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Unbanked in 
America
Bringing more Americans into the realm of 
formal banking.

By Alex Apanovitch and Johnny Kim

We all had one. A piggy bank. A shoebox. It was the not-so-
secret place where you accumulated your Christmas money, 

allowance, and shiny quarters from the tooth fairy. But as you got 
older, you started to move those crumpled bills and loose change 
into your first bank account. This marked a monumental day in 
your life, whether you were aware of it or not— a step out of the 
unbanked market and into the world of finance. 

While this transition may seem like a natural progression in 
developed nations, it is skipped by a growing portion of the 
American population. According to the Federal Deposit Insurance 
Corporation, an astonishing 8.8 million American households 
(7.7%) are unbanked. The unbanked market has recently ballooned, 
with nearly U.S. $370 billion in cash flowing through the hands 
of those who belong in this segment, more than the 2011 nominal 
GDP of both Hong Kong and Greece. 

Who are the Unbanked?

Unbanked households are defined as those where not one individual 
has a chequing or savings account. Most unbanked Americans 
are visible minorities, primarily due to financial, cultural, and 
linguistic barriers that exist between them and traditional financial 
services. These individuals typically lack financial literacy but 
require some financial services such as the ability to cash cheques 
and send money to distant family members. 

Despite these needs, most unbanked Americans believe they 
simply don’t have enough money to merit a bank account. Others 
avoid banks because they do not need to write cheques, cannot 
meet minimum balance requirements, fear losing their savings 
to service fees, or just don’t see the value in an account. Some 
consumers harbor mistrust and simply stay away from large, “evil 
and unfriendly” financial institutions that, post-2008 financial 
crisis, have been shown in an unsavory light. 

In reality, the unbanked are paying more for current alternatives 
than they would be for bank accounts. These alternatives capitalize 
on misconceptions and offer consumers ease of use and accessibility, 
the two most important factors for this group. In the U.S., if a cash 
agent is 15 minutes away, customers used their services once or 
twice per month. When this same agent was less than 10 minutes 
away, customers used their services as many as 10 times per month. 

What About Traditional Banks?

Retail banks profit from the spread between the interest rates at 
which they lend money and the interest rate they pay on deposits, 
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or the net interest margin. This revenue is supplemented by fees 
charged on bank accounts and on transactions. Regulations after 
the 2008 financial crisis such as the Durbin Amendment of the 
Dodd-Frank Act limited the amount banks can charge on debit 
transactions, squeezing profit margins and making it more difficult 
for banks to profitably serve the unbanked. With fees legislated 
downward, the net interest margin earned from a customer 
becomes increasingly critical. As one would suspect, banks require 
a minimum balance to generate enough interest income to offset the 
fixed costs associated with a customer and their respective branch. 
Unbanked consumers typically don’t have large enough deposits 
to allow banks to cover the fixed costs required to maintain an 
account, and therefore banks have little incentive to serve them. 

What Options Exist for the Unbanked?

Credit Unions – Credit unions are established with the social 
responsibility to serve customers that have a similar profile to the 
unbanked American. However, since many of the unbanked are 
financially illiterate, the details of how credit unions operate are 
unknown to them. The onus must fall on credit unions themselves 
to educate unbanked consumers, but they typically lack the 
resources to do so at a mass level. Furthermore, because credit 
unions generally operate within limited geographical regions and 
tight-knit communities, the business model is difficult to scale.

Payday Lenders & Cheque-Cashing – The unbanked have migrated 
towards alternative financial services such as payday lending and 
cheque-cashing outlets. Their business model provides many of the 
same services as traditional banks without demanding the same 
commitment from the consumer. Growth in the payday lending and 
cheque-cashing industry has accelerated over the past three years 
to 15% per year. Although these two functions are fundamentally 
different in nature (one provides short term loans while the other 
converts cheques to cash), they are similar in the predatory interest 
rates and fees they charge. Nevertheless, revenues continue to 
grow and customer loyalty continues to build, likely as a result of 
their vast retail presence and ease of transacting. 

Prepaid Debit – A relatively recent entrant, prepaid debit card 
services have been growing at a CAGR of 21.5%. These cards 

can be loaded with money and then used at retail locations and 
ATMs. By identifying and serving the unbanked’s need for simple 
financial solutions, Green Dot has rapidly grown to become the 
predominant player in this market since its founding in 1999. As 
a first mover, it has leveraged its proprietary technology to enable 
card purchases, activations, and reloads at retailer locations. By 
tapping into the distribution network of retail giants like Wal-Mart, 
Green Dot has been able to bring its product offering to over 50,000 
retail locations, while saving itself the fixed costs associated with 
operating its own. As a result, Green Dot has been able to profitably 
serve the unbanked without charging predatory interest rates or 
fees, unlike most payday lenders and cheque-cashing facilities. 

Is There a Mobile Solution?

As the gap between rich and poor widens and the unbanked 
population grows, there is an increasingly lucrative opportunity 
for firms that can capitalize on serving this market; but who is best 
positioned to do so? The answer may be in our collective pockets. 
Behind every cell phone is a telecom provider who is positioned to 
be the next “big fish” in a growing pond. 

