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Executive Summary  
 
In the face of today’s economic crisis, Americans have started saving again. And 
while saving could be a short-lived response to the crisis, the current impetus to 
save has created an opportunity for financial services organizations to lead the 
way in encouraging saving, especially those institutions targeting financially 
underserved consumers.  
 
Turning today’s momentum into tomorrow’s savings behavior, despite the 
opportunity presented by the economic climate, is not a simple task. Those 
organizations determined to capitalize on this opportunity will need to start by 
assessing how consumers save today. Research shows that low-income, 
financially underserved consumers do save, especially when they have access to 
the right product with the right incentives. However, these consumers especially 
face barriers in doing so—barriers that are cultural, behavioral, and structural.  
 

 Cultural barriers may be the least understood of these, though an 
important issue is that the word “saving” is often associated with sales and 
coupons versus bank deposits and investments, possibly impacting how 
financial institutions think about their marketing messages. 

 From a behavioral perspective, research indicates that consumers are 
more likely to be savers if they set goals, have effective budgeting habits, 
and own a car or house.  

 Barriers that are structural include lower incomes and misalignment of 
savings products and incentives. Research shows, however, that income is 
not an insurmountable barrier; financially underserved consumers can 
save—if savings products and incentives are designed with them in mind.  

  
Depositories also face barriers in helping consumers save; they struggle to make a 
traditional savings account both affordable for low-balance savers and profitable 
for the institution. An analysis of traditional savings accounts shows that low-
balance accounts provide limited net-interest margin while still incurring the same 
expenses as other savings accounts.  
 
Many innovations emerging in the marketplace are overcoming barriers on both 
sides of the supply and demand equation—allowing financially underserved 
consumers to save in accounts that are low-cost and profitable for the institution. 
Some of these ideas include: 
 

 Taking advantage of increased volume and consumer interest in savings 
to achieve greater profitability by lowering operating and marketing costs, 
along with retooling the basic saving account to lower costs and improve 
affordability.  
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 Considering new ways to incent consumers to make frequent deposits, 
bolstering balances and improving profitability without penalizing 
consumers for drawing down the balance to cover an emergency need.   

 Designing savings accounts to help consumers avoid universal behavioral 
pitfalls and establish habits that work to their advantage, such as through: 

o Automation: allowing account holders to set up recurring transfers 
from checking to a savings account and rewarding this action; 

o Defaults: automated saving as part of the account structure; and  
o Forced choosing: requiring a savings choice before a transaction 

or enrollment process can be completed.  
 Devising new and more appealing incentives to save, beyond interest 

payments, such as prize-linked savings accounts, a lottery-like savings 
program where each increment of savings provides a chance to win a 
large prize in the future. 

 Leveraging the power of goal setting for a down payment on a house, 
education, a large purchase, or saving for an emergency. Institutions need 
to speak to a broad range of goals in marketing messages, leverage 
technology to help consumers set and track progress toward such goals, 
and create systems that reward consumers when they reach their goals. 

 Finding opportunities to promote savings while consumers are purchasing 
other financial services, such as at tax time, which is an example of the 
“right” time paired with the “right” channel.  

 
Changing consumer attitudes and behavior today provide the first push that the 
market needs to develop momentum. Innovation, however, is critical to helping 
consumers save successfully. Organizations that meet this challenge will benefit 
from the chance to build volume by bringing many underbanked consumers into 
the savings fold, improvements to their reputation, and development of new 
business models. The opportunity is here to think beyond what is already being 
done, consider how to improve account functionality and profitability, and offer 
consumers savings opportunities they can us.
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Introduction  
 
In May 2009, the national personal savings rate hit 6.9 percent, up from virtually zero at the beginning of 
2008, reflecting people’s inclination to pay off debt and spend less than they earn. There are many 
explanations for why the U.S. savings rate dropped below zero in the last decade—from the ready 
availability of credit to rising home values. But the bottom line is that today’s economic climate has 
created a marked inflection point—a moment of dramatic change—for American households. The 
resulting increase in deposits seen by U.S. depositories is good news for banks amid a sea of bad news.1 
Since the close of 2007, total deposits in FDIC-insured institutions have increased by $539 billion, up 6.4 
percent, to $8,954 billion. Among NCUA-insured institutions, deposits have surpassed $724 billion, up 
$92 billion, or 14.5 percent. The question now is: are savings rising permanently, or will they slide again 
when the economy turns around?  
 
The situation creates an immediate opportunity for organizations across the financial services landscape 
to consider how to harness the momentum toward saving to create lasting change. This is especially 
critical for the 40 million American households who are financially underserved, who own disproportionally 
fewer assets than their higher-income counterparts. For these consumers, saving is a key not only to 
attaining more education, buying a home, and retiring but, more fundamentally, to stabilizing cash flow to 
cover emergencies, such as a broken water heater or a medical bill. The ability to save even small 
amounts of money for emergency needs leads to less reliance on high-cost debt and a greater chance of 
reaching prosperity.  
 
Chart 1. Personal Savings Rate in the US 1959 to 20092 
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Fortunately, this is an opportunity not just for consumers but for financial institutions as well. First, the 
volume of saving today paves the way toward better per-account profitability. In the past, the combination 
of low volume and high costs of small-dollar savings accounts has made it difficult for depositories and 
their distribution partners to pursue this market. Today’s significant increase in balances could help 
overcome part of this issue, especially in conjunction with cutting costs through smart product 
                                                 
1 It is possible that the increase in deposits is based largely on a shift from securities for high-wealth families, but the U.S. recession 
is making it clear that Americans are spending less. This suggests that consumers are in fact changing their behavior and putting a 
higher priority on saving. See: http://www.bea.gov/newsreleases/national/pi/pinewsrelease.htm. 
2 U.S. Department of Commerce: Bureau of Economic Analysis. 
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development. Second, financial institutions are facing tough criticism from the American public and 
Washington. Financial institutions could use innovations focused on saving to improve their reputation 
and reach more consumers. Finally, as financial institutions shift their post-mortgage-bubble business 
model to favor more balanced and responsible lending, saving will be key to being able to grow well-
rounded and profitable customers in the long run.  
 
Despite the opportunity, turning today’s momentum into tomorrow’s savings behavior is not a simple task, 
especially for institutions focused on lower-income consumers. Consumers make saving decisions in a 
variety of ways. In an ideal world, consumers would scan the available savings products, pick the one that 
best meets their needs and price point, and then “purchase” regular intervals of savings by putting funds 
in their chosen account. In short, they would pick among options, employing the old adage “pay yourself 
first.” In reality, while some do “pay themselves first”, others make their purchasing decisions first, then 
save whatever remains. Some carefully compare CD rates at their local banks, others prefer stocks and 
bonds, and still others keep extra cash in the freezer. Because consumers don’t all operate in the same 
way, no single solution will motivate all consumers to lasting saving behavior.  
 
To take advantage of the opportunity presented by today’s economic 
climate, financial institutions will need a variety of innovative, 
affordable products that help consumers save while also being good 
business for the institutions. This paper will begin by discussing how 
consumers save and some of the barriers they face in doing so. 
Research shows that low-income, financially underserved 
consumers do save, especially when using the right products with the right incentives, but cultural, 
behavioral, or structural barriers may get in the way of saving. The next section will provide an economic 
analysis of a basic savings account, clarifying why depositories struggle to make a traditional savings 
account both affordable for low-balance savers and profitable for the institution. Finally, the paper will 
highlight emerging innovations that are overcoming barriers on both slides of the supply and demand 
equation, allowing financially underserved consumers to save in accounts that are low-cost and profitable 
for the institution.  
 
