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About Us

The Michigan Asset Building Coalition (ABi€} diverse and broadly representative group of
individuals and agencies including bi-partisan legislators, state agencies, and for-profit and
nonprofit organizations. The ABC came together in 2005 to address issues of poverty and a lack
of savings behavior among Michigan’s working families. Members of the ABC believe savings
and investments are critical to working families’ long-term financial security and advocate for
the adoption of progressive asset building policy in Michigan.

The Michigan AsseBuilding Policy Project (ABPR)ps created to drive the research and
advocacy needed to establish effective asset building policies and programs Michigan. The ABPP
implements the goals and action items of the ABC.

Initially, the ABPP was charged with advancing four original recommendations of the ABC:

Help working families save and invest for the future

Help working families build financial security through ownership

Help working families leverage their limited resources

Help working families value, participate in, and complete higher education and skill
training

T
1
T
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As ABPP research and advocacy work advances into 2010, the coalition will work to centralize its
focus on increasing saving by Michigan residents. ABPP efforts will universalize access to savings
programs for Michigan workers, support better consumer products for populations currently
targeted by costly alternative financial products, and work to incorporate savings opportunities
into the delivery of public benefits and other anti-poverty programs. Saving will be a strong and
consistent undertone for the research and advocacy of the ABPP as it works to position itself as
the base of asset building efforts in the state of Michigan.

The ABPP is generously funded by:
TheC.S. Mott Foundation

CFED

MSHDA

Charter One Bank

Michigan LISC

Council of Michigan Foundations

Michigan Asset Building Policy Project Staff

Angie Gaabo RossH. Yednock Megan Kursik
Executive Director Director Research Assistant

CEDAM Asset Building Policy Project Asset Building Policy Project
1000 S. Washington Ave 1000 S. Washington Ave 1000 S. Washington Ave
Suite 101 Suite 101 Suite 101

Lansing, MI 48910 Lansing, MI 48910 Lansing, MI 48910

(517) 485-3588 x1940 (517) 485-3588 x1946 (517) 485-3588 x1942
gaabo@cedam.info yednock@cedam.info kursik@cedam.info

3| Page



mailto:gaabo@cedam.info
mailto:yednock@cedam.info
mailto:kursik@cedam.info

Michigan ABPP: Past, Present, and Future

When the Michigan Asset Building Coalition first convened in the latter half of 2005 and
published Helping Working Famds Achieve Financial Secyriichigan was in the midst of a
deep recession. The automobile industry, which had sustained Michigan’s economy for more
than a century, was downsizing its labor force and relocating to other states and overseas. At
that time, the poverty rate for Michigan hovered around 13% and unemployment stood at 6.7%,
both slightly above the national averages of 12.6% and 5.1%, respectively. It was also estimated
that 18.7% of Michigan families were asset poor and more than 30% of households had no
savings account.

Since the publication of Helping Working Familiés January 2006, Michigan’s economy has
continued to decline. Unemployment reached 14.0% in 2009, up from 8.4% in 2008 and a full
four percentage points higher than the
national average.” During 2009 the number
of unemployed Michigan residents grew by
41.3% as the state lost 351,000 jobs.3 For
cities like Detroit, Flint and Saginaw, the
unemployment rate was even higher. In
Detroit, 28.9% of residents were
unemployed in July 2009.* In all,
Michigan’s unemployment rate has been
the highest in the nation for most of the
past four years.

The poverty rate in Michigan also increased
during this time, growing from 13% in 2005
to 14.4% in 2008, with the most
economically depressed areas of the state
experiencing poverty greater than the state
average.® Michigan poorer communities
exist in both rural and urban areas. While
urban centers like Detroit, Flint, and
Kalamazoo had over one third of residents
living below the poverty line in 2008, five
of the six Michigan counties with poverty
rates over 20% were rural, Houghton

! Helping Working Families Achieve FinanSiduritya Report of the Asset Building Coalition for Michigan released in
January 2006. Statistics for asset poverty were from CFED and statistics for savings account are from the Michigan
League for Human Services.
; Barks, Kathy. “Michigan’s Unemployment Rate Drops to 14.6 Percent.” Associated Press. 2010.

ibid.
4 “Unemployment in Detroit Climbs to 28.9 Percent.” ABC News Broadcast. 28 August 2009.
®ltis important to note that the standard for the unemployment indicator only includes jobless individuals who are
actively seeking employment; unemployment rates do not include unemployed individuals who have stopped looking
for employment, so the total number of jobless individuals is higher than the standard unemployment rate.
® U.S. Census Bureau.
" Towner, Ashley. “Poverty in Michigan’s Cities.” Michigan Policy Network website. 25 January 2009.
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(20.2%), Isabella (29.4%), Lake (20.1%), Luce (20.3%), and Mecosta (20.9%) and only one, Wayne
County (20.5%), was urban.?

These figures provide insight into Michigan’s ranking in the 2009-2010 CFED Assets and
Opportunity Scorecard.’ The Scorecard, which compares states in key economic indicators, gave
Michigan an overall outcome grade of C in its evaluation of the state’s wealth, poverty, and
financial security of families. This was due to Michigan’s bankruptcy rate being almost twice the
national average and the state having the sixth highest foreclosure rate in the U.S. Additionally,
Michigan ranked 50" among the states in terms of employment growth.

E ek f Michi The Scorecard also showed a rise in
conomic Indicators for Michigan asset poverty in Michigan between 2005

Outcome Measure Rate | and 2008 from 18.7% to 19.7%. This rate
will most likely continue to rise as
Poverty Rate (2008) 14.4% families facing un- or underemployment
Unemployment Rate 14.0% | are forced to spend down their savings
(2009) and investments to meet their basic
Asset Poverty Rate (2007) 19.7% | needs.” For those living far below the
Un- and Under-banked 23.4% | poverty line and relying on cash
Households (2009) assistance through Michigan’s Financial
Bankruptcy Rate (2007) 4.5% Independence Program (FIP) funded
Employment Growth -3.2% with Temporary Assistance for Needed
(2008) Families (TANF) dollars, the asset limits
Foreclosure Rate (2008) 3.5% for this support discourage the
accumulation of assets through
savings.11

Use of formal financial services is a strong indicator of financial stability. The Scorecard
estimates that 29.6% of Michigan households are un-banked" while a survey conducted in 2009
by the Federal Deposit Insurance Corporation (FDIC) estimates that 23.4% of Michigan
households are either un- or under-banked.* Though these estimates are different, is it clear
that between almost one quarter to one third of Michigan residents are un- or under-banked.