Wireless carriers should begin offering financial services to 
unbanked individuals in the form of an e-money account that can 
be accessed wirelessly and through a prepaid debit card. To transact 
from this account, an individual will deposit cash or cheques at 
any authorized telecom agent. The customer will be able to manage 
this account through either a prepaid debit card or their mobile 
device. This service will offer several distinct advantages over 
existing prepaid debit card options, including the ability to manage 
accounts wirelessly, pay bills online, and send remittances.

Are Mobile Carriers the Answer?

McKinsey identifies four key competencies needed to serve the 
unbanked: financial product design, customer management, 
mobile service delivery, and distribution. It is clear that mobile 
carriers are able to succeed in the latter three but have no prior 
expertise designing financial products. They have a history 
of customer management and are most able to deliver mobile 
service, which is particularly relevant for the unbanked where the 

Unbanked Consumer Profile
Comparing Unbanked Customers to Average Americans

Average AmericansConsumer Profile Unbanked Americans

Number of Credit Cards per Wallet 5.4 Credit Cards / Wallet No Credit Cards

Average Household Income $55,000 / year $25,000 / year

Age Breakdown Older Younger

Credit History Substantial Credit History No Credit History

SMS Penetration Average SMS Users High Volume SMS Users

Access to Home PC PCs at Home No PCs

Source: Reuters and Mintel
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penetration rate of mobile devices is over 70%. This trend suggests 
that the unbanked likely trust mobile carriers, unlike banks, and 
could benefit from the additional value mobile carriers can provide 
over incumbent solutions, such as those from Green Dot. 

The combination of a mobile carrier’s large, well-distributed retail 
networks and their mobile messaging and Internet infrastructure 
will allow them to satisfy the critical need for ease of access for the 
unbanked consumer. This infrastructure also allows for profitability. 
Unlike traditional banks that use locations for banking purposes 
only, mobile stores would support various business lines. Similar 
to the Green Dot and Wal-Mart relationship, this would offset fixed 
costs and allow for the banking services to profit without charging 
the predatory rates of payday lenders. 

While mobile carriers have no experience with financial product 
design, the services that the unbanked are looking for in a mobile 
money account are extremely simple. Mobile carriers are therefore 
particularly well suited to serve the unbanked, even if their services 
may not be adequate for a more affluent group’s banking needs. 

Would They Do It?

Financial services don’t appear to be a core business to mobile 
carriers. At the core, a bank facilitates the exchange of funds 
between the institution and the user while providing services to 
allow for ease and convenience of payment. For many telecom 
companies, such as Rogers Communications, which submitted an 
application to become a bank in 2011, a billing relationship is already 
established with the majority of its customers. This relationship is 
eerily similar to that between a bank and its members. 

As the mobile market became increasingly saturated, major carriers 
have tried to expand their revenue streams. There has been an 
industry-wide push towards the creation of financial services arms 
by large conglomerates. In addition to Rogers, O2, a predominant 
mobile carrier in the UK, filed for an e-money license in 2011 that 
would allow them to facilitate mobile transactions. These recent 
moves suggest that mobile carriers see financial services as a 
profitable opportunity.

Over time, financial services customers can be converted to 
contracted telecom customers as they build credit histories. 
Currently, a significant portion of the unbanked market uses 
pay-as-you-go mobile plans since their low-income profile and 
limited credit histories prevent them from receiving contracts. 
Offering financial products may be a feasible solution to funnel 
these consumers into more valuable long-term relationships 
as the unbanked customers move to a structured financial 
future. These customers could then have high-value, long-term 
contracts. Combined financial services and mobile programs could 
complement this natural transition in several ways, such as by 
offering discounts on the next mobile purchase when a financial 
account is opened. In the mobile market, which is fast approaching 
saturation with 102 active mobile connections for every 100 people, 
this could be a unique method to acquire customers and nurture 
their value growth. 

Who would provide this solution?

T-Mobile and Sprint Nextel would be natural candidates to enter 
this market. At approximately 25%, they have a higher proportion 
of pay-as-you-go customers than the national average of 19%, 
suggesting a high existing penetration among the unbanked. In 
addition, Sprint and T-Mobile have churn rates of 30% and 51%, 
respectively – much higher than industry average churn of 24%. 
These companies would therefore have the most to gain through a 
strategy in which fickle pay-as-you go customers are captured and 
nurtured into customers on high-value, long-term contracts. 

Implementing the proposed model will take time. However, this 
is a valuable new opportunity in the increasingly saturated mobile 
industry. Telecom companies should reconsider their traditional 
strategy of pushing innovation and growth among high-value, 
high-income consumers. There is a massive market of the unbanked 
that could create significant long-term value for struggling firms 
like Sprint and T-Mobile – if they’re willing to take the risk. 

Retail Banks Cannot Serve the Unbanked

Comparing Potential Service Providers

Examining the Unbanked Market

Illustrative Example

Source: McKinsey

Person A Person B

Deposit $10,000 $100

Interest Earned (revenue)
Based on 7% interest rate

$700 $7

Fixed Overhead (cost) ($250) ($250)

Interest Paid to Depositor (cost)
Based on 1% interest rate

($100) ($1)

Profit/Loss to the Bank $350 ($244)
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