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Children’s Development Accounts

Dory Rand ) he Reverend Dr. Martin Luther King Jr. described the American dream as “a
S,:c::tvgfiﬁf;mey’ Community dream of equality of opportunity, of privilege and property widely distributed.

As Dr. King observed, the American dream is centered on equality of opportu-
nity and wealth.? Michael Sherraden, professor at the George Warren Brown School of

2,

Sargent Shriver National Center on

Poverty Law . . .
50 E. Washington St. Suite 500 Social Work and founder and director of the Center for Social Development at Wash-
Chicago, IL 60602 ington University in St. Louis, astutely noticed, “The American dream is not to be

312.368.2007

born common and become noble, nor to be born ignorant and become smart, but to
doryrand@povertylaw.org

be born poor and become rich. It is a dream about financial wealth.”

Stephanie Holmes To achieve the American dream, individuals and families must be able to save money
Law Student and build assets. Today, however, the savings prospects for most Americans are bleak.
University of Chicago Law School Approximately two-thirds of families in the United States live paycheck-to-pay-
1111 E. 60th St. check.t* More than one-third live in asset poverty, meaning that their liquid assets are

Chicago, IL 60637

scholmes@uchicago.edu less than 25 percent of the federal poverty level.5 The savings rate in the United States

is significantly lower than in Canada and much lower than the rate in most European
countries.® Even worse, less than one-half of all Americans would have enough sav-
ings to survive for just three months if their income were interrupted.” The racial
wealth gap is also troubling. Recent research suggests that African Americans own
only seven to ten cents for every dollar of net worth owned by whites.? This figure has
remained stagnant over the last ten years.?

When Americans have trouble saving, various problems are likely to follow. For one,
people without savings are particularly susceptible to predatory lending or high-cost

"Martin Luther King Jr., Speech at Sixteenth Street Baptist Church, Birmingham, Alabama (Sept. 15, 1963).
2ld., Speech at Fourth Annual AFL-CIO Convention (Dec. 11, 1961).
3MICHAEL SHERRADEN, AsSETS AND THE Poor: A New American WELFARE Poticy 95 (1991).

4American Payroll Association, Getting Paid in America 2 (2006), www.nationalpayrollweek.com/documents/FinalResults_
FORMATTED.pdf (Question No. 9).

>Robert Haveman & Edward N. Wolf, The Concept of Measurement of Asset Poverty: Levels, Trends and Composition for
the U.S., 1983-2001, 2 JourNAL oF Economic INEQuALITY 145, 145-169 (2004).

6See OECD [OraanisaTioN For Economic Co-operaTION AND DEeveLopmenT] Economic Outtook No. 81, StaristicaL ANNex TasLes (2007)
(Table 23—Household Saving Rates).

7CHerYL ALLeBrAND, WOMEN TRAIL MEN IN SavINGS, www.bankrate.com/brm/news/Financial_Literacy/July07_emergency_fund_
poll_national_a1.asp?caret=46a (posted July 23, 2007).

8THOMAS SHAPIRO & MELVIN OLIVER, INSTITUTE ON AsSETS AND SociaL Policy, Branpeis UNversiTy, CLoSING THE RaciaL WeattH Gap 1 (2005),
http://iasp.brandeis.edu/pdfs/columns/sept05.pdf.

°ld.
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credit.’° For another, families without ad-
equate savings often consider college an
impossible dream rather than a practical
reality."And,ofcourse, financialemergen-
cies,suchasjobloss, caraccidents, medical
debt, or divorce, can drain those without
savings.

Children’s development accounts (CDAs)
are an innovative solution to the prob-
lems that Americans face in building
assets.”> CDAs are publicly provided, in-
dividualized bank accounts for children.
With a CDA program, the government
gives a modest endowment to every child
at birth. Inclusion of all children in a
CDA program increases financial skills
and savings among children and families
at all income levels and helps narrow the
ever-widening wealth gap. By the time
the child turns 18, the account will have
grown through investment earnings and
contributions. At that point, the child
may use the funds to pay for postsecond-
ary education or training, a home, or an
entrepreneurship opportunity. Alterna-
tively the child may continue saving the
funds for retirement. Some CDA pro-
grams have no restrictions on allowable
uses of the funds.

Preliminary research shows that estab-
lishing consistent savings behavior in
low-income people has positive effects
beyond the monetary accrual of interest.
Forexample, saverslead stablelives, focus
on their goals, and are more likely to par-
ticipate in politics and communities than
nonsavers.”> Research related to CDAs is
also encouraging: behavioral studies sug-
gest that CDAs have positive, aspirational
effects on children. For example, when
children grow up knowing that college,
homeownership, or entrepreneurship
is possible, their goals change to reflect
those opportunities.'t

However, the bright promise of CDAs
faces political, budgetary, and institu-
tional challenges. Critics often worry that
CDAs are too expensive. Others wonder
why the public should fund a CDA pro-
gram that includes children of affluent
families, who may be able to afford col-
lege or homeownership without the pub-
lic’shelp. Skeptics doubt thatlow-income
people will be able to save. We address
these questions and others below.

Lawmakers and advocates have already
started working to create and imple-
ment GDA programs at the federal and
state levels. In the U.S. Congress, for ex-
ample, the America Saving for Personal
Investment, Retirement, and Education
(Aspire) Act was introduced in the 109th
Congress with bipartisan support and
was reintroduced in the 110th Congress
in October 2007.'5 At the state level, I1-
linois and Kentucky both passed leg-
islation that created working groups to
make recommendations about CDAs to
the states. Other states have taken steps
to give matching funds for low-income
families saving for college.

Here we seek to inform advocates and in-
terested readers about how CDAs work,
why they are important, and how to pro-
mote their realization at the local, state,
and national levels: We present back-
ground information on how CDA pro-
grams can be modeled and on efforts in
the United States and abroad to imple-
ment CDAs (I); preliminary research
on the positive effects of assets, lessons
learned from the Saving for Education,
Entrepreneurship, and Downpayment
(SEED) program, research on the Ameri-
can Dream Demonstration, and analogies
based on asset-building programs for
adults (IT); answers to common questions

"0Javier Siva, ANNE E. Casey Founpation, A House oF CaRrDps: REFINANCING THE AMERICAN Dream 1 (2005), www.aecf.org/upload/

PublicationFiles/FE3679K541.pdf.

11See JoHN IMMERWAHR ET AL., NATIONAL CENTER FOR PusLIC PoLicy AND HiGHER EbucaTiON, SQuEEze PLay: How PAReNTs anp THE PusLic Look
AT HigHeR Epucation Topay 14 (2007), www.highereducation.org/reports/squeeze_play/squeeze_play.pdf.

2Children’s development accounts (CDAs) are also called children’s savings accounts (CSAs). We prefer the former term
because it emphasizes the lasting, substantive impact of developing savings habits early in life.

3SHERRADEN, SUpra note 3, at 148.

“See generally Wittiam Evuiort Il €T AL, CENTER FOR SOCIAL DEVELOPMENT, WASHINGTON UNIVERSITY IN ST. Lours, COLLEGE EXPECTATIONS
AMONG YOUNG CHILDREN: THE PoTenTIAL RoLE OF Savings (2007), http://gwbweb.wustl.edu/csd/Publications/2007/WP07-06.pdf.

>America Saving for Personal Investment, Retirement, and Education (Aspire) Act of 2007, H.R. 3740, 110th Cong. (1st

Sess.).
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about and challenges to CDAs (I1I); cur-
rent initiatives to implement CDAs (IV);
and advocacy tips for promoting CDAs

).

. Background

Existing federal and state savings pro-
grams, individual development account
and child savings account demonstration
programs, and international children’s
savings programs offer options for how
to model a child development account
program.

A. CDA Program Models

Ways to structure a GDA program vary
with the amount of control the govern-
ment wants to exercise over the accounts,
the range of permissible uses for the sav-
ings, and the desired features and invest-
ment returns. Because inflation shrinks
the real value of savings over time, a sav-
ings vehicle for long-term investments,
such as CDAs, must produce a return
that exceeds the rate of inflation. A gov-
ernment-supported plan structure such
as the 529 College Savings model or the
Thrift Savings Plan can ensure that CDAs
include all children, whether or not they
affirmatively opt in."® Financial provid-
ers are unlikely to hold low-balance and
low-fee accounts without a plan structure
that is large enough in terms of number of
account holders and overall deposits to be
profitable despite having numerous low-
deposit accounts.

One option is to create CDAs based on
the existing 529 College Savings model.
Named after the applicable section of the

Children’s Development Accounts Promote Inclusive Prosperity

Internal Revenue Code, 529 programs
give tax benefits to parents who save for
college.'® Every state has a 529 program
available to encourage savings for higher
education. States could open a 529 plan
for every child and make an initial deposit
at birth. Because 529 programs currently
restrict qualified uses to postsecondary
education, significant modification on
the federal level would be needed to al-
low children to spend 529 funds on ho-
meownership, entrepreneurship, retire-
ment, or other uses. Because each state
oversees its 529 plan, states can negoti-
ate with financial institutions for fea-
tures such as low fees, low balances, and
minimal contribution requirements that
promote participation by all, including
low-income and limited-resource indi-
viduals and families."