According to the FDIC survey, of the roughly 3.9 million households in Michigan, 6.7% (or
265,000) are unbanked and 16.7% (or 658,000) are under-banked. The FDIC defines un-banked

2008 Michigan County Poverty Rates. USDA Economic Research Service.

° The Assets and Opportunity Scorecérd comprehensive look at wealth, poverty and the financial security of
families in the United States. The Scorecard assesses the 50 states and the District of Columbia on how well residents
are faring and what states can do to help residents build and protect assets. For more information and to view state
scorecards, visit http://scorecard.cfed.org/

1% Helping Working Families Achieve Financial Secarftgport of the Asset Building Coalition for Michigan. January
2006; 2009-2010 Assets and Opportunity Scorecard

" The asset limit for Michigan FIP is $3,000 for families; only cash assets are counted: cash on hand, checking and
savings accounts, investments, and trusts; excluded assets include homes, vehicles retirement accounts, IDAs, 529
college savings accounts and personal belongings.

12 2009-2010 Asset & Opportunity Scorecard using Survey of Income and Program Participati@004 Panel, Wave 6).
Washington, DC: U.S. Department of Commerce, Census Bureau. Calculations by Beacon Economics.
http://scorecard.cfed.org/financial.php?page=unbanked_households

3 “EDIC National Survey of Unbanked and Underbanked Housholds.” December 2009.
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households as those without either a checking or savings account and under-banked households
as those with an account, but using alternative financial services like a check-casher, payday
loan or money order. While the overall figures for Michigan are below the national average
(7.7% and 17.9% respectively) the same is not true for households of color. In Michigan, 24.3%
of households of color are un-banked and 35% are under-banked. Nationally, 21.7% households
of color are un-banked and 31.6% are under-banked. Additionally, only 3.8% of white
households are un-banked in Michigan and only 13.9% are under-banked.*

While the CFED and FDIC numbers on un-banked and under-banked households differ they do
suggest that many Michigan households, especially those of color, rely on non-traditional, or
alternative financial service providers to meet their most basic financial needs. And, while the
economic make-up of these households in Michigan is not known, a study on basic financial
service fees (overdraft protection and out-of-network ATM) and non-bank fees (check cashing
and money orders) of California households by the Pew Charitable Trusts does provide some
insight. Pew found that while most of the households paying fees for overdrafts, out-of-network
ATM use and late payments were “middle-class, relatively well-educated and technologically
sophisticated” those paying fees for check-cashing and relying on “expensive non-bank” services
are dominantly “lower-income households, with low levels of educational attainment.*

State specific data do not exist on personal savings rates, but there is national data that show an
increase in personal savings rates across the country since the 2006." This might suggest that
Michigan residents who can afford to may now be saving a greater percentage of their
disposable income than they did in

recent years. U.S. Personal Savings Rate
1990-2009

Personal savings is defined as the

portion of personal income that is not = /

spend on current consumption but is g 6 ——

used to provide funds to capital 2 g5

markets or invested in real assets. Dé‘_g 4 —

Historical data show that the personal €% 3 — —

savings rate, for the most part, steadily :_"’c: % 2

declined since the early 1980s, rising § % 1

slightly in the late 1990s, but falling in E g 0 -

the early 2000s."” After more than a g_l SN RIBRETRRS SIS INEESS

decade of decline, the U.S. personal < 5 SHAA A AT A AN NNNNNNRNSN

savings rate began to rise again after
reaching negative numbers in 2006. Personal savings reached 4.6% of disposable income in
2009, up from 2.7% in 2008 and 1.7% in 2007 and a negative rate in 2006.'® Because personal
saving reached extreme lows beginning in 2002, many Americans were hard hit by the current
economic recession because they did not have sufficient savings to soften the effects of the
decline.

¥ “Ep|IC National Survey of Unbanked and Underbanked Housholds.” December 2009.

¥ ibid.

¢ Bureau of Economic Analysis.

v Reinsdorf, Marshall B. “Saving, Wealth, Investment, and the Current-Account Deficit.”
'® Bureau of Economic Analysis.
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In developing new policy approaches to helping Michigan residents achieve financial security,
asset building opportunities must be made universally accessible to all Michigan residents. The
percentage of un- and under-banked households in Michigan and the growth of asset poverty
since 2005 show that, in the context of economic decline, many working families in the lower
income brackets (especially those of color) do not have adequate access to formal financial
products. These families are also more likely to be un- or under-employed, and to find
themselves in a position where they are forced to spend down their assets.

One could argue that if comprehensive asset building policies had been in place prior to the
economic recessions at the beginning of the Millennium, fewer Michigan families would be
living in poverty today. This is because strong asset building policy leads to increased savings,
which help to soften the downturns of the economic cycle and better enable low- and moderate
wage workers to rely on their individual assets during financial crises.

The ABPP seeks to move through 2010 and beyond in pursuit of a better economic “cycle,”
where Michigan residents of all ages, backgrounds, and incomes have an equal opportunity to
build the savings and investments needed to help them weather future cyclical downturns in the
economy. The goal of the ABPP is to make asset building opportunities readily available for all
Michigan residents. A solid understanding of sound financial behavior is necessary to achieve
financial stability for working families and individuals at all income levels. Thus, the ABPP seeks
to improve financial literacy for all Michigan residents and encourage savings across all income
levels by creating innovative approaches to providing financial training and education through a
variety of public and private venues. In addition to financial education, the ABPP recognizes that
most state and federal incentives for asset building are targeted, and subsequently employed,
by higher income earners. Therefore, another focus of the ABPP is extending opportunities for
asset building to low- and moderate-income earners and residents of the most economically
depressed areas to close the current gap in savings opportunities.

A National Opportunity to Create a Structural Commitment to Saving

The current financial climate in the United States provides an opportunity to underscore the
importance of injecting asset building and savings strategies into policy and programs of both
the public and private sectors. As empirical evidence shows, the personal savings rate in the
United States is on the rise as a response to the most recent economic recession. Policymakers
should harness this trend by committing to support public policies and incentives that
encourage asset building and savings. This, in turn, will lay a foundation for financial security
through a strong and systemic pipeline of public and private incentives that provide
opportunities to save for Americans at all income levels.

