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June 18, 2024
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MEMORANDUM

June 13, 2024

TO: County Council
FROM: Christine Wellons, Senior Legislative Attorney

SUBJECT: Bill 5-24, Finance — Child Investment Fund

PURPOSE:  Public hearing — receive public testimony

Bill 5-24, Finance — Child Investment Fund, sponsored by Lead Sponsors Councilmembers
Jawando and Albornoz and Co-Sponsors Councilmembers Sayles, Luedtke, and Mink, was
introduced on March 19, 2024. A public hearing is scheduled for June 18, 2024. The bill will be
considered before the Government Operations and Fiscal Policy Committee.

Bill 5-24 would:

(1) establish a non-lapsing Child Investment Fund administered by the Department of
Finance;

2) prescribe the permitted uses of the fund;

3) establish individual eligibility requirements to seek disbursements from the fund;

(4) require the Department of Finance to issue annual reports regarding the fund;

%) establish a Child Investment Fund Advisory Committee; and

(6) generally amend the law regarding County investment funds for children.

BACKGROUND

The purpose of the bill would be to reduce wealth inequity in the County by establishing a
non-lapsing fund to invest public monies for the ultimate benefit of children in low-income families
in the County.

BILL SPECIFICS

Bill 5-24 would create a Child Investment Fund managed by the Director of Finance, with
the guidance of a 13-member appointed and ex officio advisory committee. Subject to
appropriation, the County would place into the fund $1,800 per child born as a resident in the
County.



Between the ages of 18 and 36, the resident child — subject to income or wealth
requirements that would be developed with the assistance of the advisory committee — would be
eligible to apply for disbursements from the fund.

The disbursements would be required to be used by recipients solely for:

e vocational or academic educational expenses;
e ownership of a business located in the County;
e investment in a business located in the County;
e ownership of real property in the County; or

e retirement investments.
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AN ACT to:

(1) establish a non-lapsing Child Investment Fund administered by the Department of

Finance;

2) prescribe the permitted uses of the fund,;

3) establish individual eligibility requirements to seek disbursements from the fund;
4) require the Department of Finance to issue annual reports regarding the fund;

(%) establish a Child Investment Fund Advisory Committee; and

(6) generally amend the law regarding County investment funds for children.

By adding
Montgomery County Code
Chapter 20, Finance

Article XVIII, Child Investment Fund

Sections 20-85, 20-86, 20-87, 20-88, 20-89, 20-90, and 20-91.

Boldface

Underlining
[Single boldface brackets]

Double underlining
[[Double boldface brackets]]

* * %

Heading or defined term.

Added to existing law by original bill.
Deleted from existing law by original bill.
Added by amendment.

Deleted from existing law or the bill by amendment.

Existing law unaffected by bill.

The County Council for Montgomery County, Maryland approves the following Act:
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BILL NO. 5-24

Sec. 1. Sections 20-85, 20-86, 20-87, 20-88, 20-89, 20-90, and 20-91 are

added as follows:

Article XVIII. Child Investment Fund

20-85. Definitions.

In this Article, the following terms have the meanings indicated.

Committee means the Child Investment Fund Advisory Committee established

under Section 20-90.

Disbursement means the sum of:

(1) the amount designated per eligible child under Section 20-89(a)

during the birth year of the eligible applicant; plus

(2) any earnings and interest attributable to the designated amount

since the birth year of the eligible applicant.

Eligible child means an individual born on or after January 1, 2024 who was a

Eligible applicant means a County resident who:

(1) 1is between the ages of 18 years and 36 years;

(2) was an eligible child; and
(3) resides in the County at the time of application.

Department means the Department of Finance.

Director means the Director of the Department.

Fund means the Child Investment Fund established under this Article.

20-86. Child Investment Fund — established.

(@)  There is a Child Investment Fund administered by the Director.

(b) The Fund must be continuous and non-lapsing.

(c) The Fund consists of:

(1)  funds appropriated to it by the County Council;

2D
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BILL NO. 5-24

(2) any earnings on investments of the Fund;

(3) interest earned on money in the Fund; and

(4) funds received from any other public or private entity.

The Fund:

(1)  has no beneficiaries; and

(2) must not be construed to create any debt of the County.

Until a disbursement is made to an eligible applicant under Section 20-

88:

(1) the eligible applicant does not have any property interest or right

to the disbursement; and

(2) the disbursement must not be construed as an asset or income of

the eligible applicant.

20-87. Uses of the Child Investment Fund.

(a)

The Director must use the Fund solely to:

(1) subject to the availability of funds, make disbursements to eligible

applicants under Section 20-88:

pay the cost of administering the Fund; and

° B

if deemed appropriate by the Director, procure the services of an

independent fiduciary to manage the investments of the money in

the Fund.

The Director must publish a report annually, for the prior fiscal year,

regarding:

the income and expenses of the Fund;

the uses of the Fund;

LB E

the investments of the money in the Fund: and

3)
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BILL NO. 5-24

(4) demographic information, including racial, ethnic, and gender

information, about eligible applicants who received disbursements

from the Fund.

20-88. Disbursements to eligible applicants.

(a)

(b)

()

the Fund under this Section.

To receive a disbursement, the eligible applicant must:

(1)  apply in the form and manner specified by the Director;

(2) demonstrate that the applicant meets the definition of an eligible

applicant under Section 20-85: and

(3) agree in writing to use the disbursement solely for:

(A) vocational or academic educational expenses;

(B) ownership of a business located in the County:

(C) investment in a business located in the County:
(D) ownership of real property in the County; or

(E) retirement investments.

To reduce wealth inequity in the County, the Council intends, prior to the

first disbursement from the Fund, to establish:

(1) additional eligibility standards regarding financial resources,

including income or net worth criteria, required to receive

disbursements from the Fund; and

(2) tiered disbursement levels from the Fund, based upon financial

need as reflected under the additional eligibility standards.

The Director may require the eligible applicant to demonstrate that a

disbursement 1s used solely for the purposes stated under subsection

®)(3).
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BILL NO. 5-24

20-89. Annual Appropriations to the Fund.

Subject to appropriation, the County must allocate to the Fund annually an

amount sufficient to invest $1,800 per eligible child estimated to be born during

the fiscal year.
20-90. Child Investment Advisory Committee - Established.

(@)  There is a Child Investment Advisory Committee.

(b) The Committee consists of:

)

the following ex-officio members:

(A) the Director, or the director’s designee; and

(B) the Director of the Department of Health and Human

Services, or the director’s designee; and

the following 11 members appointed by the County Executive,

subject to Council confirmation:

(A) 3 members from communities with lived experience of

ove

(B) 3 members representing non-profit organizations that serve

communities experiencing poverty:

(C) 1 member representing individuals with developmental

disabilities;

(D) 1 member representing higher education institutions;

(E) 1 member representing trades or apprenticeship training;

(F) 1 member representing a financial institution; and

(G) 1 member representing a chamber of commerce.

(¢) Committee membership should reflect regional, racial, cultural, and

socioeconomic diversity to adequately represent the needs of all families

in the County.
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BILL NO. 5-24

(d) The Director, or the Director’s designee, must chair the committee.

(e) The committee must review the following topics and make

recommendations to the County on:

EREE

Bk E

the efficient distribution of funds;

the adequacy of the eligibility criteria;

the scope of eligible expenditures;

the status of the fund and fund performance relative to the

programmatic objectives and goals:

Investment opportunities:

opportunities to establish public-private partnerships; and

other policy considerations that may arise and be pertinent to the

programmatic elements of the program.

The Department must provide staff support to the committee.

(H
(g) The committee must provide a written report to the County Executive and

the Council, at least annually, regarding the recommendations of the

committee under subsection (e).

20-91. Regulations.

The Director may promulgate Method (2) regulations to implement the

requirements of this Article, including regulations to establish:

(@8]

2
Q)

application processes and procedures to qualify to receive

disbursements from the Fund;

investment policies for the Fund; and

the verification of eligible uses of Fund disbursements under

subsection (¢) of Section 20-88.

Sec. 2. Income or Net Worth Eligibility Requirements. The Child Investment

Advisory Committee established under this Act must submit to the County Council,

_6-
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no later than January 1, 2026, written recommendations regarding: (1) financial
eligibility requirements to receive disbursements under the Act; and (2) tiered
disbursement levels based upon applicants’ financial resources. The recommendations
must reflect the Council’s legislative intent to reduce wealth inequity, as articulated

under Section 1 of this Act.



MEMORANDUM
March 12, 2024
TO: Montgomery County Council

FROM: Councilmember Will Jawando
Councilmember Gabe Albornoz

SUBJECT:  Proposed Bill 5-24, Child Investment Fund

On Tuesday, March 19, we will introduce Bill 5-24, Child Investment Fund. The Bill will establish a
non-lapsing fund administered by the Department of Finance and create a Child Investment Fund
Advisory Committee. The bill will encourage young people to stay and build their future in
Montgomery County, thereby investing in the county and addressing the racial wealth gap.

