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MARKETS

Free Checking Is Disappearing Perk
More Banks Are Charging Fees, Dropping Interest

Updated Feb. 6, 2014 12:07 p.m. ET

More lenders are introducing fees on checking accounts, just as consumers and business are pouring record amounts into the most basic of banking services.

After regulators made it harder for banks to collect debit-card fees and new laws led to higher compliance costs, banks have been looking for different sources of income. Recent evidence suggests that one of them is the humble

checking account, an entry-level service offered to most customers.

About 41% of U.S. financial institutions aren't offering unconditional free checking accounts this year, up eight percentage points from a year earlier, according to Moebs Services, an economic-research firm in Lake Bluff, Ill. The firm

surveyed 2,890 institutions, including large and small banks and credit unions, in January.

The last time free checking was harder to come by was in 2002. Monthly service fees typically hit consumers with lower balances. But the fees are often waived by banks for depositors who maintain a certain minimum balance,

receive regular direct deposits or who make a set number of debit-card transactions each statement period.

Still, the trend marks the steepest annual drop in the percentage of banks and other financial institutions offering free checking since 2010, and follows a trend of less-generous deposit accounts since the recession. Besides higher

costs, consumers have fewer options to choose from as most banks have shifted from offering as many as 20 different checking accounts to a maximum of eight, according to the Moebs survey.
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High-Interest Checking? It Does Exist
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Bank of America Corp. , for example, requires a direct deposit of $250 a month or a monthly balance of $1,500 to waive fees on its most popular checking account. Last August, the bank

began discontinuing a checking account it launched in 2010 that charged no monthly fee if customers agreed to use automated teller machines for all deposits and withdrawals and to

receive paperless statements. It now offers two checking accounts, down from three earlier in 2013.

Savers aren't running toward the exit signs. Consumers and businesses are stashing more cash in checking accounts—a record total of just over $1.4 trillion as of the third quarter of

2013, based on the latest data, up from nearly $1.3 trillion a year earlier—and leaving most of those funds in no-interest checking accounts. Some $955.7 billion remained in no-interest

checking accounts in the third quarter of 2013, up from $859.5 billion in the third quarter of 2012, according to Moebs, which used Federal Reserve data. This figure stood at $289.9 billion

in the third quarter of 2007.

The increase comes as consumers seek to keep more cash on hand in case they lose a job or the economic recovery is derailed, experts said. Other consumers view it as more

convenient to keep money in checking and are wary of fees that could hit them if their checking-account balance gets too low.

Gary Bernice of Sharon, Mass., 60 years old, said he has been stashing more cash in his checking account at Bank of America since the recession. Mr. Bernice, a vice president at a

lighting company, said having access to liquid funds trumps the low interest rate in his checking account. He avoids monthly maintenance fees because he typically maintains roughly

$25,000 between his checking and savings account at the bank.

Mr. Bernice uses some of his checking funds to buy stocks and relies on the account for peace of mind in case of a sudden setback. "You have to have some kind of fallback," he said.

Although Mr. Bernice doesn't pay for his checking account, it isn't considered "free." By law, free checking means that depositors aren't required to have a minimum balance, don't incur

monthly maintenance or service fees and aren't required to make a set number of transactions, such as debit-card usage.

Among the biggest banks, the minimum threshold typically is about $1,500 for their most basic checking accounts, said John Gower, an analyst at NerdWallet.com, a consumer website.

PNC Financial Services Group Inc. began charging a $7 fee on checking accounts for new customers at the end of last year. The bank waives fees for a monthly deposit of $500 or a

balance of $500, or for customers older than 62. Existing PNC customers will continue to have free checking until June of this year, when they also will be required to abide by the same

minimum requirements as new customers.

Wells Fargo & Co. in 2012 started charging its existing customers a monthly service fee of $7 on checking accounts, or a fee of $5 if customers choose to get online-only statements. For new customers, the bank charges a $9

monthly service fee on its "Value Checking" accounts, or $7 for online-only statements. If customers maintain a $1,500 minimum daily balance or have direct deposits totaling $500 or more during the month, the bank waives this fee.

Most credit unions offer free checking, said Mike Moebs, economist and chief executive of Moebs Services. Many small banks also provide the service. Yet these checking accounts may not be as easy to use as those offered by

large banks, experts say.

More banks are charging fees on checking accounts now that they face more pressure on both revenue and cost, said Barclays analyst Jason Goldberg. He points to the Durbin amendment, part of the Dodd-Frank financial-

regulatory law, which took effect in October 2011 and lowered the debit-card interchange fees that banks can charge merchants when cardholders swipe their debit cards at the register.

Separately, Mr. Goldberg said, banks are facing higher regulatory and compliance costs, leaving them squeezed on both ends.

Noninterest-paying checking accounts have become more popular since October 2008, when, at the peak of the credit crisis, the Federal Deposit Insurance Corp. began guaranteeing the full balances in these accounts, regardless

of the dollar amount.

That meant savers could stash millions of dollars in such accounts without risking those funds if the institution suddenly shut down.This coverage remained in place through 2012 before changing to $250,000 per individual at each

FDIC-insured institution, with total insured deposits higher for married couples with joint accounts and certain trusts and retirement accounts.

Since this change, assets in these accounts have continued to rise largely because savers don't see the benefit to going through the legwork of opening new checking accounts, said Dan Geller, executive vice president at Market

Rates Insight, a banking research and analysis firm in San Anselmo, Calif.

Bank of America requires a direct deposit of $250 a month or a monthly balance of $1,500 to waive fees
on its most popular checking account. ASSOCIATED PRESS

More lenders are introducing fees on checking
accounts, just as consumers and business are
pouring record amounts into the most basic of banking
services. MarketWatch's AnnaMaria Andriotis
discusses why on News Hub. Photo: Getty.
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Monthly service fees on noninterest-bearing checking accounts had been declining from 1998, when they averaged $5.37 per month, until 2009 when they hit a low of $1.77, according to Bankrate.com, a consumer website. Fees

have been climbing since then and averaged $5.54 in the fall of 2013, according to the latest data.

Corrections & Amplifications

John Gower is an analyst at NerdWallet.com. An earlier verison of this article incorrectly referred to him as John Glover.

Write to AnnaMaria Andriotis at AnnaMaria.Andriotis@wsj.com and Saabira Chaudhuri at saabira.chaudhuri@wsj.com
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