Across the U.S., innovative city and state governments, social service agencies, and private
entities are already enacting measures to begin laying a pipeline of savings incentives. The ABPP
seeks to lead Michigan toward a better public and private commitment to saving as part of the
larger national effort to solidify good savings behavior as an American value.

The idea that people respond to incentives is one of the basic principles of mainstream
economics. Incentives and disincentives to saving can occur through policy, but perhaps even
more greatly as a result of financial climate and behavior in the private sector. Throughout
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history, times of economic prosperity in the U.S. have produced few incentives for saving.
Because the fundamental purpose of saving is to ensure future consumption, economic booms
encourage consumption over saving because people act in the short-term and do not foresee
the long-term potential for economic decline and a need for savings in the future. This popular
trend in financial thinking among many Americans must be reversed if we are to prevent future
dips in the economic cycle from reaching the depths of economic decline felt today. Establishing
a greater commitment to saving as a fundamental value in American life may be best achieved
during economic crisis because Americans directly feel the negative consequences of poor
financial behavior, allowing them to realize the need for a change. Policymakers and influential
private actors must take hold of the current opportunity offered in this economic recession to
change how we structurally approach saving in the United States by solidifying asset building
incentives for Americans of all income levels.

Evidence for Asset Building: The Michigan IDA Partnership

Just like the Great Depression of the 1930s created a generation of savers, the “Great
Recession” of 2009 provides an opportunity to mold a new generation, or two, of savers and
asset builders. Across the U.S., innovative city and state governments, social service agencies,
and private entities have discovered that families and individuals who are financially secure are
able to be better citizens, employees and community members.

Though asset building has not yet achieved the large-scale level of success that the ABPP
envisions for Michigan, small-scale efforts have been influential and provide empirical evidence
to support continued asset building efforts. Perhaps the most powerful example of successful
asset building policy in Michigan has been the establishment of Individual Development Account
(IDA) programs through the Michigan IDA Partnership (MIDAP). MIDAP offers IDAs to Michigan
residents at or below 200% of the poverty level and provides a match for funds saved in the
accounts (3:1 match for home purchase; 2:1 match for post-secondary education or training or
small business start-up and capitalization). As of December 31, 2009, 1,947 total IDAs had been
opened in Michigan since 2000, of which 1,595 resulted in asset purchases. 1,125 IDA purchases
were for homeownership, 288 for education, and 182 for businesses. Participants raised a total
of $1,497,571, received $4,614,481 in matches and leveraged $88,439,605 in mortgages.*’

The IDA program in Michigan demonstrates that low-
M ore tha n 1900 income earners can and do save when given the proper

I DAS have been incentives. MIDAP accountholders show improved

financial behavior as a result of their participation in the

Ope ] Ed in program. MIDAP evaluations indicate that 92% of
. . participants leave the program with a checking account
M |Ch |ga N compared to 78% of new entrants. Forty-two percent of

participants continue to save after completing the program
and between 12-23% of participants increase their credit
score during or after participation. Because most IDA participants use the account savings
toward a home purchase, it is telling that less than 2% of IDA homebuyers have entered
foreclosure or have lost their home due to foreclosure. In Michigan, IDAs have proven to be an

9 Michigan IDA Partnership. “Statewide Report for October-December, 2009.”
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effective program for helping low-income earners to build assets and to become more
financially self-sufficient.”

Nationally, IDAs have successfully helped low-income individuals and families to have improved
economic outcomes after program participation. A Center for Enterprise Development (CFED)
study tracked 831 homebuyers in 17 states who purchased homes using IDAs between 1999 and
2007 and compared them to a sample of low-income homebuyers in their communities who did
not participate in an IDA program. When comparing the two samples, the study found that IDA
participants obtained significantly preferable mortgage loan terms, with only 1.5% having high-
interest mortgage rates, compared to 20% of the non-IDA sample. IDA participants were also
two to three times less likely to lose their homes to foreclosure than non-IDA low-income
homebuyers.”

Despite the effectiveness of IDAs, MIDAP only has the resources to serve a small portion of
those eligible for accounts. There are currently more than 750,000 families in Michigan that
would be eligible for an IDA but cannot open one because of a lack of funding for the IDA
program in Michigan. Scale-up of the IDA programs in Michigan along with new, innovative
alternatives to IDAs will be critical in transitioning Michigan’s economic landscape to one ripe
with opportunities for saving and investment for all Michigan residents.

Asset Purchases by IDA Participants in Michigan
20002009

Business
11%

?® Jones, Don and Megan Kursik. “Individual Development Accounts in Michigan.” Shelterforce Magazine.

2009.
*! Rademacher, Ida and Kasey Wiedrich. “Weathering the Storm: Have IDAs Helped Low-Income

Homebuyers Avoid Foreclosure?”April 2010.
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Recap of 2006-2009 ABPP Work and Moving Forward

Since its inception, the ABPP and members of the ABC have worked to further the goals
presented in the 2006 document, Helping Working Families Achieve Financial Secuityeach
of the four policy goals identified by the coalition, the document lists various recommendations
to push state policy in a direction that creates better opportunities for families and individuals
to build and grow assets. A review of the current status of each recommendation provides both
a method for evaluating the past work of the ABPP and a roadmap for ABPP policy research and
advocacy in the future. Please see Table | on page 22 of this document for a complete review of
the 2006 recommendations.

Much of the early work of the ABPP focused on establishing a strong financial environment in
Michigan that is conducive to saving for families at all income levels. As noted, many
opportunities and incentives to save already exist for families in the middle- and high-income
categories, so the policies advocated by the ABPP largely centered on connecting low-income
families and those with modest means to resources and opportunities to save.

One example is the state Earned Income Tax Credit (EITC). Michigan’s state EITC, which was
called for in Helping Working Familigirst took effect in the 2008 tax year. For that year, it was
10 percent of the federal credit. It increased to 20 percent of the federal in tax year 2009 and
for each tax year thereafter.”? While the EITC, in and of itself, is not an asset, from a policy
perspective it presents a saving opportunity for low-income workers, especially if tax time is
used as a “teachable moment” that connects recipients of the refund with savings programs.

Another asset building policy called for in the 2006 report was Michigan’s Housing and
Community Development Fund (MHCDF). Created in 2006, it received its first state
appropriation in the 2008 fiscal year. While funding was eliminated in the following years due to
ongoing pressures in the state budget, continuing efforts are underway to secure a dedicated
source of revenue for MHCDF that could provide grants for affordable housing projects and IDAs
throughout Michigan.

