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The purpose of this report is to outline a public policy agenda to broaden savings 

and asset ownership opportunities for people who have limited resources at their 

disposal. In developing our thinking on the subject, we have drawn on the research 

and expert analysis of many others in the field. The agenda we present here includes 

calls for new structures and policies at the federal level, as well as changes to existing 

tax systems, government programs, and financial products. Some of these policies 

are well developed, others need more seasoning, but all of them have the potential 

to contribute to the economic well-being of millions of American families. If we 

are to successfully broaden savings and asset ownership, our policy efforts must be 

expanded, strengthened, and directed toward those with the greatest need. 

The terrain we cover is necessarily broad. We aim to high-
light the potential of new forms of incentives, institutional 
support structures, and delivery mechanisms that can be 
created to support the savings and asset development pro-
cess. The presentation of these ideas is organized around 
eleven main categories, covering such areas as savings 
policy, access to financial services, housing and hom-
eownership, entrepreneurship, and financial education. 
Specifically, the innovative policies we describe are aimed 
at targeted populations that have often been left out of 
past efforts; however, they often have impact for families 
up and down the income scale and in multiple contexts. 
Policies to promote savings can be pursued across multiple 
levels of government, legislative, and regulatory structures 
and within industry. 

Our agenda is expansive but not exhaustive. It is designed 
to reflect the most innovative and promising ideas, whether 
they are large or small, close to the finish line or in need 
of more incubation, in an engaged policy development 
process. We also intend to capture much of the productive 
work that has occurred, both in terms of policy develop-
ment and experience in the field, since we last published 
our policy agenda in the fall of 2008. During that time, a 
number of our colleagues working in organizations far and 
wide have made significant breakthroughs in their work 
that we strive to capture here. Concurrently, the policy pro-
cess has unfolded with the arrival of the Obama adminis-
tration and an active Congress that has passed legislation 
likely to remake the financial services landscape. 

Not only has a new consumer watchdog been created with 
a mandate to promote access to fair and transparent finan-
cial services, but the administration has already imple-
mented a number of savings provisions outlined previously 
and has proposed to incorporate others. Today, tax filers 
are able to split their tax refunds into multiple accounts 
and purchase savings bonds when they file their returns. It 
has been a dynamic time for the policy process, but much 
work remains to be done. Perhaps tomorrow, families with 
lower incomes will be able to be automatically enrolled in a 
savings plan and offered a targeted incentive to jump-start 
the savings process.

This policy agenda to promote savings and asset devel-
opment is informed by the recognition that people have 
multiple savings needs, which become manifest at differ-
ent moments in time across the life course. Accordingly, 
a range of policy supports is required. Most households 
can anticipate a need to draw down on assets in retire-
ment and would benefit by having access to savings plans 
designed to facilitate asset accumulation over the long 
term. Much attention in policy circles has focused on 
restricted-use savings such as 401(k) accounts as a means 
to build wealth and promote retirement security. But 
families have intermediate and short-term needs as well. 
When there are insufficient levels of savings that can be 
tapped without restrictions, it can lead to costly economic 
choices. Households may forgo necessary purchases, 
rely on overdraft coverage (i.e. a loan made through their 
checking account), borrow from their employer or social 
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By its nature, asset building is a long-term process. It takes 
time to accumulate financial resources and to realize the 
benefits of asset holdings. A lifelong, or life course, per-
spective is required to measure the effects of asset devel-
opment strategies. Similarly, policy interventions should 
connect to the key moments over the life course when indi-
viduals and families have the opportunity to build assets. 
These moments—the birth of a child, entering the work-
force or changing employers, becoming an entrepreneur—
are discrete enough to be targeted by policy and naturally 
open the door for individuals to consider the future in the 
form of saving for education, the purchase of a home, and 
planning for retirement security.

Expanding savings and asset ownership is especially con-
sequential for families with lower incomes and limited 
resources. This is because the path toward upward eco-
nomic mobility and stability is usually paved with assets 
that can smooth income fluctuations or seed investments 
that can pay off down the line. In other words, savings 
are a flexible resource that can be converted into a variety 
of forms to serve as a safety net and as a springboard to 
move up the economic ladder.1  Without savings, long-term 
financial planning can be difficult and household stabil-
ity can be compromised.2 A lack of savings contributes 
to asset poverty, higher consumer debt levels and higher 
bankruptcy rates.3

Economic well-being is a function of having 

access to both income and assets, which can 

be invested and deployed productively over 

a lifetime.

Furthermore, the presence of savings on a family’s balance 
sheet can reduce the need to borrow, either informally or 
from high-cost creditors, and preserve long-term financial 
health. A growing body of research has also shown that 
asset ownership has behavioral effects that can change 
the manner in which people think about and plan for the 
future.4 In these ways, promoting savings and opportuni-
ties to build wealth across the population has the potential 
to connect economic opportunity with economic security 
and ensure that every member of society is afforded a real 
stake in the commonwealth. 

network, or take on a high-cost loan. This underscores the 
need for policies that can fill this gap to support shorter-
term and more-accessible savings.

If we are to successfully broaden savings and 

asset ownership, our policy efforts must be 

expanded, strengthened, and directed toward 

those with the greatest need.

This agenda is also informed by recent insights from the 
field of behavioral economics, which help to explain why 
individuals under-save and offer ways to increase savings 
outcomes. We have seen the potential of creating auto-
matic mechanisms that support positive outcomes with-
out requiring active participation. However, the best policy 
designs may be ones that take advantage of the power of 
defaults, or preferred choices at the same time that they 
trigger levels of engagement that can maximize impact. 
This is one of the sweet spots a policy agenda should strive 
to meet.

The Great Recession has been debilitating for many house-
holds, and yet families that entered the downturn with sav-
ings at their disposal were in a stronger position to weather 
the storm. That many households did not have access to 
these resources was one of the factors that made the cri-
sis so devastating. To be sure, the loss of wealth contin-
ues to weaken the economy and the extent of the recovery 
remains uncertain. But the ability to build up household 
savings will go a long way toward enhancing how families 
navigate future economic uncertainties and ensuring that 
they can seize opportunities as they arise. This agenda is 
needed now more than ever. 

Context 
Income has historically been the standard measure of 
economic well-being in social policy thinking because it 
serves as a proxy for consumption. But income is a poor 
measure of social development, as income exists only at 
a particular moment in time while social development 
unfolds over the long term. Accordingly, economic well-
being is a function of having access to both income and 
assets, which can be invested and deployed productively 
over a lifetime.



the assets agenda 2011 3

obstacle is stagnant or low wages that leave households 
with limited discretionary funds. However, one of the most 
notable features of the prevailing policy paradigm is how 
many it excludes from the asset-building process. Current 
policies often fail to provide sufficient pathways for families 
to accumulate savings and build up their asset base. While 
affluent families are able to take advantage of targeted tax 
breaks, those with fewer resources not only are ineligible 
but also lack access to other institutional supports, such as 
those facilitated in the workplace by employer-sponsored 
savings plans and payroll deductions. 

Research has shown that even those with 

low incomes have been able to save when 

given access to meaningful savings incen-

tives and institutional support structures. 

These findings raise questions about the 

role public policy plays in creating addi-

tional obstacles to savings and the asset-

building process and the potential of policy 

to overcome these barriers.

Research has shown that even those with low incomes have 
been able to save when given access to meaningful savings 
incentives and institutional support structures.12 These 
findings raise questions about the role public policy plays 
in creating additional obstacles to savings and the asset-
building process and the potential for policies to overcome 
these barriers. We need to create a new policy framework, 
one that is inclusive instead of exclusive and takes advan-
tage of the potential of assets to help chart a path toward 
economic security and social development.  

Yet historically the distribution of savings and wealth is 
even more unequal than that of income, and unfortu-
nately this trend has been exacerbated in recent years.5 
From 2004 to 2007, the median and mean net worth for 
the lowest 25 percent of the income distribution fell a 
staggering 37 and 44 percent, respectively.6 The wealth 
gap is particularly pronounced when taking into account 
race and ethnicity. According to the Institute on Assets 
and Social Policy at Brandeis University from 1984 to 
2007 the racial wealth gap more than quadrupled.7 This 
means that the great economic boom of the 1990s did not 
have an equalizing effect on wealth for many communi-
ties of color. By 2007, more than 23 percent of all income 
was held by the top 1 percent of earners.8 This is the high-
est level of income concentration seen since right before 
the crash of the stock market and the Great Depression 
in 1928. The early to mid-2000s have been dubbed the 
period of “middle class squeeze” by some researchers as 
skyrocketing debt levels coupled with a drastic decline in 
household wealth left millions of families in an extremely 
precarious financial position, with out-of-control debt lev-
els and no real savings to fall back on.9

Few would argue with the contention that the Great 
Recession of recent years has hit households at the lower 
end of the income spectrum hard. Yet these households 
had already lost gains they made during the economic 
boom of the 1990s. From 2000 to 2007, the real median 
income for working households fell 3.4 percent and in 
2008 alone fell an additional 3.3 percent.10 From 2004 to 
2007, the mean net worth for households in the lowest 25 
percent of the distribution of net worth decreased more 
than 40 percent, while the largest gains went to families 
with the highest incomes and net worth.11

A variety of factors impact the ability of families to accrue 
savings and build assets, including some determined in 
the macro-economy and at the household level. A primary 
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larger initial contribution, targeted to families with lower 
incomes. The design choices for a specific CSA policy or 
product will depend on the capacity and constraints, as 
well as the particular policy goals, but it will be most con-
structive to restrict access to account resources until the 
account holder reaches adulthood or is ready to make a 
productive investment in his or her future. 

The privately funded SEED Initiative, a multi-year national 
initiative to develop, test, and impel matched savings 
accounts and financial education for children and youth 
in 12 sites across the United States, is providing highly 
valuable insights into policy design.16 For instance, pro-
viders found that outreach and account opening proved 
to be quite challenging when account opening was not 
automatic. Further, savings outcomes are often driven by 
the institutional features of the program, such as the pres-
ence of an initial deposit or a savings match, the delivery of 
financial education, and the ability to minimize the steps 
required to make deposits.

Policy Options

The ASPIRE Act 
The America Saving for Personal Investment, Retirement, 
and Education Act (ASPIRE Act) proposes a system of uni-
versal children’s savings accounts. Under the act, which was 
first introduced in 2005 with bipartisan support, the fed-
eral government would provide every child with an account 
at birth—a Lifetime Savings Account—endowed with $500 
and backed by progressive, targeted incentives. Funds 
would be held in default investment plans, but account 
holders would have the option to roll out their resources to 
other account providers. At age 18, account holders could 
use accumulated funds to pay for college, buy a home, or 
build up a nest egg for retirement.17 Children from house-
holds with incomes below the national median would 
receive a onetime supplemental deposit of up to $500 and 
would be eligible to receive an additional $500 match for 
voluntary savings deposited each year. Voluntary contribu-
tions to the account could come from any source, but since 
earnings would be tax-free there would be a $2,000 limit 
on contributions each year. Access to account funds would 
be restricted until the account holder reached the age of 18, 
and parents or legal guardians would control investment 
decisions until that time. Financial education would be 
offered to kids and their parents to help them make good 
investment decisions. The bill was reintroduced in the 111th 

Promote Savings Accounts 
from Birth and Childhood
One promising way to encourage savings is to begin the pro-
cess early in life with children’s savings accounts (CSAs). 
This approach can provide both widespread exposure to 
the savings process and a platform for future savings over 
the life course. The idea of establishing a universal system 
of children’s accounts, started at birth, was first proposed 
by Michael Sherraden in his seminal book, Assets and the 

Poor.13 He argued that these accounts could provide a foun-
dation for lifelong asset accumulation as well as facilitate 
the delivery of basic financial education during the school 
years and jump-start the savings habit.14 Current research 
and successful demonstration projects suggest that chil-
dren’s savings accounts would increase a sense of financial 
inclusion; promote financial literacy and fiscal prudence; 
protect against economic shocks; improve access to educa-
tion; improve health and education outcomes; contribute 
to the development of a “future orientation”; and, over the 
long term, improve livelihoods.15

Current research and successful demonstra-

tion projects suggest that children’s savings 

accounts would 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; contribute to the 

development of a “future orientation”; and, 

over the long term, improve livelihoods.

There are many ways to ensure that every child receives 
an account. In the United Kingdom, the government has 
issued vouchers to all children born after 2002 that can be 
redeemed by their parents at participating financial insti-
tutions. Other proposals entail the automatic opening of 
accounts soon after birth when a Social Security card is 
issued, which triggers an initial seed contribution. These 
accounts could be held in a pooled account system or 
rolled out to other financial providers. Children’s savings 
accounts may also be supported with additional incentives 
or benefits, such as a match on annual contributions or a 
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excluded in determining eligibility for means-tested pro-
grams. Sen. Max Baucus (D-MT), the current chair of the 
Senate Finance Committee, initially introduced this pro-
posal in 2006.18

PLUS Accounts
Children’s accounts can be linked explicitly to savings for 
retirement. The federal government could open a Portable, 
Lifelong and Universal Savings (PLUS) Account for every 
newborn. These accounts would be endowed with a one-
time deposit of $1,000, and withdrawals would be lim-
ited to promoting retirement security. Individual PLUS 
Accounts could be established for all working U.S. citizens 
under the age of 65, with a mandatory 1 percent of a work-
er’s pretax paychecks withheld and automatically depos-
ited into his or her account. In addition, workers would be 
allowed to voluntarily contribute up to 10 percent of their 
pretax income. Employers would be required to contribute 
at least 1 percent (and up to 10 percent) of an employee’s 
earnings. No withdrawals from PLUS Accounts could 
be made until the account holder reached the age of 65, 
although there would be a loan program for preretirement 
uses. Sen. Jeff Sessions (R-AL) supported this idea in an 
op-ed in The Washington Post in late 2006.19

401Kids Savings Accounts
To make savings currently earmarked for postsecond-
ary education more flexible, existing Coverdell Education 
Savings Accounts could be converted into 401Kids Savings 
Accounts, which would have a wider array of allowable 
uses. The new account would have expanded uses, and 
could be rolled over into a Roth IRA. This proposal would 
make it possible for a restricted, tax-advantaged savings 
account to be opened in a child’s name as early as birth, 
with up to $2,000 in after-tax contributions permitted each 
year. The funds could be used for the K-12 and postsecond-
ary education expenses currently allowed under Coverdell 
Education Savings Account rules as well as for other quali-
fied uses. The bill introduced in the 111th Congress (H.R. 
30) was sponsored by 17 Republican representatives and is 
similar to the Young Savers Account proposal.20  

Congress (H.R. 4682 and S. 3577), co-sponsored by Reps. 
Patrick Kennedy (D-RI), Tom Petri (R-WI), and Jim Cooper 
(D-TN); Sen. Charles Schumer (D-NY) has championed 
the bill in the Senate along with recent support from Sen. 
Chris Dodd (D-CT). 

The idea of establishing a universal system 

of children’s accounts, started at birth, was 

first proposed by Michael Sherraden in his 

seminal book, Assets and the Poor. He argued 

that these accounts could provide a founda-

tion for lifelong asset accumulation as well 

as facilitate the delivery of basic financial 

education during the school years and jump-

start the savings habit.

