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About CFPB Research, Tools, and Resources for Financial
Educators

An essential part of the mission of the Consumer Financial Protection Bureau (CFPB or Bureau)
is to empower consumersto take more control over their financial lives. Since the Bureau
openedits doorsin 2011, we have worked to improve the financial literacy of consumersinthe
United Statesand to ensure access to tools, information, and opportunities for skill-building
that they need to manage their finances.

The Bureau’s principal financial education mandate is set forth in the Dodd-Frank Wall Street
Reformand Consumer Protection Act (Dodd-Frank Act). The Dodd-Frank Act created the
Bureau and mandated the establishment of an Office of Financial Educationto “be responsible
for developingand implementing initiatives intended to educate and empower consumersto
make better informed financial decisions.” 12 U.S.C. 8§5493(d)(1).

To better help consumers make well-informed financial decisions and achieve their own life
goals, the CFPB has sought to increase understanding of three broad areas: consumer financial
behavior, the financial education field, and effective practices in financial education. The CFPB
conductsresearchinthese areas to inform financial education efforts and to share insights with
otherswho have a commoninterestin improving the financial well-being of consumers.

The CPFB'sgoal for its financial education activities is to help consumers move towards
financial well-being. In the CFPB's definition of financial well-being, consumers:

= havecontrol over day-to-day, month-to-monthfinances,

» have the capability to absorb afinancial shock,

= are ontrackto meet financial goals, and

» havethefinancial freedomto make choicesthatallowone to enjoy life.

Tolearnmore, visitthe Resources for Financial Educators webpage at
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http://www.consumerfinance.gov/adult-financial-education
mailto:CFPB_FinEx@cfpb.gov
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1. Introduction

Overdraft programs provide consumerswith the ability to make pay ments or withdrawals from
acheckingaccountwhenthey don’'t have sufficient funds. However, overdraft feescanresultin
serious consequences for consumersintermsof costand risk of accountclosure. To better help
consumers make well-informed financial decisions and achieve their financial goals, the
Consumer Financial Protection Bureau (CFPB) seeksto increase our understanding of what
consumersknowand how they think about key financial topics such asoverdraft programs.
Engaging with consumersenablesthe CFPB to ensure consumers have accessto toolsand
information they need to manage their finances.

The CFPB launched a qualitative study to explore consumers’thoughts, intentions, and
expectations about overdraft programs to supplement its quantitative analyses of overdraft
programsand their impacts onconsumers. T his qualitative study consisted of in-depth
interviews with consumerswho had experience with overdraft programs. While quantitative
data analyses can help to illuminate the prevalence and intensity of experiences with overdraft
among consumers, qualitative research canreveal other information that isnot captured
through quantitative dataanalysis. T his report shares findings fromthese consumer interviews,
including howthe interviewed consumersunderstand overdraft programs, their perceptions of
their experiences with overdraft, and their beliefs about the advantages and drawbacks to
alternativesto overdraft.

Some key findings fromthe interviewsinclude:

= Consumersin the study noted several benefits to the availability of overdraft aswell as
drawbacks. Despite recognizing some benefits, however, all participants were concerned
about the high cost of overdraft fees.
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Participantscommonly reported surprise at the overdraft fees they were charged. At the
same time, some participants expressed awareness that they risked overdraft feeswhen
transacting.

Participants expressed uncertainty about howtheir financial institutions make decisions
aboutwhat to pay into overdraft or howthey charge overdraft fees; participants were
particularly uncertain about howtheir financial institution’soverdraft policies differed
acrosstypesof transactions.

Many participants’ overdraft experiences reflected uncertainty about transaction
processing, such asthe timing of deposits being credited to their accounts. Participants
also commonly forgot about scheduled pay ments that resulted in overdrawn accounts.

Participants frequently cited friends and family membersas resources that could provide
an alternative for themto overdraft. T heir views on other financial products as
alternativesto overdraft suchascredit cards or savings diverged widely, with some
participants viewing these alternatives as beneficial and othersviewing alternatives as
risky.

