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A PATHWAY TOWARD SUCCESS

The Importance of Asset-Building

Asset purchasing and ownership are keys to building the American Dream. Having the access and the ability to
improve one’s financial standing allows one to set and achieve financial goals, secure a financial future for one’s self
and family, and build wealth that can be passed on to future generations. In the long-term, the acquisition of assets
often leads to increased opportunities for investments and higher education, greater financial stability, and expanded

capacity for civic and community engagement.

Opportunities for asset building exist readily in the United States, yet barriers do exist for some hard-working
Americans. One in four families is asset-poor, meaning a lack the financial resources needed to support a family for a
period of three months at the federal poverty level ($20,650 for a family of four in 2008).! Asset development provides
tools to enable persons with limited financial recourses to make long-term investment decisions that will shape and
sustain family life. The accumulation of assets provides security to families in the short and long term and can

encourage success for generations to come.

Individual Development Accounts (IDAs) are matched savings accounts targeted to help low-income and low-wealth
families save and build assets. Given the right savings incentives, lower-income families can and will save to
accumulate assets for savings accounts, job training, small business start-up and/or expansion, post-secondary
education, and purchase of a home. IDAs operate in a manner similar to how higher-income earners accumulate

assets, such as utilizing incentives to build employer-matched retirement accounts and 401(k)s.?
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policy. He argues that current welfare policy
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Sherraden’s research and according to the Corporation for Enterprise Development (CFED), various forms of IDA

legislation have passed in 35 states (excluding Nebraska), as well as in Washington, D.C. and Puerto Rico.5

IDA legislation was included in the 1996 welfare reform act titled, Personal Responsibility and Work Opportunity
Reconciliation Act of 1996, which gave states the option of including IDAs in their state welfare reform plans.
Initially, they were developed and implemented by foundation-funded community organizations with limited
government contribution. However, once foundation-funded programs demonstrated progress and produced
evidence that low-income persons could benefit from IDAs, federal policy makers expanded IDA programs in two
ways. First, the Assets for Independence Act of 1998 established a five-year IDA demonstration program funded with
$125 million in federal money. Second, in 1999 the Federal Office of Refugee Resettlement established an IDA

program for refugees that disbursed $66 million in grants.®

The 2003 American Dream Demonstration (ADD) formatted the very first systematic study of IDAs. It proved that
proper incentives and support will lead to significant saving among the poor.* To date, there are upwards of 500
programs and more than 20,000 accounts that exist nationwide and they can be found in rural, urban and suburban

areas.

Core Elements of IDAs

Eligibility- Programs are targeted to low-income families who meet annual income eligibility guidelines. IDA
program eligibility is based on income, earnings, net worth, and credit history. Participants must have an annual
income below 200 percent of the federal poverty level, and many IDA programs require that all or part of savings
come from an earned income. IDA programs also look at families” household assets (such as a car, home, savings, etc.)
when determining IDA eligibility. If a family owns assets valued at more than $5,000, they may not qualify for an
IDA. In addition, having significant amounts of debt or a bad credit history can prevent families from qualifying for
an IDA. To date, two-thirds of IDA programs target those who are eligible for Temporary Assistance for Needy
Families (TANF).7 An IDA program can be as short as one year or as long as five years. Generally, IDA participants
choose one savings goal, such as a home, but they can save for any number of related goals.*

Administration- Individual Development Accounts involve a partnership between state agencies, community
nonprofit organizations and financial institutions.* Once a state authorizes an IDA program, the legislative process
designates a state agency or non-profit to serve as the program administrator. The program administrator sets up
accounts with a financial institution partner and provides fiscal management, administration and marketing.*
Community development corporations and affordable housing agencies also offer Individual Development Accounts.
7 Financial institutions maintain the accounts and often provide other services to the family, including budget

counseling, homebuyer workshops and general financial education.”

Match rates- For every dollar participants save in an IDA, their money will grow with matched savings. Individual
contributions to IDAs can receive matching dollars at a rate typically ranging from 1:1 to 3:1.7 Some programs have
different match rates for different savings goals. Programs that have a shorter savings period will have higher match
rates so that account holders will be able to save enough to purchase an asset. Match funds for IDAs come from a
variety of sources.” The largest source of matching dollars is federal grants, followed by state and local government,
financial institutions and private foundations.” States can provide match money with general fund appropriations,

federal and state Temporary Assistance for Needy Families dollars, Community Development Block Grant (CDBG)
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funds, and with tax credits. The match funds cannot be withdrawn without the approval of an IDA program sponsor,
and will be reported on a monthly account statement that will enable a participant to monitor how much money is

growing in their IDA.5

Public Funding Sources in States IDA Programs
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Research on the Use and Effectiveness of IDAs

There is often a preconceived notion that low-income families will not have extra money to put away into a savings
account. Research shows, however, that persons of all income levels can and will save given the right opportunity
and incentives. Saving is not dependent on income level but includes a combination of factors, including the
structure of policies and institutions to encourage such saving. Individual Development Accounts have shown to be

an effective way to increase the assets of low-income working families.

According to a CFED 2003 American Dream Demonstration survey, IDA account holders saved $14.5 million, which
was matched with an additional $22.5 million. A grand total of $168 million was invested in purchasing assets for
low-income families though IDA programs. The majority of account holders were female (53%). In addition, one-
third of participants were African American, one-fourth were white and one-fifth were Hispanic. Asian Americans
are the fourth largest racial/ethnic group with a reported 11 percent of accountholders. Ages ranged from 13 to 72

and the average age at enrollment was 36. Accountholders lived in both urban and rural areas.

