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Introduction

The 75 million young adults of the Millennial generation are the largest and most diverse in the United
States. These Americans came of age during one of the greatest economic downturns in the history of the
country and amid macroeconomic trends of depressed wages, globalization, and technological change of
the past three decades. Despite the Great Recession and shifting economy, Millennials have helped shaped
a technological revolution, remain uniquely civic-minded, and are more educated than other generations
of young adults. A closer look, however, suggests that the immense talent among young Americans has not
resulted in a better standard of living than their parents.

It is a cornerstone of the American Dream: through hard work and perseverance, anyone should be able
to make a better life for themselves and their children. But today’s young adults suspect an erosion of that
ideal, with an increasing majority thinking they would be “much worse off” than their parents.! New evidence
presented here confirms their suspicions, with Millennials less financially secure than their parents were at

the same age.

This report is the first in a series of reports
analyzing financial challenges facing today’s young
people, and represents the most comprehensive
look to date at the financial security of Millennials
compared to their parents. This generation of
young people earns lower incomes, are less likely to
own a home, and have lower net wealth than their
parents at the same stage in life. This should raise
eyebrows. Millennials make up a plurality of the
workforce,? and their financial security is America’s
financial security.!

This report also distinguishes financial security by
what makes this generation unique in the first place:
the increased need for skills, growing reliance on
student debt to finance postsecondary education,
and the diversification of the population. After all,
Millennials are the most educated, most diverse,
and mostindebted generationin America’s history.®

Generational Comparison

Comparing generations presents a unique challenge:
we need to ask the same questions, to similar groups of
people, separated by dozens of years. In order to do this,
we analyze the Survey of Consumer Finances, a large
public survey of 6,500 people conducted by the Federal
Reserve Board of Governors. We compared 25-to-34
year olds in 1989, when the youngest Baby Boomers
were 25-years old,* with Millennials, defined as 25-to-
34 year-olds in 2013.

By actually comparing generations and honing in on
education attainment, student debt, and demographic
inequities, we can better understand how the
macroeconomy has changed in the last quarter century,
the steep challenges facing today’s young adults, and
the solutions that will work to reverse the trends we
identify.

i Throughout this report, we use “financial health” and “financial security” interchangeably, generally referring to having the resources to support an acceptable

standard of living.
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Key Findings

Millennial net wealth is half as much as Baby Boomers when they were young adults; wages have also
declined 20 percent for today’s young workers. Baby Boomers were much more financially secure than
Millennials when they were the same age. Boomers earned higher incomes, amassed greater assets, were
more likely to own homes, and had greater net wealth when they were young adults than today’s young
people. Ayoung adult without a college degree in 1989 earned roughly the sameincome as a college graduate
with student debt today. The only exception found in our indicators is retirement accounts, with Millennials
owning retirement accounts more than the previous generation, although this is likely due to the shift from
pensions to a reliance on individual retirement accounts.

Education attainment still an individual’s best pathway to financial security. On average, college continues
to be a good investment, with better financial outcomes for those with a college degree.’ Regardless of
student debt, college graduates earn greater incomes, are more likely to have saved for retirement, and
in some cases have been protected from macroeconomic declines in financial security. For example, young
college-educated adults with student debt today, own homes at a slightly higher rate than Boomers did in 1989. In
contrast, the home ownership rate for young adults with a high school degree or less declined 22 percent
between 1989 and 2013. Furthermore, college graduates, with student debt, have saved nearly $21,000
for retirement, compared to under $8,000 for those without a degree. However, this trend could be driven
more by the declining value of a high school diploma.

Student debt blunts some of education’s benefits. Median assets declined faster for student borrowers
with a degree (-71 percent), than those with only a high school diploma or less (-54 percent). Median assets
declined 45 percent for college graduates without student debt. The average retirement account grew at
double the rate for those without debt than those with student debt, among the college educated. College
graduates with student debt have a lower net wealth than those with only a high school education. This stands to
reason as debt acts negatively on the net wealth calculation, and debt’s return on investment extends well
beyondthe age of 35. However, itis clearly having animpact onyoung adult financial security, and the decline
in early assets will likely impact later wealth accumulation.

Significant gaps remain between young people of color and young white Americans. Significant financial
gaps persist between young African Americans and Latinos and their white peers. For instance, young
African Americans and Latinos earn 57 cents and 64 cents, respectively, for every dollar earned by young
whites. Young African Americans have also amassed a tenth of the wealth of young whites. Generally, Latino
young adults are on a more secure financial foothold than they were twenty-five years ago, with growth in
income, retirement accounts, assets, and net wealth. Disturbingly, young African Americans have lost ground
on many financial indicators, with median net wealth declining nearly a third from 1989. Asian and Pacific-
Islander identifications are not available in the dataset we used.

ii  College degree is defined as Associate’s Degree and above, including graduate and professional degrees.
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Framing the Financial Health of Young America

This report assesses the financial state of today’s young adults by measuring income, retirement savings,
home ownership, assets, and net wealth. Our conversations with young people across the country informed
these indicators as priorities on which to focus. We analyze each indicatorthrough the lenses of generational
change, education and student debt, and racial and ethnic diversity. In the final section of the report, we offer
policy solutions organized by eachindicator, guiding federal and state policymakers on how to simultaneously
protect today’s financially insecure young adults and create structures to improve security in the future.
Recognizing education attainment’s pervasive impact across indicators, we outline our recommendations to
make college more affordable and accessible, and of higher quality, in its own section.

This report is the first in a series on today’s young adults and financial security. Future briefs will dive deeper
into the specific indicators; as well as look at other forms of credit and debt, financial tools, and financial
behavior. These subsequent briefs will also incorporate greater detail from our qualitative research, and
conversations we have had with young adults across the country to better understand their aspirations
and challenges. Young Invincibles also commissioned a random sample poll of Millennials, to fill in the gaps
between the quantitative analyses of the Survey of Consumer Finances.

We hopetobetterunderstandthe challengesand opportunitiesfacingyoungadultsandtoequip policymakers
with the research and analysis to address the pressing financial issues of today. We urge the new incoming

executive administrationand the new Congressin 2017, to study these findings and policy recommendations.
The financial security of today’s young adults, and thus the country at large, depends on it.

Millennials Earn Less Than Their Parents Did

The American Dream promises that the next generation will fare better than the previous one. However,
young Americans today may be on track for lower lifetime earnings than their parents.

Our analysis of income shows Millennials earn less

not just because they are earlier in their career, Table 1.1 - Millennials Earn Less than Boomers

but also because of an intergenerational decline in 25-t0-34 Percent
wages. As seen in Table 1.1, young adult workers year-olds 2012 Change
today earn $10,000 less than young adults in Al $50.910 $40,581 ~20%

1989, a decline of 20 percent.