Overall, the consumers participating in this study had a range of experiences and preferences

related to overdraft programs, which we describe in Section 4 of this paper.
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2. Background on overdraft

Financial institutions may charge overdraft fees for paying transactions thatexceed a
consumer’s checkingaccount balance.! When checks were the primary means through which
consumersaccessed their checking accounts, overdraft was ty pically offered onanad hoc basis
as a courtesy to enable some consumersto avoid having checks “bounced” (i.e., returned
unpaid) due to insufficient funds. However, with the advent of debit cards and the growth of
automated clearinghouse (ACH) networks to make electronic pay ments, overdraft programs
evolved to automated programs that could accommodate the increasing volume of electronic
transactions. T hese developments created increasing opportunities for consumersto overdraw
accounts held at institutions that offer overdraft programs. Overdraft and NSFfeesaccounted
for approximately 65 percent of revenues fromconsumer deposit account fees for banks with
over $1 billioninassets in 2015.2

Notall consumersincur these fees, butamong those that do, the annual cost can be significant.
Among the same sample of accounts fromseveral large banks, accountholders thatincurred one
or more overdraft or non-sufficient funds (NSF) fees paid an average of $225 inoverdraftand

1In 2009, the Federal Reserve Board of Governors finalized a rule to prohibit a financial institution from assessing an
ov erdraft feefor payingan ATMor one-timedebit card transaction that overdraws a consumer’s account unless the
consumer has previously affirmatively consented (“optedin”) tosucha service. See Electronic Fund Transfers,
Regulation E (Finalrule), 74 Fed.Reg.59033 (Nov.17,2009).

2 Stein, G., February 2016. “New insights on bank overdraft fees and 4 ways to avoid them.” Available at:
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NSF fees per year. Overdraft fees canalso result in consumers’ checkingaccounts being
involuntarily closed when the negative balance following an overdraft goes unpaid for aperiod
of time.3 Among all accounts that were open during a one-year period at these banks, six percent
experienced aninvoluntary closure.4

A substantial share of overdraft feesare paid by a small fraction of consumers; eight percent of
accountsat the bankswere charged 74 percent of all overdraft fees.> T he incidence of overdraft
feesvaries substantially with consumers’ opt-in status (whether the consumer has affirmatively
consented to overdraft feesondebit card purchasesand AT M withdrawals).® Opted-inaccounts
at the large banks in the study incurred seventimes as many overdraft fees asaccounts that were
not opted in.” Although many financial institutions waive overdraft fees charged onsmall
transactions or small negative balances, many overdraft feesare charged for small transactions:
the median debit card transactioncharged anoverdraft fee was $24 at a sample of large banks,
and acrossall types of transactions (including checks, online bill pay ments, and others), the
median transaction that was charged an overdraft fee was $50.8

The CFPB’s interviews with consumers focus onindividual consumers’ perceptions of their
experiences with overdraft programs. Although qualitative interviews cannot reveal sy stematic

3 Financial institutions vary in their policiesfor involuntary account closure, butwill general ly close an accounta fter
takinga charge off in the amount of the uncollected balance.

4 Consumer Financial Protection Bureau, June 2013. CFPB Study of Overdraft Programs at 23-24. Available at

closureswerea result of unpaid negative balances following an overdraft.

5 Consumer Financial Protection Bureau, July 2014. Data Point: Checkingaccount overdraftat 11. Available at
http://files.consumerfinance.gov/f/201407_cfpb_report_data-point_overdrafts.pdf

6 See description of the Federal Reserve Board’s amendment to Regulation Ein 2009 in Footnote 1, supra.
7 Consumer Financial Protection Bureau, July 2014. Data Point: Checkingaccount overdraft, supra at5.

8 Consumer Financial Protection Bureau, July 2014. Data Point: Checkingaccount overdraft, supra at 18.
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patternsin the way that quantitative analyses can, the interviews provide rich narratives of
individual consumers’ perspectives. T he following section describes the participantsinthis
study and the topicsthey discussed when describing their experiences with overdraft.
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3. Methodology

The CFPB contracted with an independent research firmto conduct qualitativeresearch on
consumers’ experiences with overdraft programs.® The contractor’s researchers conducted in-
depthtelephone interviews with 88 consumerswho had experience withoverdraftor NSFinthe
prior two years. Potential participants were eligible for the study if they reported experiencing
more than one overdraftor NSFor payingat least $50 in overdraftor NSFfeesinthe preceding
two years. Thiseligibility restriction attempted to ensure the study focused on the experiences of
consumerswho had either regular experience with overdraft services or who had experienced
the financial impact of more than one fee. Participants had to be 18yearsold or older and
reported holding an opencheckingaccountwitha bank or credit union within the previous12
months.10 In screeningfor eligibility, aswell as during the interviews with consumersabout
their experienceswith overdraft, researchers conducting the study relied upon consumer’s self-
reporting of their characteristics and experiences. Insome cases, participants’ recollections
about the transactions uponwhich they were charged fees may differ fromtheir financial
institutions’ accounting of overdrafts and fees.

