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In households without emergency savings, events
like an expensive car repair increase financial
strain and make it harder to meet basic needs.
Most U.S. households experienced a financial
shock in the past year.? Recovering from one is
also difficult, particularly for low- and moderate-
income (LMI) households.® They struggle to pay
bills when the timing of paychecks does not align
well with due dates and paycheck amounts vary.*

Less than half of U.S. households have set aside
enough emergency savings to cover 3 months of
living expenses.® A 2015 study found that
households in the lowest income quintile had
enough emergency savings to cover only 9 days of
living expenses; the next highest quintile was not
much better off: Those households were able to
cover only 15 days of expenses.® To help “Build
Financial Capability for All,” we recommend three
types of policies that will improve the ability of
LMI and other households to cope with financial
shocks by saving for emergencies.

Recommendation |:
Expand access to and use of savings accounts

Owning a bank account is correlated with positive
savings outcomes,’ yet 30% of households that
save for emergencies do not use such accounts.®
Expanding access to savings accounts will
facilitate saving and protect the assets that
accumulate.

The Federal Deposit Insurance Corporation’s
Model Safe Accounts Pilot suggests a path
forward: 95% of customers who opened basic
savings accounts through the pilot retained their
accounts 1 year later.® The accounts required
minimum-opening and monthly balances of $5,
charged no monthly maintenance fee, enabled free
direct deposit, and offered a free automatic savings
feature. The Community Reinvestment Act of
1977 should be modernized to require Model Safe
Account compliance by banks under the service
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test.’® Banks should receive additional credit under
the act’s service test when they help LMI
consumers build savings through innovative
product enhancements.!

A portion of increased appropriations to the
Community Development Financial Institutions
Fund could be earmarked for building the capacity
of those institutions to offer savings products and
incentives. Also, employers should be encouraged
to offer direct deposit with the option to
automatically split funds into multiple accounts,
enabling employees to direct a percentage of their
pay toward a savings account.

Recommendation 2:
Expand tax-time savings opportunities

Tax refunds are an opportunity for LMI
households to save and to reduce the risk of
experiencing material hardship after tax filing.*?
Only three states, California, Hawaii, and
Maryland, permit split deposits of state income tax
refunds.*® Other states should pass legislation
allowing tax filers to split refunds across up to
three different bank accounts. With this change,
state policy would be consistent with the split
deposit functions that the Internal Revenue Service
offers through Form 8888.

Also, as proposed in Section 4 of the Financial
Security Credit Act of 2015, the U.S.
Department of the Treasury should enable tax
filers to open savings accounts when they file their
taxes. These accounts should conform to the
Model Safe Accounts template, and banks that
enable filers to open these accounts at tax time
could receive additional credit under the
Community Reinvestment Act service test. To
facilitate household saving, the Internal Revenue
Service should encourage companies in the Free
File Alliance to incorporate simple messages and
choice architecture into tax-filing software.*®
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Recommendation 3:
Create incentives to save for emergencies

Federal policy should offer LMI tax filers
incentives to save their tax refunds, and legislative
proposals have identified specific measures. The
Financial Security Credit Act of 2015 would have
provided a match of up to $500 for refund amounts
that LMI filers put into savings products and
retained for 8 continuous months. The Refund to
Rainy Day Savings Act proposed in 2016 would
have established a 3-year pilot program to provide
savings matches of up to 20% of expected refunds
deferred for a 6-month period.*®

Enacted in 2014, the American Savings Promotion
Act permits banks with federal charters to offer
savings promotion raffles. Evidence has shown that
prize-linked savings lotteries encourage saving with
little risk to consumers.’ In addition, 20 states
allow savings promotion raffles.'® The other 30
states should consider legislation to enable these
raffles among state-chartered banks.

These recommendations hold promise, but their full
potential will not be realized unless policies improve
and expand the job opportunities available to LMI
households. Proposed in 2015, the Workplace
Democracy Act would have amended the National
Labor Relations Act to encourage employees to
form and join unions.*® Another policy proposal is a
federal job guarantee, whereby every person who
wants to be employed would have guaranteed access
to a job, living wages, and benefits such as health
insurance and retirement savings options.?
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About the Grand Challenges for Social Work

The 12 Grand Challenges for Social Work are the targets of a groundbreaking effort to champion social progress
powered by science. Initiated by the American Academy of Social Work and Social Welfare, this effort seeks to
address society’s toughest social problems through the concerted work of many. Additional information on the
Grand Challenges may be found at GrandChallengesforSocial\Work.org.
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