In 2008, Michigan created tax credits for private contributions to Michigan IDAs. The tax credits
are nonrefundable credits for the Michigan Income Tax and the Michigan Business Tax for 75%
of contributions to IDA programs by an individual or organization. The availability of the credit
provides an opportunity to increase funding support for IDAs in Michigan through encouraging
private donations.”

In 2009, through the advocacy efforts of the ABC and ABPP, Michigan enacted important Refund
Anticipation Loan (RAL) consumer protections to require the disclosure of certain information to
consumers prior to the transaction, including an explanation that the RAL is a loan and not an
actual refund.?* In addition to ensuring that consumers know the terms of the loan and the
average time it takes the IRS to issue a refund without a loan, the legislation also allows

” The Michigan state Earned Income Tax Credit was signed into law on September 22, 2006, by Governor
Jennifer Granholm; the state EITC went into effect in Tax Year 2008

2 The IDA Tax Credit Act, Michigan PA 450/451 was passed in December 2008; this legislation also
expanded the use of IDAs to include energy efficient purchases

** Michigan PA 66 of 2009.
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consumers to rescind a loan within 24 hours of its issuance.

Additional policy developments that the ABPP advocates at the time of this publication include
legislation to increase the use of direct deposit for paychecks, uptake of the EITC, and support
for Volunteer Income Tax Assistance (VITA) sites.”

In 2010 and beyond, the ABPP will continue its mission of helping working families to achieve
financial security by maintaining the policy goals presented in 2006 and tightening the focus of
our policy and advocacy approach around saving. Future advocacy will focus on creating and
strengthening actual savings programs and incentives. Additionally, experience since the
creation of the 2006 document has taught the ABC that achieving state funding for asset
building programs is challenging and potentially unsustainable in the current economic
environment. The ABPP will move to involve a greater diversity of stakeholders in its work,
including entities like banks, credit unions, and private employers. Creative funding approaches
for future asset building development must include a large portion of non-public sources. The
following pages of this document present the ABPP’s plan for future asset building policy
research and advocacy in Michigan.

» Michigan H.R. 5660, Dan Scripps, sponsor, makes volunteer tax preparation at VITA sites an acceptable
work training program for receipt of unemployment benefits in Michigan;

Michigan H.R. 5821, Dan Scripps, sponsor, allows employers to pay employees through a payroll debit
card that employees can make a withdrawal or transfer at least 1 time per pay period without charge and
also allows employers to require that employees receive their wages through either direct deposit or a
payroll debit card if the employer meets certain stipulations
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Policy and Research Goals

The ABPP centers its current research and policy development around goals aimed at
encouraging and aiding Michigan’s working families to achieve lasting financial security through
the development of savings and assets. Overall, the ABPP believes that the accumulation of
savings and assets and the development of responsible and regular savings practices are critical
to the formation of financial security. The ABPP will focus efforts on three core goals:

1 Improve financial literacy for all Michigan families

1 Give working families in Michigan the financial tools they need to build their
assets

1 Create an environment in Michigan conducive to saving

The three research and advocacy goals of the ABPP distinctly focus on increasing saving among
all Michigan residents. The new ABPP goals aim to create an environment in Michigan that
provides universal opportunity for asset building. Because many asset building opportunities
already exist for upper income earners, the ABPP largely focuses on increasing asset building by
lower income earners to achieve universality.
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Goal One: Improve financial literacy for all Michigan
families

To be able to save and achieve future prosperity an individual must possess basic budgeting
skills and an understanding of financial products and investment tools. This knowledge, or
financial literacy, empowers an individual to take ownership over their economic situation and
to become a more savvy consumer and saver. However, as research and current economic
conditions suggest, working families of all income levels struggle with personal finance and need
to improve their financial literacy.

Recent innovations in the financial sector have changed financial products and services,
increased the variety of financial products, changed the communication methods between
financial service providers and consumers, and changed the delivery of financial services.
Innovation outside of formal financial institutions has expanded the alternative financial services
sector to introduce new kinds of financial products like payday loans, increasing the variety of
products available to consumers. Today, consumers must exhibit more responsibility for credit
and investment management, specifically retirement investments. To operate successfully
within the financial services sector and to benefit from recent innovation, consumers must have
a basic understanding of financial products and good financial practices and must have the
ability to learn about new products and services as conditions change.

Specific to increasing asset building by low-income, working individuals, financial education is
critical to connecting low-income individuals who are un- or under-banked with good financial
products and services. Low-income individuals face the financial pressures of high consumer
debt, low saving rates, and a lack of access to formal financial products. This places low-income
families and communities at a disadvantage, as providers of non-traditional financial services,
like check cashers, rent-to-own outlets and payday lenders, target these communities with high-
cost products and services. Such financial issues also create barriers to a banking relationship
and good credit for low-income individuals, greatly limiting their ability to accumulate assets.

The ABPP advocates that Michigan increase financial education opportunities for residents at all
income levels, with additional focus on un- and under-banked individuals and children. Financial
education programs should not stand alone, but should be incorporated in venues like anti-
poverty programs and public school curricula to take advantage of “teachable moments” in
school, worker training programs, and at tax time.

The ABPP seeks to accomplish this goal with two action items:

Action Item1: Integrate fnancial education into public benefits, work supports, and other
anti-poverty programs

Currently, most programs and policies targeting low-income individuals and families
focus on maintaining a certain level of consumption. This may help them get by, but it
does not help them get ahead or empower them with the tools and resources needed to
break out of poverty in the long-term. Integrating financial education into the process
of receiving public work supports, tax help, or unemployment benefits, for example,
captures an audience at a point where they are most likely benefit from and take
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advantage of savings opportunities. The ABPP will work with policymakers, service
providers, and private employers to find ways to connect financial education with such
programs without creating an additional barrier to entry.

The ABPP recommends that financial education be integrated into public programs in
innovative way beyond classroom-style financial literacy training. For example,
participation in the IRS training for volunteering at a Volunteer Income Tax Assistance
(VITA) site and then committing time to work at a VITA site could be counted as an
acceptable work/training program for recipients of unemployment benefits or FIP in
Michigan. The experience of completing the training and volunteer hours would no
doubt improve an individual’s knowledge of tax-related financial concepts. The ABPP
will look to create new approaches to financial education similar to this example.