9 The research described in this report was funded by the CFPB under a com petitive award to A bt Associates (contract
number TPDCFPBPA130014 CALL0002).

10 Researchers also screened out consumers who worked for a bank, another kind of financial institution, an
advertisingagency, a public relations firm, or a market research firm.
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3.1 Identifying respondents

T hisstudy used Random Digit Dialing of mobile and landline phonesto identify potential
participants. Random Digit dialing allows for access to any type of phone and unlisted numbers,
and ensures geographic diversity inthe interviewsample. T he study employed screening
gquestionsto identify people who met the study criteriaand who were willing to participate inan
in-depth interview. Recruiters sought to include participants with a range of demographic
characteristics, including age, employ ment status, educational attainment, race and ethnicity,
household income, and gender. Researchers also sought to recruit participants with varying
levels of overdraft usage withinthe prior two years by ensuring that recruitmentincluded
participantswho reported paying more than $200 in fees in that time period as well as
participants who had paid less. T he recruitment process was not designed to identify
participants representative of the national population or the population of consumerswho
experience overdraftfees; rather, itfocused onidentifyingarange of consumerswith diverse
characteristics.

3.2 Participant characteristics

Asnoted in Section 3.1, the 88 individuals interviewed are not intended to be representative of
all overdraftusers. Appendix A provides counts of participantsina variety of demographic
groups and displaysthe range of characteristics of consumers who participated inthe study.

About two-thirds of study participants were female and about one-third were male. Participants
ages were widely distributed, with no one age group predominating. A little more than half the
consumersinterviewed identified aswhite, about one-third African-American, and the
remaining respondents identified as Hispanic/Latino or another race/ethnicity. About half of
the study participants reported to be employed. The remainder were roughly evenly split
betweenreporting to being unemployed, retired, or notworking for other reasons, such as
disability. A small number of participants reported they were students.

Although participants’incomes covered awide range, many participants reported to be low-
income: about one-third of those interviewed reported incomes of less than $25,000 per year,
and nearly half reported incomes of less than $4 0,000 per year. At the other end of the
spectrum, fourteen respondents reported household incomes of $75,0000r above, including
nine respondentswith incomesof $100,0000r more.
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Participants’ level of experience with overdraft programs varied, with the majority of
participants (nearly two-thirds) reporting that they experienced between two and five pay ments
or withdrawals that resultedin an overdraft or NSFover the preceding two years. Roughly one-
guarter of participants experienced six or more pay mentsor withdrawals that resulted in an
overdraftor NSFin that time period. Slightly over half of participants reported paying between
$50and $200 inoverdraft or NSFfeesin the past two years. Roughly one-sixth of all
respondents reported paying less than $50 and the remaining one-third of respondents reported
paying more than $200.1!

The study included consumerswho reported experiencing overdraft at financial institutions of
differentsizes. Overall, about two-thirds of respondents held their checking account with a large
institutionand one-third with a small institution.12

11 Com paringthe screeninginterviewsto the in-depthinterviews reveals that participants varied in how they
remembered their overdraft experiences. Somethought of overdraft in terms of occasions, but may not remember
the number of debits, for instance. Potential participants respondedto a series of qu estions that measured their
level of experience with overdraft in several different ways when being screened for eligibility for the study, and
their recollectionsof their experienceswere not always consistent across these different measurements. Thiscould
resultin inconsistencies between the number of overdraft transactions that consumers reported and the feesthat
theyrecalledbeingcharged. Thedatapresented herereflect participants’ recollections about their experience with
ov erdraft and highlight the diversity among the interview samplein terms of frequency of overdraft and amountof
feespaid.

12 Contractors conductingtheinterviews provided the CFPBa list of institutions named by respondents separately
from de-identified interview transcripts and without any identifier that could link any respondent’sinterview data
toa specificbankor creditunion. The CFPB then determined the size of financial institutionsby identifying the
asset sizefor each institution named by respondents, where feasible. Institutions were classified as large or small
based on an asset size threshold of $10 billion, and most institutions classified as “small” held less than $1 billion in
assets.
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3.3 Conducting the interviews

The CFPB used a qualitative study to gather rich narratives of consumers’ beliefs and attitudes
toward overdraft. T he one-on-one interviews allowfor in-depth conversations where
participantsare more likely to feel at ease discussing potentially sensitive information. Some
limitations of a qualitative study like thisare that it does not indicate how prevalentaparticular
consumer experience is, and that consumers may not recall particular facts of their overdraft
experience, but rather provide their overall impressionor recollection of the events.

