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Introduction

n the past decade, immigration has 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. In the district served by the Federal
Reserve Bank of San Francisco, immigrants make up about
a fifth of the total population, an even greater share than
for the U.S. as a whole. Whether they come seeking eco-
nomic opportunity or fleeing political turmoil, immigrants
are finding common ground with the native-born in their
shared wish to create a safe, secure, and prosperous future
for themselves and their children. Financial access—knowing
one’s financial options and having products and services to
choose from—is fundamentally linked to economic prosper-
ity. The extent to which immigrants participate in the bank-
ing system is a key measure of success in terms of integration
into the economic mainstream, and has relevance for many
groups, including bankers, consumer advocates, policymak-
ers and immigrants themselves.

Opverall, immigrants are much less likely to use the finan-
cial mainstream compared to individuals who were born in
the United States. While 76 percent of native-born house-
hold heads have a checking account, the same is true for

only 63 percent of immigrant household heads (see Table
2.1). This pattern holds for savings accounts, homeowner-
ship, and stock ownership as well, with the gap between
immigrant and native-born connections to the financial
mainstream increasing with the sophistication of the finan-
cial product. This article reviews recent research identifying
key factors that affect immigrants’ financial participation,
describes some of the steps banks have taken to meet the
financial needs of immigrants, and identifies additional op-
portunities that can help draw more immigrants and their
families into the banking system.

Why are Immigrants Less Likely to use
Banks than the Native-Born?

Immigrants’ decisions to avoid banks on the one hand
and patronize the alternative financial services sector for
check-cashing and remittance services on the other find their
roots in three broad factors.

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,

Table 21
Share of Immigrant Heads of Households who have:
Checking or

Country of Origin Checking Account  Savings Account Savings Account
Mexico 27% 26% 40%

China 48% 61% 78%
Philippines 63% 52% 76%

India 65% 56% 77%

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%

Source: 1996-2000 SIPP data.
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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.

The extent to which immigrants
participate in the banking system is a key
measure of success in terms of integration
into the economic mainstream.

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, perspectives on the
trustworthiness of institutions like banks, legal status, and
the tendency to cluster in neighborhoods with other immi-
grants 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 includ-
ing: cost, anonymity, documentation requirements, mini-
mum 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

New Forms of Customer ldentification and the USA PATRIOT Act

ment list of terrorists.

Section 326 of Title Il of the USA PATRIOT Act’, the International Money Laundering Abatement and Anti-Terrorist
Financing Act of 2001, requires financial institutions (or third-party agents performing services on their behalf) to keep
and report accurate records that verify the identities of their “customers,” particularly as those records pertain to money
laundering, terrorism, 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 information obtained at
account opening for five years after the account is closed; and (4) determine whether a customer is on any federal govern-

Under the Treasury Department's final rules for implementation of this part of the USA PATRIOT Act, acceptable forms of
identification include Social Security Numbers and driver's licenses, as well as foreign 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.

“The formal title is the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Ob-
struct Terrorism Act. The Act was signed into law in October 2001.

“culture” of the institution determines how welcoming and
familiar it feels to a potential immigrant customer.

Minimum balance requirements are among the most
burdensome barriers to opening a bank account, and survey
responses among Latin American immigrants show negative
views about high minimum balance requirements.? Another
bank policy that can discourage immigrant financial partici-
pation is the use of the ChexSystems database to screen out
potential customers with a lack of, or a poor, credit history.
About 80 percent of U.S. bank branches use the database to
run credit checks before opening accounts for prospective
customers. A related issue is that some immigrants cannot
meet the documentation requirements imposed by banks.
While banks are not required by law to ask customers for
Social Security Numbers and can choose to accept alter-
native forms of identification, many banks still do ask for
Social Security Numbers to open an account or conduct
other business (See Box 2.1, New Forms of Customer Iden-
tification and the USA PATRIOT Act).

Convenience and accessibility of financial services also
drive immigrants’ decisions on where to conduct basic
financial practices such as cashing checks and sending
remittances. Sending remittances is one of the most common
and important financial transactions among immigrants.
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.’ However, most immigrants
and their families use money transfer operators, not banks, to

Box 21
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Despite institutional barriers that can
limit financial access, the trend in recent
years has been for banks of all sizes to
reach out to rapidly-growing immigrant
populations.

send and receive remittances, and even immigrants with bank
accounts do not necessarily use banks to send remittances.
In one survey, just 22 percent of remitters who had a bank
account used a bank to send remittances. Part of the reason
relates to lack of information—another study showed that
only a fraction of the remittance senders with bank accounts
understood that they could use the bank to remit money
to their native countries.® Reliable service, extended hours,
and staff that speaks the language of customers are other
reasons why immigrants send remittances via money transfer
operators versus banks.

How Banks are Reaching Out to Immigrant
Populations

Despite institutional barriers that can limit financial
access, the trend in recent years has been for banks of all
sizes to reach out to rapidly-growing immigrant populations.
Motivated largely by a business rationale, banks and credit
unions have led the charge in raising public awareness about
the growth of the immigrant market.