Action Item2: Integrate firancial education into the Michigan2 curriculum

While financial education courses currently can count as a math credit for Michigan
public high school students, there is no requirement to take a course in financial
education to earn a high school diploma. The ABPP advocates that the Michigan public
school system integrate financial education into the required curriculum from
elementary education through high school. Michigan educators should work with
financial institutions and other entities, like the Investment Protection Trust through
OFIR, to increase financial education across the spectrum of the life course that is
appropriate for elementary, middle and high school students, as well as create a
financial education course requirement for high school graduation.
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Goal Two: Give working families in Michigan the financial
tools they need to build their assets

Roughly $400 billion a year is spent by the federal government to help families save and build
assets. Most of this is accomplished through tax credits, 90 percent of which go to families
earning more than $50,000 a year. The majority of asset building programs in the U.S., like the
mortgage interest tax deduction, 401k retirement accounts, and 529 college savings programs,
target the middle and upper classes. Many lower-income workers and families of modest
means are unable to benefit from these institutionalized asset building programs and policies.
To create universal opportunity for savings for Michigan residents, the ABPP recognizes that
policies focused on helping low-income workers to save must be enacted to fill the gap in
savings opportunities between lower-income and higher-income workers. Residents across all
income levels must have access to programs and savings products that effectively encourage
them to save.

Connecting working families to formal financial institutions is an important step in the asset
building process because having a relationship with a financial institution, like a bank or credit
union, significantly increases both the opportunity and likelihood that individuals and families
will save. A survey presented at a 2001 Federal Reserve System research conference found that
51% of households with a banking relationship save regularly, compared with 14% of
households without a banking relationship. The ability to build wealth through a formal banking
relationship is limited for low-income individuals because they face barriers to a banking
relationship that do not exist for most moderate- and high-income earners. Low-income
earners may not qualify to open a savings or checking account at a bank or credit union because
of a poor Chex Systems report or workers may simply choose not to work with a formal
institution because their products do not fit their specific needs.

The ABPP will work with financial institutions to create financial tools inclusive of low-income
individuals and to connect low-income earners with savings opportunities through various
venues. For example, the Bank On Michigan program leverages the resources of local
governments and financial institutions to bank the unbanked populations of Michigan’s
communities.

In addition to savings tools, financial institutions can offer services targeting the needs of the
low income population that are alternatives to predatory products, like payday loans and refund
anticipation loans. Formal financial institutions can offer innovative payday-type loans that
have lower fees and limitations that ensure they are far less predatory than the loans offered by
payday lenders in the alternative financial sector. In addition, institutions can review lending
standards and design loan programs for assets like homes or microenterprise to be obtained by
low-income individuals who would usually be denied such loans.

Increased saving can also be achieved by injecting savings tools into anti-poverty programs like
the EITC and public benefits. Savings programs should be offered directly to recipients of public
benefits and/or the EITC at public service agencies and Volunteer Income Tax Assistance (VITA)
sites, which offer low-income individuals free tax preparation services. Perhaps financial
rewards can be given to individuals who save portions of their public benefits or EITC refund.
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Matched savings accounts are another important tool for asset building among low-income
workers. These accounts encourage asset building by giving account holders matches to their
account contributions provided through public or private funding sources. Often, matched
savings accounts facilitate the accumulation of assets by requiring that savings from the
accounts be used in the purchase of an asset, like a home or small business or tuition for a post-
secondary degree. Because match money is provided, matched savings accounts usually target
low-income populations who have little extra income to save. Examples of matched savings
accounts include Individual Development Accounts (IDAs), Child Development Accounts (CDCs),
529 Education Plans, and Lifelong Learning Accounts (LiLAs). Another useful matched savings
account is the mini-IDA, which allows a match for smaller funds to create savings for lesser
expenses, like credit repair programs and after-school activities for children. The ABPP aims to
strengthen the matched savings opportunities available to low-income individuals and families
in Michigan.

Increased savings can also be encouraged through the private sector in employer-provided
savings programs. Retirement savings programs sponsored by employers help workers to
prepare for retirement, which most low-income workers often cannot afford to do on their own.
Employers can also offer programs that directly deposit portions of workers’ paychecks into
savings accounts. The ABPP will work with employers to develop and implement saving
programs for their employees.

The ABPP advocates that Michigan increase support for savings by ensuring access to savings
tools for lower-income workers and families through a variety of public and private mechanisms.
A financial environment that provides universal access to savings programs for Michigan
residents requires an increase in the savings opportunities targeting low-income families.
Achieving this goal also requires the establishment of financial tools separate from savings
programs that connect them with resources to give them a better opportunity for saving in the
future. Such products include alternatives to payday loans and loans for microenterprise. The
ABPP plans to achieve increased savings opportunities for low-income residents through several
strategic policy and program designs to be instituted in both the public and private sectors.

The ABPP seeks to accomplish this goal through six action items:

Action Item1Y 9 E LJ yﬁe ¥ yﬁe )\)/(')NBI- aS LI NI AOA LI iji\zy AY | yﬁ
Accounts

Michigan currently offers two 529 College Savings Accounts, the MESP and a new plan
offered through financial advisory, as well as the MET, which is a ‘prepaid’ college
savings plan. The ABPP aims to achieve greater take-up of current college savings
programs with an ultimate goal of securing a college savings account for every child in
Michigan. For 2010, the Michigan legislature eliminated its match for 529s, thus the
ABPP advocates reinstating and increasing this funding in the future.

Action Item2: Inject savings programs in EITC avidA outreach initiatives
The EITC refund is often viewed as a “teachable moment” for savings and asset building.
However, efforts to achieve a direct practice of linking or capturing this “teachable

moment” are currently inconsistent. One reason for this is a lack of capacity at VITA
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sites, as less than 1.5 percent of eligible tax filers use these free tax services. Simply put,
volunteer tax preparers do not have the time to offer many other services beyond doing
their clients’ taxes. Another reason is that some tax filers simply do not have a checking
or a savings account in which to place some of their tax return.

The ABPP aims to address these issues by connecting EITC programs with more tax-time
savings options, like U.S. Savings bonds or low-cost, branded and reloadable debit cards
with savings options, and by increasing the capacity of VITA sites. Another strategy to
be used will be working with financial institutions and VITA sites to find a better way to
help link un- and under-banked clients with savings vehicles that allow for direct deposit
of tax refunds. The ABPP also seeks to link increases in any state EITC with a direct
savings component or incentive.