Every child and family deserves an opportunity to build financial security and wealth, regardless of their
race, economic background, or zip code. The Council has worked on innovative strategies to address the
racial wealth gap in our county. In 2022, we launched MoCoBOOST, the first guaranteed income pilot in
Maryland to provide direct cash assistance to 300 households in Montgomery County. Today, we are
excited to continue the important work of expanding opportunity by creating a fund to support young
adults in making a strong financial start and contributing to our county.

In the United States, wealth is often a determinant of outcomes related to access to education, housing,
and economic opportunities. From the institution of slavery to redlining, racial covenants, de jure and de
facto segregation, to historically segregated schools and public facilities, disparities exist today in our
county related to our economic, health, and educational indicators. The racial wealth gap is particularly
acute. For example, in 2021, a White household had 9.2 times and 5.1 times as much wealth as a Black
or Hispanic household, respectively.! In Montgomery County in 2022, the highest 20% of earners took
home 15.4 times as much as the lowest 20% of earners.*

The Child Investment Fund will help address systemic racial inequities and help dismantle barriers to
building generational wealth. This proposed fund is grounded in research as well as best practices from
existing and proposed policies across the United States.

Bill 5-24 establishes the fund and the County appropriates funds annually based on estimated birth rates.
The Fund will be administered by the Department of Finance and the Child Investment Fund Advisory
Committee (CIFAC) will advise the Council and County Executive and establish criteria for distributing
funds to eligible applicants based on financial tiers.

Children born in Montgomery County on or after January 1, 2024, would be eligible for the fund. When
an eligible child reaches age 18, they can apply for a fund disbursement. Applicants must be county

1 Pew Research Center
2 FRED Economic Data, updated December 2023

(8)


https://fred.stlouisfed.org/series/2020RATIO024031
https://www.pewresearch.org/race-ethnicity/2023/12/04/wealth-gaps-across-racial-and-ethnic-groups/

residents at the time of application and funds are restricted for uses related to vocational or higher
education, entrepreneurship, purchasing of real estate in the county, and retirement investments.

The Child Investment Fund provides an opportunity to advance economic justice by boosting
generational wealth in historically marginalized populations and will help to reduce the racial wealth
gap. We look forward to discussing the proposed legislation with you.

Please reach out to Christina Neidlinger and Marisa Van Saanen in Councilmember Jawando’s office
and Pamela Luckett in Councilmember Albornoz’s office if you wish to co-sponsor or have questions.

(9)



POLICY BRIEF Bill 5-24 Child Investment Fund

OVERVIEW

Councilmembers Will Jawando and Gabe Albornoz
are sponsoring the Child Investment Fund (CIF),
to invest in Montgomery County’s young people,
who are the future of our community.

Each year, based on the number of babies born in
Montgomery County, the County will allocate funds
that grow in an interest bearing account over time.
Once a child turns 18 years old and is a resident of
the county, they are eligible to withdraw from the
fund to support vocational or educational expenses,
investment in a business in the county, purchasing
property in the county, or retirement investments.
Payments will be made progressively based on
wealth and income at the time of application.

The bill would encourage young people to build
their future in Montgomery County, thereby
investing in the county and addressing the racial
wealth gap. This small investment has an
exponentially positive impact for years to come.

WHY IT MATTERS

Often referred to as “Baby Bonds,” this type of
program is projected to reduce racial wealth
disparities.! This program provides increased
opportunity for all residents to thrive.

While some families can make investments to
support their children, many are not able to do so
because of a lack of resources. Systemic barriers
to generational wealth-building include pay
disparities, educational inequities, discriminatory
financial practices, and housing discrimination.?

The racial wealth gap is particularly acute. In 2021,
a White household had 9.2 times and 5.1 times as
much wealth as a Black or Hispanic household,
respectively.®> In Montgomery County in 2022, the
highest 20% of earners took home 15.4 times as
much as the lowest 20% of earners.*

' Zewde. (2019). htt .com/doi/10.1177, 464461
2 "

3

° Pew Research Center
4 ERED Economic Data, updated December 2023

SIMILAR LEGISLATION

As of January 2023, there were three enacted and
nine proposed laws across the United States,
mostly at the state level. Washington, D.C. and
Connecticut established their programs in 2021;
California in 2022.°

There is a significant body of research exploring the
key characteristics and outcomes of successful
policies. Prosperity NOW, CASH Campaign of
Maryland, and ACLU all support the concept at the
heart of this legislation.®”®

PROPOSED LEGISLATION

Establishes the Child Investment Fund
e On an annual basis, the County would use
estimated birth rates to invest $1,800 per
child expected to be born that year.
e Funds are subject to appropriation.

Establishes the Child Investment Fund
Advisory Committee
e 11-member committee appointed by the
County Executive and confirmed by the
County Council.
e The committee oversees the fund and
advises the County Council.

Fund Eligibility

e Eligible children must be born in
Montgomery County on or after Jan 1, 2024.

e Eligible children can apply for funds once
they turn 18 years old (up to age 36), and
must be a county resident.

e Payments are based on wealth and income
at the time of application.

Fund Usage
e \ocational or educational expenses.
e Ownership or investment in a business
located in the county.
e Purchasing property in the county.
e Retirement investments.

5 Brown, Biu, Harvey, & Shanks. (2023). The State of Baby Bonds,
6 i " : i "
Prosperity Now "A Brighter Future with Baby Bonds"

7 CASH.C 00 202 ‘Slative Priorit
8
ACLU Support for Baby Bonds

Office of Councilmember Will Jawando
240-777-7811 - councilmember.jawando@montgomerycountymd.gov

Office of Councilmember Gabe Albornoz
240-777-7959 - councilmember.albornoz@montgomerycountymd.gov

(10)
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POLICY BRIEF Bill 5-24 Child Investment Fund

FAQs

Question: Will the $1,800 be set aside for an
individual child at birth?

Answer: No. Funds are allocated based on
estimated births in the county.

Question: Will my baby qualify for an investment
regardless of my income?

Answer: Yes. The qualifications for fund
disbursement is based on the eligible applicant’s
income and other factors at the time of
disbursement. Payments will be made
progressively based on wealth and income at the
time of application. The Child Investment Fund
Committee will outline the criteria for disbursements
to ensure that the adults with the least amount of
personal wealth are able to benefit most from the
investment fund.

Question: How do | learn more about the CIF and
baby bonds?

Answer: There will be many opportunities to learn
more about this innovative program and add your
voice!
e Participate in the public hearing.
e Follow the discussion with the council
committee.
e Share your feedback to Councilmembers
Jawando and Albornoz.

LEGISLATIVE CONTACTS

WILL JAWANDO

COUNCILMEMBER AT-LARGE

PROGRESS | OPPORTUNITY | TOGETHER

Christina Neidlinger (she/her)

Senior Legislative Aide

Health & Human Services
christina.neidlinger@montgomerycountymd.gov

Marisa Van Saanen

Senior Legislative Aide

Government Operations & Fiscal Policy
marisa.vansaanen@montgomer ntymd.gov

Michelle Whittaker
Chief of Staff
michelle.whittaker@montgomerycountymd.gov

MBE
o\_‘ﬂ‘. R 4 »
S
0,
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°
&

<.

GABE ALBORNOZ

z
"oo.
Y
Ry count 5>

Pamela Luckett

Director

Strategic Policy Initiatives
pamela.luckett@montgomerycountymd.gov

Beth Shuman
Chief of Staff
beth.shuman@montgomerycountymd.gov

Office of Councilmember Will Jawando
240-777-7811 - councilmember.jawando@montgomerycountymd.gov

Office of Councilmember Gabe Albornoz
240-777-7959 - councilmember.albornoz@montgomerycountymd.gov
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Fiscal Impact Statement

Office of Management and Budget

Bill 5-24

Bill Summary

Fiscal Impact Summary

Fiscal Impact Analysis

Staff Impact

Finance - Child Investment Fund

Bill 5-24 establishes a non-lapsing Child Investment Fund to reduce wealth inequality
by investing public monies for children in low-income families in the County. Subject
to appropriation, the County would place into the fund $1,800 per child born as a
resident in the County. The bill also establishes a 13-member advisory committee.
Between the ages of 18 and 36, an eligible resident child would be able to apply for
disbursements from the fund, subject to requirements developed with the assistance of
the advisory committee.

The Child Investment Fund is estimated to increase operating costs by an aggregate of
$156.9 million over six years (FY26-FY31). In addition to the change in operating
expenses, the program would require one additional Fiscal and Policy Analyst Il (Gr.
25) for implementation.