A Shift Toward Saving—Can It Last?  
Some economists express concern that long-term increases in savings, and therefore depressed 
spending, could prevent the U.S. economy from recovering (often citing Japan’s so called “Lost Decade,” 
a prolonged recession in the late 1980s driven by low consumer spending). But there are many levers to 
growth in U.S. economy.3 A period of recalibration will be necessary to adjust the U.S. economy away 
from its past dependence on consumer spending. As the New York Times reported, “[An increase in the 
savings rate] happens in nearly every recession, and the effect is usually fleeting. Once the economy 
recovers, Americans revert to more spending and less saving. Over the last 30 years, the savings rate 
has fluctuated from over 14 percent in the 1970s to negative 2.7 percent in 2005, meaning Americans 
were spending more than they made. This time is expected to be different, because the forces that 
enabled and even egged on consumers to save less and spend more—easy credit and skyrocketing 
asset values—could be permanently altered by the financial crisis that spun the economy into 
recession.”4 Rather than being seen as a negative for the U.S. economy, a shift toward saving, especially 
for low-income consumers, represents a needed investment and an opportunity to own assets, buy a 
home, send children to college, and generally reach greater prosperity—developments that will impro
the U.S. economy in the lo

ve 

U.S. Savings Rate 
In May, the U.S. saving rate 
reached 6.9 percent, up from 
virtually zero in early 2008. 

 
3 Rich Miller and Alison Sider, “Surging U.S. Savings Rate Reduces Dependence on China,” Bloomberg, June 26, 2009. 
4 Catherine Rampell, “Shift to Savings May Be Downtown’s Lasting Impact,” New York Times, May 9, 2009; 
http://www.nytimes.com/2009/05/10/business/economy/10saving.html?_r=1&scp=8&sq=savings&st=cse. 
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Consumer Perspective 
 
To harness the momentum to save, it is helpful to begin by assessing the existing research on savings 
policy, practice, and consumer behavior. This research illuminates the reasons consumers do or don’t 
save—reasons that are cultural, behavioral, and structural.  
 
A Culture of Saving? 
 
The savings rate in America hasn’t always been low; it wasn’t until the mid-1980s that the savings rate 
dropped below 7 percent, about where it stands today. In the last few decades, saving became less of a 
priority nationally, making it difficult to determine whether the U.S. culture values saving. While 
consumers often say they want to save, they don’t necessarily do so. A 2006 survey by the Pew 
Research Center found that 77 percent of Americans said they “always look to save money,” and 63 
percent said they “weren’t saving enough.”   
 
This issue may be complicated by the American meaning of the word “savings.” Research with low-
income consumers indicates that they often associate the word with sales and coupons. From the Filene 
Research Institute study of low- to moderate-income savers: “further complicating the task facing financial 
services marketers [to encourage saving] is the success of retailers and consumer product marketers in 
framing spending as a form of saving. … Understanding the degree to which consumption undermines 
saving, several interviewees [who were part of the study] express feelings of guilt about their personal 
spending behavior.”5 To some extent, this calls into question the role of institutions in supporting thrift as 
a value.6 A definitive answer as to whether America has a culture of thrift may never emerge, bu
understanding how consumers frame the issue culturally provides insights into which marketing 
messages and products may succeed.   
 
The Role of Behavior 
 
Research indicates that consumers who set goals and have effective budgeting habits are more likely to 
be savers. The Pew Research Center study showed that consumers who were “self-described savers”—
meaning they said they “always look for ways to save money,” are “always aware of how much money 
they’re spending,” and watch the amount of money they spend “very closely”—were more likely to say 
they used a budget. Forty-six percent of such consumers did budget, versus 28 percent of those who did 
not describe themselves as savers. Further, in “Understanding the Emergency Savings Needs of Low- 
and Moderate-Income Households: a Survey-Based Analysis of Impacts, Causes and Remedies,” 7 
Stephen Brobeck of the Consumer Federation of America (CFA) compared low- to moderate-income 
consumers who reported having less than $500 in emergency savings to those with more than $500. 
Those with greater savings were more likely to know their net worth, to have a spending plan with goals, 
to have a savings plan with goals, or to have a spending plan that allows for meeting savings goals.  
 
 
 

 
5 Nick Maynard, Tim Flacke, and Jeff Zinsmeyer, “Does Imagery Matter: Delving into the Mind of Low- to Moderate-Income Savers,” 
Filene Research Institute Publication, December 1, 2007. 
6 For more on this issue, see “For a New Thrift, a Report to the Nation from the Commission on Thrift,” published by the Institute for 
American Values, 2008. 
7 Stephen Brobeck, “Understanding the Emergency Savings Needs of Low- and Moderate-Income Households: A Survey-Based 
Analysis of Impact, Causes, and Remedies,” Consumer Federation of America, November 1, 2008; 
http://www.consumerfed.org/pdfs/Emergency_Savings_Survey_Analysis_Nov_2008.pdf. 
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Table 1. Difference between Low- and Moderate-Income Savers 
 Low-Income Consumers 

<$35,000 annual household 
income 

Moderate-Income Consumers  
$35,000 to $50,000 annual 
household income 

 <$500 in 
savings 

>$500 in 
savings 

<$500 in 
savings 

>$500 in 
savings 

Knew net worth 35% 50% 35% 54% 
Had a spending plan with goals 34% 88% 50% 78% 
Had a savings plan with goals 11% 63% 21% 61% 
Had a spending plan that allows for 
meeting savings goals 

4% 56% 10% 48% 

Pre-established auto-transfers 12% 54% 16% 46% 
 
 
Data from the CFSI Underbanked Consumer Study shows that slightly more than half of the roughly 50 
million individuals who are underbanked (which means that they have a checking or savings account but 
also use alternative financial services) own a savings account. This represents about a quarter of the 106 
million individuals who are financially underserved. Savings account ownership is highly correlated with 
checking account ownership; of underbanked consumers with a savings account, 94 percent also owned 
a checking account. Savings account ownership correlates with feelings of financial security and opinions 
about their own abilities to save. Underbanked consumers with a savings account were more likely to 
“agree a lot” or “agree a little” with the statement “I feel financially secure” and were less likely to “agree a 
lot” or “agree a little” with the statement “I’m no good at saving my money.” 
 
Chart 2. Underbanked Consumers with Savings Accounts Feel More Financially Secur  
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8 CFSI Underbanked Consumer Study, 2008. 
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hart 3. Underbanked Consumers with Savings Accounts Feel They Are Good at Savings9 

ther res s, while those 
ith a lot of debt are more likely to say that they don’t save enough. Homeowners and car owners are 
ore likely to be savers, while individuals with debt are less likely to be savers, according to research by 
e Center for Social Development.10  The Pew Research Center that reported that 73 percent of 
merican homeowners with three or four loans said they were not saving enough, compared to only 34 
ercent of homeowners with no loans and 54 percent with only one loan. Similarly, 53 percent of 
mericans who pay their credit card in full each month said they didn’t save enough, compared to 79 
ercent who reported only making payments each month on their credit cards. This is further supported 
y the CFA’s research finding that consumers with less than $500 in savings were more likely to have 
verdrawn a checking account, had difficulty paying a bill, made only the minimum payment on a credit 
ard balance, or borrowed from a payday loan provider or pawnshop.11 

terestingly, employment was not a significant reason for variation in savings behavior among low- to 
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O earch shows that those consumers who own assets are more likely to have saving
w
m
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o
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In
moderate-income consumers. Unemployed consumers were just as likely as employed consumers to 
have savings greater than $500.12 Further, among all Americans, unemployed, non-retired individuals 
were slightly more likely to consider themselves savers than employed consumers.13  
 

                                                 
9 CFSI Underbanked Consumer Study, 2008. 
10 Michael Sherraden,, “Individual Development Accounts: Summary of Research,” Center for Social Development, September 
2002; http://csd.wustl.edu/Publications/Documents/SherradenResearchReport2002.pdf. 
11 Stephen Brobeck, 2008. 

gs 
aving.pdf. 