Action Item 3: Establish employeprovided savings tools

Retirement savings plans, like 401(k) accounts, are typically provided to workers by
employers as private options creating good savings plans for individuals to have financial
security in retirement. However, employers can encourage employees to save through
other innovative tools beyond retirement savings accounts. For example, employers
can connect employees with financial institutions to directly deposit their paychecks or
include a savings program that automatically places a portion of employees’ paychecks
into a regular savings account. Similarly, employers can require employees to “opt-out”
of contributing to a retirement account instead of having them “opt-in,” thus increasing
the potential that the employee will save.

The ABPP will explore the available research on progressive ideas for employer-based
savings tools and to ultimately increase private employers’ use of such tools. One
potential policy change is the exemption of low-income workers’ raises from certain
public work supports, like child day care subsidies, if such wage increases are directed
into a savings vehicle with withdrawals restricted to expenses for education, retirement,
homeownership, or certain emergencies. Another such policy is one that would allow
employers to require that employees receive wages via an electronic fund transfer (EFT)
into a savings or checking account, or onto a “payroll card.” Currently in Michigan,
employers may offer EFT of wages to their employees, but they cannot require it of their
employees. This policy would reduce the need to use check cashers.

7

Action Item4: Link CDCs in Micligyy ¢ A 0 K (G KS adl G S QandinSr¢aSef A (i &
savings programs connected with Benefits Access Initiative

The Michigan Association of United Ways (MAUW) has taken the lead in establishing the
Michigan Benefits Access Initiative (MBAI). Once launched, it will be critical to link
community organizations with the MBAI to reach a large number of Michigan residents
and to help working families get the supports that they need to better save their limited
financial resources. The ABPP aims to engage with MAUW to connect to CDCs and other
community-based agencies and promote savings tools within the framework of the
MBAI program.
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Action Item5: Work with financial institutions to design alternative financial products for the
un- and underbanked populations

There are many alternatives to payday loans and other predatory alternative financial
products currently available, but they are not widely advertised and do not reach a
significant portion of the un- and under-banked population. Low-income earners should
be better connected with these products, such as small-dollar loans from formal
financial institutions and branded pre-paid debit cards. The ABPP will work with
financial institutions to encourage implementation of alternative financial products
targeting low-income earners that have empirical evidence of their success. The ABPP
will design educational resources for low-income families to help them understand
these products and their terms and fees and facilitate distribution to the population
through public service providers and community organizations.

Action Item 6: Increase access to loans for microenterprise

Much interest surrounds microenterprise development, but it is a fractured field. The
Michigan Local Initiatives Support Corporation (LISC) is currently taking the lead on
microenterprise development in the state. The ABPP will help increase access to
microenterprise loans by researching current nationwide microenterprise programs and
by working with LISC to create a legislative proposal that would establish a center for
microenterprise development. Also, the ABPP is continuing to track microenterprise
legislation in the Michigan legislature and supports legislation for microenterprise
development.?®

On the federal level, the ABPP supports increased funding for Small Business
Administration loans and efforts to lower the cost of health care for sole proprietors and
small business. State legislation, introduced in the 95" Legislative Session, would also
help support very small businesses by enabling them to join purchasing pools that
leverage the bulk purchasing power of the state for business-related products and
services as well as establish portable retirement accounts for all employees.

26 Michigan H.B. 6051 of 2010, Jon Switalski, sponsor and H.B. 6052 of 2010, Gary McDowell, sponsor,
create a Center for Microenterprise Development, a Microenterprise Fund, and Microenterprise
Development Advisory Board

Michigan H.B. 4560 of 2007, Ted Hammon, sponsor, Bulk Purchasing Bill

Michigan H.B. 4559 of 2007, Andy Meisner, sponsor, Entrepreneurship Education Act

Michigan H.B. 4619 of 2007, Andy Meisner, sponsor, Tax Credit for Health Insurance for New Business
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Goal 3: Create an environment in Michigan conducive to
saving

Having sufficient resources to be able to save and invest is critical to ensuring that individuals
and families can take advantage of asset building opportunities. The ABPP believes that
Michigan must create a financial environment conducive to saving by connecting working
families with increased resources and by protecting them from predatory products. Because
middle to high income earners already have sufficient financial resources to be able to save and
are not the usual targets of predatory products, the ABPP focuses on resources and protections
directed at families in Michigan with modest means.

Connecting working families with increased resources means providing working families with
income supports that allow them the ability to take care of living expenses and to save part of
their income. Increasing the financial resources available to working families includes securing
stable funding sources for work supports and savings initiatives and increasing uptake of
programs already in place through improved outreach initiatives. The ABPP will support
programes, like the IDA program offered through the Michigan Individual Development Account
Partnership (MIDAP) and the Bank On Michigan initiative, through advocating for private and
public funding support and by helping in outreach efforts to better connect families with the
resources such programs provide. Increasing the resources obtained by low-income individuals
and families will ensure that they have the ability to save after providing for everyday living
expenses.

Creating an environment in Michigan that is conducive to saving also requires that working
families be protected from predatory financial products. These products eat away at the
financial resources of their users because they include extremely high rates and fees. In
obtaining alternative products, like payday loans and refund anticipation loans, users lose a
significant amount of their income just in paying for fees and interest alone. Thus, the ABPP
seeks to reduce the rate at which low-income individuals and families fall prey to predatory
products by placing limitations on predatory practices.

The ABPP seeks to accomplish this goal through five action items:
Action Item1: Stabilize éinding support for IDAs in Michigan (MIDAP)

Currently there is no annual state appropriation for the Assets for Independence (AFI)
match and direct service for IDAs offered through MIDAP. AFI provides federal funds for
state IDA programs if the state provides a certain level of funding for the program,
which Michigan does not currently fund. Michigan does offer tax credits for private
contributions to MIDAP for income and business taxes. The ABPP aims to achieve an
optimal outcome of sustainable funding for IDAs through private sources using the IDA
Tax Credit as an incentive and maximize support with some level of state appropriation
for IDAs so that MIDAP can increase the number of IDAs available to Michigan
residents.”’