The analysis involves the following assumptions:

e The amount invested is $1,800 per child estimated to be born to a County
resident, regardless of any future eligibility requirements including income or
net worth;

e Montgomery County will expend $100,000 annually during the analysis period
to promote the program[1]; and,

e The cost of independent fiduciary services to manage the investments and the
cost of administering the fund is born by the fund itself and is not an additional
expense to the County.

The analysis utilizes data from the Center for Disease Control (CDC) National Vital
Statistics System, a database of all births recorded in the United States, on the number
of births between calendar years 2007 and 2022 where the mother's place of residence
was Montgomery County. During that time births declined at a slow but steady pace
from 13,849 in 2007 to 11,782 in 2022. Based on this trend an estimated 68,925 births
are expected to occur in Montgomery County between fiscal years 2026 and 2031. For
each forecasted birth, $1,800 would be deposited into the fund.

For the purposes of this analysis, it is assumed that it will take a full year to develop
regulations and establish the advisory committee, thus the fiscal impact statement
assumes that costs will begin to be incurred in FY26.

Management and staffing of the program during its initial phase would require one
Fiscal and Policy Analyst Il (Gr. 25) for the Department of Finance. As the program
approached the first disbursements in year 18 it is likely that additional staff members
would be necessary to manage the collection of applications, verification of eligibility
requirements, and monitoring the use of the funds. The cost assumes the midpoint of
the Grade 25 salary range, with an additional 30% of the cost for benefits and
retirement. The cost assumes a 3-month lapse in FY26 as Finance recruits for the
position.

This new staff member, under supervision from a Finance Manager, will be responsible

2024 | Montgomery County, MD page 1 of 2
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for assisting with the following required activities to operate and oversee the fund and
to staff the Child Investment Advisory Committee:

e Formulate the investment policy and strategy;

e Manage the procurement of an investment manager who will handle portfolio
allocations;

e QOversee the investment manager to ensure the fund is properly invested;

e Conduct research and provide information to support deliberations of the Child
Investment Advisory Committee;

e On behalf of the Child Investment Advisory Committee, write the required
annual report detailing the recommendations of the committee;

e Develop the forms and materials for applicants to demonstrate qualifications
under future financial resource eligibility standards;

e Estimate the number of children born each year, and by extension the amount
the County must invest in the fund.

Actuarial Analysis The bill is not expected to impact retiree pension or group insurance costs.
Information Technology The bill is not expected to impact the County Information Technology (IT) or
Impact Enterprise Resource Planning (ERP) systems.

Other Information

Later actions that may impact
revenue or expenditures if future
spending is projected

If the credit in the future is increased or decreased or if the qualifying factors are
changed, the projected costs may change as well.

The number of children born in future years may be higher or lower than the analysis.
The marketing budget may be higher or lower than the analysis. Additionally, the cost
of advertising and disbursing the funds will begin to ramp up approximately 16 years
after the establishment of the fund, and could be substantial.

Ranges of revenue or
expenditures that are uncertain
or difficult to project

[1] Advertising costs were contributed by the Office of Public Information for a
Sources of information promotional campaign occurring several times a year for 2 to 4 weeks with the
objective of reminding the public of the program.

Todd-Fawley King, Department of Finance
Dennis Hetman, Department of Finance

Nancy Feldman, Department of Finance

Abdul Rauf, Office of Management and Budget

Contributors

2024 | Montgomery County, MD page 2 of 2
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Economic Impact Statement

Montgomery County, Maryland

Bill 5-24 Finance - Child Investment Fund

SUMMARY

The Office of Legislative Oversight (OLO) anticipates that Bill 5-24 would have an overall positive impact on economic
conditions in the County in terms of the Council’s priority economic indicators. By establishing the Child Investment Fund
and requiring the County to annually allocate $1,800 per child born as a resident into the Fund, Bill 5-24 likely would
increase total investment income for certain residents. This income would offset the costs of pursuing vocational or
academic education; owning or investing in a County-based business; owning real property in the County; or investing in
retirement. Based on a review of studies on baby bonds and Child Development Accounts (CDAs), the Bill also may induce
parents of eligible children to open personal savings accounts on their behalf, resulting in increased savings and asset

values.

BACKGROUND AND PURPOSE OF BILL 5-24

The racial wealth gap, also known as the racial wealth divide, refers to entrenched racial and ethnic disparities in the
wealth of American households. According to the Federal Reserve, as of 2022, “[t]he typical White family had about six
times as much wealth as the typical Black family, and five times as much as the typical Hispanic family.” The racial wealth
gap represents the cumulative impact of centuries of government policies and practices — including land theft, slavery,
and segregation — that structurally advantaged White people and structurally oppressed and disadvantaged Black,
Indigenous, and Other People of Color (BIPOC).?

In recent years, baby bonds have garnered interest throughout the country as a solution for narrowing the racial wealth
gap. The Urban Institute describes that “Baby [B]onds are universal, publicly funded child trust accounts” which recipients
can use “for wealth-building activities such as purchasing a home or starting a small business” when they reach adulthood.?
Lawmakers in Congress and in several states have introduced legislation to establish baby bonds programs at the federal
and state levels.*> As of 2023, Connecticut, California, and Washington, DC have established baby bonds programs through

legislation or budget appropriations.®

The purpose of Bill 5-24 is to establish the Child Investment Fund — a baby bonds program to help “address systemic racial

inequities and help dismantle barriers to building generational wealth” in the County. 7 If enacted, Bill 5-24 would:

1 Aladangady et al, “Greater Wealth, Greater Uncertainty.”

2 RESJIS for Expedited Bill 30-21.

3 Brown et al., “The State of Baby Bonds.”

4 Ibid.

5 Markoff et al, “A Brighter Future with Baby Bonds.”

6 Brown et al, “The State of Baby Bonds.”

7 “Introduction Staff Report for Bill 5-24, Finance - Child Investment Fund.”

Wednesday, April 17, 2024
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e Create a Child Investment Fund in the County. The Bill would create a Child Investment Fund managed by the

County’s Director of Finance. Subject to appropriations, the County would be required to allocate $1,800 into the
Fund annually for each child born in the County on or after January 1, 2024. Money from the Fund would be
invested by the County according to Department of Finance policies, which may be established under Method (2)
regulations. Young people who were born in the County could receive disbursements from the Fund starting at
age 18, provided they are County residents and meet certain income, wealth, and other eligibility requirements
when they apply. Disbursements could only be used for: vocational or academic educational expenses; ownership
of a business located in the County; investment in a business located in the County; ownership of real property in

the County; or retirement investment.

e Establish a Child Investment Advisory Committee. The Bill would create a Child Investment Advisory Committee
to advise the County on various aspects of the Child Investment Fund, including on fund performance and
investment opportunities. The Committee would also be required to provide recommendations to the Council by
January 1, 2026 on eligibility requirements to receive disbursements from the Fund and tiered disbursement levels
based on financial need. The Committee would be comprised of two ex-officio members from the Departments
of Finance and Health and Human Services, and eleven members representing various communities in the County,
such as community members with lived experience of poverty. The membership of the Committee would be

required to reflect the regional, racial, cultural, and socioeconomic diversity of the County.

The Department of Finance and the Child Investment Fund Advisory Committee would each be required to publish annual

reports on the status of the Child Investment Fund and related recommendations.®

The Council introduced Bill 5-24, Finance — Child Investment Fund, on March 19, 2024.

INFORMATION SOURCES, METHODOLOGIES, AND ASSUMPTIONS

Per Section 2-81B of the Montgomery County Code, the purpose of this Economic Impact Statement is to assess, both, the
impacts of Bill 5-24 on residents and private organizations in terms of the Council’s priority economic indicators and

whether the Bill would have a net positive or negative impact on overall economic conditions in the County.®

Scope of Analysis: The County would use tax revenue to fund the baby bonds program established by Bill 5-24.
Importantly, funding the program would entail an internal transfer from the County to the recipients of baby bonds—not
a net increase in the amount of economic activity in the County. For this reason, the Bill’s total economic impact would
depend on: (a) the per year economic impacts to County residents and businesses from the baby bonds; and (b) the per
year economic opportunity cost of the forgone County revenues. Because OLO does not know how the forgone property
tax revenues would otherwise be used in the absence of enacting Bill 5-24, this analysis does not account for the economic

impacts of alternative government spending with the forgone revenue.

Methodology: To assess the economic impacts of Bill 5-24, this analysis draws on evidence from impact evaluations on

baby bonds and similar asset-building policies. Impact evaluations are a core tool of evidence-based policymaking that

8 |bid.
9 Montgomery County Code, Sec. 2-81B.
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seek to answer cause-and-effect questions regarding the impact of a policy intervention on a specific outcome(s).1° Using

randomized control trials or quasi-experimental designs, they aim to account for what would have occurred in the absence
of a policy intervention by comparing treatment groups (i.e., cases where the policy has been implemented) and control

groups (i.e., cases where the policy has not been implemented).