A second option is that a CDA program
may adapt the Thrift Savings Plan for
children’s accounts. The Thrift Savings
Plan is the retirement savings program
for federal employees.** This plan takes
deposits from employees’ paychecks and
offers a range of investment funds from
which federal employees may choose.”
The Aspire Act is structured this way.

Another option is the “retail model,”
which gives parents the most control
over how their child’s money is invested.
Each child receives at birth a coupon,
which the parent can use to open a CDA
at a participating financial institution.*
Investment choices, such as a basic sav-
ings account, a mutual fund account with
age-based investment, and a more ag-
gressive stock market and equity-based

®See Margaret Clancy & Leslie Parrish, Reforming 529 College Savings Plans to Better Reach Low-Income Families 1
(2006), http://gwbweb.wustl.edu/csd/SEED/Reforming_529s.pdf.

E-mail from Michael Sherraden, Benjamin E. Youngdahl Professor of Social Development and Director, Center for Social
Development, Washington University in St. Louis (Aug. 23, 2007) (on file with Dory Rand).

8See I.R.C., 26 U.S.C. § 529 (2006). States administer 529 college savings plans. To find more information about your
state’s plan, see College Savings Plans Network, My State’s 529 Plan, www.collegesavings.org/viewState.aspx (last visited

Oct. 23, 2007).

9See MARGARET CLANCY ET AL., AsstT BUILDING PrRoGrRAM, NEw AMERICA FOUNDATION, SECTION 529 SAvINGS PLans, Access To PosT-
SECONDARY EpucaTioN, AND UNiversAL AsseT Buitbing 4 (2005), www.newamerica.net/files/archive/Doc_File_2246_2.pdf.

2Federal Employees’ Retirement System Act of 1986, 5 U.S.C. § 8402. For more information on the Thrift Savings Plan, see
TSP [Thrift Savings Plan] Features for Civilians, www.tsp.gov/features/chapter01.html (last visited Oct. 18, 2007).

2ITSP, Returns and Share Prices, www.tsp.gov/rates/index.html (last visited Oct. 18, 2007).

22HM Revenue and Customs, Introduction to the Child Trust Fund, http://childtrustfund.gov.uk/templates/Page 1171,

aspx (last visited Oct. 31, 2007).
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investment, are limited.®® The retail
model has a safeguard through which the
government automatically opens a stan-
dard account if the parent has not done
so0 by the child’s first birthday.* Thus no
children are left out.*

Individual retirement accounts (IRAs)
are another savings vehicle that could be
adapted for use in a CDA program. IRAs
are tax-advantaged accounts for saving
for retirement.?® Because the accounts
are always set up with a financial insti-
tution serving as custodian, minors are
not restricted from having IRAs.*? Al-
though IRAs are designed primarily for
retirement savings, accountholders may
withdraw funds for a first-time home
purchase, postsecondary education, and
afew other types of asset purchases.*

A few aspects of the current IRA struc-
ture would need to be revised to be used
for a CDA program. For example, current
law allows only an accountholder’s tax-
able compensation or nontaxable com-
bat pay to be deposited into an IRA .* For
children’s accounts, however, parents,
families, friends, and the public should
be allowed to contribute. Another likely

B. Implementing CDAs in the
United States

The Saving for Education, Entrepre-
neurship, and Downpayment (SEED)
Policy, Practice, and Research Initiative,
according to the Corporation for Enter-
prise Development, is

a multiyear national initiative to
develop, test, and impel matched
savings accounts and financial
education for children and youth
in the United States. The initia-
tive seeks to set the stage for
universal, progressive Ameri-
can policy for asset building by
bringing together national and
community partners to design,
administer, and document spe-
cific aspects of children’s savings
programs.*

The SEED program began in 2003 and
is the first initiative of its size to test
the capability and influence of CDAs
as an asset-building tool in the United
States. Eleven SEED demonstration sites
throughout the United States and Puerto
Rico are each working with a slightly dif-

ferent program model and each with chil -
dren of different ages.” For example, the
Sargent Shriver National Center on Pov-
erty Law and the William M. and Charles
H. Mayo Elementary School in Chicago
are partners in delivering eighty-two

barrier is that, because IRAs are individ-
ual accounts rather than state-managed
accounts, financial institutions are un-
likely to have the features necessary to
make a CDA program truly inclusive.

ZInvestment Management Association, Guide to Investing in a Child Trust Fund: The Three Options, www.investmentuk.
org/FactSheets/CTF/three_options.asp (last visited Oct. 31, 2007).

2HM Revenue and Customs, Child Trust Fund—Key Features, www.hmrc.gov.uk/ctf/key-features.htm (last visited Nov. 5,
2007).

25The United Kingdom uses the Child Trust Fund—the retail model—in its universal CDA program. For more information,
see HM Revenue and Customs, Child Trust Fund, www.childtrustfund.gov.uk/ (last visited Oct. 18, 2007); Lisa MeNsaAH ET
AL., THE AspeN INsTITUTE, THE Case For CHILD Accounts (2007), www.aspeninstitute.org/atf/cf/%7BDEB6F227-659B-4EC8-8F84-
8DF23CA704F5% 7D/IFS_CaseforChildAccounts.pdf (Appendix A: “About the Child Trust Fund in the United Kingdom").

626 U.S.C. § 408 (2006).

27See CaRL Rist €T AL., CORPORATION FOR ENTERPRISE DEVELOPMENT (CFED), CHILDREN'S SAVINGS ACCOUNTS AND FinanciaL Aip 10 (2006),
www.cfed.org/publications/CSAs_financial_aid.pdf.

2826 U.S.C. § 408 (2006).

Id. §8 408, 408A; see Internal Revenue Service, Publication 590 (2006), Individual Retirement Arrangements (IRAS),
www.irs.gov/publications/p590 (last visited Oct. 23, 2007). The Savings Competitiveness Act of 2006, S. 2431, 109th
Cong., introduced by Sen. Max Baucus (D-Mont.), proposed allowing parents to deposit earned income into a Roth
individual retirement account (IRA) for their children. All parental contributions would count toward the parents’ own
individual IRA contribution limits. /d. § 301(4)(b).

30CFED, SEED [Saving for Education, Entrepreneurship, and Downpayment] Policy and Practice Initiative, www.cfed.org/fo
cus.m?parentid=318&siteid=288&id=288 (last visited Oct. 6, 2007).

31Lisa Reyes Mason et al., Center for Social Development, SEED Account Monitoring Research: Participants and Savings
Outcomes at June 30, 2007, tbl. 1 at 1 (2007), http://gwbweb.wustl.edu/csd/Publications/2007/RP07-22.pdf.
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SEED accounts to elementary school
students. Each accountholder received
an initial deposit of $500 and can earn a
dollar-for-dollar match and savings in-
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eliminating the need to track how the
funds are used. For another, the United
Kingdom uses the retail model, which
gives parents choices as to how to invest

centives up to $2,000. As of September the money.”
2007, SEED participants had accumu-
lated more than $108,313 in their ac-
counts, with an average account balance
of $1,321, including matching funds.*

Canada has two national children’s sav-
ings programs. The Canada Education
Savings Grant is available to all children
up to age 17; Canada matches educational
C. CDA Programs in Other Countries  savings up to a certain cap, and lower in-
come families receive a larger match than
wealthier families.®® Canada’s Learning
Bond program makes an initial deposit
of $500, plus $100 per year until the child
reaches age 15.% The Learning Bond is not
universal; only children who receive the
National Child Benefit Supplement are
eligible for the program.*° Children who
do not qualify for the program at birth but
qualify later become entitled as soon as
their family falls into the eligible income
range and receives the supplement.*

The United States is not the first country
to consider CDAs. A few other countries
already have CDA programs in place.*”
Perhaps the best-known program is the
United Kingdom’s Child Trust Fund. In
the United Kingdom every child receives
faso at birth, and low-income children
are entitled to an additional f250.%* At
age 7 each child receives another £250
deposit, and low-income children again
receive an additional £250.%

The U.K. model is less restrictive than
the CDA programs proposed in the Unit-
ed States. For one, the United Kingdom

allows children to use their funds for any program to promote higher birth rates.

Puljpossée after they reach the.age of ma- Singaporean parents receive $$3,000 for
jority.” One advantage of this approach the first and second child and S$6,000
is that it lowers administrative costs by

In Singapore asset-building programs
beginatbirth and lastuntil retirement. In
2001 Singapore created the Baby Bonus

32|d. at 35. For more information on the Sargent Shriver National Center on Poverty Law’s partnership with a Chicago
school, see SARGENT SHrivErR NaTionaL CENTER ON PoverTy Law, SEED, www.cfed.org/imageManager/_documents/Shriver_Center.
pdf (last visited Oct. 7, 2007).

