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Abstract. 
Most minority group in US has embraced check cashing industry to perform their financial     transactions. These communities are less privileged in the asymmetry of information and are also largely disadvantaged by their geographical location. The large number capacity of the minority community is low- and moderate-income earners. The study identifies the financial behaviors of the minority communities and their perceptions of financial markets. 
The decision of participating in the check cashing industry has been seen to be jointly related to the decision of remaining unbanked. As a result, there is an increase in check-cashing business as the demand increases. Mostly, it has largely been a result of low income, the proximity of banks is unfavorable, unsuitable working hours, increase legal requirements in opening a bank account, and most especially, the increased convenience of check cashing process being fast. 
The study has two reports from Pew Heath Group, 2010, and Federal Deposit Insurance Corporation (FDIC) 2011. The conclusion of the study recommended the need to spread financial knowledge to everyone and especially to those living in remote areas.








Introduction
In the U.S, there are roughly 24% of minorities families hold no transaction accounts in banks. Most of these minority families are includes the lowly income earners, less educated persons, and most of them are young and unemployed (Shackman & Tenney, 2006). There are less than 5% of these groups who are whites. The unbanked which is greatly represented by the minorities carry out most of their basic financial transactions include paying bills and cashing payroll checks (Caskey, 1994).
Unbanked communities find easy and fast alternatives to making their financial transactions. This has increased the need for a market for the check cashing industry as a response. Check cashing industry include services such as payment of local utility bills, wiring money transfers, selling money orders, and cashing checks (Bos, Carter & Skiba, 2012). Most researchers have tried to explain the widespread growth in check-cashing businesses, but the question remains unanswered. Some claim that bank branches have reduced in number as a result of acquisitions and mergers (Hogarth, & O'Donnell, 1999).
They also advocated that the geographical areas serve as a factor, they are mostly located in rural areas and less developed locations where competition is manageable in providing financial services to customers. It is also contended that the working hours for most banks are not convenient for some people (Caskey, 1994). Moreover, the combination of services provided in the check cashing industry is a mix of products that tends to be very attractive to customers. 
However, it is unfortunate most customers lack relevant information and knowledge and the advantages of having a formal financial service provider. Opening an account with them reduces the risk of theft and fosters wealth creation, and asset building such as mortgages (Hogarth & O'Donnell, 1999)
The US government treasury implemented the Debt Collection Improvement Act (DCIA) in 1996 where the unbanked could get financial services to support their business. As a result, the Electronic Transfer Accounts (ETAs) was created to cater to the unbanked minority group where there are minimal deposit charges (Pew Health Group, 2010). This provision was effective to the unbanked but a study by the General Accounting Office (GAO) analyzed the transactions in the various financial institutions involved and concluded that most people didn’t use the electronic system since they were unbanked. The GAO (1999) observed that about 1% of the unbanked had opened the EATS. 
This study analyzes data that helps to explain why check cashing is prioritized in minority communities of the USA (Burhouse & Osaki, 2012). The customer’s choice to get involved in a business that allows cash checking is jointly made with the choice of being unbanked. The reasons to remain unbanked vary depending on the race. Most of the communities leading in such businesses are the Hispanics and the Blacks. The findings of the study will touch on why the DCIA of 1996 was unsuccessful in upbringing the unbanked into banking platforms.

Background of the study
Check to cash has been greatly involved with the unbanked group. Those that do not want to have a bank account have resulted to check cashing activities. Access to banking services from insured financial institutions has provided an opportunity to carry out basic financial transactions, save money for security, save money for emergency reasons, and access credit facilities on fair terms (Klawitter & Fletschner, 2006). In banking, most households are protected from discriminatory lending practices and theft (Caskey, 1994)).
 	Despite the many benefits, low and moderate-income earners do not access the bank facilities such as cheap loans (Caskey, 1994). Others do have a bank account but only rely on non-banking service providers. As a result, these households end up incurring high transaction costs, access to credit facilities becomes more vulnerable to theft, may fail to achieve financial security, and have a difficult time to build their credit history (Klawitter & Fletschner, 2006)

Objectives of the study
The main objective is to find out the why there are many check cashing services in minority communities in the US. Other objectives include;
1. To identify the financial behaviors of low and moderate-income earners.
2. To compare the behavior of the banked and unbanked households.
3. To provide policies and recommendations to policymakers and the state at large.