Based on the review of impact evaluations, OLO draws evidence-based conclusions regarding the potential economic
impacts of baby bonds. These conclusions are the primary basis on which OLO infers the likely economic impacts of Bill 5-

24 on businesses, residents, and overall economic conditions in the County in terms of the Council’s priority indicators.
Sources of Information: This analysis primarily relies on the following sources of information:

e A literature review of simulation studies on the impact of baby bonds on wealth inequality conducted by
researchers with the Urban Institute. Simulation studies can be used to predict past or future outcomes of a
policy intervention that has not been implemented in the real world. While a powerful tool for anticipating the
outcomes of policies, simulation studies can be based on assumptions which may not reflect real-world
conditions.?

o A systematic review of experimental impact evaluations of child development accounts published in the peer-
reviewed journal, Journal of the Society for Social Work and Research. Given the limited research on baby bonds,
OLO identified a systematic review of studies on CDAs, which share similar features as baby bonds. Systematic
review provides a critical appraisal of the primary research on a specific topic using explicit and reproducible
procedures and standards.® As a valuable tool for evidenced-based policy analysis,'* a systematic review can
indicate the extent to which there is high-quality evidence demonstrating a policy’s effect on outcomes.

Assumption: The core assumption made in this analysis is that findings regarding the simulated impacts of baby bonds
and empirical impacts of CDAs implemented in other contexts can be generalized to the County.

VARIABLES

The primary variables that would affect the economic impacts of enacting Bill 5-24 are the following:

e Number of fund recipients

e Amount of funds per recipient

10 Gertler et al., Impact Evaluation in Practice, Second Edition; Collins, “What Is Impact Evaluation?”

11 1n randomized control trials, participants are randomly assigned to the treatment or control group. In contrast, quasi-experimental
designs do not use random assignment. They typically identify a control group that is as similar as possible to the treatment group.
12 Axelrod, “Advancing the Art of Simulation in the Social Sciences”; Furtado, “Simulation Modeling as a Policy Tool.”

13 Systematic reviews limit bias and errors that may occur in narrative reviews. Guides.temple.edu, Systematic Reviews & Other
Review Types; Perici¢ and Tanveer, “Why systematic reviews matter.”

14 Haddaway and Pullin, “The Policy Role of Systematic Reviews.”
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IMPACTS

WORKFORCE = TAXATION POLICY = PROPERTY VALUES = INCOMES = OPERATING COSTS = PRIVATE SECTOR CAPITAL INVESTMENT =
ECONOMIC DEVELOPMENT = COMPETITIVENESS

Evidence Review
Baby Bonds

To date, there are no impact evaluations on baby bonds.*> However, three simulation studies have been conducted that
model the potential impacts of baby bonds on racial wealth inequities.'® Given the correlation between race and income,
these studies provide insight into the potential of baby bonds to increase wealth for lower-income households across

racial and ethnic differences.

In their review of the studies, Brown, Sawo, and Biu (2023) conclude that “[o]verall, all three simulations find that baby
bonds would reduce Black-white racial wealth inequities” when measured at the median. However, the authors raise two

caveats to this conclusion.

First, the simulations are not based on baby bonds policies that have been passed and implemented. Importantly, the
models “all assume larger initial endowments into the accounts than any existing program has.” Thus, it is unclear whether
these findings can be generalized to baby bonds programs implemented at the state or local level (e.g., California,

Connecticut, District of Columbia).

Second, the simulations measure wealth at the median. Because of the extreme concentration of wealth among wealthiest
Americans, the mean (or average) wealth inequality in the country is significantly higher than the median. Thus, the baby

bonds proposals in the studies would have a smaller impact on mean wealth inequality.
Child Development Accounts

Like baby bonds, CDAs are asset-building policies in which the government provides children with savings or investment
accounts beginning at birth and allocates initial deposits in a progressive manner.t” However, CDAs typically differ from

the baby bonds proposal in Bill 5-24 in several noteworthy ways.

e CDAs tend to restrict the use of funds for post-secondary education, though there are exceptions.
e CDAs typically involve a financial education component.

e CDAs often aim to incentivize children and their parents to save by providing a time-limited savings match.*®

15 Brown, Sawo, and Biu, “What Do We Know about Baby Bonds?”

16 See Zewde, “Universal Baby Bonds Reduce Black-White Wealth Inequality, Progressively Raise Net Worth of All Young Adults”;
Mitchell and Szapiro, “Baby Bonds: Income-Based Program Designs Show Promise for Closing the Racial Wealth Gap”; Weller,
Maxwell, and Solomon, “Simulating How Large Policy Proposals Affect the Black-White Wealth Gap.”

17 CDAs are also referred to as “children’s savings accounts” or “college savings accounts.”

18 Brown, Sawo, and Biu, “What Do We Know about Baby Bonds?”; Birkenmaier, Kim, and Maynard, “Financial Outcomes of
Interventions to Improve Financial Capability Through Children’s Development Accounts.”
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In contrast, the proposal in Bill 5-24 would allow recipients to use the funds for vocational and academic educational

expenses, owning or investing in a County-based business, investing in real property in the County, or investing for

retirement. Also, the Bill does not require financial education among recipients, nor provides a savings incentive.

But despite these differences, analysts have examined the evidence for CDAs to gain insight into the potential impacts of

baby bonds.'® Much of the research on CDAs has been conducted on the following two policy experiments:

e Oklahoma SEED for Kids Child Development Account Experiment (SEED OK)
e Michigan SEED Children’s Savings Program (M| SEED).%

For a description of the policy experiments, see Table 1 below.

Table 1. CDA Policy Experiments

Program Policy Intervention

Oklahoma SEED for Kids | The SEED OK experiment was a large-scale randomized test of a universal, automatic,
Child Development Account | and progressive CDA to support postsecondary education. Randomly assigned children
Experiment (SEED OK) were given a state-owned CDA in the form of an Oklahoma 529 College Savings Plan
account with an initial deposit of $1,000. Recipients were also provided with:
e A progressive savings match
e A $100 incentive for mothers to open a second, parent-owned Oklahoma 529
College Savings account, with savings matches for low- and moderate-income
mothers
e  Ongoing communication that included financial education materials for parents
and children, account statements and information, and other materials
A randomly selected group of children in the control received nothing.?%2

Michigan SEED Children’s | The MI SEED experiment involved selecting seven Head Start programs in which low-
Savings Program (M| SEED) income parents of children enrolled in the programs were encouraged to open a parent
owned CDA for their children's post-secondary education in the form of a Michigan 529
College Savings, with an $1,000 automatic deposit. Contributions by parents were
matched one-to-one on the first $1200 of contributions. Recipients were also provided
with:

e low-intensity financial education (written materials about education savings)

e case management
Seven other Head Start programs were selected as the control group.?

19 Brown, Sawo, and Biu, “What Do We Know about Baby Bonds?”

20 Birkenmaier, Kim, and Maynard, “Financial Outcomes of Interventions to Improve Financial Capability Through Children’s
Development Accounts.”

21 Birkenmaier, Maynard, and Kim, “Interventions Designed to Improve Financial Capability”; “SEED for Oklahoma Kids (SEED OK)”;
“Seed for Oklahoma Kids.”

22 For communication materials, see “SEED for Oklahoma Kids Ongoing Communications with Participants”; “SEED OK Parent Tools.”
23 Birkenmaier, Maynard, and Kim, “Interventions Designed to Improve Financial Capability”; “MI-SEED.”
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In their systematic review of studies on the effectiveness of CDAs, Birkenmaier, Youngmi, and Brandy (2023) reviewed

nine studies of the SEED OK experiment and two studies for the MI SEED experiment. They concluded that the policy

experiments have had the following impacts:

e Saving Account Openings: In the SEED OK experiment, the policy intervention described in Table 1 resulted in a
large and statistically significant increase in state-owned accounts, which was expected given that the state
opened the accounts on behalf of recipients as part of the experimental treatment. In addition, the intervention
resulted in a large and statistically significant increase in participant-owned accounts, thus indicating that the
incentives for parents to open their own accounts were effective. In the MI SEED experiment, the policy
intervention also resulted in a large and statistically significant increase in participant-owned accounts.

e Budgeting: In the MI SEED experiment, the policy intervention resulted in a small but statistically significant

increase in participant budgeting. This outcome was not assessed in the SEED OK studies.

e Saving Amount: In the SEED OK experiment, there is some evidence that the policy intervention resulted in an

increase in saving amounts in participant-owned accounts. In the MI SEED experiment, the evidence is mixed.

e Asset Value: Inthe SEED OK experiment, there is some evidence that the policy intervention significantly increased

asset value, which includes savings, investment earnings, and financial incentives.

Overall, the authors conclude that there is “some evidence that CDAs can improve parent financial behaviors and financial

outcomes.” The studies provide strong evidence through their rigorous designs, namely randomized controlled trials.

