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BUILDING ASSETS FOR
LOW-INCOME FAMILIES

THURSDAY, APRIL 28, 2005

U.S. SENATE,
COMMITTEE ON FINANCE,
SUBCOMMITTEE ON SOCIAL SECURITY & FAMILY PoLicy,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:37 a.m., in
room SD—628, Dirksen Senate Office Building, Hon. Rick Santorum
(chairman of the subcommittee) presiding.

Also present: Senators Bunning, Conrad, and Lincoln.

OPENING STATEMENT OF HON. RICK SANTORUM, A U.S. SEN-
ATOR FROM PENNSYLVANIA, CHAIRMAN, SUBCOMMITTEE
ON SOCIAL SECURITY AND FAMILY POLICY

Senator SANTORUM. Good morning. Let me thank all of those
who are here this morning, particularly those who are going to be
testifying before the committee this morning, for being here.

I have a rather lengthy statement which I will put in the record,
without objection. Since I am the only one here—oh, I am sorry.
You snuck up on me, there. Thank you, Senator Lincoln. You are
not objecting though, are you?

Senator LINCOLN. No.

Senator SANTORUM. Good. [Laughter.] Well, thank you for being
here.

[The prepared statement of Senator Santorum appears in the ap-
pendix. |

Senator SANTORUM. This is a hearing that I have actually been
looking forward to doing for quite some time on an issue that I am
excited about, because it is an issue that, in what seems to be an
increasingly partisan atmosphere, has very strong and deep bipar-
tisan support.

It is an issue of how we can work to bridge the wealth gap in
America, how we can work together to create opportunities for
ownership for lower-income individuals so they will have the ability
to be able to climb the economic ladder, whether it is through fi-
nancial literacy, by having savings accounts, or small business, or
a home, or other financial assets in which they can become edu-
cated as to, again, moving up that economic ladder, or whether it
is the opportunity of just having that security to know that you
have a nest egg that you can fall back on, that you have other op-
tions available to you, that you are not just one paycheck away
from a life-changing experience for the worse.

o))
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All of those things are important elements of a policy that I
think the government has a role to play in, to create financial as-
sets for lower-income individuals, to give them that security, to
give them that literacy, to give them that opportunity to improve
their lot in life and to move up the economic ladder of success.

So I am pleased. Senator Conrad and I are members of a bi-
cameral, bipartisan caucus that is focused on asset accumulation
and bridging the wealth gap. There are ideas that have been put
out there.

Senator Lieberman and I, yesterday, introduced the Individual
Development Accounts bill, which I said yesterday, I hope that it
is the last time—it is probably the fourth time that we have intro-
duced this legislation—we have to introduce this legislation, be-
cause that would mean it will have passed. We have come close
many times, but we have not been able to get it done. But with the
fact that the President has IDAs in his budget and that we have
strong bipartisan support this year, maybe this is something that
we can actually accomplish in this session of Congress.

Senator Corzine and I have introduced a piece of legislation
called the KIDS Accounts as part of the ASPIRE Act. Again, it has
bipartisan, bicameral support and is vitally important as a tool to
help younger people. In fact, it is a proposal that provides a
matched savings account for every child born in America.

So, every child will have the opportunity to have something of
their own, something that they can build on, something that can
realize the miracle of compound interest and investment over time,
all of those things which are right now, simply, and unfortunately,
not available to many children in our society. So, there are lots of
ideas out there.

We want to hear today from those who are participating in pro-
grams either at a State level or through private philanthropy that
are employing the ideas that I just spoke about, and other ideas,
to try to help change the dynamic for lower-income individuals in
our society.

So, I want to thank Chairman Grassley and Ranking Member
Baucus for allowing this hearing to take place. This is something
that is near and dear to my heart, and I know it is to Senator
Conrad and to Senator Lincoln.

I thank you for being here, and I know this is also important for
you, as someone who has worked hard on the CARE Act, on the
charitable giving bill, which is another part of this program.

I certainly appreciate your attendance and your support of these
efforts. I will now recognize you, if you would like to make an open-
ing statement.

OPENING STATEMENT OF HON. BLANCHE LINCOLN,
A U.S. SENATOR FROM ARKANSAS

Senator LINCOLN. Well, thank you, Mr. Chairman. Certainly, we
appreciate you bringing us together to discuss building assets for
low-income families.

We all know that increasing personal savings and assets is criti-
cally important to our country, but it is enormously important to
putting people on a path away from poverty and towards financial
independence. That is why encouraging personal savings has been
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one of my key objectives throughout our discussion on Social Secu-
rity, as well as many of our other debates.

Being able to give low-income working families the ability to take
care of their children puts value in their families through the hard-
earned dollars that they work for. I worked very hard on the
refundability of the Child Tax Credit, and some other means with
which to try to allow families to be able to do all of what they want
to do on behalf of their families and to have the resources to do
that.

I think that is really critically important. I know that from my
own personal experience and upbringing, I am truly my grand-
father’s child, who was enormously alarmed about unusual
amounts of debt. My grandfather pretty much put the fear of God
in me about that.

I have certainly some great concerns about the historic debt that
we are finding ourselves in, but also enormously alarmed with the
fact that the United States has the lowest national savings rate of
any industrialized nation. It clearly points to much of our societal
changes that we currently have the lowest savings rate, one of the
greatest nations, certainly in the history of the world.

But more and more, Americans find themselves facing financial
commitments that impair their abilities to save, whether it is the
fact that their wages have been stagnant for well over 7 years and
they do not have that expendable income to set aside, whether it
is that the cost of raising their families and providing for their fam-
ilies has increased without the increase in wages, has been a real
issue.

But we desperately need to change. I appreciate the Chairman’s
comments about financial literacy, which is absolutely essential. If
we do not begin to teach our children at a younger age the respon-
sibility of balancing checkbooks and understanding what savings
can mean to them, understanding what borrowing means and what
kind of interest they can gain on an account that they start, re-
gardless of what small amount they may put into it, but making
sure that they understand financial literacy and the repercussions
and consequences it has for them for the rest of their lives.

So we have an awful lot, I think, there that we can really move
forward on. I hope, with the leadership of many in Congress, we
will.

Just a couple of specifics. I am looking forward to exploring many
of those options today, and I apologize, Mr. Chairman, that I will
not be able to stay with you for the entire hearing. But the Indi-
vidual Development Accounts are something that we have seen,
particularly in a State where we are disproportionately low-income,
which are assisted accounts that help low-income individuals save
for a variety of things: business start-up, first-time home purchase
or higher-education expenses.

One of the things I worked hard on before was the private mort-
gage insurance deduction, deductibility for home ownership and
trying to ensure that we can provide all of the tools that individ-
uals need for home ownership, which we know is a forced savings
and an important way to provide individuals to save and to build
equity.
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Additionally, the saver’s credit, which was created in the 2001
tax law, has encouraged savings among low- to moderate-income
individuals. It is a good tool, and I hope that we will look for ways
to build on the successes of both of these so that we can benefit
even more people in the future.

The last thing that I was kind of interested in bringing up, and
I hope we will hear from our panelists, is the Saving for Education,
Entrepreneurship, and Downpayment, the SEED initiative.

An organization in my State of Arkansas is currently partici-
pating in this initiative. In fact, the SEED accounts program is
being implemented in my hometown in eastern Arkansas, one of
the 25 poorest counties in the Nation, and it is helping families
successfully build long-term assets.

These are just a few of the programs that I think we already
have seen we can expand on. One of the key things, particularly
in terms of IDAs, is that those programs are not going to be suc-
cessful unless we here in Washington support them, both in re-
sources that are needed in the budget, and also in the tools that
individuals need to implement those programs.

So as someone who represents a State where 80 percent of my
taxpayers have an adjusted gross income of under $50,000, and
over 50 percent of them have an adjusted gross income of less than
$25,000, these are innovative programs, like the SEED initiative
and others, that have an enormous opportunity to make an impact
on people’s lives in my own State, and certainly across the Nation,
if we look seriously at them, how we can improve them, reinforce
them, and make sure that people are aware that many of these
programs exist.

So, thank you, Mr. Chairman. I have lots more, and I am excited
about your interest here, and I look forward to working with you
in the subcommittee and the full committee, and I look forward to
our panelists.

Thank you.

Senator SANTORUM. Thank you, Senator Lincoln.

Senator Bunning?

OPENING STATEMENT OF HON. JIM BUNNING,
A U.S. SENATOR FROM KENTUCKY

Senator BUNNING. Thank you, Mr. Chairman.

I am pleased you have decided to spend time focusing this sub-
committee on an important issue of helping low-income families to
achieve the American dream.

President Bush has talked a lot recently about developing an
ownership society. I believe so strongly in this principle. All indi-
viduals deserve the self-respect and independence that comes with
being in control of their own lives and destinies. I want every indi-
vidual to know that they have a stake in the future of this country.

On a micro level, we see time and time again, an individual be-
comes a home owner and starts to feel an even stronger sense of
pride and dignity in their community than they ever did before.

They begin to feel strongly that they have a stake, not just in
their home, but in their communities at large. This pride shows
itself in ways that strengthen not just our society, but the indi-
vidual and his or her family as well.
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As one of our witnesses today stated in her written testimony,
“It is the best feeling in the world to know I own something.”
Today, I hope we will be able to explore more ways to ensure that
every individual in America knows that feeling. I know that we will
be a better Nation for it.

Thank you, Mr. Chairman.

Senator SANTORUM. Thank you, Senator Bunning.

I would now ask the panelists to come forward so we can have
our first panel of witnesses: Michelle Simmons, Dorothy Beale,
Chuck Palmer, Victoria Gonzalez-Rubio, Ric Edelman, and Bernard
Wilson, if they can all take their seats.

Let me thank the witnesses for coming. In particular, let me
thank Michelle and Dorothy, two constituents from southeastern
Pennsylvania. Michelle is from Norristown, who, as I mentioned
yesterday, was at a press conference with Senator Lieberman and
I, and Dorothy, from Philadelphia. Both are account holders of a
similar thing, an FSA account in Pennsylvania, but it is what we
call IDAs here on the Federal level.

We do not call them that yet because we do not have them done,
but we will call them that when we get this legislation passed. I
want to welcome them in particular for being here, and all of our
other guests. We certainly appreciate the financial expertise that
you bring to that. You bring different opinions, and we look for-
ward to hearing those opinions.

But, please, Ms. Simmons, Michelle, would you begin your testi-
mony? Thank you for being here.

STATEMENT OF MICHELLE SIMMONS, ACCOUNT HOLDER,
WOMEN’S OPPORTUNITY RESOURCE CENTER (WORC), NOR-
RISTOWN, PA

Ms. SiMMONS. Thank you, Mr. Chairman. My name is Michelle
Ann Simmons, and I am a graduate of the Self-Employment Train-
ing Program and the Family Savings Account.

And if you hear me say “Family Savings Account,” that is what
it is known as in Pennsylvania, but here it is called the IDA. So,
I just want to make that clear up front, just to repeat what the
Senator just said.

I would like to tell you my story. For years, I was a hope-to-die
dope fiend, living in a cardboard box on the streets of L.A. I was
in and out of jail for 10 years.

I was released from prison, and I decided to try to break the
cycle of addiction, imprisonment, and making all the promises to
my children that I would be there. I knew I had to change or I
would die.

When I was released from prison, I moved back to Montgomery
County and had a difficult time finding employment and housing.
I wanted a job, and I did not want a job at McDonald’s. Not that
I have anything against McDonald’s, but it is real hard to work all
week and make $239, and your rent is $524. It is just so frus-
trating. And me, already being an ex-offender, having that X in the
box, it was real hard for me.

So, I wanted something viable, so I started to tell of my goals
and my dreams, and someone directed me to the Women’s Oppor-
tunity Resource Center. They said, maybe you should start your
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own business. You have a big mouth, you like to talk, maybe you
could do something.

I went there, and there is where I learned about the FSA account
and the program. I was really encouraged when I heard about the
program because I had never gotten a gift, or anybody wanting to
help me or do anything.

From a very young age, I was abused and was told, “You are
never going to be anything,” “You are never going to have any-
thing,” and that is the mentality that I had. Then here it is, after
10 years of being in prison, in and out, somebody told me, if you
help yourself, we are going to give you something else to help you.

They said, “What would you like to do?” I said, “I want my own
house.” They said, “Well, here is a program. If you begin to save,
then we are going to help you with your savings.” And it is not just
the money piece that the FSA is so great about, it is the edu-
cational piece. I learned how to save. I did not ever have a savings
account before I signed up for FSA.

I have never had a budgeting class. I did not know how impor-
tant it is not to put my 50 cents in the soda machine every day.
You see, we just drop 50 cents in there every day and we think it
is just 50 cents, but my budgeting counselor taught me to add that
up after 7 days, and then add that up at the end of the month, and
that was a lot of money I was putting into that soda machine.

So, it was these little simple things that I learned by joining this
program. I think it is real vital that legislation get passed, whoever
needs to do it, because remember, I told you that I was on drugs,
hoped to die.

I saw the light, and gave my life to God. But there are so many
women in the same position, and men, that I was in, that just need
that break, that just need that hand up, not a hand-out. We do not
want to be giving anybody anything, but those that want a better
life, that want some education, that want to start their own busi-
ness.

I remember, when I signed up for FSA, I was not sure if I was
going to get my house first or get my business, but I knew I was
not going back to prison, and I knew I was not going to continue
living that life.

There, I found different resources. With those resources, just
knowing that they were available, gave me motivation, gave me in-
cerﬁci\{e that I could do this. There were programs that were going
to help.

One thing I would like to comment on, in closing, is what Sen-
ator Lincoln said about my children. My children used to be like,
“Ma, why are you rushing down to the bank?” I said, “Because I
have to get it in by the 31st.” You have to save every month. They
just learned discipline from that.

I probably could go on for another half hour talking about what
this program has done for me and what it has meant for me, but
clearly it has given me new self-esteem, new self-worth. I now own
my own home. I now have my own business. I have a program for
women ex-offenders, and I go back out into the community and let
them know they can make it as well. With these programs, it just
gives them the boost that they need. All right. So, thank you.

[Applause.]
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Senator SANTORUM. Well done.

[The prepared statement of Ms. Simmons appears in the appen-
dix.]

Senator SANTORUM. Dorothy, thank you for being here.

STATEMENT OF DOROTHY BEALE, ACCOUNT HOLDER, WOM-
EN’S OPPORTUNITY RESOURCE CENTER (WORC), PHILADEL-
PHIA, PA

Ms. BEALE. Thank you for having me. I just want to start out
by saying good morning to everyone on the panel, and all my fellow
people that are up here with me. I am a little nervous this morning
because I have never spoken in front of such important people, but
we are all ordinary people when you think about it.

So, I just want to start out by saying, good morning. My name
is Dorothy Beale, from Philadelphia, PA. I graduated, also, from
the same program that Michelle was speaking of, the Women’s Op-
portunity Resource Center, which has a family savings account pro-
gram, which is also called the Individual Development Account,
also known as IDA.