?” Federal law allows for state and private funding of IDAs up to $1,000,000 per year to be matched by AFI
dollars, which would allow MIDAP to open 1,000 new accounts per year
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tem2: Support the Bank On Michigan initiative

At this time in Michigan, there are several initiatives focused on banking the un- and
under-banked. The most coordinated effort is Bank On Michigan, which is run out of
the Ingham County Treasurer’s Office and has pilot sites in Lansing and Kalamazoo. The
ABPP will provide a supportive role for Bank On Michigan through facilitating a review of
national research and data on other states’ initiatives to assist in the development
process of the Michigan initiative. The ABPP will also guide an evaluation of the Lansing
and Kalamazoo pilot sites.

tem3: Eliminate asset limits in public benefits programs

Eliminating asset limits for public benefits programs removes a barrier to saving for low-
income workers because asset tests no longer limit the amount these individuals can
save while receiving the benefits. Saving provides recipients of public benefits to
accumulate the resources needed to move off benefits programs. Because current
benefit programs like TANF are not indefinite, preparing families for financial security
after moving out of benefits programs is critical to their future well-being. Further,
empirical evidence finds that very few families not already receiving benefits would be
made eligible with the removal of asset tests. Instead, state agencies may save on
lowered administrative costs when asset tests no longer have to be performed. In
Michigan, asset limits exist for recipients of TANF (FIP) and Medicaid, set at $2,000 for
individuals and $3,000 for families. Four classes of assets are excluded from asset tests:
homes, vehicles, Individual Development Accounts (IDAs), and 529 College Savings
Accounts. Michigan has eliminated asset limits for SNAP benefits, although not for one-
person households. The ABPP advocates the elimination of asset limits from all public
benefits programs in Michigan.

tem4: Utilize the Michigan EIT@ encourage avings

The Earned Income Tax Credit (EITC) is an effective antipoverty strategy that lifts more
than 4.4 million Americans out of poverty every year. The EITC provides low-income
taxpayers with additional income, allowing them an increased ability to save or to
purchase assets like a home. States can increase the amount of refund received by
adopting a state EITC that is a certain percentage of the federal credit. Further, state
EITCs can include savings incentives or bonuses for depositing the refund into a savings
or investment account.

Michigan currently has a state EITC that is 20% of the federal credit. The ABPP
advocates that the State of Michigan provide a 1-to-1 match for savings, up to five
percent of the Federal EITC, for recipients who place money into a qualified savings
account like a US Treasury Bond or 529 college savings account. For the 2009 tax year,
where the average Federal EITC return in Michigan is $2,100, this would result in a
savings of $210 ($105 from the filer and $105 from the state) for the eligible tax filer.

ge




Action Item 5:Increase protections for consumers of payday loans in Michigan

States can protect residents by implementing interest rate caps for payday lenders.
Payday loans can be extremely predatory in nature because they include high interest
rates and fees that strip users of the loans of significant amounts of their income.
Payday lenders generally operate in urban areas and their locations are
disproportionately located in communities of color. In California alone, payday lending
cost low-income Black and Latino households a total of $247 million in fees.

To protect low-income consumers, Michigan should look to increase protections for
consumers of payday loans. The Federal government already restricts loans to military
personnel and their families to an APR of 36%. Several other states do this as well.
Michigan should examine any positive impact or negative consequence that imposing an
interest rate cap would have on working families and their communities.
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Goal 1: Help Michigan working families save and invest for the future

Table I: Status on ABC Recommendations from January 2006

Status

1. Support IDA Programs with annualized funding in the MSHDA and DHS
Budgets

~1900 IDAs offered through MIDAP;
no state funding support

2. Create Universal Children’s Savings Accounts within Treasury

Pending

3. Establish a more active consumer interest role at OFIS to ensure low-income
families have access to affordable non-abusive financial products

OFIS became OFIR has taken a more
active role in consumer interest'

Goal 2: Help Michigan working families build financial security throug
ownership of assets

4. Create a portable retirement plan that is available to all Michigan residents

Legislation introduced, not passedii

Status

1. Increase access to and supply of affordable housing ownership
opportunities with a general fund commitment to a Michigan’s Housing and
Community Development Fund

MHCDF created in 2006; donation
check off on tax form for___two years;
no current state funding"

2. The Michigan Economic Development Corporation (MEDC) should play a
strong and defined role in fostering microenterprise

MEDC offers funding and other
assistance to companies in growth
industries"

Goal 3: Help working families leverage their limited resources

3. Dedicate existing economic development resources to encourage
microenterprise and entrepreneurship

Increased private and non-profit
support for microenterprise and
acknowledgement by the state and
state universities

Status

1. Encourage savings for long-term goals, such as retirement, education, and
emergencies through the elimination of asset limit rules

Pending

2. Turn every tax season into an opportunity for savings and education

Active VITA sites throughout the
state; direct deposit of refunds or
purchase of savings bonds with
refunds possible; creating incentives
for saving tax refunds in progress

Goal 4: Help working families value, participate in, and complete
higher education and skill training

3. Enact a state-Earned Income Tax Credit (EITC)

Enacted and begun tax year 2008"

Status

1. Reform the Michigan Education Savings Program (MESP) to be more
inclusive and progressive for low-income households
a. provide 2:1 match for families with AGI below 200% poverty level
b. provide 1:1 match for families with AGI between 201-300% poverty level
c. eliminate required age for the matching grant
d. allow matches for the first two years of enrollment
e. exclude savings in MESP from consideration for state financial aid

Offers a 1:3 match for contributions
in the first year up to $200 for
Michigan residents 6 years of age
and younger in a household with
family income of $80,000 or less

2. Connect all families to quality financial education; create an Office of
Financial Education within Treasury

Financial education courses now
count as math credit for Michigan
High School Graduation
Requirements;"i other developments
pending
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Appendix I:
Asset Building Policy in other States

In seeking to accomplish our policy priorities, the ABPP can look to the policy achievements of
other states as examples of how to make steps toward achieving goals of financial
empowerment through specific state level policy. The major asset building related policy
developments implemented in states across the nation include eliminating or raising asset limits
for public benefits, enacting a state EITC that is a fairly substantial portion of the federal credit,
and instituting interest rate caps for payday loans to reduce their predatory nature.

