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Abstract

r I ~his essay examines asset
development for the poor
as an approach to reduc-

ing poverty. Because there has

been very little discussion of this
approach by Christian ethicists,
my primary purpose is to intro-
duce and defend the rationale for
developing assets for the poor. I
begin with a discussion of conser-
vative and liberal approaches to
poverty reduction, arguing that
the favored policies of both are
founded upon the belief that
poverty is best understood as a
state of consumption deprivation
brought on by deficient levels of
income. I suggest that the focus
on consumption and income,
while obviously important in
light of the material deprivations
of the poor, is not in itself a suffi-
cient response to the needs of the
poor. This leads to a discussion
of past and present public policies
that have stimulated asset devel-
opment. A characteristic feature
of many of these policies is that
they have provided both material
and institutional support for asset
development, but only for the
nonpoor. If public policies have
helped the nonpoor to save, why
should we not develop policies
that help the poor do the same?

Some suggested approaches to

developing assets for the poor are

then reviewed. Finally, T briefly

discuss points of convergence
between Catholic social thought
and asset-development approach-
es to poverty reduction.

Introduction: The Asset
Paradigm

n this essay, I discuss an
Iincreasingly significant and

active area of public policy
research, namely, the building-up
of assets for the poor. In this
research, asset-building
approaches to poverty alleviation
are generally understood to be an
essential complement to the
income-enhancement approaches
which have dominated such poli-
cies. While the focus on income
is understandable in light of the
material needs of the poor, it is
becoming increasingly evident
that income without assets is not
a recipe for financial security. The
lack of asset-building policies for
the poor contrasts sharply with
policies aimed at the nonpoor.
The latter receive significant sub-
sidies that materially contribute
to, and help to facilitate, asset
accumulation.

While many are skeptical
about the ability of poor people
to save, recent research has
shown that when they are provid-
ed with institutional support and
incentives not unlike those that
the nonpoor receive, those who
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are poor can also substantially
increase their savings. Morcover,
enabling the poor to accumulate
assets appears to have important
psycho-social effects that go
beyond purely economic consid-
erations.

The asset paradigm is consis-
tent with certain elements of an
important strand of Christian
social ethics: Catholic social
teaching. Like those working in
the asset development field,
Catholic social thought recog-
nizes economic well-being as a
communal responsibility and
that members of the community
are morally obligated to work
toward a fairer, more just, and
more inclusive community.
Economic activity is one way
people participate in, and benefit
from, the community; barriers to
participation in the economy are
to be challenged. Income-based
approaches to poverty reduction
help address the injustice of eco-
nomic arrangements, but they
need to be complemented by
asset-development policies that
help give the poor greater access
to the economy and greater con-
trol over their lives. I will sug-
gest that the combination of
income and asset-based
approaches to the problem of
poverty are more consistent with
the insights offered by Christian
cthics  than  income-based
approaches alone.
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I begin my argument by look-
ing at the two approaches to
poverty reduction, which T call
“liberal” and “conservative”, that
dominated public discussion in
the run-up to the landmark 1996
welfare reform bill. We will see
that neither the conservative nor
the liberal approach has been very
successtul in significantly reduc-
ing the underlying rates of pover-
ty. I suggest that one reason for
this is their shared understanding
of poverty as a deficiency of
income and, consequently, the
formulation of anti-poverty poli-
cies that neglect the role that
assets could play in moving per-
sons out of poverty.

The Income Paradigm:
Traditional Approaches to
Poverty Reduction

he 1996 welfare reform
Tbill known as the Personal

Responsibility and Work
Opportunity Reconciliation Act
(PRWORA), brought an end to
the federal government's guaran-
tee of financial assistance to the
poor. Debates about PRWORA,
both before and after the bill's
passage, highlighted areas of
sharp disagreement between the
political left (or liberals) and right
(or conservatives) on how best to
deal with the issue of poverty in
this country. Questioning the
magnitude of governmental
expenditures to the poor and
whether current welfare policy
struck the right balance between
"the dual goals of providing a
cash safety net for families with
children and requiring families to
work or look for work," conser-
vatives argued that both the tax-
payer and welfare recipients
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would benefit from an approach
that emphasized the latter goal.!
In their view, poverty would be
reduced only when public policies
discouraged those living in pover-
ty from becoming dependent on
government support and encour-
aged habits of personal responsi-
bility and industry. Time-limited
benefits and paid work were the
keys to achieving these goals and,
therefore, the key to reducing
poverty. Given the proper moti-
vation, the poor would do what
other nonpoor citizens routinely
did-enter into the free market,
work hard, and take advantage of
the many opportunities the mar-
ket provides.2

While it is still too early to
gauge the long-term effects of
PRWORA, the data thus far sug-
gest that it has been more suc-
cessful at reducing the welfare
rolls than it has been at raising
household income above the
poverty threshold. The passage
of PRWORA is correlated with
dramatic reductions in welfare
case-loads, but the cause and
meaning of these reductions is
the subject of considerable dis-
pute. Among other things, the
fact that PRWORA became law
during an economic boom has
made it difficult to discern
whether PRWORA or the robust
economy led to a drop in the wel-
fare rolls. For those who left wel-
fare, the economic benefits have
not yet lived up to conservatives'
expectations. Studies looking at
employment patterns of those
who have left welfare found that
"between one half and three-
fourths of parents are employed
shortly after leaving the welfare
rolls. . .and that as many as 87
percent have been employed at
some point" after leaving welfare.