Interviews were conducted by telephone with each participant, generally lasting between thirty
and forty-five minutes. Interviewersused asemi-structured interview guide to engage the
consumer in discussion of his or her experiences with overdrafts and opinions of overdraft
programsand fees. T he interviewguide included questions on consumer understanding,
perceptions, and use of overdraft programs; consumer understanding of their options related to
optingin to overdraft coverage ondebitcardsand AT M transactions; consumer use of account
management options; consumer use of alternativesto overdraft programs; and experiences with
checkingaccountclosure. All interviews took place between May 1, 2014 and June 27,2014.
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4. Consumer experiences with
overdraft

The consumerswho participated inthe study described arange of experiences related to
overdraft programs, both positive and negative. T hese discussions also reflected their
understanding of how overdraft programswork and the choices thatare available to themin the
marketplace. In-depth discussions of consumers’ recent overdraft experiences revealed avariety
of circumstancesthat led to the overdraft and consequences that in some cases included both
voluntary and involuntary account closure. T he interviews also explored participants’ strategies
for managing their checkingaccountsand the tools that they use to do so, as well as their
perceptions of and attitudes towards alternatives to overdraft such asaccessing fundsfroma
savingsaccount, credit cards, other financial products, or informal sourcessuchasfriendsand
family. T hisreportshares quotations fromthe consumer interviews to illustrate these
consumers’ perceptionsand experiencesintheir own words

T he study was not designed to evaluate the accuracy of participants’ recollections about their
experienceswith overdraft. Instead, the study focused on participants’ perceptions of their
experiences. Insome cases, the events that consumersin the study reported may differ from
their financial institutions’ accounting of the transactions that were assessed fees, which the
researchers conducting the study did not observe.

In addition, the consumersinthe study may have referenced different ty pes of overdraft
coverage whendiscussing their experiences. Asanalternative to standard overdraft services,
many financial institutions offer consumersthe optionto link another account (suchasa
savingsaccountor line of credit) to their checkingaccountto avoid overdraft fees. T he financial
institutionwill thenautomatically transfer funds fromthe linked account to the consumer’s
checkingaccountto coveratransaction that would overdrawthe account, chargingatransfer fee
that is usually lower than the overdraft fee and, for overdraft lines of credit, charging intereston
the outstandingbalance. While the interviewersfocused on standard overdraft services during
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their conversations with consumers, some participants had taken advantage of their financial
institutions’ linked account programs and their experiences with overdraftare likely informed
by this alternative overdraft program. Although this study was not designed to identify
systematic differences inthe experiences of subgroups of consumers, such as those with and
without linked accounts, any significant patternsin participants’ perceptions are discussed
below.

4.1 Attitudes toward overdraft programs

The consumerswho participated inthe study generally held mixed views of overdraft programs.
The consumers noted several ways inwhich overdraft programs provided themwith benefits as
well as the drawbacks they experienced when overdrafting. Consumersinthe study described
overdraftasa resource for making important pay ments, such asfor medical bills, groceries, or
utility bills. T hey also described financial benefits from having bills paid through overdraft, such
as avoiding late feesor negative creditreporting.2Several consumersin the study also noted
that overdraft can help avoid embarrassment associated with having pay ment attempts declined
or rejected. Participantswho reported having overdraft coverage through alinked account, and
who therefore pay lower feesto have their overdrafts covered by funds from the linked account,
were more likely to express positive attitudes toward overdraft than participants who
experienced standard overdraft services (generally accompanied by aper-itemfee).

13 1t was unclear from the interviews whether participants were consideringcredit reportsor other types of consumer
reports when discussing overdraft as beneficial for avoiding negative credit reporting. A financial institution may
reportrejected payments(NSFs) to consumer reporting agencies such as Certegy and T elecheck that depository
institutions use to screen checking account applicants. Rejected payments are not reflected, however, on credit
reports that financial institutions u se for credit decisions. Alternatively, these participants may have been thinking
aboutcircumstances where overdraft services covereda credit payment, such as an auto loan paymentor credit card
payment. In these cases, covering the payment through overdraft may have helpedthe participantavoida
delinquency on the loan, whichwould bereflected on their credit report.
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All participants expressed concern about overdraft “If you are overdrafting, the risk

fees, and many of the consumerswho participated is that you are going to end up
in the study held strictly negative attitudes towards with your whole entire deposit
overdraft programs and did notdescribe any being eaten up by overdraft
benefits. Consumersin the study generally believed fees.”

that overdraft feesare high and disliked multiple

feesfrom overdraft charges on multiple transactions

or negative balance fees charged while the accountis “$35is a lot of money for a
overdrawn. They expressed concernabout the person that doesn’t have any.”
challenge of being able to “catch up” or cover their

future expenses due to paying overdraft fees.