I joined the program in 2003 as a single mother who was work-
ing and just could not get ahead. I had always dreamed of having
a house for myself and my three children. I was tired of throwing
my money away on rent and wanted something I could call my own
and one day pass on to my children. But I needed help.

At that time, my credit was, I like to say, tore up. I do not know
if anyone in here can understand that, but everyone has credit
issues. I will just explain it. You have good credit, then you have
fair credit, and poor credit. Well, mine was below poor. It was tore
up.

To fix my credit, I worked with a counselor at Acorn Housing.
T%llat is a nonprofit housing council and agency that is in Philadel-
phia.

I paid off the small debts first and I wrote letters to the credit
bureaus to correct mistakes and negotiated payment plans with my
creditors to pay off the larger debts. It was a long, long process and
it took over a year, but I finally did it.

I also needed help saving towards a down payment. That was my
biggest issue. I had never saved before, and I learned about the
Family Savings Account program from Acorn Housing in April of
2003.

I went on to the IDA website, and that is how I did learn about
WORC, which is the Women’s Opportunity Resource Center. It is
a nonprofit organization in Philadelphia that serves low-income
women and their families through entrepreneurial training, and
they have family savings accounts and small business loans.

Their FSA—short for Family Savings Account—program would
help me to save towards a home and provide an incentive in the
form of matched funds. I learned I could save up to $2,000 over a
1- to 2-year period, and if I completed consistent savings and per-
sonal financial management classes, my savings would be matched
dollar for dollar. I thought, wow! Who is going to give you, for
every dollar you save, another dollar? I mean, I did not believe it.

So, the hard part for me was saving. I had never really saved be-
fore, like I said, and I needed something to discipline me. The per-
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sonal financial management classes at Women’s Opportunity Re-
source Center taught me to budget and track my funds. I thought
about unnecessary things that I was spending money on and start-
ed making small sacrifices towards a larger goal.

After a few months, it got easier. I began to get excited, deter-
mined, and disciplined. I saw my money grow and my credit score
rose. My confidence tipped the scales. It was the most beautiful
thing in the world to me and my children.

According to the action plan that I had developed with my pro-
gram counselor at WORC, I saved $80 per month over a 15-month
period, and even deposited a lump sum from my Earned Income
Tax Credit to reach the $2,000 goal.

With the work I did on my credit, I was able to obtain a mort-
gage for $77,000, and with my $4,000 in savings and matched
funds, I was able to purchase my family’s first home in September
of 2004.

The most important thing is, this program has given me the op-
portunity to pass good budgeting and savings habits on to my chil-
dren. While attending the program, I would take my children to
the grocery store and show them how they could save money when
shopping.

I would show them my bank statement so they could watch our
savings grow over time. I was able to teach them the difference be-
tween wants and needs, something I had learned, but did not use.

I also opened savings accounts in their names and they now
make regular deposits from their allowances and money they earn
from chores. The program got me thinking about other long-term
financial goals, such as retirement and my children’s college edu-
cation.

I decided to start saving more in my 401(k) plan, and I also
opened college investment accounts for my children through Penn-
sylvania’s Tuition Account program. Pennsylvania’s State-wide
Family Savings Account program is very essential.

The program provided me with the structures, incentives, and re-
sources to achieve my dream of home ownership and to secure a
sound financial future for my family. These are the keys to my
front door. Every time I turn these keys, my heart just overflows.
I am the one that Mr. Bunning quoted as saying, “It is the best
feeling in the world to know I own something.”

Thank you for your time.

[Applause.]

Senator SANTORUM. Thank you, Dorothy. Terrific. Thank you.

[The prepared statement of Ms. Beale appears in the appendix.]

Senator SANTORUM. I thank both of you, and congratulations.

Now it is my pleasure to have Charles Palmer. He is the presi-
dent of ISED Ventures, which is a nonprofit organization special-
izing in asset development and micro-enterprise development serv-
ices for low-income individuals and families.

Mr. Palmer?
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STATEMENT OF CHUCK PALMER, PRESIDENT, INSTITUTE
FOR SOCIAL AND ECONOMIC DEVELOPMENT (ISED), DES
MOINES, TA

Mr. PALMER. Thank you very much, Mr. Chairman, Senators. I
appreciate the opportunity to speak to this panel regarding build-
ing assets for low-income families.

I had the opportunity to serve as the director of the Department
of Human Services for the State of Iowa for 11 years, prior to com-
ing into this job, during the 1990s when we worked so hard on wel-
fare reform. I think we achieved a lot of successes, with the help
of Congress and the Senate.

With the help of Dr. Sherraden, who will speak later, I really
learned to appreciate the importance of asset-development strate-
gies built into welfare reform, and Iowa was the first to build the
IDA into our waiver program back in the 1990s.

At that time, I talked a lot about, what we really needed to do
was to work to change the culture, both for clients, and, frankly,
for workers from a culture where there was a greater dependence
on welfare to really trying to provide opportunities and incentives
to move to economic self-sufficiency.

Well, across the country, welfare rolls dropped by half, and I am
afraid that a number of people declared victory and went home.
But victory has not really been achieved. There is the other half.

There is also the fact that I think there is an economic structural
gap that exists for low-income citizens between beginning wages for
people who are working very hard and what it is going to really
take to be economically self-sufficient.

That, I think, speaks to the emphasis on workforce strategies,
economic development strategies, job training, but it also speaks to
the importance of the asset-development strategies that you are fo-
cused on.

I understand that potentially a third of American households
have zero or negative assets. This can be as high as 60 percent for
African Americans. As you noted, Mr. Chairman, this means that
many, many American families are only one economic shock away
from returning to welfare or debilitating debt. We need to help
these families build their own safety net.

So, to stabilize and help low-income families improve their lives,
we must focus on asset-development strategies with matched sav-
ings accounts at the core. As noted, I am the president of ISED
Ventures, and now we have a sister organization, ISED Solutions.
We have been active in the asset-development field for many years,
and with IDAs since 1999.

We work with low-income citizens and have been very involved
in working with refugees. In Iowa alone, we have 1,300 account
holders. They have saved $1.6 million, with a majority of those dol-
lars going to the purchase of homes, and about $10.3 million has
gone into the State economy for the purchase of homes.

The refugee program at this point has not been refunded, due to
budget problems. We believe that that is a very important pro-
gram. With my experience in working in the field, I want to just
give you some things to consider and think about as you begin to
move into the next phase of asset-development strategies.
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IDAs are critical, but I really think they have to be part of a
comprehensive set of other reinforcing strategies. We have already
noted the importance of financial literacy, the importance of mov-
ing people into relationships with mainstream financial institutions
and getting people banked, helping people avoid predatory lending
situations, helping people build credit with credit counseling, rein-
forced by financial literacy.

And in Iowa, the opportunity for people to get their full tax re-
turn based on their hard work through EITC has been a critical
reinforcer, an opportunity to jump-start some people’s IDA pro-
grams.

The programs need to be flexible and more individually tailored.
I think we need to look at expanding some of the asset options. We
have seen that in the refugee program, where people purchase ve-
hicles to get jobs, to get more savings, to buy homes.

We need to expand the points of entry, not just human service
agencies, but other points of entry as well. If we are going to step
significantly into youth programs, then we need to look at extend-
ing the savings time period.

I think we need to focus on creating a culture of savings and a
culture of generations who really are financially literate. Thus,
greater focus on families and youth are really important, and we
are doing that and expanding our program in Iowa.

More partners need to come into the program. We need to pro-
vide incentives for banks and corporations to contribute matching
funds. I think we need to jump-start the opportunity for new Amer-
icans to get ahead with the reinstatement of the refugee IDA pro-
gram, and I think it is important that we support continued tech-
nical assistance and program evaluation in a fast-growing field.

I thank you for the opportunity to make these comments, be-
cause I see this field as a critical next step in helping all hard-
working Americans achieve economic self-sufficiency and build
safety nets.

Thank you, Mr. Chairman.

Senator SANTORUM. Thank you, Mr. Palmer. I agree with you
that it creates the next step. It is an important step, and I am,
again, happy that we are here to talk about that.

[The prepared statement of Mr. Palmer appears in the appendix.]

Senator SANTORUM. Now it is my pleasure to introduce Dr. Vic-
toria Gonzalez-Rubio. You are the principal of Delmar-Harvard Ele-
mentary School in St. Louis. Thank you for being here today.

STATEMENT OF DR. VICTORIA GONZALEZ-RUBIO, PRINCIPAL,
DELMAR-HARVARD ELEMENTARY SCHOOL, UNIVERSITY
CITY, MO

Dr. GonzALEZ-RUBIO. Thank you. Good morning. I am here this
morning to tell you about a program called I Can Save. I Can Save
is a 4-year demonstration program at Delmar-Harvard School in
University City, MO, where I am the principal.

I Can Save is one of 13 sites in the SEED policy and practice ini-
tiative, a children’s savings program. I Can Save, now in its second
year at Delmar-Harvard, provides savings accounts, financial edu-
cation, and incentives for all the kindergarten and first grade stu-
dents that started last year at Delmar-Harvard.
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The I Can Save program has a special place in my heart for two
personal reasons. The first one, I have been an educator for over
?1 years. I have taught at all levels, from pre-school through col-
ege.

The joys of young parents with hope and expectations for their
children sometimes turn into heartbreak when their child becomes
a high school senior and there is no possible way for them to go
to college. Their dreams for a better life for their child are dashed
when they do not have the means or the resources to make it hap-
pen. I saw it over and over again.

Second, I bring to you firsthand my own personal experience of
how this program could make a difference. Both of my parents did
not make it past the fifth grade. My father died before I was born.
My family could not support, or even understand, my dreams for
higher education.

If T had had the I Can Save program, it may have lessened the
burden that I carried as I held down two to three jobs trying to
make ends meet, and also perhaps there would have been resources
available to figure out the financial options that may have been
available to me.

Education is my passion. I wanted my own children to attend col-
lege and graduate, and I have the same dreams for every child at
my school, and I communicate those dreams to them regularly.

The American dream is not about if you go to college, but when
and where you go to college. The American dream is a ticket for
many families to have a better lifestyle. When they do not have a
college degree, many of them are locked into low-paying jobs, as
one of my fellow panelists said, with no hope of advancing in their
careers.

Many of my students are not only poor, but also of color. With
programs like I Can Save, they can achieve academic success and
break the cycle of poverty. As one of my second grade girls astutely
sagd, “Well, if you don’t go to college, you don’t have a really good
JO ‘”

Why do we think it will make a difference if children have sav-
ings for college? In my school, there are many, many parents that
did not have the opportunity to go to college. Perhaps if they would
have had a program like I Can Save or a nest egg, it would have
been a possibility.

One of our students in I Can Save explained how money makes
a difference. She said she thought it would be hard to get enough
money for college because she would have to work so much. So we
asked her if she wanted to go to college, and she replied, “To get
smart, I do. But if it costs that much money, I don’t think I want
to go.”

If this young student knew that she had a nest egg that would
help her pay for college, she probably would have responded quite
differently. In fact, another student in the program was more opti-
mistic because she and her family have been saving regularly in
the I Can Save program. She said, “I think if I save a lot, then it
wouldn’t be that hard for me to go to college.”

Some parents hesitated before joining I Can Save. Why? So many
thought, it sounds too good to be true. Some are skeptical of any-
thing that sounds like it might be a scam, and others are just too
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busy trying to make financial ends meet to investigate, or to ex-
plore, or even to read all of the things that we daily send home
with their children.

But we made the personal one-to-one contact that enrolled 74 out
of our 75 eligible students. It has been a great success. The stu-
dents understand two things: that they are saving for college and
they express regularly that they are college-bound. It is heart
warming.

Parents tell me that I Can Save is a great program. They ask
other family members to help them put away money for their chil-
dren’s accounts. Our children go weekly to Commerce Bank and de-
posit their pennies, their nickels, their dollars. These small depos-
its are adding up, but more than that, they are allowing these fam-
ilies to accomplish their dream and goal of college.

At this time, families have invested over $27,000 into their I Can
Save accounts at Delmar-Harvard. It touches my heart when I see
parents, hardworking parents of very limited means, putting aside
money so their dream of college can be realized for their children.
I wish I had this program for every student at Delmar-Harvard,
but more so, I wish we had this program for every child in our Na-
tion. Thank you.

[Applause.]

Senator SANTORUM. Thank you.

[The prepared statement of Dr. Gonzalez-Rubio appears in the
appendix.]

Senator SANTORUM. Our next witness is Ric Edelman. I just read
here that Ric was inducted into the Financial Advisors Hall of
Fame. Where is that located? Where is the Hall of Fame?

Mr. EDELMAN. As Red Buttons used to say, “I didn’t even get a
dinner.” It is sponsored by Research Magazine and there are about
75, so far, inducted over the last 10 or 15 years.

Senator SANTORUM. Is there a hall that you go to and walk
around?

Mr. EDELMAN. I keep looking for it.

Senator SANTORUM. Maybe we should see if we can get it in
Pennsylvania. [Laughter.] So, we can work on that. Ric, thank you
very much for being here.

Mr. EDELMAN. That is a bill killer. [Laughter.]

Senator SANTORUM. We look forward to your testimony.

STATEMENT OF RIC EDELMAN, EDELMAN FINANCIAL
SERVICES, INCORPORATED, FAIRFAX, VA

Mr. EDELMAN. Thank you, Mr. Chairman. I am very excited to
be here today to talk about this. In addition to being a financial
advisor, I am very heavily involved in financial literacy programs
and have written five books. I host radio and television shows,
websites, and do a lot of speaking around the country, trying to
help Americans learn the importance of personal finance and how
to achieve financial security and retirement security for themselves
and their families.

So I think that the idea that you have, Mr. Chairman, is abso-
lutely brilliant. This is the best idea I have ever heard. I can say
that, because I have the very same idea. [Laughter.]

Senator SANTORUM. Maybe it is the Rick thing going on.
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Mr. EDELMAN. It is the Ric thing. I think I can say that I thought
of it first. [Laughter.]

Senator SANTORUM. All right. When? [Laughter.]

Mr. EDELMAN. 1997. Does that beat you?

Senator SANTORUM. I will have to go back and look at the books.
We will see.

Mr. EDELMAN. We will have to look. My idea is a little bit dif-
ferent. I invented something called the Retirement InCome—for
Everyone Trust, RIC-E Trust. The RIC-E trust is a retirement
planning tool for children. It was inspired by a phone call that I
received on my radio show one day. I have the full history of it in
my written testimony for you.

What it comes down to is, there is no vehicle that exists today
that allows a child to save for retirement. We have the ability for
working people to save and married people to save through IRAs,
retirement accounts, spousal IRAs, et cetera, but there is no vehicle
that enables you to set aside money for a newborn specifically for
retirement purposes. We have the ability to save for college
through the 529 programs today, but there is no specific vehicle for
retirement.