Check-Cashing
The check-cashing outlet was initially founded in New York City and Chicago in the 1930s. The outlets grew and expanded in the early 1970s. It became more popular as it continued to spread more rapidly in the 1980s and 1990s (Caskey, 1994). Its popularity reduced in the following years. The slowdown was highly contributed by the reduced demand in check cashing services. In 2005, the number of check-cashing outlets was about 1300 in the U.S. where most of them were owned by small business people (Hogarth & O'Donnell, 1999).
Check-cashing is an outlet where the exchange of cash checks is done at a fee. Mostly, the check being cashed is Government Issue checks or paychecks (Bos, Carter & Skiba, 2012). 

Recent Trends on Check Cashing
The demand for check Cashing Organizations (CCOs) began to slow down around the mid-1990s making the ability to offer the services becoming very critical. In recent years, the electronic banking system was introduced where direct deposits were done enabling the government agencies and employers to direct their payment into a bank account. There was no charge associated with this type of transfer and since the transfer was immediate, there was no unnecessary hold of funds in between transactions. This system threatened the check-cashing business as the people embraced the electronic banking system (Caskey, 1994). 
In the 21st century, check cashing deposits have become increasingly popular for ethnic minority communities and immigrants (Shackman & Tenney, 2006). The proximity of financial institutions is not friendly to most of these communities. Therefore, they have limited access to banks or branches and hence remain stuck with the old methods. Most of these communities are out of reach to a financial advisor and only very few that get financial information from faith-based organizations, local financial seminars, and local credit unions (Bos, Carter & Skiba, 2012). 
Moreover, there have been increased identification issues where most financial institutions have introduced some forms of identification such as Social Security Number and individual taxpayer identification and a U.S. taxpayer identification number making most of the minority communities not eligible for the financial services (Klawitter & Fletschner, 2006).
Check-cashing is commonly used in minority communities. They do not provide credit facilities but rather collect a base fee on a value of check-in return, provide the remaining amount of cash immediately at the time of transaction (Bos, Carter & Skiba, 2012). This turnaround of the transaction has been appealing especially to low-income earners. Most of them will require money at a fast hand to make their most basic and daily transactions. The fast speed of check-cashing explains its popularity even to those with a bank account. The fee charged for cashing out these checks is a percentage of approximately 2.52% to 5% of the check’s face value (Burkey& Simkins, 2004).