The participants’ attitudes about overdraft sometimes varied by the circumstances they had
recently experienced. Consumersinthe study who had not anticipated that a purchase would
lead to an overdraft fee were frustrated that they didn't have the opportunity to use another
formof paymentfor the transactionto avoid the fee. Participants’ attitudes also differed by the
size and ty pe of transactionfor which they had recently experienced an overdraft fee. Those who
were charged feeson debit card transactions commonly felt that they would have preferred for
the transaction to be declined, describing themas purchases that were small relative to the size
of the overdraftfee or discretionary purchases that they would have preferred to delay or forgo.
In contrast, participants who attributed their recent overdraft feesto acheck or online bill
payment more commonly found the overdraft worthwhile, describing these transactions as
importantor necessary.

4.2 Understanding of overdraft programs

While the consumerswho participated in the study all reported experiencing overdraft programs
and fees, they generally did not have a clear understanding of their financial institutions’
policiesrelated to overdraft programs. Furthermore, few participants reported that they
considered overdraft-related policieswhenthey last opened a checkingaccount, and
participants were generally uncertain of whether or howtheir institution’s overdraft policies
differ fromthose of other banksor creditunions.

Consumersexpressed uncertainty about several components of overdraft programs, such as how
their financial institution decides whether to pay a transaction into overdraft. Some participants
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guessed that financial institutions may use information such as the amount of the purchase
relative to the balance in their account and the name of the vendor that would be paid when
decidingwhether to pay a transactioninto overdraft. Consumersin the study were also
uncertainabout their financial institutions’ transaction processing policies that interact with
overdraft programs. Many consumers in the study described experiences with overdraft that
included confusionabout whenthey would have access to their deposits or about when their
accounts’balanceswould reflect transactions they had made.

Participantsalso expressed uncertainty about whether their overdraft coverage differed across
different types of transactions, suchasa check incontrast to an AT M withdrawal. Relatedly,
many of the consumers interviewed stated that they were not aware that financial institutions
must obtain affirmative consent (“optin”) fromconsumers before charging overdraft feeson
debitcard purchasesand AT Mwithdrawals. Awarenessof thisrule could vary across consumers
foravariety of reasons, which could include the different approaches that financial institutions
take toward soliciting opt-in fromtheir customersor the length of the consumer’s relationship
with their financial institution.'4 However, many of the participantswho did not recall opting in
or who were notaware that they had a choice about being charged overdraft fees for debit card
and AT M transactions described experiencing fees onthese types of transactions.

4.3 EXxperienceswith overdraft

Each consumer discussed his or her most recent experience with overdraft fees, describing their
perceptionand recollection of the circumstances that led to a fee. Many of the participants

14 Asnotedin the Bureau's white paper on overdraft programs, financial institutions offer different configurations of
ov erdraft programs and took different approaches to soliciting opt-in after the Board’s amendment to Regulation E
wentinto effect (see “CFPB Study of Overdraft Programs,” Footnote 4, supra at 28 —3 0). Some institutions, in
particular, focused on marketing opt-in to new accountholders ataccount opening. Customers at these institutions
whohadopenedtheir accounts prior to theimplementation of the amended rule were therefore less likely to be
informedabout the change due to their institutions’ marketing strategies.
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attributed their most recent overdraft to forgettingabout ascheduled payment. T hese
participants generally had their account balances reduced by anonline bill pay mentand then
experienced overdraft fees onasubsequent transaction. Insome cases, the consumer said he or
she had forgottenabout the timing of a scheduled pay ment; in others, the consumer thought
that he or she had cancelled the paymentand hadn’t expected it to be completed.

Other participantsindicated that they miscalculated the timing of their financial institutions’
transaction processing. T hese participants made purchases and pay ments while mistakenly
believing thata deposit had been credited to their account or that a purchase or payment would
not have been subtracted fromtheir account balance, and subsequently experienced overdraft
fees.