3For an overview of programs in other countries, see Vernan Loke & MIcHAEL SHERRADEN, CENTER FOR SOCIAL DEVELOPMENT,
WASHINGTON UNIVERSITY IN ST. Louis, BUILDING AsseTs FROM BIRTH: A COMPARISON OF THE POLICIES AND PROPOSALS ON CHILDREN SAVINGS
ACCOUNTS IN SINGAPORE, THE UNiTep KingDom, Canapa, Korea, anp THE Unitep StaTes (2006), http://gwbweb.wustl.edu/csd/
Publications/2006/WP06-14.pdf (Working Paper No. 06-14).

¥*[d. at 7.

35HM Revenue ano Customs, Key Facts agout THE CHiLb TrusT Funp, www.childtrustfund.gov.uk/templates/Page 1177 .aspx
(last visited Oct. 6, 2007). As of October 2007, £250 was approximately $508 in U.S. dollars.

*/d.

3Id.; see also Sonia Sodha, Institute for Public Policy Research, Lessons from Across the Atlantic: Asset-Building in the UK
(Sept. 19-21, 2006) (paper presented at A Lifetime of Assets Conference), www.frbsf.org/community/research/assets/
LessonsfromAcrosstheAtlantic.pdf.

3HumAN Resources AND SociAL DeveLoPMENT CANADA, CANADA EpucaTion SAviNGs GRANT 5 (2006), www.hrsdc.gc.ca/en/hip/lld/cesg/
publicsection/files/CESG-E-brochure.pdf.

3d., CANADA LEARNING Bonp 2 (2005), www. hrsdc.gc.ca/en/hip/lid/cesg/publicsection/files/CLB-E-brochure.pdf. As of October
2007, $500 in Canadian dollars was approximately $513 in U.S. dollars.

“Families qualify for the National Child Benefit supplement if their income is below $36,378 in Canadian dollars, which,
as of October 2007, was approximately $34,109 in U.S. dollars. Human Resources aND Social Devetopment CanaDA, CANADA
EpucaTion SAVINGS GRANT, supra note 38, at 4.

4THuman Resources and Social Development Canada, Canada Learning Bond—Frequently Asked Questions (last modified
July 24, 2007), www.hrsdc.gc.ca/en/hip/lid/cesg/publicsection/CESP/CLB_FAQs.shtml#Q08 (Question No. 8).

42[SINGAPORE] MINISTRY OF COMMUNITY DeVELOPMENT, YOUTH AND SPORTS, CHILDREN DeveLopment Co-Savings (Basy Bonus) ScHeme 1
(2007), www.babybonus.gov.sg/bbss/html/English.pdf.
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forthe third and fourth child.# The funds
are deposited into a CDA, which earns
interest until the child is 6 years old.#
Parental contributions are matched up to
a given cap, depending on family size.45
Parents may use the money to pay for
child care and preschool .4

After Singaporean children age out of the
Baby Bonus program, they are automati-
cally enrolled in the Edusave Scheme,
which appears to be the world’s first uni-
versal asset-building program for chil-
dren.*” Edusave annually gives S$17o to
S$200 to all children between age 6 and
age 16.4° The funds may be used only for
educational enrichment programs.*
Unused money is transferred into the
child’s postsecondary education account
when the child turns sixteen or leaves
high school, whichever is later.5°

D. Asset-Building Programs
for Adults

Although CDAs are a relatively new idea,
asset-building programs for adults have
demonstrated the power of individual-
ized account programs to build wealth.
Individual development accounts, the
adult equivalent of CDAs, are matched
savings accounts that are earmarked for
certain purposes, such as homeowner-
ship, higher education, or entrepre-
neurship.s' The largest demonstration of

individual development accounts to date,
the American Dream Demonstration,
found that individual development ac-
counts can successfully motivate people
to build wealth.5* The lessons learned
in the American Dream Demonstration
project, discussed more in II.C, are es-
sential in considering CDAs.

Il. Research and Results

A growing body of research on individual
developmentaccounts, children’s savings
accounts, and other types of asset owner-
ship supports the theory that ownership
of CDAs and related financial education
will produce positive social as well as f1-
nancial results.

A. The Positive Effects of Assets

A large body of research on the positive
effects of asset building demonstrates
some of the positive changes that may
be expected under a CDA program. For
example, asset ownership corresponds
with marital stability, physical health,
and economic security, even after con-
trolling for income and education, social
scientists have found.s®

Children in families with assets perform
better in school and attain higher levels
of education than their cohorts, even af-
ter controlling for income and parental

“3Loke & SHERRADEN, supra note 33, at 25 (Table 1—Comparison of Children Savings Accounts). As of 2006, $$3,000 was

U.5.$1,875, and $$6,000 was U.S.$3,750.

44[SINGAPORE] MiNISTRY OF COMMUNITY DEVELOPMENT, YOUTH AND SPORTS, supra note 42, at 1.

“ld.

“See id.

“7Jami Curley & Michael Sherraden, Children’s Allowances: Lessons for Children’s Savings Accounts, 79 Crio WEeLFARE 661,

662 (2000).

“BMINISTRY OF EDUCATION SINGAPORE, EDUCATION ENDOWMENT ScHEME: ANNUAL REPORT FOR THE FINANCIAL YEAR 2005/2006, at 3, www.
moe.gov.sg/finance/edusave/report/EdusaveAnnualReport2005.pdf (last visited Oct. 16, 2007). As of October 2007,

$$170-200 was approximately U.S.$116-136.
“°Loke & SHERRADEN, supra note 33, at 4.

*0/d!.

>ICenter for Social Development, Individual Development Accounts (IDAs): What Are IDAs?, http://gwbweb.wustl.edu/csd/

asset/idas.htm (last visited Nov. 7, 2007).

*2Gregory Mills et al., What Do Individual Development Accounts Do? Evidence from a Controlled Experiment 6 (2006),

www.brookings.edu/views/papers/gale/20060711.pdf.

>3Deborah Page-Adams et al., School of Social Welfare, University of Kansas, Assets, Health, and Well-Being: Neighborhoods,
Families, Children and Youth 2 (2001), www.cfed.org/imageManager/_documents/01-9%20AssetsHealthandWellBeing.

pdf.
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education, researchers also have found.54
Studies reveal intergenerational effects
of savings behavior; unsurprisingly,
children tend tolearn their spending and
saving habits from their parents.5

B. Lessons Learned from SEED

During the first four years of the SEED
program, researchers visited the SEED
sites and interviewed program adminis-
trators and participants. Important les-
sons already learned from SEED should
be considered in developing a universal

CDA program.

1. Low-Income Children and
Parents Can and Do Save

Preliminary research on the SEED pro-
gram indicates that parents and children
can save. As of September 2007, SEED
participants had accumulated an average
of $1,318 in their savings accounts.’® The
average initial deposit was only $4.62.5

2. Financial Education Benefits Both
Parents and Children

Children’s Development Accounts Promote Inclusive Prosperity

school.® However, saving should start
much earlier to take advantage of the
power of compound interest.®® The im-
pact of financial education is even more
powerful when combined with a savings
program that allows students to practice
what they learn.

Little quantitative research documents
the long-term benefits of financial edu-
cation. Some studies focus on limited
groups, such as high school students or
mortgage borrowers.® However, one in-
termediate-term, longitudinal study on
the Federal Deposit Insurance Corpora-
tion Money Smart program found that
participants were more likely to save, pay
their bills on time, and create financial
goals for themselves.®*

3. CDAs Are Good for Parents

Just as research shows the intergenera-
tional effects that parental saving be-
havior can have on children, the effects
transfer the other way as well. When
children participate in youth savings

programs, their parents take notice and
begin to invest their own money more

regularly.®’

Financial education programs are rare
among parents and youth.5® Sixteen
states require financial education in high

*(d. at 5.
»ld. at 7.

“Lisa Reyes Mason et al., Center for Social Development, Washington University in St. Louis, SEED Participant Characteristics
and Financial Accumulation 17 (2007), http://gwbweb.wustl.edu/csd/Publications/2007/RP07-14.pdf.

*’Id. at 20.

8CFED, SEED Community Consultations: Ten Key Lessons 1, www.cfed.org/imageManager/_documents/SEEDTenKeyLessons.
pdf (last visited Oct. 16, 2007).

*The following states require financial education in the public school system: Alabama, Georgia, Idaho, lllinois, Kentucky,
Louisiana, Missouri, New York, South Carolina, South Dakota, Texas, Utah, Virginia, Washington, West Virginia, and
Wyoming. See Leslie Parrish et al., New America Foundation and Center for Social Development, State Policy Options for
Building Assets 27 (2006), www.newamerica.net/files/Doc_File_3134_1.pdf.

E.g., investing $100 per month for ten years ($12,000) at 8 percent interest generates $54,914 in twenty years. Investors
Alliance, Compound Interest and Starting Early, www.powerinvestor.com/Primer/Types-of-Investments/Compound-
Interest-and-Starting-Early.htm (last visited Nov. 6, 2007).