12 Stephen Brobeck, 2008. 
13 Paul Taylor, Cary Funk, and April Clark, “A Social Trends Report: We Try Hard. We Fall Short. Americans Assess Their Savin
Habits,” Pew Research Center, January 24, 2007; http://pewsocialtrends.org/assets/pdf/S
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nsider themselves savers, some 
ill face structural barriers that prevent them from saving. 

er emergency 
avings and account ownership. Older and more educated consumers were more likely to report greater 

The factors that do affect attitudes toward saving include having and setting goals, owning assets, and 
owning a savings account. But even when consumers want to save or co
w
 
Demographics and Savings 
 
Age and education among low-to-moderate income consumers is correlated with great
s
than $500 in emergency savings,14 and across all Americans, those in these same demographic 
categories were more likely to report they felt they saved enough.15   
 
Chart 4. Savings Account Ownership by Age Among Underbanked Consumers16 
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14 Stephen Brobeck, 2008. 
15 Paul Taylor et al, 2007. 
16 CFSI Underbanked Consumer Study, 2008. 
17 CFSI Underbanked Consumer Study, 2008. 
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tructural Barriers 

here are two main structural issues that prevent financially underserved consumers from saving: lower 
comes and misalignment of savings products and incentives.18   

onsumers with lower incomes have a limited capacity to save and are less likely to have a savings 
ccount. Further, even when they accumulate a small amount, they often need to draw down their 
avings to pay for emergencies, such as car repairs.  

hart 6. Savings Account Ownership by Income Among Underbanked Consumers19 
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Lower incomes represent a structural barrier to saving, though not an insurmountable one: having a low 
income does not prevent consumers from saving. In fact, while some research suggests that lower-
income consumers are less likely to save, a broad body of research regarding Individual Development 
Accounts (IDAs)20 demonstrates that low-income consumers do save when given the opportunity and 
helpful structures.   
 
The CFA study found that “having no or low emergency savings was strongly correlated with three broad 
income groups: 64 percent of those with incomes under $25,000, 38 percent of those with incomes 
between $25,000 and $50,000, and 17 percent of those with incomes over $50,000 had emergency 

                                                 
18 Other analyses of the savings market have discussed important policy changes that could compel consumers to make lasting 

savings behavior; these policy concepts deserve serious consideration and support. For information about savings 
; 

anthropic organization or government entity—for each dollar saved by low-
 uses of the funds are often restricted to a set of asset purchase options. 

changes to their 
policy, see The New America Foundation’s work, including “Asset’s Agenda,” for a comprehensive assessment of Savings Policy
Peter Tufano and Daniel Schneider’s work, including “Using Financial Innovation to Support Savers,” and CFED’s work on policy, 
including “State of the Field: Opportunities for Growth.”  
19 CFSI Underbanked Consumer Study, 2008. 
20 IDAs provide matching funds—usually funded by a phil
income consumers participating in the program;
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savings of less than $500, with only 5 percent of those with incomes over $100,000 being below this 
level.”21 However, 43 percent of Americans with incomes of less than $30,000 were “self-described 
savers,” compared to 36 percent of Americans with incomes between $30,000 and $50,000, 22 percent
Americans with incomes between $50,000 and $100,000, and 29 percent with incomes greater than 
$100,000.22 
 
Table 2. Difference in actual savings by income 
 Income <$25K Income 

$25K-$50K 
Income >$50K Income

$100K 
>$500 in emergency savings 36% 62% 83% 95% 
<$500 in emergency savings 64% 38% 17% 5% 
 
Table 3. Difference in description of behavior 
 Income <$30K Income 

$30K–$50K 
Income  
$50K–$100K 

Income> 
$100K 

Self-described saver 43% 36% 22% 29% 
 
At the same time, the CFA study found t
income between consumers re

hat among th
emerg

e tw me groups, the differe
porting ency savings of greater than  and those re  
n $500 was very small—le n $1,000. That is, income did ntirely 

ccount for the variation in actual savings. Further research done by The Center for Social Development 
nts reported that those with very low incomes save as 

uccessfully as those with higher incom - A part ave at a h  
relative to their incomes. Those at 50 percent of poverty e rcent of income, 

cent of poverty s out 1 perce come.”23 search indic at 
hile income has an impact on saving behavior, other structural factors play a substantial role in 

o lowest-inco nce in 
 $500 porting

emergency savings of less tha ss tha not e
a
at Washington University in a study of IDA participa
s es, and very-low income ID

and below sav
icipants “s
more than 3 pe

igher rate

while those at 200 per ave ab nt of in This re ates th
w
furthering or limiting saving.  
 
Table 4. Difference in savings within income bracket 
 Among respondents 

with incomes <$25K 
Among respondents with incomes 
$25K–$50K 

Income of those reporting <$500 in 
emergency savings 

$18,000 $38,000 

Income of those reporting >$500 in 
emergency savings 

$17,000 $37,000 

 
 
A critical structural issue is that fewer savings products are designed and distributed with low-income 
onsumers in mind. Tax-based incentives ings 

as IRA contribution tax credits) are not refu o n  same incentive for 
imilarl me consumers a ely to have jobs that offer 

 plans or matching programs.   

c that subsidize the sav
ndable, and therefore d

of higher-income consumers (such 
ot provide the

low-income consumers to save.24  S
401(k) or Simple IRA

y, low-inco
25

re less lik

                                                 
21 Stephen Brobeck, 2008.  
22 Paul Taylor, et al, 2007. 

, Jeffrey Liebman, Peter Orszag and Emmanuel Saez, “Savings Incentives for Low- and Middle-Income 
ield Experiment with H&R Block,” National Bureau of Economic Research, September 2005; 
project.org/pubs/File/duflo-gale-liebman-orszag-saezNBER05block.pdf. 

23 Michael Sherraden, 2002. 
24 See footnote 18 for information on savings policy. 
25 Esther Duflo, William Gale
Families: Evidence from a F
http://www.retirementsecurity
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necdotal evidence suggests that low-income and financially underserved consumers find ways to save 

s. Again, these money orders are kept at home until 
e money is needed. This behavior likely reflects the need to create a barrier between the consumer and 

 have low balances 
rofitability, these products 

d less attractive to unbanked and 
nderbanked consumers.   

e 
 

n $50 annually for a low-balance saver. Even when the rate offered 
 consumers is more typical of a basic savings account, approximately 0.25 percent APR, and therefore 

 
A
their money that are less safe and more susceptible to impulsive use. One common way is to keep cash 
at home, literally under the mattress or hidden elsewhere. This method can be unsafe and offers no 
barrier to spending when the impulse occurs. Another strategy is that after cashing their checks and 
purchasing the necessary money orders to pay their bills, consumers will purchase a final money order 
with their remaining cash, made payable to themselve
th
his or her money; it doesn’t allow for impulsive spending because it requires that the individual cash the 
money order first. Most likely, underbanked savers use these informal savings approaches at least partly 
because available account types and incentives do not adequately meet their needs. 
 
The Bottom Line: Traditional Savings Account Products 
 
Understanding the barriers faced by consumers is only half of the equation. Understanding the difficult 
economics behind traditional savings accounts is key to being able to innovate profitable accounts that 
effectively meet consumers’ needs. For depositories, prepaid card companies, non-profits, and others, 
providing savings accounts profitably is a challenge, because such accounts generally
and therefore provide limited net-interest margin for the institution. To improve p
come with fees and restrictions, which make them less affordable an
u
 
Typical annual net-interest income for a savings account—the difference between what banks earn on th
money they lend or invest and the rate they pay on deposits—depends on the average monthly balance
and the yield offered. Today, typical asset yields are 5.75 percent to 6.25 percent, and “cost of funds” (the 
rate banks pay on deposits) are 1.75 percent to 2.5 percent. Therefore, banks can expect margins in the 
range of 3.5 percent to 4 percent.26 At that margin, depending on the average balance, revenue can 
range from less than $10 to more tha
to
margins are closer to 5.5 percent, revenue is still modest, between $11 and $80.  
 