Literature Review
According to Caskey (1994), he finds the growth in the 1980s of the check-cashing outlet having a direct relationship with the growth of pawnshops. He related with the pawnshops for they shared similar clientele, and both acted as traditional saving banks. He argued that the growth was greatly attributed to increasing competition in banks, increased bank fees, and made the business even more profitable. In the research of Prager 2009, recognizes that most banks closed down their branches in areas where low-income earners were populated. The author also argues that deregulation led to the increased competition between banks that resulted in some of the branches closing hence opening great opportunities for cash checking outlet and pawnshop growth. 
Hispanics as compared to whites are less likely to own assets such as a checking account. According to Burkey & Simkins (2004), there is about one-third of the Hispanics who are born in the US while half of the Hispanic group comes from foreign countries that are unbanked. Most of the people with low income seem to fail in making wise decisions in their money spending habits. For instance, low-income families are more likely to prefer other alternative forms of banking such as payday loans and check cashing instead of formal banking practices. These practices are unfortunately a disincentive to save (Caskey, 1994).
According to Pew Health Group (2010), the research explains that households with features such as low age, low education, low income, Spanish-speaking, noncitizens, and other minorities are demographics of the unbanked community. Caskey (1994) shows that access to banking systems is a step to creating wealth. Financial institutions provide a platform for people to save for emergencies and security. Also, the participants benefit from credit facilities on affordable terms. 
The unbanked nevertheless end up finding other ways to conduct their basic financial transactions and meet their financial needs by getting to check-cashing business and pay the bill in cash (Bos, Carter, & Skiba, 2012). In their saving habits, they do it the informal way which has got increased risk of appropriation, no inflation protection and gets no return of their savings (Klawitter & Fletschner, 2006).
Immigrants who are mostly Latinos are the fastest-growing foreign group and most of them have low education in comparison to people from Asia and Europe. Additionally, they are mostly amongst the group of undocumented immigrants, hence, are less likely to engage in formalities such as banking sectors (Shackman & Tenney, 2006). 
Furthermore, there are costs involved in owning an account such as time of usage and cost of managing an account. The low-income earners hold a greater risk of attracting charges involved in having a low balance, maintenance fee, and overdrafts. They are more likely to spend a huge proportion of their income on the transaction fee as they will keep sending and receiving money hence, increasing their economic distress (Klawitter  & Fletschner, 2006).
Methodology of the study
The study has analyzed data from the Pew Health Group from their report on Unbanked by Choice: A look at how the low-income Los Angeles households manage the money, report, or July 2010. On the study design, the group focused on eight low-income residents in the neighborhood of Los Angeles which contained a combination of banked and unbanked customers. The neighborhood selected happens to be ethically and geographically diverse and hence, a good representation of the economy of the city. Some neighborhoods have a history of immigrant enclaves, others are stable, and others experience gentrification pressures. 
In these areas selected, the intention was to try and cover a good sample of the American population with low income, while collecting data, a door-to-door survey was conducted. The unbanked residents were represented by 1000 households while the banked residents were represented by 1000 households who had one or more bank accounts. The methodology chose the door to door visit to reach out to households who could have been out of reach if the survey was collected via telephone or online (Pew Health Group, 2010).
 	The first wave was conducted in 2009 July to fill in the 2019 data while the second wave was conducted in 2010 May to represent the 2010 data. The study focused on the economic status of these households, financial behavior, and their perception of financial services. 
According to a report done by the Federal Deposit Insurance Corporation (FDIC) in June 2011, a survey that involved an interview of about 54,000 interviewers where the survey was conducted by the Bureau of Labor Statistics (BLS). The survey was collected in the US to a labor force of several characteristics such as unemployment, employment, and people’s earnings.
 The interviewers were diverse with different races, age, educational attainment, and marital status. The survey was also collected in 2 different phases; the first wave was conducted in January 2009 while the other had taken place in June 2011. The primary objective was to understand the estimate of US residents who were unbanked and who were banked and the reasons why. 
Data Analysis and Results
Fig 1: Financial behaviors from household income in form check
	Financial behaviors
	Banked
	Unbanked

	Deposit all in bank and spend it from there
	73%
	3%

	Cash the check at bank and spend
	18%
	16%

	Cash check at cash casher and spend
	4%
	73%



Fig 2: Financial behaviors from household income in form cash
	Financial behaviors
	Banked
	Unbanked

	Keep it all and spend
	48%
	88%

	Deposit the cash at bank and spend
	27%
	1%

	Keep some and deposit the rest in bank
	14%
	1%



Fig 3: Account History of the unbanked;
	Account history
	% of unbanked Residents

	Never had an account anywhere
	63%

	Had an account but no longer uses 
	22%

	Ever opened an account but will never again
	9%

	Opened an account in a different country
	3%

	Other 
	3%



Fig 4: Perceptions of personal finance
	Perceptions of personal finance
	Banked 
	Unbanked

	I am able to pay bills and save
	24%
	11%

	I am able to pay bills but no enough to save
	49%
	51%

	I am not making enough to pay regular expenses financial health
	27%
	38%



Fig 5: Unbanked households categorized by ethnicity and race in 2009 and 2011
	Race
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	Black
	21.5
	21.4

	Hispanic
	19.2
	20.1

	American India
	15.3
	14.5

	Hawalian/ Pacific Islander
	9.0
	6.2

	White
	3.3
	4.0

	Asian
	3.5
	2.7



Fig 6: Unbanked households categorized by age in 2009 and 2011
	Age
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	15-24 years
	15.7
	17.4

	25-34 years
	11.7
	12.7

	35-44 years
	8.9
	8.9

	45-54 years
	7.5
	8.1

	55-64 years
	4.8
	5.5

	65+ years
	3.5
	3.9


Fig 7: Unbanked households categorized by Income in 2009 and 2011
	Income per year
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	>$15,000
	27.0
	29.6

