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The pattern was reversed in African American households. In this case, the
median net worth for all African American households grew by 49% between
2004 and 2006, but households with children experienced only an 8% increase
in wealth. While the gap between African American and white households
narrowed slightly between 2004 and 2006 (from 8 cents on the dollar in 2004
to 10 cents on the dollar in 2006), the gap actually grew between African
American and white households with children (from 7 cents on the dollar in
2004 to 6 cents on the dollar in 2006).

Looking at households by income composition, we see that the bottom 40% of
households (those making less than $39,600) lost wealth between 2004 and 2006,
whether or not they had children. The greatest loss of wealth, however, was
experienced by households with children in the lowest income quintile, who
experienced a 27% decrease in median net worth. In 2004, the poorest 20% of
households with children owned 1 cent for every $1 owned by the richest 20% of
households with children, but by 2006, they only had 0.5 cents (half of a penny).

POLICY RECOMMENDATIONS

To expand financial security and economic opportunity for families and children,
especially during turbulent economic times, federal, state and local governments
should promote and adopt policies to increase the financial assets and incomes
of families. The types of policies we recommend fall into four main categories:

1. Boosting the Incomes of Families with Children

2. Encouraging and Incenting Savings

3. Eliminating Disincentives to Save

4. Promoting Safe and Affordable Financial Services

CHART 3: PERCENT CHANGE IN MEDIAN NET WORTH, TOTAL HOUSEHOLDS AND HOUSEHOLDS
WITH CHILDREN, 2004-2006
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1. Boosting the Incomes of Families with Children

Federal, state and local governments should enact policies that boost incomes of
low-income families, especially those with children. Increasing and stabilizing
income allows families not only to consistently meet their basic needs, but also
to build up a cushion for short-term financial emergencies and begin saving

for longer-term needs such as college, homeownership and retirement. There
are a range of policies at all levels of government that boost family income,
including the Earned Income Tax Credit, the Child Tax Credit, minimum wage
and unemployment insurance. These policies enable parents to fully participate
in the workforce and earn adequate income to support their families, weather
economic shocks and save for the future. One of CFED’s main policy priorities
at the federal, state and local levels is to expand or enact Earned Income Tax
Credits (EITCs).

Earned Income Tax Credit

The EITC supplements the earnings of lower-income workers by reducing
their tax burden. When the EITC is greater than the amount of taxes owed, the
taxpayer receives a refund.

The vast majority of taxpayers receiving the federal EITC are families with
children, and the impact on their financial security is substantial. The Center
on Budget and Policy Priorities estimates that in tax year 2009, the federal EITC
raised 6.6 million people out of poverty, including 3.3 million children. Without
the credit, the poverty rate among children would have been nearly one-third
higher. Indeed, the federal EITC is responsible for lifting more children out of
poverty than any other program.’

State and local EITCs can build on the federal credit to increase its impact. As
of 2009, 24 states and at least three local governments had enacted their own
EITCs. Other states and localities should enact EITCs and tailor the credit to
their communities” needs with regard to such issues as the amount of the credit,
who receives it, and whether it will be refundable.

To ensure that millions of eligible families do not miss out on the EITC each
year, governments at all levels should support EITC awareness campaigns that
help to promote the credit, and expand Volunteer Income Tax Assistance sites
and free tax preparation services for low-income families. These tax sites not
only help eligible families claim the EITC and avoid high tax preparation fees,
but can also help connect tax filers with savings and investment opportunities,
such as opening a bank account or using their tax return to buy a savings bond
for themselves or their children.