Table 5. Annual Revenue per Savings Account Estimates 

  Margin 
  3.75% 5.50% 

$200  $7.50  $11.00  
$500  $18.75  $27.50  
$700  $26.25  $38.50  

Average Monthly Account 
Balance 

$1,500  $56.25  $82.50  
 
On the expense side, several factors affect total profitability on a pe nt ba
including accou ansaction essing, a g, c ent a significant 
cost to the bank y availa  docume age savings account costs, 
and where data is available, assumptions about ho ccount is used by a lo e saver are 
critical to determining profitability. As a starting point, it is useful to look at what data is available. The 

tional Cost and Profit Analysis (FCA) report until 1999 with 

r accou
nd closin

sis. Operating costs, 
an reprent opening, maintenance, tr

. Unfortunately, little publicl
proc

ble data
s

nts aver
w the a w-balanc

Federal Reserve published an annual Func

                                                 
26 See bankrate.com for information on typical interest rates, and Uniform Bank Performance Report at FDIC.gov for typical asset 
yield data. 
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average account level costs for participant banks.2 ding to the 1999 repo ge basic 
savings account cost about $70 per year to service nifican s in gy, these costs 

ave certainly decreased over the last decade—possibly even by 50 percent—especially for account 
 

s, 

1, 
ar. 

atement for Basic Savings Account 

7 Accor rt, the avera
. With sig t advance  technolo

h
opening, closing, and maintenance. Advances in electronic transactions, imaging, and data processing
have all helped reduce costs. 
 
In addition to operating expenses, banks incur costs to provide account statements and 1099 tax form
as well as to provide customer service. The 2007 Cornerstone Report, prepared by Cornerstone 
Advisors, reports that the median cost of rendering a statement for mid-sized banks surveyed was $0.1
excluding postage, for a total cost of about $0.55.  Statements are sent between 5 and 13 times per ye
Further, a typical call with a customer service representative may last several minutes, and can cost the 
institution anywhere from $2 to $10. 
 
Table 6. Sample Income St
  Amount Assumptions 
REVENUE           
Margin $28.75  Assumes constant $500 average account balance; uses simple 

interest calculation at 5.75% margin 
Fees $36.00  Monthly maintenance fee of $3 paid each month 
Total Revenue $64.75    
EXPENSES     
Operational $35.00  Annual cost of processing and maintenance 
Statements ents + 1099 form $7.15  Monthly statem
Customer Service  8.00  sumes 4 short calls per year to check balance, and one long call $1 As

to correct error 
Total Expenses $60.15    
NET INCOME $4.60    

 
M  technology platform not represent variable costs and are harder to quantify. 
D  the cha  wh ots, or the 
r the cost ting s, especially smaller 
i n  for ng 
a r cos
maintaining a savings account. 
 
W  analy  not include all possible costs, leaving aside overhead expenses such as 
taff costs, it speaks to the challenges in structuring a profitable account relationship with a low-balance 

nce, it is 

                                                

arketing and s do 
epending on nnel from

e
ich an account is generated—direct mail, online, media sp

credit unionetail branch—
nstitutions tha

 of mark
 vendor

 can be high. Further, banks and 
processing services, can incur costs for itemt rely o

nd technology platfo
s

ms. This 
s such as core processi

t varies widely by institution but can add significantly to the cost of 

hile the above sis does
s
saver. Because many of the costs are per account or per use of a service, regardless of the bala
easy to see why high-balance customers are more attractive targets. The total profitability for accounts 
with average monthly balances less than $500, typical of savings held by low- and moderate-income or 
financially underserved consumers, can quickly go into the red, and even small shifts in costs can make 
an impact. More work is needed to understand both the costs involved in offering savings accounts given 
advances in technology, as well as how typical savers use these accounts.   

 
27 While the FCA cost data is a decade old, it is included here because of the limited nature of publically available data on savings 
account costs.  An important step toward improving access to savings accounts is to update cost data.  This will help financial 
institutions better gauge now profitable small-balance accounts are given advances in technology, and pinpoint areas for cost 
reduction.  
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eading Profitability through Fees and Stipulations R
 
To make accounts profitable, banks often charge fees for savings accounts or set conditions that 
consumers must meet to avoid them. Examples of such fees and stipulations include: 
 
Opening and Minimum Balance Requirements  
For a typical savings account, a minimum deposit of $100 or more may be required to open the account, 
and a minimum balance of $250 or more may be required to avoid service fees. It may take many months 
for a low-income or financially underserved customer to build that balance, especially considering monthly 

onsumer might land back where she 
tarted—paying monthly fees.  

nts (MMA) or 
ertificates of deposit (CD), come with even higher opening and minimum balance requirements, as do 

 IRAs that are designed to help consumers save for long-

hecking Account Requirements

fees. And if the funds are needed to cover an emergency, the c
s
 
Further, products that generally pay higher interest rates, such as money market accou
c
Individual Retirement Accounts (IRAs) and Roth
term goals, such as retirement, a first-home purchase, or educational expenses. These products 
generally require an initial investment of $1,000 or more, which makes them all but inaccessible to most 
financially underserved consumers. Consumers who cannot make such a large contribution at once 
cannot take advantage of the tax and interest benefits these products confer. 
 
C  

n be 

 

ons

A number of existing products require that one have a checking account to sign up for the savings 
account. For example, most online-only accounts, often referred to as “direct” accounts, such as the 
account pioneered by ING, require the account holder to have a checking account to set up and fund the 
online account. This type of account costs the financial institution less because the transaction ca
done via the Automated Clearing House (ACH), avoiding such higher-cost transfer mechanisms as ATM 
deposits, phone transfers, or teller-based transactions. This requirement is problematic for unbanked
consumers who have no checking account or do not want one.  
 
Withdrawal (and Deposit) Restricti  

e 
both 

case that higher-yielding products require 
igher minimum balances to avoid fees. The outcome is that account profitability improves, but the 

fore is less attractive to customers who cannot maintain the 

. 
venient bank hours, locations, and unfriendly service as reasons for 

ot owning bank products.  

Savings accounts have withdrawal restrictions based on regulatory parameters, generally limiting th
consumer to no more than six withdrawals in any given month. Other products, such as CDs, restrict 
withdrawals and additional deposits for a set period. This is not ideal for low-income people who may be 
managing their cash flow tightly. Instead, these consumers need flexibility and access to funds without 
penalties in case of emergencies. 
 
While product structure varies widely by bank, it is generally the 
h
account is no longer low cost and there
balances required to avoid the fees. In addition, some consumers face further barriers to owning a 
savings account. Banks often deny savings accounts to consumers who have a negative ChexSystems28 
history or don’t meet minimum debit score thresholds. For their part, some consumers with a negative 
bank experience are wary of reestablishing a relationship with a bank for fear of another bad experience
Further, consumers often cite incon
n
 

                                                 
28 ChexSystems is the common name for a series of databases, operated by eFunds, that enables financial institutions to make 
decisions on new or current accountholders based on past history of involuntary account closure, fraudulent activity, insufficient 
funds charges, and a variety of other factors. For more information, see www.efunds.com. 
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R
 
M
T
re
in he structures they 

so contributing profit to the institution.  

proving Profitability and Access to Traditional Accounts One Step at a Time 

, 
 

ncial institutions seek to 
apitalize on today’s greater savings volume and consumer interest, the traditional savings account still 

d 
specially to keep costs low.   

ent, as 

onsider 
ers to opt into electronic statements, including waiving account fees or 

providing a bonus, such as a small increase in interest. Moreover, regulators could consider a universal 
e 

A Typical Saver’s Story 
 
Shelia received a $400 bonus at the end of the year from her job and decided to use $150 to start a 
rainy day account at her local bank at 0.75 percent interest. The bank requires at least $100 to open 
the account, and she sees this bonus as a great opportunity to get over that hurdle. She knows that 
the bank charges $5 for each month that her account is below $250, so every two weeks when Shelia 
gets paid she transfers $15 into the account. Then, in the middle of the year, she needs to withdraw 

r. She is so delighted that she can manage that surprise expense that she 
creases her deposits to $20 every paycheck. Shelia is a low-maintenance customer. She calls the 

n 
lia with a better account 

nd improve the bank’s profitability, the bank needs to find ways to lower the cost. 