	$15,000 to $30,000
	13.0
	11.4

	$30,000 to $50,000
	4.1
	4.5

	$50,000 to $75,000
	1.5
	1.4

	At least $75,000
	0.3
	0.2



Fig 8: Unbanked households categorized by Household Type in 2009 and 2011
	Household Type
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	Unmarried female family
	19.5
	19.1

	Unmarried Male family
	14.8
	14.3

	Individual female
	6.6
	7.8

	Individual male
	17.7
	11.4

	Married couples
	3.5
	3.7


Fig 9: Unbanked households categorized by Education in 2009 and 2011
	Education
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	No high schools degree
	24.4
	25.8

	Has a high school degree
	9.6
	10.9

	Some college
	4.9
	5.9

	College degree
	1.2
	1.1


Fig 10: Unbanked households categorized by Employment Status in 2009 and 2011
	Employment Status
	% of households (2009)
	% of households (2011)

	All households
	7.6
	8.2

	Unemployed
	19.1
	22.5

	Not in labor force
	9.7
	11.0

	Employed
	5.5
	5.3



Results
Fig1: Financial behaviors from household income in form check

According to Pew Health Group, Fig 1 above shows the behavior of consumers on their banking behavior. The graph is categorized in form of the banked and the unbanked. The banked group seems to spend very little of their income and save the rest into a bank account as compared to the unbanked. Also, the banked prefer to access their money from the bank than stay with cash at hand ones they access it as a check. 
Fig 2: Financial behaviors from household income in form cash
According to Pew Health Group Fig 2 shows the behavior of consumers that receive their income in form of cash, the unbanked seems to spend all their income without depositing any portion of their income to the bank and only a very small percentage of consumers consume some money and deposit the rest to a bank.
Fig 3: Account History of the unbanked

According to Pew Health Group in Fig 3, there has been found that the unbanked do not only entail the group of people who have no bank account but also, a group of people who have inactive and deactivated accounts. The highest percentage of the unbanked, has never opened a bank account anywhere and the rest, had opened the account and didn’t like the experience hence discontinued using it.
Fig 4: Perceptions of personal finance

According to Pew Health Group from fig 4, the chart shows the perceptions of people in personal finance. People use their income mostly on settling bills only. A large number seems to be unable to afford their living standards as they find it hard to settle their basic expenses. As a result, most people do not see the need of opening a bank account since they do not have enough money to save. 
Fig 5: Unbanked households categorized by ethnicity and race in 2009 and 2011

According to Federal Deposit Insurance Corporation (FDIC) in fig 5, the unbanked population has been populated majorly by the black Americans, the Hispanic, American Indians, Hawaiians followed by few Whites and Asians. The increase in the population of the unbanked has been highlighted from 2009 to 2011. The pattern is similar, but in overall, the unbanked increased from 7.6% in 2009 to 8.2% in 2011.
Fig 6: Unbanked households categorized by age in 2009 and 2011
According to Federal Deposit Insurance Corporation (FDIC) in Fig 6, the unbanked group is categorized in age. The percentage of the unbanked group increased from 7.6% in 2009 to 8.2% in 2011. Also, youths in the age of 15-24 years seemed to be the biggest number who is unbanked. Mostly, at this age, they are in school and depending on their parents and relatives for survival, and the few that has got family, are earning less to pay bills, debts and support family and at the same time save. 
Fig 7: Unbanked households categorized by Income in 2009 and 2011

Federal Deposit Insurance Corporation (FDIC) in Fig 7 shows the number of unbanked in category of people’s income. The largest group of unbanked population seems to be in the category of those earning less than $15 000 per year. Mostly, they are the young group in the age of 15-24 years for they are committed to paying bills, survive and pay school loans hence, less money to save in the bank.
Fig 8: Unbanked households categorized by Household Type in 2009 and 2011

Federal Deposit Insurance Corporation (FDIC) in Fig 8 shows the number of unbanked in category of Household type. The largest group is under the category of unmarried female family. They represent the biggest percentage in both years. In most of them, the unmarried female family got children hence single mothers and in most of them, they don’t have stable incomes that can allow them to save.
Fig 9: Unbanked households categorized by Education in 2009 and 2011