However, the studies largely came from just two policy interventions. In addition, the timeframe of the interventions is
insufficient for studies to determine the long-term effects of CDAs, such as lifelong asset accumulation. For this reason,
the authors add that “additional studies are needed to produce a body of evidence about shorter term (and eventually,

longer term) financial outcomes and behaviors.”

Residents

OLO anticipates that Bill 5-24 would positively impact certain residents in the County in terms of the Council’s priority

economic indicators.

By requiring the County to annually allocate $1,800 into the Child Investment Fund for each eligible child, Bill 5-24 would

primarily impact residents who meet the following conditions:

e bornin the County on or after January 1, 2024;

e meet “additional eligibility standards regarding financial resources, including income or net worth criteria,” which
the Council would later establish;

e reside in the County at some point between the ages of 18 and 36 years old; and

e apply for funds and receives a disbursement(s) for eligible purpose.

Investment Income: The Bill likely would increase investment income for residents who receive disbursements. This
income would offset the costs of pursuing vocational or academic education; owning or investing in a County-based

business; owning real property in the County; or investing for retirement. Based on the review of studies on baby bonds
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and CDAs, the Bill also may increase the likelihood of parents of eligible children to open personal savings accounts on

their behalf and increase savings and asset values in these accounts.

It is worth noting that critics of baby bonds have speculated that participants would reduce savings.?* However, OLO
believes this is unlikely for two reasons. First, poor households generally have little savings to begin with. Second, the
research reviewed for this analysis indicates that, if anything, establishing the Fund would increase personal savings than

otherwise would be the case.

Wealth Inequality: While simulation studies indicate that baby bonds can reduce wealth inequality, it is unclear whether
Bill 5-24 would achieve this outcome for several reasons. Given the undefined standards for eligibility and tiered

disbursement, it is difficult to estimate the number of eligible residents on an annual basis and the level of disbursement.

More importantly, the Bill’s impact on residents would depend significantly on many eligible residents who would actually
apply for disbursements. Experience elsewhere indicates that lack of program awareness among participants in baby

bonds can be a challenge.

To illustrate, in a study of the UK’s Child Trust Fund, McKay, Tian, and Lymer (2024) found that the program “has not
significantly impacted children's financial experiences, as many parents did not actively engage with or even remember
the scheme.”?> In their sample, 15 percent of the families with eligible children were unaware of the Child Trust Fund.
Moreover, they found that “the proportion of families who are unaware of their eligibility is indeed relatively higher (18%)

among the bottom one-third of household income.”

The authors note that the absence of a financial education component to UK’s program may be responsible for the lack
of program awareness.?® Indeed, the high uptake in the SEED OK and MI SEED programs — both of which included financial

education (Table 1) — seem to validate the authors’ observation.

The Bill does not include a financial education component to the Child Investment Fund. Without this component, the

magnitude of the Fund’s impact on residents and wealth inequality may be weakened.

Mobility: It is worth noting that the Bill could economically impact residents if it affects geographic mobility. Census data
indicates that from 2016 to 2020, the County experienced negative net domestic migration, meaning more residents left
Montgomery County to settle other places in the U.S. compared to the number of people from elsewhere in the U.S. who
moved into the County.?” Nationally, the most common reason for moving was seeking better housing.?® Certain residents
may use disbursements from the Child Investment Fund to subsidize purchasing a home in the County. This could cause
certain residents to remain in the County who otherwise would leave in the absence of the Bill, thereby reducing costs
associated with moving. However, the lack of evidence on the long-term effects of baby bonds or CDAs prevents OLO from

anticipating the likelihood of this potential impact.

24 Bourne, “Cory Booker’s ‘Baby Bonds’ Wouldn’t Support a Savings Culture -- It’s Just More Government Subsidies.”

25 McKay, Tian, and Lymer, “Whatever Happened to the Child Trust Fund?”

26 McKay, Tian, and Lymer.

27 “County-to-County Migration Flows.”

28 Kerns-D’Amore, “Change in Marital Status Became More Common Reason for Moving from 2021 to 2022, Housing/Neighborhood
Improvement Reasons Declined.”
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Beyond this potential impact, OLO does not expect the Bill to affect residents in terms of the Council’s other priority

indicators.

Businesses, Non-Profits, Other Private Organizations

OLO anticipates that Bill 5-24 would not directly impact private organizations in the County in terms of the Council’s

priority economic indicators.

Net Impact

OLO anticipates that enacting Bill 5-24 would have an overall positive impact on economic conditions in the County in
terms of the Council’s priority economic indicators. By establishing the Child Investment Fund and requiring the County
to annually allocate $1,800 into the Fund, Bill 5-24 likely would increase total investment income for residents who receive
disbursements. This income would offset the costs of pursuing vocational or academic education; owning or investing in
a County-based business; owning real property in the County; or investing for retirement. Based on a review of studies on
baby bonds and CDAs, the Bill also may induce parents of eligible children to open personal savings accounts on their

behalf, resulting in increased savings and asset values.
In theory, the Bill could have two additional economic impacts:

e improve economic development in the County by decreasing the cost of owning/investing in businesses or real
property for certain residents; and/or

e improve the competitiveness of the Couty by attracting individuals to settle in the County or retaining residents.

However, OLO is unable to determine whether the policy would have significant impacts on these indicators given the lack
of evidence on the long-term effects of baby bonds and CDAs and the relevant program parameters that have yet to be

determined.

DISCUSSION ITEMS

Based on the effectiveness of the SEED OK and MI SEED experiments, Councilmembers may want to consider requiring
financial education for recipients of the Child Investment Fund to improve program uptake. See the following materials

provided to CDA recipients in the OK SEED experiment:

e SEED for Oklahoma Kids Ongoing Communications with Participants

e SEED OK Parent Tools

In addition, Councilmembers may want to consider reviewing the income requirements for the baby bonds policies
examined in the simulation studies cited above to identify parameters that may be sufficient to meaningfully reduce

median racial wealth inequality in the County.
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CAVEATS

Two caveats to the economic analysis performed here should be noted. First, predicting the economic impacts of
legislation is a challenging analytical endeavor due to data limitations, the multitude of causes of economic outcomes,
economic shocks, uncertainty, and other factors. Second, the analysis performed here is intended to inform the legislative
process, not determine whether the Council should enact legislation. Thus, any conclusion made in this statement does

not represent OLO’s endorsement of, or objection to, the Bill under consideration.

AUTHOR

Stephen Roblin (OLO) prepared this report.

Montgomery County (MD) Council 23) 10


https://www.census.gov/data/tables/2020/demo/geographic-mobility/county-to-county-migration-2016-2020.html
https://doi.org/10.1007/s41996-020-00077-8
https://doi.org/10.1007/s41996-020-00077-8
https://doi.org/10.1177/0034644619885321
https://doi.org/10.1177/0034644619885321

Racial Equity and Social Justice (RESJ)

Impact Statement

Office of Legislative Oversight

BILL 5-24: FINANCE — CHILD INVESTMENT FUND

SUMMARY

The Office of Legislative Oversight (OLO) finds the anticipated impact of Bill 5-24 is indeterminant. Bill 5-24 mostly aligns
with key features for baby bonds programs to narrow the racial wealth gap and advance racial equity and social justice
(RESJ). However, it is uncertain whether young people who are Black, Indigenous, and Other People of Color (BIPOC) will
disproportionately benefit from the Child Investment Fund since eligibility standards are yet to be determined. OLO
offers one policy option for Council consideration.

PURPOSE OF RESJ IMPACT STATEMENTS

The purpose of RESJ impact statements (RESJIS) is to evaluate the anticipated impact of legislation on racial equity and
social justice in the County. Racial equity and social justice refer to a process that focuses on centering the needs,
leadership, and power of communities of color and low-income communities with a goal of eliminating racial and social
inequities.! Achieving racial equity and social justice usually requires seeing, thinking, and working differently to address
the racial and social inequities that have caused racial and social disparities.?