Incomes earned early in one’s career often set the stage for lifetime earnings, with the highest growth
occurring in the first decade of work.” Entering the job market during an economic downturn, essentially
starting on alower rung on the economic ladder, projects lower earnings for today’s young adults throughout
their working lives.c For instance, loss in income hinders families’ abilities to invest in education and job
training, thus depressing future wages as well.” Experiencing unemployment also takes its toll on incomes
laterin life. By some estimates, the 1 million young adults who experienced long-term unemployment during
the recession will collectively miss out on $20 billion in earnings over the next decade, equaling $22,000 per
person.®
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Figure 1.2 - Today’s young adults with debt and
a degree earn same as workers with no degree
earned in 1989

25-34 Year Olds
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35 Change
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dollars
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Table 1.2 - Median Income

25-to-34 Degree without Degree with

year-olds Debt Debt No Degree
$75,422 $67,880 $49,024

2013 $61,886 $50,727 $36,523

Figure 1.3 - Race & Ethnicity Disparities in
Median Income
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Table 1.3 - Median Income

25-t0-34 African

year-olds White American Latino
$60,338 $28,283 $23,569

2013 $47,683 $27,392 $30,436

Unlike previous generations, young adults today face
rising college tuition and unprecedented student
debt, largely driven by budget cuts at the state
level. Understanding these trends is a prerequisite
for understanding the generation’s financial
health. While income declined across education
levels, a college degree - with or without debt
- is still worth it. In fact, our analysis shows that
intergenerational declines in income were steepest
for those with no degree.

Thatsaid,amongthose with a college degree, we find
a strong correlation between those with no student
loan debt and those with the least decline in income
across the two generations. As seen in Figure 1.2
and Table 1.2, Boomers with a college degree, who
took on student debt to finance their education,
earned nearly $68,000 annually; the same type of
young adults today earned under $51,000, a 25
percent decline. Boomers who earned a degree, but
didn’t have any student debt, earned over $13,000
more than the same Millennials today. The declines
across education levels were so steep that young
people today that have a degree with debt earn
roughly the same as young workers with no
degree in the late 1980s.

The steeper drop for those with debt does not
suggest that student debt is causing lower incomes
and greater income declines, but rather reveals an
interesting correlation of income between those
that rely on debt to finance their education and
those who either quickly repay or never had to
take loans at all. Young workers without a college
degree have suffered the greatest wage declines,
reinforcing the importance of higher education
in the modern economy. This trend shows no sign
of letting up; new research from the Georgetown
Center on Education and the Workforce shows 97
percent all of the “good jobs” created in the recent
recovery went to college graduates.”

The racial income gap in America is not new, but has
an even larger impact given the racial and ethnic
diversity among the Millennial generation. Breaking
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down income changes by race, we confirm that there is a persistent gap between white young adults and
African American and Latino young adults (Figure 1.3 and Table 1.3). In 2013, white young adults earn
$20,000 more than African American young adults, and $17,000 more than Latinos. Put another way, for
every dollar earned by young whites, African Americans earn 57 cents and Latinos earn 64 cents.

Fewer Millennials Own Their Homes

Owning one’s home is traditionally considered another cornerstone of the American dream, indicating
middle-class status in modern post-war culture.’®© And despite turmoil in the housing market, there is
significant research that shows that home ownership continues to be the primary means for families to build
and transfer wealth.'* With is in mind, young adults’ 8 percent decline in home ownership from the Boomer
generation is concerning (Table 2.1).

Researchers have studied student debt’s association
Table 2.1 - Young Boomers Owned Homes at | with home ownership perhaps more than any

Higher Rates than Millennials other financial condition. Following the recession,
25-t0-34 Percent | researchers pointed to home ownership rates for non-
year-olds 2013 Change

student borrowers at age 30 surpassing those with
student debt. This tipping point showed debt’s effect
on home ownership, with researchers concluding
“‘Student loan borrowers retreat from housing and

Figure 2.2 - College Graduates Own Homes at ~ auto markets."?
Higher Rates

Al 46% 43% 7%

More recent research highlights the importance of
“Sifieercics isolating college-completers when comparing the
e outcomes of debtors and non-debtors, finding that

50% +4%* S0t education attainment, and not student debt alone, as

the “dividing line” in home ownership.*® Our analysis
40% -22%* supportsthisidea somewhat, with nearly half of college
30% graduates owning their home despite also carrying
student debt, although we also see complicating
20% factors. Figure 2.2 and Table 2.2 show a six-point
- gap in home ownership rates between debtors and
non-debtors, but a gap over twice as wide for those

O erseisiiout Dedl” DegEeiiitiDekt No Degree without a college degree (fourteen points). A closer
look, however, reveals a significant decline in home
ownership for those with no high school degree, and
more encouraging trends for those with a high school,
but no college degree.

0,
60% +10%*

94 Change i W~
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 deollars ?? A O UMNGINVIN C IBLES

Table 2.2 - Homeownership

25-to-34 Degree without Degree with .

year-olds Debt Debt | NoDegree | VWhile baby boomers generally owned homes at
50% 47% 45% | slightly higher rates than today’s young adults, the rate

2013 55% 49% 35% | for the college-educated young adults has actually

increased (regardless of student debt). Meanwhile,
homeownership rates for the non-college educated
declined 22 percent by 2013.
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Figure 2.3 - Home Ownership Gap Narrows
Between High School Graduates & Student
Borrowers
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Table 2.3 - Homeownership

25-to-34
year-olds

Degree with Debt
47%
49%

High School Diploma
40%
41%

2013

Figure 2.4 - Young Whites Own Home at Twice

the Rate of African Americans & Latinos
25-34 Year Olds
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*3 Change
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dallars

Table 2.4 - Homeownership

25-t0-34 African

year-olds White American Latino
52% 27% 29%

2013 51% 26% 27%

Isolating those with a high school diploma from the
‘No degree” cohort, as in Table 2.3, complicates
matters slightly, however. (Elsewhere in this report,
‘No degree” includes high school dropouts, high
school graduates, and those who earned some college
credit but no degree). Rates of home ownership for
high school graduates are only 8 points lower than
young college graduates with student debt. Rates for
high school graduates have increased 3 percent since
1989, demonstrating that homeownership declines for
non-college educated young adults, as seen above, is
driven by those without a high school diploma (Figure
2.3). The closer rates between the in-debted college
graduates and those with only a high school diploma,
demonstrate that college’s contributions in financial
security is somewhat blunted by student debt.

Underscoring this point in Figure 2.4 and Table 2.4,
African American and Latino young adults currently
own homes at half the rate of their white counterparts.
Researchers attribute this disparity to the practices of
systematic racial discrimination, such as redlining, but
also structural deficits in income and wealth.** Home
ownership rates for these groups have also declined
between the Boomer and Millennial generations,
increasing already-existing inequities.

While home ownership is an important indicator of
financial security measured in the Survey of Consumer
Finances, we recognize that less than half of young
adults own their own homes. Addressing young
adult home ownership requires looking at renters as
well and making monthly rent payments are clearly
burdening young adults. The Harvard Joint Center
for Housing Studies estimates that 2.8 million 25-to-
34 year olds suffer from severe rental burdens, and
projects that Millennial households with severe rent
burdens will grow significantly in the next decade.’®
In the policy recommendations section below, we will
explore howto address both the decline inyoung adult
home ownership but also how to shift our housing
policies to support low-income renters.

YOUNG INVINCIBLES
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Millennials Have Accumulated Half
the Assets as Boomers

Another common indicator of financial health is total
assets: the sum of the value of all of an individuals' bank
accounts, retirement funds, cash value of life insurance
policies, annuities, trusts, vehicles, real estate, and
business equity.'® In other words, total assets account
for everything of economic value an individual owns.