2. Encouraging and Incenting Savings

Savings not only provide a personal safety net that help families weather
economic shocks; they also enable investments in appreciating assets, like a
home, a business, an education or securities. Governments at all levels can
facilitative savings by promoting structures that make saving easier or more
automatic for families. This includes embedding savings opportunities in a
variety of interactions, such as the social services delivery system or at tax
time or through payroll deductions facilitated by employers. Recent federal

9 Center on Budget and Policy Priorities.
(2009). Policy Basics: The Earned

Income Tax Credit. Washington, DC: innovations have clarified the rules for automatic enrollment into employer-
Center on Budget and Policy Priorities. ided reti t 1 d . tt t . b 11 . t
Retrieved May 5, 2010 from hetps/ provided retirement plans, made saving at tax time easier by allowing tax
www.cbpp.org/cms/?fa=view&id=2505 filers to direct their tax refunds directly into up to three accounts, and making
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it possible to buy savings bonds on tax returns. The underutilized federal
Saver’s Credit should be reformed so that it fulfills its intent and potential to
enable millions of Americans to receive an additional incentive to build their
savings for retirement as well as penalty-free educational and homeownership
uses. CFED'’s policy priorities for federal, state and local governments include
supporting creation of Children’s Savings Accounts (CSAs) and expansion of
Individual Development Accounts (IDAs).

Children’s Savings Accounts

More than one-third of the four million American children born each year — and
more than half of minority children — are born into families with negligible
savings. Incentivized savings accounts for children are one strategy to address
this challenge. CSAs (also known as Children’s Development Accounts) are
typically seeded with an initial deposit and built by contributions from family,
friends and the children themselves. Accounts may also be augmented by
savings matches and/or other incentives, and gain personal meaning as young
accountholders and their families engage in age-appropriate financial education.

Federally, Congress has already proposed a variety of children’s savings
initiatives in various forms — from universal policy aimed at a broad range of
uses to proposals targeted toward education or retirement savings. Though
there has been bipartisan interest in and support for a number of these bills,
none has yet become law. Congress should enact policies to create progressive,
universal savings accounts for every child at birth.

While no universal state children’s savings policy has been enacted to date,
legislation has been introduced in two states that would create CSAs for all
newborns born in that state. One existing form of CSAs at the state level is a
matched 529 college savings account. Several states match the savings of or
provide tax credits to participants in their 529 college savings plans. More states
should enact similar programs. At the local level, a number of municipal leaders
are launching or considering matched savings programs for children with a
focus on college success. And across the country, strides have also been made
with experimental initiatives supported by nongovernmental funding.

Individual Development Accounts

IDAs are a proven strategy to help low- and moderate-income people save and
build assets. IDAs match the deposits of low- and moderate-income savers,
provided that they participate in financial education and use the savings for
targeted purposes — most commonly postsecondary education, homeownership
or capitalizing a small business. Most IDA accountholders are parents, and
research demonstrates that these accounts make families more financially secure.
Over the last decade, a blend of federal, state, local and private funding has
matched low-income people’s savings in more than 85,000 IDAs across the
country. Still, millions more families would be eligible for and could benefit
from IDAs if adequate resources were available.

The federal government is the largest funder of IDAs. Federal support for IDAs
and other matched savings programs should be continued, and expanded

in the following ways to include more eligible families: the federal Assets

for Independence (AFI) program should be reauthorized and expanded; the
Savings for Working Families Act should be enacted; IDA programs at USDA,
HHS and other federal agencies should be funded.




While a number of states currently provide financial support for IDA programs
or have done so in the past, many state IDA programs have recently fallen victim
to budget cuts. Now more than ever, states and localities should preserve asset-
building opportunities for vulnerable families by protecting IDA programs. In
addition, state and local funding for IDAs can leverage federal AFI funding by
creating or expanding their own government-funded IDA programs.

3. Eliminating Disincentives to Save

Many public benefit programs — such as cash welfare and Medicaid — limit
eligibility to those with few or no assets. If families have assets exceeding the set
limit — often just $2,000 — they must “spend down” longer-term savings in order
to receive what is often short-term public assistance. Personal savings and assets
are precisely the kinds of resources that allow children and families to move

off of public benefit programs in the long run. Yet, asset limits penalize families
receiving public benefits who want to save for a brighter future.