$140 to fix her water heate
in
bank a few times to make sure a deposit came through or to check her balance, and she receives a 
statement each month, which she generally reviews and then throws away. 
 
Based on this account activity, over the course of the year, she will have made $550 in deposits, had 
an average monthly balance of $200, earned $20 in interest, and paid almost $50 in fees. Based on 
an interest margin of 5 percent, plus the fees, the bank will earn $60 in revenue from Shelia but will 
incur $59 in expenses. The bank earns net income of $1 on Shelia’s account. If assessed based on 
purely economic criteria, this is a losing proposition for both sides. Shelia pays much more in fees tha
she earns in interest, and the bank makes a minuscule profit. To provide She
a

ethink and Restructure 

any innovative ideas are emerging in the savings marketplace to address the barriers described above. 
hey include improving account economics, retooling products to better align with consumers’ behaviors, 
thinking incentives and rewards, and improving marketing and distribution strategies. These 
novations, many of which are still being tested, show promise of giving consumers t

need to save successfully while al
 
Im
 
Because larger dollar volumes allow institutions to achieve greater profitability, even if individual account 
balances are low, today’s increased saving could have a significant impact on the bottom line. Moreover
marketing investments will likely have greater impact today because consumers who are already thinking
about saving represent a more motivated, open-minded audience. As fina
c
plays an important role—but it will require tweaks to make it more accessible and affordable, an
e
 
Monthly statements and 1099 tax forms present one opportunity to lower costs. Some banks have shifted 
to providing statements less frequently, such as every quarter, lowering both paper and processing costs. 
Current regulations allow institutions to provide electronic statements as part of an account agreem
long as they give the consumer an option to receive paper statements if they prefer. More institutions 
could take advantage of this option for savings account products. Alternatively, institutions could c
providing incentives for consum

opt-out system for electronic statements for all savings accounts, reducing costs as well as paper usag
across the industry. The annual 1099 forms, required by the IRS to report total interest paid to the 
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onsumer above $10, could be avoided for low-balance accounts by making them automatically 
  

ive the 

epositories could think creatively about other ways beyond balance thresholds to help consumers avoid 
e 

s 

ccount is opened.   

er 

 

nd 

s 

utomation

c
electronic and by increasing the threshold to $30 or more to better accommodate small balance accounts. 
 
To reduce the cost of customer service, an Interactive Voice Response (IVR) or Short Message System 
(text message) may be an option for some institutions, though these systems do require an upfront 
investment. Many organizations already offer IVR systems, and text message systems are increasing in 
popularity. These systems allow consumers to handle basic functions, such as balance inquiry and 
money transfers, without speaking to a person. Some financial service providers have instituted a fee to 
speak with a representative, which does improve profitability but can frustrate consumers, especially if 
unexpected. Banks choosing this option must clearly explain the fees to consumers and offer to wa
fee for issues not handled by the IVR or text message system. 
 
D
fees and communicate those fees to consumers clearly. For example, if consumers accumulate a balanc
without making withdrawals over several months, banks could waive fees as a reward. Similarly, fee
might be waived for making a certain number of deposits each month or year. Such fee waivers would 
pass on lower transactional costs to the consumer while also encouraging more saving. Non-profits 
serving underbanked consumers could consider ways to promote deposits and balance accumulation as 
part of a bank program, in exchange for lower-fee accounts. It is important to keep in mind that if 
institutions create such products, they need to explain the fees involved to the customer, not only in the 
required disclosure statements but in plain language when the a
 
To address the savings needs of unbanked and underbanked consumers, depositories must also 
eliminate barriers such as denial of accounts based on past ChexSystems history—that is, forced 
closures, significant overdraft behavior, or bankruptcy. At a minimum, financial institutions could consid
offering a second-chance savings product, helping these consumers reenter the banking system in an 
account offering little risk for both the bank and the customer. Because checks cannot be written on a
savings account, consumers cannot overdraft; this helps them avoid paying costly overdraft fees and 
limits the operating losses to the bank. Especially given the increased attention to saving, banks a
credit unions might consider leading with a low-barrier-to-entry savings account for unbanked and 
underbanked consumers rather than with checking account products. 
 
Leveraging Existing Behavior 
 
Ideally, savings accounts would be designed to leverage what we know about human behavior and avoid 
universal behavioral pitfalls. According to behavioral economics, the “status-quo bias”29 causes most 
people to maintain an established behavior or situation unless compelled (often by an incentive) to do 
something else. The question is, how can this simple understanding of how consumers make decision
help institutions encourage saving? The answer: make the decision to save easy, or at least make it 
harder not to decide, by using automation, defaults, and forced choosing.   
 
A  

ecurring payments, such as for a mortgage or utility bill. Similarly, an 
ccount holder can also arrange recurring transfers from a checking to a savings account. This automatic 

ould 

                                                

Many checking accounts now allow r
a
saving means the consumer saves many times with only one decision. Financial institutions should 
continue to promote this type of feature, especially when the account is opened. Further, institutions c

 
29 William Samuelson and Richard Zeckhauser, “Status Quo Bias in Decision Making,” Journal of Risk and Uncertainty, March 1988; 
Daniel Kahneman, Jack L. Knetsch and Richard Thaler, “Anomalies: The Endowment Effect, Loss Aversion, and Status Quo Bias,” 
Journal of Economic Perspectives, Winter 1991; http://harbaugh.uoregon.edu/Readings/UGBE/KKT%20Endow%20JEP.pdf. 
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provide incentives for establishing a recurring transfer and incentives for setting up an automatic transfe
such waiving account fees for auto-withdrawals.  
 
Innovation Focus: NetSpend Savings 

r, 

In 2005, NetSpend, a national prepaid card company, developed a savings “wallet” as part of its 
ard card offering. The money held in the wallet is unavailable for purchases but can be easily 

 all 

he applications for automated savings programs are endless. As long as the act of saving is preset and 
mer beyond the initial set-up, the “status-quo bias” works to 

nd 
examp
saving pdated 
his F d 

riven by the 
umber of times a customer uses a bank product—for example, making a purchase on a credit or debit 

The North Carolina State Employees Credit Union offers a credit line up to $500 called a Salary 
ue 

mulated $13 million in 
tal balances on designated savings accounts since the program’s inception in 2001. 

ion 
ng they perceive as 

ss boring. Second, if the consumption activity occurs often enough, the amount of each transfer can be 
tely the savings will add up to a significant 

accoun
 
The 

s dropping below 
 balance threshold and incurring a fee. Second, and more important, institutions need to get customers 

 

stand
transferred to and from the card via the internet or phone. In fact, consumers can set their 

preferences so that each time they load their prepaid card, a dollar amount or percentage of the 
deposit is automatically swept into the savings wallet. This account currently pays 5 percent APR on
balances in the savings wallet, and while that was only slightly higher than the market at the time it was 
originally offered in 2006, the company has stuck with the promotional rate even today.  
 