Table 3.1 - Boomers Accumulated Double the
Assets of Today’s Millennials

25-t0-34
year-olds

All

2013
$29,350

Percent Change
-52%

$61,277

As seenin Table 3.1, when baby boomers were young
adults, they owned twice the amount of assets as
young adults in 2013. This should not be surprising
given the negative trends in income and home
ownership explored above. A college education did not
protect young adults from these declines, with student
debtors and non-debtors seeing their assets decline
71 percent and 45 percent respectively (Figure 3.2).

Unlike home ownership or retirement savings, a
very wide gap exists in average total assets between
borrowers and non-borrowers, with non-borrowers
owning over three times the assets of borrowers
(Table 3.2). Previous research supports this estimate,
identifying student loans’ statistically significant
negative impact on asset building.” Two theories
could explain this trend: first, those without student
debt started with more assets to begin with, and either
never borrowed in the first place or had an easier time
paying it off. Alternatively, those without debt were
able to pay off their debt faster because of higher
quality jobs and higherincomes, and thus able to amass
more assets. Despite this gap, college graduates with
student debt still enjoy greater average assets than
those without a college degree.

Again, following the patterns above, significant
disparities exist along racial and ethnic lines in total

10

Figure 3.2 - Assets for Student Borrowers
Declined Faster than those without a Degree
at all

25-34 Year Olds

$250,000
| REES
$200,000
2013
$150,000 5%
$100,000
$50,000 71%*

Degree without Debt  Degree with Debt No Degree
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*% Change
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dollars

Table 3.2 - Median Assets

25-to-34 Degree without Degree with

year-olds Debt Debt No Degree
$244.872 $150,751 $34,470

2013 $133,800 $43,510 $16,000

Figure 3.3 - White Young Adults Accumulated
Four Times the Assets of Young African
Americans

25-34 Year Olds
$120,000

| REES

2013

$100,000
$80,000

$60,000
-57%*
$40,000
+117%"

$20,000 +131%*

o — I r

African American Latino

0
¥ White

*9 Change
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dollars
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Table 3.3 - Median Assets

25-to-34

year-olds White African American Latino
$104,369 $4,555 $7.411

2013 $44,800 $10,500 $16,100
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assets (Table 3.3). White young adults carry average total assets of nearly $45,000, with African Americans
and Latinos trailing with $10,500 and $16,100 respectively. These populations have at least seen their
median assets more than double from the previous generation, compared to a 57 percent decline for white
young adults (Figure 3.3). However, young African Americans own just 23 percent of the assets of young
white adults, so the racial asset gap is still very wide.

Young Adult Net Wealth Declined by Half in a Generation

Table 4.1 - Millennials Wealth Half of Boomers Net wealth (also referred as net worth), the difference
at Same Age between total assets and total liabilities, is in many
P Percent ways the most comprehensive measure of financial
year-olds 2013 Change security. All of the indicators explored in this report
All $25,035 $10,900 -56% feed into the net wealth calculation. Mortgage

lenders, loan officers, and similar occupations and
groups use net wealth to evaluate the qualifications
of people applying for loans or credit, so this number
can have significant financial implications.

Figure 4.2 - Young Student Borrowers and non-
College Educated Have Similar Net Wealth

S ik As seen in Table 4.1, when baby boomers were

P00 e young adults, they enjoyed a net wealth over twice
$120,000 that of young adults today. Student borrowers
or have also seen their net wealth decimated in two
AR08 -40%" generations. In 1989 Boomers with college debt had
$60,000 a net wealth of $86,500. A quarter-century later, the
same cohorts’ net wealth plunged to $6,600. The rise
$30,000 in prevalence and size of typical debt loads partially
il i explains this trend, as student debt counts against

B Degree without Debt  Degree with Debfﬁegree o Oﬂe)S ﬂet Wea|th,

Young Inncioies Analysis of Survey of Consumer of inances adjusted o 2013datls 8 Y O UNGINVINCIBLES

In a break from previous trends explored above,
Table 4.2 - Median Net Wealth college graduates with student debt actually have a
Doto34 Degree without Degree with lower net wealth than young adults with only a high
year-olds Debt Debt | No Degree school degree (Figure 4.2 and Table 4.2). Again, this
$125,572 $86,547 $16,322 is in some ways logical, as student debt count counts
2013 $75,000 $6,600 $7,750 against an individuals’ net wealth. Other factors may

be at play, however, as student borrowers tend to

carry other types of debt from credit cards and car
loans, further bringing down their net wealth.*® These young college graduates can also expect theirincomes
to rise later in their career,’ considering they have been in the workforce for fewer years due to pursuing
their education.

In Table 4.3, we see the median net wealth of young white households is ten times that of African Americans.

As disturbing as this disparity is, the Pew Research Center found that the disparity is even worse for all ages:
the median net wealth of white households of all ages is 13 times that of African American households.?® Net

11
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wealth for young African Americans has also declined  Figure 4.3 - Young White Adults Enjoy Net
considerably since 1989, dropping by nearly a third. It~ Wealth Ten Times Higher Than Young African
is possible that a large portion of this decline occurred ~ Americans

during the recession, with one estimate putting losses

in net wealth at 21 percent between 2007 and 2009

alone.?® Young Latinos’ net wealth is slightly more $50,000
than half that of whites, and have seen a 140 percent | RE)

increase from the Boomer generation (Figure 4.3). $40.000 2013

25-34 Year Olds

$30,000

Young Adults are Saving More for
Retirement but Inequities Persist

$20,000 T

$10,000 +140%6*
. . . . , . -329%*
Financial security does not just relate to one’s ability so . — _, I |
. .. . White African American Latino
to meet basic standards of living in the present, but
‘:’:nu(r;al:glgnclh\es Analysis of Survey of Consumer of Finances, adjusted to 2013 dellars B YOUNGINVINCIBLES

also the ability to prepare for the future. The key to
preparing for retirement is saving and investing at
an early age, investing early reduces the burden of

Table 4.3 - Median Net Wealth
25-t0-34

working beyond a comfortable age and benefits from year-olds White | African American Latino
typical growth from diversified and safe investments. $44.412 $2.350 $3.615
Generally, young adults own retirement accounts 2013 $16.025 $1.600 $8.690

(IRAs. Keoghs, and thrift-type plans) at much higher
rates today than twenty-five years ago (Table 5.1). On the surface, this should be encouraging news. After all,
the earlier one saves for retirement the longer the funds can be invested with growth compounded back into
the original investment, thus growing the amount of money a saver has for retirement.

However, this growth inindividual retirement accounts Table 5.1 - Millennials More Likely to be
likely stems from broader changes in our retirement Saving for Retirement than Boomers

system, such as the erosion of traditional pension Doto34 Percent
benefit plans. This potentially dampens enthusiasm year-olds 2013 Change
around increased rates of individual saving. Indeed, All 16% 40% 150%

pension plans declined from 27.1 million in 1989 to

15.2 million in 2013.22 Meanwhile, the number of

active participantsin defined contribution plansincreased from 33.9 millionin 1989 to 76.7 millionin 2013.%°
Today, only 7 percent of Fortune 500 employers offer pension plans (down from 50 percent in 1998).24

Although the retirement system has evolved creating different means of comparing intergenerational
shifts in retirement preparation, we find that education attainment correlates higher rates of retirement account
ownership: regardless of student debt, young adults with college degrees have started saving for retirement at
double the rate of those without a degree (Figure 5.2 and Table 5.2). This makes sense, considering education
attainment is directly related to annual retirement income.?