PURPOSE OF BILL 5-24

The racial wealth gap, also known as the racial wealth divide, refers to entrenched racial and ethnic disparities in the
wealth of American households. According to the Federal Reserve, as of 2022, “[t]he typical White family had about six
times as much wealth as the typical Black family, and five times as much as the typical Hispanic family.”® The racial
wealth gap represents the cumulative impact of centuries of government policies and practices — including land theft,
slavery, and segregation — that structurally advantaged White people and structurally oppressed and disadvantaged
BIPOC.*

In recent years, baby bonds have garnered interest throughout the country as a solution for narrowing the racial wealth
gap. The Urban Institute describes that “Baby [Blonds are universal, publicly funded child trust accounts” that recipients
can use “for wealth-building activities such as purchasing a home or starting a small business” when they reach
adulthood.’ Lawmakers in Congress and in several states have introduced legislation to establish varying versions of
baby bonds programs at the federal and state levels.%” As of 2023, Connecticut, California, and Washington, DC have
established baby bonds programs through legislation or budget appropriations.®

The purpose of Bill 5-24 is to establish the Child Investment Fund — a baby bonds program to help “address systemic
racial inequities and help dismantle barriers to building generational wealth” in the County.>!° If enacted, Bill 5-24
would:*

Office of Legislative Oversight April 8,2024
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e Create a Child Investment Fund in the County. The Bill would create a Child Investment Fund managed by the
County’s Director of Finance. Subject to appropriations, the County would be required to allocate $1,800 into
the fund annually for each child born in the County on or after January 1, 2024. Money from the fund would be
invested by the County according to Department of Finance polices, which may be established under through
Method (2) regulations. Young people who were born in the County could receive disbursements from the fund
starting at age 18, provided they are a County resident and meet certain income, wealth and other eligibility
requirements when they apply. Disbursements could only be used for educational expenses; business
ownership, investment, or property ownership in the County; or retirement investments.

e Establish a Child Investment Advisory Committee. The Bill would create a Child Investment Advisory Committee
that would advise the County on various aspects of the Child Investment Fund, including fund performance and
investment opportunities, among others. The Committee would also be required to provide recommendations
to the Council by January 1, 2026 on eligibility requirements to receive disbursements from the fund and tiered
disbursement levels based on financial need. The Committee would be comprised of two ex-officio members
from the Departments of Finance and Health and Human Services, and eleven members representing various
communities in the County, such as community members with lived experience of poverty. The membership of
the Committee would be required to reflect the regional, racial, cultural, and socioeconomic diversity of the
County.

The Department of Finance and the Child Investment Fund Advisory Committee would each be required to publish
annual reports on the status of the Child Investment Fund and related recommendations.*?

The Council introduced Bill 5-24, Finance — Child Investment Fund, on March 19, 2024.

In September 2021, OLO published a RESJIS for Expedited Bill 30-21, Landlord-Tenant Relations — Restrictions During
Emergencies — Extended Limitations Against Rent Increases and Late Fees. This RESJIS builds on the background for the
racial wealth divide included in the RESIJIS for Expedited Bill 30-21.%3

THE RACIAL WEALTH GAP, BABY BONDS, AND RACIAL EQUITY

Wealth is the value of what a household owns (assets) minus what they owe (liabilities). Assets include valuables such as
cash, checking and savings accounts, retirement savings, and the value of a home or small business. Liabilities include
debts such as mortgages, auto loans, credit cards, and student loans.

Wealth is fundamental for economic security and mobility. During times of financial hardship — such as a job loss or a
medical emergency — families can draw on wealth to maintain stability. Families can also use wealth to build on their
wealth by, for example, buying a home, starting a small business, or pursuing a college education. As families pass down
wealth, their children, grandchildren, and future descendants can experience these benefits for generations to come.
A lack of wealth, in contrast, can be detrimental for families. For instance, research from the Urban Institute found that
families with less than $250 in savings were more likely to miss a housing payment and experience eviction.

The racial wealth gap creates racial disparities in which families prosper from having wealth and which families are
vulnerable from lacking it. This gap is the culmination of centuries of policies and practices that have prioritized the
economic well-being of White people, often at the direct expense of BIPOC. As Prosperity Now describes in A Brighter
Future With Baby Bonds:
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Since wealth is largely passed down from one generation to the next, this gap stems from a long history of
economic exploitation and oppression of Black, Indigenous, Latine and other non-White people in the US. This
history includes the enslavement of Black people, when they served as literal capital assets for a White,
landowning plantation class, the theft of land from Indigenous peoples, such as in “The Trail of Tears”, and
government and private-sector wealth-building policies and practices that have benefited White households
over households of color, such as the Indian Removal Act, the Homestead Act, the Social Security Act and
redlining.®

After some periods of progress, the wealth gap between White and Black Americans has steadily grown in the last 40
years.'” Today, the typical White family has $285,000 in wealth, compared to $44,900 for the typical Black family and
$61,600 for the typical Latinx family.!® Further, a recent study from the Pew Research Center found that 24 percent of
Black households and 14 percent of Latinx households either had no wealth or were in debt, compared to 9 percent of
White households.'® Researchers argue that without policy interventions, the racial wealth gap will likely continue to
widen in the coming years.?°

Baby Bonds. The idea of baby bonds as a solution for narrowing the racial wealth gap emerged in 2010 from a paper
written by economists Darrick Hamilton and William Darity, Jr. In the report, they propose a national “progressive child
development account (CDA)-type program that could go a long way towards eliminating the racial wealth gap.”*
According to research from the Urban Institute, baby bonds policies have the following key components:?

e Universal eligibility. All children would be automatically enrolled for a baby bond at birth.

e Financially progressive. Account deposits would be based on household wealth, with progressively larger
deposits for children from lower-wealth households.

e Flexible use of funds towards wealth building. The accounts could be used for a range of wealth-building
activities, including postsecondary education, homeownership, or a small business.

e Publicly funded. Baby bonds would be financed by the government. They would not impact household eligibility
for public benefits or financial aid.

e Substantial initial endowment. The underlying investment vehicle would protect the principal while earning a
return on regular deposits, thereby accumulating sufficient assets for major wealth-building investments.

¢ Individual recipient. Young people, not families or the state, would be the ultimate beneficiaries of and
decisionmakers about their wealth and future.

Prosperity Now also proposes the following key design considerations for state or local level baby bonds programs:#

e Meaningful representation of impacted communities in program design and administration;
e Outreach with participants and families; and

e A pooled public account or trust used to hold funds.

As explained by the Urban Institute, “Baby bonds policies were designed in the context of a rich body of evidence that
demonstrates positive impacts on asset-building when investments are seeded early for children.”? Because the few
existing baby bonds programs are in the very early stages, they have not yet been studied in a real-world context.?®
However, separate simulation studies of baby bonds programs have found they would reduce the White-Black wealth
gap to varying degrees. %
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ANTICIPATED RESJ IMPACTS

To consider the anticipated impact of Bill 5-24 on RESJ in the County, OLO recommends the consideration of two related
questions:

e Who are the primary beneficiaries of this bill?

e What racial and social inequities could passage of this bill weaken or strengthen?

For the first question, OLO considered the demographics of community members who would be eligible to make
disbursements from the Child Investment Fund. Young people who are born in the County on or after January 1, 2024
would be eligible to apply for disbursements from the fund starting at age 18 if they reside in the County. According to
the Bill’s lead sponsor, the fund would have universal eligibility, so all young people born in the County would be entitled
to a minimum disbursement.?’

According to Bill 5-24, to reduce wealth inequity in the County, eligibility standards for disbursement from the fund
would be based on “financial resources, including income and net worth criteria” at the time of application and would
include tiered disbursement levels for applicants based on financial need.?® However, the specific eligibility standards are
pending determination by the Council with guidance from the Child Investment Advisory Committee if Bill 5-24 is
enacted.

Whether eligibility is based on a young person’s own financial standing or their family’s financial standing at the time of
application will considerably impact whether there are racial and ethnic disproportionalities among the primary
beneficiaries of Bill 5-24:

o If eligibility is based on the financial standing of the young person themself, then all young people will
proportionately benefit from this Bill. Especially in early adulthood, all young people are likely to have lower
levels of income and wealth when considered separately from their households.?® So all young adults would
likely be eligible for similar disbursements from the fund regardless of race and ethnicity.

e If eligibility is based on the financial standing of a young person’s family, then Black and Latinx young adults
could disproportionately benefit from this Bill. Since Black and Latinx young adults are from households that are
more likely to have lower levels of income and wealth (refer to Table A and B in Appendix), they would likely be
eligible for larger disbursements from the fund.

Of note, geographic mobility trends will also impact the primary beneficiaries of Bill 5-24. A study from the Joint Center
for Housing Studies at Harvard University suggests that younger adults, renters, and people with lower incomes are
more likely to move, though most of those moves are within the same county.3° The study also found that wanting new
or better housing was the most common reason for moves in 2019. Black and Latinx renters in the County are more
likely to experience housing instability.3! If housing challenges such as the affordability crisis push Black and Latinx
families out of the County in the coming years, then White young adults could disproportionately benefit from the Bill.
On the other hand, if White families migrate from the County in larger numbers, as population trends seem to suggest,3?
then BIPOC young adults could disproportionately benefit from the Bill.
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For the second question, OLO considered how this Bill could contribute to narrowing the racial wealth gap among
community members in the County. Figure A in the Appendix compares Bill 5-24 to key features of baby bonds policies
identified by researchers and advocates (refer to previous section). The comparison demonstrates that Bill 5-24 is mostly
aligned with key features necessary for baby bonds programs to narrow the racial wealth gap and advance RES).