Though there have been federal efforts to remove asset limits from all public
assistance programs or to increase them across the board, a uniform increase
across programs has yet to be enacted. Nevertheless, incremental progress has
been made in some programs, for example exempting Individual Retirement
Accounts and tax-preferred college savings accounts in the Supplemental
Nutrition Assistance Program (SNAP, formerly the Food Stamp program).
Other efforts to reform asset limits set at the federal level in specific programs,
such as the Supplemental Security Income program, have received bipartisan
support at the federal level.

States have discretion in setting or eliminating asset limits for cash welfare

(i.e., Temporary Assistance for Needy Families, or TANF), Medicaid and SNAP.
On the state level, more progress has been made, but much work still remains to
be done.

Federal and state policies should eliminate these disincentives to save. At

a minimum, policies should increase caps to mitigate the asset-building
disincentive and exempt all varieties of savings accounts targeted toward asset-
building purposes, including IDAs, college accounts such as Coverdells and
529s, and retirement accounts such as IRAs, 401(k)s and 403(b)s.

4. Promoting Safe and Affordable Financial Services

Federal, state and local governments should enact policies that protect families’
income and assets from unscrupulous and predatory financial products,
services and institutions. Predatory lending practices, high cost loans and
expensive financial services can all work to erode savings and investments.
While working to expand consumer protections or outright ban predatory
practices, governments also should support efforts to increase access to
affordable and safe alternative financial products for families.

Payday Lending Protections
Predatory payday lending refers to the practice of repeatedly making small,
short-term loans at annual interest rates averaging about 400%, trapping

10 King, U., Parrish, L. & Tanik, O. (2006). borrowers in a crushing cycle of debt. These loans are referred to as “payday
Financial Quicksand: Payday Lending loans” because they are marketed to cash-strapped borrowers as a way to cover
Sinks Borrowers in Debt with $4.2 . A
Billion in Predatory Fees Every Year. expenses until their next paycheck.

Durham, NC: Center for Responsible
Lending.
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Payday lending’s exorbitant interest rates and fees (a typical borrower pays
back $793 for a $325 loan") strip already vulnerable families of the modest
assets they have. These are often the very families that can least afford it —
young families with children, already struggling to make ends meet. The Center
for Responsible Lending estimates that 60 percent of payday borrowers have
children under 18, and as many as one in three earn less than $25,000 a year."

By far the most important strategy for curbing payday lending is banning these
loans outright, or effectively banning them by imposing interest rate caps of
36% Annual Percentage Rate (APR) or less. The federal government has not
imposed a national APR cap, but the military and a handful of states have done
so. Cities can also impose limitations on payday lending by raising licensing
fees or placing moratoriums on new licenses, or by utilizing zoning laws that
restrict or prevent payday lenders from expanding into new locations. Cities
and states should adopt these strategies and help families avoid predatory
payday loans in the first place by promoting alternative, safer small-dollar loan
products and adopting policies that encourage low- and moderate-income
families to save.

Offering User-Friendly Financial Services

Economic inclusion begins with a banking relationship. Yet more than one out
of every four American households are unbanked or underbanked, and the
more children a household has, the less likely they are to be banked.'? Instead,
these families must turn to high-cost alternative financial service providers for
everything from check cashing to money orders to short-term loans.

In response, a growing number of cities and states are launching “Bank On”
initiatives, in which the public sector collaborates with financial institutions
and community-based organizations to offer residents access to basic, low-

cost financial services, including “entry-level” starter bank accounts. Bank On
initiatives often offer families a free or low-cost checking account; “second-
chance” banking opportunities for those who have been turned down in the
past due to bad credit or other issues; protection from overdraft and/or other
bank fees; financial education; and connections to other local asset-building and
public benefit programs.

States and localities should encourage and expand these efforts to bring
accessible, user-friendly financial products and services to families that lack
connections to the financial mainstream. In addition, the federal government
should support the efforts of cities and states to expand financial access and
financial capability among residents.