61Sharon M. Danes & Heather Haberman, University of Minnesota, Evaluation of the NEFE [National Endowment for
Financial Education] High School Financial Planning Program Curriculum 2003-2004, www.kdcms.com/nefe/company1/
content/273/2003-2004%20nefe %20hsfpp%20evaluation.pdf (last visited Oct. 16, 2007) (high school students);
Abdighani Hirad & Peter Zorn, Freddie Mac, A Little Knowledge Is a Good Thing: Empirical Evidence of the Effectiveness
of Pre-Purchase Homeownership Counseling (2001), www.freddiemac.com/corporate/reports/pdf/homebuyers_study.pdf
(mortgage borrowers).

62FeperaL DepOSIT INSURANCE CORPORATION, A LONGITUDINAL EVALUATION OF THE INTERMEDIATE-TERM IMPACT OF THE MONEY SMART FINANCIAL
Epucation Curricutum uroN CoNsUMERS BeHavior AnD CoNFDENCE 3 (2007), www.fdic.gov/consumers/consumer/moneysmart/
pubs/ms070424.pdf.

#d. at 29.
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4. Incentives Can Improve
Routine Participation

Benchmark incentives are rewards that
parents and children earn for their CDA,
either at regular intervals (e.g., on the
child’s birthday), for completing finan-
cial education programs, or for reach-
ing certain savings levels. Benchmarks
give incentives to participants and their
parents to save more, remind parents
about the program on a regular basis,
and are often the only source of depos-
its for severely low-income families. For
example, a parent facing financial hard-
ship may not be able to afford a $25 de-
posit into his child’s CDA but may be able
to spare a few hours to attend a financial
management workshop. The SEED pro-
gram at Harlem Children’s Zone noticed
that benchmarks are especially useful
for families in financial stress.® Bench-
marks that are automatic or regular are
easiest to administer.

C. American Dream
Demonstration Results

Between 1997 and 2002 the Corporation
for Enterprise Development organized
the American Dream Demonstration, the
largest demonstration program of indi-
vidual development accounts to date. The
demonstration program involved 2,364,
participants at fourteen sites around the
United States.® The results of the dem-
onstration program are encouraging and
suggest that CDAs could be even more
successful than individual development
accounts.

First, the American Dream Demonstra-
tion debunked the common myth that
low-income people are unable to save.

Even though demonstration program
participants earned an average 116 per-
cent of the federal poverty guidelines,
they saved an average of $19.07 per
month, about 1.6 percent of partici-
pants’ income. Income was not signifi-
cantly linked to savings behavior.®® The
lowest-income group of participants in
the demonstration program ($0 to 500
per month) saved at the highest rate (3.1
percent).®

Second, students are significantly more
likely to save than members of any other
employment group.®® This finding sug-
gests that CDA programs may be even
more successful than American Dream
Demonstration, which focused primarily
on adults.

Third, the American Dream Demonstra-
tion confirmed the value of incorporating
financial education into matched savings
programs. Researchers found that up to
twelve hours of financial training led to
positive changes in the amount and fre-
quency with which participants saved.®
Most adults get information about finan-
cial planning through their employer,
but low-income people are least likely to
have opportunities to save through their
job, so financial education is crucial. Fi-
nancial education may help overcome
some barriers to participation and saving
that SEED participants faced. Those rea-
sons included wariness and distrust of f1-
nancial institutions, disbelief that saving
was possible, and uncertainty about the
distant future.”

Fourth, the American Dream Demon-
stration revealed the psychological and
social effects of individual savings ac-
counts. For example, 59 percent of dem-

64L1aNA Humprrey, CFED, RewaRDING SAVERs: Lessons Asout UsING “BENCHMARK” INCENTIVES TO ENCOURAGE SavinGs 4 (2007), www.
cfed.org/imageManager/_documents/Growing_Knowledge-April_2007.pdf.

%Center for Social Development, Washington University in St. Louis, Downpayments on the American Dream Policy
Demonstration (ADD), www.gwbweb.wustl.edu/csd/asset/add.htm (last visited Nov. 12, 2007).

%Mark Schreiner et al., Center for Social Development, Washington University in St. Louis, Final Report: Saving Performance
in the American Dream Demonstration: A National Demonstration of Individual Development Accounts 15 (2002), http:/
gwbweb.wustl.edu/csd/Publications/2002/ADDReport2002.pdf.

Id. at 27-28.
%8/d. at vi.

®/d. 51.

7%LianA Humprrey & CaRL Rist, CFED, GETTING TO YEs: Lessons FROM RECRUITMENT IN THE SEED INmaTive 2 (2005), www.cfed.org/
imageManager/_documents/Growing_Knowledge_from_SEED-October_2005.pdf.
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onstration project participants indicated
that they were more likely to make edu-
cational plans for themselves; 57 percent
indicated that they were more likely to
plan for retirement; and 41 percent in-
dicated that they were more likely to in-
crease their work hours.”

Fifth, the matching element is key for
poor families. In the United States the
government gives asset-building incen-
tives through a system of tax breaks for
certain asset purchases such as homes,
individual retirement accounts, and
other investments. A shortcoming of
using tax benefits to give incentives to
save is that low-income families, who
often pay little or no taxes, are not re-
warded through the tax system for sav-
ing.™ As a result, the matching element
of the American Dream Demonstration
was crucial in motivating participation.
Matching funds help small accounts grow
not only by providing additional money
but also by making the contribution of
small deposits worthwhile.?

lll. Questions and Challenges

The costs of operating a universal CDA
program, effects on means-tested pro-
grams and college financial aid, and safe-
guarding of funds for use as intended are
some of the frequently asked questions
and challenges in promoting CDAs.

Children’s Development Accounts Promote Inclusive Prosperity

A. How Much Would Implementing
and Maintaining a CDA
Program Cost?

A nationwide CDA program based on the
Aspire Act universal model would cost
an estimated $3.25 billion in the first
year.” The government would give $5oo
to every child, with an additional $5oo
for children in families below the na-
tional median income.? That $3.25 bil-
lion price tag works out to approximately
o.11 percent of the federal budget for the
2008 fiscal year.”

For state programs, some of the costs can
be calculated on the basis of the number
of children born each year multiplied by
an amount for initial deposits. For ex-
ample, about 181,000 children are born
in Illinois each year.” That means that a
statewide GDA program could cost ap-
proximately $9o million or $181 million
per year to implement, based on an ini-
tial endowment of $500 or $1,000 per
child at birth. To find birth data for your
state, visit the website for the National
Vital Statistics System.? Program costs
would increase if additional government
deposits were added or if government
matching funds were offered to encour-
age additional savings.

Implementing a CDA program would
require some start-up costs. After start-
up, the program should become self-

71Amanda Moore et al., Saving, IDA Programs, and Effects of IDAs: A Survey of Participants 2001, at 19-20, http:/citeseer.

ist.psu.edu/737944.html (last visited Nov. 12, 2007).

72MicHAL GRINSTEIN-WEISs & KaTE IrisH, CENTER FOR SociaL DeVELOPMENT, WASHINGTON UNIVERSITY IN ST. Louis, INDIVIDUAL DEVELOPMENT
AccounTs: FReuenTLY Askep QuesTions 5 (2007), http://gwbweb.wustl.edu/csd/Publications/2007/P07-09.pdf.

73See MENSAH ET AL., Supra note 25, at 8.

74Reid Cramer, New America Foundation, The America Saving for Personal Investment, Retirement, and Education Act
(“The Aspire Act of 2007") (2007) (Question No. 15). For more information, see CFED, The Aspire Act: America Saving for
Personal Investment, Retirement, and Education, S. 868 H.R. 1767, www.cfed.org/imageManager/_documents/Aspire_
One_Pager_109th_Cong__final_.pdf (last visited Oct. 17, 2007) (fact sheet on 2005 version of Act).

7>CFED, supra note 74.

76See Orrice oF MANAGEMENT AND BUDGET, MiD-Session Review: Bubcet oF THE U.S. GovernmenT, Fiscal Year 2008, at 19 (2007),
www.whitehouse.gov/omb/budget/fy2008/pdf/08msr.pdf (Table S-1 indicates that total budgeted outlay amount for 2008
is $2,918 billion).

"7Joye A. Martin et al., National Vital Statistics System, Centers for Disease Control and Prevention, Births: Final Data for
2004, 55 NaTioNAL ViTaL STaTisTics ReporTs 52 (2006) (Table 11—Number of Births, Birth Rates, Fertility Rates, Total Fertility
Rates, and Birth Rates for Teenagers 15-19 Years, by Age of Mother: United States, Each State and Territory, 2004), www.
cdc.gov/nchs/data/nvsr/nvsr55/nvsr55_1_table11.pdf.

8National Center for Health Statistics, Centers for Disease Control and Prevention, National Vital Statistics System, www.
cdc.gov/nchs/nvss.htm (last visited Nov. 12, 2007).
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sustaining through typical administrative
fees charged by the financial institution
holding the accounts. In the United King-
dom’s Child Trust Fund, fees are limited
to 1.5 percent.” The Aspen Institute pro-
poses that fees in an American CDA pro-
gram be limited to 1.5 percent as well.*

B. Would CDAs Be Counted
as Assets in Determining
Eligibility for Other
Public Benefit Programs?

Any money saved in a CDA should be
exempt from asset rules for public ben-
efits, including Temporary Assistance for
Needy Families (TANF), Medicaid, the
State Children’s Health Insurance Pro-
gram (SCHIP), the Food Stamp Program,
and the Supplemental Security Income
(SSI) program. Otherwise, considering
assets in determining eligibility for pub-
lic benefits is a disincentive to save.