12
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Figure 5.2 - College-Educated Young Adults
Much More Likely to be Saving For Retirement
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Table 5.2 - Percent with Retirement Account

25-to-34
year-olds

Degree without
Debt

Degree with
Debt

No Degree

26%

24%

11%

2013

57%

58%

26%

Figure 5.3 - Young Latinos Lag in Saving for

Retirement
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10%
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+212%"
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N

33 Change
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Table 5.3 - Percent with Retirement Account

25-t0-34
year-olds

White

African
American

Latino

18%

14%

6%

2013

47%

31%

20%
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Butwhile the growth in average retirement savings for
young Latinos and African Americans is encouraging
(Table 5.3), these groups still own retirement accounts
at much lower levels than their white peers.

The rate of retirement account ownership among
African Americans has also grown at a slower rate
than young adults in general, 117/ percent compared
to 150 percent (Figure 5.3).

Looking beyond simple yes or no question of owning
a retirement account, we also see growth of the
average amount in those retirement accounts (Table
5.4). As the prevalence of retirement accounts grow,
the average amount in those would grow as well, as
our estimates of average account size includes those
with no account at all. Once again we see a value of
postsecondary education overall, a lessened effect
for those with student debt, and stark demographic
inequities.

The average retirement account for college graduates
without student loans has grown three-fold since
1989, from $8,484 to $25,247 (Figure 5.5 and Table
5.5). Meanwhile, college graduates with student
debt have saved nearly $5,000 less for retirement.
However, these borrowers have saved nearly
$21,000 for retirement; those without a degree have
saved less than $8,000.

Once again we see less financial stability among
young Latinos and African Americans, having saved
much less for retirement than their white peers
(Table 5.6). Furthermore, while young Latinos'
retirement accounts have grown faster than the
typical Millennial, the average retirement account for
young African American has grown just 14 percent
(Figure 5.6).

The overall positive trend in both retirement
account ownership and average balance might be
an encouraging finding, given the conventional
pessimism around Americans’ finances. However,
this growth coincides with declines in availability of
defined benefit pension plans. Also, research from the
Bipartisan Policy Center shows that while by 2065,
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median retirement assets are projected to increase 162 percent, today’s bottom 25 percent of savers are
still projected to have no retirement savings whatsoever in 2065.2¢ And as we demonstrate above, student
debtors and underrepresented minorities carry lower than average retirement savings. Without recourse,
those deficits will only grow in future years, as these lower balances today will not benefit as much from
compound interest and investment returns.

25-to-34
year-olds

All

Table 5.4 - Millennials Have Saved More for
Retirement on Average

2013

Percent
Change

$14,596

160%

The evidence is clear: we have seen significant
generational declines in financial security between
the Millennial and Baby Boomer generations. This is
not a case of older adults enjoying more stability and
prosperity than young adults yet to attain financial
footing: comparing financial security of young adults in
1989 and 2013 provides evidence of macroeconomic

change, rather than differences between age groups. Furthermore, the section above reinforces the value
of postsecondary attainment, but also adds new insight into the how student debt can blunt education’s
benefits. Finally, we identified disturbing disparities in financial health between racial and ethnic groups.

Figure 5.5 - College Graduates Have Higher
Average Retirement Accounts

$30,000

25-34 Year Olds

+200%*

[ REES

$25,000

+103%*

2013

$20,000

$15,000

$10,000

$5,000

0
Degree without Debt

*% Change

Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dollars

Degree with Debt

.

No Degree

+103%*

» YOUNGINVINCIBLES

Table 5.5 - Average Retirement Accounts

25-t0-34 Degree without Degree with

year-olds Debt Debt No Degree
$8,484 $10,351 $3,858

2013 $25,457 $20,977 $7.850

Figure 5.6 - Average African American
Retirement Account Not Growing as Fast as
Other Groups

25-34 Year Olds

$20,000 e

[ REE3

2013

$15,000 |

$10,000

+14%”
N l ] o

$0
White African American Latino

+% Changa
Young Invincibles Analysis of Survey of Consumer of Finances, adjusted to 2013 dollars

¥ YOUNGINVINCIBLES

Table 5.6 - Average Retirement Accounts

25-t0-34

year-olds White | African American Latino
$6,681 $5,149 $1,265

2013 $18,757 $5,870 $3,431
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Recommendations

Policymakers must adopt bold interventions uniquely targeted to these complex problems. The following
section lays out high priority recommendations for each topic. Some of these policies are directed to the
federal government, while others focus on states, localities, and the private sector.

Despite our best efforts to construct a comprehensive agenda, these recommendations cannot address
all of young adults’ economic challenges. For example, our solutions focus on building a baseline financial
safety net foryoung adults, but do not offera comprehensive job creation agenda. Much of the conversation
around large-scale infrastructure investments, the future of manufacturing, public investment in subsidized
work and green jobs, and national-level goals for employment are beyond the scope of this paper.

We also recognize the difficulty in closing historic racial and ethnic gaps in financial security, legacies from
centuries of oppression, discrimination, and violence. At times, policies targeted at addressing challenges
facing low-income communities will help to close gaps between racial and ethnic groups. For instance,
raising the minimum wage would disproportionately benefit African American workers, and savings-match
programs could disproportionately help young Latinos save for down payments on home purchases.

But we also know the significant limitations in using socioeconomic status as a proxy for race or ethnicity.
Millions of young African American and Latinos do not come from low-income households, and yet still
face systemic discrimination that limits economic opportunity. There are a series of strategies to improve
intergroup relations and policy recommendations that need to complement what we provide here to
strengthen and enforce existing protections against discrimination. And even after that, while we do ban
explicitly racist housing policy and can improve enforcement, we also know that discriminatory practices
often stem from subconscious orimplicit bias. In this regard, recommendations to a public policy audience will
still fall short of our goal of equal opportunity and fairness for all Americans. We need a deeper commitment
and better tools to root out bias that go beyond the scope of what we have provided here.

Young adults’ financial security is the financial security of America as a whole, and problems facing young
adults today reflect the unigue and varying characteristics of this generation. Therefore, we recommend
policies that address the challenges faced by young people in varying situations. First, we need to ensure
that all young people and their families have access to family-sustaining wages, housing, and opportunities
regardless of educational levels, through minimum wage policy, expanding the Earned Income Tax Credit
(EITC), reforming housing policy, and providing a series of workforce protections and benefits that address
issues facing low-income workers in particular. Second, we need to ensure that young people can gain the
skills to garner higher wages - by boosting Pell grants and financial aid, improving educational quality, and
massively scaling non-traditional pathways like apprenticeships. And finally, everyone, including those with
postsecondary degrees and thus on the path to financial security -still need better student loan repayment
processes, better retirement benefit systems, and homeownership opportunities.
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Education and Skills

Our research clearly shows a significant and growing divide in financial security along education attainment
lines. While the rest of our policy agenda is organized by the indicators of financial security measured above,
education’s impact on all five indicators warrants special attention. Improving the financial security of this
generation and thus the nation at large, requires comprehensive improvements to our higher education
system, which includes two-year degrees and certificates connected to middle skill jobs; public investments
tolowertuition;enhancedstudentsupportsandimproved campus systemstoimprove completion;enhanced
data systems to reflect today’s diverse students and track outcomes students care about; and improved
repayment mechanisms to ease the burden of student loans.