Young Savers Accounts
Presently, there are no age restrictions on owning a Roth 
Individual Retirement Account (IRA), but only individuals 
with earned income are eligible to set up and contribute 
to such accounts. As a result, most children are unable 
to take advantage of this tax-advantaged savings vehicle. 
Young Savers Accounts (YSAs) would fill this void in the 
savings continuum by creating a “Kid’s Roth”—a place 
for children’s savings with favorable tax treatment. Like 
existing Roth IRAs, YSAs would permit penalty-free with-
drawals for postsecondary education and the purchase of a 
first home. Allowable contribution levels would be deter-
mined by parents’ earned income, and contributions could 
be made by children, parents, grandparents, and others. 
Contributions to a child’s YSA would count toward the par-
ent’s annual limit for Roth IRAs (now $5,000 for those 
aged 49 and under), so no new tax shelter has to be created. 
Contributions made by low-income families would qualify 
for the Saver’s Credit, and the amount deposited would be 
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ings for college are approximately four times more likely 
to attend college than youth who have no account.26

Policy Options

Link Pell Grants to College Savings Plans
The Federal Pell Grant program provides funds for low-
income students to pay for postsecondary education. The 
Pell Grant program is one of the largest and most important 
resources for helping low- and moderate-income students 
afford college. Adding a savings component to the Pell Grant 
could enhance the program’s impact, while also connecting 
students to a tax-advantaged investment account. 

Currently, students apply for financial aid and receive 
their Pell Grants at the time of college enrollment. In 
2009, the College Board proposed creating earlier access 
to a system of Pell Grants, which would have students 
apply for and receive their grants around the time they 
enter middle school.27 The total size of the grants would 
be the same as if students received the aid under the cur-
rent Pell Grant system, but the grants would be divided 
into installments and deposited into an account for the 
students over the years leading up to college enrollment. 
While students were preparing for college, they would 
know that funding would be available and growing for 
them in a government-sponsored account. Like 529 
College Savings Plans, the accounts would have tax ben-
efits. However, families would not be able to add their 
own money to these accounts if they wanted to increase 
the amount available to pay for college, which is why oth-
ers have proposed a system of Early Pell Grants linked to 
existing 529 account structures.28

Create a College Savings Innovation Fund
Many of the innovations enacted to help more low- and 
moderate-income families save for college have been real-
ized at the state level. These innovations include accounts-
at-birth, matching programs, scholarship programs, and 
removing asset limits for resources held in 529 plans 
when determining eligibility for assistance. The federal 
government can encourage and enable more states to 
innovate by creating a college savings innovation fund. 
The fund could be distributed as a competitive grant to 
states. These resources could reward states that expand 
their college savings offerings at a time when fiscal pres-
sures are leading to program reductions and eliminations. 
States could compete for funding and programs could be 

Facilitate Savings for Higher 
Education and Skills Training
Graduating from college is one of the primary factors for 
raising earnings potential.21 For low-income students, a 
college degree is one of the best paths for climbing the eco-
nomic ladder. College enrollment has steadily increased 
in recent generations among all income groups, but col-
lege completion rates have remained stagnant. Despite the 
strong benefits of a college degree, nearly half of students 
who enroll in college do not finish. And the lower the fam-
ily income of the student, the less likely they are to enroll 
or complete their degree.22

A driving factor in the failure to complete degree work, 
particularly for low- and moderate-income students, is 
college affordability. In recent decades, college prices have 
increased dramatically and need-based financial aid has 
not kept pace. In 1987–1988 for example, the maximum 
Federal Pell Grant covered 50 percent of public higher 
education costs. Currently, it covers only 32 percent.23 
The result has been ever-increasing levels of loan debt for 
students. In 2007–2008, nearly 90 percent of Pell Grant 
recipients who applied for federal aid graduated with 
student loan debt, compared with 50 percent of non-Pell 
Grant recipients. Pell recipients’ debt also averaged nearly 
$3,500 more than non-Pell recipients.24 Increasing need-
based financial aid is one essential step in addressing the 
college affordability issue, but that alone is not enough.

Youth who expect to graduate from a four-

year college and have designated a portion 

of their savings for college are approximately 

four times more likely to attend college than 

youth who have no account.

Recent research from the Center for Social Development 
at Washington University in St. Louis has shown the links 
that connect savings and account ownership with access 
to college and degree completion. In particular, youth 
who expect to graduate from a four-year college and have 
an account dedicated for college are approximately seven 
times more likely to attend college than youth who have 
no account.25 Youth who expect to graduate from a four-
year college and have designated a portion of their sav-



the assets agenda 2011 7

thus making more low- and moderate-income families eli-
gible, and it applies to books and supplies as well as tuition 
and fees. The Obama administration proposed making the 
American Opportunity Tax Credit permanent as part of its 
FY 2011 budget. One improvement to this policy would be 
to add a savings component to the credit. Delivering the 
benefit much earlier via 529s would not only ensure that 
college funds are available when needed, but also allow 
them to grow over time and have a potentially positive 
impact on the behavior and expectations of families with 
lower incomes and fewer resources. 529s also currently 
have a broader range of qualified uses for withdrawals and 
are much more relevant and useful to these families.31

Last year the American Opportunity Tax 

Credit was introduced as a temporary replace-

ment for the Hope Scholarship as part of the 

American Recovery and Reinvestment Act. 

This new tax credit is an improvement over 

the Hope Scholarship in that it is partially 

refundable, thus making more low- and 

moderate-income families eligible.

Add 529 Plans to the List of Products 
Eligible for the Saver’s Credit
The Saver’s Credit provides a match of between 10 and 50 
percent for annual contributions of up to $2,000 to quali-
fied retirement accounts, such as 401(k)s and Individual 
Retirement Accounts (IRAs). The Saver’s Credit is one of 
the few federal tax incentives intended to promote sav-
ings among low- and moderate-income families. However, 
several shortcomings limit its effectiveness. The Saver’s 
Credit is not currently refundable, so many low- and mod-
erate-income families without a tax liability are ineligible, 
and only savings in qualified retirement accounts trigger 
eligibility for this credit. This means the policy fails to pro-
mote saving for postsecondary education, which is one of 
the primary savings needs for the targeted families. 

In its FY 2011 budget, the Obama administration proposed 
expanding the Saver’s Credit to make it a more effective sav-
ings incentive for low- and moderate-income Americans. 
Among other things, the proposal would make the Saver’s 

rigorously evaluated to determine which innovations are 
most effective and worthy of expansion.29

Exempt 529s from Eligibility for 
Federal Financial Aid
Under current federal financial aid rules, families who 
save for college can be penalized by receiving slightly 
reduced federal financial aid packages. The rules for sav-
ings in 529s are complex, but since parents, rather than 
their children, are typically the account owners of 529s, 
a maximum of 5.64 percent of assets in 529s is used in 
assessing a family’s eligibility for aid. Furthermore, paren-
tal assets are counted with an asset protection allowance, 
the amount of which is determined by the age of the older 
parent, but typically is about $45,000.30 However, the rules 
remain confusing and the mere knowledge that savings 
could potentially lower the likelihood of receiving aid has 
led families to perceive college savings as a barrier rather 
than an asset. 

The Student Aid and Fiscal Responsibility Act, which 
passed the House in late 2009, would eliminate asset 
questions from the Free Application for Federal Student 
Aid (FAFSA). As a result, a family’s college savings would 
not negatively affect their ability to receive need-based 
federal student financial aid, unless they have more than 
$150,000 in assets. Removing college savings below this 
amount from the formula would eliminate both a real and 
a perceived barrier for many low- and moderate-income 
families to save for college. 

Link Higher Education Tax Credits to Savings
The Hope Scholarship and Lifetime Learning tax credits 
were created in the 1990s to increase access to postsecond-
ary education. However, because the credits are not refund-
able, many low- and moderate-income families with no tax 
liability cannot access these benefits. Another issue is tim-
ing—instead of receiving the benefit when the tuition bill 
is due, families can often have to wait up to a year and 
a half. Furthermore, the credits apply only to tuition and 
fees, leaving out major expenses such as room and board, 
transportation, and books and supplies.

Last year the American Opportunity Tax Credit was 
introduced as a temporary replacement for the Hope 
Scholarship as part of the American Recovery and 
Reinvestment Act. This new tax credit is an improvement 
over the Hope Scholarship in that it is partially refundable, 
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when individuals are asked to pick a specific investment 
among several options. One way states can make it eas-
ier for families to save for college is to provide an auto-
matic default investment for those who sign up for 529 
accounts but do not make an active investment choice 
within a certain time period. Default investments are 
often some type of age-based mutual fund that becomes 
more conservative as the designated beneficiary gets 
older and closer to college age. The mix of investments 
in such a fund when the beneficiary reaches college age 
can vary, but a default investment ideally would comprise 
mostly cash or cash-equivalent options at this point. The 
U.S. Department of Labor issued rules in 2006 that allow 
for default investments in 401(k)s. However, a similar 
rule specifically for 529s has not been issued. This clarifi-
cation would give many states the reassurance they need 
to utilize this important and powerful tool in 529 plans. 
The federal government could go one step further and 
require all states to offer a default investment option in 
their 529 plans.35

Enact an Employer Tax Credit for College Savings
The workplace is a potential platform for facilitating sav-
ings for a child’s college education, as well as for worker 
retraining. However, many benefits and resources are 
already provided through the workplace and the addition 
of yet another can be costly and burdensome to employers. 
One way to address this issue would be to provide a small 
tax credit to employers to offset part of the costs of set-
ting up access to a 529 plan in the workplace. These costs 
include educating employees and helping them to open 
accounts, and linking them to payroll deduction and direct 
deposit to fund the accounts. 

A similar tax credit exists to help employers set up quali-
fied retirement plans for their employees. The credit cov-
ers half of the necessary costs of starting a plan, up to an 
annual maximum of $500 for the first three years of the 
plan. A similar tax credit for 529 plans could encourage 
employers, particularly smaller ones, to help their work-
ers start saving for college. The State of Illinois recently 
enacted a law that provides an employer with a tax credit 
when the employer matches the employee’s contribu-
tions to an Illinois 529 plan.36 The credit is calculated at 
the rate of 25 percent on matching contributions with a 
maximum annual credit of $500 per employee. This or 
a similar proposal could conceivably be adopted on the 
federal level.37  

Credit fully refundable and create a single match rate of 50 
percent for contributions of up to $500 annually. The pro-
posal would not make 529s eligible for the credit, but a bill 
introduced in the 111th Congress (H.R. 1351) would achieve 
this goal.32 Enacting both proposals would give low- and 
moderate-income families across the country a strong 
incentive to save for their children’s college education and 
a means of amassing sizable balances over time.33

Allow 529s to Be Opened on 
Federal Income Tax Forms
Each year millions of Americans have their federal income 
tax refunds deposited electronically into some type of bank 
or investment account. Since 2007, tax filers have also had 
the option of splitting their refund and having it deposited 
in up to three different accounts. This has allowed them to 
easily save some of their refund at tax time without having 
to commit to saving all of it. All that is required for such 
deposits is the account number, the routing number for the 
financial institution, and whether the financial institution 
classifies the account as a checking or savings account. Tax 
filers can make deposits into existing 529 accounts that have 
routing numbers, but those who have not opened a 529 
before filing their taxes cannot. Allowing these taxpayers 
to open a 529 at tax time, directly on their federal income 
tax forms, would create a new avenue to support savings for 
postsecondary education, one accessible to all families.34

Tax filers can make deposits into existing 

529 accounts that have routing numbers, 

but those who have not opened a 529 before 

filling out their taxes cannot. Allowing these 

taxpayers to open a 529 at tax time, directly 

on their federal income tax forms, would 

create a new avenue to support savings for 

postsecondary education, one accessible to 

all families.

Allow for Default Investments
Research from the field of behavioral economics has 
shown that inertia and indecision can limit an individ-
ual’s ability to save and invest. This is particularly true 
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ing those at the bottom. To ensure more families are able 
to prepare for retirement, additional policies are needed to 
encourage such savings among those with lower incomes.

Policy Options

Ensure Universal Access to 
Retirement Savings Plans 
Participation in savings plans, such as 401(k)-type arrange-
ments, helps people prepare for retirement. Positive fea-
tures of these plans include low-cost administration, tai-
lored investment options, and direct deposits from payroll. 
The private sector has a number of model employers who 
actively run and support retirement saving plans. But cur-
rently, only about half of private employers offer 401(k) 
retirement plans. This means that more than 70 million 
workers do not have access to an institutionally supported 
retirement plan. Since access to a savings plan is a fun-
damental pillar of an inclusive savings infrastructure, 
everyone should be included in a retirement savings plan. 
These could be offered by the private sector, but the pub-
lic sector is accumulating experience as well. The federal 
government already runs the Thrift Savings Plan for its 
employees, and each state manages its own 529 College 
Savings Plan to promote savings for postsecondary educa-
tion. These are important models to build upon because 
accounts are portable and do not depend on the involve-
ment of a specific employer. 

Universal 401(k)s, proposed separately by Michael Calabrese 
of the New America Foundation and Gene Sperling of the 
Center for American Progress, would offer all Americans, 
regardless of their employment status, generous savings 
incentives and automatic savings opportunities similar to 
those currently offered to employees enrolled in employer-
provided 401(k)s.42 The components of a citizen-based, 
Universal 401(k) include: (1) government matching contri-
butions for the initial savings of lower- and middle-income 
families; (2) a new flat, refundable tax credit of 30 percent 
for savings by all workers; and (3) a single, portable account 
that benefits families by continuing to provide strong sav-
ings incentives for parents who take time off to raise chil-
dren or who are between jobs. To facilitate deposits in 
Universal 401(k)s, automatic payroll deductions would be 
offered by employers. A “clearinghouse” (modeled after 
the federal Thrift Savings Plan) could be set up to create 
“default” accounts for workers with very low incomes who 
might initially have minimal account balances, or who 

Support Savings for Retirement
Social Security is the primary source of income for more 
than 50 percent of people over the age of 65. For nearly 
one-quarter of these retired workers Social Security ben-
efits supply at least 90 percent of their monthly house-
hold income. Another quarter of retirees depend on Social 
Security benefits for at least half of their income on a regu-
lar basis.38 A disproportionate number of those heavily reli-
ant on Social Security are minorities and were employed in 
low-wage jobs. These findings show that Americans, espe-
cially low- and moderate-income Americans, are not sav-
ing for retirement at levels that leave them well prepared 
for the economic realities they will face once they retire. 

Even though the federal government will 

devote more than $140 billion in resources to 

support retirement savings in FY 2011, current 

policies miss many families who could benefit 

from assistance. This is because the various 

tax breaks that accompany 401(k)s and IRAs 

only have value for those with tax liabilities.

Not all retirement savings programs are created equal. 
Fewer employers are offering defined-benefit pension 
plans to workers; instead the burden of saving for retire-
ment is falling more and more on employees themselves.39  
Furthermore, access to retirement savings vehicles is not 
equally distributed across the workforce, with lower-paid 
workers and minorities less likely to have access to retire-
ment savings plans.40 This is true for a variety of reasons 
including the fact that African-American and Hispanic 
workers make up a disproportionately large number of 
workers earning low wages.41 As such, these workers are 
more likely to be dependent on Social Security benefits as 
their sole source of income. 