Federal Deposit Insurance Corporation (FDIC) in Fig 9 shows the number of unbanked in category of education. The leading category of the unbanked group in both years are those with least education that is, no high school degree. On this category, most of them lack the knowledge of the benefits of formal banking and are likely to always opt the less complicated ways of conducting their financial transactions.
Fig 10: Unbanked households categorized by Employment Status in 2009 and 2011

Federal Deposit Insurance Corporation (FDIC) in Fig 10 shows the number of unbanked in category of employment status. The unemployed group is the leading group as per the graph above in being unbanked. Lack of employment results to little income and to others, no income at all. This category may therefore not need a bank account for they have no excess money to save or use it later.

Conclusion
The study concludes that check cashing has mainly been practiced by low-income earners who are unbanked and have no plan to open a bank account in the future. It is unreasonable for most of the residents to participate in formal banking services, it is more expensive to them since the financial institutions are remotely located in areas where low-income earners are located. Most of the low-income earners include minority communities. The low-income earners have been closely related together with low levels of education where these groups fall victim. 
Low financial services are more acute on individuals such as domestic workers including shop assistants and hairdressers. These findings also match the category of people with a low educational background even though it is worth noting that low educational background alone is sufficient to explain the lack of financial services. On the other hand, individuals with professions and college degrees have access to banking services. 
Consumer involvement in the financial markets will create wealth for participants, build assets, and reduce discriminatory and theft practices in the lending process. It will also promote economic stability and strengthen most of these communities. With greater understanding, policies such as DCIA of 1996 that was implemented streamline the financial market of the country.
Policy Recommendations
The literature findings show the financial organization of the US recognizes the need to get engaged with the unbanked ethnic minority communities including the immigrants. Therefore, to promote a cultural heritage for all, community-based organizations, credit unions, and banks should come up with products that attract and accommodate these customers that will ensure that they maintain their linkage of cultural practices and their country of origin.
The survey in this study suggests some policies to the financial institutions, policymakers, and other stakeholders whose objective is to improve the financial services in the US.
1. A great understanding of the different segmentation of the under banked and unbanked populations will improve the economy. Different people in various communities amongst the under banked and the unbanked groups have different demand levels of financial services. By understanding each of them, will help to come up with products that are most effective for these groups. Most under banked and unbanked households face most economic distress such as unemployment. With this understanding, it would be easy to work together with the public sectors, private sectors, and the financial institution as they serve their obligation the result would provide social service agencies and employers.
2. Opening a bank account is not a guarantee it will run till long-term. Most households get in and out of the banking system depended on the circumstance at hand. For example, about half of the unbanked households had once opened an account, and once it was difficult to run and maintain one, they are unlikely to be in the banking group ever again. Therefore, the financial efforts should not only include fetching the unbanked into banking but also should work in maintaining the banked group. This can be possible by offering low charges for deposits and very minimal maintenance charges with transparent terms and conditions.
3. Unbanked households that have had an account previously are likely to have positive perceptions of having a bank account as compared to the households who have no such experience. 
4. The financial institutions in the market will be required to make their products faster, more convenient, and include low qualifications for opening a bank account. The financial sector can introduce mobile technology to fasten transactions and increase convenience.


[bookmark: _GoBack]

References
Hogarth, J. M., & O'Donnell, K. H. (1999). Banking relationships of lower-income families and the governmental trend toward electronic payment. Fed. Res. Bull., 85, 459.
Rhine, S., Greene, W., Toussaint-Comeau, M., & Hogarth, J. (2001). Currency exchange use and the unbanked: an empirical analysis. Consumer and Community Affairs, Policy Study.
Caskey, J. P. (1997). Lower income Americans, higher cost financial services.
Bos, M., Carter, S., & Skiba, P. M. (2012). The pawn industry and its customers: The united states and europe. Vanderbilt Law and Economics Research Paper, (12-26).
Burhouse, S., & Osaki, Y. (2012). 2011 FDIC National survey of unbanked and underbanked households. US Federal Deposit Insurance Corporation, September.
Burkey, M. L., & Simkins, S. P. (2004). Factors affecting the location of payday lending and traditional banking services in North Carolina.
Caskey, J. P. (1994). Fringe banking: Check-cashing outlets, pawnshops, and the poor. Russell Sage Foundation.
Klawitter, M., & Fletschner, D. (2006). Banked or Unbanked? Individual and family access to savings and checking accounts. Daniel J. Evans School of Public Affairs Working Paper, 16.
Pew Health Group. (2010). Unbanked by choice: A look at how low-income Los Angeles households manage the money they earn (Report). 
Prager, R. A. (2009). Determinants of the locations of payday lenders, pawnshops and check-cashing outlets. Washington, DC: Federal Reserve Board.
Shackman, J. D., & Tenney, G. (2006). The Effects of Government Regulations on the Supply of Pawn Loans: evidence from 51 Jurisdictions in the US. Journal of Financial Services Research, 30(1), 69-91.