Some assets are usually exempt from as-
set rules. For example, states often ex-
clude an applicant’s primary residence,
car, and pension plan from the asset
calculation.” The reasoning is that, un-
like personal savings, people cannot use
their house, vehicle, or retirement fund
to pay for daily expenses. Thus consid-
ering those assets in determining need
would be unreasonable.® The same logic
applies to GCDAs. With the exception of a
CDA model proposed by the Aspen In-
stitute’s Initiative on Financial Security,
CDAs in the United States would have re-

stricted uses and would generally be un-
available to children before age 18 or 25.%
Because the funds in a restricted CDA
would be unavailable, they would not be
considered in an eligibility calculation.

States have the power to exempt CDAs
from state-administered public benefit
programs. The Personal Responsibility
and Work Opportunity Reconciliation
Act allows states to create their own as-
set limits for TANF benefits.* The Act
also mandates that states exempt assets
held in certain individual development
accounts for homeownership, postsec-
ondary education, or entrepreneurship.®
Similarly Medicaid, SGHIP, and the Food
Stamp Program give states some discre-
tion to exclude certain assets from their
eligibility calculation.®® CDAs should be
among the excluded assets.

C. Why Should Children of
Affluent Families Be Included
in a CDA Program?

CDAs should be universal—that is, given
to all children in the United States re-
gardless of family income—for several
reasons. Savings and affordability are
not a problem that is unique to low-in-
come people. Some 76 percent of par-
ents of high school students—regardless
of income level—worry about being able
to afford college.’” Moreover, 44 percent
of families think that the cost of a home
is outside their reach, while 36 percent
feel this way about retirement.®® Family

7HM ReveNue AND CusToms, CHILD TrusT FUND*WHAT WiLL Yours Grow INTo? 10 (2007), www.childtrustfund.gov.uk/Documents/
information_pack/070308%20-%20CTF6%20March %2007 %20low%20res%20web %20version.pdf.

8O|NITIATIVE ON FINANCIAL SECURITY, THE ASPEN INSTITUTE, SAVINGS FOR LiFE: A PATHWAY TO FINANCIAL SECURITY FOR ALL AMmERICANS 17 (2007),
www.aspeninstitute.org/atf/cf/% 7BDEB6F227-659B-4EC8-8F84-8DF23CA704F5%7D/Savings_for_Life.pdf.

81See Dory Rand, Reforming State Rules on Asset Limits: How to Remove Barriers to Saving and Asset Accumulation in
Public Benefit Programs, 40 CLeARINGHOUSE Review 625, 626 (March—April 2007).

&2[d.

83INimATIVE ON FINANCIAL SECURITY, Supra note 80, at 16-20.

84Personal Responsibility and Work Opportunity Reconciliation Act, 42 U.S.C. § 604(a) (2006).

8/d. § 604(h)(4).

8See id. § 1396a(a)(17) (Medicaid); § 1397bb (SCHIP). The Food Stamp Program (7 U.S.C. § 2014 (g)(1) (2007) (eligible
households)) is less flexible, but the 2007 authorization of the Farm Bill may offer an opportunity to remove some asset
limits. See Reip Cramer £T AL, New AMERICA FOUNDATION, THE AsseTs ReporT 2007: A Review, ASSESSMENT, AND FORECAST OF FEDERAL
AsseTs Pouicy 8 (2007), www.newamerica.net/files/Assets % 20Report% 202007 % 20Elec.pdf.

87IMMERWAHR ET AL., SUpra note 11, at 4.

88N ATIoNAL CENTER FOR PuBLIC Pouicy AND HiGHER EDUCATION, LoSING GROUND: A NATIONAL STATUS REPORT ON THE AFFORDABILITY OF AMERICAN
HigHer Ebucation 14, 31 (2002), www.highereducation.org/reports/losing_ground/affordability_report_final_bw.pdf.
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circumstances can change, and children
who are born into families that are well-
off may end up less wealthy later. Finan-
cial institutions are more likely to take
on the challenge of administering a uni-
versal CDA program because a universal
program will involve much more money
than a program limited to low-income
families. Universal programs are likely
to attract broad and enduring political
support because they include everyone.
An inclusive model encourages a broader
cultural shift in expectations for achiev-
ing children’s full potential and in sav-
ings behavior. An inclusive CDA plan also
is a vehicle for broad-based and lifelong
financial education.

D. Would CDAs Affect
Children’s College Financial
Aid Opportunities?

Eligibility for federal financial aid for
college is calculated by determining a
family’s expected family contribution to
a child’s college education.® Assets are
one factor included in the expected fam-
ily contribution calculation.?

However, federal law provides that 529
savings are not counted in the expected
family contribution calculation for a
student whose family’s adjusted gross
income is below $50,ooo or who has at
least one family member participating
in a means-tested federal program.”
Thus parents concerned about financial
aid eligibility should not be dissuaded
from saving for college through this type
of plan.”* For middle-income families,
however, savings accounts and 529 ac-
counts are usually counted in the ex-
pected family contribution calculation
(although 529 accounts are treated much

Children’s Development Accounts Promote Inclusive Prosperity

more favorably than other types of sav-
ings accounts).”

Fromafinancial aid perspective, the most
favorable account model is the individual
retirement account, which is completely
disregarded in the expected family con-
tribution calculation.?* Any CDA model
that is adopted should exempt CDAs
from the expected family contribution
calculation so that children and parents
who make deposits in CDAs would not be
penalized by a reduction in financial aid.

E. What Safeguards Would
Prevent Individuals from
Using Their CDA Money for
a Nonapproved Purpose?

A few safeguards can protect against
children or families using CDA funds for
purposes other than those approved by
the program. The SEED and individual
development account demonstrations
use a parallel account structure. The
accountholder’s savings are kept in an
account that is separate from matching
funds. This system allows accounthold-
ers to use their own savings in an emer-
gency but does not give them access to
the matched savings. One problem with
the parallel account structure is that ad-
ministering it on a large scale may be
difficult. Multiple accounts per person
make bookkeeping more arduous.

Another way to ensure that CDA savings
are used for intended purposes is to dis-
burse funds directlyto an approved recip-
ient. For example, the individual devel-
opment account demonstration programs
paid the mortgage company, college, or
other recipient directly.9 CDAs could use
a similar disbursement method.

89See RisT €T AL., supra note 27, at 4.

%See id. at 3.

*'Higher Education Reconciliation Act of 2005, 20 U.S.C. § 8019(d)(3) (this Act is Title VIII of the Deficit Reduction Act of

2005).

%2Saving for College, Intro to 529s, www.savingforcollege.com/intro_to_529s/index.php?general_faq_id=4 (last visited

Oct. 23, 2007).
93RiST ET AL., Supra note 27, at 4.

%See id. at 10.

9CFED, AMmERICAN DRream DEMONSTRATION: DATA ON SAVINGS AND WiTHDRAWAL, http://add.cfed.org/savings_data.html (last visited

Oct. 18, 2007).
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F. Why Should States Rather than
the Federal Government Create
CDA Programs?

CDA proponents would like to see a na-
tional CDA program created. However,
creating statewide programs first is
preferable for a couple of reasons. First,
states—which often serve as laboratories
of innovation for social programs—would
inevitably design their programs differ-
ently; this can help distinguish best prac-
tices from policies to avoid. Second, suc-
cessful state initiatives can advance the
national agenda by documenting results
and building support among congressio-
nal representatives from the states that

adopt CDAs early.

IV. Current Initiatives to
Implement CDAs

A wide range of federal, state, and city-
based CDA initiatives has been proposed
in recent years. Leading advocates and
researchers believe that a good GDA pro-
posal should be consistent with some or
all of the following principles or program
components: universal (i.e., eligibility
for all children regardless of family in-
come); progressive (e.g., higher initial
deposit or savings matches for children
in lower-income households); lifelong
(e.g., opened at birth and open until
death); asset building (e.g., restricted to
or used for asset-building purposes, ex-
empt from resource tests in means-test-
ed programs, and protected from credi-
tors); adequate (e.g., includes an initial
deposit and larger deposit or match or
both for lower-income families to make
the program more progressive); low cost
to participants (in terms of annual fees);
simple (interms of enrollment, deposits,
and investment choices); choice (of pro-

viders, investment options, and uses);
automatic (enrollment, account cre-
ation, and deposits); and financial edu-
cation. The CDA delivery system should
have the following components: coher-
ent program (e.g., centralized account-
ing system and data set for tracking and
research); low administrative costs; and
partner engagement (e.g., federal, state,
local, and tribal government, nonprofit
organizations, financial institutions,
and employers). The proposal should be
politically feasible (e.g., bipartisan and
public support, cost, subsidy structure,
and private-sector engagement).9

A. Federal Initiatives

A diverse and bipartisan group of sena-
tors and representatives has introduced
legislation—based on existing and new
savings structures—that would create
CDAs at the federal level.