T
requires no action on the part of the custo
help consumers save and drives increased balances. These programs can be as simple as the NetSpe

le of transferring a percentage of every deposit to a checking account or prepaid card into a linked 
s account. Or they could be more complex. Imagine, for example, if every time a customer u

acebook page, a dollar was transferred from her checking account to her savings account; it coul
add novelty to an event that has become common among Generation Y consumers.  
 
A similar idea is that of consumption-based savings. Consumption-based programs are d
n
card of a particular type, such as one made at a restaurant. 
 
Institutions that serve unbanked and underbanked consumers who purchase transaction products, such 
as bill-payment services, remittances or wire transfers, or money orders could consider consumption-
based savings programs based on the number or value of transactions purchased.  
 
Innovation Focus: NCSECU’s Salary Advance Loans 

Advance Loan. Use of this product requires that, for each draw on the line, 5 percent of the val
of the advance is automatically transferred into a designated savings account. This type of 

automated program is event driven. NCSECU estimates that savers have accu
to
 
Event-driven and consumption-based programs are interesting for two reasons. First, they draw attent
to savings, which many consumers perceive as boring, while they are doing somethi
le
very small—from pennies to a few dollars—and yet ultima
amount. For lower-income consumers, this can be especially important. Each deposit to the savings 

t is more palatable for consumers; small sums don’t feel like big sacrifices.  

challenge in designing automation programs is twofold. First, financial institutions have to ensure that 
the movement of funds doesn’t create adverse consequences for the consumer, such a
a
enrolled in the program to make it effective, and often enrollment requires picking a frequency or amount 
or generally making choices about other aspects of the program. Because of this, financial institutions 
could consider defaults or forced choosing. 
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Innovation Focus: Keep the Change from Bank of America 
The well-known Bank of America program called “Keep the Change” leverages defaults to drive a 

consumption-based savings program. Whenever an account holder makes a purchase using her 
debit card, the total amount of the purchase is rounded up, and the difference is automatically 

transferred to the customer’s savings account. This program has helped Bank of America drive new 
account acquisition and consumer deposit balances. According to Bank of America, customers have 
saved a billion dollars through Keep the Change accounts, including the transfers and match bonus.30 
 
Defaults 
Defaults are powerful. For example, while consumers should want to take advantage of the various tax 

nd matching benefits of 401(k) plans to save for retirement, the “status-quo bias” would dictate that 
, this is the case. According to the 

401(k) 
“This d g 

ore 

utomatic enrollment, as evidenced by the near doubling of the percentage of 401(k) plan sponsors 
automatic enrollment in the past two years.”32 

s to 

 as 

ally 
this 

g 

ign. 

ants of a 

a
enrollment in such plans would be less than 100 percent. In fact
Investment Company Institute, about 30 percent of consumers who are eligible for an employer-based 

plan do not enroll. Changing the default from non-enrollment to enrollment makes an impact.31 
isarmingly simple concept of enrolling employees automatically into a 401(k) plan, while allowin

them to ‘opt out,’ is helping workers—especially moderate- and lower-income and minorities—save m
and start saving earlier,” said Mark Iwry, principal at the Retirement Security Project and nonresident 
senior fellow at the Brookings Institution. “Employers are increasingly convinced of the power of 
a
adopting 
 
While changes to 401(k) enrollment arrangements are in the hands of America’s employers and the 
financial services firms that administer 401(k) programs, the concept of defaults nonetheless applie
saving outside of 401(k) plans as well. And defaults might be even more pertinent to financially 
underserved consumers who lack access to high-quality financial advice. The implementation could be
simple as establishing a savings account for every customer who sets up a new checking account or 
opens a general purpose reloadable (GPR) prepaid card. Taking that concept one step further, a default 
value or percentage of each deposit could be transferred into a savings account automatically, essenti
combining the above automation concept preset as the default. While customers could opt out of 
default, the “status-quo bias” would suggest that such an innovation could go a long way in increasin
day-to-day savings.  
 
The most critical thing to remember when considering an innovative default feature is the default des
Financial institutions need to be thoughtful in designing defaults. Because consumers are by nature 
unlikely to change a default preset for them, the defaults must take into account the needs and w
broad consumer base. This may mean paying special attention to the needs of financially underserved 
consumers. 
 
Forced Choosing 
If a default would be difficult to implement, another useful concept building on the idea of the “status-q
bias” is that of forced choosing. In this case, no default is set; instead the consumer is forced to make a
choice before the tran

uo 
 

saction or enrollment can be completed. This could obviously be used to increase 
nrollment in automated savings programs such as those described above. However, additional 

innovation might be possible by harnessing ATM or point-of-sale (POS) technology. For example, a 
                                                

e

 
30 PR Newswire Online, http://www.prnewswire.com/cgi-bin/stories.pl?ACCT=109&STORY=/www/story/05-13-
2008/0004812580&EDATE=. 
31 Cass Sunstein and Richard Thaler, Nudge: Improving Decisions about Health Wealth and Happiness, Yale University Press, 
2008. 
32 Hewitt Associates Press Release, “Statement From the Retirement Security Project on Hewitt’s 2008 Retirement Survey,” 
Retirement Security Project News Room, March 20, 2008; http://www.retirementsecurityproject.org/news/press_releases?story=248. 
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consumer might be asked a question each time he made a purchase at a POS machine or took out 
money from the ATM: do you want to save $1? This is another form of consumption-based savings. T
act of making a purchase forces a saving decision before the financial transaction can be completed. This 
kind of program would create more frequent choices to save than the consumer might otherwise make. 
Providing a choice, rathe

he 

r than preset automated transfers, allows consumers to weigh their other 
bligations when choosing. This option may especially appeal to low-income consumers faced with cash-

s 

g 
ms, 

r in combination with automation, defaults, and forced choosing. Interest has been the 
ngstanding reward of choice for many depositories, but its value to unbanked and underbanked 

 

 

nsferring $1 per debit card 
rast, they rated as less important incentives like gift cards (28 

ent), and free change counting (19 percent).33 On the other hand, CFSI’s 
search experience has shown that when asked open-ended questions about what incentives drive them 

ed 

ys to 

 

ertificate (the credit union equivalent of a 
ertificate of deposit), the customer gets a chance to win a $100,000 grand prize at the end of the 

                                                

o
flow challenges. 
 
Overall, automation, defaults, and focused choosing help consumers establish habits and behave in way
that work to their advantage. Moreover, these options benefit the financial institution, improving account 
economics as balances grow and transfers are made via less expensive channels such as the teller line. 
Non-profits that work with unbanked and underbanked consumers can play an important part in urgin
financial institutions to develop these kinds of products and enrolling their clients in automated progra
while helping them build lasting habits that can improve savings outcomes.  
 
Rewards and Incentives 
 
Rewards and incentives are additional levers that can compel consumers to make savings decisions, 
either instead of o
lo
consumers is unclear. On one hand, research suggests that when asked what incentives are most 
compelling, low- to moderate-income consumers are attracted by high-interest accounts. In fact, the CFA
study reported that the two features most important in persuading them to open a savings account were 
both interest-rate based. The most important, selected by 50 percent of the population, was the ability to
earn 4 percent interest on their total balance. The second most important, selected by 43 percent, was 
the ability to earn 8 percent interest on savings balances “accumulated by tra
use from checking to savings.” By cont
percent), raffle prizes (16 perc
re
to save, consumers rarely mention interest.34 This may result from the perception that the interest earn
on a small balance would not add up to a significant amount.   
 
Financial institutions and other players have the opportunity to devise new (and more appealing) wa
provide incentives. A move away from interest to other rewards could improve the economics of small-
dollar accounts by widening the net-interest margin in favor of lower overall cost rewards programs. 
These programs would have to generate appeal for a particular reward that is greater than the cost of the
reward. An example is a concept called Prize-Linked Savings. The idea is analogous to a lottery. Each 
increment of savings gives the consumer an entry into a drawing for a large prize. 
 
