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Program Features of College Savings Plans and
Parental Savings for Children’s Education

Abstract: Saving has become an increasingly important strategy for families to finance their
children’s postsecondary education given the growing concerns about rising college costs and
student loan debt. To facilitate families’ efforts to save for college, the federal government
created tax-advantaged College Savings Plans (often called 529 plans) in 1996. Operated by state
governments, many states’ 529 plans have various program features, including state income tax
benefits, the requirement of the initial deposit, savings match, and so on. However, little is
known about how different program features of state 529 plans are associated with parents’
financial decisions to save for children’s postsecondary education. The proposed study will
overlay data from the 2009 and 2012 National Financial Capability Study with a data set
detailing program features of 529 plans from all states to examine the impact of various program
features on parents’ decisions to save for their children’s postsecondary education. Study
findings will provide important insights into designing effective programs to promote asset
accumulation for children’s education.

Background and Specific Aims

There is increasing concern about the rising cost of college and levels of student loan
debt. Estimates from the Consumer Financial Protection Bureau (Chopra 2013) indicate that the
total amount of student loan debt approaches $1.2 trillion, and more than 7 million borrowers are
in default. Despite the continued growth of college costs, nearly all parents expect their children
to earn a college degree (Sallie Mae 2013; Taylor et al. 2011), as postsecondary education is a
primary determinant of long-term economic success and social mobility (Baum, Ma, and Payea
2010). It is, therefore, important to understand the role public policy plays in assisting families
with financially preparing for their children’s postsecondary education.

Policy makers have proposed a variety of strategies to limit student debt and the
vulnerability it can bring. Saving for postsecondary education, a key strategy, has come to play
an increasingly important role in financing college. For example, tax-advantaged college savings
plans (often called 529 plans) were created by the federal government in 1996 and are operated
by state governments (Clancy 2003; US Department of the Treasury 2009). In 2011, the total
assets held in 529 plans were valued at $167 billion (US Government Accountability Office
2012). While 529 plans are one of the most frequently used saving vehicles for children’s
postsecondary education, only one quarter of parents who save for their children’s education
participate in this program specifically designed for college savings (Sallie Mae 2013).

Many states have made explicit efforts to encourage the participation of 529 plans. For
example, about ten states developed financial incentives, such as an account opening incentive
and savings match, to increase 529 plan participation (Lassar, Clancy, and McClure 2011). An
account opening incentive is an initial deposit provided for program participants to “seed” their
529 account(s). The savings match incentive matches participants’ contributions up to an
established dollar or percentage cap. Other strategies include state income tax benefits,
promotion of 529 plans through workplaces, and options for default investment or streamlined
enrollment (Lassar, Clancy, and McClure 2011). These policy innovations show promise, but are
relatively new, and their impact on participation has not yet been evaluated. To fill the



knowledge gap, this study proposes to collect information on program features among state 529
plans through different sources, and examine the associations between these features and parents’
decisions to participate in 529 plans and to save for their children’s postsecondary education.

Research Methods

Program Features of 529 Plans. The study will collect information on program features
of 529 plans from previous studies (e.g., Clancy 2003; Lassar, Clancy, and McClure 2011),
government reports (e.g., IRS and GAO), and websites (e.g., collegesavings.org, and
morningstar.com). When necessary, the Pl and his graduate research assistant will contact state
officials for this purpose. The main program features of state 529 plans include the following: (1)
maximum account of state income tax benefits; (2) amount of the required initial deposit; (3)
amount of account-opening incentive; (4) amount of savings match; (5) costs of fund
management; (6) investment options (e.g., CDs and age-based portfolio); and (7) enrollment
process and marketing strategies (e.g., online enroliment and enrollment at workplaces). For
example, the state of Oklahoma provides state income tax credits for OK 529 plan contributions
up to $10,000 per year (or $20,000 for married couples filing jointly), and requires a minimum
deposit of $100 to open an OK 529-plan account. The 529 plan in Arkansas provides savings
match to low income families, with an annual match cap of $500 and a life-time cap of $2,500.

Participation in 529 Plans and Savings for Education. Few surveys include the
information on families’ participation in 529 plans. This study will use the data from the 2009
and 2012 National Financial Capability Study (NFCS) to assess whether parents participate in
529 plans and whether parents set aside money for children’s education. The NFCS collects data
from more than 25,000 American adults and data are weighted to be representative of Census
distributions according to American Community Survey. The study will limit the samples to
families with children aged 0-18. The 2009 NFCS asks whether parents are “setting aside any
money for children’s college education” and whether parents use a 529 plan to save for college.
However, the 2012 NFCS only collects information on whether parents are “setting aside any
money for children’s college education”. Based on these survey items, the study will create two
dichotomous outcomes: 529-plan participation (1 = Yes and 0 = No) and savings for college (1 =
Yes and 0 = No).

Data Analysis. Since both outcome measures (i.e., participation in 529 plans and having
savings for education) are dichotomous, the study will use the probit regression to examine the
relationships between parents’ decisions of program participations and saving for children’s
education. Analyses control for extensive demographical and socioeconomic characteristics
included in the NFCS.

Dissemination

Findings of this study will be submitted to a peer-reviewed journal and presented at
national conferences such as the annual conference of Society for Social Work and Research and
Association for Public Policy Analysis & Management. Study findings will also be shared with
local nonprofit organizations and agencies providing financial education and financial services.
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Project Budget

Budget Items Amount
Graduate Research Assistant (800 hours):
$12 per hour x 20 hours per week x 40 weeks $9,600
Conference Presentations $4,000
Consultant Services $2,240
Total Amount $15,840

Budget Justification:

1. Funding for one graduate research assistant is requested. The graduate assistant will work
on tasks related to the proposed project for eight months, including data collection,
literature search, literature review, and data analysis. The main task of the graduate
research assistant is to collect data on program features of state 529 college savings plans.

2. A total of $4,000 is requested for two conference presentations ($2,000 for each). The Pl
plans to present the study results at the 2015 NBER Household Finance Working Group
meeting, the 2015 Annual Conference of Society for Social Work Research, or the 2014
Conference of the Association for Public Policy Analysis and Administration.

3. Atotal of $2,240 ($70/hour*32 hours) is requested for consultation on state 529 plans. In
order to collect information on state 529 plans, the PI will receive consultation services
from experts on this topic at Center for Social Development, Washington University, at
www.collegesavings.org, and state officials.

4. The Pl will spend 10% of his efforts on the proposed study during the project period
($11,232). Since this grant only supports non-salary costs, the PI’s efforts are not
included in the budget table above, and are shared by Saint Louis University.
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