Banked	Deposit all in bank and spend it from there	Cash the check at bank and spend	Cash check at cash casher and spend	0.73	0.18	0.04	Unbanked	Deposit all in bank and spend it from there	Cash the check at bank and spend	Cash check at cash casher and spend	0.03	0.16	0.73	Banked	Keep it all and spend	Deposit the cash at bank and spend	Keep some and deposit the rest in bank	0.48	0.27	0.14000000000000001	Unbanked	Keep it all and spend	Deposit the cash at bank and spend	Keep some and deposit the rest in bank	0.88	0.01	0.01	% of unbanked Residents according  to account history
% of unbanked Residents	Never had an account anywhere	Had an account but no longer uses 	Ever opened an account but will never again	Opened an account in a different country	Other 	0.63	0.22	0.09	0.03	0.03	Perceptions of personal 
finance
Banked 	I am able to pay bills and save	I am able to pay bills but no enough to save	I am not making enough to pay regular expenses financial health	0.24	0.49	0.27	Unbanked	I am able to pay bills and save	I am able to pay bills but no enough to save	I am not making enough to pay regular expenses financial health	0.11	0.51	0.38	% of households (2009)	All households	Black	Hispanic	American India	Hawalian/ Pacific Islander	White	Asian	7.6	21.5	19.2	15.3	9	3.3	3.5	% of households (2011)	All households	Black	Hispanic	American India	Hawalian/ Pacific Islander	White	Asian	8.1999999999999993	21.4	20.100000000000001	14.5	6.2	4	2.7	Race
% of households
% of households (2009)	All households	15-24 years	25-34 years	35-44 years	45-54 years	55-64 years	65+ years	7.6	15.7	11.7	8.9	7.5	4.8	3.5	% of households (2011)	All households	15-24 years	25-34 years	35-44 years	45-54 years	55-64 years	65+ years	8.1999999999999993	17.399999999999999	12.7	8.9	8.1	5.5	3.9	Age
% of households
% of households (2009)	All households	>	$15,000	$15,000 to $30,000	$30,000 to $50,000	$50,000 to $75,000	At least $75,000	7.6	27	13	4.0999999999999996	1.5	0.3	% of households (2011)	All households	>	$15,000	$15,000 to $30,000	$30,000 to $50,000	$50,000 to $75,000	At least $75,000	8.1999999999999993	29.6	11.4	4.5	1.4	0.2	Income per year
% of households
% of households (2009)	All households	Unmarried female family	Unmarried Male family	Individual female	Individual male	Married couples	7.6	19.5	14.8	6.6	17.7	3.5	% of households (2011)	All households	Unmarried female family	Unmarried Male family	Individual female	Individual male	Married couples	8.1999999999999993	19.100000000000001	14.3	7.8	11.4	3.7	Household Type
% of households 
% of households (2009)	All households	No high schools degree	Has a high school degree	Some college	College degree	7.6	24.4	9.6	4.9000000000000004	1.2	% of households (2011)	All households	No high schools degree	Has a high school degree	Some college	College degree	8.1999999999999993	25.8	10.9	5.9	1.1000000000000001	Education status
% of households
% of households (2009)	All households	Unemployed	Not in labor force	Employed	7.6	19.100000000000001	9.6999999999999993	5.5	% of households (2011)	All households	Unemployed	Not in labor force	Employed	8.1999999999999993	22.5	11	5.3	Employment Status
% of households 