Readers interested in Young Invincibles’ comprehensive higher education policy platform should see ‘A
Higher Education Promise for the 21st Century” published in June 2015.?” Furthermore, Young Invincibles
has previously demonstrated how racial disparities in employment close with additional levels of education
attainment.?® Below we emphasize some of those essential policies needed in our higher education system.

States Must Reinvest in Public Systems

The severe generational decline in financial security coincides with structural state budget divestment in
public higher education, cuts that have led to steep tuition hikes. For the Boomers we measured in 1989,
average tuition at 4-year public colleges was $3,454 in today's dollars.?” Today, that figure has risen to
$9,410.5° With such stark distance between the starting line for these two generations, we shouldn’t be
surprised at skyrocketing student debt and impaired asset and wealth building. States must reinvest in their
higher education systems and provide debt-free pathways to a two- and four-year degree if we want the
next generation of young adults to compete financially.

Create Pipelines into the Middle Class Through Middle-Skill Jobs

Two-yearand certificate programs, combined with apprenticeships and other serious skill-building pipelines,
can help pave the way to a middle class job and financial security. Research shows middle-skill jobs, those
requiring more education than a high school diploma but less than a bachelor’s degree, make up half of all
available jobs, positions which employers struggle to fill.** These jobs are distributed across diverse types of
occupations,including sales, health care, information technology, transportation, production, and installation
and repair.®? Our educational system must be re-aligned to connect young people to these opportunities.

Adopt College Completion & Attainment Goals

The research shows an alarming increase in the rate of non-completers with student debt, and borrowers
with lower levels of student debt, many of which are non-completers, default on their loans at higher rates,
wrecking their credit and jeopardizing their financial security.® These borrowers face the burden of repaying
their student loans without the additional value of a college degree.

Rather than only looking at how many of their high school students enroll in college, states should adopt
goals to increase their completion rates (the percent of incoming students who go onto graduate within
a given time frame), strategies to reach them, and regularly measure their progress. Complete College
America’s “Game Changers’, currently adopted at some level by 33 states and the District of Columbia,
outline strategies to improve graduation rates.®*
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Beyond current students, states should create goals for their attainment rate, or the percent of their overall
population with a postsecondary degree or credential. States should also explicitly acknowledge the importance
of attainment for underrepresented minorities, and should set goals for those populations as well. Stakeholders
have laid out strategies to help states improve state attainment rates, including lowering costs for students,
adoption of transfer agreements, and exploring competency-based education programs. Furthermore,
targeting aidto low-income students, through need-based aid instead of merit-based aid programs, increases
completion and attainment.*>

Raising Incomes

Young adults earn $10,000 less than Baby Boomers did when they were young, a 20 percent decrease since
1989. Young adults without a college degree experienced more significant declines, 26 percent during the
same time period, and earn far lowerincomes than those with college degrees. Among the college-educated,
student borrowers have seen steeper declines than those without student debt, 25 percent and 18 percent
respectively. Due to historic racial and ethnic gaps in income, however, young white adult incomes declined
21 percent since 1989, while African Americans declined 3 percent, and young Latinos increased 29 percent.
Policymakers must recognize the urgent problem surrounding historically depressed wages. Beyond the
obvious decline in ability to pay for goods and services and ability to save, early-career income often drives
futureincome, so these income reductions do not bode well for the future financial security of this generation.

Raise the Federal Minimum Wage

While the national unemployment rate has generally recovered since the Great Recession, our research
demonstrates dramatic wage losses for young adults. To help those at the bottom of the income scale,
we propose to raise the federal minimum wage to $12 per hour, while allowing for higher local increases.
Approximately 670,000 25-to-34 year-olds earn the minimumwage, making up 22.4 percent of all minimum-
wage workers (16-to-24 year-olds make up 48.2 percent).?* The minimum wage also disproportionately
impacts African Americans workers: 15.4 percent of all minimum wage workers are African American,
despite only making up 13.8 percent of the workforce. The minimum wage impacts African American women
in particular (9.8 percent of minimum wage workers and 7.5 percent of workforce as a whole). The federal
minimum wage, last adjusted to $7.25 an hour in 2009, represents under 40 percent of the median hourly
wage for private production and nonsupervisory workers, down from around half in the 1960’s.%”

Despite fears that a quick wage increase would cause employers to hire fewer workers, reduce hours, or
pass along the additional cost to consumers,*® an analysis of research published since 2000 showed “little or
no employment response to modest increases in the minimum wage.” Digging deeper, that “modest increase”
could be defined as the annual average of the historical minimum wage increase, 11 percent, enacted for a
maximum of four sequential years.®? A scheduled increase, starting in 2017, would occur eight years from
the last increase in 2009. This gap is comparable to the nine-year gap between 1997 and 2006 increases,
and double the time of the four-year gap between 1991 and 1995.%° We analyze these rates carefully, as young
adults are most likely to be affected by declines in employment, given that they disproportionately work minimum
wage jobs and generally lack as much experience as older workers.

Congress should pass the Raise the Wage Act, legislation sponsored by Senator Patty Murray and
Representative Bobby Scott. The bill would ramp up the minimum wage to $12 by 2020, slightly faster than
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the “modest” 11 percent annual increase as tested by the research cited above.** The modest increase for
four years, starting with 2017, would reach $11.29 by 2020, just short of the $12.

The legislation would also index the minimum wage to the median wage, avoiding the loss in purchasing
power in between raises, as cited above. For young adults, this means not having to wait for Congressional
actionto maintain a decent wage. Further, the legislation would adjust the minimum wage for tipped workers,
especially important for young people who are more likely to work in the service industry.*?

Support for a $12 federal minimum wage should not be conflated with opposition to higher wages floors
across the country: states and cities have a better grip on the particular needs of their citizens and capacities
of their businesses, and we are seeing experiments with raising the wage further to $15 an hour in the next
few years.”® Notably, not all of these localities are high-cost markets. States and cities should continue to
lead on this issue.

Expand the EITC for Childless Workers

The Earned Income Tax Credit (EITC) is one of the largest and most effective poverty reduction programs in
the United States. It specifically targets low-income workers and rewards work.** The credit is refundable,
so low-income Americans who have zero income tax liability receive cash at the end of the tax cycle.** (These
workers do in fact pay federal payroll taxes, as well as state and local taxes). In December 2015, President
Obama signed a bipartisan agreement permanently extending and expanding the EITC#® A shortcoming of
the EITC, however, is that childless adults and noncustodial parents are largely excluded, with workers under
the age of 25 completely ineligible for the credit.*

Both President Obama and Speaker Paul Ryan have proposed ways to expand EITC to childless workers,
raising the maximum benefit and increasing the income eligibility threshold.*® Under the Ryan and Obama
proposals, more than seven million Millennials would benefit.