1. Aspire Act

The Aspire Act was first introduced in
July 2004, in the House of Representa-
tives by then-Rep. Harold Ford Jr. (D-
Tenn.), with Phil English (R-Pa.), Patrick
Kennedy (D-R.1.), and Thomas Petri (R-
Wis.) as cosponsors.” On the same day
then-Senators Rick Santorum (R-Pa.)
and Jon Corzine (D-N.J.) (cosponsor)
introduced an identical bill in the Sen-
ate.”® The Aspire Act was reintroduced
in April 2005 with the same sponsors,
but the 109th Congress did not act on the
bill.? In the 110th Congress, on October
3, 2007, Representative Kennedy, along
with cosponsors Jim Cooper (D-Tenn.),
Rahm Emanuel (D-I11.), English, and Pe-
tri reintroduced the bill (H.R. 3740)."*°

The bipartisan bill would provide ev-
ery child at birth with a savings account

%Center for Social Development et al., Child Development Account Platform Matrix (Sept. 4, 2007) (federal policy) (on
file with Dory Rand); id., State CSA Policy Matrix (Sept. 4, 2007) (on file with Dory Rand). For more information on CDA
programs in the United States, see New AMERICA FOUNDATION, SAVINGS ACCOUNTS AT BIRTH AND OTHER CHILDREN'S SAVINGS ACCOUNTS
ProposaLs, www.newamerica.net/files/fCSA%20two %20pager.pdf (last visited Oct. 18, 2007).

9Aspire Act of 2004, H.R. 4939, 108th Cong. (2d Sess.).

%Aspire Act of 2004, S. 2751 108th Cong. (2d Sess.).

“Aspire Act of 2005, S. 868, 109th Cong. (1st Sess.); H.R. 1767, 109th Cong. (1st Sess.).

10Aspire Act of 2007, H.R. 3740, § 13, 110th Cong. (1st Sess.). For a detailed account of the Aspire Act, see New
Awmerica Founparion, Aspire AcT Bill Summary (2007), www.newamerica.net/publications/policy/aspire_act_bill_summary; for
questions and answers regarding the Act, see Cramer, supra note 74.
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containing an initial endowment of $500
or $1,000, depending on the family’s in-
come.” Contributions to and distribu-
tions from the accounts would be treated
the same for tax purposes as a Roth IRA
(deposits are not tax deductible but earn-
ings and withdrawals for qualified pur-
poses are federal tax-free).”* After the
child’s 18th birthday, the child would be
permitted to use the funds to pay for col-
lege, buy ahome, or save for retirement.'®
The Aspire Act also would provide for fi-
nancial education for children and par-
ents.'** Qualified distributions for higher
education during the period between age
18 and age 25 would be paid directly to the
institution of higher education.'*s

2. Young Savers Accounts

In August 2007 Sen. Hillary Rodham
Clinton (D-N.Y.), with Gordon Smith
(R-Or.) as cosponsor, introduced the
New Savers Act.”*® One provision of the
bill would create a new, tax-favored sav-
ings account for children based on the
Roth IRA structure.’”” These young sav-
ers accounts depart from the individual
retirement account model by allowing
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parents to contribute to their child’s ac-
count.’®® Parental contributions would
apply to the parent’s annual limit for
Roth IRAs.**9 The bill includes a match-
ing program for low-income families
who qualify for the saver’s credit."”
Similar to the Kids Investment and De-
velopment Savings (KIDS) accounts that
would be created under the Aspire Act,
young savers accounts would be allowed
to be used for college, retirement, or
buying a first home.™ Sen. Max Baucus
(D-Mont.) previously proposed Young
Savers Accounts in 2006 as part of the
Savings Competitiveness Act of 2006."*

3. 401Kids Savings Accounts

Rep. Judy Biggert (R-I11.) introduced the
401Kids Family Savings Act of 2007 in
January 2007."* The Act would rename
Coverdell Education Savings Accounts
as “401Kids Savings Accounts,” which
would have a structure similar to IRAs."'4
The Act would allow these accounts to be
opened as early as birth and would allow
after-tax contributions of up to $2,000
per year."s The accounts would not be
created automatically, and the funds

TAspire Act of 2007, H.R. 3740, §8 2(d)(1)(A), 4(a), 110th Cong. (1st Sess.).

192/d. § 6(a).

103See d. § 7(a) (Aspire Act seeks to amend 26 U.S.C. § 408 by inserting after Section 408A a new section, 408B, which
outlines how privately managed Kids Investment and Development Savings (KIDS) accounts should be treated—generally
the same as Roth IRAs); see also 26 U.S.C. § 408A(d)(5) (2006) (governing Roth IRAs; early withdrawals are allowed
without penalty as long as they meet provisions of 26 U.S.C. § 72(1)(2) (2006)).

%4Aspire Act of 2007, H.R. 3740, § 13, 110th Cong. (1st Sess.).
105/d/, § 6(d).

%New Saver's Act, S. 1967, 110th Cong. (1st Sess. 2007). For an overview of the New Saver's Act, see New America
Foundation, Summary of Senate Bill 1967 as Introduced August 2, 2007) (Aug. 2, 2007), http://newamerica.net/
publications/resources/2007/new_savers_act.

197See New Savers Act, S. 1967, § 301, 110th Cong. (st Sess. 2007).
°8/df. § 301(a).

199/d. In 2008 the annual limit is $5,000 for individuals 49 years old or younger (26 U.S.C. § 21((b)(5)(A) (2006)); the annual
limit is increased by $1,000 for individuals 50 or older (26 U.S.C. § 219(b)(5)(B) (2006)).

ONew Saver's Act, S. 1967, § 301, 110th Cong. (1st Sess.).

"See jd. § 301(a) (New Savers Act seeks to amend 26 U.S.C. § 408A by adding a new Section 408A(g), Young Savers
Accounts, which would be generally treated the same as Roth IRAs).

"2Savings Competitiveness Act of 2006, S. 2431, 109th Cong. For information about this bill, see Press Release,
Committee on Finance, U.S. Senate, Baucus Introduces Savings Competitiveness Act of 2006 (March 16, 2006), www.
senate.gov/~finance/press/Bpress/2005press/prb031606.pdf.

13401Kids Family Savings Act of 2007, H.R. 87, 110th Cong.
4d. § 5.

11526 U.S.C. § 530 (b)(1)(A)iii) (2006).
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would be restricted to K-12 and postsec- 5. PLUS Accounts
ondary education, first-time homeown- ]
ership, and rollover into a Roth IRA for In 2006 Sen. .]eff Sessmns. (R-Ala.) pro-
retirement.”® Rep. Clay Shaw (R-Fla.) posed a retirement savings program

originally introduced the 401Kids pro- called portable lifelong universal sav-
gram in 2006.'" ings (PLUS) accounts.”* PLUS accounts

would be given to all U.S. citizens born
4. Lifelong Learning Accounts after December 31, 2007.*** Each account
would receive $1,000.*¢ Instead of ac-
cessing the funds at age 18, accounthold -
ers would be required to wait until age
65, when they would be permitted to use
the money to pay for retirement.**s PLUS
accounts are significantly more restric-
tive than other CDA programs because
they would be used only for retirement
and only after age 65. Some advocates
are wary of PLUS accounts because of the
possibility that they could be offered as
a way to eliminate social security retire-
ment benefits.'?

Lifelonglearningaccountsareaproposed
federal program to help adults save for
career-related education and training. In
2007 Senators Maria Cantwell (D-Wash.)
and Olympia Snowe (R-Me.) introduced
the Lifelong Learning Accounts Act,
which would establish a national demon-
stration of these accounts."® Each partic-
ipant would be allowed to contribute up
to $5,25o each year and would receive a
tax credit for contributions up to $500."9
Employers would be allowed to match
employees’ contributions and would re-
ceive a tax credit for each dollar matched 6. Lifetime Learning
up to $500 annually."** Employer contri- Savings Accounts

butions to an employee’s lifelong learn- o
ing account would not be counted toward In 2007 Los Angeles Mayor Antonio Vil-

the employee’s gross income.™ The laraigosa advocated making universal
framework for lifelong learning accounts CDAs a top federal priority for the U.S.
could be expanded or adapted to allow Conference of Mayors Taskforce on Pov-

children to participate. erty, Work, and Opportunity.” The fed-
eral government would open a savings

6See H.R. 87, 8§ 3(a), 3(b), 4, 5(a); see also 26 U.S.C. § 530(b)(2) (2006) (Coverdell education savings accounts already
cover elementary and secondary education expenses).

17401Kids Family Savings Act of 2006, H.R. 5314, 109th Cong.
"8Lifelong Learning Accounts Act of 2007, S. 26, 110th Cong.