OLO finds the anticipated impact of Bill 5-24 is indeterminant. Bill 5-24 mostly aligns with key features for baby bonds
programs to narrow the racial wealth gap and advance RESJ. However, it is uncertain whether BIPOC young adults will
disproportionately benefit from the Child Investment Fund since eligibility standards are yet to be determined.

RECOMMENDED AMENDMENTS

The Racial Equity and Social Justice Act requires OLO to consider whether recommended amendments to bills aimed at
narrowing racial and social inequities are warranted in developing RESJ impact statements.?® OLO finds the anticipated
impact of Bill 5-24 is indeterminant. As such, OLO does not offer recommended amendments. However, should the
Council seek to improve the RESJ impact of this Bill, one policy option is offered for Council consideration:

e Require eligibility standards for the Child Investment Fund to be based on family income and/or wealth and
consider changes to better align the fund with key features of baby bonds programs. Basing eligibility for the
fund on the financial standing of a young person’s family will ensure that the Child Investment Fund advances
RESJ by providing a larger benefit to Black and Latinx young adults, since they are more likely from households
with lower levels of income and wealth. The Council could also consider changes that will better align the fund
with key features of baby bonds programs, such as:

o Restricting eligibility to children from households with lower levels of income/wealth at the time of
birth;

o Making larger deposits into the fund for children from households with lower levels of income/wealth;
and

o Requiring the Department of Finance to develop a plan to provide outreach and education on the fund
with participants and families, especially in BIPOC communities.

CAVEATS

Two caveats to this racial equity and social justice impact statement should be noted. First, predicting the impact of
legislation on racial equity and social justice is a challenging analytical endeavor due to data limitations, uncertainty, and
other factors. Second, this RESJ impact statement is intended to inform the legislative process rather than determine
whether the Council should enact legislation. Thus, any conclusion made in this statement does not represent OLO's
endorsement of, or objection to, the bill under consideration.

CONTRIBUTIONS

OLO staffer Janmarie Pefia, Performance Management and Data Analyst, drafted this RES) impact statement.
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APPENDIX

Table A: Household Median Net Worth by Race and Ethnicity, Washington Metropolitan Area

Source: Kilolo Kijakazi, et.

Race and ethnicity Median Net Worth
White $284,000
Black, US $3,500
Black, African $3,000
Latinx $13,000
Chinese $220,000
Korean $496,000
Vietnamese $423,000
Asian Indian $573,000

al, “The Color of Wealth in the Nation’s Capital,” Urban Institute (adapted from Table 12).

Table B: Median Household Income by Race and Ethnicity, Montgomery County, Maryland

Race and ethnicity Median Household Income
All $125,583
Asian $138,040
Black $89,022
Native American $98,313
Pacific Islander $139,396
White $151,572
Latinx $90,657

Source: Table $1903, 2022 American Community Survey 5-Year Estimates, Census Bureau.

Figure A: Comparison of Bill 5-24 to Key Features of Baby Bonds Policies
An asterisk (*) denotes OLO’s assessment that Bill 5-24 mostly aligns with the key feature.

Key Feature

Bill 5-24

Notes

Universal eligibility *

Investment Fund would
be made for each child
born in the County on or
after January 1, 2024

All children born in the
County would be eligible
for a disbursement
starting at age 18 if they
reside in the County

e Adepositin the Child .

Most proposed and
enacted baby bonds
programs have restricted
eligibility by income level
or Medicaid eligibility at
time of birth3*
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Key Feature

Bill 5-24

Notes

Financially progressive

A deposit of $1,800 would
be made for each child
born in the County
regardless of household
wealth

Young people would be
eligible for larger
disbursement amounts
based on financial need at
time of disbursement

Most proposed and
enacted baby bonds
programs have the same
initial deposit for all
children®

Prosperity Now notes
financial progressivity
could be achieved by “a
targeted program that
limits eligibility only to
children from households
under a certain income of
wealth threshold”3®

Flexible use of funds towards

Funds could be used for

money to Child
Investment Fund annually
subject to appropriation
The County’s investment
in the fund will not count
towards any household’s
assets or income

wealth building * educational expenses,
business ownership or
investment, real estate, or
retirement investments
Publicly funded* e County would allocate e Prosperity Now notes

“relying on general,
annual appropriations to
pay for the program could
diminish its success and
make it vulnerable”®”

Substantial initial endowment

Unclear whether $1,800
deposit will suffice for
major wealth-building
investments in 18 years

The Urban Institute notes
“...likely only the federal
government has the
resources to create a baby
bonds program at full
scale that would yield the
types of endowments
capable of substantially
reducing racial wealth
inequities.”3®

Individual recipient*

Young people would be
ultimate beneficiaries for
disbursement from the
fund
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Key Feature Bill 5-24 Notes
Meaningful representation*® e 3 of 13 members of the
Child Investment Advisory
Committee must be
community members with
lived experience of
poverty

Outreach e Bill does not prescribe
outreach on the Child
Investment Fund with
participants and families
Pooled public account or trust* e Child Investment Fund
would be a general
account managed by the
County’s Director of
Finance

! Definition of racial equity and social justice adopted from “Applying a Racial Equity Lens into Federal Nutrition Programs” by
Marlysa Gamblin, et.al. Bread for the World, and from Racial Equity Tools. https://www.racialequitytools.org/glossary

2 |bid.

3 Aditya Aladangady, et. al., “Greater Wealth, Greater Uncertainty: Changes in Racial Inequality in the Survey of Consumer Finances,”
Federal Reserve, October 18, 2023.

4 RESJIS for Expedited Bill 30-21, Office of Legislative Oversight, September 9, 2021.

5 Madeline Brown, et. al., “The State of Baby Bonds,” Urban Institute, February 2023, pg.1.

5 1bid, pg. 9

7 Shira Markoff, et. al, “A Brighter Future with Baby Bonds,” The New School Institute on Race, Power and Political Economy and
Prosperity Now, February 2024, pgs. 8-9.

8 Brown, pg. 9

° Policy Brief: Bill 5-24 Child Investment Fund, Introduction Staff Report for Bill 5-24

0 Memorandum from Councilmembers Jawando and Albornoz to Council, Introduction Staff Report for Bill 5-24, Montgomery
County Council, March 19, 2024.

11 Bjll 5-24, Introduction Staff Report for Bill 5-24

12 |bid.

13 RESJIS for Expedited Bill 30-21, pgs. 3-5.

14 Benjamin Harris and Sydney Schreiner Wertz, “Racial Differences in Economic Security: The Racial Wealth Gap,” U.S. Department
of Treasury, September 15, 2022.

15 Sighe-Mary McKernan, et. al., “Thriving Residents, Thriving Cities,” Urban Institute, April 2016, pg.3.

16 Markoff, et. al, pg.5.

17 Lisa Camner McKay, “How the Racial Wealth Gap Has Evolved—And Why It Persists,” Federal Reserve Bank of Minneapolis,
October 3, 2022.

18 Aladangady, et. al.

19 Rakesh Kochhar and Mohamad Moslimani, “1. Wealth Gaps within Racial and Ethnic Groups,” Pew Research Center, December 4,
2023.

20 Harris and Wertz
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21 Madeline Brown, et. al, “What Do We Know About Baby Bonds?” Urban Institute, September 2023, pg. 2 citing Darrick Hamilton
and William Darity Jr., “Can ‘Baby Bonds’ Eliminate the Racial Wealth Gap in Putative Post-Racial America,” Review of Black Political
Economy, October 19, 2010.

22 Brown, et. al., “The State of Baby Bonds,” pg. 5.

2 Markoff, et. al, pg. 10.

% Brown, et. al, “What Do We Know About Baby Bonds?” pg. 1.

% |bid.

26 |bid, pg. 8.

27 Video: “March 19, 2024 - Council Session (am),” Montgomery County Council YouTube, March 19, 2024, Councilmember Jawando
Comments at 30:24.

28 Bjll 5-24, Introduction Staff Report for Bill 5-24

2 This assumption is the basis for why most college students are considered dependents of their parents for federal financial aid
until the age of 24 with a few exceptions. Refer to “Why Am | Still Considered a Dependent Student? | Am 21 Years Old and Haven't
Lived With My Parents for Years,” Bay Mills Community College.

30 Rjordan Frost, “Are Americans Stuck in Place? Declining Residential Mobility in the US,” Joint Center for Housing Studies, Harvard
University, May 2020.

31 Refer to Housing Insecurity, Affordable Housing, and Racial Equity in RESJIS for Expedited Bill 38-23, Office of Legislative Oversight,
October 13, 2023.

32 presentation to Council Staff, Montgomery County Demographic Trends, Montgomery Planning, January 25, 2023.

