household size was 3.3.
This population also faces many financial challenges: 70
percent of participants have a high school education or
less, 43 percent were unemployed at the time of program
entry, and only 33 percent of were employed full time.
Thirty-eight percent reported household income of less
than $1,000 per month. 8

1. “Unbanked” people want to and can save money.

Alternative financial services providers are a growing
phenomenon in Chicago and across the nation. The
number of individuals that use check cashings services
nationally is now estimated at around 10 million per year,13
and they paid $8 billion in fees. Non-bank check-cashing
establishments in the United States doubled between
1996 and 2001, and there are over 520 in the Chicago
area alone.14 Typical fees charged in Illinois to cash a
check are 1.4 percent to 1.85 percent the face value of
the check,15 adding up to $300 or more per year for some
low-income families who primarily use check-cashing
services.

The overwhelmingly positive response to the Chicago First
Accounts program shows that “unbanked” people want to
save money. When surveyed, participants “talked about
the importance of saving and their efforts to save, with
the belief that it is empowering to do so regardless of the
amount.”9 They overwhelmingly reported three reasons
for attending a First Accounts workshop — desire to
manage their money more effectively, desire to learn how
to manage a bank account, and desire to open an account.
More than 90 percent of workshop participants responded
very positively when surveyed about their experience.10

About 72 percent of First Accounts participants used
check cashing an average of 3.8 times a month prior to
attending the financial education workshops and opening
their accounts.16 Only 18 percent of those surveyed who
opened an account are still using check cashing, and
even those who chose not to open accounts reported a
significant drop in its use.17 Participants that continue to
use check cashing do so because of hours and locations,
services available, not having to wait for checks to clear,
and convenience of combining finance related tasks in
one trip.18

Key Findings from Chicago First Accounts

In the period studied, 1,428 accounts were opened; 65
percent of these were savings accounts. Participants
also maintained their accounts — 87 percent of First
Accounts were still open at the end of the period, and
over 89 percent of savings accounts carried a balance.
At the time of the survey, the average savings account
balance was $134.92.11 Sixty-one percent of survey
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Figure 3: First Accounts Checking Balances November 2004
50%











Percent of Account
Holders

0ERCENT OF 0ARTICIPANTS WHO 5SE
#HECK #ASHERS

Figure 2: First Accounts Participants Using Check Cashers
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3. First Accounts made significant impact in financial
behavior.
Surveys of program participants and examination of
one month of ShoreBank account data show significant
account usage and impact on financial behavior. Of those
individuals surveyed by CIR, 88.6 percent said that the
checking account changed the way they managed their
finances.19 They reported it helped them to:

n Become more aware of their money and their
expenses,

$0.01 to $19.99

$20 to $99.99

Above $100

Current Account Balances

Recommendations Based on First Accounts
The First Accounts program demonstrates that many
“unbanked” households, including low-income families,
want and need quality financial education and good
vehicles for saving money and conducting other basic
financial transactions at reasonable cost. Initiatives like
First Accounts are needed to combat the rising tide of
high-cost alternative financial service providers. The
experience of First Accounts programs can help bankers,
policymakers and community organizations to better serve
potential customers who are currently “unbanked,” or who
currently have relatively low levels of income.

Overall, 24 percent of First Account holders use direct
deposit, 78 percent have an ATM card, and 18 percent
use electronic funds transfers (such as automated bill
payments). All account holders averaged 2.4 visits to the
bank each month. Program participants also deposited
a monthly average of $743.98. ATM cards were used an
average 6.3 times a month as a debit card and 3.1 times a
month at an ATM. 20

Understanding the needs of “unbanked” consumers is
crucial to serving them. As shown above, alternative
financial services collect $78 billion in fees; often
from those who can least afford it, for services that in
many cases could be provided at lower cost by banks.
Customers of alternative financial services often have a
bank account, or have had one in the past. First Accounts
participants reporting the following drawbacks regarding
the traditional banking industry: the wait for cash
necessitated by the check clearing process, fees, and
overdraft problems. Providing more convenient service,
encouraging direct deposit, and utilizing technology to
immediately cash checks, or at least reduce the time to
make funds available from deposited paper checks, will
go a long way toward meeting the financial needs of lowincome families and the “unbanked.”

According to ShoreBank, 92 percent of current checking
accounts had positive balances in the month surveyed.
Over 53 percent of these accounts maintained a balance
of at least $20, and 34 percent had a balance of $100 or
more. Thirty-seven percent of checking account holders
had at least one direct deposit per month. Over 51 percent
of those with a checking account wrote at least one check
in a six-week period, with 28 percent writing at least three
checks. For some participants, the checking accounts
imposed heavy fees when the account balances were
overdrawn. Seventeen percent of First Account checking
accounts had fees over $50 in one month, primarily as
a result of insufficient funds in the account, with 35.7
percent of all checking account holders having at least
one returned check in the previous six weeks. 21

New and better financial products are also needed to
better serve the “unbanked.” Savings accounts with low
minimum balance requirements better meet the typical
short-term savings goals and low average balances of lowincome consumers. As technology brings down the cost
to banks of holding accounts and processing transactions,
affordable savings accounts should become more and
more available. Additionally, the rise of stored value cards,
which have the potential to be tied to savings products,
can increase the savings options for all consumers.
Although the traditional checking product offered by the
Chicago First Accounts program worked well for many
participants, it did not adequately meet the needs of a
significant number of others. Checking accounts that
minimize the risk of overdraft and the resulting fees,

n Keep money in the bank (i.e., save more),
n Track their money better,
n Reduce impulse buying,
n Pay bills more conveniently, and
n Reduce the need for money orders.
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while still allowing users to pay bills and meet other basic
financial needs, can provide a solid alternative to those for
whom a traditional checking account may not be the right
fit. By building a relationship based on understanding the
customer’s needs, bankers can help to steer consumers
toward products that are the best individual fit and create
a lasting relationship with this underserved population.
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Data based on November 2004, some variables running over
a six-week period.
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