"9/d. 8§ 2 (modifying 26 U.S.C. § 529 by inserting after Section 529 a new section 529A: Lifelong Savings Accounts,
which would authorize qualified higher education expenses as governed by 26 U.S.C. § 127), 3(a) (modifying 26 U.S.C.
§ 25 to add a new Section 25E, which would set the maximum tax credit per taxable year at $500).

20/d. § 4.
21/d. § 450(d).

122Gee 153 Cona. Rec. S894 (Jan. 23, 2007) (statement of Senator Sessions). As of November 27, 2007, Sen. Jeff Sessions
(R-Ala.) had not yet introduced legislation to create portable lifelong universal savings (PLUS) accounts.

1234,
12414
2%/d. at S895.

126See Tyler Cowen, Universal 401(k) Accounts Would Bring the Poor into the Ownership Society, New York Times, Dec. 28,
2006, at C28 (federal government could cut Medicare and social security to pay for PLUS accounts); Jeanne Sahadi, Social
Security Debate: It's Back, CNNMoney.com, Jan. 18, 2007, money.cnn.com/2007/01/18/pf/retirement/social_security_
debate/index.htm (Democrats oppose “care out” individual investment accounts in which workers would divert some of
their social security taxes to fund other accounts).

27 ifetime learning savings accounts were one of the “federal action steps” proposed by Mayor Antonio Villaraigosa. For
the full report, see Mayor Antonio Villaraigosa, Taskforce on Poverty, Work, and Opportunity, U.S. Conference of Mayors,
Repairing the Economic Ladder: A Transformative Investment Strategy to Reduce Poverty and Expand America’s Middle Class
13-14 (2007), www.preschoolcalifornia.org/assets/US-Conf-Mayors-Poverty-Work-and-Opp-Task-Force-Jan-2007 .pdf.
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account for every child born in the Unit-
ed States and deposit up to $500 at the
child’s birth as well as annual income-
indexed matching funds up to $500 until
the child’s 18th birthday."® The proposal
would allow children to access CDA funds
after age 18 and use their savings to pay for
postsecondary education or training.'*

B. State Initiatives

Afew states have taken preliminary steps
to create universal CDAs, while a growing
number of states have adopted matched
savings for all or some participants in
529 College Savings plans.

Children’s Development Accounts Promote Inclusive Prosperity

versal children’s accounts. In 2004 the
Kentucky Legislature created the Cradle
to College Commission to consider uni-
versal savings accounts for college.”
In 2007 the Illinois General Assembly
unanimously passed legislation creating
a Children’s Savings Account Task Force,
which will review and make recommen-
dations about CDAs to the state.'*

2. College Savings Matching Funds

Atleast five states have taken a key step in
asset building for children by matching
529 College Savings accounts. Colorado,
Kansas, North Dakota, Rhode Island, and

Utah each have pilot programs that make
adollar-for-dollar match onlow-income
people’s 529 savings.'’s

1. Efforts to Create CDAs

The California KIDS Account Act would
create a universal CDA program.” Each
account would include an initial endow-
ment of $5oo, and children would be al-
lowed access to their funds starting at age
18."% Permitted uses for CDA funds would
be postsecondary education and training,
homeownership, or retirement.**?

Other states have matching programs
for 529 savings. Maine’s Next Genera-
tion program gives a onetime matching
grant of $200 to low-income account
holders who save at least $50."% Each
year the program matches 50 percent of
all account holders’ contributions up to

[linois and Kentucky have created state- $400.°7 Arkansas, Louisiana, Michigan,

wide working groups to consider uni-

28See fd. at 18.
WZQ/d.

130California State Sen. Darell Steinberg (D-Sacramento) introduced the KIDS Account Act in February 2007. KIDS Account
Act, S.B. 752, 2007 Leg. Sess. (Cal. 2007).

31/d. (as amended April 18, 2007, http://www.leginfo.ca.gov/pub/07-08/bill/sen/sb_0751-0800/sb_752_bill_20070418_
amended_sen_v98.html).

132KIDS Account Act, S.B. 752, § 1, tit. 19, § 99102(b), 2007 Leg. Sess. (Cal. 2007). For more information on the Act, see
AsseT BUILDING ProGRAM, NEw AMERICA FOUNDATION, SENATE BiLL 752 (SteiNgerG): CaLiForniA Kips AccounTs (2007), www.newamerica.
net/files/2007 %20CA%20KIDS % 20Account % 20final % 20policy % 20brief.pdf.

33For more information, see Cradle to College, www.cradletocollege.ky.gov/ (last visited Oct. 18, 2007).
34See lllinois Children’s Savings Accounts Act, Pub. Act No. 95-0358, 95th Gen. Assemb. (lll. 2007).

3For more information on 529 accounts, see 529 Plans, www.savingforcollege.com/compare_529_plans/?plan_
question_ids%5B%5D=438&page=compare_plan_questions (last visited Oct. 18, 2007). For Colorado’s plan, see CoL.
Rev. Stat. § 23-3.1-205.4 (approved April 18, 2006), www.state.co.us/gov_dir/leg_dir/olls/sI2006a/sl_135.htm; see also
Press Release, Collegelnvest, Collegelnvest's $1-for-$1 Matching Grant Program Helps Colorado Families Save for College
(June 8, 2005), www.collegeinvest.com/PDF/MatchingGrantRelease6.8.pdf. For Kansas’ plan, see Kan. Star. Ann. § 75-650
(2007), www.kslegislature.org/legsrv-statutes/getStatuteinfo.do?number=75-650; see also Kansas AcTion FOR CHILDREN,
INCREASING PARTICIPATION IN COLLEGE SAVINGS ACCOUNTS BY Low-INcome Famities, www.kac.org/docs/FFbrief2_529.pdf (last visited
Oct. 18, 2007). For North Dakota’s plan, see N.D. Cent. Cope § 6-09-38 (as amended March 30, 2008); see also College
SAVE Matching Grant Application, https://a248.e.akamai.net/f/248/21630/7d/uii.s.upromise.com/rc/northdakota/images/
pdf/nd_matching_grant_form.pdf (last visited Oct. 18, 2007). For Rhode Island’s plan, see 92-030-005 R.I. CopE R. (WEiL)
(effective June 12, 2002); see also CollegeBoundfund, www.collegeboundfund.com/ri (last visited Oct. 18, 2007). For
Utah’s plan, see Utan Cope Ann. 1953 § 53B-8a-103 (West 2005); see also Utah Educational Savings Plan, www.uesp.org/
(last visited Oct. 18, 2007).

%NextGen, NextGen College Investing Plan Program Description and Participation Agreement 41 (Sept. 4, 2007), www.
nextgenplan.com/pdfs/NexGen_Direct.pdf. For more information, see NextGen, NextGen College Investing Plan, www.
nextgenplan.com (last visited Oct. 18, 2007).

3’NextGen, NextGen College Investing Plan Program Description and Participation Agreement, supra note 136.

Clearinghouse REVIEW Journal of Poverty Law and Policy m November-December 2007 487



Children’s Development Accounts Promote Inclusive Prosperity

488

and Minnesota match the 529 contribu-
tions of low-income people.”*®

C. City Initiatives

At the local level, forward-thinking may-
ors have launched innovative child ac-
count programs.

1. Universal CDAs in Caguas,
Puerto Rico

In October 2006 Mayor William Miranda
Marin of Caguas, Puerto Rico (Puerto Ri-
co’s second largest city), announced the
creation of a universal CDA program for
every child born in that city. The accounts
will have an initial deposit of $200, and
parents will be able to make contribu-
tions as the child grows."

2. Foster Youth Financial
Empowerment

In 2007 New York Gity Mayor Michael
Bloomberg created a pilot program to es-
tablish individual development accounts
for children aging out of foster care.#° The
program includes 450 youth and matches
deposits 2 to 1 up to $2,000."*' The funds
may be used for housing, education, or
vocational training.'+*

V. Advocacy Tips

The following tips for promoting CDAs
are based on public opinion research and
the experiences of CDA advocates at the
federal and state levels.

A. Emphasize the Potential
Universality of CDAs

One appealing aspect of CDAs is that they
could be universal. In promoting CDAs,
advocates should emphasize that CDAs
are not just a tool to help low-income
people. As noted in II1.C, 76 percent of
parents in the United States regardless of
income level are worried about paying for
college.'*® CDAs would have more mass
appeal and be less vulnerable to budget
cuts once in place if they have widespread
support among the voting public and
leaders such as newspaper editorial writ-
ers. Also, financial institutions probably
would prefer to manage a universal pro-
gram because the larger volume of funds
allows financial managers to spread risk,
decrease administrative costs, and create
more profit.