Innovation Focus: Prize Linked Savings from Doorways to Dreams Fund (D2D) 

D2D and The Filene Research Institute, with funding from CFSI and The Walmart Foundation, 
partnered with eight Michigan-chartered credit unions to offer a prize-linked savings program, 

called Save2Win. For every $25 deposited into a share c
c
promotion period, which for this pilot is January 2010. In the meantime, consumers are eligible to win 

 
33 Stephen Brobeck, 2008. 
34 These conclusions were drawn from a number of research studies conducted by CFSI over the last several years, and have not 
been reported thus far. More research is needed to understand the role interest plays in actually compelling consumers. 
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ion 

 to save and so 
oncluded that their best chance of accumulating wealth lay in winning jackpots or bets,” write Peter 

,000 by saving or 
 that 

saving  
hold o

 
s or through private 

nancial institutions. A few programs have operated successfully at scale, with prizes in the millions of 
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capita. If held in the banking sector, PB holdings would have accounted for 3.9 

ercent of household sterling deposits in U.K. financial institutions.”37 

 

. 

l was 

                                                

smaller prizes. In the first 25 months of the program, the eight credit unions have generated $3.1 mill
in new deposits and more than 8,700 new share certificates. 
 
Research suggests that this idea would appeal to consumers who feel it is “fruitless
c
Tufano and Daniel Schneider. “Asked if they would be more likely to accumulate $500
by playing the lottery, 38 percent of low-income adults felt that they stood a better chance of reaching

s level by playing the lottery, compared with just 30 percent who picked savings. … Lotteries …
ut the promise, however remote, of accumulating truly life-changing sums of money.”35  

 
The concept of prize-linked savings isn’t new; a number of countries, including the United Kingdom, 
France, Russia, Kenya, Mexico, Venezuela, Colombia, and Japan, currently have or had in the past such
programs available to consumers either through the government in the form of bond
fi
dollars. In addition to the current pilot with eight Michigan credit unions, D2D has had success with 
smaller pilots at credit unions in Indiana and Michigan. And while there are challenges to large-scale,
prized-linked savings, regulatory barriers being one of the most significant, this concept challenges 
conventional thinking about what kind of return consumers desire and what motivates them to save. D2D, 
led by its founder, Peter Tufano of Harvard University, has been a pioneer in pushing past the 
conventional.  
 
Like lotteries, a successful prize-linked savings program would generate more than it costs to run and pay 
out in prizes. A D2D paper notes, “If a credit union’s [share certificate] rate were 2 percent, and it wanted 
to deliver no more than that rate in aggregate to its prize-based holders, it would need a base of $600,00
in account [balances] for each $1,000 in prizes awarded each month.”36 At scale, with a grand prize of $
million and smaller prizes equal to $200,000 annually, a program would have to generate $720 millio
deposits to pay out the same amount in prizes as interest. This may be achievable. According to Tufan
the Premium Bond (PB) program in the U.K., a government sponsored prize-linked savings program
“over £31.1 billion outstanding as of March 2006, and public reports suggest that they were held by 
between 22 percent to 40 percent of U.K. citizens. The 60.2 million residents of the U.K. had £5
invested in PBs per 
p
 
Institutions that offer savings options need to challenge conventional thinking about what consumers want
from a savings account: what kinds of incentives work and how can organizations leverage the successful 
elements of other products in designing saving products? For example, CEMEX, a cement maker, 
created a program, Patrimonio Hoy, that allows poor families to collectively save to buy building materials
The savings turns into a new roof or wall for their house—a tangible result of saving behavior.38 Taking 
this concept further, Tufano and Schneider write: “One can imagine … tangible manifestations of savings, 
whether stamps, plates, Beanie Babies, beer labels or other things. Could one create a collectible 
savings program, whereby each increment of savings was marked by a physical object and the goa

 
35 Peter Tufano and Daniel Schneider, “Using Financial Innovation to Support Savers: From Coercion to Excitement,” Harvard 
Business School working paper, April 2008; http://hbswk.hbs.edu/item/5922.html. The paper describes a continuum of savings 

d products, some commonly known and others highly innovative, that on one end compel savings and on the other end 

emium Bonds,” Doorways to Dreams Fund, 2008; 

 2006. 

programs an
make savings exciting. (Prize-linked savings sit squarely at the “fun” end.) 
36 Nick Maynard, “Prize-Based Savings: Product Innovation to Make Savings Fun,” Doorways to Dreams Fund, 2007; 
http://www.d2dfund.org/research_publications/prize_based_savings_product_innovation_make_saving_fun. 
37 Peter Tufano, “Savings whilst Gambling: An Empirical Analysis of U.K. Pr
http://www.d2dfund.org/research_publications/saving_whilst_gambling_empirical_analysis_uk_premium_bonds. 
38 Arthur Segel, Michael Chu, and Gustavo Herrero, “Patrimonio Hoy,” Harvard Business School Press Case,



Turning Today’s Economic Inflection Point into Tomorrow’s Savings Behavior
 

 21 

ting 
next page. … With a physical 

arker, it might be possible for savers to keep track of their progress easily.”39 

e er, according to the CFSI 
nderbanked Consumer Study, the number one reason they want to save is to prepare for an 

is challenging for underbanked consumers to create a 
afety cushion for a rainy day. To be specific, 68 percent of unbanked and underbanked consumers said 

 

hart 7. Importance of Savings Goals to Underbanked Consumers40 

to ‘collect them all’? Before rejecting this concept, consider the satisfaction (now largely gone) of get
enough entries on a passbook savings account that you moved to the 
m
 
Speaking to, and Setting, the Right Goals 
 
In addition to innovating to improve affordability, breaking down behavioral barriers, and rethinking 
incentives, institutions must speak to a broad range of goals in their marketing messages, leverage 
technology to help consumers set and track goals, and create systems that reward consumers when they 
reach their goals. 
 
Underbanked consumers save for the same reasons as the rest of the population: they want to save for 
the future, be it for retirement, a down payment on a house, or education. They also want to save for 

rge specific purchases, such as a TV or a washing machine and dryer. How vla
U
emergency. Because they have fewer resources, it 
s
saving for an emergency was important, followed closely by saving for retirement. In addition, these
consumers feel strongly about the importance of these goals—most consumer responses sat at the 
extremes of the spectrum, either “not important at all” or “extremely important.”  
 
C

For each goal, please indicate how important each is to you personally using a scale of 
one to five, where one is "Not at all Important" and five is "Extremely Important"
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an Emergency
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ING Bank launched an innovative marketing campaign related to its successful online savings account, 
branded ING Direct. The campaign, called “What’s Your Number?”, allows consumers to set retirement 
savings benchmarks. While this marketing campaign was not aimed at underserved consumers—who 
cannot easily use the ING Direct account for reasons described above—it suggests some creative ways 

e consumers in budgeting and thinking about their financial futures. to engag
 
                                                 
39 Peter Tufano and Daniel Schneider, 2008. 
40 CFSI Underbanked Consumer Study, 2008. 
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The asset-building field leverages goal setting to help low-income consumers save in IDAs. These 
programs ask their savers to define goals for the money, thus helping them to conceptualize what they 
are saving for. EARN, a leader in this field, reported that goals were largely for housing and education: 66 
percent for a home purchase or security deposit, and 32 percent for educational purposes. 41 Interviews 
with IDA participants and nonparticipants conducted by the Center for Social Development at Washington 
University reported that participants were more likely to say they could “visualize a future”; and that the 
program “creates goals and purpose”; and a “way to reach goals.” IDA savers also were more likely to 
report that they were “more able to save,” “look forward to saving,” and “plan to save in the future.”42 
 
Chart 8. EARN’s IDA Savers Goals: example from third quarter 2006 
 

Security 
Deposit, 2%

Children's 
Education, 11%

Post-Secondary 
Education, 21%Home Purchase, 

35%

Microenterprise, 
31%

 
Innovation Focus: Setting Goals with SmartyPig 

SmartyPig offers online, high-yield savings accounts with a unique goal-setting technology. The 
SmartyPig user interface allows savers to set goals and then to view their progress toward them. If 

automatically suggest the 
monthly contribution needed to reach the goal, and can be used to set up an automatic transfer from 

a linked checking account. Further, SmartyPig enables customers to make their savings goals “public” 
and to enlist family and friends in helping them meet their goals. Once consumers reach their goal, they 
can redeem their savings on either a prepaid debit card or can opt for a gift card from one of many 
retailers that will add up to 6 percent to the total value of the gift card as a bonus. The gift card can then 
be used for purchases in specific stores across the country.  
 