Even though the federal government will devote more than 
$140 billion in resources to support retirement savings in 
FY 2011, current policies miss many families who could 
benefit from assistance. This is because the various tax 
breaks that accompany 401(k)s and IRAs only have value 
for those with tax liabilities. Consequently, the lion’s share 
of the resources flows to those with higher earnings, miss-
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roll deduction option, with funds to be directly deposited 
in a low-cost, diversified individual retirement account.44 
Under this proposal, originally developed by the Brookings 
Institution, the Heritage Foundation, and AARP, employ-
ers would have the choice of either automatically enrolling 
employees or requiring employees to “opt out.” Such a pol-
icy would benefit more than 42 million employees whose 
employers do not offer retirement savings plans.45 Firms that 
set up such accounts would qualify for a small, onetime tax 
credit to offset their administrative costs.46 This credit could 
be expanded to cover matching funds provided to lower-
income employees. Employees would be enrolled at a default 
rate of 3 percent of compensation but would have the option 
to change their contribution levels. Many of the tax laws that 
govern Roth IRAs, such as contributions limits currently set 
at $5,000 a year, penalties for early withdrawals, and restric-
tions on employer contributions, would apply. In addition to 
the president’s proposal, legislation creating the Automatic 
IRA has been introduced in the 111th Congress. H.R. 609947 
was introduced by Rep. Richard Neal (D-MA) and S. 376048 
was introduced by Sen. Jeff Bingaman (D-NM).

Improve the Saver’s Credit
The 2001 tax bill created a new voluntary individual tax 
credit—the Saver’s Credit—to encourage low-income 
workers to contribute to existing retirement products, such 
as IRAs and 401(k)s. The Pension Protection Act of 2006 
made the Saver’s Credit permanent and indexed the con-
tribution limits to inflation. Currently, taxpayers 18 years 
or older who are not dependents or full-time students may 
receive a nonrefundable Saver’s Credit equal to between 
10 percent and 50 percent of their compensation (depend-
ing on taxpayer’s filing status and Adjusted Gross Income 
(AGI), adjusted for inflation) up to $2,000 contributed to 
an employer-sponsored qualified retirement plan or IRA. 
However, several features of the current credit make it dif-
ficult to access by the households it was designed to help. 
Since the credit cannot trigger a tax refund even when it 
exceeds a household’s tax liabilities, only about 20 per-
cent of filers get any benefit, while only one in a thousand 
receives the full benefit. 

The Obama administration has proposed expanding the 
existing Saver’s Credit, so it is more effective in helping 
lower-income families save. Under the administration’s 
proposal, the credit would become refundable, and the 
match rate would be modified to 50 percent (up to $500) 
on qualified savings per individual per year (indexed annu-

were otherwise unable to navigate the process of setting up 
and managing a private account. 

Enrollment in Retirement Savings 
Plans Should Be Automatic 
Even when firms offer retirement savings plans, approxi-
mately a quarter of the workers do not take advantage of 
them. The problem is that many workers are required to 
actively choose to participate in a 401(k) plan, that is, they 
have to “opt in.” Saving for retirement should be made as 
easy as possible. Enrollment in retirement plans should 
be automatic. 

Research studies have shown that participa-

tion in retirement savings plans increases 

if workers are automatically enrolled rather 

than compelled to sign up.

Research studies have shown that participation in retire-
ment savings plans increases if workers are automati-
cally enrolled rather than compelled to sign up. In one 
study by researchers Brigitte Madrian and Dennis Shea, 
this “opt out” approach was found to increase participa-
tion from 36 percent to 86 percent, and the increase was 
higher for lower-income workers.43 The Pension Protection 
Act of 2006 laid the groundwork for opt-out enrollment, 
and many companies have since adopted this form. More 
employers need to be made aware of this option, and 
incentives may have to be provided to encourage greater 
numbers of employers to switch. Moreover, not all of the 
companies making the switch have moved to the “next 
generation” of 401(k) enrollment: Auto Investment and 
Auto Escalation. Auto Investment gives firms the ability 
to put their employees’ contributions in balanced, low-cost 
investment options. Auto Escalation gives firms the ability 
to automatically increase the amount of money their work-
ers contribute to their 401(k) plan, often in association with 
pay raises. 

Create a Network of Automatic IRAs
Firms not offering 401(k)-type plans should still facilitate 
deposits into retirement savings plans. The Obama admin-
istration has proposed creating “Automatic IRAs,” which 
would require all medium and large firms to institute a pay-
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long-term investment growth. Rules should be simplified 
through tax reform to more effectively promote savings, 
and the number of special accounts should be consolidated 
in ways that allow consumers to save for multiple purposes. 

This might entail creating one class of 

accounts only for retirement and one for 

multiple purposes, such as education, hom-

eownership, or other life contingencies. 

Revamping the tax code should not be done to 

reward asset shifting; rather we should strive 

to create an accessible and inclusive savings 

policy that ensures that all Americans can 

participate in the savings process.

This might entail creating one class of accounts only for 
retirement and another for multiple purposes, such as 
education, homeownership, or other life contingencies. 
Revamping the tax code should not be done to reward asset 
shifting; rather we should strive to create an accessible and 
inclusive savings policy that ensures that all Americans can 
participate in the savings process. Finally, a streamlined 
system would be easier to incorporate into the workplace, 
so more employers would offer savings opportunities in 
ways that encourage maximum participation of workers. 

The Bush administration proposed consolidating cur-
rent accounts and creating two new tax-preferred sav-
ings accounts—Retirement Savings Accounts (RSAs) and 
Lifetime Savings Accounts (LSAs). Retirement Savings 
Accounts would of course be restricted to retirement sav-
ings. Lifetime Savings Accounts would encourage saving 
for any purpose. Annual after-tax contributions to LSAs 
and RSAs would be capped at $2,000 and $5,000, respec-
tively, but earnings and withdrawals would be tax free. 
These accounts would be open to everyone, regardless 
of income or age. As initially proposed, they would offer 
higher-income households tax sheltering opportunities 
and no savings incentives to lower-income households. 
This proposal could be improved by placing an income 
limit on eligibility and providing matching deposits for 
lower-income families to be delivered through existing 

ally for inflation beginning in taxable year 2011). Although 
it is primarily considered as a retirement savings incen-
tive, contributions to a number of savings vehicles that 
qualify for the credit have preretirement uses such as first-
time homeownership and postsecondary education. The 
amount of savings that could be matched would phase 
out at a rate of 5 percent for AGI in excess of $32,500 for 
single taxpayers ($65,000 for married taxpayers filing a 
joint return) and would be indexed annually for inflation 
beginning in taxable year 2011.49 In addition to the presi-
dent’s proposal, legislation to improve the Saver’s Credit 
has been introduced in the 111th Congress. H.R. 196150 was 
introduced by Rep. Earl Pomeroy (D-ND) and S. 309051  was 
introduced by Sen. Kirsten Gillibrand (D-NY).

Enact a Retirement Investment Account (RIA) Plan 
The Retirement Investment Account Plan, developed 
by the public policy initiative Conversation on Coverage, 
would create a government-authorized, privately run cen-
tral clearinghouse to accept worker contributions to retire-
ment savings accounts.  Under the RIA Plan, individual 
workers whose employers do not offer a retirement plan 
would have access to an automatic payroll-deduction retire-
ment savings account through their workplace. Employers 
could provide such access without significant new burdens, 
since they would not have to administer a retirement plan 
or take fiduciary responsibility for the investment choices 
of their employees. Employers could make contributions 
to the employee’s RIA. This plan could also be designed so 
that progressive government contributions and matches of 
employee contributions were possible. 

Pursue Tax Reform to Eliminate 
Confusion and Complexity
The proliferation of federally sanctioned savings accounts 
and plans has created confusion among potential sav-
ers and complexity for plan administrators. The fact that 
each vehicle has a unique definition of qualified uses and 
unique exemptions from penalties sends a range of mixed 
messages about what the policy intends to accomplish. For 
example, accounts and plans that are often described as 
retirement vehicles have a number of other uses, such as 
to help pay for a first-time home purchase, that are permis-
sible without penalty. While some of the public may view 
the list of qualified uses as clear policy signals that define 
the purposes of each account, others object that withdraw-
als used for other than the main or most long-range pur-
pose divert resources and deprive the account holder of 
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Under Ghilarducci’s Guaranteed Retirement Account 
plan, employers and employees would contribute 2.5 per-
cent of pretax wages into an account administered by the 
Social Security Administration. Funds would be held and 
invested conservatively so participants would be guaran-
teed a 3 percent real rate of return. Accounts would be 
annuitized at retirement and no preretirement withdraw-
als would be permitted. The Aspen Institute’s Initiative on 
Financial Security also supports a savings system that fully 
guarantees the protection of participant contributions. 
Under its “Real Savings Plus,” the initiative proposes the 
creation of an automated investment system that invests 
in a combination of Treasury Inflation-Protected Securities 
(TIPS) and a low-cost stock index, such as the S&P 500, to 
give savers some of the upside potential of equity investing 
as well as the certainty of purchasing U.S. Savings Bonds.54  

Both approaches aim to keep costs low and provide the 
benefits of a principal-guarantee for contributions, a ben-
efit many recent retirees wish they had had access to before 
the recent economic downturn.

A related proposal to mitigate risks associated with 401(k) 
investing is to provide insurance against the loss of retire-
ment assets. As described by the Democratic Policy 
Committee, these new products would go beyond the basic 
coverage currently offered to employers to provide individ-
ual employees with some degree of protection against loss.55 

Portable Retirement Savings Accounts in 
California: The Golden Dream Account
Currently, approximately 6 million California work-
ers—roughly 43 percent of the state’s workforce—have a 
job that does not offer a pension or a retirement savings 
plan to supplement Social Security. This lack of retire-
ment savings puts California families at risk. To meet 
the needs of workers and small businesses in California, 
the New America Foundation has developed the Golden 
Dream Account, a voluntary, universal, and portable retire-
ment savings account. The account would augment the 
current employer-based system and Social Security. Any 
worker who wanted to participate could elect to have tax-
deferred contributions deducted directly from each pay-
check. Employers could choose to contribute to employee 
accounts independently or match employee contributions. 
The accounts could be administered by the state and man-
aged either by the California Public Employees Retirement 
System (CalPERS), another state agency, or by a consor-
tium of financial institutions working with the state.56  

refundable tax credits or tax credits to financial institutions 
that offered such accounts.

Require Every 401(K) Program to 
Offer Low-Fee Index Funds
While many workers benefit from participating in 401(k)-
type plans, some benefits are eroded by high fees. The 
market downturn has generated losses in both actively 
managed funds and passively managed index funds that 
track various sectors of the market. Since the index funds 
have lower fees, some losses were mitigated. While there is 
no single index fund that can meet the needs of all partici-
pants, everyone should have the opportunity to choose to 
have their retirement savings invested in a diversified and 
low-cost fund. It is certainly a good place for most investors 
to start. Index funds do not eliminate the need for adminis-
trative fees, but they do minimize them substantially, espe-
cially when compared with actively managed funds. Rep. 
George Miller (D-CA) has proposed more transparent fee 
disclosures and requiring all plan providers to offer inves-
tors at least one low-cost index fund. Language accom-
plishing this goal was included in the House-passed H.R. 
4213 in the 111th Congress.

Create Guaranteed Retirement Accounts 
that Protect Principal Savings
Erosion of pension benefits over the last decade has left many 
workers without sufficient income in retirement. Recent 
losses in the stock market and the generally weak economy 
have exacerbated the problem. This underscores the need 
for an account mechanism that can more effectively protect 
the principal savings. Professor Teresa Ghilarducci, Director 
of the Schwartz Center for Economic Policy Analysis at the 
New School for Social Research, has proposed establishing a 
government-managed pension plan for workers who do not 
have access to an alternative plan, as a means to help prevent 
a sharp drop in living standards after retirement.53 The pro-
posed pension plan would guarantee a minimum annual 
return of 3 percent, adjusted for inflation, on worker and 
employee contributions. This approach, supported by the 
Economic Policy Institute, would help stabilize the private 
savings that complement Social Security. The problems with 
the current system include not only a lack of coverage and 
insufficient contributions but also risky investment returns 
and high fees. Investments exposed to the market can erode 
and offer no guaranteed payout. Instead of greater control, 
many workers are exposed to greater risk when the market 
performs poorly.
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savings. Only 31 percent of employees ages 18-29 surveyed 
in 2009 had a sufficient amount of rainy day savings and 
barely a quarter of individuals with incomes under $25,000 
had personal resources set aside that could be tapped in an 
emergency situation.58 Minority households too are far less 
likely to have sufficient assets than white households.

Policy emphasis should be placed on address-

ing and removing barriers where they can 

be identified (e.g., reforming asset tests and 

ChexSystems requirements) and on improv-

ing product options. There is great potential 

to increase savings and financial inclusion 

through innovative products, incentives and 

savings mechanisms, many of which can use 

existing infrastructures that have proven to 

be successful, such as direct deposit.

Policy emphasis should be placed on addressing and 
removing barriers where they can be identified (e.g., 
reforming asset tests and ChexSystems requirements) and 
on improving product options. There is great potential to 
increase savings and financial inclusion through innova-
tive products, incentives and savings mechanisms, many 
of which can use existing infrastructures that have proven 
to be successful, such as direct deposit.

Policy Options

Enact the Savings for Working 
Families Act (IDA Tax Credit)
Individual Development Accounts (IDAs) make saving 
meaningful for low-income people by matching every dol-
lar deposited with funds from a public or private source. 
To qualify, most IDA programs require savers to complete 
financial education training and apply the funds for a spe-
cific asset-building purpose, such as purchasing a home, 
starting a small business, or acquiring job training or edu-
cation. Decades of research have shown that structures, 
incentives, and a sense of purpose, among other determi-
nants (not necessarily income), will support the proposi-
tion that low-income people can, will, and do save. The 

Promote Goal-Specifi c and 
Precautionary Savings
Low savings levels are a significant source of economic 
insecurity for scores of American families. Households 
would benefit from building up a supply of savings which 
could be used flexibly and to make targeted purchases. 
For some, identifying a specific goal can motivate savings 
behavior and assist in financial management. Home pur-
chases, paying for education, or building up capital to sup-
port an entrepreneurial endeavor all require an extended 
savings horizon. These goals may best be met through 
saving in designated accounts with restricted uses. 
Additionally, there is great value in having funds that can 
bridge short-term cash-flow gaps to prevent small shocks 
from destabilizing their financial security. The amount of 
funds required to make a difference will vary; depending 
on the size of the household and other conditions it could 
range from $2,000 to $5,000. The presence of savings on 
a family’s balance sheet can reduce the need to borrow, 
either informally or from high-cost creditors, and preserve 
financial health over the long term. This underscores the 
need for access to both restricted and unrestricted savings. 

Unfortunately, public policy fails to adequately promote 
these savings opportunities. Most of the attention given to 
savings in policy circles has focused on restricted-use sav-
ings as a means to build wealth over the long term and 
promote retirement security. This has created a gap in the 
policy landscape since shorter-term, more accessible sav-
ings are needed by a wide spectrum of the population to 
reinforce a personal safety net.57

The presence of savings on a family’s balance 

sheet can reduce the need to borrow, either 

informally or from high-cost creditors, and 

preserve financial health over the long term. 

This underscores the need for access to both 

restricted and unrestricted savings.

