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Banking on the Bottom

By Mark Winston Griffith

IF you want a reality check on national efforts to stop banks from discriminating against low-income customers, spend five minutes in the lobby of the Rite Check check-cashing outlet on 138th Street in the South Bronx. That's where I met a 26-year-old mother who, after cashing a check for a fee and buying a MetroCard, told me she hasn't felt welcomed at a bank since she closed her Chase account 11 years ago. 

  ''It would be good to have a bank account for the sake of saving money and building something for your children,'' she said, ''but it's a headache because you have to deal with things like minimum amounts.''

Judging by this woman, and the millions more like her living without bank accounts, one of America's most celebrated civil rights campaigns is in need of repair. For almost 30 years, activists have relied on the Community Reinvestment Act, which requires commercial banks and savings institutions to disclose information about where and with whom they do business, to ensure that low-income communities have fair access to quality financial services.  

  But while this law helped spur banks to commit $4.2 trillion in investments, according to the National Community Reinvestment Coalition, it is now inadequate for improving financial services in poor areas. It's time to look beyond this law and develop a policy that holds traditional banks more accountable to low-income consumers and establishes a higher standard of conduct for all financial service providers, including ones not regulated by the reinvestment act. 

  The problem is that banks are no longer the financial service center for low-income minority neighborhoods. Instead, storefront check cashers, rent-to-own shops, money transfer operators and high-interest mortgage lenders are the de facto bankers for these poor communities.

  In the first 18 years after the Community Reinvestment Act went into effect in 1977, the number of bank branches actually decreased in low-income areas while it rose in wealthy ones. The Social Compact, a group that promotes business investment in lower-income neighborhoods, estimates that as many as 62 percent of households in Harlem do not have bank accounts. 

  Meanwhile, the alternative financial services industry, which charges high fees for check cashing, money orders and short-term loans in poor neighborhoods, is doing more than a quarter-trillion dollars in annual sales nationwide. In the ZIP codes encompassing the Brooklyn neighborhoods of Ocean Hill-Brownsville, there are 13 check cashers, while the telephone directory lists only four bank branches. 

  Like everyone else, low-income and immigrant strivers look for ways to save and build assets. But what they need to survive is liquidity, convenience, reasonable identification requirements and no minimum balances. Check-cashing stores and other unregulated financial providers are only too willing to fill this need. Although racism has progressed beyond segregated water fountains, the growth of a two-tier financial system -- one that excludes poor people and another one that feeds off them -- represents a more sophisticated system of racial and economic discrimination than existed 28 years ago. 

  The Community Reinvestment Act has provided the country with a good way to talk about civil rights and financial services, but now we must go a step further. Community advocates and regulators should start by establishing a new generation of pricing and quality standards for both banks and nondepository financial institutions. The government should set up tighter safeguards to prevent banks from charging higher rates and prices in poor communities than in other areas, as well as establish curbs on overseas money transfer fees; standard consumer protections and fee ceilings on stored value cards like prepaid debit cards; universal identification rules, especially for noncitizens; and even requirements for institutions like check cashers to reinvest in areas where they do business. 

  Actions like these could form the basis for a scorecard that individuals could use to protect themselves against shady credit arrangements, and that community groups could use to press for financial products that help poor people save and build assets.