So I invented the RIC-E Trust. It now has two patents. We
launched it in 1998, and about 2,800 children are now enrolled in
this program. Because it is in the private sector, the minimum ac-
count value is $5,000. It requires a minimum investment of $5,000,
typically given by a parent or grandparent.

The money grows on a tax-deferred basis until the child reaches
retirement age, minimum of 59%. There are no taxes all along the
way, no trustee fees, no annual accounting fees.

On a tax-deferred long-term compounding basis, the child has the
opportunity for $5,000. Assuming a 10 percent return, that will
grow to $2.4 million by age 65. That is certainly a pretty good way
to achieve retirement security.

The problem with the RIC-E Trust is pretty obvious, which is
why your version of the idea is so much better than mine. Rather
than $5,000 which is privately funded—I mean, how many Ameri-
cans can afford $5,000 for a grandkid, and they typically have mul-
tiple grandkids, so you multiply the $5,000 times 3, 5, 7 kids—it
is simply not something that is realistically going to solve the prob-
lem for the millions of Americans so desperately needing this.

It is, frankly, an upper-middle-class to upper-class retirement
tool. It helps wealthy people get wealthier. Well, that is my job, I
am a financial advisor. But let us face it. If we take your version
of the idea, knock it down to $500 and automatically make it avail-
able for every child in America, wow. This is really pretty cool.

So your version of the program is far superior to mine, and be-
cause it will be tied into something based on the Federal Thrift
Savings Plan, the expenses get driven down much, much lower
than mine, because I have to have a profit motive, and I have to
admit, people make money on offering things. We do not have to
worry about that through the Federal program you have envi-
sioned.

So your program is a dramatic improvement over the private sec-
tor model that I introduced a number of years ago, and I strongly
support the initiative that you are developing.
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The only thing that I would prefer that you do in your version,
which is going to be contrary to what Dr. Gonzalez-Rubio would
prefer, is that I would prefer that this be limited strictly to retire-
ment planning, not for use for education or housing.

I say that simply because we already have programs for edu-
cation, we already have programs for housing. There is yet no pro-
gram to allow children to save for their retirement. So simply be-
cause of its unique positioning, I would prefer that this be limited
to retirement.

The other reason that I argue for that—again, as a financial ad-
visor, I have done counseling for thousands of Americans around
the country—if you give them the choice of saying you can leave
the money alone when you are 18 or you can use it for college, you
can continue to leave it alone until you are in your 20s, 30s, or 40s
and use it for housing, or you can leave it alone for retirement,
guess what?

They are going to spend the money because we all have financial
issues as we grow up. We are going to find the economic necessity:
job layoff, medical problem, family issues, the need to go to college,
the desire to buy a home.

By the time they reach 65, the money will be gone because of
more imperatives. So if we give them the access, they will, indeed,
spend the money. The real question will not be how much they
have in retirement. The real question will be, what color is the
sports car they buy at age 18?7 So my attitude is, it is strictly for
retirement, and let us focus on college and housing in other pro-
grams.

Thank you very much, Mr. Chairman. Anything I can do to sup-
port this, I am happy to.

Senator SANTORUM. Thank you very much, Ric. I appreciate your
comments.

[The prepared statement of Mr. Edelman appears in the appen-
dix.]

Senator SANTORUM. Our final panelist for the first panel is Ber-
nie Wilson. Bernie is the vice president for Business Development
and Community Outreach at H&R Block. Thank you very much for
being here, Mr. Wilson.

STATEMENT OF BERNARD M. WILSON, VICE PRESIDENT, OUT-
REACH AND BUSINESS DEVELOPMENT, H&R BLOCK, KANSAS
CITY, MO

Mr. WIiLsON. Thank you, Mr. Chairman, Senator Bunning.
Thanks for the invitation for H&R Block to share our experience
in helping low-income families save. We very much appreciate your
leadership in this area.

H&R Block serves nearly 20 million taxpayers at 11,000 offices
across the United States, including 490 in Pennsylvania and 199
in Kentucky, and through online and packaged tax preparation
software.

In our 50th year, we are evolving from a firm devoted to helping
families with their tax-filing responsibility to one that advises on
a broader range of financial issues, including the need to save for
retirement, home ownership, and education.
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Our recent experience with the Retirement Savers Credit should
be of some interest to the subcommittee. Enacted in 2001, the cred-
it provides a government match of up to 50 percent for contribu-
tions to 401(k)s, IRAs, and other retirement plans. It covers tax-
payers with incomes up to $50,000 who have income tax liability.

Several features of the saver’s credit play an important role in
encouraging retirement savings. First, the credit relies on personal
responsibility. People cannot claim it unless they make a substan-
tial commitment on their own to save.

Second, it uses tax time to promote savings. The tax filing proc-
ess, fueled by refunds averaging $2,100, has become an annual fi-
nancial check-up and an opportunity to turn good intentions and
savings advice into immediate action.

Third, it supports the existing private retirement system,
leveraging the well-known structure of IRAs, 401(k)s, and other ve-
hicles, and encourages eligible taxpayers with low and moderate in-
comes to actually use them.

Fourth, the match rate of up to 50 percent provides a large-
enough incentive to both strengthen savings and encourage first-
time savers to actually take action.

Finally, the higher match rate for those with lower incomes tar-
gets benefits to those who most need help in saving. Many of our
clients are eligible for the saver’s credit, but the polls taken shortly
after the enactment showed that 80 percent of Americans had no
idea what it was.

In response, we provided extra training and beefed up our tech-
nology to help our tax professionals. We also used a low-cost, low-
minimum-deposit express IRA account that we have developed to
help our clients use the credit and save.

Our experience is that tax professionals can provide the pivotal
education, advice, and facilitation necessary to enable taxpayers to
benefit from the credit. As a result, over the last 3 years we have
helped over 3.6 million clients obtain the Savers Credit, about 25
percent of all of the credits received nationally.

Our clients received over $600 million in tax credits to help them
save. This resulted in average savings of $529 per client, with an
average tax credit of $167. By the way, this includes 57,000 Penn-
sylvanians who saved $9 million in tax credits. It also includes
21,000 Kentuckians.

While most use the Savers Credit to match contributions to an
existing 401(k), IRA, or other retirement plan that they had in
place, over 243,000 clients used an express IRA with H&R Block,
with an average tax savings of about $180.

Let me give you a quick snapshot of the typical express IRA cli-
ent. Their average income is $27,000; about half are unbanked,
two-thirds are Earned Income Tax Credit recipients. Eighty-five
percent maintain their IRA account balances, and fully 80 percent
of them were first-time retirement savers.

Our experience shows that the credit, combined with the tax re-
fund, a low-cost savings vehicle, and the help of a tax professional
can have a significant impact on retirement savings.

To build on this success, we encourage the Senate to consider ex-
tending the credit beyond 2006 and expanding it to include more
middle- and low-income tax payers. Because recent tax cuts have
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increased the number of Americans who have no tax liability, in-
cluding families of four with incomes up to $40,000, you may want
to consider making the credit refundable so it is available to these
families as well.

Mr. Chairman, we know from our experience that the Savers
Credit works. As your subcommittee discusses ways to boost sav-
ings among low- and moderate-income families, we encourage you
to consider making the credit permanent and expanding its reach.

Thank you.

Senator SANTORUM. Thank you very much, Mr. Wilson.

[The prepared statement of Mr. Wilson appears in the appendix.]

Senator SANTORUM. While you just finished speaking, let me just
direct the first question to you. That is, you talked about the Sav-
ers Credit. Can I ask you, if we were to put forth and pass an IDA
piece of legislation, is that something that you believe that your or-
ganization would be interested in getting involved in as another fi-
nancial tool that you would make available to some of your clients?

Mr. WILSON. We would, most definitely.

Senator SANTORUM. I think the figure we have right now is a $50
tax credit per account. Do you believe that is adequate to admin-
ister the accounts? Do you want to comment on the adequacy of
t}}?at? Is that a big enough incentive for you folks to participate in
it?

Mr. WIiLsON. Well, one of the reasons that this is important to
H&R Block is because our reach is so significant in terms of scale.
The number of clients that we can actually help is significant. So
obviously as the scale grows, the need for account administration
costs would reduce.

But $50 is a pretty razor-thin administrative cost-coverage tax
credit, I guess, but we would certainly support that, as well as any
more that would help us get into this in a scaled way.

Senator SANTORUM. All right. That is a ringing endorsement for
a higher than $50 amount. I think that is what I was hearing.

Welcome, Senator Conrad. Thank you for being here.

Mr. Edelman, you expressed strong support for the KIDS Ac-
counts, and I appreciate that, but limiting them to retirement only.

Now, Doctor, you have a similar program. Would you like to com-
ment on the idea? Would your program be as successful, do you be-
lieve, for children if it was just a retirement-based program as op-
pos?id?to something that is closer in time to them and to their
needs?

Dr. GoNzALEZ-RUBIO. I think that what he is saying is very, very
valid, especially since I am going to be retiring next year. But I
think that we have many families that need to save money for
homes, they need to save money for college.

If our children are indeed our greatest asset, we need to make
sure that they have the funds available that will allow them to
have a better life than their parents’. I feel that ticket is college.

A good education is going to enable them to not only provide for
themselves, but for their families. So, while I do agree there is a
point here, I think that may be the long range. But an immediate
one would be college savings. It may be, as he said, two different
things, two different savings programs.

Senator SANTORUM. I will let you rebut.
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Mr. EDELMAN. It is not so much a rebuttal, but a concession. I
recognize that if you go to college and get the education you need
which enables you to have the career which enables you to earn the
money, it enables you to buy the house, which enables you to build
equity in it, which enables you to tap into it for retirement. There-
fore, college can lead to retirement security. They are not nec-
essarily exclusive.

Both politically and pragmatically, it does make sense to keep
the three of a theme. College, home ownership and retirement do
fit together very nicely. Perhaps it could be left to the discretion
of the parent.

When the child gets that $500 at birth, let the parent check a
series of boxes. They decide, do they want the $500 to be used in
the future for the child’s education, housing, or retirement, and let
them demarcate where it is. Instead of us trying to make that deci-
sion for every child in America, let that child’s family make that
decision on their behalf, or split the money into three buckets.
They can use one piece for this, one piece for that, one piece for
another, or what have you.

But because I am so focused on financial literacy and long-term
retirement savings and the benefit of compound wealth, I just
think if we do not emphasize retirement security, we are going to
have lots of people entering retirement filled with regret over the
decisions they made when they were younger.

Senator SANTORUM. We attempt to do that, as you probably
know, in the legislation, which requires a certain amount of
money—I think $500—to stay in the account for longer term sav-
ings.

Mr. EDELMAN. Yes.

Senator SANTORUM. That is something we certainly are open to
looking at and working with. One of the concerns I have, and I
think the Doctor has is, if it is just long-term savings, if it is retire-
ment, there may not be the incentive for people to contribute to the
accounts and participate in the accounts because the benefit looks
too far away for them.

Mr. EDELMAN. It is not exciting.

Senator SANTORUM. So I think we have to find some sort of bal-
ance here, but I appreciate your comments.

Just one additional question for you, Mr. Edelman. That is, with
KIDS Accounts, and looking at it, again, from the standpoint of re-
tirement, what do you think of the idea of the accounts post-18
years of age being governed by the Roth IRA rules?

Mr. EDELMAN. That makes sense. There is no reason to create
yet a separate set of rules. We can clearly tap into them. The ques-
tion then becomes, will they be roll-overable to the private sector
Roths that will be handled by the financial markets as they would
normally handle Roths, or would they remain in the TSP-type pro-
gram1 that you are developing? I think that is a relatively trivial

etail.

But I do agree with you, there is no reason not to sustain the
use of the existing rules. We do not need to create a new set of
rules for this unique program.

Senator SANTORUM. All right. I think I have used my time.

Senator Conrad, thank you for being here.
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Senator CONRAD. I thank the Chairman. I apologize to my col-
leagues and to the witnesses for being late, but the governor of my
State came to town, and we had a series of meetings critically im-
portant to my State that just concluded. So, I apologize. It was un-
expected. We only found out yesterday that he would be here.

So, one of the things that I had asked my staff to do was to tell
me how much we are spending a year on incentives for private-sec-
tor savings. They came back with an answer that we are spending
$125 billion a year in incentives for private-sector savings.

I then asked them to find out for me, how much in private-sector
savings are we getting a year? They came back and said $85 bil-
lion. So, we have a problem here. We have a set of incentives, well-
meaning, that are clearly not very efficient in terms of delivering
what they are intended to deliver, which is an increase in private-
sector savings and investment.

Can any of the panelists tell me, tell the panel here, why you
think that might be occurring? What is wrong with our system of
incentives, that we are spending more than we are getting?

Mr. Wilson? Mr. Edelman? Any of the witnesses. I would be in-
terested in what could be done to improve the structure that we
have of incentives. Why is it not working as well as we might hope?

Mr. EDELMAN. Senator, some of the programs that I am familiar
with result in, rather than increasing the level of savings, it simply
moves money around. For example, look at IRAs. It encourages
people to put away a few thousand dollars into an account, but
does it encourage people to save who otherwise would not?

In fact, you are taking people who have money that is in a tax-
able account and enables them to move it to a tax-advantaged ac-
count, but it does not necessarily increase the amount of savings.

In other words, they are targeted people who already have
wealth to help them become wealthier, as opposed to programs that
are targeted to folks who would simply like to become wealthy in
the first place.

I think that that is one of the advantages of this proposal, that
it is really targeted to people who frankly have no opportunity to
set money aside for something as long-term as college, home owner-
ship, and retirement.

So I think that is part of the problem, in that many of the pro-
grams we create simply manipulate money rather than getting peo-
ple to increase the amount of money that they are saving.

Senator CONRAD. One of the things we found in this review that
we have just started is, where you have a program that requires
a person to opt in versus opt out, you get a much different level
of involvement.

That is, if you require somebody to opt in, you would have a
much lower rate of participation than if you just put them in auto-
matically, but give them the chance to opt out. It is a very dra-
matic difference in participation that one gets just by making that
simple change.

Well, Mr. Chairman, I appreciate the time. I appreciate this
hearing. I think it is absolutely critically important as we try to do
a better job of providing incentives that are meaningful and that
work. Dr. Rubio?
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Dr. GoNzZALEZ-RUBIO. I have one comment. I think sometimes we
give parents a lot of information, and the people who really need
the information are not aware of the information because of the
readability level of that information and the forms, the multitude
of forms for someone who may have a low educational background
or a low reading level. So, I think we need to look at that.

Like I said, at Delmar-Harvard, where we were able to enroll by
one-on-one contact, 74 of the 75 eligible students, that one-on-one
contact means enough. So, I think we need to reach out to those
community partners that have those contacts to be your sales peo-
ple and explain to them why savings for college and savings for a
home are important, because people are somewhat skeptical. What
do you want to do with my money? But if you have someone that
they trust, then of course that trust filters down and you are going
to get it sold.