Only half of Americans in 2009 had set aside sufficient 
rainy day funds to cover necessary expenses in an emer-
gency situation and even fewer households with a greater 
likelihood of economic volatility—such as younger work-
ers or low-income households—had sufficient emergency 
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and a sense of fun can promote saving. Recently, Harvard 
Business School Professor and D2D Fund co-founder Peter 
Tufano articulated a U.S. vision for the lottery-based savings, 
which have thrived for decades in the United Kingdom, 
Latin America, the Middle East and elsewhere. Since early 
2009, the Doorways to Dreams (D2D) Fund, the Filene 
Research Institute, and the Michigan Credit Union League 
have explored the consumer response to a prize-linked sav-
ings product, and whether there is promise for this concept 
to be expanded and promoted as an exciting way to save. 
Nine months after launching “Save to Win,” eight partici-
pating Michigan credit unions reported demand for the 
product—a share certificate that earns interest, is princi-
pal protected, and enters the saver into drawings for small 
monthly prizes and a $100,000 jackpot—and growth in 
deposits and certificates. More than 10,000 certificates with 
$4.67 million in savings have been opened since the start 
of the project and more than 300 account holders have won 
$22,000 in small, monthly prizes. However, the primary 
obstacle to expanding this demonstration into other states 
rests on state anti-gambling statutes. To expand the adop-
tion of prize-linked saving techniques state legislatures can 
follow the Michigan example and offer a “raffle carve out” 
for credit unions.61 

Savings for Working Families Act (introduced in the 111th 
Congress as S. 985 and H.R.2277) would authorize $4.05 
billion over 10 years to support financial institutions’ efforts 
to participate in matching individual savings. The IDA tax 
credit could increase the number of IDAs currently in use 
by low- and moderate-income savers 30-fold.59

Reauthorize the Assets for 
Independence Act (AFIA) 
In 1998, Congress enacted the Assets for Independence Act, 
enabling community, local, and other non-federal public 
agencies to offer asset-building, anti-poverty programs with 
federal support. Today, Assets for Independence program 
accounts comprise the majority of all IDA activity, despite 
AFI having expired in 2003. In 2009–2010, AFI continues 
to receive funding—most recently $24 million annually in 
the FY 2009, 2010, and 2011 budgets. Reauthorization would 
not only add funding stability but invite necessary improve-
ments to the program including streamlined operating 
requirements, expanded eligibility, and enhanced funding.60

Prize-Linked Savings 
Prize-linked savings is a relatively new phenomenon for 
the United States, premised on the notion that competition 

Promoting Precautionary Savings: AutoSave
The majority of existing workplace savings programs and policies focus on building retirement assets or establish-
ing restricted-use accounts (i.e. health expense accounts). Under these scenarios, employers help facilitate auto-
matic contributions from pretax income to designated savings accounts. However, currently no systematic savings 
program exists to intentionally encourage unrestricted-use savings accounts that can be tapped in the event of an 
emergency or unanticipated expense. 

AutoSave is a savings concept that diverts, through payroll deduction, a small amount of post-tax wages into a new, 
low-cost individual savings account. AutoSave accounts will be especially valuable for individuals who have limited 
liquid assets, and who may otherwise be forced to meet emergency needs with high-cost emergency loans. The 
program is being piloted at sites in four states around the country. 

Barriers to more widespread implementation of AutoSave include employers’ reluctance to encourage direct 
deposit and split-pay deposit for their employees’ wages (especially for lower-income-earning workforces), and 
financial institutions’ lack of flexibility in terms of low-cost and low-risk basic savings accounts and their uneven 
interpretation of the “Know Your Customer” requirements. Thoughtfully updating ChexSystems, direct deposit, 
and automatic enrollment policies, such that the intended audience in this innovative savings plan can participate 
without any party being exposed to risk of fraud or a debt trap, could lead to AutoSave options for employees of all 
income levels, their employers, and their financial institution partners.62 
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and seek a combination of formal and informal services to 
satisfy their consumer needs.65

This sector’s services typically charge high interest rates 
and upfront fees, and do not offer tools or opportunities to 
save or build wealth. The widely used services are also lucra-
tive; the alternative financial sector exchanges more than 
$320 billion in transactions each year, often while preying 
on households with few banking alternatives.66 Consumer 
preferences research indicates that convenience and com-
fort with the alternative financial provider influence the 
banking and transaction choices of the underbanked.67 

One in two African-American households and more 
than two-fifths of Hispanic households are either under-
banked or unbanked.68 Similarly, nearly 4 of every 10 sin-
gle female-headed households are un- or underbanked. 
These numbers represent a significant portion of the 
population whose financial well-being is compromised by 
lack of connection to mainstream financial products and 
services. Bank account ownership, while important and 
a significant avenue for lower-income families to build 
and preserve financial assets, is not always ideal for every 
individual. For some consumers who may, for a variety of 
reasons, be ineligible to open a bank account or uncom-
fortable doing so, a safe, financially secure alternative to 
traditional banking is needed. This is an area where finan-
cial services and product innovation will play a key role in 
providing opportunities to save and conduct safe, afford-
able financial transactions for millions of consumers who 
currently function within the poorly regulated alternative 
financial sector.

The work of the new CFPB will be to set standards for finan-
cial products and services, both in the mainstream finan-
cial sector and among alternative financial services provid-
ers. This means promoting a consumer financial system 
that encourages savings and thrift among all workers and 
provides access to safe, affordable financial products. If 
families are to be able to save and build up their asset base, 
they need low-cost, accessible, convenient, and transpar-
ently priced financial services. There are many channels to 
deliver these services to working families, including more-
traditional avenues such as brick-and-mortar financial 
institutions and employer-sponsored benefit programs. 
Novel delivery mechanisms include community-supported 
financial programs and promoting savings and long-term 
financial planning for public assistance recipients. 

Ensure Access to High-Quality, 
Low-Cost Financial 
Products and Services
Without easy access to safe and affordable financial prod-
ucts and services, households turn to higher-cost, lower-
quality nonbank financial service providers, such as check-
cashers, remittance providers, and payday lenders. Such 
fringe banking services provide few hurdles to transact, 
but their effect is wealth stripping rather than asset build-
ing and they can create a debilitating debt trap. 

Included in the recently enacted financial 

reform bill was a new Consumer Financial 

Protection Bureau (CFPB) intended to level 

the playing field between the financial ser-

vices sector and consumers and improve 

the banking experiences and asset-building 

opportunities for working households.

Included in the recently enacted financial reform bill was 
a new Consumer Financial Protection Bureau (CFPB) 
intended to level the playing field between the financial 
services sector and consumers and improve the banking 
experiences and asset-building opportunities for working 
households. This is especially true for the millions of low- 
to moderate-income families who currently have little or 
no relationship with mainstream financial institutions. 
Gaining access to mainstream financial services and 
products is often the first step toward saving and build-
ing wealth for many families. An estimated 7.7 percent 
of the U.S. population, or 9.9 million households, lack a 
checking or savings account with an insured, mainstream 
financial institution. Nearly one of every five households 
earning less than $25,000 a year is unbanked, and 70 
percent of the unbanked population makes less than 
$30,000 annually.63

A growing number of households are also considered to 
be underbanked. These households report having at least a 
basic bank account but also using an alternative financial 
service at least once within the past 12 months, such as 
a payday lender, check-casher, or car title loan.64 An esti-
mated 50 million consumers are considered underbanked, 
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or transfer those funds. Research shows that consumers 
who use split-pay options to directly save a portion of their 
income automatically save $25 to $100 more per pay period 
than those who use another method to save.70 Despite the 
advantages of using split-pay options with payroll direct 
deposit, less than 40 percent of employees who are eligible 
utilize this option.

The federal government can encourage all employers, 
especially small- and medium-sized businesses, to use 
direct deposit with split-pay options for payroll needs. 
Financial institutions can work with the federal govern-
ment to lower the costs employers incur when switching 
to direct deposit payroll. Tax incentives could potentially 
be used to offset initial costs. Employers can work to 
educate their employees regarding the benefits of direct 
deposit and using split-pay to receive their take-home pay. 
Outreach strategies could target segments of the working 
population that tend to be unbanked, for example lower-
income workers and workers with limited English pro-
ficiency. Direct deposit outreach in workplaces could be 
combined with basic financial education that promotes 
bank account ownership and other effective savings and 
financial management strategies. Financial institutions 
looking to increase their account ownership could partner 
with employers to offer these financial literacy sessions at 
little to no cost for employers.

Expand the Role of Prepaid Cards for 
Asset-Building Opportunities 
Some employers offer prepaid payroll cards as an alterna-
tive to direct payroll deposit into a bank account or paper 
payroll checks for employees. These network-branded 
cards are preloaded with an employee’s take-home pay 
and can be used much like a debit or check card associ-
ated with a traditional checking account. Employees can 
make retail purchases, pay bills online or via telephone, 
and access cash through traditional ATMs or point-of-
sale transactions. For individuals without relationships to 
the mainstream financial sector or with less-than-perfect 
banking histories, prepaid cards can serve as both a short- 
and long-term solution to banking needs. While not all 
prepaid cards are alike and many come with transaction 
and maintenance fees, prepaid cards have the potential 
to change the mainstream banking industry in a vari-
ety of ways. For unbanked consumers, especially those 
whose employment trajectory is transient or who have an 
aversion to traditional banking products, prepaid cards 

Policy Options

Promote Direct Deposit and Split-
Pay Options among Employers
Many employers, especially larger corporations, use direct 
deposit with their payroll system. Direct deposit elec-
tronically transfers employees’ payroll into personal bank 
accounts, eliminating the need for a paper payroll check. 
Direct deposit has many advantages over paper payroll 
checks including being safer, faster, and more cost-effec-
tive for both employers and employees. Paper payroll 
checks can be lost, stolen, or even possibly forged, but 
direct deposit is an automated process that reduces the 
chance of human error or fraud. Further, it can encourage 
unbanked employees to move into the financial services 
mainstream by connecting them to a mainstream financial 
institution and the range of products and services offered 
by that institution. 

Direct deposit outreach in workplaces could 

be combined with basic financial education 

that promotes bank account ownership and 

other effective savings and financial man-

agement strategies.

Two-thirds of employees nationwide receive their payroll 
through direct deposit, but among the unbanked this num-
ber is substantially lower.69 Many unbanked consumers, 
the majority of whom do not receive any sort of payroll 
direct deposit, must then cash their payroll checks at a 
supermarket, check-cashing outlet, or other location and 
incur the fees associated with those services. Thus, on top 
of having to pay fees to access their payroll funds, under-
banked consumers lose the savings and asset-building 
opportunities associated with having their income directly 
deposited into a bank account.

Many employees who receive their pay through direct 
deposit also have the ability to split their pay among a vari-
ety of accounts and savings vehicles. This gives employ-
ees the opportunity to set up a recurring deposit into a 
savings account and begin to build wealth. Using split-
pay, employees can automatically save a portion of their 
income every pay cycle without having to manually deposit 
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incorporate enhanced asset-building features, such as a 
linked savings feature, to its next-generation product and 
to any card-based banking solutions going forward.

Encourage the Adoption of Passageway Accounts
Many unbanked individuals lack the sufficient identifica-
tion necessary to meet banks’ customer identification veri-
fication procedures, which are required under the Bank 
Secrecy and USA PATRIOT acts. Research shows that 
insufficient identification is one of the top three reasons 
for account denial and that customers who are denied a 
bank account once do not often return to a bank again. 
The Passageway Accounts proposal developed at the 
New America Foundation is an example of a transitional 
account design that provides a potential way to address 
identification issues that prevent millions of individuals 
from accessing a traditional deposit account. These deposit 
accounts could be offered to individuals who have basic 
identification information (e.g., one government-issued 
photo ID, in conjunction with a second government-
issued identifier selected from a predetermined list) but 
not enough to pass a bank’s stringent identification proto-
cols. Restricted-use savings accounts could offer a secure 
way for banks to establish relationships with customers 
whose identities are difficult to verify. Banks would come 
to “know” their account customers over the long term 
through observing account transactions, and this informa-
tion could ultimately graduate them to traditional deposit 
accounts. In turn, previously unbanked consumers would 
have access to the savings and asset-building opportunities 
that come with bank account ownership. Restricted-use 
accounts are very low-risk accounts for banks to hold and 
could provide a safe avenue for unbanked consumers to 
enter the mainstream financial market.72 Financial institu-
tions would increase the number of accounts under their 
management and could reach a previously untouched mar-
ket of new customers—the currently unbanked. 

Clarify Interpretation of “Know Your 
Customer” (KYC) Requirements
Financial institutions vary widely in the way they interpret 
and implement the “Know Your Customer” requirements 
of the USA PATRIOT Act. For example, some banks and 
credit unions may allow employers to play a role in docu-
menting the identity of employees, while others may not. 
The KYC requirements can serve as a hindrance to bank 
account ownership for certain segments of the popula-
tion and limit the effectiveness of some outreach efforts, 

could serve as mobile bank accounts complete with sav-
ings capabilities. The prepaid card’s simplicity of use and 
relative affordability make it particularly adaptable for 
distribution among a wide range of consumers. Research 
shows that low- and moderate-income consumers desire 
to save, especially as a way to safeguard against unfore-
seen expenses.71 Furthermore, lower-income households 
can and do save, particularly when saving is made easily 
accessible and straightforward. By incorporating a savings 
component into prepaid payroll cards the ability to save a 
portion of one’s income automatically is greatly simpli-
fied. And because segments of the working population 
that tend to favor receiving their pay on a prepaid card are 
also more likely to be unbanked or underbanked than the 
general population, this innovative savings option could 
reach an entirely new group of savers. 

Lower-income households can and do save, 

particularly when saving is made easily acces-

sible and straightforward. By incorporating a 

savings component into prepaid payroll cards 

the ability to save a portion of one’s income 

automatically is simplified. And because seg-

ments of the working population that tend 

to favor receiving their pay on a prepaid 

card are also more likely to be unbanked or 

underbanked than the general population, 

this innovative savings option could reach an 

entirely new group of savers. 

In early 2008, the Treasury Department’s Financial 
Management Service launched the Direct Express® card, 
a low-cost banking solution for the estimated 4 million 
Social Security and SSI recipients who previously received 
their monthly benefits by paper check in the mail and may 
or may not be unbanked. The Direct Express card not only 
provides a low-cost alternative to check-cashing, but expe-
dites the delivery and increases the security of these impor-
tant payments while saving the government 80 cents 
per check converted to electronic deposit. The Treasury 
Department should build on Direct Express’ success and 
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Individuals with negative marks are often barred from 
opening a new account. Demerits can be given for hav-
ing an account closed due to unpaid fees or insufficient 
funds. Banks generally take a broad-brush approach and 
may decline to open accounts for those whose infractions 
may have occurred many years previously. Rather than 
permanently barring a person with prior account mis-
management from ever holding another bank account, 
financial institutions should endeavor to promote finan-
cial counseling and education as a strategy to encourage 
responsible bank account ownership and management. 
Financial institutions should not, of course, be forced 
to open accounts for those with prior histories of bank 
account fraud or serious delinquency issues, but for many 
customers with less-than-perfect past banking relation-
ships, financial education and debt repayment could go a 
long way toward promoting responsible banking practices 
and encouraging the use of mainstream financial prod-
ucts to save and build assets over the life course. Reducing 
the time period for which a negative ChexSystems report 
bars consumers from opening a bank account from a stan-
dard of five years to a more reasonable three years would 
allow many more unbanked individuals to enter the main-
stream financial sector through bank account ownership. 

such as using the employer as a channel to bank account 
ownership. “Know Your Customer” requirements should 
be further clarified at the federal level to ensure uniform 
adoption of account ownership practices that do not hinder 
creative outreach and account enrollment strategies. 

Additionally, the Federal Deposit Insurance Corporation 
(FDIC) could work with the Treasury Department’s 
Financial Crimes Enforcement Network (FinCEN) to 
encourage banks to offer restricted-use bank accounts that 
could be opened by applicants with nonstandard identifi-
cation materials such as foreign driver’s licenses. These 
bank accounts would be limited in scope and have controls 
such as deposit and withdrawal limits to ensure that banks 
guard against fraud. As banks continue to monitor account 
activity, banks would come to “know” their customers and 
could use this knowledge to offer customers access to more 
traditional banking products. 

Reform the Use of ChexSystems 
Before an individual is able to open a bank account, the 
financial services provider typically reviews that individu-
al’s status on ChexSystems, a database that tracks people’s 
history with depository accounts in financial institutions. 

