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Building savings over the life course can be a key contributor to financial security and upward eco-
nomic mobility. One of the most effective ways to trigger these outcomes is to start the process of
saving as early as possible. Every child should be provided a savings account to serve as a vehicle to
plan for their future.

Connecting children to savings accounts early on exposes them to the experience of saving, facili-
tates the delivery of basic financial education during the school years, and jumpstarts saving habits.!
Successful demonstration projects show that children’s savings accounts increase a sense of financial
inclusion; promote financial literacy and fiscal prudence; protect against economic shocks; improve
access to education; improve health and education outcomes; and help develop a future orientation.?

In the early 1990s, Michael Sherraden articulated the idea of giving all individuals tax-advantaged sav-
ings accounts at birth. Sherraden posited that programs like Aid to Families with Dependent Children
(AFDC) and, later, Temporary Assistance for Needy Families (TANF), which provide income supports
while actively discouraging saving, were not enough to help families climb out of poverty. What were
needed to bring about a meaningful improvement in the long-term economic conditions of low-income
families were asset-building policies like children’s savings accounts (CSAs).? His assets-based perspective
on the needs of American families in poverty helped drive the development of privately-funded national
demonstration projects and a series of legislative proposals, including proposals for universal CSAs like
the America Saving for Personal Investment, Retirement, and Education Act (the ASPIRE Act). These
efforts have generated a series of insights that continue to inform policy development.

A successfully implemented national CSA policy would promote overall economic growth while
providing a means for individual households to build assets, engage in meaningful financial education,
and plan for a financially-secure future. This paper will introduce the central arguments for CSAs, pro-
vide examples of existing CSA efforts that can serve as models for broader CSA policies, and describe a
proposal for a national system of CSAs.

The Case for Children’s Savings Accounts

Research shows that the presence of savings plays a key role in facilitating financial security and eco-
nomic mobility.* The positive effects of having savings are enhanced when families start saving early
on for their children. Having access to savings generally — and particularly when the assets are in the
child’s own name — is associated with a range of positive outcomes throughout the lives of children, in-
cluding better academic performance, higher rates of college matriculation, and higher rates of college
completion.’ Beyond these effects, evidence also suggests that there is a significant aspirational effect
of having savings early in life. When children know that funds are available for college, they are more
likely to embrace what William Elliott and others have called a “college-bound identity.”® Having sav-
ings changes the way children think about themselves and their future and leads them to perceive that
higher achievement is within their grasp.

Looking across generations, we see that having savings is an important factor in achieving economic mo-
bility. Research from the Pew Charitable Trusts has shown that children of low-income — but high-saving
— parents are more likely to experience upward mobility than children of low-income, low-saving parents.
According to Pew’s research of children raised in the bottom 25 percent of the income distribution,
g p
71 percent of those with high-saving parents moved up from the bottom quartile over the course of a
p g gp p q
generation compared to only about 50 percent of children raised by low-saving parents.” These results
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show that saving for children today can do more than bestow positive benefits on a single lifetime; it can
project the benefits of saving in the form of greater economic mobility into generations to come.

Not only do children’s savings promote economic mobility, they build a bridge to retirement security.
While Old-Age, Survivors, and Disability Insurance (Social Security) does play an important role in
ensuring the retirement security of many Americans, outside of a massive expansion of this program,
building individual assets for retirement will continue to be an essential part of families’ lifelong finan-
cial planning. And starting to save early in life — even as early as childhood — is one of the best ways to
achieve long-term financial goals.

Many families realize the wisdom of this advice: they want to save. But millions of families are placed
at a disadvantage in their efforts to build savings by ineffective federal savings policy. Current policy
rewards savers through preferential tax treatment, but this public support of private saving almost
exclusively benefits households at the very top of the income distribution.® Households at all income
levels can and will save if they have access to appropriate, safe, and easy-to-use products with the right
incentives and support systems in place.’

A national, universal platform for children’s savings could provide an infrastructure to help all families
build the assets they need to increase their children’s chances to financially succeed.

As a Pathway to Lifelong Saving and Asset Building

One of the primary justifications for creating a system of children’s savings accounts is that it creates

a pathway to the large-scale accumulation of assets. Savings built up over time can be deployed in a
variety of productive ways that make a significant difference in people’s lives. These include being able
to pursue post-secondary education and training, saving up for a downpayment on a home, and saving
for retirement security. These investments can provide returns that lead to greater economic stability,
mobility, and prosperity for families.

Today, the federal government promotes asset building and long-term savings exclusively through the
income tax code. These tax incentives do not reach the millions of lower-income families that have
little or no income tax liability. A universal CSA system that includes everyone would be a major step
towards remedying this policy failure. Low-income families already face significant barriers to saving,
such as high housing costs, counterproductive public assistance eligibility rules that put a cap on assets,
and simply having low incomes. Current federal savings policy must be changed so as to not exclude
these families.