Mr. WILSON. Senator Conrad, I might add also to your question,
obviously the majority of that $125 billion is going to high wealth,
tax-free gains inside IRAs or 401(k)s.

We have focused a number of initiatives and pilots, some on our
own, some with a variety of nonprofit and outside groups, research-
ers, to understand the savings substitution if someone is getting an
incentive, a match, and it is our experience, people at low income
levels who have never saved before, are now starting to save. We
have less information about whether or not they were holding cash
at home somewhere, but at the very least we can now see that they
are using mainstream financial institutions and retaining those as-
sets.

Somewhat anecdotally, but we are learning quantitatively that,
at low income levels, people will start to save and maintain that
savings, whereas, there is some evidence, at higher income levels,
it becomes a substitution. So, if someone gets an incentive, a tax
credit, a tax break, at higher income levels, they are just shifting
their savings, as Ric talked about.

Senator CONRAD. Thank you.

Senator SANTORUM. Jim?

Senator BUNNING. Thank you, Mr. Chairman.

Ms. Simmons and Ms. Beale, both of your statements today were
well-expressed and moving. Do you share with your children what
you learned in the Family Savings Account program? Do you think
that their knowledge and understanding of money management
has been impacted by your experiences?

Ms. SiMMONS. Yes, I have expressed the importance of saving
and budgeting with my children. As a matter of fact, when we first
moved into our home, for the first year we did not have cable. My
daughter could not understand why we could not have Nickelodeon.
I told her, “Because we have a mortgage now, and we have to save.
We have regular TV, and we will just have to catch the cartoons
on Channel 12.” This is one of the things I learned.

We did not go get name-brand soda, we got soda that was 50
cents at the Wal-Mart. They did not understand why we could not
get what they wanted. I said, “Well, if you want some money at the
end of the week to do something, then we have to budget like this.”
These are the things I learned from my class which I transferred
to them in expression, so they did learn it too.
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Senator BUNNING. So they are learning as you learned what it
means to budget.

Ms. SiMMONS. Exactly. My daughter gets an allowance and she
is not to spend her $15 on junk food or fast food. She had better
bring home some deodorant or a pair of socks, because you need
to start at 10 years of age.

My mother feels like that is a shame, I am making this 10-year-
old child buy deodorant or socks, but that is what we had better
do. You are going to have to hold your own and you are going to
have to spend the money wisely, because that is what I was taught.

So they are getting taught really early to at least spend $5 at
the dollar store on some hair gel or something. I got that from the
FSA program, how to put down a $3 gel and get the $1 gel that
does the same thing. So, this is very plain and very simple stuff,
but it saves us a lot of money, which allows us to have a home and
pay my taxes at the end of the year.

Senator BUNNING. Ms. Beale?

Ms. BEALE. And also, I stated in my speech that I had opened
accounts for my children, savings accounts. They get an allowance
from different chores that they do, and they earn money. Every
week, we go to the bank. Someone mentioned Commerce Bank. I
think that is a wonderful bank.

But they have a change booth where you can put your change in
accounts, and it prints out a little thing. They have even gotten to
the point where they have taken their change, put it in the booth,
counting it out, and they will put it in the bank.

I have learned that children learn from their parents. We are ex-
amples. They are like little adults, really. They take on the same
habits that they see their mother or their father doing.

From us going to the program and me learning to differentiate
the wants from the needs, just like Michelle said, they learned that
when we go to Wal-Mart or Path-Mart, any store, we write out a
list and we stick to the list. Some things, you do not need. Some
things you want, but it is not a need. So, they learn to differentiate
their wants from their needs.

I have learned that from budgeting with the program and just
going to the different workshops. I even took my son to a workshop
one time when I went, and they have learned a lot from my exam-
ples.

Senator BUNNING. Good.

Dr. Gonzalez-Rubio, first, I want to commend your school and its
partners for all your success with the I Can Save program. I hope
that you will keep the committee up to date on the progress of that
program.

Could you tell us a bit more about the financial education aspects
of your program? Could you address this part of the program, both
in terms of the topics that the students and parents cover in the
program, and the challenges you face to attract participation in the
financial education classes?

Dr. GoNzALEZ-RUBIO. We have two strands. We have a weekly I
Can Save club for children and classes in the regular school day
where teachers incorporate words like “credit” and “financial use.”

Senator BUNNING. What age is it?
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Dr. GoNzAaLEZ-RUBIO. This year, they are first and second grad-
ers.

Senator BUNNING. First and second grade.

Dr. GoNzALEZ-RUBIO. And so they make piggy-banks and they
earn money, and then when they go to Commerce Bank, that is
changed into real money. But they are learning about opportunities
and how you channel your resources.

Also, too, right now they are studying how to be entrepreneurs,
so they are imagining, if they were later in life, what type of busi-
nesses they might do. So we have had hair dressing businesses,
and ice cream. That is real

Senator BUNNING. Popular.

Dr. GoNzALEZ-RUBIO. They called it Ice Statics. So the children
are doing this. They are working on the projects as we speak. At
the end of the month, they are going to have a program for their
parents, where their parents can see it. It is a first step.

I mean, when you hear children talk about opportunities, what
they can do with their money, that they are saving it, it is just
heart-warming. It is heart-warming that our parents are buying
into it.

As one mother said, because her child lost his $3 that he brought
to school—but it was found—“Dr. G.R., I know it is not a lot, but
it is a lot to me.” I told her, that is exactly what we want our fami-
lies to do, to put a few dollars away each week, and it will build
up. And your child, Chase, will be going to college. You know what
I mean? Because he is hearing that from all his family members.
He is hearing it from me.

We make visits to the neighborhood college campuses. We have
a close partnership with Washington University. When I take the
kids on campus, I tell them, today you are visiting Washington
University. Tomorrow, you will be attending Washington Univer-
sity, or some university like it. But every chance that I can get, I
tell them.

They may be tired of hearing it, but they know that this is my
thing. I also tell my students that they are special to me all the
time. The other day, a little girl was making an announcement
from the rain forest, and she was a child of special needs. She
ended it with, “And like Dr. G.R. says, you are special to me.” So,
I just had to smile.

What do I want to be remembered for? I hope that I am remem-
bered for, at the end of my retirement, that I really, really was not
just paying lip service, but that I did everything that I could to get
more of our children into college and planted that seed in them.

We even, for those classes that were not involved in it, recently
had a parent breakfast as part of our Dr. Seuss thing, where I
brought in our MOST representatives—that is our college saving
incentive program—to come and talk about it. Because even if the
parents are not a part of that two-grade cohort, the I Can Save co-
hort, I want them still to know that there are opportunities for
them to save money, and they need to start saving it now.

In my own case, my daughter started college this past year. She
shared with me recently when she bopped into the car, mom, so
and so’s parents had to take out another $11,000 loan. Thank you
so much. My kids, like you, think that deals in the dollar stores




22

are my favorite places to shop, and I buy nothing that is not on
sale. But there are a lot of things that we have realized.

Senator BUNNING. I have another question for Mr. Palmer, but
go right ahead.

Senator SANTORUM. Well, actually we need to move to the next
panel, if that is all right. If you have one question, go ahead.

Senator BUNNING. One question.

Mr. Palmer, you discussed briefly in your written testimony the
differences in allowable uses for money saved in the refugee IDA
program and the citizen’s IDA program. Can you comment more on
these differences and how participants in your programs have used
IDA funds?

Mr. PALMER. The differences are, in the refugee IDA program,
people are also allowed to invest money in a vehicle, a computer
to start a business or to further their education, and in housing re-
habilitation. We saw a majority of people initially invest money in
purchasing a vehicle so they could get to work.

A second family member also invested in an IDA, and usually
with that they were focused on starting a business or in buying a
home. But for this group, the vehicle, as a way to get to work, to
establish themselves in this society, was a very high priority. The
majority did that, but then they continued in the program, moving
towards, in many cases, home ownership.

Senator BUNNING. Thank you.

Senator SANTORUM. I want to thank members of the panel.
Would you like to say something?

Ms. SiMMONS. I have one more thing I have a burning desire to
say. He asked me about my children and the saving. I am the
founder and director of Why Not Prosper, and there are 67 counties
in Pennsylvania. I go to the two State penitentiaries and all 59 of
the counties that have facilities for women, so not only are my chil-
dren getting the budgeting that I have learned, it is going into the
prisons with me as I go and speak to the ladies. As they are coming
to my facility, they are getting the budgeting and they are getting
directly from where I got it from. Amen.

And then lastly for him, Senator Conrad, you said that you see
a difference in the money. Well, the money may be a little dif-
ferent, but the change in the lifestyle, that is the piece, the gap you
all are missing. Because you do not see the cash back, but for a
life like mine that was on a slippery slope to hell, these programs
kind of got me back on the right track.

So you are missing the money, but you have some new lives that
are being rebuilt, so that is taking up the gap of the money that
is missing.

Senator SANTORUM. Thank you very much, all of you. I appre-
ciate it.

[Applause.]

Senator SANTORUM. Our second panel, if they will come forward,
is Dr. Michael Sherraden, Dr. Trina Williams Shanks, Mr. Fred
Goldberg, Ray Boshara; David John, and Mark Iwry.

Doctor, if you are ready to proceed. Dr. Sherraden is the author
of “Assets and the Poor,” and he is a professor at Washington Uni-
versity in St. Louis, MO.

Doctor, thank you for being here.
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STATEMENT OF DR. MICHAEL SHERRADEN, AUTHOR OF “AS-
SETS AND THE POOR,” PROFESSOR, WASHINGTON UNIVER-
SITY, ST. LOUIS, MO

Dr. SHERRADEN. Thank you, Chairman Santorum and members
of the subcommittee, Senators Bunning and Conrad. I am honored
to present testimony today on inclusion in asset-building.

As we know, many Americans are asset-poor. Twenty-five per-
cent of U.S. households do not have enough net worth to live for
even 3 months at the poverty line.

This suggests two things. One, that many U.S. households have
very little financial cushion to sustain them in the event of a job
loss, illness, or other shortfall of income. Two, development of these
households is limited by lack of assets for investing in education,
homes, businesses, and other strategies to get ahead.

Asset-based policy would shift social policy—and this committee
is very much about Social Security and family policy—from an al-
most exclusive focus on maintenance to a focus on development: de-
velopment of individuals, families and communities.

This is not to say that there is no role for social insurance. In-
deed, the right idea is to balance asset-building with social insur-
ance. If there are to be individual accounts in Social Security, I be-
lieve they should be above and beyond the current Social Security
system.

The goal of asset-based policy should be inclusion. By inclusion,
I mean that policy should, one, bring everyone into asset-building;
two, make the policy lifelong and flexible; three, provide at least
equal public subsidies to everyone in dollar terms. Right now, we
provide most of the public subsidies through the tax system to peo-
ple who are already well-off. Four, achieve adequate levels of asset
accumulation, given the purposes of the policy.

My insights into asset-building came in discussions with welfare
mothers nearly 2 decades ago, talking with them about why wel-
fare—then it was called AFDC—was a trap. These women said to
me that it was very difficult to get anywhere in the current welfare
system. Those discussions led eventually to a proposal for Indi-
vidual Development Accounts.

As originally proposed, Individual Development Accounts would
have been a kind of universal asset-building system where every-
one has an account that was started as early as birth, with
matched savings for the poor, recognizing that in current policy we
provide tax benefits for asset accumulation in homes and retire-
ment accounts, and not much of this reaches the poor.

IDAs would do matched savings for the poor, and indeed, that is
what they do. There could be multiple sources of matching depos-
its, accompanied by financial education, which you have heard a lot
about. These savings could be used for homes, business capitaliza-
tion, education, and other purposes.

Since IDAs were introduced, we have made some policy progress,
as we have heard about today. There is the Assets for Independ-
ence Act, which is some Federal resources for IDAs. The Savings
for Working Families Act that Senator Santorum has talked about
is nearly ready to pass in the Congress, and we hope that it does.

And there have been other developments. More than 40 States
have some kind of IDA program at the State level. But honestly,
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these are all fairly small programs at the present time, and we are
really a long way from a large policy that includes everyone in this
idea of asset-building for Americans.

The most important contribution, I think, today, is that this is
an active discussion. When we started this work 15 or 20 years
ago, there was really no discussion of asset-building for poor peo-
ple, certainly not in the context of social policy.

Today, this is a very active discussion, and both Republicans and
Democrats use the language “asset-building,” “asset-based policy,”
“stakeholding” and “ownership society.” I think we have come a
long way.

We are learning a great deal from research. We find in IDA re-
search that if we increase the matched cap—that is, how much peo-
ple can save and be matched—$1, we get 40 or 50 cents more sav-
ings. This is a very strong effect.

We have other findings. We know that if we provide financial
education, we can increase savings for about the first 10 hours of
financial education, and after that, not much effect. This is impor-
tant to know because financial education is expensive, and if we
are going to invest in it, we need to know how much is the right
amount.

We find, from talking with IDA participants, that they see IDAs
as an opportunity. These are people who mostly do not have access
to a retirement account at work. One IDA participant said, “Oh, I
get it. This is like a 401(k), only for me.” This is a person who
would not have access to a 401(k) otherwise.

We find that IDA participants like restrictions. They like the fact
that the money is put aside and they like the fact that it can be
used only for homes, or education, or business capitalization, be-
cause, as some of the discussion earlier has indicated, they feel the
money would just be spent if it were readily available. So this idea
of restrictions, we think, will play a role in future policy, or should.

Turning to the effects of IDAs, we find that asset-building has
positive effects; especially we know that home ownership has posi-
tive effects. I see my red light is blinking, so I will move to my con-
clusion.

There are a lot of positive effects for asset-building. The one
point that I would like to leave you with is that we believe that
asset-building in public policy ought to be in the form of a plan, a
plan that can be inclusive and reach out to include everyone.

Most people accumulate assets in a 401(k) plan, a thrift savings
plan, and that is why the plan features of the ASPIRE Act, for ex-
ample, modeled after the Thrift Savings Plan, are so desirable.

The plan can offer a few simple investment choices. It can be
low-cost. We think, for long-term policy development that is really
going to include the whole population, this is the right way to go.
Thank you very much.

Senator SANTORUM. Thank you, Doctor.

[Applause.]

[The prepared statement of Dr. Sherraden appears in the appen-
dix.]

Senator SANTORUM. Next, is Trina Williams Shanks, who is a
professor at the University of Michigan, Ann Arbor. Thank you.

Dr. Shanks?
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STATEMENT OF DR. TRINA R. WILLIAMS SHANKS, PROFESSOR,
UNIVERSITY OF MICHIGAN, ANN ARBOR, MI

Dr. SHANKS. Thank you very much, Senator Santorum, for invit-
ing me today, and Senators Conrad and Bunning. It is an honor to
be able to speak before you and share my thoughts.