For small banks or community banks, reaching out to
immigrant customers can be matter of survival. On average,
community banks finance 40 to 65 percent of their assets
using local household and business deposits, compared with
about 30 percent for large banks. As the neighborhoods that
many serve undergo dramatic demographic changes, small
banks have transformed their business strategies to work
with new customer bases.

Large banks have also been critical to bringing immi-
grants into the financial mainstream. Large banks account
for less than five percent of all banking institutions in the
U.S., but they hold more than three-quarters of all bank de-
posits. Hence, the policies of a single large bank can have
repercussions for millions of potential clients across the
country.

“Hybrid” entities represent another set of banking insti-
tutions that have had success in reaching immigrants. These
include banks and credit unions that combine the services
usually associated with check-cashing companies with the
products associated with depository institutions. Hybrids
are still experimental, but they are designed to reach just the
kind of customer that many immigrants represent: working
people who pay bills and send remittances, and who regu-
larly patronize check cashers and money transfer operators.

Building immigrant acceptance of banking institutions is
a gradual and multi-stepped process. It takes time to under-
stand 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 insti-
tutions to be patient and flexible. They must also be willing
to take on a complex and evolving regulatory environment.

Building trust

A first step that many banks have taken to get immigrants
in their doors involves building trust within immigrant com-
munities. Some of this has meant changing the methods that
banks use to interact with clients, such as hiring bilingual
staff, providing multicultural training for bank workers, and
redesigning websites and ATMs. Some of this activity has
also led to making branch lobbies more inviting, and adding
or switching advertising channels.

Another fundamental way that banks have built trust
among immigrants has been through the cultivation of rela-
tionships with churches, schools, and other community or-
ganizations that immigrants know and respect. By working
with these community actors, bankers hope that the trust
that immigrants place in these organizations will transfer
to the bank. For their part, community-based nonprofits,
schools, employers, and other community organizations

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, though it is still known
informally as the Matricula Consular card. The card
provides a name, address, and identification number
for bank customer identification programs. While
other Latin American governments have begun to
issue similar cards, the Matricula Consular is the
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
Identification Number to open an interest-bearing
account or to engage in other taxable bank activities.
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often have their own stake in whether immigrants join
the financial mainstream. For example, Boat People SOS,
a national agency that helps Vietnamese refugees become
economically self-sufficient, approached Citibank with the
prospect of becoming involved in its Individual Develop-
ment Account program. Once this relationship was estab-
lished, representatives from Citibank and other banks sent
staff to volunteer at Boat People SOS.

Accepting alternative forms of identification

A second important tactic banks have used to reach im-
migrants is to accept alternative forms of identification to
open accounts. Some banks accept driver’s license numbers,
consular-issued identification cards and Individual Taxpayer
Identification Numbers in addition to Social Security Num-
bers. Wells Fargo, for example, became one of the first major
banks to accept the Matricula Consular card for Mexicans,
and later for Guatemalan immigrants.® As of November
2003, Wells Fargo had opened 250,000 accounts for Matricu-
la Consular card holders in California, Texas, Arizona, New
Mexico and elsewhere’ (See Box 2.2, Matricula Consular).

Anti-money laundering and anti-terrorism legislation, the
main legislation that impacts this area, has made it clear that
Social Security Numbers are not required to open bank ac-
counts. 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. A growing number of fi-
nancial institutions also accept Individual Taxpayer Identi-
fication Numbers, known as ITINs, as documentation for

Directo a México

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

Box 2.3

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 ser-
vice 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, “Di-
recto a México” is experimenting with allowing remit-
tance senders to set up bank accounts for remittance
recipients at participating bank branches in Mexico.

opening interest-bearing accounts.® Obtaining these num-
bers has become more difficult in recent years, however, and
ITINs must be used in conjunction with other identification
due to regulatory requirements.

Offering services usually associated with check-cashers

and money transfer operators

Banks are also competing for immigrant clients with en-
tities such as check-cashers and money-transfer operators.
Beyond the few “hybrid” models, many banks and credit
unions offer check-cashing for non-account holders, money
orders, and non-financial products like phone cards, along
with low-cost savings and checking accounts. A 2004 study
found that at least 60 U.S.-based depository institutions, in-
cluding the largest banks as well as community banks and
credit unions, offer remittance products.” There are numer-
ous methods available, including debit or dual ATM cards,
credit cards, account-to-account transfers, and stored value
cards. In Bank of America’s SafeSend program, for example,
checking account customers can send remittances to Mexico
at no charge. San Francisco-based Xoom is an online re-
mittance system that sells its technology and infrastructure
as a turnkey system for regional and community banks.!
The Federal Reserve has also begun to promote remittances
through the banking system with the “Directo a México”
program, an automated clearinghouse money transmission
option (See Box 2.3, Directo a México).