3 Bill 27-19, Administration — Human Rights — Office of Racial Equity and Social Justice — Racial Equity and Social Justice Advisory
Committee — Established, Montgomery County Council

34 Brown, et. al., “The State of Baby Bonds,” pgs. 9-10.

3 |bid, pgs. 10-11.

36 Markoff, et. al, pg. 11.

37 Ibid, pg. 13.

38 Brown, et. al., “The State of Baby Bonds,” pg. 13-14.
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Climate Assessment

Office of Legislative Oversight

Bill 5-24: Finance — Child Investment Fund

SUMMARY

The Office of Legislative Oversight (OLO) anticipates Bill 5-24 may have a small positive impact on the County’s
community climate resilience, as the establishment of the Child Investment Fund could increase the overall
community wealth, which would improve the County’s ability to withstand climate shocks, such as extreme
weather events.

BACKGROUND AND PURPOSE OF BILL 5-24

The racial wealth gap, also known as the racial wealth divide, refers to entrenched racial and ethnic disparities
in the wealth of American households. According to the Federal Reserve, as of 2022, “[t]he typical White
family had about six times as much wealth as the typical Black family, and five times as much as the typical
Hispanic family.”? The racial wealth gap represents the cumulative impact of centuries of government policies
and practices —including land theft, slavery, and segregation — that structurally advantaged White people and
structurally oppressed and disadvantaged Black, Indigenous, and Other People of Color (BIPOC).?

In recent years, baby bonds have garnered interest throughout the country as a solution for narrowing the
racial wealth gap. The Urban Institute describes that “Baby [B]onds are universal, publicly funded child trust
accounts” which recipients can use “for wealth-building activities such as purchasing a home or starting a
small business” when they reach adulthood.? Lawmakers in Congress and in several states have introduced
legislation to establish baby bonds programs at the federal and state levels.*® As of 2023, Connecticut,
California, and Washington, DC have established baby bonds programs through legislation or budget
appropriations.®

The purpose of Bill 5-24 is to establish the Child Investment Fund — a Baby Bonds program to help “address
systemic racial inequities and help dismantle barriers to building generational wealth” in the County.”? If
enacted, Bill 5-24 would:®

e Create a Child Investment Fund in the County. The Bill would create a Child Investment Fund managed
by the County’s Director of Finance. Subject to appropriations, the County would be required to
allocate $1,800 into the Fund annually for each child born in the County on or after January 1, 2024.
Money from the Fund would be invested by the County according to the Department of Finance
policies, which may be established under Method (2) regulations. Young people who were born in the
County could receive disbursements from the Fund starting at age 18, provided they are County
residents and meet certain income, wealth, and other eligibility requirements when they apply.
Disbursements could only be used for vocational or academic educational expenses; ownership of or
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investment in a business located in the County; ownership of real property in the County; or
retirement investment.

e Establish a Child Investment Advisory Committee. The Bill would create a Child Investment Advisory
Committee to advise the County on various aspects of the Child Investment Fund, including on fund
performance and investment opportunities. The Committee would also be required to provide
recommendations to the Council by January 1, 2026 on eligibility requirements to receive
disbursements from the Fund and tiered disbursement levels based on financial need. The Committee
would be comprised of two ex-officio members from the Departments of Finance and Health and
Human Services, and eleven members representing various communities in the County, such as
community members with lived experience of poverty. The membership of the Committee would be
required to reflect the regional, racial, cultural, and socioeconomic diversity of the County.

The Department of Finance and the Child Investment Fund Advisory Committee would each be required to
publish annual reports on the status of the Child Investment Fund and related recommendations.?

The Council introduced Bill 5-24, Finance — Child Investment Fund, on March 19, 2024.

ANTICIPATED IMPACTS

Wealth is essential for building financial stability of individuals and communities.!! The financial stability of a
community can increase the capacity and effectiveness of a disaster response and recovery, which leads to
improved community resilience.'?

Baby bonds, and the proposed Child Investment Fund, are intended to narrow the racial wealth gap.'3 Black
and Hispanic families, especially low-income families, are more negatively impacted by climate change
compared to White families. This is due to systemic and racist policies (i.e, redlining, housing discrimination,
and siting of toxic facilities in predominantly Black and Brown communities) which has deliberately led to less
climate resilient buildings and neighborhoods in communities of color today.'* Building wealth in historically
underserved BIPOC communities can increase the overall community climate resilience.®®

However, wealth building is only one component of community resilience.'® Other factors, such as climate
resilient infrastructure, strong communication channels, and detailed emergency response plans, are crucial to
improving a community’s climate resilience.'” Further, the effects the bill could have on wealth building are
unknown as it is not possible to ascertain the magnitude of the community wealth built nor the significance it
would have on community climate resilience.

As the bill proposes legislation that would build wealth, which is one factor which can improve an individual’s
and community’s climate resilience, OLO anticipates Bill 5-24 may have a small positive impact on the overall
community climate resilience.
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RECOMMENDED AMENDMENTS

The Climate Assessment Act requires OLO to offer recommendations, such as amendments or other measures
to mitigate any anticipated negative climate impacts.'® OLO does not offer recommendations or amendments
as Bill 5-24 may have a small positive impact on the County’s contribution to addressing climate change,
including the reduction and/or sequestration of greenhouse gas emissions, community resilience, and
adaptative capacity.

CAVEATS

OLO notes two caveats to this climate assessment. First, predicting the impacts of legislation upon climate
change is a challenging analytical endeavor due to data limitations, uncertainty, and the broad, global nature
of climate change. Second, the analysis performed here is intended to inform the legislative process, not
determine whether the Council should enact legislation. Thus, any conclusion made in this statement does not
represent OLO’s endorsement of, or objection to, the bill under consideration.

PURPOSE OF CLIMATE ASSESSMENTS

The purpose of the Climate Assessments is to evaluate the anticipated impact of legislation on the County’s
contribution to addressing climate change. These climate assessments will provide the Council with a more
thorough understanding of the potential climate impacts and implications of proposed legislation, at the
County level. The scope of the Climate Assessments is limited to the County’s contribution to addressing
climate change, specifically upon the County’s contribution to greenhouse gas emissions and how actions
suggested by legislation could help improve the County’s adaptative capacity to climate change, and
therefore, increase community resilience.

While co-benefits such as health and cost savings may be discussed, the focus is on how proposed County bills
may impact GHG emissions and community resilience.

CONTRIBUTIONS

OLO staffer Kaitlyn Simmons drafted this assessment.

* Aditya Aladangady, et. al., “Greater Wealth, Greater Uncertainty: Changes in Racial Inequality in the Survey of Consumer
Finances,” Federal Reserve, October 18, 2023.

2 RESJIS for Expedited Bill 30-21, Office of Legislative Oversight, September g, 2021.

3 Madeline Brown, et. al., "The State of Baby Bonds,” Urban Institute, February 2023, pg.1.

41bid, pg. 9
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5 Shira Markoff, et. al, “A Brighter Future with Baby Bonds,” The New School Institute on Race, Power and Political Economy and
Prosperity Now, February 2024, pgs. 8-9.

6 Brown, pg. 9

7 Policy Brief: Bill 5-24 Child Investment Fund, Introduction Staff Report for Bill 5-24

8 Memorandum from Councilmembers Jawando and Albornoz to Council, Introduction Staff Report for Bill 5-24, Montgomery
County Council, March 19, 2024.

9 Bill 5-24, Introduction Staff Report for Bill 5-24

* bid.

“ Ricketts, L.R. and Kent, A. H., How Equitable Wealth Outcomes Could Create A Resilient and Larger Economy; February 28, 2023.
2 Sherrieb, K. and Galea, S., Measuring Capacities for Community Resilience, January 14, 2010.

3 Memorandum from Councilmembers Jawando and Albornoz to Council, Introduction Staff Report for Bill 5-24, Montgomery
County Council, March 19, 2024.; Brown, M., Biu, O., Harvey, C., & Shanks, T. R., The State of Baby Bonds; The Urban Institute.
1 American Public Health Association, Climate Change, Health, and Equity: A Guide for Local Health Departments; 2018.; Smith, K.
A. and Bailie, K., "How Communities Of Color Are Hurt Most By Climate Change", June 7, 2021.; Joint Center for Political and
Economic Studies at the Health Policy Institute, Environmental Justice Through The Eye of Hurricane Katrina, 2008.; Urban Heat
Management and the Legacy of Redlining, May 22, 2020.

*5 City of Chicago Office of Equity and Racial Justice and CWB Advisory Council, Community Wealth Building Initiative, Accessed
47/2024.

6 Federal Reserve Bank of San Francisco, "Building Community Wealth through Community Resilience", October 17, 2019.
*7U.S. Environmental Protection Agency, "Research on Community Resilience to Climate Change", Accessed April 7, 2024.

18 Bjll 3-22, Legislative Branch — Climate Assessments — Required, Montgomery County Council, Effective date October 24, 2022
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