I have spent much of my academic career thus far examining the
impact of household wealth on child development outcomes, and I
have approached this topic in two ways.

The first is using nationally representative data sets, like the
Panel Study of Income Dynamics, to test in a statistical way if
household wealth makes a difference for children.

Some of the things I found included that household wealth
helped us to better understand child outcomes, things like aca-
demic test scores and reported behavior problems. If you have in-
formation on household wealth, in addition to things like income or
parental educational levels, we can better understand what pos-
sible outcomes are going to be for children.

I have also seen that in many instances, growing up in house-
holds with even a small amount of net worth, seems to make a
positive difference for children. So, it does not have to be large
amounts. Even small amounts, particularly for low-income house-
holds, can make a difference.

But what I find most interesting is, having assets seems to really
benefit low-income households and children, particularly those of
African Americans and those that maybe face multiple disadvan-
tages, perhaps having a head of household with less than a high
school education.

A second way that I will examine the impact of wealth and asset
accumulation on child outcomes is through this initiative you heard
a little bit about, the SEED initiative, Saving for Education, Entre-
preneurship, and Downpayment.

I am a co-investigator for the impact-assessment portion of that
initiative, so we are going to have an experimental design where
there are 500 low-income families whose children are enrolled in
Head Start programs. They will be offered college savings plans
that are seeded with $1,000.

We also will be following, through interviews, a control group, so
that at the end of a 4-year period we will be able to say with some
confidence that those who were offered these accounts perhaps
turned out differently than these same type of families that were
not offered accounts. The results are not in yet, but we will be able
to give that answer as we gather data over time.

So, you have my written testimony. I would be more than happy
to talk to you about my research. But I would like to end with just
a few observations. Before I started doing academic research, I ran
a church-sponsored family mentoring program.

So, we offered tutoring and activities for children, we offered life
skills classes and access to mentors from one of the two congrega-
tions of families. I like to think we made a difference, but attend-
ance was inconsistent. They really did not meet very many of their
economic goals.

Two years into this program, we started offering Individual De-
velopment Accounts, IDAs. These public housing residents that we
were working with started coming to the classes, bringing their
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children, saving money, meeting their goals, and they also invited
their friends to be part of the program as well.

So, I see asset-building policies as an opportunity to provide a ve-
hicle that supports individuals in a very concrete way to help them
work toward their own personal dreams and goals.

The image that comes to my mind is, we have a person standing
on a riverbank and they need to get to the other side. Someone
comes by and they have a boat and they can cross over easily.
Maybe some are strong enough to swim and beat the current and
make it to the other side.

But that other person is standing back, saying, I do not have a
vehicle to cross. So, maybe the community can decide to build a
bridge, so any time they want to cross over to the other side, they
can.

In my mind, that is kind of what asset-building policies are, be-
cause I think that most people would want to save and not go from
paycheck to paycheck, and have a little bit of financial security. I
think that most people would want to guide their children to a safe
and productive future.

But they come across obstacles, particularly those who are low-
income and face multiple disadvantages. So, these asset-building
programs are really the appropriate vehicle to help them to reach
their own goals. I would just say, if you would ask me what might
be the impact of having child savings accounts that begin as early
as birth and throughout elementary school, and allow parents and
their children to work together to focus on helping their children
meet goals of education and personal betterment using money in
these specially designated accounts, I can say, from my analyses
from longitudinal data, that household wealth can lead to better
outcomes for children.

But I would say the potential, at least, is that more young people
would have glimpses of hope rather than expectations of repeating
inter-generational experiences of failure, both academically and
economically. So if you ask my opinion, that would be the impact
of such accounts.

Thank you very much.

[Applause.]

Senator SANTORUM. Thank you, Dr. Shanks.

[The prepared statement of Dr. Shanks appears in the appendix.]

Senator SANTORUM. It is my pleasure to introduce Mr. Fred Gold-
berg, who is a lawyer at Skadden, Arps and is a former Commis-
sioner, if I recall, of the Internal Revenue Service.

Mr. GOLDBERG. Yes, sir. And I am here to help you.

Sengj);or SANTORUM. Thank you. [Laughter.]

Fred?

STATEMENT OF FRED GOLDBERG, SKADDEN, ARPS, SLATE,
MEAGHER & FLOM, LLP; FORMER COMMISSIONER OF THE
IRS UNDER PRESIDENT GEORGE H.W. BUSH, WASHINGTON,
DC

Mr. GOLDBERG. Thank you. It is a pleasure to be here today. I
would like to offer two brief observations and submit my written
statement for the record.
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I will also note, having appeared before each of you many times
in my prior lives, I have never before attended a Senate hearing
where the witnesses have been applauded. I think it is a wonderful
tradition.

Senator SANTORUM. Do not expect that for you, Fred.

Mr. GOLDBERG. No, I do not. [Laughter.] Generally, it is boos,
Senator.

First, while more than 90 percent of all taxpayers have positive
tax liability over their lifetimes, more than 90 percent of us, when
you look at us over our lives, pay positive tax to the government.
Forty percent of us, 40 percent of all taxpayers, have no tax liabil-
ity in any particular tax year. We are kidding ourselves to talk
about policies to promote asset-building among low- and middle-in-
come families in the absence of refundable credits.

More broadly, in my judgment, the failure to provide a refund-
able Savers Credit, the phase-out of eligibility for traditional IRAs
and Roth IRAs, the grotesque array of savings incentives, make an
absolute mockery of our policies to promote asset-building.

This has nothing to do with the heated rhetoric that refundable
credits are welfare. It has nothing to do with the heated rhetoric
that says universal eligibility for IRAs is a give-away to the rich.

What tax policy justifies denying savings-based credits to fami-
lies living in a small town in the Dakotas where their cost-of-living
aﬁjugted—income is exactly the same as a family living in Philadel-
phia?

What tax policy justifies denying the benefits of IRAs to families
living in Philadelphia, when those families are living on the same
cost-of-living adjusted-income as families living in the Dakotas?

What tax policy justifies punishing millions and millions of fami-
lies who try to save because their incomes fluctuate as the result
of a layoff, a family illness, taking time off to have a child, pur-
suing continuing education?

What tax policy justifies the grotesque array of so-called savings
incentives that do nothing for low- and middle-income families, are
beyond the comprehension of tax professionals, not to mention nor-
mal citizens?

And what tax policy justifies complex rules and phase-outs, in
the interest of soaking the rich, that undermines any incentive for
financial institutions and intermediaries to effectively market sav-
ings programs to low- and middle-income families?

There is no justification, on policy grounds, for the current sys-
tem. Fundamental reform is long overdue. The IDA provisions of
the CARE Act and the recently introduced ASPIRE legislation rep-
resent a dramatic step in the right direction, because low-income
families and their children benefit without regard to their current-
year tax liability.

But more should be done. In addition to IDAs, in addition to
ASPIRE, Congress should scrap what is out there on a revenue-
neutral basis, enact the administration’s LSA, RSA, and ERSA pro-
posals, and a robust refundable Savers Credit.

My second observation has to do with administrative and policy
infrastructure. Each of these areas has received far too little atten-
tion. By administrative infrastructure, I mean systems necessary to
implement measures under consideration by Congress.
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Our country is blessed with a remarkable private and public fi-
nancial infrastructure that can support universal asset policies
that were unthinkable 20 or 30 years ago: the administration’s
split refund proposal, IDAs, the CARE Act, the ASPIRE legislation,
restructured Savers Credit, personal retirement accounts that are
either part of, or are an add-on to Social Security.

The fact is, we can make these policies work, and work well. In
my view, the keys to successful and durable policy infrastructure
are universality, simplicity, and appeal to shared values. The most
important feature of your ASPIRE legislation is that it creates a
truly universal savings infrastructure for all Americans.

With all due respect to the witnesses who have commented, the
most important aspect of the ASPIRE provision is not the money.
The importance is, it creates a universal platform where individ-
uals can build and individuals can assume personal responsibility
for their own well-being.

It is clear that the existing administrative structure makes it
possible to implement these policies that satisfy the criteria. It is
clear that these objectives can be accomplished in ways that are fis-
cally responsible in light of massive deficits. It is clear that we
have many policies to choose from. What is unclear, is whether the
political process will make those choices.

Thank you.

Senator SANTORUM. Thank you, Fred.

[The prepared statement of Mr. Goldberg appears in the appen-
dix.]

Senator SANTORUM. It is now my pleasure to introduce Ray
Boshara. Ray is the director of the Asset-Building Program at the
New American Foundation.

Ray, thank you for being here.

STATEMENT OF RAY BOSHARA, DIRECTOR, ASSET-BUILDING
PROGRAM, NEW AMERICA FOUNDATION, WASHINGTON, DC

Mr. BOSHARA. Thank you, Senator Santorum, Senator Conrad,
Senator Bunning. I have dedicated my professional life thus far to
this idea, and it is great to be here. This is a great moment, and
I commend all of you for your leadership, for your efforts to expand
savings and ownership for all Americans.

I would also like to thank the foundations that have made my
work possible for the last 10 years: the Ford Foundation, the
Charles Stuart Mott Foundation, Casey Schwab, and Citigroup
Foundation. None of us would be here if it was not for their sup-
port.

So what would I do? I would propose three things to Congress.
First, things that really do not cost any money, very low-cost ideas:
splitting refunds on tax returns, automatic 401(k)s, and an idea
that Peter Tufano of the Harvard Business School gave us—putting
savings bonds back on tax returns. It is a great idea, something
that we should look more into.

Second, I would support matched savings accounts for the work-
ing poor, including the Savers Credit and IDAs. I was going to cite
the research about IDAs, but I think Michelle and Dorothy did it
better than I could.
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I commend you, Senator Santorum, for reintroducing the Savings
for Work and Families Act yesterday with Senator Lieberman. I
spent 5 years on that bill, and I would love to see it become law.

The third thing I would propose, no surprise to anybody, is KIDS
Accounts, the ASPIRE Act, which, of course, New America and the
field I work with have been promoting for some time now.

Let me give you three reasons why I think KIDS Accounts de-
serve favorable consideration by Congress. First of all, I think we
need to create a culture of savings and investing compared to the
culture of spending and consuming, and it especially needs to be
directed at kids. Also, as Ric Edelman and others will tell you, the
earlier we save, the better. Why miss the first 20 or 25 years of
accumulation? It makes no sense whatsoever.

Second, I think we have to increase national and household sav-
ings. There are all kinds of great macroeconomic arguments in
favor of targeting savings incentives to kids, and we should really
pay attention to that.

At some point, Asia is no longer going to finance our consump-
tion and our deficits, and we need to find ways to increase savings
in the U.S. There is actually a fabulous report just put out by the
McKinsey Global Institute on this very point.

Finally, I would just note that we do absolutely nothing to help
poor kids build savings and assets. Right now, we have WIC, food
stamps, tax credits, and health insurance programs for kids—but
we do nothing to help them save. It is not surprising then that one-
quarter of all white kids, and half of all other kids, grow up in
households with zero or negative assets for investment.

A couple of questions I would like to address. First, why are
KIDS Accounts relevant to retirement security? There is a lot of
talk about retirement security. Why do we need to think about
KIDS Accounts in this context?

As Fred said, we need to create a permanent lifetime platform
for saving, wealth accumulation and retirement security. Over the
long term, we can solve our pervasive problem of the unbanked.
And, when you die, you can pass this money on to your heirs. 1
think we have to think about asset-building as from birth to death.

Also, these accounts can be used for two purposes which are very
relevant to retirement security, buying your home and going to col-
lege. Certainly those are the major components of my economic se-
curity at retirement.

We do have programs for going to college and buying homes, but
they are inadequate. Too many kids do not buy homes and do not
end up going to college. So, I think we have to think about these
elements together.

The way the ASPIRE Act is written, the account becomes a Roth
IRA at age 18, meaning that you can use it tax-free and penalty-
free for buying your first home, going to college, and, of course, for
retirement.

One final question I will close with. Would KIDS Accounts be
worth the cost? The answer is yes. In an era of growing deficits and
mounting pressures on entitlements, I think we have to enact ideas
that will reduce the need for government over the long term. We
have to spend money in each generation to save even more money
in future generations.
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When Michelle said that she is now a homeowner and a tax-
payer, there you are. That is how a program like KIDS Accounts
and IDAs will save money for this government over the long term.

Also, I think we have some examples to learn from. Britain, as
you know, has enacted its Child Trust Fund. Two million accounts
were set up already this year. Two million kids in Britain now
have their own Child Trust Fund, and they are saving for their fu-
ture. Canada has Learning Bonds for education established at
birth, and New Zealand just proposed something called the Kiwi
Account.

So, I think this is happening, and I hope the U.S. plays a real
strong leadership role in establishing KIDS Accounts at birth for
every child in America.

Thank you.

[Applause.]

Senator SANTORUM. Thank you, Ray.

4 [The prepared statement of Mr. Boshara appears in the appen-

ix.]

Senator SANTORUM. It is my pleasure to introduce David John,
who is a research fellow at the Heritage Foundation.

David?

STATEMENT OF DAVID JOHN, RESEARCH FELLOW, THE
HERITAGE FOUNDATION, WASHINGTON, DC

Mr. JoHN. Thank you for having me. Thank you also for holding
a hearing on this important issue.

Lincoln said that a house divided against itself cannot stand.
And while the situation is vastly different, we do have a wealth
gap in this country and a wealth gap that is only growing. We
found over the years that income-transfer programs simply do not
work. They do not provide what might end up being a permanent
solution to this.

However, proposals such as the ones mentioned here, IDAs,
ASPIRE, KidSave, SEED accounts, et cetera, can expand the op-
portunities for people to grow out of low-income situations. They
expand the opportunities for savings, home ownership, and full
participation in the economy.

Now, as Ray just mentioned, this is not just a U.S. concern. We
have had significant conversations with an Australian Labor Party
Senator by the name of Nick Sherry who is one of the architects
of their mandatory Retirement Savings Plan.

What he said was, as a Labor Union official, the reason he got
involved with this type of an effort—savings, asset-building—was
that he sat and watched upper-income people become wealthier be-
cause they had assets and they could watch those assets grow.
What he wanted was to see his members and low-income Aus-
tralians have the same opportunities.

IDAs, ASPIRE, KidSave, SEED, et cetera, are investment pro-
grams, and they pay much more than just financial benefits. For
instance, various studies, one of them by the gentleman at the far
end of the table there, showed that people with assets are much
more future-oriented, prudent, confident in their prospects, and
connected with their communities.
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Other studies show that, in the event of auto workers affected by
plant closings, that people who owned houses were much less likely
than renters to suffer from depression or alcoholism, even after
taking into account differences in income.

These also apply to the next generation. Various studies have
shown, and this applies to the first panel here, that the savings
habits of families are more important than family income in pre-
dicting teen-aged savings behavior.