Implement Bank On USA
Bank On was developed as a local, multi-stakeholder partnership to bring the unbanked into the financial 
mainstream. The initial pilot experiment in the city of San Francisco, which focused on creating access to low-cost 
transaction accounts by previously unbanked households, was an astounding success. The program has since 
expanded to cities throughout the country, and notably, the Obama administration proposed creating a “Bank 
On USA” grants program administered through the Treasury Department to promote this approach and related 
initiatives on a national level. Bank On has proven successful because of a combination of key program components, 
including low-cost accounts often linked to financial education classes and a focus on outreach and marketing by 
participating financial institutions. Strong local political and community leadership and promotion of the programs 
lend credibility and increase public buy-in. Furthermore, Bank On San Francisco has kept extensive records of bank 
account ownership before and after the program launch to assess the take-up rates and study the long-term effects 
of bank account ownership on communities. 

The adoption of a federal “Bank On” initiative would be a step toward promoting universal bank account ownership. 
Meticulous data collection and follow-up studies examining the effects of opening bank accounts on previously 
unbanked populations should be conducted to assess the long-term impact and to ensure that these accounts 
remain open and active as a tool for financial management among the general population. Extending the best 
aspects of the Bank On program to include a focus on opening savings accounts alongside checking accounts 
would go a long way toward promoting savings and long-term financial planning goals for participants.73  
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ate an undue administrative burden on already overworked 
and underfunded social services providers. Furthermore, 
they create obstacles to economic stability and make the 
path toward self-sufficiency more arduous. Recognizing 
the importance of savings, some states and localities are 
changing their roles.

The Obama administration also recognizes the transforma-
tive role assets play in families’ financial well-being. The 
president’s FY 2011 budget proposes to raise the asset limits 
for many public assistance programs to $10,000 for house-
holds. While this is commendable and certainly a more 
inclusive option than the current $1,000 or $2,000 asset 
limits imposed by some assistance programs, maintaining 
any limit is undesirable. The existence of asset limits, regard-
less of the threshold, sends a message that saving should be 
avoided. Asset limits no longer serve a purpose in our wel-
fare system and perpetuate cycles of dependence and day-
to-day existence for public assistance recipients. The 1996 
welfare reform act established income eligibility thresholds 
and work requirements that serve as protection from fraud 
and abuse of the welfare system and eliminate the need for 
asset limits. Instead of maintaining policies that discour-
age savings and financial planning, we should eliminate the 
asset test for public assistance eligibility. Public assistance 
programs should encourage families to save and develop 
sound financial practices that promote self-sufficiency and 
long-term economic stability through asset building.74  

Banks should focus on flagging those whose prior bank-
ing history shows evidence of fraud or abuse rather than 
those with much more benign account histories such as 
balance over-withdrawals. Low-cost, secure account prod-
ucts such as basic savings accounts present little risk of 
fraud or monetary loss for financial institutions and could 
be used as “starter” accounts for customers whose past 
banking history is less than perfect.

The Obama administration also recognizes 

the transformative role assets play in fami-

lies’ financial well-being. The president’s FY 

2011 budget proposes to raise the asset lim-

its for many public assistance programs to 

$10,000 for households. 

Asset Limits for Public Assistance Recipients 
Determining eligibility for public assistance programs 
includes an assessment of household resources. But the 
acceptable asset levels can be very low and in many cases 
have not been raised for decades. These limits serve to 
penalize families who have been diligent in saving for 
emergencies or their children’s college education and cre-
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result of the Credit Card Accountability, Responsibility, 
and Disclosure (CARD) Act of 2009 and other regulatory 
changes) can have positive effects, it is critical to recognize 
the positive role that credit can play in helping families 
to weather economic storms and make productive invest-
ments in their future. Instead of merely becoming more 
restrictive, the credit market needs to recognize that house-
holds need better, safer alternatives to expensive quick-
credit options. State legislatures should also move to see 
that credit score checks are used appropriately. California 
has proposed banning their use from the hiring process; 
other states should take note. 

Policy Options

Close Loopholes in the Credit CARD Act 
and Dodd-Frank Financial Reform Act
By September 2010, all credit card issuers will be required 
to comply fully with the new rules and practices established 
by the Credit CARD Act of 2009. Though the revised regu-
lations are expected to eliminate many pervasive and abu-
sive practices, continued monitoring of card terms and 
opportunities for issuers to exploit the loopholes will be 
necessary. The Pew Charitable Trusts Safe Credit Cards 
Project has monitored the card industry’s response to the 
new provisions and identified potential policy solutions left 
unaddressed by the CARD Act.78 Proposed steps include 
maximizing cost transparency by consolidating account 
fees into one all-inclusive annual fee; disclosing upfront 
the cost of additional fees (expressed as Annual Percentage 
Rate); and abandoning the pre-dispute binding arbitration, 
a consumer-issuer settlement step that consumer advo-
cates argue undermines the bargaining position of the bor-
rower and favors the lender.79

Auto dealers escaped supervisory purview of the new 
Consumer Financial Protection Bureau (CFPB), in a 
carve-out endorsed by nearly 20,000 auto dealers and 
decried by consumer advocates. Vehicles are the most 
common nonfinancial asset held by American fami-
lies, according to the Federal Reserve’s 2007 Survey of 
Consumer Finances80, and auto loans are among the 
most widely used credit products. Dealers of new and 
used cars, and auto service and repair shops ranked 
among the 10 most frequently complained-about indus-
tries in 2009, according to the Better Business Bureau, 
which registered nearly 54,000 complaints.81 In 2007, 46 
percent of families had some form of installment loan 

Ensure Safe Access to Credit
Credit plays an important role in family economics, and can 
in fact be critical to providing asset-building opportunities. 
A person’s credit score influences his or her ability to secure 
credit, and the quantity and price of that credit. Increasingly, 
credit is also being considered with employment and lease 
applications, and eligibility for insurance policy contracts.75

Having an established credit history—and a favorable 
score—increases one’s access to lower-priced credit, and 
the amount he or she is able to borrow, which is important 
for limiting a person’s debt load and enabling major asset 
purchases such as a home. According to the Annie E. Casey 
Foundation, a borrower with a good credit rating could save 
$250,000 in lowered interest payments over a lifetime.76

Yet in recent years, the proliferation of easy-to-access 
credit on complicated terms (from unsecured credit cards 
to home equity lines) without oversight on terms or use 
(e.g. no consideration of a borrower’s ability to repay when 
extending a home mortgage) contributed to one of the 
worst financial downfalls in U.S. history. As a result, over-
leveraged households saw their credit scores plummet 
alongside their net values as widespread mortgage failures 
and missed bill payments spread with the recession and 
job losses. In turn, credit markets have tightened.

While the restriction of credit has affected 

all sectors, an estimated 35 to 70 million 

adults are unable to access credit because 

they cannot be scored, due to a lack of credit 

history or too thin a file record. 

While the restriction of credit has affected all sectors, an 
estimated 35 to 70 million adults are unable to access credit 
because they cannot be scored due to a lack of credit his-
tory or too thin a file record.77 For this credit-underserved 
population, high-cost loans—payday, car title, pawn bro-
ker, refund anticipation, or checking overdraft—are often 
the only option for fast credit, even as they often add to the 
household debt burden.  

Though tighter credit terms (as a result of the economic 
conditions) and improved consumer protections (as a 
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and thus create not just a more positive portrait of credit 
risk, but a more accurate one.88

To support fair access to credit, policymakers should 
encourage both the contributions of alternative data to new 
credit-scoring models and the consideration by creditors of 
incorporating the models into their underwriting process. 
Additionally, continued study of the predictive value of the 
alternative data-scoring models should be encouraged, and 
results should be shared. 

Adopting new credit-building models that 

incororate repayment history from credit-wor-

thy, but nontraditional, sources has the poten-

tial to bring millions of previously unscore-

able adults into the credit mainstream. 

 
Credit Counseling and Financial Education
Credit counseling agencies tend to attract consumers who 
seek advice for managing debt, but all consumers would 
benefit from credit counseling before routine financial 
activity becomes a payment crisis with long-term ramifi-
cations. At a minimum, all financial education curricula 
should be updated to reflect the new protections granted by 
the Credit CARD Act of 2009, and to prepare consumers 
for the responsibilities of credit, the importance of a credit 
score, and rules of thumb for reducing debt and avoiding 
debt delinquencies. 

debt, of which more than half was related to borrowing 
for a vehicle purchase.82 That year, more than a third of 
all families had vehicle installment loans, with a median 
loan value of $11,700.83 To preserve financial reform’s goal 
of streamlining myriad consumer protections, such loop-
holes and carve-outs should be corrected.

Some payday lenders have deftly circumvented interest rate 
caps on high-cost loans by replacing cash payments with 
checks, then using the check-cashing opportunity to charge 
the borrower any number of fees for the check-cashing ser-
vice.84 The CFPB should take into consideration that such 
brazen practices will emerge, and explore effective measures 
to halt them. State policymakers should also take notice of 
the potential for payday lenders to exploit loopholes.85

Encourage Alternative Credit 
Reporting and Scoring Models
Adopting new credit-building models that incorporate 
repayment history from credit-worthy, but nontraditional, 
sources has the potential to bring millions of previously 
unscoreable adults into the credit mainstream.86 The ratio-
nale is that while consumers using less-traditional forms 
of credit—electricity and telephone service—are subject 
to expectations and penalties of mainstream credit, they 
currently do not benefit from timely payment behavior. 
Alternative sources of data include utilities, rental hous-
ing, health care, and retail payments. Furthermore, using 
alternative data is a safe way to build a history, without 
adding a debt burden.87 Evidence exists that alternative 
payment data can help to determine the likelihood of seri-
ous delinquency (e.g. 90 days or more late on a payment) 
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These resources are only beneficial if families have access 
to safe, affordable ways to file their taxes and receive those 
funds. The majority of taxpayers pay a fee to have their 
taxes prepared by a commercial preparer.90 These prepar-
ers aggressively market Refund Anticipation Loan products 
(RALs), which offer the ability to access cash resources when 
tax returns are filed instead of waiting for the IRS to file the 
return and issue the refund, which generally takes several 
weeks. RALS are a troubling product; they have high fees, 
often poorly understood terms, and are targeted to minori-
ties and lower-income families.91 In 2008, nearly 90 percent 
of RAL users were classified as low-income.92  RALs dilute 
the impact of the EITC policy; one study estimates that about 
$465 million was lost from the EITC program to RAL loan 
fees in 2008.93 This effectively strips resources away from 
families at tax time, when we should be looking for policies 
that connect tax filing to the savings process.

Policy Options

Allow Tax Filers to Open Savings Accounts 
Directly on Their Tax Forms
Individuals without access to mainstream financial institu-
tions should be able to open a basic bank account directly 
on their tax return. This type of opportunity could provide 
an incentive for families to save the majority of their tax 
refund in a secured account. The IRS could solicit proposals 
from financial institutions to provide low-cost, high-quality 
accounts nationwide. Or the IRS could establish and main-
tain a web-based directory of financial institutions that are 
willing to open low- or no-cost basic accounts online for 
tax filers. The directory’s URL address would be printed 
on tax forms and the directory would be searchable by ZIP 
code. The Obama administration has already announced 

Connect Tax Refunds to the 
Savings Process
For many households, their tax refund may be the most 
significant lump sum of cash they receive all year. More 
than 124 million tax refunds were issued in 2009 alone, 
with the average refund being $2,700.89 These cash infu-
sions can be used to cover everyday expenses and bills 
but may also be directed toward meeting other savings 
objectives. This makes tax time a valuable and large-scale 
opportunity to promote saving and asset building for fam-
ilies up and down the economic ladder. It is a moment 
policymakers should strive to leverage further.

It is an especially consequential moment for families with 
lower incomes, who are eligible for targeted tax credits, 
such as the Earned Income Tax Credit (EITC). In 2009 
the IRS processed nearly 24 million EITC refunds. While 
this is a substantial number, the IRS estimates that every 
year around one in four eligible taxpayers fails to file or 
claim the EITC on their tax returns. The EITC is our 
nation’s largest anti-poverty program and is designed to 
reward work and promote economic stability by allowing 
families to retain a greater percentage of their take-home 
pay. More than $49 billion in tax refunds was issued in 
2009 to low- and moderate-income families; the aver-
age refund for those eligible for the EITC was just over 
$2,000. The EITC and the partially refundable Child Tax 
Credit (CTC), designed to benefit working families with 
children, are extremely vital resources for low-income 
families. Studies show that every dollar of federal benefits 
generates more than a dollar’s worth of revenue for local 
communities—further promoting economic growth. The 
table below shows the level of resources at stake through 
the EITC and CTC policies.

Funding Levels for Select Tax Credits FY 2011 (in billions of dollars)

Credit Outlays Tax Expenditures Total

Child Tax Credit 29.8 18.6 48.4

Earned Income Tax Credit 51.5 6.2 57.7

Making Work Pay Tax Credit 31.5 14.2 45.7

Total 112.8 39.0 151.8
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component that acts like a traditional savings account. 
Developing such a card and allowing tax filers to choose to 
receive their tax refund on a prepaid, savings-enabled card 
could promote asset building and bring unbanked individ-
uals into the financial mainstream. 

One example of this idea is the Savings and Financial 
Electronic Transaction (SAFE-T) Account, which would 
be issued, delivered, and serviced by financial institu-
tions on behalf of the U.S. Department of Treasury.94 The 
accounts would be accessible with a network-branded 
card (such as VISA or MasterCard) and could be used for 
point of sale transactions, to access cash, to make web-
based or telephone-based bill payments, and possibly to 
make remittances and secure money orders. With this 
policy the federal government could save more than $30 
million annually by eliminating paper check refunds and 
the SAFE-T Account could serve as the “plumbing” for 
large-scale assets policy targeted at lower-income fami-
lies.95 The rapid delivery of tax refunds via the SAFE-T 
Account prepaid card could dissuade many households 
from taking out RALs. Finally, the SAFE-T Account may 
offer a scalable strategy to reach millions of lower-income 
households with a financial tool that can help them to 
save, build assets, and conduct routine financial transac-
tions, in a manner that is safe, affordable, and convenient.

Expand Take-Up and Capacity of VITA Services 
To better serve low-income communities, the IRS estab-
lished the Volunteer Income Tax Assistance program 
(VITA) in conjunction with local community-based orga-

its intention to transition away from issuing benefits via 
paper checks because electronic transfer is a more efficient 
and cost-effective way to move money. However, this elec-
tronic transition will not be effective if families intended to 
receive electronic benefits have no account to which those 
benefits can be directed.

Individuals without access to mainstream 

financial institutions should be able to open 

a basic bank account directly on their tax 

return. This type of opportunity could provide 

an incentive for families to save the majority 

of their tax refund in a secured account. 