Childless adults currently receive a credit of 7.65 percent of income, up to a maximum benefit of about
$500, before phasing out at an income cap of $14,820 for single adults, and $20,330 for married adults.*
Congress should expand eligibility for childless adults. Specifically, the EITC should apply to all independent
workers regardless of age. The rate should be doubled to 15.3 percent of income, simultaneously doubling
the maximum benefit to $1,000 (both the Ryan and Obama proposals accomplish this). The income threshold
for the phase out should also be raised, so that workers at 150 percent of the federal poverty level receive
at least some benefit.

Fair Job Scheduling

As explored above, young workers have seen 20 percent income declines from the Boomer generation.
Workers ages 18-to-24 predominantly rely on jobs in the retail and service sectors, whose incomes have
also eroded in recent years.”®

Millennial workers, particularly parents, need predictable and flexible job schedules so that they can plan for

child care, a second job, or education or training to advance their careers. Without predictable and flexible
scheduling, young workers stand to lose valuable income when transportation, health care needs, school, or
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any other priority conflicts with work. At the federal level, the Schedules That Work Act would alleviate the
stress faced by low-income workers by granting employees the right to request work schedules from their
employer in advance and without retaliation.>® The act would also:

e Provide workers in target industries, like retail and food service, with two weeks advance
notice of their schedules.

o Give workers an hour of “predictability” pay when they receive a last-minute scheduling
change, are on call, or are scheduled for a split shift.

e Allow workers to request schedules changes from their employer to address caretaking,
educational, or medical needs.

In additionto the Schedules That Work Act, there are also several local and state legislative efforts underway
to improve workplace scheduling practices.>?

Paid Sick Days and Paid Family and Medical Leave

Young workers in most states do not have guaranteed access to paid sick days or paid leave. Instead, young
parents often make difficult choices between caring for their health and the health of their families, and
working formuch neededincome. Beyond parenting, Millennials now accountfornearly aquarterofall family
caregivers (unpaid care to a relative over 18 years old).>® Days spent caring for loved ones, uncompensated
by employers, represents lost income thus further bringing down median income. For the nearly 4.3 million
-or1in 5 -Millennial parents living in poverty, leaving a job because it does not offer needed flexibility is not
an option. Two federal bills, the Healthy Families Act and the Family and Medical Insurance Leave (FAMILY)
Act, would benefit young adults by establishing national guidelines for how employees can earn paid sick
days and paid family and medical leave, respectively.>*

The Healthy Families Act would let workers earn up to seven paid sick days a year, at businesses with 15
or more employees.”> Workers could use their earned sick time to recover from illness or care for a sick
family member, access preventive care, or attend school meetings on their child’s health or disability.>®
The Healthy Families Act would help young parents take care of their and their children’s health, without
jeopardizing their families’ financial security.

e Paidsickdaysthat can be usedforpreventive care would encourage young adults to schedule
medical appointments ahead of time and avoid the emergency room. Young adults currently
have the highest rate of ER visits among any age group, except the elderly.

e Forthe 1in 5 Millennial parents living in poverty, hiring a babysitter to take care of a sick
child may not be an option. Child care and education costs have grown from 2 percent of the
total cost of raising a child in 1960 to 18 percent of the cost in 2013. The cost of a babysitter
forwhen a child is too sick to attend school can be higher than what a young parent earns for
that workday.

The Family and Medical Insurance Leave (FAMILY) Act would create a national insurance program to allow

workers to earn part of their wages (up to 66 percent) for up to 12 weeks after the birth or adoption of a
child or to take care of themselves or a parent, spouse, domestic partner or child’s experiencing a serious
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health condition.”” Eligibility for FAMILY Act benefits would be based on the work history requirements of
Social Security Disability Insurance, meaning that benefits would be available to young, low-wage and part-
time workers, regardless of the size of their employer or how long they have been at their current job.>®
Both men and women would be able to take paid time off to care for a new child.”” The FAMILY Act would
overwhelmingly benefit Millennials, who make up the vast majority of new parents but are less likely to have
access to paid family and medical leave through their employers.

e 33 percent of new mothers are Millennials between the ages of 18 and 34. Yet, younger
workers, particularly those in entry-level or lower-wage positions, are less likely to have access
to paid family leave, at the time in their lives when they need it the most.

e 40 percent of postsecondary students who are parents also work full-time jobs. Access to paid
family leave can help working students stay on track to complete their degrees and stay in the
workforce. ¢°

There are a growing number of cities and states across the country with paid sick days and/or paid family
and medical leave laws. Seven states, two counties, and 30 cities have enacted paid sick time laws.¢* In April
2016, New York became the fifth state to pass a paid family leave insurance law.%?

Reworking Housing Policy to Help Low-Income Young People, Including
Renters

Young adults struggle to afford housing, both rented and owned. Broadly, fewer young adults own homes
than Boomers did in 1989, 46 percent compared to 43 percent today. College degrees have increased in
importance: college graduates’ home ownership rates increased in the last quarter-century, 10 percent for
those without student debt and 4 percent for those with debt; in 1989 young adults without a degree had
comparable rates of home ownership as degree holders, but that rate declined a stunning 22 percent to only
35 percent. While different race and ethnic subsets of young people have seen home ownership declines at
comparable rates, African Americans and Latinos still own their homes at lower rates (26 and 27 percent
respectively) than their white peers (51 percent).

Considering home ownership is one of the most accessible avenues to building assets, these challenges
call for us to shift our housing policies to support lower income homeowners and young people of color.
Moreover, young adults face significant rent burdens, which are projected to grow in the next decade. So
we recommend policies that also support renters afford housing and reward consistent payments on their
credit history.

Convert Mortgage Income Tax Deduction into a Credit & Lower Interest Cap
At an annual cost of $70 billion, the mortgage income tax deduction is one of the largest tax expenditures
in the United States. Homeowners can deduct the interest they paid on mortgage balances up to $1
million from their adjusted gross income, thus reducing any federal income tax liabilities they might owe.%?
Unfortunately, benefits largely go to homeowners with annual incomes over $100,000.¢* Deductions help
affluent homeowners, who are more likely to owe taxes at the end of the year.
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Converting the deduction to a refundable tax credit, would shift the benefit to low-income households, as
these filers are more likely to have negative tax liabilities and thus be eligible for a cash refund. By lowering
the cap on the value of the mortgages from $1 million to $500,000, cutting the rate of deduction to 15
percent, and rendering interest accrued on secondary lines of credit (either for purchase of a second home
or for improvements on the first home) as ineligible, we could put more money back in the hands of low-
income households through refunds, as well as encourage home ownership for low-income buyers, as the
credit essentially lowers the cost of purchase for these individuals.

Various proposals include one or other of these reforms. For instance, Rep. Keith Ellison’s [D-MN] Common
Sense Housing Investment Act would replace the deduction with a non-refundable credit, reduce the rate
to 15 percent, reduce the total value on the mortgage to $500,000, but keeps the eligibility for secondary
lines of credit.®> A commission sponsored by the Bipartisan Policy Center recommended a refundable
credit, but capped at $25,000, rather than the value of the mortgage.®® The National Commission on Fiscal
Responsibility and Reform (Simpson-Bowles) called for a $500,000 cap, and a 12 percent non-refundable
credit.¢’

Credit Agencies Should Accept Rent Payments as Tradelines on Credit Reports

The vast majority of home purchases are financed through mortgage lending and qualifying for a loan
requires credit history, proven income, and a balance of assets and liabilities. For today’s young adults with
low incomes, few assets, and liabilities like student debt, qualifying for mortgages is a significant barrier to
home ownership.