So, a history of a family that saves will likely continue into fu-
ture generations. Likewise, the children of homeowners are more
likely to stay in school than those of renters.

Last, but not least, increased levels of home ownership among
low-income families lead to higher rates of high school graduation
and college attendance in the children of those families.

Now, in addition to the other fine programs that have been men-
tioned here, let me also mention KidSave, which was developed
originally by Senator Bob Kerrey and was co-sponsored by, I be-
lieve, the Senator from Pennsylvania back in 2000.

Now, this is a program that was specifically structured to provide
savings for retirement, and it is one that would work very effec-
tively. It has been most recently introduced into the House by Rep-
resentative Jerry Weller, a Republican from Illinois, and Rep-
resentative Sherrod Brown, a Democrat from Ohio. I would rec-
ommend it also to your consideration.

Now, a key factor in all of these programs that have been men-
tioned is that they are not new entitlements. We seem to have
more than enough problem with the entitlements that we have at
the moment. These are a hand up. This is the way that families
and communities have always helped each other, and it is a very
appropriate way to help low-income families to build assets and to
help close the wealth gap in this country.

Thank you.

Senator SANTORUM. Thank you. Appreciate it.

[Applause.]

[The prepared statement of Mr. John appears in the appendix.]

Senator SANTORUM. Our final panelist is Mr. Mark Iwry, who is
a nonresident senior fellow at The Brookings Institution.

Mr. Twry?

STATEMENT OF J. MARK IWRY, NONRESIDENT SENIOR
FELLOW, THE BROOKINGS INSTITUTION, WASHINGTON, DC

Mr. IwrY. Thank you, Mr. Chairman. I am Mark Iwry. I am here
today on behalf of the Retirement Security Project, which is sup-
ported by the Pugh Charitable Trusts and is a partnership between
Georgetown University and The Brookings Institution.

The Retirement Security Project is dedicated to working on a
nonpartisan basis to make it easier for lower- and middle-income
working families to save, particularly for longer-term needs for a
secure retirement.

Our private pension system has accumulated what is perhaps the
largest pool of investment capital in the history of the world, some
$11 trillion.

Senator Conrad, you have noted that we spend about $125 billion
a year—that is the Joint Committee on Taxation estimate—on our
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private pension system: defined benefit, defined contribution,
401(k), Keough, IRA plans.

The benefits, however, are more skewed toward the top than
they should be, and one reason has to do with the question you
asked. Why is our taxpayer investment of $125 billion a year ap-
parently not generating adequate money’s worth for the taxpayers
in terms of increased national saving?

The answer is fairly clear. The way our tax preferences are struc-
tured is essentially upside-down. The amount that someone gets by
way of tax preference for saving is proportional to their tax brack-
et, and this is consistent with what Fred Goldberg was talking
about, and others in the previous panel.

We have a deduction-based system. If you are in the 35-percent
bracket and you contribute a dollar to a 401(k), it costs you 65
cents, the dollar minus the 35-cent deduction. If you are in a 10-
percent tax bracket, that dollar of saving costs you 90 cents instead
of 65 cents.

As Fred Goldberg said, again, this is irrational. What we need
to do is target our efforts to the three-quarters of Americans who
are in the 15-, 10-, or 0-percent bracket who pay payroll taxes but
do not necessarily pay income taxes in a given year because they
do not have income tax liability that year.

The way to do that is quite simple: tax credits instead of tax de-
ductions. What is the difference? As you know, a tax credit would
provide an incentive that is based on how much you contribute,
how much you save, rather than how much you earn, rather than
what your income is.

The Savers Credit is a tax credit that we developed at Treasury
several years ago when I headed up the pension policy and regula-
tion there in order to address the very problem that all of you have
raised, how best to improve asset accumulation and savings for
moderate- and lower-income people.

It levels the playing field between those who have a high tax
bracket and those who, in any given year, have a low- or 0-percent
tax bracket. It is the first, and so far the only, major Federal legis-
lation actually enacted that is directly targeted to promoting retire-
ment savings for the majority of the working population, that is,
those whose bracket is 15 percent or less.

It simply provides a tax credit of 50 percent for every dollar that
one puts into a 401(k), other employer plan, or IRA if one’s income
is $50,000 or less as a family. It was used by 5.3 million taxpayers
in 2002, and again in 2003, and it costs only about 1 percent of
that $125 billion that we spend, Senator Conrad, that you cited, on
the whole tax-favored pension and IRA system.

Unfortunately, during the legislative process, the Savers Credit
was truncated drastically. As a result, it is set to expire at the end
of 2006. It does not help most of the people it was intended to help.
Five million is a lot, but the number of people it was intended to
help runs to the many tens of millions.

We know from the evidence, such as what Bernie Wilson of H&R
Block discussed very effectively in the first panel, that the Savers
Credit works. It gets lower-income people to save.

It can have a huge positive effect on savings if we extend it,
make it refundable, and extend the 50-percent credit rate to every-
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one who earns $50,000 or less. Right now, it is nominally 50 per-
cent, but really it is 10 percent for most of the relevant people.

Employer plans are a proven and powerful vehicle for accumu-
lating assets for lower-income people, for a variety of reasons that
I go into in my written testimony.

By way of comparison, IRAs have a take-up rate of less than 1
out of 10 people who are eligible; 401(k)s, 2 out of 3, and that has
dropped from 3 out of 4 a few years ago. We can do better. One
out of three are leaving money on the table, and the balances of
people in 401(k)s are grossly inadequate compared to what they
really need.

A lot of people do not participate simply because they do not get
around to signing up. They look at the investment choices and they
are daunted, dazzled. They do not know which to invest in. They
might not even be able to decide exactly how much they ought to
be investing of their pay.

Fortunately, there is a disarmingly simple approach that can ad-
dress this participation gap in the employer plan system, basically
automatically enrolling people. It has been mentioned before.

We can change the default so that if you do not sign up, you are
in the plan. If you want out of the plan, you sign something and
you opt out. You are in the plan at some default contribution rate
at some reasonable investment that makes sense for regular Amer-
ican working people, and if you want to change that, you can
change at any time.

When I was at Treasury, we decided to approve this automatic
enrollment and automatic 401(k)s, and to promote it because it was
voluntary, on condition that people get an advance written notice
of what the default is and get to opt out at any time, opt out to
whatever they want, including nonparticipation in the plan.

How well does this work for lower-income people? A recent study
of a 401(k) plan where people earning less than $20,000 were par-
ticipating at a 13-percent rate in that plan, using regular enroll-
ment where you have to sign up in order to get in, showed that
when the plan converted to automatic enrollment, so people were
automatically in unless they opted out, the participation rate went
up from 13 percent to 80 percent.

We can do this in our 401(k)s across the board. Together with
many of the other good ideas that have been suggested today, we
can make a dramatic impact in savings and asset accumulation for
lower-income people.

Thank you.

Senator SANTORUM. Thank you, Mr. Iwry. I appreciate that. I am
actually working on a piece of legislation to do just that, so I agree
with your idea of the opt-out versus the opt-in.

[The prepared statement of Mr. Iwry appears in the appendix.]

Senator SANTORUM. Just a couple of questions. I know we are
running late here. There have been different thoughts in the pre-
vious panel and this panel with respect to some of these ideas out
there and putting limits on how this money can be spent, either
from the standpoint of just retirement, the standpoint of retirement
or education.

I think some of the savings proposals that were mentioned, I
know by Mr. Goldberg, have no limitation as to what that money
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can be spent on. Do you have a feeling as to how we should be
structuring these savings accounts? It is a free-for-all.

Mr. Iwry. I will start off. I think it is important to bear in mind
that our existing vehicles for retirement saving, the IRAs, the
401(k)s, in particular, actually are not limited to retirement.

Let us recall that there is not much difference between them and
many of the proposals that are being discussed today. There is a
special exception for getting your money out penalty-free from
401(k)s for college tuition, for financial hardships, for purchase of
a home.

IRAs let the money out under all circumstances, but with a 10-
percent penalty that does not apply for higher education, for pur-
chase of a home, and for various other pressing needs. So when
people talk about retirement, in many cases they are really talking
about many of the same long-term investments in one’s future that
everyone here is talking about.

Dr. SHERRADEN. If I could just add another word. I fully agreed
with Dr. Gonzalez-Rubio’s comments, and Ray Boshara’s com-
ments, that education and owning a home really are about retire-
ment security.

So, while I do not feel these plans should be opened up to any
possible use, I think that the important uses for long-term invest-
ment, such as education and home ownership, ought to be included.

Mr. GOLDBERG. Senator, I think the elegance of the administra-
tion’s LSA and RSA proposals is, it is some of each, and let the peo-
ple choose. I think that the most important point is a universal
platform.

One concern I would have about, for example, the ASPIRE pro-
posal is that, if you give every child in the country a $500 account
that all of them can use for education, I would be concerned that,
as an economic matter, that will disappear into the pockets of the
universities very quickly through adjustments in scholarship pro-
grams.

A caution I would have on savings policies generally is, to the ex-
tent universities alter their scholarship policies in response to chil-
dren’s assets, I think we have accomplished absolutely nothing.

Mr. BOSHARA. Just a brief comment. I think we should structure
savings for long-term asset accumulation—buying homes, going to
college, and retirement, in particular.

But I also think there is something right about LSAs, which is
that poor people, in particular, also need to save money to fix the
car and the washing machine, and there is some benefit in the gov-
ernment supporting savings for emergencies and fixing the car in
addition to long-term asset accumulation. So I think we should
have a suite of savings policies for people, not just one.

Senator SANTORUM. Anybody else?

[No response.]

Senator SANTORUM. All right. I am told we have a vote, so I am
going to pass on to Senator Conrad, if you have any questions you
would like to ask. Jim, would you?

Senator BUNNING. I just have one for Dr. Shanks.

Your analysis of the impact of wealth and asset accumulation on
child development is extremely interesting.
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Can you talk a little bit more about what your findings show re-
garding the impact of specialty-designed savings on parents’ expec-
tations of their child’s future, and the impact that those expecta-
tions can have on a child’s attitude, or children’s attitudes?

Dr. SHANKS. Well, from long-term developmental psychology
studies, we know that expectations by parents and in the minds of
children as early as first and second grade can be very predictive
of things like going to college as they go through high school and
make decisions about college; thus, we have included questions
about expectations in our survey, the experimental design I was
telling you about as part of the SEED demonstration, so we could
try to capture that effect.

So I cannot say for sure what such accounts will do, but we know
from developmental psychology that expectations as early as first
and second grade can be quite predictive of what happens when the
children actually get old enough to go to college.

So, that is why we are asking those questions about parental ex-
pectations and the child’s expectations in this experimental design
with SEED.

Senator BUNNING. Thank you.

Senator CONRAD. Can I just ask the panel, one of the things that
strikes me is, there are so many different things out here, it is very
hard for people to follow. We have HOPE scholarships, we have
IRAs, we have Keough plans, we have 401(k)s, we have KidSave,
we have so many proposals, RSAs, LSAs.

I think one of the problems, frankly, that we have, is that there
are so many different things, that it just confuses people. Confusion
prevents people from acting. I do not know if it was Mr. Iwry or
Mr. John who was referencing, people are faced with this weltering
number of choices and they get frozen.

How much of our effort here should be to simplify and stream-
line?

Dr. SHERRADEN. If I could just add a word. Most of these asset-
building programs, in particular, are relatively new in terms of
public policy, all of them since 1970, essentially. So, I think it is
a relatively young area that has not really consolidated.

But I think what makes sense in the long term is that these pro-
grams are folded in, if not into one large system with different
choices and maybe a partition for home ownership and a parti-
tioned amount for retirement, then certainly into a simpler system
than exists today. I think what you are thinking about makes a lot
of sense.

Mr. GOLDBERG. Senator, as you know as a former tax adminis-
trator, it is impossible. I think none of us can get our heads around
how screwed up the system is right now.

To me, the concept of ASPIRE is you have a universal platform,
some form of save-it-for-whatever-purpose-you-need, and some form
of put-it-away-until-you-retire-or-you-pass-on-and-leave-it-to-your-
heirs. That is all you need. I think that moving in that direction
is essential because it just is not working the way it is.

Senator CONRAD. I would just like to make this comment. I agree
with you. I think, now, we have such a welter of plans out there,
we are just confusing people. We have to find a way to simplify and
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streamline, because to have a message that resonates and kind of
pierces the veil, simplicity has to be a key part of it.

Mr. Boshara?

Mr. BOSHARA. I would just add that, in the drafting of the
ASPIRE Act, we felt very strongly, Senator Corzine, Senator
Santorum, and others, that we should work with what is on the
books already and not create new products. So, these accounts be-
come Roth IRAs at 18, and you have the option of rolling them into
a 529, period.

Mr. IwRY. Senator, it is, in part, more confusing for those of us
who are looking at legislative alternatives than it necessarily is for
a given individual. Lower-income people are lucky if they have one
or two realistic options that are in fact available to them. I think
that is what everyone on both of these panels is talking about.

There is a lot of convergence here. There are different names, dif-
ferent bills, different genealogies of these proposals, but we are
converging quite a bit on universal proposals that are targeted in
particular to the people who need the help the most. I think that,
while there sort of seems to be a welter of alternatives, we can
prune the irrationality from the system without getting rid of the
things that work.

One of the things that works is the employer system. Sixty-five
million people are covered. We have lots of moderate- and lower-
income people who have gotten meaningful benefits, and we can re-
form that to make it more rational, to go more to tax credits, away
from deductions, and add a universal base for those who are not
in employer plans. I would not replace employer plans, I would ex-
pand on them.

Senator SANTORUM. Go ahead, Mr. John.

Mr. JoHN. I would also agree that simplicity is a key factor and
is going to be very important as time goes on. The one concern I
have with the whole idea of one platform or one account, and this
is true whether it is ASPIRE or whether it is some of the existing
savings accounts, is that there is a tremendous temptation
throughout a person’s working life to meet their immediate needs,
whether it is repairing the house or something along that line, at
the expense of their future needs, which is saving for retirement.

This is one of the values to the President’s plan with the LSAs
and the RSAs, in that they are separated out into two different
programs. Keeping retirement in a separate program, to the extent
that you can, at least ensures that there is going to be a certain
level of assets available when an individual retires rather than
having to turn around and sell the house.

Mr. GOLDBERG. The elegance of a single platform for everybody,
for everybody in this room, from Bill Gates’ kid on down, is you can
use that as your plumbing. That is your infrastructure, and the
plumbing matters.

We cannot tell people how to live their lives, but as long as they
have that infrastructure, that platform, the individual can choose
between saving for current needs and saving for retirement. I agree
with Dr. John, you want to offer both of those.

Also, having spent a lot of time on this, you can get there in a
revenue-neutral basis. This is not about spending more money. If
you look at the whole array of programs that are on the books right
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now, you can take that and say, within that framework, we are
going to have a system that benefits everybody dramatically more
than we are benefitting folks today.