Deliver Tax Refunds on Stored-Value 
Cards Capable of Supporting Savings 
In a recently announced policy, those who qualify for pub-
lic benefits but cannot receive them through direct deposit 
will be enrolled in the government’s Direct Express debit 
card program. About 1 million Americans already receive 
benefit payments through the Direct Express card. The 
IRS should build on this experience and go a step fur-
ther by making sure the prepaid cards used to deliver tax 
refunds incorporate a savings mechanism. Not all prepaid 
cards measure up from a savings perspective. Many have 
high fees, and few preloaded cards incorporate a savings 

Enact a Saver’s Bonus Linked to Existing Tax Credits
Congress should create a Saver’s Bonus to reward low- and moderate-income families who save at tax time. Every 
dollar deposited in a designated savings product would be matched with an additional dollar from the federal 
government, up to a $500 annual maximum. The ability to access the bonus could be tied to eligibility for existing 
tax credits, such as the EITC. Eligible households would qualify for the bonus by making a commitment to deposit 
all or part of their tax refund into a designated savings product directly on their federal income tax forms. Using 
tax form 8888, families can divide their refund into a maximum of three accounts. They could also receive the 
bonus for deposits made into designated savings products over the course of the tax year, subject to the $500-a-year 
maximum. A wide range of savings products could be eligible for such a bonus, including retirement, college 
savings accounts, savings bonds, and short-term Certificates of Deposit (CDs). With access to this targeted incentive, 
the Saver’s Bonus would help transform tax filing into a meaningful savings opportunity.96
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government should maintain and make permanent the 
EITC expansion created in 2008 under the American 
Reinvestment and Recovery Act (ARRA). The EITC expan-
sion increased the EITC refund rate for all qualifying tax-
payers and raised the refund level for households with 
three or more children. 

The EITC is a tax credit designed to help boost 

the take-home pay of low-income working 

households. Yet approximately twenty per-

cent of eligible workers fail to claim the credit, 

leaving real money on the table. 

The IRS should promote EITC awareness and educa-
tion for commercial tax preparers and the general public. 
Eighty percent of taxpayers use commercial tax preparers 
to file their annual income taxes.97 Some preparers may 
not be aware of the tax credit or know how to properly 
claim the credit for their clients and thus many eligible tax-
payers may miss out on a substantial windfall. The govern-
ment should also increase the maximum credit for child-
less workers. Income-eligible taxpayers without children 
were only able to claim a maximum of $457 in 2009. If 
the original intent of the EITC was to offset the deduction 
of payroll taxes for low- and moderate-income workers, 
then the refund amount for single, childless, low-income 
workers has not kept up with the average federal payroll tax 
deduction for this population, leaving low-income workers 
without children facing significant tax burdens that those 
with children do not.98

Restrict Predatory Refund Anticipation 
Loans (RALs) and Promote Alternatives 
Despite the predatory nature of RALs, the fact remains that 
some households prefer rapid access to their tax refund 
to cover household expenses. Research has shown that the 
majority of low- and moderate-income working families 
have predetermined, or mentally allocated, their tax refund 
in advance.99 Rather than forcing taxpayers to use these 
products, state and federal governments should explore 
alternatives to traditional refund anticipation loans to meet 
the rapid refund needs of low-income taxpayers. Several 
credit unions have adopted alternative RALs that allow tax 
filers who use on-site VITA free tax preparation services to 

nizations around the country. VITA programs provide free 
income tax preparation services to income-eligible taxpay-
ers. At most local VITA sites, taxpayers who are income-
eligible for EITC are also eligible to receive free income 
tax preparation assistance. These services help low-income 
families avoid paying high fees for commercial tax prepa-
ration and receive the tax credits for which they are eligi-
ble. VITA sites increasingly work to connect clients with 
other important financial services, including bank account 
ownership, credit counseling, and financial education.  
Unfortunately this valuable program is underutilized. A 
combination of insufficient funding and lack of aware-
ness about VITA services prevents eligible taxpayers from 
receiving assistance. For the 2008 tax year slightly fewer 
than 3.5 million taxpayers were served by VITA sites. While 
nearly 24 million taxpayers received EITC refunds in 2008 
only a fraction—just over 12 percent—of those taxpayers 
was served by a VITA site. 

To increase take-up of these tax preparation resources by 
eligible taxpayers, the IRS should increase funding for 
VITA services and provide outreach materials to employ-
ers for annual distribution to employees with W-2 forms. 
Opening more sites across the country would increase 
access to valuable VITA services for a wider range of mod-
erate-income taxpayers. The modest cost associated with 
increased VITA outreach would be negligible in compari-
son to the benefits many taxpayers would receive from free 
tax preparation and the financial resources provided by 
VITA tax prep sites. 

To increase take-up of these tax prepara-

tion resources by eligible taxpayers, the IRS 

should increase funding for VITA services 

and provide outreach materials to employ-

ers for annual distribution to employees with 

W-2 forms. 

Expand and Raise Awareness of the EITC Program
The EITC is a tax credit designed to help boost the take-
home pay of low-income working households. Yet approxi-
mately twenty percent of eligible workers fail to claim 
the credit, leaving real money on the table. The federal 
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option proved popular in the pilot, as roughly four-fifths 
of bonds purchased included co-owners, generally chil-
dren or grandchildren.101 A targeted outreach effort dur-
ing tax season designed to promote the ease of purchas-
ing savings bonds during the income tax filing process 
should increase the number of taxpayers taking advan-
tage of this savings opportunity.

Savings bonds are particularly attractive 

vehicles for many moderate- and low-income 

households because they offer guaranteed 

return on investment. In 2010, the tax filing 

process was changed to allow for the pur-

chase of savings bonds directly on the form.  

The need to raise public awareness in general regarding 
U.S. Savings Bonds is acute. Since the federal government 
eliminated funding to promote savings bonds in 2003, the 
number of households holding these assets has declined 
sharply.102 Increasing the number of outlets where savings 
bonds can be purchased to include credit unions, post 
offices, and other venues that serve low-income communi-
ties should be pursued and financial incentives could be 
provided to these organizations to promote savings bonds 
as a savings tool. 

receive these alternative refund loans. These loans have low 
interest rates compared with traditional RALs and require 
the loan amount to be deposited into a savings account, 
a requirement that promotes saving at tax time.100 These 
alternative RALs can even serve as gateway vehicles to sav-
ing and asset development. Federal and state governments 
should further require commercial tax preparers and the 
financial institutions they partner with to provide full dis-
closure of loan terms in plain English. Commercial tax pre-
parers should also be required to inform customers about 
the time it typically takes to receive a tax refund directly 
from the IRS: two to three weeks if the taxpayer elects to 
have a refund direct-deposited into a bank account; or six 
to eight weeks to receive a paper check.

Strengthen U.S. Savings Bonds Program
A recent pilot project by the Doorways to Dreams 
(D2D) Fund and four community partners revealed 
a strong awareness of and a demand for U.S. Savings 
Bonds among low-income tax filers. Savings bonds are 
particularly attractive vehicles for many moderate- and 
low-income households because they offer guaranteed 
return on investment. In 2010, the tax filing process 
was changed to allow for the purchase of savings bonds 
directly on the tax form. The number of people purchas-
ing savings bonds on their tax returns in this inaugural 
year has been low. A lack of awareness regarding this 
new savings option has inevitably contributed to these 
low figures. In 2011, the option of co-ownership should 
become available to tax-time bond purchasers. This 
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cantly over the last 15 years. Virtually nonexistent in the 
early 1990s, subprime loans made up 20.1 percent of loan 
originations in 2006, a rate nearly twice that of 2001.105  

Initially seen as a positive innovation allowing more fami-
lies to become homeowners, it became corrosive when 
poor underwriting became standard and people received 
loans they were likely to have difficulty maintaining, even 
in best-case scenarios. The proliferation of irresponsible 
credit has turned the dream of homeownership into a real-
ity of debt and default.

While some households would be better off as renters, 
homeownership is a preferred and beneficial choice for 
many families. Policy must focus on better mitigation of 
the risks of homeownership as well as opening up path-
ways to responsible homeownership for families when 
appropriate. Despite current economic woes, families will 
continue to aspire to own homes. For many, homeowner-
ship represents a path to stability, community, and long-
term wealth building. But achieving these social and eco-
nomic goals requires a new policy regime and a regulatory 
framework that mitigates the inherent risks of the process. 
If done right, by matching buyers with appropriate mort-
gage products in a transparent and fair manner, we can 
make homeownership work for a broad range of American 
families, even those with low incomes and few resources.

Policy Options

Make Savings and Counseling a Foundation 
of the Home-Buying Process
We know that the popping of the housing bubble and 
the Great Recession produced a wave of foreclosures and 
defaults and left many homeowners under water, owing 
more on their homes than they are worth. However, 
research from the Center for Community Capital at UNC-
Chapel Hill found that foreclosure rates were lower for 
families that bought homes after participating in a program 
that included some housing counseling, financial educa-
tion, or other support services.106 This confirms that hous-
ing counseling, such as that provided by NeighborWorks 
and their network of affiliates across the country, can make 
a big difference. So much so, that it should be incorporated 
more intentionally into the home-buying process. One way 
would be to link the provision of housing counseling to sav-
ings programs that help potential buyers accumulate their 
initial down payment. These programs vary but include 
such efforts as Individual Development Account pro-

Promote Responsible Homeownership 
and Access to Affordable 
Rental Housing
For many families, homeownership is a key wealth-build-
ing strategy. The expansion of homeownership during the 
second half of the 20th century coincided with the broad-
ening of the middle class. The benefits of ownership are 
derived from a variety of relationships and arrangements, 
including the forced savings required by mortgage pay-
ments, the ability to borrow against the property, potential 
capital appreciation, access to neighborhood amenities, 
and a broader set of “assets effects.” These benefits are dif-
ficult to match by other means. 

But homeownership is not for everybody 

and also brings risks. The rising number of 

foreclosures and defaults brought on by the 

bursting of the housing bubble reflects the 

limits and challenges of homeownership as 

an asset-building strategy.  

But homeownership is not for everybody and also brings 
risks. The rising number of foreclosures and defaults 
brought on by the bursting of the housing bubble reflects the 
limits and challenges of homeownership as an asset-build-
ing strategy. Since home equity represents the largest share 
of household net worth, policymakers need to pay more 
attention to mitigating the risks of homeownership than was 
given in the run-up to the recent recession. In 2009, lenders 
foreclosed on more than 2.8 million homes and it is pro-
jected that 3 million homes will get foreclosure notices this 
year—and more than 1 million of them will be repossessed 
by lenders. Falling home values have left many homeown-
ers in foreclosure or under water, meaning they owe more 
on their homes than they are currently worth. Foreclosures 
erode the asset base of families and have large social and 
economic costs for the affected neighborhoods and local 
government. One foreclosure can lower nearby property 
value and home equity by up to $220,000.103  The estimated 
cost to local government of one foreclosure for inspections, 
legal action, unpaid utility bills, and the like is $34,000.104

One contributing factor was the growth of subprime mort-
gage loans with adjustable rates, which increased signifi-
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of a first home. Though some have described these uses 
as “leakages,” accrued savings can be used productively 
to help build a bridge to retirement. Policymakers should 
consider making these uses more robust, especially by 
updating the provisions related to first-time homeown-
ership. First, policymakers should amend the rules for 
IRAs and Roth IRAs to raise the onetime homeowner-
ship-use allowance from $10,000 to $20,000, making it 
more in line with current down payment requirements. 
Second, rules that govern 401(k) and 403(b) plans should 
be amended to permit savers to use their funds for first-
time homeownership and made consistent with the rules 
for IRAs. 

Protect Consumers in the Mortgage Marketplace 
The availability of mortgage credit is a public good that 
has large benefits for society as a whole. But it must be 
provided and accessed responsibly. The country can ill 
afford to repeat the scenario where loans were given to 
people who did not understand their basic terms and had 
little chance of maintaining them over time. The future 
housing finance system must include vigorous consumer 
protections based on principles of fairness and transpar-
ency. Much of this work should fall to the newly created 
consumer financial watchdog agency, which should focus 
on cleaning up the mortgage industry and build on the 
recent banning of “yield spread premiums” where side-
payments were made to brokers when borrowers were 
steered toward higher-priced loans than they would oth-
erwise be able to obtain. Consumer protections regard-
ing high-cost and other potentially dangerous home loans 
must continue to improve. The future agenda should 
include: prohibiting equity-stripping practices, such as 
excessive prepayment penalties and fees for payoff infor-
mation, modification, or late payment; requiring a bor-
rower to receive counseling before entering into a high-
cost loan; and prohibiting mandatory arbitration clauses 
on high-cost loans. Lenders should be required to adhere 
to stricter underwriting requirements to ensure that bor-
rowers will be able to make payments. If this means the 
housing finance system becomes a low-margin business, 
with limited profit opportunities, we regard that as an 
acceptable cost. Steering people into exotic mortgages did 
not serve consumers. In the near future, we should expect 
that the housing finance system provide fewer incentives 
for “innovation” but deliver more “value.” There is no 
shame in getting back to basics and relying heavily on the 
old standard 30-year fixed FHA mortgage.110

grams, the Family Self-Sufficiency program administered 
by HUD, and even participation in employer-sponsored 
savings plans. Combining access to housing counseling 
with savings programs has significant potential to protect 
families from some of the risks associated with homeown-
ership over the long term.

Modify the Mortgage Interest Deduction
It is estimated that in 2010 the federal Home Mortgage 
Interest Deduction will provide $104 billion in tax relief.107  

Since the mortgage deduction is not refundable, the 
majority of the benefits go to higher-income families who 
have larger tax liabilities. Recent analysis confirms that 
more than 70 percent of the benefits of the homeowner-
ship tax expenditures go to the top 20 percent of house-
holds ranked by income.108 Making the deduction refund-
able for more households earning under $50,000 would 
open up this subsidy to families on the cusp of achieving 
the American dream of homeownership. This change 
could be implemented in a revenue-neutral manner by 
limiting the mortgage amount to which the deduction 
applies to half of its current rate of $1 million and restrict-
ing the deduction to one home per family. Alternatively, 
the deduction could be converted to a credit and made 
available to all taxpayers, regardless of their tax liability. A 
version of this approach was supported by Barack Obama 
during the presidential campaign. The Obama admin-
istration is supporting a cap on itemized deductions 
(including mortgage interest) at 28 percent. This would 
limit the cost of the deduction to the government but not 
create access to the incentive for families that currently 
do not itemize.109

Alternatively, this deduction could be con-

verted to a credit and made available to all 

taxpayers, regardless of their tax liability.  

Expand Homeownership Uses 
from Restricted Accounts 
In recent years, the number of tax-preferred savings prod-
ucts that are defined by rules governing contributions and 
withdrawals has continued to grow. While many of these 
accounts are associated with retirement, they have many 
allowable preretirement uses, including for the purchase 
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may file for bankruptcy to protect some of their assets, 
but primary mortgages are exempt. Given the scale of the 
housing crisis and the number of families facing foreclo-
sure, bankruptcy judges should be empowered to reduce 
the principal and interest rate on home mortgages while 
increasing the duration of the loan. Not only is modifica-
tion less expensive than foreclosure, but court-ordered 
“cramdowns” can help stem the tide of mass foreclosures, 
which reached 2.8 million in 2009. A proposal to allow 
these “cramdown” provisions passed the House in 2009, 
potentially reaching an estimated 1 million households, but 
it did not pass in the Senate. It should be reconsidered, 
especially in cases where a lender does not offer to modify 
the loan to reflect prevailing home values. Citigroup and 
Bank of America initially opposed the proposal but now 
support changing the law to give federal judges the power 
to modify mortgages in bankruptcy. 

