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Don’t Bank on It: Exploring Alternative Financial Services

As we learn from the business world, we want to share that information with our community of
educators and business professionals. In the finance sector, professionals are sharing insights into the
increasingly decentralized and multifaceted world of financial services. The following Action Brief will
explore consumer trends in banking, with a special focus on consumers seeking financial products and
services outside of traditional institutions.

More Banking, More Options

In 2009, the Federal Deposit Insurance Corporation began studying the unbanked population in the
United States, or the number of households lacking a bank or credit union account. In addition to
identifying the root causes of being unbanked (the three main causes being a low credit score, lacking
the minimum required funds, and general distrust of banks), the FDIC also began tracking the unbanked
population rate. The rate in 2009 was 7.6%, peaking at over 8% two years later in 2011. Since then, the
unbanked population has been halved to 4.2%, the lowest rate since the FDIC began tracking the
statistic.

And yet, while more Americans are accessing traditional financial services, the use of nontraditional
banking methods continues to increase.

The increased popularity of some AFSs, or “alternative financial services,” (sometimes called “nonbank
financial services” or NBFSs) can simply be explained by the expanded capabilities of digital technology.
Peer-to-peer payment platforms like Venmo and Cash App, for example, offer an additional method of
transferring funds quickly and conveniently.

But other types of modern AFSs can have a far greater impact, positive or negative, on consumers who
opt for them in lieu of traditional institutional offerings. Perhaps the most significant of these are Buy
Now, Pay Later (BNPL) services.

Buy Now, Pay Later: An AFS Case Study

BNPL loans are typically short-term personal loans with little to no interest or service fees. While similar
variations of small-scale installment loans have been around for centuries, emerging financial
technology (fintech) companies have popularized the service for the digital age.

Unlike traditional bank loans, BNPL loans are normally used for more “modest” purchases—fashion,
furniture, electronics, vacations, event tickets, and even food (one BNPL service faced backlash after
partnering with DoorDash to allow customers to pay for their food orders in installments). And while
paying for your burger and fries over the course of several months might seem ridiculous, you’d be
surprised at just how popular the BNPL model has become. It’s estimated that half of all Americans have

used a BNPL platform before.

BNPL giants like Afterpay and Affirm have enjoyed year-over-year growth of anywhere between 25% to
80%, with each now handling over $25 billion in annual payments. And Klarna—now a household name
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in the world of online payments and DoorDash’s partner in crime for the aforementioned “Burrito Now,
Pay Later” controversy —went public in September 2025 and now handles over $100 billion in annual
payments.

So why are consumers eagerly taking out billions in loans from these companies? Their biggest appeal is
just how easy it is to get them.

Obtaining a BNPL loan doesn’t require any credit score, proof of income, or co-signer. There are no
minimum funds requirements or service fees. As long as you have a payment method, you can get a
BNPL loan. This availability opens new opportunities for consumers who would otherwise be unable to
access lines of credit (e.g., younger generations, people with poor credit).

|Il

But the “everybody gets a car!” strategy of giving out loans isn’t meant to be generous. More likely, it's

fintech companies taking advantage of the highly deregulated nature of the Buy Now, Pay Later model.

This is an issue that finance professionals have repeatedly raised, including those in recent focus panels.
In contrast to the highly regulated credit card and banking industries, short-term loan services offered
by companies like Klarna have very little oversight. This means they can aggressively market their
financial services to younger demographics, make more broad or vague claims in their advertising
material, and they don’t have to disclose late penalties or “hidden” APR (annual percentage rate) that
only start accumulating months or years into a loan. Panelists worried that consumers will be unaware
of just how unprotected they are when they opt for BNPL loans.

Key institutions share those worries. The Federal Reserve and the Consumer Financial Protection Bureau

both released reports criticizing BNPL companies for skirting regulations and taking advantage of
vulnerable populations.

Reaching the Financially Vulnerable

So how can financial professionals and organizations respond to consumers spurning traditional financial
services?