CONCLUSION

This Special Report documents the degree to which many households with

children, and particularly those that are poor, minority, and female-headed, I |23Ki"g' U-and L. Parrish. (2010, April
o R . o . K . ). Center for Responsible Lending.

are living lives of extreme financial instability. They lack the basic savings and Personal communication.

financial reserves that are essential to coping with crisis and to providing their

children with both the means and the mindset to stretch for a brighter economic
12 Berry, C. (2004).To Bank or Not

future. In order to ensure the future success of our children and our economy, we to Bank? A Survey of Low-Income

need to promote and adopt policies to increase the financial assets and income of Households. (Joint Center for Housing
o1 . . . Studies Working Paper BABC 04-3)

families. We want children to get a good start on life — for their sake and ours. Cambridge, MA: Harvard Universicy.




TABLE Al: MEDIAN NET WORTH OF HOUSEHOLDS, IN THE UNITED STATES, 2006 AND 2004

2006 2004 (in 2006 dollars)

Households with Children Total Households Households with Children Total Households
All Households 62,473 103,220 46,136 16,862
White 103,220 47,376 77,674 -
African American 5,740 - 5,315 -
Latino 16,862 99,053 10,749 20,145
Nonwhite 16,588 65,145 10,255 -
Male-Headed 86,729 307,163 71,451 57,508
Female-Headed 45,675 89,796 21,985 -
Ist Income Quintile 1,398 204,683 1,921 -
2nd Income Quintile 5,845 - 5,868 -
3rd Income Quintile 30,388 - 20,927 -
4th Income Quintile 94,347 105,350 68,231 13,388
5th Income Quintile 274,193 70,403 193,753 -

Source: Survey of Income and Program Participation. (2004 Panel,Wave 6 and 2001 Panel,Wave 9).Washington, DC: U.S. Department of Commerce, Census Bureau. Calculations
by Beacon Economics. Adjusted for inflation using the CPI-U (Consumer Price Index for All Urban Consumers).

TABLE A2: PERCENT OF HOUSEHOLDS IN ASSET POVERTY, IN UNITED STATES, 2006

et Total Households

Children
All Households 27.3% 22.5%
White 18.8% 16.4%
African American 49.0% 41.7%
Latino 39.4% 37.4%
Nonwhite 40.6% 37.2%
Male-Headed 21.0% 20.2%
Female-Headed 31.8% 24.1%

Source: Survey of Income and Program Participation. (2004 Panel,Wave 6).Washington, DC: U.S. Department of Commerce, Census Bureau. Calculations by Beacon Economics.

TABLE A3: PERCENT OF HOUSEHOLDS IN EXTREME ASSET POVERTY (HOUSEHOLDS WITH ZERO OR
NEGATIVE NET WORTH) IN THE UNITED STATES, 2006

Gl s L) Total Households

Children
All Households 16.6% 14.3%
White 11.8% 10.4%
African American 32.1% 28.0%
Latino 21.1% 22.5%
Nonwhite 24.0% 23.8%
Male-Headed 11.8% 12.7%
Female-Headed 20.0% 15.6%
Ist Income Quintile 37.3% 27.7%
2nd Income Quintile 26.0% 18.9%
3rd Income Quintile 18.5% 13.4%
4th Income Quintile 10.4% 8.9%
5th Income Quintile 3.8% 3.7%

Source: Survey of Income and Program Participation. (2004 Panel,Wave 6).Washington, DC: U.S. Department of Commerce, Census Bureau. Calculations by Beacon Economics.
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ABOUT CFED

CFED (Corporation for Enterprise Development) expands economic opportunity by
helping Americans start and grow businesses, go to college, own a home, and save
for their children’s and own economic futures. We identify promising ideas, test and
refine them in communities to find out what works, craft policies and products to
help good ideas reach scale, and develop partnerships to promote lasting change.
We bring together community practice, public policy and private markets in new
and effective ways to achieve greater economic impact.
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