Moving clients up the financial ladder

So far, the marketing of transaction accounts and re-
mittance products has been the first crucial step that many
banks have taken to get immigrants in their doors. A smaller
number of banks are also trying to match their immigrant
customers with higher-end financial products. Union Bank
of California, for example, has developed an array of credit
products for low-income and immigrant borrowers, such
as secured credit cards, new and used car loans, small busi-
ness loans, and mortgage products, aimed at helping clients
either build credit histories or build assets.

Homeownership is one area beyond basic banking and re-
mittances where financial institutions have been able to take
advantage of growing demand by immigrants. Although im-
migrant homeownership (at 55 percent) lags behind that of
the native-born (at 76 percent)!!, immigrant households are
projected to account for approximately one-third of all new
households between 2000 and 2020.12 Many of the mort-
gage products developed for immigrants are part of broader
minority homeownership initiatives that offer flexible credit
underwriting standards and take into account the contribu-
tion of the extended family in determining the income of a
prospective borrower.

A small number of banks also offer home mortgages
using ITINs for people without Social Security Numbers.
Working with ACORN in California, for example, Citibank
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created a new mortgage product to make mortgages available
to immigrants who have previously been shut out of credit
markets.® For all lenders, though, the lack of a secondary
market for ITIN loans has limited the growth in this area.

Future Opportunities

As the immigrant population continues to grow, there
are many opportunities to link immigrants to the main-
stream financial system.

Offer check-cashing and money transfer services

One potentially fruitful approach is for more banks to
offer the services that immigrants want but currently receive
through check-cashers and money transfer operators. If more
banks were to provide and advertise remittances, bill-paying
and check-cashing services, immigrant customers would
benefit from lower fees resulting from greater competition
(even for those who continue to use check-cashers), as well
as from the opportunity to open checking and savings ac-
counts. The advantage to banks and credit unions would be
additional fee income as well as the chance to grow their cus-
tomer bases. And regulators would benefit from increased
transparency and simplified enforcement of money laun-
dering and anti-terrorism legislation as more check-cashing
and bill payment transactions were conducted through the
banking sector.

Reach out to the children of immigrants

Another potential strategy for banks is to reach out
to the children of immigrants through the school system.
There already exist numerous bank-school and credit union-
school partnerships throughout the country, although not
necessarily with a focus on the children of immigrants. By
2020, second generation Latinos are projected to outnumber
their parents. In addition to representing a large and grow-
ing future market opportunity, the children of immigrants
may be easier for banks to connect with than their parents.
Roughly three-quarters of school age children with an immi-
grant parent are U.S. citizens. The children of immigrants are
also more likely to be proficient in English. Bank branches
in high schools, such as the Bank Within East, a Wells Fargo
branch at East High in Anchorage, Alaska, could expand fi-
nancial education opportunities for the nation’s high school
population.

Offer financial services through the workplace

A third opportunity for banks is to connect with im-
migrants through their places of employment. Immigrants
make up 12 percent of the U.S. population but 15 percent
of all workers.! Banking at work could save time for busy
immigrants who often cite convenience as a primary reason
for using check-cashing outlets. For banks, the workplace
offers the opportunity to connect with large numbers of im-
migrants who are ready for and in need of financial services.
Company-sponsored financial initiatives that increase loyal-

ty and lower turnover rates could benefit employers as well,
particularly large firms that employ significant numbers of
immigrants. In addition, large employers operate at a scale
at which significant savings may result from having a greater
proportion of their payrolls delivered through direct deposit
or stored value cards.

1t is important to create a financial
system that offers access to those who
want it.

Target immigrant neighborhoods

Finally, banks may realize substantial customer growth
by targeting immigrant neighborhoods. Immigrant enclaves,
neighborhoods with a high percentage of foreign-born resi-
dents from the same country, are often places with particu-
larly low bank account ownership. However, inroads into
account ownership in ethnic communities may be multi-
plied through immigrant networks and word-of-mouth
among people who rely heavily on one another for informa-
tion. Getting just one immigrant to open a new bank ac-
count may lead many others to do the same as they learn
about the process and the benefits of account ownership
from an individual who shares their country of origin and
language. Partnerships among banks, ethnic community
groups, and other organizations with abundant credibility
in the immigrant community are instrumental for realizing
this opportunity.

Conclusion

Efforts to connect immigrants with the financial main-
stream are happening against a backdrop of unprecedented
immigration to the U.S. Today, at least one in nine residents
of the U.S., or 35 million people, was born abroad. Immi-
grants have many different needs and banks may not be right
for everyone. It is clear, though, that the extent of financial
access is an important indicator of the overall economic and
social well-being of an area. How immigrants integrate fi-
nancially into the U.S. has repercussions not just for a few
cities or states, but for neighborhoods and communities
throughout the country. It is important to create a financial
system that offers access to those who want it.

Immigrants are changing as they adapt to the U.S., and
the U.S. is in turn changing as newcomers are, to varying
extents, accommodated and incorporated. The challenge is
to ensure, as much as possible, that these transformations
strengthen communities and families across the nation, that
they benefit immigrants and the native-born, help financial
institutions build sustainable business models, and take into
account the wisdom and the expertise of the community.
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