Assist Former Owners to Recover after a Foreclosure
Losing a home to foreclosure can be debilitating on many 
levels. Displacement by foreclosure can impact both own-
ers and renters. These involuntary moves can strain a fam-
ily’s finances, disrupt school relationships, and make it 
harder to remain employed. Public support is needed to 
mitigate the multiple impacts of foreclosure on displaced 
families. Many will require relocation assistance to move 
to new housing and others will need access to extensive 
social services. But every family that experiences foreclo-
sure must repair its credit histories and straighten out its 
finances. A poor credit score makes it difficult to qualify for 
new housing or get approved for a loan. Support is needed 
for communities to expand programs that provide finan-
cial education and counseling targeted at families recover-
ing from foreclosure. A recent evaluation of such a pro-
gram found that families’ credit scores were significantly 
improved through the program’s financial education and 
counseling, helping to improve their borrowing power by 
an average of more than $4,500, a level of improvement 
that can make a difference in qualifying for an affordable 
mortgage at a later date.111

Support Shared Equity Homeownership
In the aftermath of the housing crisis, alternative own-
ership models, such as shared equity homeownership, 
deserve greater support. In exchange for a public subsidy, 
families give up a portion of the home appreciation. This 
makes buying the home easier for the family and preserves 
affordability for the community over the long term. At the 

Promote Policies to Help Homeowners 
Avoid Foreclosure 
Overall foreclosure rates, and in particular foreclosure 
rates for subprime loans, have hit record levels, damaging 
not only families but whole communities. Borrowers need 
access to information to enable them to understand the 
potential for trouble while they still have the ability to refi-
nance and also to access foreclosure prevention programs.

In neighborhoods at risk of large num-

bers of foreclosures, we should promote 

“land banks” to fight foreclosure-related 

blight. Lenders should be encouraged to 

make available to community-based orga-

nizations at no or low cost homes vacated 

by borrowers who must move; the organi-

zations can resell the homes to borrowers 

who can afford them, using an affordable 

mortgage product.  

The Obama administration’s Making Home Affordable 
program was initially designed to help 3 to 4 million 
besieged homeowners through loan modifications. So 
far, it has fallen short of its goals. Despite the program’s 
failings and the difficulty in getting financial institutions 
to participate, the administration must remain commit-
ted to program goals of minimizing foreclosures. While 
many mortgage services prefer to modify existing loans to 
lower monthly payments, additional sticks are required to 
ensure that mortgage principals are lowered when appro-
priate. Additional strategies are needed as well. In neigh-
borhoods at risk of large numbers of foreclosures, we 
should promote “land banks” to fight foreclosure-related 
blight. Lenders should be encouraged to make available to 
community-based organizations at no or low cost homes 
vacated by borrowers who must move; the organizations 
can resell the homes to borrowers who can afford them, 
using an affordable mortgage product. 

Allow “Cramdowns” by Bankruptcy Judges 
to Modify Loans for Underwater Homes
Currently, consumers behind on their credit obligations 
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Ensure Access to Affordable Rental Housing
Responsible homeownership should be considered 
in the context of a national strategy for housing policy. 
This means boosting rental housing in tandem with 
homeownership and exploring alternative ownership 
strategies. As the country recovers from a debilitating 
recession, brought on in part by excesses in the hous-
ing market, it is the right moment to make sure housing 
policy includes viable alternatives to traditional forms of 
homeownership. One mechanism for ensuring support 
for affordable rental housing is to create a dedicated fed-
eral funding source that could support state and local 
housing trust funds. Established and administered at the 
local level, housing trust funds can be used flexibly to 
meet a wide range of housing needs in diverse settings. 
The number of housing trust funds has doubled in the 
last five years; currently, 38 states and more than 550 cit-
ies and counties operate funds, however they are short of 
resources. The Center for Community Change and the 
National Low-Income Housing Coalition have called for 
the establishment of a National Housing Trust Fund to 
provide communities with grants to build, rehabilitate, 
or preserve rental homes affordable to the lowest-income 
people.116 Congress created such a fund in 2008, but has 
not yet provided capital resources. The commitment of 
dedicated public revenue is needed to systematically shift 
affordable housing funding away from the annual budget 
allocation process. 

same time, the owner is placed within a community-based 
support system, such as a land trust or limited-equity 
cooperative, which can mitigate the risks of homeowner-
ship. Shared equity housing has the potential to provide 
an attractive balance of affordability, access, and the oppor-
tunity to build up home equity.112 It has been modeled in a 
number of communities across the country and could be 
replicated on a larger scale. For many lower-income fami-
lies, shared equity homeownership can offer an effective, 
resilient, and sustainable approach to asset building and 
economic security. To build on the range of local success 
stories and take shared equity homeownership to scale, a 
federal funding source should be created that can be tapped 
at the local level. These resources should be deployed to: 
increase awareness of the model among policymakers and 
stakeholders; document impact; invest in organizations 
that will manage the process; and develop a range of stan-
dardized loan products to meet the needs of shared equity 
homeownership programs.113

Shared equity housing has the potential to 

provide an attractive balance of affordabil-

ity, access, and the opportunity to build up 

home equity.  

Provide Every Recipient of Rental Housing Assistance with an Asset Account
The federal government allocated just over $31 billion in FY 2010 to provide rental assistance to more than 4 million 
poor and near-poor households.114 Another 8 million renting families spend more than half their income on rent 
and utilities. As earnings rise for families receiving assistance, so does their rent; this decreases work incentives. 
An alternative approach would build on HUD’s successful Family Self-Sufficiency (FSS) Program, which diverts 
rising rent payments into an escrow account for participants. If we provided every recipient of housing assistance 
with a Rental Assistance Asset Account, they could build up savings as they increased their earnings.115 Resources 
in the accounts could be used to invest in education or training, making a down payment on a home, or purchasing 
a vehicle to enable reaching a job site. This reform in the delivery of housing assistance would help existing 
residents transition more quickly to private-market housing and help those who remain on assistance to achieve 
higher incomes and assets so that they need lower levels of assistance. Programs would be operated by local public 
housing authorities, in coordination with other service providers who can help a family overcome barriers to work 
and self-sufficiency. By increasing the number of families able to transition to self-sufficiency, this idea could also 
free up federal resources to serve other families in need. This approach has been tested through the Family Self-
Sufficiency Program and could be taken to scale. 
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terprise developers contributes to the difficulty many self-
employed individuals face in making their small business 
dreams a reality.122 If the American dream of stable employ-
ment and creative business ventures is to flourish, federal 
policy should support new enterprise through the establish-
ment of small-dollar business grants and loans as well as a 
tax code that favors self-employment and small businesses.

If the American dream of stable employment 

and creative business ventures is to flourish, 

federal policy should support new enterprise 

through the establishment of small-dollar 

business grants and loans and a tax code that 

favors self-employment and small business.  

Policy Options

Develop a Small Business Tax Literacy Campaign 
The income tax filing process has been overlooked as an 
opportunity to foster and build new businesses. In recent 
years the IRS has conducted an outreach and educational 
campaign for personal-income tax filers designed to make 
the tax filing process easier and to encourage first-time fil-
ers to complete their returns. Free, volunteer tax prepara-
tion sites have been expanded across the country in efforts 
to streamline and simplify the filing process for low- and 
moderate-income individuals who have limited prior 
experience with federal income tax requirements. Such 
programs and outreach strategies do not exist for small 
business entrepreneurs despite the fact that many micro-
entrepreneurs are low- and moderate-income individuals 
who qualify for personal-income tax filing assistance. A 
nationwide educational campaign coordinated among the 
federal agencies responsible for managing small business 
and entrepreneurial programs could capitalize on the fed-
eral tax filing process to educate self-employed individu-
als and small business owners about tax filing regulations 
and eligibility requirements for a number of tax credits and 
refunds. Business financial literacy and tax education sem-
inars could be offered at no cost alongside tax preparation 
assistance programs for entrepreneurs meeting income 
requirements. A related educational campaign has been 
piloted by the Corporation for Enterprise Development 

Support Entrepreneurship 
and Small Businesses
Entrepreneurship is vital to the American economy. Small 
businesses—firms with fewer than 500 employees—com-
prise more than 99 percent of all U.S. firms, employ more 
than half of all private sector employees, and are respon-
sible for 87 percent of all payroll volume.117 Small business 
ownership and the opportunity to build business equity is 
a significant asset-building opportunity for many individu-
als and will be a key determinant of the national economy’s 
ability to recover from one of the worst economic reces-
sions of the past century. While there are many definitions 
for a small business, which encompass a wide range of 
business models and types, it is imperative that entrepre-
neurs have access to startup capital. 

Microenterprises are an important sub-category of small 
businesses that have the potential to promote asset build-
ing among low-income Americans. A microenterprise—a 
business typically employing fewer than five employees—
can be a productive welfare-to-work strategy for some who 
receive public assistance.118 Micro-business startups can be 
especially useful sources of income for rural individuals, 
those who need flexible work hours to care for children or 
due to disability, and as a supplement to wages earned from 
traditional employment.119 Revenue-generating micro-
businesses also bring money into local communities and 
help drive local economies.120 One community lender in 
California estimates that every dollar invested in a small 
business owner generates $2 in overall economic activity.121

Small business ownership and the opportu-

nity to build business equity is a significant 

asset-building opportunity for many indi-

viduals and will be a key determinant of the 

national economy’s ability to recover from 

one of the worst economic recessions of the 

past century.  

A substantial lack of capital for small business startups lim-
its the number of would-be self-employed and small busi-
ness owners. Federal sources of startup funding have been 
on the decline and a lack of supportive policy for microen-



the assets agenda 2011 31

nical assistance grants to micro-lenders through September 
2010. These levels of funding should be supported and 
expanded in future budget deliberations.

Create an Alternative Source of Funding for 
Small Businesses and Incentives for Saving
Individual Retirement Accounts are important savings 
vehicles for many Americans. Besides being effective 
asset-building accounts for saving toward retirement, 
IRAs are governed by regulations allowing preretirement 
penalty-free withdrawals from accounts to cover a select 
list of asset-building expenses. Approved expenditures 
include first-time homeownership and higher-education 
costs, both of which support future asset accumulation 
and retirement security. Currently, small business startup 
expenses are not approved withdrawals despite the fact 
that a small business can be a valuable source of wealth 
acquisition and support saving for retirement. Expanding 
IRA early-withdrawal regulations to include small business 
capitalization makes sense and could provide another rea-
son for individuals to save and build assets. Alternatively, 
entrepreneurs could be given the option to borrow against 
their IRA assets rather than withdrawing their savings. 
This could help mitigate concerns that individuals might 
lose their savings in risky business ventures. The Small 
Business Administration or another federal agency could 
underwrite these loans to make this type of lending more 
attractive to financial institutions. The underwriting pro-
cess could involve a thorough evaluation of proposed busi-
ness plans to discourage ill-conceived ventures from pos-
sibly depleting individuals’ hard-earned savings. Allowing 
small business entrepreneurs to borrow against their IRA 
retirement savings or use a portion of those savings to fund 
a small business startup could serve as another incentive 
for people to save and build assets and afford more indi-
viduals the opportunity to become entrepreneurs. 

(CFED) through its Self-Employment Tax Initiative; this 
project could serve as an example of the types of services 
and outreach tools that could be included in a nationwide 
small business tax literacy campaign.123

A nationwide educational campaign coordi-

nated among the federal agencies respon-

sible for managing small business and 

entrepreneurial programs could capitalize 

on the federal tax filing process to educate 

self-employed individuals and small busi-

ness owners about tax filing regulations and 

eligibility requirements for a number of tax 

credits and refunds.  

Expand and Continue Funding for 
the Microloan Program 
The Microloan Program of the Small Business 
Administration provides funding for startup and develop-
ing small businesses. Nonprofit community-based lenders 
serve as the intermediaries between would-be entrepre-
neurs and the SBA and disperse the actual loans to approved 
applicants. The program serves as a primary source of busi-
ness development capital, particularly elusive for lower-
income entrepreneurs. It provides small-dollar loans to 
persons who may otherwise be considered “unbankable” 
and therefore unable to obtain capital through traditional 
credit and lending institutions. The American Recovery 
and Reinvestment Act allows SBA to finance up to $50 mil-
lion in new lending and provides $24 million more in tech-
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personal finance topics, including the basics of transac-
tions and savings, healthy credit practices, and major asset 
decisions such as homeownership. It can also be incor-
porated into the classroom, or provided by trusted com-
munity organizations. The key is that the information and 
appropriate financial products that support good decision-
making are accessible to all Americans regardless of their 
income level or personal financial history. 

Effective financial education should be deliv-

ered through a variety of channels, particularly 

where financial products may be accessed. 

It can be integrated into the workplace and 

other channels where workers can connect 

to responsible financial service providers. 

Counseling models should incorporate a wide 

range of personal finance topics, including 

the basics of transactions and savings, healthy 

credit practices, and major asset decisions 

such as homeownership. It can also be incor-

porated into the classroom, or provided by 

trusted community organizations.  

Policy Options

Establish a Financial Services Corps
While a wide range of financial education information is 
available, there is a dearth of financial advisers and edu-
cators to help lower- and middle-income families under-
stand the complexities of the financial services sector, get 
assistance when facing financial difficulties, and plan for 
savings and investment goals. To connect these families 
with the targeted financial advice they require, a Financial 
Services Corps should be established. The corps, which 
could be made up of financial experts, planners, and 
advisers, would deliver financial advice and resources to 
lower-income individuals and families. Corps members 
would work one-on-one to help households create a plan 
to repair credit, pay off debt, and save for emergencies 
and longer-term goals such as homeownership, higher 
education, and retirement. Importantly, the delivery of 

Deliver Financial Education to 
Maximize Financial Capabilities
People often make poor financial decisions even when 
given access to accurate and fair information. Given the 
low scores on tests of personal financial know-how, many 
consider financial illiteracy to be an epidemic afflict-
ing Americans of all races, ages, and income levels.124  

Unfortunately, some groups that are already disadvan-
taged, such as the elderly, immigrants, and those with 
low incomes, are disproportionately more likely to make 
a financial mistake that impedes future asset building and 
further integration into the mainstream marketplace.125 For 
all households, a solid grounding in personal finance and a 
clear grasp of the implications of one’s financial actions are 
especially critical to establish, grow, and maintain assets. 
Personal financial counseling, however, tends to be costly 
and not widely available. Additionally, many lower-income 
communities and minority groups may be wary of the 
mainstream financial sector in part because of past exclu-
sionary or discriminatory attitudes of banking institutions 
toward certain historically disadvantaged groups.126 An 
approach targeted to those communities could go a long 
way toward reversing the trend of financial illiteracy in the 
United States.

To be sure, financial education—especially when divorced 
from a specific asset purchase—has had only limited suc-
cess in improving behavior. Much work needs to be done to 
improve the curriculum. However, we might expect addi-
tional gains by placing a greater emphasis on increasing 
each participant’s financial capabilities. This perspective 
recognizes that access and information go hand in hand. 
Basic financial education is maximized when it is linked to 
high-quality and low-cost financial services and products.

Expect additional gains by placing a greater 

emphasis on increasing each participant’s 

financial capabilities.  

This means effective financial education should be deliv-
ered through a variety of channels, particularly where 
financial products may be accessed. It can be integrated 
into the workplace and other channels where workers 
can connect to responsible financial service providers. 
Counseling models should incorporate a wide range of 
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Promote Delivery of Financial 
Planning in the Workplace
For many employees, the workplace can be an effective 
channel to deliver important financial education and ser-
vices.129 This can be especially true for moderate- and low-
income employees, who may be less inclined to seek out 
financial advice from mainstream financial institutions 
and less likely to have the financial resources to obtain 
private professional financial advice. The federal govern-
ment could provide tax incentives for employers who offer 
financial literacy seminars for all employees regardless of 
income level or provide other types of incentives to encour-
age workplace-facilitated financial planning beyond retire-
ment savings. Alternatively, employers could partner with 
financial institutions to offer professional financial plan-
ning seminars in the workplace in exchange for the oppor-
tunity to increase their client base. Employees of all income 
levels have a variety of financial planning and savings needs 
and employers who provide opportunities for employees to 
access accredited professional planning services could do 
so to meet anti-discrimination standards in employee ben-
efit packages. Research suggests that employees with low 
levels of financial stress are more productive, which should 
justify the greater involvement of employers in delivering 
access to financial planning materials.130

For many employees, the workplace can be 

an effective channel to deliver important 

financial education and services. This can be 

especially true for moderate- and low-income 

employees, who may be less inclined to seek 

out financial advice from mainstream finan-

cial institutions and less likely to have the 

financial resources to obtain private profes-

sional financial advice.  