For most young adults, rent takes up a significant portion of monthly expenses. And for owners of property,
entering a contractual obligation and leasing a rental asset to an individual assumes a certain level of risk.
Renters with stable histories paying their rent should get their payments recorded as positive events on an
individuals’ credit.

Property management companies currently using certain rental payment services can transmit rent payment
information to be included in credit reports to other rent-screening companies, but also included in more
general credit reports.®® However, the most common credit scores do not account for rental payments.®?
The three major credit bureaus, Experian, Equifax, and TransUnion should incorporate rent payments in the
most commonly used credit scores.

Furthermore, Congress should pass the Credit Access and Inclusion Act, a bipartisan amendment to the Fair
Credit Reporting Act authorizing landlords, including leases subsidized by Housing and Urban Development
(HUD), to furnish payment records to the credit reporting agencies. The legislation also allows for utility and
telecommunications companies to report payment records.”®

Additionally, Experian, Equifaxand TransUnion should actively expand the base of renterswhose payment that
they record. Experian could engage in a public awareness campaign in partnership with the rental payment
servicers on the importance of recording rent payments in credit histories and encourage participation, as
well as explore ways to make it easier for individual landlords to report positive rental history. Furthermore,
the credit bureaus could waive the fees charged by current rent reporters like Rental Kharma and RentTrack
as a benefit to low-income renters, helping them build credit. Enfranchising new young adults into the
financial system, who will then feel more comfortable and adept with credit and borrowing, will only benefit
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the credit bureaus’ business.

Expand the Low-Income Housing Tax Credit

To counter the projected increased rent burdens for young adults, the federal government can encourage
the development of more affordable housing through the Low-Income Housing Tax Credit (LIHTC).”* By
providing tax breaks to projects rehabilitating or building new affordable rental housing, the LIHTC leverages
existing capital investments to make housing targeted for low-income individuals more affordable. As an
accountability mechanism, investors only get to keep the credit if the property is leased as affordable housing
for fifteen years.”?

Unfortunately, demand for the credit far outpaces supply: in 2013, state agencies received three times
more applications for the credit than funding allowed them to allocate.”® The Affordable Housing Credit
Improvement Act introduced by Sens. Maria Cantwell (D-Washington) and Orrin Hatch (R-Utah) would
expand the LIHTC by 50 percent, helping create an additional 400,000 affordable unit over a 10-year
period.”* These additional units will help low-income young adults, especially young African American and
Latinos who are more likely to qualify, afford their basic housing needs, freeing income to support their
family, build assets, save for retirement and future home purchases.

Individual Development Accounts

A major hurdle for home ownership for young adults, particularly those with low incomes, is saving for the
initial down payment. Individual Development Accounts (IDA’s), individual savings accounts matched by a
government entity, is one solution to address this obstacle.”> IDAs encourage other types of savings, such as
paying foreducation orto start a small business, and are often paired with financial counseling and education.
Evidence suggests these programs improve home ownership rates for low-income populations.”® As seen
above, home ownership is more of a hurdle for those without a college degree, so incorporating counseling is
especially relevant, as less educated individuals conduct less research on major financial decisions.”” Helping
individuals afford a higher down payment and thus building more equity earlier also protects low-income
home buyers from ownership failure, such as transition back to renting or foreclosure.”®

The Assets for Independence (AFI) program, through the US Department of Health & Human Services is
currently the most significant funder of IDA’s. However, the federal government’s support for the program
has wavered. Between FY 2001 and 2005, Congress funded AF| at approximately $25 million each year.”? In
FY 2015, however, Congress funded the AFI program at $19 million.®° At a minimum we recommend funding the
program back to the $25 million level, and exploring scaling this program even further.

States also play a significant role in funding IDAs. However, only fourteen states and the District of Columbia
funded IDA'sin 2015.8* We urge the otherthirty-six states to start these programs. Cities in mid-level housing
markets are in the best position to set up these programs. Prices in cities like New York and San Francisco are
probably too high for these programs to effectively help young adults save to purchase a home.®? We also
recommend IDA’s adopt financial literacy programs backed by the latest research, explored in the financial
literacy section of this paper.

Restore Funding to HOME Investment Partnerships Program

The HOME Investment Partnerships programis a federal block grant that provides states and localities - often
in partnership with local nonprofit groups - with a flexible funding source to meet their diverse affordable
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housing needs. Eligible activities include building, buying, and/or rehabilitating affordable housing for rent or
homeownership or providing direct rental assistance to low-income people.®® Itis the largest federal block
grant intended to help state and communities develop low-income housing, fostering the creation of over
1.2 million affordable housing units since 1990.8* Some of the units created, like Francis Place in Whatcom
County, Washington, specifically serve young adults.®>

Unfortunately, Congress has cut finding for this program dramatically. In 2016, Congress appropriated just
under $1 billion to the HOME Investment Partnerships Program.2¢ In 2004, by contrast, Congress funded
HOME at just over $2 billion.?” Congress should restore funding to these levels.

Improving Capacities for Asset & Wealth Accumulation

In 1989, young adults had amassed double the assets & net wealth as young adults had in 2013. While it
is logical for student borrowers to have a lower net wealth, student borrowers have also seen significant
declines in total median assets: $151,000in 1989 to $43,5101in 2013. Furthermore, degree holders without
debt have amassed median assets three times that of degree holders with debt. However, these borrowers
still have assets over 2.5 times that of young adults without a degree.

Althoughwhitesdrive the majority of generational declinesinboth assetsand netwealth, verysignificantracial
disparities persist. So recommendations to improve asset building and financial capability disproportionately
benefit underrepresented minority communities.

While median assets and wealth are the broadest measures of financial security, these indicators are also the
most comprehensive. And given the importance intergenerational wealth on socioeconomic inequality and
wealth outpacing economic growth overall,® it is imperative that we help young adults build assets through
financial literacy training, smartly timed interventions to encourage savings, and portable benefit and safety
net supports. Further, considering education’s strong association with assets and wealth, particularly for
those without debt we must push the states to make college more affordable and easier to complete. The
future economic health of America depends on it.

Financial Literacy & Capability

Though there is limited research showing the effectiveness of financial literacy, the need is too great to not
redouble efforts. While concentrated intergenerational wealth transfer could be responsible for reduced
assets and wealth for most young adults,®” research extensively documents that those with good financial
knowledge end up with better financial outcomes through asset and wealth accumulation, choosing low-fee
options, portfolio diversification, managing budgets, and paying bills on time.?® We also know that households
with higher incomes conduct more research about major financial decisions.”

Seventeen states mandate students take some sort of personal finance course (another five states require
an entire semester).”? As of 2015, thirty-five states and Puerto Rico have recently taken on legislation on
financial literacy education, ranging from creating Offices of Financial Empowerment in Delaware, adding
specific subjects to be included in current financial education in Illinois, and providing free financial literacy
education to students receiving public assistance in Virginia.”
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Unfortunately, researchers struggle to identify programs that actually improve financial literacy, and lead
to better financial decisions. Most show no statistically significant impact. But the stakes are too high for
policymakers to concede defeat. Instead, the research and policy communities should come together to
identify the techniques that positively impact financial literacy and scale then where possible.