As a Meaningful Opportunity for Financial Education

The incidence of account ownership and access provides an excellent opportunity for families to be
exposed to the lessons of financial education. The opportunity to actively contribute to one’s own
account is a powerful tool for developing the habit of saving, a behavior linked to healthy personal
financial management. Financial education is widely recognized as a necessary component of econom-
ic security. Regardless of income, families that have a poor understanding of personal finance have

a harder time managing and holding on to their resources. A 2008 study on asset building among
low-income families found that the benefits of asset ownership “might be raised significantly with the
addition of expanded financial education, especially for low- and middle-income families.”"!
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As a Promoter of Financial Inclusion

The lack of access to mainstream financial services is a primary source of economic insecurity for
millions of American families. Costly alternatives, such as payday loans, refund anticipation loans, and
pawn shops, often serve to strip away assets and savings rather than help families build them up. Broad
access to children’s savings accounts will not alone solve the unbanked and underbanked problem,

but making universal CSAs a reality would offer an avenue for greater financial inclusion. First, these
accounts could offer access to a long-term savings platform. Second, these accounts would represent an
affordable and safe point of entry into the world of personal finance. Third, the accounts would have
the potential to be linked to mainstream financial services. Creating access to low-cost and high-quali-
ty financial services is essential for reducing reliance on the higher-cost products that are currently used
by many low- and moderate-income families.

Models for Policy

In recent years, there has been a proliferation of efforts at the state and local levels to expand opportu-
nities for children to save. Philanthropic institutions have financed the development of pilot projects

to model and study the impacts of these accounts. States and municipalities have observed the positive
effects of these projects on children and families and have followed through with their own efforts. Taken
together, these pilot programs, demonstration projects, and policies at the local and state levels have
explored a range of approaches that have implications for a federal policy effort in the United States.

Saving for Education, Entrepreneurship and Downpayment (SEED)

The SEED initiative was a Children’s Savings Account pilot project implemented in 12 states with
almost 1,200 participants. SEED research results offer insights to inform the design of an inclusive
system of CSAs. SEED research suggests that children in low-income families can and will save; that
universal, automatic access to accounts is critical to success; and that CSAs promote positive behavior-
al and attitudinal changes in children.'?

SEED for Oklahoma Kids

SEED OK is an outgrowth of SEED, designed to experimentally test the effect of CSAs. In 2007,
SEED OK became the first randomized controlled trial of a universal and progressive CSA program in
the country. Over 2,600 newborns were randomly assigned to either a treatment or control group. The
treatment group was automatically enrolled in Oklahoma’s 529 College Savings Plan and was provided
with a $1,000 initial deposit. The SEED OK experiment demonstrated that automatic account open-
ing is a highly successful strategy for inclusion of a full population, with 99.9 percent of treatment
participants accepting Child Development Accounts (CDAs), a type of children’s savings account,

and holding them several years later. Follow-up research has found that SEED OK increased young
children’s social-emotional development as early as age four among families that have low education,
low income, receive welfare benefits, and rent their homes."

Kindergarten to College (K2C) San Francisco

In 2011, San Francisco launched the Kindergarten-to-College (K2C) program, which opened ac-
counts for every kindergartner in the city’s public schools. K2C accounts are opened with a $50 seed
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deposit. Parents and students can contribute up to $2,500 each year and earn matching funds on

the first $100 of contributions each year in the ongoing program. An additional $100 is available for
parents who sign up for automatic contributions. Children eligible for free or reduced price lunch can
receive an additional $50 bonus. The funds are specifically reserved for expenses related to post-sec-
ondary education and are held in a special account administered in partnership with Citi Bank."

Cuyahoga (OH) College Savings Program

In the fall of 2013, Cuyahoga County, Ohio launched its own College Savings Account Program,
which provided savings accounts seeded with $100 each for 15,000 incoming kindergarten students.
The program’s organizers have stated that saving incentives will be made available, but no details have
yet been offered about this aspect of the program. The funds are restricted for post-secondary educa-
tional expenses, though emergency withdrawals are allowed. Cuyahoga County holds the funds in a

special account until disbursement.

The Alfond Challenge (Maine) and Nevada College Kick Start

In 2008, the Alfond Challenge, funded by the Harold Alfond Foundation, began offering $500 in

a 529 college savings account to any parent of an infant in Maine who enrolls before the child’s first
birthday. The funds are reserved for post-secondary educational expenses, in accordance with the stan-
dard rules governing 529 programs. Any unused Alfond funds and earnings revert to the fund upon
the child’s 28th birthday. Between 2008 and 2013, this program used an opt-in model, but recently
the Alfond Foundation announced that it would transition to an automatic-enrollment structure,
offering an account to every child in the state.”®

This past year, Nevada College Kick Start began a similar program offered to over 30,000 kindergart-
ners in the state. The program automatically provides a 529 college savings account with the option
for parents to opt out. Each 529 account is seeded with $50 and offers a potential lifetime total of
$1,500 in matching funds.