In many cases, consumers’ financial constraints—such as low balances or low incomes — left

them with little margin for error. Financial constraint was oftenan implicit factor contributing
toan overdraftor NSFfee, evenifit was not the

dominant circumstance that the consumer described

as contributingto his or her most recentoverdraft e by the end of the month, it is
experience. Often, the overdraftsoccurred toward getting very close as far as

the end of the monthor right before aconsumer was money because at the

paid or received a benefits check —atime when some beginning of the month, you're
financially constrained consumersstart to run out of sending out all your monthly

money or become more vulnerable to timing issues bills. So then you find that you

regarding the posting date of a deposit. are getting downto a very close
edge and itis easy to get

A small number of participants described other yourself into a position of an

circumstances, which included makinga calculated overdraft.”
decisionto overdrawto be able to pay billsor make

purchases. Most of the consumers in the study who described intentionally using overdraft had
linked an accountto their checkingaccount to move funds from their ownsavingsor credit
accountto their checkingaccount instead of using standard overdraft services. A small number
of participants also lacked awareness that taking their account balances negative may resultin

overdraft feesbeing charged.
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Most consumers participating in the study described themselves as surprised when they
received anoverdraft fee and usually thought they had enough money to cover apurchase or
payment that later resulted in an overdraft. T hisexpectationaligns with the common
circumstances that consumersinthe study described of either forgettingabout ascheduled

pay ment that reduced their balance unexpectedly or miscalculating the timing of when
deposited fundswould be available or when other transactions would be processed. Some of the
participants described amore variable experience with overdraft, where sometimes they were
surprised but at other times expected to be charged afee when making a purchase or payment.
In addition, some of the consumersin the study who

expressed surprise at the fees they were charged also _
“I think my thought process was

how close it was to payday. And
how close it was until the money

described awareness that they rana risk of
overdrafting during the course of the interview. T his
aligns with the experience of participantswho are

living at the edge and have uncertainty about came in. So | was rolling the
pay ment processing timing and may be aware that dice as it were because it might
they are at risk of incurring overdraft fees. have cleared before but it might

have cleared after. So | just
Participants described the circumstances rolled the dice to see what
contributing to their most recent overdraft, would happen.”

sometimes noting a certain transactionasthe

underlying cause of an overdraft for having reduced their account balance eventhougha
subsequent transaction was the one that brought the account balance negative and was assessed
the fee. Inmany cases, participants described their most recent overdraft experience (either the
transactionthat was assessed a fee, or their perception of the underlying cause of the overdraft)
as relating to a basic household need. Bills were the most common pay ment described,
particularly utility billsand bills related to transportation such asauto insurance or payingan
auto loan. Other necessities participants mentioned included groceries and gas. Incontrast,
some participantsattributed their most recent overdraft to adiscretionary purchase. T hese
consumersgenerally stated that they were unaware that they didn’'t have enough funds in their
accountandwould have preferredto defer the purchase if they had beenaware of the risk of an
overdraftfee.

Some consumers stated that experiences with ) _
overdraft feesresulted indecidingto close their I got tired of my checks bemg

checkingaccountsor inlosing their checking gone before | can spend them.”
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accountsafter failing to cure a negative balance caused by overdraft. Many of these consumers
said they were eventually able to repay the amount they owed to the financial institution and
some were evenable to reopenan account at the same financial institution. Some of the
consumersin the study who had experienced aninvoluntary closure said they had not attempted
to open another account, either because they did not think they would be able to or because they
feltthey didn’t need a checkingaccount. T hese consumers said that they instead relied on people
that they live withto pay bills, or used prepaid cards, cash, or money orders.

4.4 Account managementexperiences

Participants discussed howthey access information about their account balances to manage
theiraccounts. Participantsvaried intheir reported frequency of monitoring their account
balances, ranging between daily and monthly. Many consumersinthe study described checking
their accounts regularly out of habit; others described checking their account balance when
planning for purchasesor pay ments. Less frequent reasons that participants mentioned
included checking whenthey expected to receive a pay check, when they thought their balance
was running low, or in response to receiving alow-balance alert from their financial institution.

Some of the participants said they used their financial institution’s website to monitor their
accountbalances, and many of these consumersindicated they used their financial institution’s
mobile app as well. Some participants stated that they preferredto call their financial institution
to check their account balances. Lesscommonly described methods included visiting the
financial institutionin person, conducting abalance inquiry atthe AT M, and reviewing periodic
statements. The method of accessingaccount balance information varied by the participant’s
age: the consumersin the study that used their financial institutions’ mobile app tended to be
young, while those who used their periodic statements to check their balanceswere older.
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Few participants discussed alerts as an account managementtool. > Of those that did, several
participants expressed frustration that the alerts they received did not help them avoid
overdrafts because the alertdid notincorporate information about upcoming scheduled

pay ments that would further reduce the account balance. Several participants also expressed
interestin timely information that would help them to make purchasing decisions, such as
informationat the point of sale if a transactionwould overdrawthe account.

