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On June 17, 2009, Senator Blanche Lincoln (D-AR) and the Aspen Institute Initiative
on Financial Security launched a campaign to create Child Accounts, a savings program for
every American child. In recent years, strong interest in children’s savings accounts (CSAs)
has emerged. The accounts are being promoted to improve financial literacy, increase the
number of low-income households that are banked, and encourage saving for education,

homeownership, or retirement.
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What Are Children’s

Savings Accounts?

CSAs are savings accounts opened in chil-
dren’s names to help them develop a strong
social and economic footing. The accounts
are rooted in the idea that asset accumula-
tion is key to improving the lives of low-
income people.’

Although they vary in design and
objective, most CSAs are established with
an initial government deposit. CSA propo-
nents prefer to provide all participants with
the same seed amount, but the seed could
be means-tested—for example, it might
decline with income and eventually fall
to zero for those with income above some
threshold. Since families are not obligated
to contribute, the seed encourages private
saving simply by providing bank accounts
and financial education.

Some CSAs also include a supplemen-
tal means-tested grant that the government
would make in the initial year only or, alter-
natively, periodically throughout the years.
Like seed funding, supplemental grants aim
to improve welfare gains and require no
additional private saving.

Studies suggest that matches provided
against private contributions might encour-
age additional private saving. Accordingly,
some CSAs include government matching
funds, with match rates that decline with
household income.”

Current Programs

Countries such as the United Kingdom,
Canada, Singapore, and South Korea have
already implemented or are considering
implementing CSAs.

The United Kingdom began its Child
Trust Fund in 2005. Accounts receive a
government deposit of £250 (approxi-
mately $500) at birth and are administered
through the private sector. Children in the
poorest families receive an additional £250.
The government makes another deposit of
£250 to children’s accounts on their seventh
birthday, and an additional £250 to chil-
dren in low-income families. Families and
friends can make tax-deferred contributions
up to £1,200 (approximately $2,400) each
year. The account accrues tax-free inter-

est until the child’s 18th birthday, when
it automatically becomes an adult savings
account. Withdrawals before age 18 are pro-
hibited, but there are no restrictions on how
the funds can be spent once the accounts
mature. As of April 2008, the program had
created 3.42 million accounts valued at
£1,765 million.

Canada began offering children’s sav-
ings accounts in 1998. Canadas accounts
are provided through Registered Education
Savings Plans (RESDs), in which the savings
are earmarked for postsecondary education.
They are opened through financial insti-
tutions and feature lifetime tax-deferred
private contribution limits of $50,000.
Through the Canada Education Savings
Grant (CESG), the government annually
matches up to $600, depending on income
level, for private contributions of at least
$2,500. The lifetime limit for those grants
is $7,200.

In addition, the government deposits
Canada Learning Bonds (CLBs) worth $500
into accounts of children in low-income
families. As long as the family is eligible,
the child’s account will receive annual $100
supplements up to age 15. There are no age
limits for RESPs, but the savings incentives
are available only to children under age 18.
As of March 2007, the program had creat-
ed 2.94 million accounts. The government
paid $3.4 billion in CESGs and $24 million
in CLBs. Combined assets in RESPs, which
include accounts for people age 18 and old-
er, were valued at $22.3 billion.”

Although the United States lacks a
national CSA program, proposals are under
consideration, including one from the
Aspen Institute Initiative on Financial Secu-
rity, which recommends giving every new-
born a savings account of $500." Families
and friends could make after-tax contribu-
tions of up to $2,000 a year, and the govern-
ment could make dollar-for-dollar matches
of up to $1,000 a year, depending on family
income. Accounts would not be accessible
until age 18, after which the balances could
be used for any purpose.

The New America
proposal for the America Saving for
Retirement, and

Foundation’s

Personal Investment,
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Education Act (The ASPIRE Act) has
features similar to the Aspen proposal. At
birth, children would receive a $500 govern-
ment deposit in a Kids Account. Depend-
ing on family income, some children would
receive a supplemental contribution of up
to $500. After-tax private contributions
would be permitted up to $2,000 a year and
would be matched by the government up
to $500 a year, depending on income level.
Withdrawals would not be permitted until
age 18. Between ages 18 and 25, account
balances could be used only for higher
education. After age 25, balances could
be used for homeownership or retire-
in accordance with Roth Indi-
vidual Retirement Account regulations.
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What Can Be Achieved?

The Center for Social Development is
leading a demonstration project on chil-
dren’s savings accounts and has some early
results. The Saving for Education, Entre-
preneurship, and Downpayment (SEED)
demonstration, which enrolled its first par-
ticipants in 2003, currently operates in 10
sites across the United States and Puerto
Rico and includes 1,171 participants. All
SEED accounts received an initial deposit
of up to $1,000. Match dollars are avail-
able to encourage private contributions.
Many programs also use benchmark incen-
tive dollars—for example, for staying in the
program or attending financial education
classes—to increase account balances. By
December 31, 2007, SEED account bal-
ances were $1,518 in nominal dollars at the
mean and $1,093 at the median.’

Analysis of the longer-term effects
of such policy options requires computer
simulation techniques such as the Urban
Institute’s Dynamic Simulation of Income
Model (DYNASIM3)." The author and

co-researchers used projections from DYNA-
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SIM3 to estimate the impact of CSAs on
families’ savings. The simulation assumes
an initial federal deposit of $500 for all new-
borns, a supplemental grant up to $500,
private contributions up to $1,000 per year,
and as much as a dollar-for-dollar govern-
ment match on private contributions. Gov-
ernment grants and interest earnings are not
taxed. They find that such CSA account
balances will be modest.” Considering infla-
tion, their purchasing power will average
only $2,413 in 2008 dollars at age 18."

More important, however, are three
observations relevant for any asset-build-
ing program. First, a government match
significantly increases both the rate and
level of private contributions to CSAs. Sec-
ond, a significant portion of CSA means-
tested benefits will accrue to higher-income
families because of economic mobility.
Two-thirds of children born into the low-
est income group will end up in an income
group above that when their accounts
mature. Third, exempting CSA savings
from taxation will distribute significantly
more benefits to higher-income groups than
to lower-income groups.

Undoubtedly, CSAs can increase sav-
ings. However, the benefits accruing specifi-
cally to low-income children will depend on
such design features as matching contribu-
tions, targeting, and taxability. Some people
may question why CSAs are even being dis-
cussed in the midst of a recession. But every
dollar saved makes a difference. Compound
interest alone can have a significant impact
on the size of future account balances.

Although CSA balances will likely be
modest and not enough to pay for college,
a house, or retirement, such accounts can
serve important purposes. They can improve
financial security by helping young adults
weather emergencies, job losses, and even

16 Winter 2010

future recessions. They also can improve
financial literacy by getting children, espe-
cially in low-income families, into financial
instruments which, in demonstrating the
value of saving and compound interest, may
actually encourage them to save more.

Barbara Butrica is a senior research
associate with the Urban Institute in
Washington, DC.
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