Towards a National Children’s Savings Account Policy

All Americans should have the opportunity to build assets. But in order to make saving feasible for
many low- and middle-income families, the saving process must be supported by the right set of
incentives and institutional structures. The ASPIRE Act (America Saving for Personal Investment, Re-
tirement, and Education), introduced with bipartisan support in four consecutive Congresses between
2004 and 2010, represents a promising proposal to bring this aspiration to reality.'®

As generally envisioned throughout its several iterations, the ASPIRE Act would offer a seeded account
to every child born in America. The original seed amount would be based on a progressive sliding

scale that increases in inverse proportion to family income, meaning that lower-income families start
with a larger seed amount. Additionally, the accounts would include a progressive incentive structure
for subsequent contributions in order to encourage families to make routine contributions to the
account throughout the child’s life. Contributions would be after tax and would be limited each year
to a reasonable amount such as $2,000. Earnings would grow tax-free. Funds would be automatically
held in default investment plans like the federal government’s Thrift Savings Plan (TSP), but account
custodians would have the option to transfer the funds to other investment options. Eventually, upon
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maturation, the funds could be used for restricted purposes such as paying for post-secondary educa-
tion, buying a home, and serving as a source of income in retirement.

Default accounts would be administered by an entity similar to the Federal Retirement Thrift Invest-
ment Board that oversees the Thrift Savings Plan (TSP). The TSP has low administrative fees and a
limited but diverse set of investment options. Under the ASPIRE Act, participants would be free to
roll their accounts out of the default TSP-like investment and into one managed by a private financial
institution. Accounts would also be supported with financial education services that would be available
to both accountholders and their families."”

This system of CSAs proposed in the ASPIRE Act would provide a meaningful saving opportunity

to the millions of American families that cannot take advantage of the federal government’s regres-
sive, opt-in savings-policy regime based solely on income-tax incentives. The current upside-down
tax incentives for saving provide the greatest incentive to the highest earners, but no incentive for the
roughly half of American households at the bottom of the income ladder who have no income tax
liability to offset.'"® Moreover, the nearly exclusive focus of federal policy on building assets for use
during retirement, and its neglect of saving for all other purposes, distorts rational saving behavior.
Creating opportunities to save for other purposes over the life course, such as education, homeowner-
ship, entrepreneurship, or financial emergencies, is a necessary step for families to build a solid bridge
to retirement."

Families currently have very few options to save on behalf of their children in an incentivized vehicle.
One example that does exist is the 529 College Savings Plan, but these plans are almost exclusively
utilized by high-income families. Indeed, less than 3 percent of U.S. families make use of these plans.?
CSAs, as envisioned in the ASPIRE Act, represent an opportunity to buck the trend of the nearly
uninterrupted pattern of inequitable government policies that concentrate the benefits of saving in the
wealthiest families. A universal, progressive system of CSAs would broaden opportunities to save by
specifically targeting disadvantaged families who need more help in building assets, thereby turning

at least some upside-down saving incentives right-side up. Yet although this system of CSAs would
provide a much-needed counterweight to existing federal policies by establishing meaningful saving
incentives specifically targeted at low-income families, it would not categorically exclude any child
because of her family’s income. The universal approach of the ASPIRE Act would automatically offer
the same opportunities to all families, regardless of income or existing saving habits, in order to bring
about a cultural shift towards savings, ownership, and prudent financial decision-making.

A new savings infrastructure, like the one the ASPIRE Act would create, should automatically provide
a vehicle for saving with targeted and accessible incentives to every child in America.

Creating an opportunity for every child to save and build assets over her lifetime is a concept whose
time has come. It is a concept that draws upon the enduring American values of individual respon-
sibility and equal opportunity. Previous proposals have attracted the attention of policymakers from
across the political spectrum, and with renewed leadership, it is a concept that could be a foundational
element of a bipartisan economic mobility agenda.

Reviving an economy capable of producing long-term sustainable growth will require both increased
saving and investment. But this change in Americans” approach to finances will not happen by itself.
We need a CSA policy that will provide the right set of incentives, institutions, and vehicles to support
saving. Recently implemented CSA programs at the state and local levels have demonstrated how a
system of children’s savings accounts could be the centerpiece of such an effort. Not only would CSAs
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empower people to start saving early, CSAs would also encourage positive behavioral changes, increase
financial knowledge, and facilitate greater financial inclusion. These changes would provide the

foundation for a more financially secure and economically mobile America and create a more vibrant

economy whose benefits accrue to all Americans.

Reid Cramer is director and Elliot Schreur is a policy analyst in the Asset Building Program at New
America, a non-partisan policy institute based in Washington, DC.
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