Eighty percent of accountholders had a monthly income of less than $2,000 and one-fourth of the participants earned
$1,000-$1,500 a month.
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American Dream Demonstration

In 1997, the American Dream Demonstration (ADD)
developed the first study of IDAs, which was conducted
by the Corporation for Enterprise Development (CFED)
and the Center for Social Development (CSD) at
Washington University in St. Louis, MO. It was the first
large-scale comprehensive test and consisted of 14 IDA
programs across the United States, which included 2,364
participants over a 24-month period.3 Results of the
study proved that low-income individuals do save and
accumulate assets through participation in IDAs. The
program included a 2:1 match for homeownership and
a 1:1 match for other allowable uses.7 Participants in the
programs deposited an average of $19.07 per month,
made a deposit in 6 of every 12 months, and
accumulated approximately $700 per year in their
IDAs8

In addition, 13 sites required approximately 13 hours of
general financial literacy classes that offered help on
specialized topics such as entrepreneurship or home
buying. Each program covered the same general topics
and instructors helped participants set goals, decide
how to spend their IDA savings, track spending for a
month, and look for ways to reduce expenses.
Following the financial literacy classes, each participant
then developed a monthly budget and set annual
savings goals.

Each hour of financial education, increased average
monthly net savings by $1.30.

These demonstration projects have found that
contributions by the poor are not related to income,
welfare receipt, or most other individual characteristics.
American Dream Demonstration researchers view these

findings as consistent with an institutional view of saving, which suggests that saving is not solely a function of
income and preferences but depends on government policies that structure and encourage opportunities for saving.

The study indicated more than 60 percent of participants who withdrew money used matched withdrawals for
housing purposes. The evaluation found that IDA programs resulted in a higher rate of homeownership. It increased
families’ real and total assets. There was an increase in educational attainment as more participants took a post-
secondary education class than those who did not have an IDA. The positive effects were even greater for African
Americans, especially in terms of homeownership and retirement savings.”

These accounts also result in positive psychological effects for participants. Based on interviews with account
holders, many felt more confident and had a greater sense of responsibility. Having an account helped them think
about long-term goals and future opportunities. Research also suggests positive effects on the children of
participants, such as improved living conditions, educational opportunities, and positive modeling behavior.”
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Asset Building in Communities

In 2006, the Nebraska poverty rate was 11.5% with over 82,000 families currently living in poverty.!® Urban counties
experienced a poverty rate of 12.5 % and the 76 rural counties in the state of Nebraska experienced a poverty rate of
9.3 %.11 These characteristics of rural and urban Nebraska suggest a compelling need for polices that help families
build wealth and gain financial stability. IDAs can be useful in reducing poverty and improving welfare in both
urban and rural areas. While the need for access and opportunities to built assets exists in all areas of the state, rural

areas face greater barriers for several reasons.

First, low-income rural families are less likely to receive cash assistance and tend to rely more on earnings than other
families. Second, the characteristic of rural areas makes competition for good jobs and investments difficult to attain,
with lower earnings and a smaller number of educational and training opportunities.’? Michael Grinstein-Weiss, of
University of North Carolina at Chapel Hill, completed a study which determined that the use of IDAs for rural
communities helped encourage participants to save and accumulate assets.!? Many rural areas throughout Nebraska
are facing economic hardships and are struggling to maintain financial security. In order to be successful, these
communities need to create new resources and approaches that will encourage economic development. Today, for
rural policy to be effective, it has to address the diverse needs of a rural community. One way future policy can help

promote rural economic growth and expansion is though asset-based incentives.!?

Challenges for the Future

Individual Development Accounts are a relatively new policy alternative. As a result, there do exist some challenges

that face the IDA advocacy community as it moves forward:”

Reaching More Individuals - When one in four families in America is considered asset poor, 20,000 IDA accounts is a
small number. Bringing these programs to scale and reaching more families is a challenge that must be taken into

account before moving forward.
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Finding and Retaining Match Sources - The match rate is what allows a low-income family to turn a small bit of
savings into a substantial asset. Securing and maintaining public and private funding source is critical to the success

of IDA programs.

Providing Follow-Up Services - Protecting assets that families worked hard to secure is essential to long-term
financial security. Homeownership is a way to build financial security but it can also be a quick path to foreclosure

and even further debt if families are not provided with the necessary tools to protect their assets.

IDAs and the Pathway to Success

At this time, there are a handful of IDA programs scattered throughout Nebraska. Due to the existence of these
programs, the state of Nebraska has a great foundation on which it can build a sustainable, statewide program and an

opportunity to propel forward the financial goals and security of hard-working Nebraskans.

The Corporation for Enterprise Development provides four key recommendations and explanations to ensure a

successful, state-supported Individual Development Account program:!3

Sufficient Funding: The state’s annual commitment to IDAs should be no less than $200 per low-income resident.
This rate of funding covers the administrative and operating costs of the IDA program as well as the matching funds

for savers.

State Agency Stewardship: It is important for the IDA program to have a steward within state government and for

the stewarding agency to be committed to all uses for IDA savings.

State Funding for all Types of Program Costs: IDA providers currently cobble together federal, private, and - if
available - state funding. Restrictions on the uses of these monies are numerous and often force IDA providers to
subsidize the operating and administrative costs of the program.

Stable State Funding: While state budgets grow and shrink with fluctuations in the economy and annual
appropriations negotiations can be protracted, it is important for state funding for IDAs to come from a stable and
protected source.

In providing state policy and financial support, current barriers to asset building can be removed for hard-working
Nebraskans. Financial assets are able to provide stability for families and help them plan for the future. Providing an
incentive program will strengthen the economy and improve our society. Expanding opportunities in asset
development for working families in Nebraska can transform the social and economic conditions of our state.
Nebraska can play a vital role in increasing the scope of these programs and shaping the future of asset development.
With rising costs in housing, energy, transportation, and health care, IDAs can be a tool to improve the financial
security of all working Nebraskans.
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