So it is not a question of, cut more taxes, spend more money. It
is a question of, the Federal Government impacts savings too, and
is doing a terrible job. So you can get where you are talking about,
Senator Conrad, and not do damage to the deficit.

Senator SANTORUM. Well, I think Senator Conrad and I would
both say that we look forward to working with the members of this
panel, and others, to do exactly what you have just suggested,
which is to try to be more efficient in how we promote savings, and
also be more universal in those who will benefit from the govern-
ment expenditures. I think we heard a lot of good ideas here today
and look forward to working with you to see if we can make that
happen. Thank you.

We are adjourned.

[Whereupon, at 12:37 p.m., the hearing was concluded.]
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My name is Dorothy Beale from Philadelphia, Pennsylvania, and I graduated in September of
2004 from the Women’s Opportunities Resource Center’s (WORC) Family Savings Account
program, which is also called the Individual Development Account program.

I joined the program in 2003 as a single mother who, like many others, had been working hard
but could not get ahead. 1had always dreamt of having a home for myself and my three
children. I was tired of throwing my money away on rent and wanted something that I could call
my own and one day pass on to my children. But I needed help.

At that time, my credit was “tore up,” and for those of you who don’t know that expression, let
me explain: you can have good credit, fair credit, and poor credit. Mine was below poor, or “tore

2

up.

To fix my credit, | worked with a counselor at Acorn Housing, a nonprofit housing counseling
agency, and paid off the small debts first, wrote letters to the credit bureaus to correct mistakes,
and negotiated payment plans with my creditors to pay off the larger debts. It was a long process
that took over a year, but I finally did it.

I also needed help saving towards a down payment. Ilearned about the Family Savings Account
Program from Acorn Housing in April of 2003. 1 went on to the Women’s Opportunities
Resource Center’s website and learned about their programs. WORC is a non-profit
organization in Philadelphia that serves low income women and their families through
entrepreneurial training, Family Savings Accounts, and small business loans. Their FSA
program would help me to save towards a home and provide an incentive in the form of match
money. Ilearned I could save up to $2000 over a one to two year period and if I completed
consistent savings and personal financial management classes, my savings would be matched
dollar for dollar.

The hard part was saving. 1 had never saved before, and I needed something to discipline me.
The personal financial management classes at Women’s Opportunities Resource Center taught
me to budget and track my expenses. I thought about unnecessary things that I was spending
money on and started making small sacrifices toward larger goals. After a few months it got
easier. [ began to get excited, determined and disciplined. Isaw my money grow, my credit
score rise, and my confidence tip the scales.

According to the action plan I developed with my program counselor at WORC, I saved $80 per

month over a fifteen month period and even deposited a lump sum from my Earned Income Tax
Credit to reach the $2000 goal. With the work I did on my credit, I was able to obtain a

(39)
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mortgage for $77,000, and with my $4000 in savings and match funds, I was able to purchase my
family’s first home in September 2004.

Most importantly, this program has given me the opportunity to pass good budgeting and savings
habits on to my children. While attending the program, I would take my children to the grocery
store and show them how they could save money when shopping. I would show them my bank
statements so they could watch our savings grow over time, and I was able to teach them to
differentiate between wants and needs. I also opened savings accounts in their names and they
now make regular deposits from their allowances and money they earn from chores.

The program got me thinking about other long term financial goals such as retirement and my
children’s college education. I decided to start saving more in my 401K, and I also opened
college investment accounts for my children through Pennsylvania’s Tuition Account Program.

Pennsylvania’s Family Savings Account Program is essential. Pennsylvania developed this
statewide program in 1997 and is grandfathered into the Assets for Independence Act, which
allows Pennsylvania to receive up to $1 million annually. This program is up for reauthorization
and it is important that the grandfathering clause is maintained in order to continue a successful
statewide program. Pennsylvania provides half the matching funds for the program and the other

half comes from the Assets for Independence Act. (See attached fact sheet regarding the AFIA
reauthorization.)

The program provided me with the structures, incentives and resources to achieve my dream of
homeownership and to secure a sound financial future for my family. Every time 1 turn these

keys in my door, my heart just overflows. It is the best feeling in the world to know I own
something.
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Assets for Independence Act Reauthorization

Current Status

The Assets for Independence Act (AFIA) is up for reauthorization. Two bills (HR 7 and S 1786)
were introduced last legislative session, however the session recessed and legislation was not
passed. Pennsylvania and Indiana were grandfathered in the initial AFIA legislation. However,
these bills did not include the grandfathering clause. It is essential that the grandfathering clause
be retained when legislation is reintroduced this session.

Under the grandfathering clause, each state can receive up to $1million in annual funding, which
in Pennsylvania is matched dollar to dollar with state funds. Pennsylvania and Indiana are taking
advantage of the program and have successful and effective programs.

Pennsylvania’s legislation was enacted in 1997. Since 1997 over $7 million has been
appropriated.

Elimination of the grandfathering will have the following impact:
1. AFIA dollars are an incentive for Pennsylvania to maintain significant level of
funding. Pennsylvania’s state funds are matched dollar for dollar with AFIA funds.
Given the current economic crisis in the state, changes in legislation could potentially
reduce the amount of state funding,

2. Elimination of the grandfathering will require significant changes to the
structure and administration of Pennsylvania’s program.

¢ Pennsylvania’s program is administered statewide utilizing a Request for Proposal
process. There are currently 34 grantees in Pennsylvania. This would require
community-based organizations to apply to both AFIA and the state, which would
be inefficient and costly to implement.

e Pennsylvania’s match rate was changed in 1999 from a 50% $600match rate to a
100% $2000 match rate (One thousand state dollars and one thousand federal
dollars). This change was made with the expectation that Pennsylvania would
continue to receive AFIA funding.

® Pennsylvania’s program allows for additional usages such as home improvement,
education for child, credit repair as long as it allows for the purchase of an asset
and automobile purchase for attending work or school. Elimination of the
grandfathering would require restructuring of the program, which has been
effective.

* Account structure in Pennsylvania’s program does not require a reserved account
and does not place restrictions on non-federal money. Matching funds must be
placed in an FDIC insured account. All matches are made payable to the vendor
and the account holder.
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Question for the Record From Senator Lincoln for
Ms. Dorothy Beale
April 28, 2005

Question: Your stories are certainly inspiring to all of us. They highlight the importance
of increasing financial literacy and what a difference this can make in peoples’ lives. It is
also heartening to hear how you’re passing on your financial discipline to your children.
Do you have any recommendations for increasing the financial literacy of the general
public?

Answer: I think one way we can increase financial literacy to the general public is to find
a way to spread the importance of budgeting. Maybe one way of doing that is to include it
somehow in our public schools curriculum. As you know, the children are our future.
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Good morning. We wish to thank the Subcommiittee on Social Security and Family Policy—
especially Chairman Santorum and Ranking Member Conrad—for this opportunity to testify on
building assets for low-income families, an idea we’ve worked on for over ten years now. Senators,
we commend you on your outstanding leadership and commitment to enabling all Americans—and
low-income Americans in particular—to build the savings and long-term assets that lead to
economic security and opportunity.

Also, we would like to recognize the generous support and leadership of the foundations that have
made our work on asset building at the New America Foundation possible thus far: The Ford
Foundation, the Charles Stewart Mott Foundation, the Annie E. Casey Foundation, The Charles and

Helen Schwab Foundation, and the Citigroup Foundation. The program was launched in July of
2002,

Mr. Chairman, with the nation deeply concerned about both low levels of personal savings and lack
of financial security at retirement, we believe there is now a unique opportunity for Congress to
expand savings and asset-building opportunities for millions of Americans, and low-income

Americans in particular. In a word, we encourage the Committee to favorably consider in the near
future:

(a) Low-cost proposals such as “automatic 401(k)s” and encouraging the IRS to allow the
splitting of refunds on tax returns;

{b) Modest proposals, capably developed and led by asset-building pioneer CFED, to
expand Individual Development Accounts through tax credits to sponsoring financial
institutions, as outlined in the Savings for Working Families Act legislation sponsored by
Senators Santorum and Lieberman; and

{¢) Bolder, transformative proposals for lifelong savings, financial education, and retirement
security—especially establishing a “Kids Account” for every child born in America in 2007
and beyond, as proposed in the Aspire Act last week by Senators Santorum, Corzine,
Schumer and DeMint and a bi-partisan team of Members in the House of Representatives.

Further information on each of the proposals is included in our statement below. But before we
proceed to describe these proposals, we’d like to establish the policy rationale for building assets for
tow-income Americans—and hope that the Finance Committee, the full Senate, the House of
Representatives, and the President will see asset-building for low-income American and our policy
proposals as key to achieving and fulfilling the promise of an “ownership society.” With the bottom
60% of the nation collectively owning less than 5% of the nation’s wealth, we believe that asset-
building proposals focused on low-income, low-wealth Americans should be the starting point of
our nation’s efforts to ensure that afl Americans can save, invest and in fact become owners of and
stakeholders in America.

The Case for Asset-Building and an Inclusive Ownership Society

In a relatively short period of time, Michael Sherraden’s (1991) groundbreaking idea of building
assets for low-income persons has made remarkable progress in influencing policy efforts for three
reasons. First, policymakers have easily grasped both the distinction between income and assets,
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and the importance of assets. Second, the idea debuted and progressed as the nation and
policymakers were highly receptive to new ideas for ending welfare and poverty. And third, data
generated (Schreiner et al., 2001) showed that poor people could save, thus overcoming the
principal doubt among politicians and others whether asset building and Individual Development
Accounts (IDAs) could work. Today, while the “income paradigm” still dominates anti-poverty
policy and analysis, the “assets paradigm” has made its mark and is now seriously considered in
policymaking circles at all levels. It fact, its basic tenets are in line with the calls to foster an
ownership society, where all Americans are given the opportunity to save and build wealth.

Success in America today requires not just a job and growing income, but increasingly on the ability
to accumulate a wide range of assets. It is the combination of both income and assets that provides
the means to take advantage of the broad opportunities offered by a prosperous society. Yet many
Americans have no assets to their name; they are disadvantaged from the start of their lives relative
to those children born into affluence. Regrettably, the asset-building system already in place that
facilitates wealth creation disproportionately benefits those households with higher incomes, better
job benefits, and larger income tax liabilities. Lower-income families are offered fewer ways, and
less attractive ways, to build wealth. Developing more inclusive asset building policies is a
prerequisite in offering each American the opportunity to have a direct stake in the economy,
become more financially independent, and bequeath wealth and opportunities to future generations.

In his second Inaugural Address, and elsewhere, President Bush has offered his vision for creating
an “Ownership Society” in America. By this he means encouraging more Americans to save in tax-
benefited accounts for retirement, college, health care expenses, homeownership, and small
business development. Americans who do this, the President believes, will be able to exercise more
personal responsibility and better control their and their kids” economic futures.

Although the goals of promoting ownership should not displace social insurance and other programs
aimed at struggling but aspiring Americans, the claim that families benefit from being able to build
up assets is compelling. The underlying assumption is that ownership creates stakeholders and
expanding opportunities for people to accumulate productive assets has broad social and economic
benefits. In fact, the data show that many Americans have experienced the benefits of building
assefs and associate success and security with the accumulation and holding of financial resources.

We believe that an ownership society is a goal worth achieving, one this nation has embraced in the
past through the Homestead Act and GI Bill. But to identify policies that can help us achieve a more
inclusive ownership society, we need to ask, "Who owns America?" After all, if ownership policies
further concentrate the ownership of assets for those who already own a lot, while doing little for
those who own nothing, what's the point?

Who Owns America?

To understand the inherent challenge in creating an inclusive ownership society, it is useful to
consider what ownership in America looks like today. Aided by policy incentives, Americans build
wealth in both financial and non-financial assets. This past year the homeownership rate exceeded
69%, a historic high. The minority homeownership rate has risen in recent years as well, but
continues to lag the overall population. In 2003, almost 50% of minority households owned their
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own home. In the aggregate, home equity makes up 27% of total assets for all households and the
median home value is $121,000." Home equity plays a particularly important role for many low-
income families and minority families. While their homeownership rates are lower, home equity
makes up 77% of total assets for lower-income families and 55% of total assets for minority
families.”

While home equity represents the single largest component of household wealth, families store
resources in a variety of other assets, such as bank accounts, stock investments, and retirement
accounts. The percentage of families holding assets varies considerably. It is estimated that over
90% of families have money stored in checking or savings accounts, while only 21% own stock
directly in a company. Furthermore, 17.1% own shares of a mutual fund, 16.7% own savings bonds,
and 28.0% have assets held in a life insurance policy. Meanwhile, over half of all families (52.2%)
have a personal retirement account, such as an IRA ora 401(k).* However, the numbers for a
defined contribution pension plan are lower and declining: 33.8% of American families own a
defined contribution plan.*

Percentage of Families Holding Assets by Asset Type®

Stocks Mutuval Savings Retirement Bank Life
Fond Bonds Accounts Accounts Insurance

Percent of income

Less than 20% 3.8% 3.6% 3.8% 13.2% 70.9% 13.8%
20%-39.9% 11.2% 9.5% 11.0% 33.3% 89.4% 24.7%
40%-59.9% 16.4% 15.7% 14.1% 52.8% 96.1% 25.6%
60%-79.9% 26.2% 20.6% 24.4% 75.7% 98.8% 35.7%
80%-89.9% 37.0% 29.0% 30.3% 83.7% 99.7% 38.6%
90%-100% 60.6% 48.8% 29.7% 88.3% 99.2% 41.8%
Al Families 21.3% 17.1% 16.7% 52.2% 90.9% 28.0%

The percentage of families holding assets is strongly correlated with their incomes. Compared to
those households in the top 10% of income, households in the bottom forty percent of income were
less likely to own stock (11% to 61%), retirement accounts (33% to 88%), and transaction accounts
(89% to 99%). The differences in retirement asset holdings are especially revealing. The number of
families owning a retirement plan drops to less than 15 percent for families making $15,000 or less,
while 75 percent of those making more than $50,000 have a retirement savings account. For defined
contribution plans, over 54% of families with incomes over $50,000 have such plans, while only
18.9% of families with incomes under $30,000 have them.

{ U.S. Market Conditions (2004); Aizocorbe, Kennickell, and Moore (2003).

2 Di (2003).

3 Aizocorbe, Kennickell, and Moore (2003). Includes only alt employment-based defined contribution plans plus IRAs
and Keogh plans, but not defined benefit plans.

4 Includes all types of defined contribution plans owned through a current employer or former employer.

3 Aizocorbe, Kennickell, and Moore (2003). Figure for 2001,
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Beyond differences in what households own, there are also differences in how much they own. The
mean net worth is over $380,000, but 17.6% of households have zero or negative net worth, and
slightly over 30% of households have a net worth of less than $10,000.