Technology such as that leveraged by SmartyPig could be used to help consumers save for all kinds of 
goals, whether for a long-term investment, a specific purchase in the future, or an emergency. Mobile 
technology offers a significant opportunity to reach consumers to remind them of their goals, report 
progress toward a goal, or deliver tips on how to reach a goal. Further, institutions could consider how 
they might appeal to parents’ and grandparents’ hopes for their offspring’s education and future.  

                                                

the customer wants to reach a goal by a specific date, the system will 

 
41 EARN Summary Report, Q3 2006; http://www.earn.org/files/EARN_Q3_2006_summary.pdf. 
42 Michael Sherraden, 2002. 
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As with SmartyPig, once a goal is reached, institutions could consider how to reward consumers with a 
bonus or a special product offering, such as a secured credit card. Bundling multiple financial products 
together in this way could be an attractive option for consumers. The challenge is to think beyond the 
typical checking and savings account combination that is ubiquitous in retail branch banking: how could 
savings be bundled with other types of products, such as transaction-based products like remittances, or 
credit products? 
 
Distribution: Promoting Savings Through Unique Channels 
 
The challenge to banks and non-banks alike is to consider when bundling could work and where 
opportunities lie to promote savings while consumers are purchasing other financial services. One such 
opportunity arises between late January and April 15, when consumers are preparing their tax returns. 
Tax season is a particularly important time for financially underserved consumers, who are 
disproportionately low income.43 First, it may be the one time during the year when consumers are 
focused on financial planning; in fact, many consumers seek out tax advisors. Second, a tax refund can 
often represent a lump sum of money that is two or three times an individual’s average paycheck. The 
combination of these two elements makes tax time a great time to promote savings.  
 

 
 

 

 

so free and carries an initial deposit requirement of $300, well below the average for 
unts active, with more than 

,000. H&R Block offers savings 
onds as well: 2,793 clients have purchased 4,662 bonds in the past two years for a total value of 

Innovation Focus: D2D’s Tax Time Efforts 
D2D Fund has offered savings bonds to low-income tax filers in pilots conducted over the last three 

years, in partnership with approximately 30 Volunteer Income Tax Assistance (VITA) sites across 
the United States, as well as with H&R Block. Series I savings bonds offer several unique 

features, such as a relatively high return adjusted for inflation, fairly low liquidity (no penalty 
redemption after five years, but exceptions for certain emergencies), and low barriers to entry, including 
no account identification requirements or low minimum purchase amounts. Demand for savings bonds 
has been strong, with 6 to 8 percent of all tax filers at the pilot locations purchasing them. Consumers say
savings bonds appealed to them, especially to single, working parents and grandparents, who purchased
the bonds for their children and grandchildren. Many bond purchasers were first-time savers and said 
they would have spent the funds if they had not saved them.  
 
Innovation Focus: H&R Block Savings Products  

H&R Block offers a variety of products at tax time to encourage consumers to save part of their 
refund. These include Emerald Savings, Easy IRA, and savings bonds. Emerald Savings is an 
FDIC-insured savings account that pays a competitive interest rate. In order to open an account,

the consumer must set up a $25 monthly recurring direct deposit or make a $300 minimum initial 
investment, a threshold that could be a challenge for low-income consumers at other times of the year. 
There is no set-up fee or maintenance fee, and consumers have free access to account information 
online or via an IVR system. Since its inception, H&R Block has opened more than 115,000 Emerald 
Savings accounts, with total balances of more than $16 million and average account balances of 
approximately $150. This indicates that consumers are using tax time to develop a small emergency 
savings account. In addition, H&R Block offers an Easy IRA for clients with longer-term savings goals. 
This account is al
other IRA products. H&R Block currently has over 392,000 Easy IRA acco
$384 million saved toward retirement and an average account size of $1
b
$580,800.  
                                                 
43 Peter Tufano, Daniel Schneider, and Sondra Beverly, “Leveraging Tax Refunds to Encourage Savings,” Doorways 2 Dreams 
Fund, August 1, 2005; http://www.d2dfund.org/research_publications/leveraging_tax_refunds_encourage_savings. 
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nd 
e examples of how 

anks, credit unions, non-profits, and non-bank financial service providers are reaching unbanked and 
ple of the “right” time paired with the “right” channel.  

l
 
For o and 

savings; forced choosing, which requires consumers to 
ompleting 

ecause no one product will fit all consumers’ needs, 

 already being done, consider how to improve account 
nsumers savings 

pportunities they can use. 

 
Distribution is key to turning today’s deposits into tomorrow’s savings. Institutions that serve unbanked 
and underbanked consumers should consider forming new types of partnerships to reinvent the when a
how of consumer access to savings. The innovation spotlights presented above provid
b
underbanked consumers at tax time—an exam
 
Conc usion: Making It Actionable 

rganizations interested in facilitating savings, now is an opportune time to better understand 
examine the barriers facing consumers and the institutions that serve them. Changing consumer attitudes 
and behavior today provide the first push that the market needs to develop momentum. Innovation, 
however, is needed to help consumers save successfully. Several key ideas have been presented for 
developing such products.  

 Help consumers overcome the status-quo bias using 
automation, where one choice establishes recurring Ideas your organization could 

implement next week:  
 

y 

s 

maintenance fees in half. 

they have for their savings. 

decide to save at account opening or before c 1. Have a leadership team 
conversation about how 
your institution might turn 
savings momentum into 
lasting behavior. 

 
2. Determine if there is a wa

to create or promote an 
automated savings 
program for small transfer
from customer checking 
accounts. Waive fees if 
consumers sign up. 

 
3. Cut savings account 

a transaction; or defaults, which incorporates savings 
into the structure of a product or transaction.   

 Increase the supply of affordable savings products by 
lowering account balance requirements and fees, even if 
it requires retooling account structures to lower costs. 

 Facilitate goal setting and progress reporting using 
technology such as online account interfaces and text 
message systems. 

 Rethink the marketing messages, incentives, and 
business models to which consumers will be attracted.  

 Distribute savings opportunities in new ways, such as at 
tax time when financially underserved consumers are 
thinking about financial planning, and through new 
channels and partners. 

 
B  

4. Start a conversation with a 
potential bank partner to 
distribute an existing 
savings product, and ask 
new clients what goals 

opportunities are abundant for new ideas and new models. 
Organizations that innovate will benefit from the chance to build 
volume by bringing many underbanked consumers into the 
savings fold, improving their reputation and developing new 
business models. The opportunity is here to think beyond what 
is
functionality and profitability, and offer co
o
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h enter for Financial Services Innovation is the nation’s leaT e C
underbanked consumers. Since 2004, its programs have focuse
– gathering enhanced intelligence, brokering and supporting pro

d on informing, connecting, and investing
tive industry relationships, and 

 of ShoreBank Corporation, CF
 non-profit sectors to transform the 
vation.com

fostering best-in-class products and strategies. A non-profit
works with leaders and innovators in the business, government a
financial services landscape. For more on CFSI, go to www.cfsinn .  
 