Eliminating asset limits for public benefits programs removes a barrier to saving for low-income
workers because asset tests no longer limit the amount these individuals can save while
receiving the benefits. Saving allows recipients of public benefits to accumulate the resources
needed to move off benefits programs. Because current benefit programs like TANF are not
indefinite, preparing families for financial security after moving out of benefits programs is
critical to their future well-being. Further, empirical evidence finds that very few families not
already receiving benefits would be eligible with the removal of asset tests. With the passage of
the new federal health reform act, asset tests for Medicaid and CHIP will be eliminated in 2014,
but asset tests will remain for other programs, like TANF.

In Michigan, asset limits exist for recipients of TANF (FIP) and Medicaid, set at $2,000 for
individuals and $3,000 for families. Four classes of assets are excluded from asset tests: homes,
vehicles, Individual Development Accounts (IDAs), 529 College Savings Accounts. Michigan has
eliminated asset limits for SNAP benefits, but not for one-person households.

Progressive advocacy by asset building coalitions and other advocates has led to the elimination
of asset limits in other states. Twenty-four states have eliminated asset limits for Medicaid
recipients. Further, Louisiana, Ohio, and Virginia have eliminated asset limits for TANF. The
ABPP seeks to lead Michigan on a similar path, looking to the states that have successfully
eliminated asset limits in these programs as resources for planning advocacy strategies and data
on the results of removing asset limits.

The Earned Income Tax Credit (EITC) is considered one of the most effective antipoverty
strategies in the U.S. In 2009, the EITC lifted 6.6 million Americans out of poverty, including 3.3
million children.”® The EITC provides low-income taxpayers with additional income, allowing
them an increased ability to save or to purchase assets like a home. States can increase the
amount of refund received by adopting a state EITC that is a certain percentage of the federal
credit. Further, state EITCs can include savings incentives or bonuses for depositing the refund
into a savings or investment account.

Michigan enacted a state EITC in 2008 and the credit currently stands at 20% of the federal.
While this policy development is significant, other states have established credits that are a
much higher percentage of the credit. The District of Columbia has an EITC that is 40% of the
federal; Minnesota, New York, and Vermont all have state EITCs at around 30% of the federal.
Michigan can connect low-income residents to greater resources by increasing the percentage
of the federal refund offered by its state EITC.

%% Center on Budget and Policy Priorities. “Policy Basics: The Earned Income Tax Credit.”
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Finally, states can protect residents by implementing interest rate caps for payday lenders.
Payday loans are extremely predatory in nature because they include exorbitant interest rates
and fees that strip users of the loans of significant amounts of their income. Payday lenders
generally operate in urban areas and their locations are disproportionately located in
communities of color.

Michigan currently regulates payday lenders and places a cap on the terms, fees, and allowable
amounts of payday loans. Michigan does not have an interest rate cap for payday loans. Other
states have significantly lowered the predatory abilities of payday lenders by instituting interest
rate caps. Fourteen states and the District of Columbia have interest rate caps for payday
lenders ranging between 17-36%. Georgia prohibits payday lending altogether. Though
complete prohibition of payday lending is not necessarily the best option because the products
meet a definite need of certain populations, interest rate caps can prevent loans from being
highly predatory, protecting low-income residents.

Table I1:
Asset Building Policy in Other States

State Policy Developmerft

Alabama, Arizona, Colorado, Connecticut, Delaware, | Eliminated Medicaid asset limits
District of Columbia, lllinois, Kansas, Louisiana,
Maryland, Massachusetts, Mississippi, Missouri,
New Jersey, New Mexico, North Dakota, Ohio,
Oklahoma, Pennsylvania, Rhode Island, Virginia,
Wisconsin, Wyoming

Minnesota, South Carolina Raised asset limits for Medicaid to $15,000 indexed for inflation
Louisiana, Ohio, Virginia, Delaware, Eliminated asset limits for TANF

Maryland

Colorado Raised asset limit for TANF to $15,000 indexed for inflation
Delaware Raised asset limits for TANF recipients to $10,000; excluded

automobile equity from asset limit (11-10-2009)

Arkansas, lllinois, Indiana, lowa, Kansas, Achieved stable state funding for IDA program
Maine, Minnesota, Missouri, New
Mexico, Oregon, Virginia

District of Columbia State EITC is 40% of the Federal credit

Minnesota, New York, Vermont State EITC is ~30% of the Federal credit

Georgia Prohibits payday lending

Arkansas, Connecticut, District of Columbia, Maine, | |nstituted an interest rate cap for payday loans between 17% -
Maryland, Massachusetts, New Hampshire, New 36%

Jersey, New York, North Carolina, Ohio, Oregon,
Pennsylvania, Vermont, West Virginia

» Data compiled from CFED, Data Resources for Financial Assets and Income,
http://scorecard.cfed.org/main.php?page=resources.
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http://scorecard.cfed.org/main.php?page=resources

Notes on Table |

' Effective April 6, 2008, the Office of Financial and Insurance Services (OFIS) becomes the Office of
Financial and Insurance Regulation (M| Executive Order 2008-01). OFIR can offer assistance to consumers
if they have questions or complaints about credit unions, insurance companies, banks, securities, and
HMOs. OFIR offers a variety of consumer services including securities and investment products, credit
scoring, and information on health insurance. http://www.michigan.gov/dleg/0,1607,7-154-

10555 12902---,00.html

" Introduced to Michigan Senate as SB 0024 in 2007. Died in committee.
http://www.legislature.mi.gov/%285%281zjzag55dvwOwrzbrdzj4ca3%29%29/mileg.aspx?page=getobject
&objectname=2007-SB-0024&qguery=on

" www.livinginmichigan.org

" The MEDC offers access to capital, mostly directed towards companies in high growth industries,
through venture capital funding, the 21* Century Investment Fund, the Venture Capital and Angels
Network, and the 21°* Centuries Job Fund. Growth industries include wind energy, solar energy, advanced
energy storage, water technology, alternative energy, homeland security and defense, and advanced
manufacturing. http://www.michiganadvantage.org/Access-to-Capital/Default.aspx

¥ State EITC enacted for tax year 2008 with the signing of PA 0372 (2006).
http://www.legislature.mi.gov/%285%28qgtava4qz23pe52a2czgivy55%29%29/mileg.aspx?page=getobject
&objectname=2005-SB-0453&query=on

¥ Financial education courses established as a math credit for Michigan High School Graduation
Requirements with signing of PA 0316 (2008). http://www.legislature.mi.gov/documents/2007-
2008/publicact/htm/2008-PA-0316.htm
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