Incorporate Financial Counseling and 
Planning into Debt Relief Plans
As high rates of unemployment and underemployment 
continue to affect the country, the number of complaints 
states have received about debt settlement companies has 
skyrocketed. A telling sign of the times, this industry has 

these services must be separate from the selling of other 
services, so there is no incentive for the providers to steer 
clients into inappropriate products. This is one of the 
problems that must be overcome in the financial advice 
world. To help offset some of the costs associated with 
training personnel and advising individuals, a tax credit 
could be awarded to financial planning and education 
providers. A second option would be to issue vouchers 
directly to families who could seek out financial coun-
sel. The federal government could partner with states to 
develop these types of incentive structures and strong reg-
ulatory guidelines to ensure that families receive sound, 
applicable advice from trained professionals. Finally, a 
grants program run by the Treasury Department could 
be developed for community-based organizations to hire 
and train financial counselors to serve their clients.127  

Encourage Completion of a Financial Education 
Course for High School Graduation
To ensure that all children become educated in the basics 
of personal finance, states should require that the subject 
of personal finance be integrated into high school core 
curriculum. As of 2007, only seven states required that 
students complete a financial education course before 
high school graduation, and an additional nine states 
required that high schools offer a personal financial 
education course as an elective available to interested 
students.128  Further opportunities should be pursued to 
integrate this material into existing grades K-8 materi-
als. The Office of Financial Literacy, housed in the newly 
created Consumer Financial Protection Bureau, should 
work to develop a set of national standards that contains 
age-appropriate personal finance lessons for students of 
all grade levels. Some material already exists, such as that 
used by organizations like the Jump$tart Coalition, but 
it needs to be assessed to see if it can serve as a model 
for a national financial education curriculum. Teachers, 
however, should not bear the burden of providing finan-
cial education to their students without first participating 
in financial education courses themselves. Teachers at all 
grade levels should receive personal financial manage-
ment training and should be taught how to integrate per-
sonal financial management concepts into material they 
already teach in their classrooms. Additionally, a program 
like the proposed Financial Services Corps could employ 
its volunteer financial professionals in classroom instruc-
tion and/or personal financial management education 
for teachers. 
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fied work activity that meets TANF work requirements. 
Current federal requirements allow job readiness train-
ing and community service hours to be considered work 
activities, and some states consider personal development 
skills training as work activities. Approving financial liter-
acy training as an acceptable work activity would promote 
sound financial management and asset building for TANF 
recipients working toward self-sufficiency and control of 
their financial well-being. Some states also fund Individual 
Development Accounts (IDAs) for TANF recipients; finan-
cial literacy education could be offered in conjunction with 
IDA management seminars for recipients who chose to 
participate in an IDA program. Linking personal savings 
accounts with financial training would provide real-world 
examples of basic financial principles and allow TANF 
recipients to gain hands-on experience managing their 
financial resources.

Approving financial literacy training as an 

acceptable work activity would promote sound 

financial management and asset building for 

TANF recipients working toward self-suffi-

ciency and control of their financial well-being.  

Finanical Coaching Innovators: The Financial Clinic
The Financial Clinic, a nonprofit financial development 
organization based in New York City, helps working poor 
families caught in the wage gap—those “too rich” for pub-
lic assistance but “too poor” to be self-sufficient—achieve 
financial stability by providing legal support and financial 
counseling. The Financial Clinic’s mission is to improve 
low-income people’s economic security by helping them 
make ends meet. It also works to achieve economic jus-
tice for communities disenfranchised by policies and 
practices that hinder financial stability and growth. The 
group’s innovative financial coaching model educates 
and empowers consumers to craft personal financial 
action plans for long-term economic health. Clients of 
the Financial Clinic receive one-on-one coaching sessions 
with qualified financial educators whose role is that of 
instructor and coach helping low-income clients develop 
effective strategies for eliminating debt and building real 
financial security through savings and effective money 
management techniques. 

generated the most complaints to the Better Business 
Bureau since 2007.131 Government at all levels needs to 
reach out to consumers to help them distinguish between 
for-profit debt settlement (or relief) companies that prom-
ise to reduce consumers’ debt while often doing no more 
than charging high fees to consolidate debt and the more 
worthwhile nonprofit agencies that provide financial plan-
ning and credit counseling services in conjunction with 
debt reduction.132 These for-profit companies often dis-
parage debt counseling and counsel against bankruptcy 
even when this may be in a customer’s best interest.133 

Customers frequently end up worse off after having paid 
thousands of dollars in fees without reducing a fraction 
of their debt burdens, while further damaging their credit 
ratings in the process.134 Consumers need access to trans-
parent debt management and financial counseling services 
that clearly outline their services using language consum-
ers can understand and that employ techniques that do not 
take advantage of desperate American families seeking to 
salvage their financial futures. 

The new Consumer Financial Protection Bureau should 
actively regulate this for-profit industry. Fee limits for debt 
relief services can be established at both the state and fed-
eral level.135 Debt relief companies should be subject to 
licensing requirements; such regulations have been estab-
lished in both Kansas and Virginia.136 All debt relief agen-
cies, whether for-profit or nonprofit, should be required to 
provide consumers with high-quality financial counseling 
and planning services as a part of their debt relief program. 
These services will help consumers develop healthier 
financial habits to get out of debt and build savings. Debt 
settlement companies could also be required to save a per-
centage of clients’ fees in a savings account established in 
the client’s name to encourage households to save for the 
future rather than rely on credit. 

Approve Financial Literacy Training as 
Acceptable TANF Work Activities 
The ability to effectively manage finances is an essential 
component of self-sufficiency. States should ensure that 
public assistance recipients receive appropriate levels of 
financial education and should promote financial literacy 
and coaching as effective tools to help families estab-
lish healthy financial practices. One potentially effective 
way to promote financial education for recipients of fed-
eral Temporary Aid to Needy Families (TANF) would be 
to accept financial education class attendance as a quali-
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faces. Policymakers focused on international development 
issues should begin to think more creatively about how 
to link poor households in developing countries to asset-
building opportunities and financial services. 

The perpetuation of poverty from one genera-

tion to the next is one of the most serious and 

pervasive problems our global society faces.  

To do this in the field of global development requires that 
we take a holistic view of asset development, one which 
considers the household within a larger network of social 
and economic webs. A global asset-building strategy 
should analyze these webs and develop approaches that 
link to livelihoods and enterprise development, financial 
literacy, and access to education. Multi-disciplinary teams 
are needed to ensure projects are effectively implemented 
in ways that are responsive to varying local contexts.

There are many reasons for U.S. policymakers to support 
asset-building strategies and policies in developing coun-
tries, including demonstrating America’s commitment 
to global poverty reduction; serving humanitarian goals; 
promoting stability in countries and regions important to 
national security; and even satisfying immigrant constitu-
ents and nurturing new markets for American goods and 
services. Yet it is important to consider foreign assistance 
not only as a diplomatic or security tool but as a means 
of  generating development for its own sake, in ways that 
advance financial inclusion and social development. If 
families are to be able to save and build up their asset base, 
policymakers should explore a range of options to promote 
a global asset-building agenda.

Policy Options

Invest in Gender and Assets
It is now widely shown that investment in women’s skills, 
education, rights, and productivity leads to the economic 
advancement of their entire families.137 Women farmers 
and workers need access to savings and credit, as well 
as access to markets for their goods and services. Recent 
research has demonstrated that savings and financial 
literacy provides young women with not only livelihood 

Advance Asset Building Worldwide
The asset building framework has a valuable role to play 
in addressing issues of social development in a global 
context. Just like in the United States, in order to encour-
age all individuals to realize their full capabilities, people 
have to be able to accumulate assets. Promoting economic 
development and ensuring access to asset-building oppor-
tunities for the poor across the globe will enable them to 
be equal participants in a global economy in which we are 
all now stakeholders. In the U.S. context, we often think 
of assets as tangible resources, such as accounts, homes, 
or investment which can be leveraged for other purposes; 
in the global development context, what constitutes a pro-
ductive asset can be more expansive, including resources 
such as a plough, a cow, or even mobile phone minutes. 
The key is to create and enable strategies that help deploy 
these resources in ways that create opportunities for eco-
nomic empowerment and social development. For some, 
this may mean access to entrepreneurial opportunities; 
for others, it is to access education that can pay off down 
the line. 

Promoting economic development and ensur-

ing access to asset-building opportunities for 

the poor across the globe will enable them to 

be equal participants in a global economy in 

which we are all now stakeholders.  

The global microfinance movement has confirmed that in 
developing countries, just as in the United States, access 
to effective, formal financial services and asset-building 
opportunities is essential for spurring wealth accumu-
lation. Hundreds of millions of poor individuals around 
the world lack the means to provide themselves or their 
families with sufficient food, shelter, and medical care. For 
instance, in the United States it is difficult for children in 
impoverished families to thrive in school; in developing 
countries it would be difficult for these same children to 
attend school at all.  Indeed, the global poor face similar 
yet graver challenges to moving on to jobs that will allow 
them to accumulate enough financial assets to move out of 
poverty and sustainably into the middle class.  The perpet-
uation of poverty from one generation to the next is one of 
the most serious and pervasive problems our global society 
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these institutions are often, the only existing infrastructure 
that provides services to the poor.

The use of savings-linked cash transfers help 

to ensure assistance gets directly into the 

hands of intended beneficiaries without hav-

ing to be processed by an intermediary.  This 

supports financial inclusion in addition to 

achieving other specified goals, which may 

be related to health or education.

Use Technology to Promote Financial Inclusion
Today, technology can play a vital role in strengthening 
the social safety net through the delivery of development 
assistance through government to people (G2P) payments. 
The wide range of G2P payment flows offers numerous 
opportunities to achieve multiple development goals. For 
example, when Brazil transitioned from paper benefits 
to electronic benefit cards, the government experienced a 
seven-fold decrease in operating costs, and they also found 
that this technology platform had the potential to bank mil-
lions of previously unbanked poor, who can be connected 
to financial institutions for the first time.141 Using these 
electronic cards increased the cash that ultimately got into 
the hands of intended recipients. Similarly, the promise of 
mobile banking lies with its expansive reach to previously 
inaccessible populations and reduced operating costs for 
financial institutions.142 It is an approach that overcomes 
physical access barriers that the poor face in rural areas 
when the nearest bank branch may be miles away and reli-
able transportation is unavailable and expensive. The U.S. 
government should support investments that enable the 
applications of new technologies to create asset-building 
opportunities for the poor, including m-banking infra-
structure and supportive regulatory environments. 

Use Foreign Assistance to Spur Local Growth
If US foreign assistance is to be effective, it is necessary to 
invest in bottom-up approaches to economic development 
that spur economic growth at the local level and directly 
benefit the poor. Providing banking and savings services, 
especially in remote rural areas, can promote financial liter-
acy for low-income community members and spark devel-

opportunities but also increases their self-confidence and 
reduces their vulnerability to HIV/AIDS and domestic 
violence.138 Pilot research projects in Uganda and Kenya 
have shown that savings accounts for adolescent girls 
improve their outlook for their own futures and influence 
positive social behavior.139 Economic empowerment of 
women often leads them to participate in local govern-
ments and enables them to influence change in their 
society and acquire more legal rights.

Economic empowerment of women often 

leads them to participate in local govern-

ments and enables them to influence change 

in their society and acquire more legal rights.  

Make Development More Effective in 
Post-War and Post-Disaster Zones
As part of the reconstruction of Afghanistan and Iraq, the 
big question remains: how can resources be transferred 
directly to local citizens and provide them with ownership 
of development assistance programs? Conditional Cash 
Transfer (CCTs) programs, which provide assistance that 
is contingent on prescribed behaviors, pose an interest-
ing model. CCT programs as a social protection tool are 
proliferating around the world, though predominantly in 
Latin America, with programs in over 30 countries. More 
recently, countries such as Peru and Colombia have started 
experimenting with linking CCT programs to financial 
inclusion and assets-building opportunities. The use of 
savings-linked cash transfers helps to ensure assistance 
gets directly into the hands of intended beneficiaries with-
out having to be processed by an intermediary.140 This sup-
ports financial inclusion in addition to achieving other 
specified goals, which may be related to health or educa-
tion. In other cases, intermediaries can be used that are 
committed to distributing resources. During the aftermath 
of Haiti’s January 2010 earthquake, the US Government 
facilitated a $2 million cash transfer to Fonkoze, the larg-
est microfinance institution operating in the country. A 
representative of the State Department said that this was 
the most effective way of reaching the most vulnerable 
populations in Haiti, especially in such a time of disaster. 
Investment in microfinance institutions, such as Fonkoze, 
can yield many returns at the time of an emergency as 
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focus on enhancing human capacity, education, health, 
and social services. Recently, a privately-funded effort, 
called YouthSave, has been launched to explore the poten-
tial of children’s accounts in meeting these objectives.143  

The U.S. government should support research and initia-
tives regarding CDAs as part of its global foreign assis-
tance strategy. 

Encourage More Effective Use of Remittances
Federal policymakers should support strategies that lead 
to more effective uses of remittance transfers at home and 
abroad. Because of the lack of access to effective banking 
services, the vast majority of remittances are transacted 
through expensive wire transfer services, such as Western 
Union, or even more informal, unsecure methods. Thus, 
an opportunity to link senders and recipients to the for-
mal financial system is being missed and potentially large 
sums of scarce resources wasted. U.S. policies should 
be aimed at promoting low-cost ways to remit money to 
our neighbors in the Western Hemisphere. For example, 
remitting funds by mobile phone has the potential to obvi-
ate the need for brick-and-mortar banks. Through the 
newly-minted Consumer Financial Protection Bureau, 
the federal government should work with governments 
of recipient countries and the private sector (including 
banks and mobile phone operators) at home and abroad 
to introduce a regulatory framework to facilitate the safe 
remittance of funds by mobile phones. On the receiving 
end, the United States could engage in capacity building or 
public-private partnerships to encourage an environment 
in recipient countries in which remitted funds are used for 
asset-building purposes, such as savings, mortgage pay-
ments, or other investments. 

opment of businesses, entrepreneurship, assets and access 
to financial services. Policymakers should develop foreign 
aid policy that invests in people themselves and views indi-
viduals and communities as participants in growth rather 
than recipients of charity. Such socially responsible poli-
cies have the potential to promote sustainable economic 
development in some of the world’s poorest countries.

Policymakers should develop foreign aid 

policy that invests in people themselves and 

views individuals and communities as par-

ticipants in growth rather than recipients 

of charity. Such socially responsible poli-

cies have the potential to promote sustain-

able economic development in some of the 

world’s poorest countries.  

Support Child Development Accounts to 
Promote Economic and Health Improvements
Owning financial assets can reduce the problems associ-
ated with income volatility but also encourage longer-term 
planning that may mitigate the risk of future poverty. A 
promising means of facilitating asset ownership abroad is 
the establishment of Child Development Accounts (CDAs), 
which have the potential to be effective in reducing pov-
erty, increasing access to financial services, and improving 
some health outcomes. Such accounts offer a potentially 
powerful tool for meeting strategic development goals that 
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