Some financial institutions are adopting the age-old strategy of “if you can’t beat them, join them.”
American Express, Chase, Citi, and PayPal have all introduced their own versions of a Buy Now, Pay Later

service in response to the success of firms like Klarna and Afterpay.

But more mainstream companies copying the latest financial fad doesn’t exactly address the underlying
risks of the BNPL model. And considering how historically marginalized demographics (e.g., persons in
extreme poverty, African Americans, Hispanics, individuals with disabilities) are two to three times more

likely to use BNPL loans, the proliferation of these unregulated and unclear debt instruments could

exacerbate economic disparities and further entrench vulnerable individuals in debt spirals and bad
spending habits.

Rather than joining in on the BNPL craze, some institutions are adopting new strategies to bring
traditional financial services to the unbanked and underbanked (households that have a bank or credit
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union account but use ASFs for core financial needs) populations. More banks are offering Bank On
certified accounts, which are free and accessible bank accounts specifically for unbanked individuals.

Many banks and credit unions are expanding mobile banking capabilities and even creating banks on
wheels to provide financial services in communities that are far from brick-and-mortar banks.
Professionals at a recent focus panel also brought up organizations expanding their language support by
offering financial services and education in Spanish.

But what exactly financial institutions should do remains an open question. The unbanked population
continues to decline, but the decentralization of financial services thanks to plucky tech startups like
Klarna and Afterpay might be foreshadowing a finance industry filled with infinite options, services, and
products at our disposal. And as Buy Now, Pay Later has shown us, having everything at our fingertips
might not always be a good thing.

So, should banks try to change with the times or hold fast to conventional financial norms? What does
the future of alternative financial services like BNPL look like? The next generation of finance
professionals may very well be grappling with these questions...and many more.

Links for Further Reading:

e “Bridging the Divide: 10 Strategies For Banking the Unbanked”

e “Buy Now, Pay Never? Some Klarna Users Struggle to Repay Loans as U.S. Consumer Debt Rises’

)

e  “Financial Inclusion”

e How ‘Buy Now, Pay Later’ Makes Billions From ‘Free’ Loans | WSJ The Economics Of

Discussion Questions:

e Isitimportant for everyone to have access to financial services like banking and credit? Why or
why not? Should being “banked” be a fundamental right, similar to the right to health or
education?

e Do Buy Now, Pay Later loans need more regulation? Why or why not?

e s it ethical for financial services companies to market to teenagers? Why or why not? Have you
seen advertisements for alternative financial services like BNPLs?

e Do you think banks should adopt popular alternative financial services like Buy Now, Pay Later
loans? Or should they prioritize expanding access to traditional services? Should they do both?
Neither?

e What are some other ways banks could reach out to unbanked populations?

Sources:

e '""The Only Way | Could Afford It": Who Uses BNPL and Why”
e “2023 FDIC National Survey of Unbanked and Underbanked Households”
e “Bank On”
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“Buy Now, Pay Later (BNPL): What It Is, How It Works, Pros and Cons”
“Communities Struggling With Banking Access Give Banks on Wheels a Spin”

“Consumers Love Buy Now, Pay Later Loans. Here’s Why Banks and Credit Card Companies Are

Wary of Them”
“Credit Cards Offer ‘Buy Now, Pay Later’ Options—But Is It Better Than Carrying a Balance?”

“'Eat Now, Pay Later'? DoorDash-Klarna Deal Fuels Concerns Around Loans for Takeout”
“EDIC National Survey of Unbanked and Underbanked Households”

“Klarna Goes Public in $14B Wall Street Test: Who's Next?”

“Klarna Seeks Growth Beyond Buy Now, Pay Later As Its Stock Goes Public”

“Klarna’s Sebastian Siemiatkowski Defends ‘Burrito Now, Pay Later’ DoorDash Deal Amid Social

Media Backlash”
“Mobile Banking: Rewards and Risks”

“Prepared Remarks of CFPB Director Rohit Chopra on the Buy Now, Pay Later Press Call”

“The Unregulated Boom in the ‘Buy Now, Pay Later’ Market”
“The World’s Top Fintech Companies: 2025”
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