Family Net Worth®
Median $73,500
Mean $380,100
Percent with net worth
a. Zero or Negative 17.6%
b. Less than $5.000 26.6%
c. Less than $10,000 30.1%

Further, the distribution of wealth by wealth class is highly unequal. According to data from the
Federal Reserve, the bottom 40 percent of the nation owns less than 1 percent of the nation's wealth,
while the bottom 60 percent owns less than 5 percent. The top 20 percent of our population
commands 84 percent of the wealth. Another dimension with which to examine wealth holdings is
race. In general, minority households own less than ten cents for every dollar of wealth owned by a
typical non-Hispanic White family.” Even though their income is roughly two-thirds of that of
White families, their wealth is only 10% as much.

Mean Net Worth by Wealth Class®
In thousands

Top 20% 60-80% 40-60% Bottom 40%
$1,604.7 $215.3 $75.0 $2.9
Percent of
Wealth Owned 84.5% 8.8% 3.9% 0.2%

Public Policy and Asset Building

By almost any standard, the United States has been particularly successful at generating wealth. The
interaction between the country’s political and economic system has created a foundation for wealth
creation on a massive scale, producing some of the world’s largest corporations and richest
families.” Beyond the fortunes of the rich, the rise of a broad middle class is one of the major social
achievements of the United States as the sharing of wealth has ensured that a majority of citizens
have a stake in the functioning of the economy and society as a whole. Through an array of policies
and programs, the public sector has played a significant role in the both the expansion of wealth and
its distribution. American history is marked by a series of major policy initiatives that have
successfully expanded ownership of capital and promoted stakeholdership.

6 Wolff (2004).

7 Wolff (2004); Kochar (2004).
8 Wolff (2004).

9 Kevin Phillips (2002).
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Even before many of the stakeholder policies that encouraged homeownership, investment, and
savings, took shape in the 20th century, one of the most influential founding fathers expounded a
universal stakeholder proposal. In one of his last great pamphlets, Agrarian Justice, Thomas Paine
argued for the creation of a national fund from which each citizen would be given an asset pool
upon entering adulthood to formalize equal citizenship.'® Paine believed individuals should be
offered opportunities to participate in the creation of economic wealth as he was concerned with the
effects of pervasive poverty on social cohesion. The 15 pounds sterling he proposed every adult
receive upon reaching the age of 21 would be enough to get them started in an occupation or
economic endeavor. He thought that rather than allowing people to suffer deprivation and then
asking society to intervene, it would be more logical to intervene beforehand. Paine wrote, “Would
it not, even as a matter of economy, be far better to adopt means to prevent their becoming poor?”"’

Historic initiatives, such as the Homestead Act of 1862, The GI Bill of 1944, and the creation of the
Federal Housing Administration (FHA) in 1934, have expanded access to important elements of
wealth creation and produced tangible results. By providing land to those that would go west, stake
a claim, and work it for five years, the Homestead Act provided an opportunity to build wealth by
developing property. Of the million and a half people that successfully took the government up on
its offer, passing this wealth and property on to the next generation proved to be one of the most
enduring legacies of the Act.'? The GI Bill offered veterans grants to pay for training and higher
education, loans for setting up new businesses, and mortgages to purchase homes. Through this law,
some $14.5 billion was spent by the federal government between 1944 and 1956 benefiting almost 8
million veterans.'* A congressional report has estimated that the GI Bill generated returns of up to
seven dollars for every dollar invested, an impressive performance by any standard.™ In addition to
the economic multiplier effects, the influx of veterans permanently transformed the American
university system, creating “an avenue for mass mobility rather than gentlemanly certification.”"
The FHA was created to help many Americans purchase a home. Through its mortgage insurance
and other financing products, FHA has played a role in the country’s rising homeownership rate.

Each of these efforts was grounded in the twin objectives of ownership and opportunity. The
underlying assumption being that ownership creates stakeholders and expanding opportunities for
people to accumulate productive assets has broad social and economic benefits. The role of public
policy in encouraging asset building continues to this day; it is a hallmark of the prevailing policy
framework that identifies wealth creation as a central policy objective.

Many of the policy levers currently used to achieve these ends are promoted through the tax code.
Tax expenditure programs in the form of tax deductions, tax credits, preferential tax rates, tax
deferrals, or income exclusions are a primary vehicle for achieving many federal policy objectives.

10 Thomas Paine’s essay on Agrarian Justice was written in 1795-96 and introduces the broad themes of rights and
reciprocity, security and humanity, and poverty and social justice. He proposes “to create a national fund, out of which
there shall be paid to every person, when arrived at the age of twenty-one years, the sum of fifteen pounds sterling, as a
compensation, in part for the loss of his or her natural inheritance, by the introduction of the system of landed property.”
11 Paine (1795).

12 Williams (2003) estimates that up to one-guarter of the adults in the U.S. potentially has ancestors that can trace their
legacy of asset ownership to the Homestead Act.

13 Skocpot (1996).

14 Subcommittee on Bducation and Health of the Joint Economic Committee (1988).

15 Skocpol (1996) cites the statistics that only 9 out of 100 young people attended college in 1939, but the rate doubled
by 1947,
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Collectively, they subsidize a broad range of activities, including many asset-building investments
such as mortgage payments, business investments, retirement savings, and educational
expenditures. As calculated by the government, the value of these asset building tax expenditure
programs exceeds $363 billion on an annual basis, and thus deserves scrutiny.

The theory behind using tax expenditures as a policy vehicle is that it works best when the benefits
or incentives are related to income and are intended to be widely available. While tax expenditure
programs may subsidize worthy activities and generate sizeable social and economic returns, they
are not accessible to a large number of citizens that would benefit from them the most. Many lower-
income households do not have large enough tax liabilities to take advantage of these tax
expenditure programs. Not surprisingly, 90 percent of the benefits in the two largest tax expenditure
categories (homeownership and retirement) reach households with incomes above $50,000 a year.’
All told, the federal government offers over $156 billion a year in support of homeownership and
over $117 billion to subsidize retirement savings.

The table below identifies the tax expenditures included in the Federal Budget related to asset
building. Some are familiar and easy to understand, while others are obscure and more complicated.
For the purpose of this presentation, tax advantages that can be claimed by businesses are not
included, even if they help subsidize employee training.

Value of Select Asset Building Tax Expenditures:
Fiscal Year 2006
(in miltions of dollars)

Housing
Deductibility of Mortgage Interest on Owner Occupied Housing 76,030
Deductibility of Property Tax 14,830
Capital Gains Exclusion on Home Sales 36,270
Exclusion of Net Imputed Rental Income on Owner-Occupied Housing 29,720
Subtotal Housing 156,850
Investment: Commerce
Capital Gains 28,370
Capital Gains Exclusion of Small Corporation Stock 250
Step-up Basis of Capital Gains at Death 28,760
Carryover Basis of Capital Gains on Gifts 290
Exclusion of Interest on Life Insurance Savings 24,070
Subtotal Commerce 81,740
Education
HOPE Tax Credit 3,220
Lifetime Learning Credit 2,080
Education Individual Retirement Account 190
Deductibility of Student Loan Interest 800
Deductibility of Higher Education Expenses 1,840
State Prepaid Tuition Plans 650
Subtoral Education 8,780

Retirement: Income Security
Net Exclusion of Pension Contributions: Employer Plans 51,050

16 U.3. Congress Joint Committee on Taxation {2003). Estimate of Federal Tax Expenditures for Fiscal Years 2004~
2008.
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Net Exclusion of Pension Contributions: 401 (k) Plans 48,140
Net Excluston of Pension Contributions: IRAs 7310
Net Exclusion of Pension Contributions: Savers Credit 1,170
Net Exclusion of Pension Contributions: Keough Plans 9,980
Subtotal Income Security 117,650
TOTAL 365,020

Source: Office of Management and Budget, Executive Office of the President. Budget of the U.S. Government, Fiscal Year 2006.
Analytical Perspectives. Table 19-1.

Exclusionary Policies

Federal policy has historically discouraged asset building among households with fewer resources.
Not only has the structure of tax expenditure programs denied benefits to poorer households but
also anti-poverty policy efforts have been, and remain, focused on facilitating income maintenance
and short-term consumption. In this spirit, many federal programs impose asset limits as an element
of means-testing program eligibility. The unintended consequence of this approach is that it creates
a disincentive to engage in the types of activities that can help a family move up and out of poverty,
namely savings and asset building.

Consequently, the benefits of stakeholding, which have made a difference for many American
families, have not been experienced by all. Millions of Americans live in households with few or no
assets. One-quarter of white children and half of non-white children grow up in households without
any significant levels of savings or resources available for investment.'” This represents an
important dimension to the problem of inequality, which is usually discussed in terms of income.
Wealth inequality is more severe than income inequality. According to the most recent Survey of
Consumer Finances, conducted by the Federal Reserve in 2001, the top 10 percent of households in
the U.S. ranked by income earn 44 percent of the nation’s income but own 57 percent of total
family net worth.'® In contrast, the bottom 60 percent earn 22 percent of the nation’s income and
own less than 17 percent of the nation’s wealth."

The pattern of wealth distribution is instructive because it reflects inequalities that have formed over
an extended period of time. Yet the more pressing issue from a policy perspective is the plight of
those households that are asset poor, possessing insufficient resources to sustain a household
through any extended period of economic disruption.zo Research on asset poverty has focused on
developing measures of economic valnerability that can provide an accounting of households
without a stock of resources to survive a loss of income.”' Haveman and Wolff have estimated that
the number of asset poor households with precarious resource shortages substantially exceeds the
official poverty rate, and that the disparity has grown over the last twenty years. In 1998, one out of
eight Americans were officially classified as poor, 34.3 million people or 12.7% of households, but

17 Shapiro (2002).

18 Aizcorbe, Kennickell, and Moore. (2003).

19 Aizcorbe, Kennickell, and Moore. (2003).

20 Oliver and Shapiro (1997) first proposed a definition for asset poverty in their 1997 book, Black Wealth/White
Wealth. They defined “resource deficient” households as those without enough net financial worth reserves to survive
three months at the poverty line.

21 Haveman and Edward (2000) have built upon this approach and used existing data sources to estimate a series of
asget poverty measures.
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the ranks of the asset poor included one of every four, 69.1 million people or 25.5% of
households.” And that disparity has grown. Between 1983 and 1998, income poverty declined
about 16 percent, while asset poverty rose 14 percent.23

The Value of Assets

The value of assets is based not only on the economic security they provide but also in how they
enable people to make investments in their future and exert a stake in the broader society that
income alone cannot provide. Michael Sherraden, author of Assets and the Poor, observes that,
“Few people have ever spent their way out of poverty. Those who escape do so through saving and
investing for long-term goals.”** Oliver and Shapiro write that “Wealth is a particularly important
indicator of individual and family access to life chances...It is used to create opportunities, secure a
desired stature and standard of living, or pass class status along to one's children,””

In a review of the literature on the effect of asset holding, Scanlon and Page-Adams found that
much of the rescarch focused on the impacts of homeownership, but a number of other studies
focused on assets in the form of savings, net worth, or small business ownership.?® Despite the
variety of asset measures used in this literature, they concluded that together financial and property
assets appear to have positive effects on economic security, household stability, physical health,
educational attainment, and civic involvement.?” This conclusion has also been supported by work
in the United Kingdom which examined that effect of assets on life chances and found a “persistent
effect of assets on a number of outcomes, which were impervious to a wide range of controls,” and
“the assets effect was sustained, with employment, psychological health, belief in the political
system and values, all appearing to be enhanced by assets.””*

Thus, the body of evidence that links asset holding with positive outcomes is significant, growing,
and has been shown to work for both the poor and non-poor alike. Recent findings from a national
demonstration project of matched savings accounts for low-income individuals found that program
participants responded positively to savings incentives, overcoming doubts among policymakers as
to whether the poor could save.”” The research results do not in and of themselves justify a rejection
of income maintenance programs, but they provide support for building on approaches that combine
an income and assets perspective.

Policy Principles for Achieving an Ownership Society

The challenge of building an ownership society to us appears clear: maximize the number of
families capable of building assets and securing their futurc. Current public policy provides us many

22 Haveman and Wolff (2000).

23 Haveman and Wolff (2000).

24 Sherraden (1991).

25 Oliver and Shapiro (1997), page 2.

26 Scanlon and Page-Adams (2001).

27 Scanlon and Page-Adams (2001).

28 Bynner and Despotidou (2001).

29 Key findings from Saving Performance in the American Dream Demonstration: A National Demonstration of
Individual Development Accounts (Shreiner, Clancy and Sherraden, 2001) include the observation that the majority of
people who participated in the demonstration were savers; and program characteristics, such as match rate, financial
education, and use of direct deposit, are linked to savings performance.
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tools, but it is imperative that these tools be employed with three overriding principles in mind.
First, policies should create opportunity by broadening access to benefits; second, all Americans
should be able to participate; and third, benefits should be commensurate and not skewed towards
those who already own a lot. Given the distribution of current resources today, the starting point of
our nation’s savings and ownership policies has to be the majority of Americans who are asset-poor.

This would be wise for several reasons. First, targeting savings incentives to those who don’t save
or own much would boost our abysmal national savings rate and reduce our risky and unsustainable
reliance on foreign investment. Second, our economy is generating greater returns on assets than on
labor-—that is, we are earning more from owning assets than from working—a fact that is evident to
many homeowners. And, finally, there’s recent compelling evidence that owning assets fosters
better citizens: Owners take better care of their homes, neighborhoods and schools; they're more
likely to plan for their and their kids’ futures; more likely to vote and be engaged in community
affairs; and more likely to stay married.

While we shouldn’t penalize those who’ve done well—in fact, we should continue to reward hard
work, creativity and initiative-—there’s little for our nation to gain by further concentrating wealth.
And there is an enormous amount to be gained by broadening it. Wealth begets wealth; the real
challenge is to create it in the first place. To do so, we must identify a set of policy proposals that

can assist the millions of Americans without significant asset holdings begin the process of savings
and asset building.

Expanding Savings and Ownership: Low-Cost Solutions to the National Savings Problem

There are a number of policy options that would promote asset building among lower-income
families that have relatively low costs. These include proposals that could strengthen retirement
security and encourage savings.

For example, firms should be encouraged to adopt inclusive policies for defined contribution plans,
such as “opt-out” instead of “opt-in” enrollment, automatic allocation, and automatic escalation.
Only about one-half of employers offer their employees 401(k) retirement plans. Roughly three-
quarters of employees choose to participate, but participation tends to be linked with income. The
problem is that currently workers are required to actively choose to participate in a company 401(k),
or “opt-in.” Many workers, especially low-income workers, choose not to do so. However,
compelling research data has shown that participation in retirement savings plans increases if
workers are automatically enrolled rather than compelled to sign up. In one study by Madrian and
Shea, this “opt-out” approach was found to increased participation from 36 percent to 86 percent
when employed at a Fortune 500 company, and the increase was higher for lower-income