4.5 Alternativesto overdraft

Consumersin the study discussed their perceptions of different alternatives to overdraft when
needing to pay for expenses that they couldn't cover with their checking account. They shared
thoughts on alternatives that they would consider and the benefits and drawbacks of these
alternatives. The most common alternative that participants discussed was borrowing from
friends and family. Participants described friends and family as providing the benefit of avoiding
the financing costs associated with overdraft programs and formal lending products.

Some participants also named creditcardsas a

favorable alternative. T hese consumers liked the “Well, with a credit card actually
longer and more flexible repay ment period that it just gives you — you buy a little
creditcards offer, incontrast to overdraft programs time to pay it off... And | knew
where repay ment is made out of the consumer’s next that | would have the money in
deposit. Consumersin the study also noted that two weeks.”

repayinga creditcard, evenone witha high interest

rate, can be more affordable because of the option for alonger repay ment period. However,
other participants expressed concerns about using credit cards. T hese consumerswere wary of
accessingcredit generally, either because of previous challenges in managing credit or because

15 Interviewers did not directly ask whether consumers had signed up to receive alerts, so there may have been more
participants enrolled in alerts than those who mentioned them asan account management tool.
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“... I notice that with myself, the
more | use it, the more | am just
like — keep a balance on it and
end up getting like bigger and
bigger overtime.”

of a belief that credit cards could encourage
spending beyond one’s means. Few consumersin
the study said they considered payday or other
short-term high-costloans as an alternative; those
who did described calculating the fees associated
with payday loansand with overdraft to decide
which they would choose.

Some participantsalso discussed using their savings. These consumers said they preferred to
use money they already had rather than pay an overdraft fee. Participants generally were
referringto non-retirementsavings heldin a savings accountor elsewhere, although asmall
number of participantsalso considered withdrawing money fromtheir retirementaccounts.
Some consumersin the study who discussed the benefit of using savings to cover their expenses
said they were unable to use this alternative because of insufficient savings uponwhichto draw.
Others were wary of drawing down their savings, preferring to leave this alternative asa last
resort.

Some participantsin the study reportedenrollingina

linked account programand generally viewed such “It's good becauseif | do come
programs positively. These consumers cited lower to an overdraft or whatever, |
feesas a significant benefit of being enrolledin the can just pull it out of the savings
program. T he remaining participants appeared split and | like that. As compared to
in their perceptions of linked account programs: whatever |arger fee | might

while many of themsaid they liked the idea of paying otherwise be paying.”
lower fees, otherssaid they preferred to maintaina
separation between their checking and savings

accounts. Some participants also noted concerns “l don’t want them to touch my
about linking their checking account to acredit savings. | mean, if | have
account because of concernsabout misusing the savings, savingsis savings. It
creditand negatively affecting their credit reports. has nothing to do with my

Other discussed concernsincluding additional checking. | have my savings
complexity due to keeping track of multiple accounts account somewhere else where
and being charged a fee for accessing one’s own Nno one can touch it except me.”
money.
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Many participants said their preferred sources of funds related to the ty pe of expenditure that
they were considering. When considering adiscretionary purchase that they didn’t have enough
money to cover, many participants stated that they would prefer to forgo the purchase or wait
until they had sufficient funds instead of overdrawing their accounts or seeking analternative
source of funds. Many participants shared that they feltthey shouldn’t use overdraft to cover
discretionary purchases and that it was only appropriate for basic necessities such as utility bills.
However, evenfor necessities, some consumers in the study said they preferredto defer the

pay ment rather than pay an overdraft fee. These consumers said they felt that late feeswould be
less costly than overdraft feesor that it would be possible to make arrangements with their
billersfor a delayed payment.
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5. Conclusion

Aspart of its mission to empower consumers to make well-informed financial decisionsand
achieve their goals, the CFPB provides consumerswith educational information as well as
resourcesfor financial educators. The range of experiences with overdraft described by
consumers participating inthis study highlights the importance of providing resources that
reflect the diversity in how consumers use and understand overdraft programs. While many
consumersin the study described experiencing inadvertent fees, asmall number reported that
they turnedto overdraft programs intentionally (although these consumers generally had other
accounts linked to their checkingaccounts, instead of using standard overdraft services).
Consumersin the study also differed in their preferences for alternatives to overdraft programs
and in their approachesto managing their finances. Some participants described programs that
link their checkingaccountsto other accountsas helpful optionsfor avoiding the cost of
standard overdraft services. Other participants may have beenunable to access these sources of
funds or expressed wariness of doingso. The wide range of preferences and experiences that
consumersrelayedthroughthe interviews indicates that financial educators may bestachieve
their goals by designing flexible resources that adapt to individual consumers’ experiences and
preferences. Beloware some suggestions of strategies for financial educatorsto support
CONSUMers:

= Remind consumersto considerabank or credit union’s overdraft practiceswhen
selectinga checkingaccount.