B. Highlight Bipartisan Support
for CDAs

CDAs are fairly unique in the amount of
strong, bipartisan support they receive.
In both the U.S. Senate and the U.S.
House of Representatives, elected offi-
cials have demonstrated that asset build-
ing for children is an issue that merits
reaching across the aisle and working on
together. In a 2007 survey, both Demo-
cratic and Republican voters indicated
that they were more likely to support a
candidate favoring CDAs. 4+

38For more information on Arkansas’ Aspiring Scholars Matching Grant Program, see Ark. Cobe AnN. § 6-84-114 (West)
(effective July 31, 2007). For Louisiana’s Start Saving Program, see La. Rev. Stat. Ann. § 17:3091 (enacted June 18, 1995);
see also Louisiana’s 529 College Savings Program, www.startsaving.la.gov/savings/index-fl.jsp (last visited Oct. 23, 2007).
For Michigan’s program, see MicH. Comp. Laws Ann. § 390.1473 (West) (effective June 16, 2000); see also Michigan
Education Savings Program, www.misaves.com (last visited Oct. 18, 2007). For Minnesota’s program, see MINN. STAT. ANN.
§ 136G.01 (as amended by 2007 Minn. Sess. Law Serv. Ch. 144 (H.F. 1063) (West) (approved May 30, 2007); see also
Minnesota’s College Savings Plan, www.mnsaves.com/index.html (last visited Oct. 18, 2007).

39New AMERICA FOUNDATION, SAVINGS ACCOUNTS AT BIRTH AND OTHER CHILDREN'S SAVINGS ACCOUNTS PROPOSALS 2, Www.newamerica.net/
files/CSA%20two%20pager.pdf (last visited Oct. 18, 2007).

For more information, see Press Release, Office of the Mayor, Mayor Bloomberg and ACS Commissioner Mattingly
Announce Youth Financial Empowerment, a New Financial Literacy and Savings Program for Youth Aging Out of
Foster Care (July 26, 2007), www.nyc.gov/portal/site/nycgov/ menuitemc0935b9a57bb4ef3daf2f1c701c789a0/index.
jsp?pagelD=mayor_press_release&catiD=1194&doc_name=http%3A%2F % 2Fwww.nyc.gov%2Fhtm|%2Fom%2Fhtml
%2F2007b%2Fpr258-07.html&cc=unused1978&rc=1194&ndi=1.

“d.

42,

SIMMERWAHR ET AL., supra note 11, at 4.

144Perer D. HART ReseArcH Associates, CHILDREN's SAVINGS Accounts 26 (2007), www.cfed.org/imageManager/_documents/

Hart_Research_-_CSA_polling.pdf.
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C. Underscore the Success of Adult
Savings Programs

Advocates should use the experience
from the American Dream Demonstra-
tion and other savings programs for
adults to persuade lawmakers that CDA
programs would work. The American
Dream Demonstration showed that low-
income people can save.*5 And it sug-
gested that adults were more likely to
plan for education or retirement if they
had a savings account and basic financial
education.#®

D. Use Research on CDA’s
Aspirational Effects

Research on the aspirational effects of
CDAs is a powerful advocacy tool."#7 Ac-
cording to a recent paper from the Gen-
ter for Social Development, most young
children hope to attend college.'*® Fur-
ther, the study found that young children
who understood the importance of saving
for college were more likely to think that
college was within reach.'*

Research on the aspirational effects of
CDAs also is helpful in responding to
skeptics who argue that seeing the ben-
efits of CDAs takes eighteen years. Be-
cause the existence of a savings account
has immediate behavioral and aspira-
tional effects, the benefits of CDAs start
accruing right away.

Children’s Development Accounts Promote Inclusive Prosperity

E. Demonstrate the Broader Ripple
Effects of CDA Programs

CDA programs not only help individu-
als save but also have ripple effects on
communities. Sherraden, who has doc-
umented many of these effects, argues
that people with assets are more likely
to plan for the future and participate in
their community.’® Surveys conducted
after the American Dream Demonstra-
tion indicated that participating parents
were increasingly likely to talk to their
kids about saving, set goals for them-
selves, and increase their income.'s* Oth-
er research suggests that asset building’s
positive effects for communities include
decreasing unemployment, increasing
civic engagement, and increasing invest-
ment.’s* Increased income generates tax
revenue to support schools, infrastruc-
ture, and social programs.

The GI Bill (also known as the Service-
men’s Readjustment Act of 1944) is a
good example of the potential societal
payoff that can come from asset-building
initiatives.’”® Most people are familiar
with the tremendous success of the GI
Bill in sparking economic growth and
generating high levels of education and
training for military veterans. Econo-
mists estimate that every dollar invested
in the GI Bill generated nearly seven dol-
lars in increased economic activity and
tax revenue.'s* By investing in the human

45Schreiner et al., supra note 66, at 23.

6ld. at 33.

"“For a fact sheet on the aspirational research for CDAs, see lllinois Asset Building Group, Research Shows Positive
Impacts of Asset Building for Children and Parents (2007), http://iabg.vigilanteweb.com/wp-content/uploads/2007/07/

assetimpactfactsheet.pdf.
T48ELLIOTT ET AL., Supra note 14, at 1.

Mg/d.

50See Michael Sherraden, From the Social Welfare State to the Social Investment State, 128 SHewterrorce ONLINE (March—
April 2003), www.nhi.org/online/issues/128/socialinvest.html.

T5TMARGARET SHERRADEN ET AL., CENTER FOR SOCIAL DEVELOPMENT, WASHINGTON UNIVERSITY IN ST. Louis, SAVING IN Low-INcOME HouseHOLDS:
EVIDENCE FROM INTERVIEWS WITH PARTICIPANTS IN THE AMERICAN Dream DemonsTRaTION 179 (2005), http://gwbweb.wustl.edu/csd/
Publications/2005/IDIPResearchReport2005.pdf.

152S7epHANIE C. BoDDIE ET AL., CENTER FOR SoCIAL DeVELOPMENT, WASHINGTON UNIVERSITY IN ST. Louss, Famity Saving & ComMMuNITY AsseTs 7
(2004), http://gwbweb.wustl.edu/csd/Publications/2004/DanforthIDA.pdf.

53Servicemen’s Readjustment Act of 1944, 78 Pub. L. No. 346, 58 Stat. 284.

>4Staff Report, Subcommittee on Education and Health, Joint Economic Committee, A Cost-Benefit Analysis of Government
Investment in Post-Secondary Education Under the World War Il GI Bill 1 (1988) (unpublished report) (cited in Steven A.
Ramirez, Bearing the Costs of Racial Inequality: Brown and the Myth of the Equality/Efficiency Trade-Off, 44 \WWasHBURN Law
JournAL 87, 102 n.108 (2004).
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Increasing State Return on Investment:
lllinois's Economy Grows as Children Build Assets
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potential of children and enabling more
children to attend college, buy homes,
start businesses, and save for retirement,
CDAs might have similar results in gen-
erating increased economic activity and
tax revenue. (See graph.)

F. Showcase Success Stories

Advocates should take advantage of the
SEED pilot programs to find stories of
real children who have had success with
saving. Using pictures, testimonials, and
video can help the program come alive.
Stories and a video about children par-
ticipating in the SEED program are avail -
able online.'s

G. Get Involved!

Advocates can promote CDAs in many
ways. Those who are interested should
connect with a city or state coalition or
form one. At least seventeen states have
asset-building coalitions.'s® At least six of
them are promoting CDAs, although they
may use different terms.'s” Advocates can
also reach out to their constituencies to

publicize current initiatives at the city,
state, and federal levels.

An innovative tool at the local, state, or
national level, CDAs can help all children
achieve their full potential and deal with
lack of savings and financial literacy and
troublinglevels of asset povertyand wealth
inequality in America. Amid political,
budgetary, and institutional challenges,
the promising results of demonstration
programs for individual development ac-
counts and CDAs and growing political
support for CDAs are creating momen-
tum for implementing CDAs broadly.
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"5For state asset coalitions, see Center for Social Development, Washington University in St. Louis, Comprehensive
State Assets Policy Information, http://gwbweb.wustl.edu/csd/policy/states_comp.htm (last visited Oct. 25, 2007). For
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advocates develop and promote CDASs.

Clearinghouse REVIEW Journal of Poverty Law and Policy m November-December 2007



Children’s Development Accounts Promote Inclusive Prosperity

Resources on Child Accounts

Sargent Shriver National Center on Poverty Law:
www. povertylaw.org/advocacy/community-investment/saving-for-education-entrepreneurship-and-
downpayment-seed.html

Asset-Building Program, The New America Foundation:
http://newamerica.net/programs/asset_building

Center for Social Development at Washington University in St. Louis, Information on SEED:
http://gwbweb.wustl.edu/csd/SEED/SEED .htm;

Information on State Asset Policy:
http://gwbweb.wustl.edu/csd/policy/states_comp.htm

Corporation for Enterprise Development’s Saving for Education,
Entrepreneurship, and Downpayment (SEED) Policy and Practice Initiative:
www.cfed.org/focus.m?parentid=31&siteid=288&id=288

Initiative on Financial Security, The Aspen Institute:
www.aspeninstitute.org/site/c.hulWJeMRKpH/b.612041/k.42 A9/Initiative_on_Financial_Security.htm

United Kingdom Child Trust Fund:
www.childtrustfund.gov.uk

Video: Building Savings and Ownership in America:

http://video.google.com/videoplay?docid=3239356963422491760&qg=shriver+center&total=15&start=0
&num=10&s0=0&type=search&plindex=4
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