Recent reviews of the consumer science, developmental psychology and related fields offer promising
principles of financial literacy programs. Effective programs and training need to implement and test these
principles. Other strategies target individuals before they actually make financial discussions, and focus on
developing cognitive executive functions in children that can improve financial literacy later on. Programs
should be dual-generation focused, with training delivered to both child and parent. Experience-based
programs (learning by doing) have also demonstrated success.”*  Training delivered in or near the context
of the decision is also crucial.””

Tax Time Savings

Lack of funds to make investment decisions in the first place clearly challenges young adults ability to build
assets and save for retirement. That's why delivering information and intervening at the one predictable
time when individuals do have funds to invest, tax season, is so important. For many low-income Americans,
their tax refund is the largest lump sum they receive all year.”® The Volunteer Income Tax Assistance (VITA)
program offers free tax help to low-income Americans, and represents a unique opportunity to encourage
savings.

Filers receiving a refund have the option to have their fund directly deposited into a savings account or by
purchasing a savings bond, by using IRS Form 8888.7” This additional step could explain why less than 2
percent of filers save all or a portion of their refund.

The Refund to Rainy Day Savings Act, bipartisan legislation introduced by Sens. Cory Booker (D-NJ) and
Jerry Moran (R-KS) would allow filers to directly save their refunds through the 1040 form, eliminating the
need for the additional 8888 form. Furthermore, the bill creates a pilot program to explore federal matching
for tax-time savers, further helping low-income individuals save and build assets.” The Corporation for
Enterprise Development (CFED) has proposed a similar “Rainy Day EITC” policy, where tax filers who save
20 percent of their refund could receive a 50 percent savings match.”” Congress should pass this legislation
and counselors at VITA centers should be informed of the new option on the 1040 form to encourage filers
receiving a refund to take advantage of this option.

Support On-demand Workers with Portable Benefit Plans and Protections

On-demand economic platforms are significantly impacting the employer-employee relationship, and our
worker protections and collective support for social safety net programs have not kept pace. Considering
the 23 million estimated young adults ages 18-to-34 make up the majority on-demand workers, fixing this
problem is especially impactful for the current Millennial generation.’® Some take the position that many,
if not most, on-demand workers do or should count as full-time employees (and that there are even market
benefits to do doing so);'°* others disagree.'®?

On-demand or sharing economy workers like Uber drivers or Airbnb hosts currently categorize as 1099

contract workers. As opposed to full-time W-2 workers, these 1099 workers lack workforce protections
and mandated benefits, like the minimum wage and anti-discrimination laws. The companies also typically
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do not pay into the unemployment insurance pool, Social Security, Medicare, and other social safety net
contributions - an incredible benefit for the company, and a loss for federal revenue.

The full details of this employee classification is beyond the scope of this paper, but work needs to be done
to update our system so that it adequately protects workers and provides pathways to benefits across
classifications. Policymakers should explore approaches that simultaneously protects all workers, provides
workers with social safety net benefits, and collects contributions from the employer. Benefit accounts
should be portable, be able to receive contributions from multiple employers, universal to all workers, and
pro-rated based on money earned.

Create Portable & Universal Retirement Options

While we see retirement account ownership increased significantly (16 percent in 1989 compared to 40
percent today), changes to the tax code and devolution of pension plans are probably driving this increase,
rather than greater financial stability for young adults. With only a quarter owning retirement accounts,
young adults without a college degree are much less likely to have started saving for retirement compared to
their peers with a college degree, where over half have started saving. And once again, significant racial and
ethnic gaps exist in retirement account ownership and amounts. These facts, particularly that fewer than
half of young adults have started saving for retirement, justify for more accessible, portable, and subsidized
retirement policies.

Portable Retirement Plans

For the millions of Americans without access to a retirement through their employer, state and federally
sponsored plans can be a solution. States can create retirement plans for workers without access to an
employer-sponsored plan. Broadly, 85 percent of young adults, including 79 percent of self-identified
Republicans, support a voluntary option for workers to save through state-facilitated accounts.'®

Many are portable, allowing the saver to keep the same account after a job change. While enrollment is
sometimes voluntary and based on an opt-in designation, behavioral research clearly supports an auto-
enroll option with an opt-out designation for those who wish not to participate. Forinstance, in auto-enroll
plans, only 10 percent of savers opt out, compared to 25 percent that fail to sign up when an opt-in plan is
offered.*

These plans vary, in target audience, policy design, and political consideration. There are a number of ways
to implement this;* lllinois’ Secure Choice Savings Program serves as one model. The state automatically
enrolls workers into the state facilitated Roth IRA or an employer-designated private fund, with a three
percent payroll deduction (adjustments and opt-out available).’® States could improve upon lllinois’ Secure
Choice by allowing employers to contribute if inclined.

Given the stark racial disparities in the average saved for retirement, employers, government facilitators,
and non-profits and advocates should explicitly target communities of colorin promotion of these programs.
Furthermore, given the disparities in the average retirement savings between those with student debt, plan
facilitators shouldinclude information onincome-based repayment plans and public service loan forgiveness,
so that reduced student loan repayments can be directed towards retirement saving.
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Bolster MyRA & Pass the American Savings Act

The US Treasury Department offers MyRA, a federally-backed Individual Retirement Account. Contributions
areinvested into the Government Securities Investment Fund, a stable fund of US Treasury bonds guaranteed
by the US Government.'®” Savers sign-up to have their contributions deducted from their paycheck, or can
set-up contributions from their bank account. Once the account reaches $15,000, or thirty years old, the
account balance must be transferred to a private Roth IRA.18

MyRA accounts work well for young workers: there are no fees to open or keep an account, and there is
no minimum balance requirement.’®” Considering young adults’ caution and risk aversion, being able to
withdrawthe principle invested atany time, without payingapenalty, could be aspecialincentive toencourage
young people to enroll. At the minimum, Congress should codify MyRA to ensure its availability in the future.
And just as with state facilitated plans, MyRA could allow for automatic-enrollment, as well as the option for
employers to contribute directly to their employees’ plans.'©

Congress can also go a step further with the American Savings Act. Introduced by Sen. Jeff Merkley (D-
OR), the bill would automatically enroll (with opt-out options) workers to invest 3 percent of their income,
up to $18,000 per year, into a federal thrift savings plan.’'*  The plan also automatically shifts to lower risk
over time.'*? With greater investment options, fewer restrictions, and automatic enrollment, the American
Savings Act represents a more robust proposal to facilitate retirement savings today’s workers.

What's Next

Bydemonstratingthe severeintergenerational declinesimpactingtoday’syoungadults,we hope policymakers
take up young adult financial security as a priority issue, and that these recommendations serve as a guide of
how to level the playing field and offer basic social and economic protections in today’s economy.

In the comings months, Young Invincibles will release briefs on the individual issue areas outlined above,
and another on young adults’ behavior and attitudes towards the financial system and their use of financial
services and tools. These briefs will include more detailed perspectives from young adults, highlighting
challenges and opportunities facing our generation drawn from a nationwide live dial poll and focus groups
conducted around the country.
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