» Encourage consumersto investigate all overdraft options offered for their current
checkingaccount, including linkingan account, inorder to select the plan that best fits
their needs.

» Help clientsdevelop asystemfor stayingaware of the timing of their scheduled
payments. The CFPB’s Y our Money Y our Goals toolkitincludes aspending tracker and a
bill calendar that consumers can use to keep track of their cash flow. Those who are
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= Encourage consumersto check account balances periodically by doing thingssuch as
calling their bank, visitingan AT M, signing up for text alerts, viewingaccountsonline, or
using mobile applications before making discretionary purchases.

= Suggestthat consumerssign up for lowbalance alertsto help themavoid unintentional
overdraft.

Although the consumers participating inthe study shared a range of perspectives, their
experiences did notappear to vary systematically by characteristics such astheir level of
overdraft usage or by the size of the institution at which they held their checkingaccount.
However, this qualitative study was designed to provide in-depth explorations of alimited
number of consumers’ perceptions rather thanto identify systematic trends. Further research
would be needed to evaluate the trends and patterns in experiences with overdraft programs
among different subgroups of consumers.

In developing resourcesandtoolsfor consumersabout overdraft programs, financial educators
should also keep in mind that participants’ conceptualizations of overdraft services did not
always reflect the same service, with some participants thinking of standard overdraft services
and othersfocusingon linked account programs. Financial educators should develop their
resourceswith awareness that consumers may interpret “overdraft programs” indifferent ways.

The CFPB’s own educational resources and tips for consumers on managing checkingaccounts,
including information onoverdraft-related issues, include:

» Guides to selectingand managing checkingaccounts, available at
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http://www.consumerfinance.gov/your-money-your-goals/
http://www.consumerfinance.gov/your-money-your-goals/
http://www.consumerfinance.gov/about-us/blog/guides-to-help-you-open-and-manage-your-checking-account/
http://www.consumerfinance.gov/about-us/blog/guides-to-help-you-open-and-manage-your-checking-account/
http://www.consumerfinance.gov/about-us/blog/managing-your-spending-achieve-your-goals/
http://www.consumerfinance.gov/about-us/blog/understanding-overdraft-opt-choice/
http://www.consumerfinance.gov/about-us/blog/understanding-overdraft-opt-choice/
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http://www.consumerfinance.gov/askcfpb
http://www.consumerfinance.gov/

APPENDIX A:

Participant Demographics

TABLE 1: GENDER

Participant gender Number of participants
Male 33
Female 55

TABLE 2: AGE

Participant age Number of participants
18-29 19
30-49 26
50-64 29
65+ 14

TABLE 3: RACEETHNICITY

Participant race/ethnicity Number of participants
White (non-Hispanic) 49

African-American (non-Hispanic) 30

Hispanic/Latino 6

Other race/ethnicity 3
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TABLE 4: EMPLOY MENT

Participant employment status Number of participants
Employed 47
Full-time 30
Part-time 17
Unemployed 12
Retired 14
Student 4
Other not working 11

TABLES: EDUCATIONAL ATTAINMENT

Participant educational attainment Number of participants
Less than high school 11

High school 22

Some college 25

College 12

Postgraduate 11

Technical 7

TABLEG6: INCOME

Participantincome Number of participants
Less than $25,000 30
$25,000-$40,000 13
$40,000-$75,000 22
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Participantincome

Number of participants

$75,000-$100,000 5
$100,000 and above 9
Don’t know/refused 9

TABLE7: AMOUNT OF FEES PAID IN PAST TWO YEARS

Fees paid by participants

Number of participants

Less than $50 13
$50-$99 24
$100-$199 22
$200-$349 17
$350 and above 12

TABLE 8: SIZE OF FINANCIAL INSTITUTION

Size of participant’s financial institution

Number of participants

Large 55
Small 24
Data not available 9
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