However, these same studies
show that average reported annu-
al earnings from this employment
ranged from "as low as $8,000 to
as high as $15,144, leaving many
families below the poverty line."3
The primary reason for the low
carnings is low stagnant wages
"despite years of work."+ When
carnings do increase, it is primari-
ly because the parents work more
hours, rather than the result of a
wage increase.5  As one might
expect, these low-wage jobs do
not typically include "paid vaca-
tions, sick leave, or employer
sponsored health insurance."®
Thus, it seems clear that whatever
the virtues of being gainfully
employed, work in and of itself
does not guarantee a poverty-free
life.

The results to date of PRWO-
RA, while not wholly in keeping
with the dire predictions of those
on the political left, are largely
consistent with liberal expecta-
tions. Many on the left who
opposed PRWORA did not dis-
agree with conservatives that
employment should be a key
ingredient in the war on poverty.
Nor did they disagree with the
judgments of conservatives that
the welfare system contained
within it many features that have
a negative impact on the poor.
David Ellwood, for example,
acknowledges that the welfare
system has undermined work
motivation and family stability
while contributing to the margin-
alization of the poor from the rest
of society.” The opposition to
PRWORA by the political left was
rooted in the belief that a retreat
from federally guaranteed means-
tested income transfers would
erode some of the most impor-
tant resources for the poor to
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mitigate the effects of indifferent,
rapidly changing, and sometimes
hostile social, political, and eco-
nomic forces. While recognizing
the positive value of work, the
political left argued that the dire
situation of those in poverty
demands that the government
intervene. The suggested inter-
ventions typically included a vari-
ety of means-tested cash and non-
cash income supports together
with raising the minimum wage.8

There is a great deal of evi-
dence that can be adduced in
favor of the liberal approach to
support for the poor.
Government income transfers do,
in fact, significantly raise the
effective income of the poor, thus
casing the burden of the poor and
substantially increasing the num-
bers of persons living above the
official poverty line. Indeed, the
passage of PRWORA did reduce
government transfers, and for
those unable to make up the dif-
ference in work, the result was a
significant drop in their standard
of living. For example, "between
1995 and 1997 the poorest single
mothers experienced a significant
decline in their average disposable
incomes, largely owing to size-
able decreases [in support] from
means-tested programs. . . ."9
Similarly, a 1998 study looked at
the effects of government trans-
fers on income levels of the poor
and found that if "government
benefits are included in income. .
. 6.4 percent of [U.S.] families
had annual incomes below
$10,000 in 1998. When govern-
ment benefits are ignored, the
fraction with an annual income
below $10,000 more than dou-
bles, rising to 14 percent of all
families."10  Clearly, government
transfers do significantly increase

the levels of disposable income of
many poor Americans, thereby
reducing some of the hardship
associated with poverty.

At the same time, the evi-
dence compiled over a substantial
number of years suggests that
while income transfers are effec-
tive in addressing the symptoms of
poverty, they appear to be less
effective in altering the underly-
ing canses that lead to poverty.
One piece of evidence that sup-
ports this claim is the persistent
pre-transfer rate of poverty (i.c.,
the rate of poverty when govern-
ment transfers are not included).
Michael Sherraden has shown
that while "official poverty
declined from 17.3 percent of the
U.S. population in 1965 to 14.4
percent in 1984, pretransfer
poverty did not decline-it was
21.3 percent in 1965 and 22.9
percent in 1984."  Thus, it
appears that while income trans-
fers have eased the burden of the
poor, "they have not helped
reduce the underlying level of
poverty."11

It is clear that the political left
and right have different
approaches to the problem of
poverty, yet they share a belief at
the center of almost all public
policy approaches to this issue:
that poverty is best understood as
a state of deficient income. The
reason deficient income is impov-
erishing is that it limits the ability
of a person or family to “secure a
minimal level of consumption.”12
The focus on income is not
unique to liberals or conserva-
tives; it is a belief shared by many,
both within and outside of public
policy circles. As Sherraden
states: "Almost entirely, poverty
and welfare in Western welfare
states have been defined in terms
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of income. It has been assumed
that if households have a certain
amount of income, they will con-
sume at a level equivalent to that
income, and this consumption is
by definition welfare (well-being)
of the household. This is consis-
tent with the definition of welfare
as it is used in welfare economics,
and, indeed the entire edifice of
the welfare state rests uneasily on
this narrow intellectual foot-
ing."13

Not surprisingly, when pover-
ty is defined in this way, the pre-
scriptions for overcoming poverty
are focused almost entirely on
securing a level of consumption,
through income or other means,
at or above the poverty line. If
nothing else, the debate between
liberals and conservatives under-
scores this point. While they may
have differences about how best
to raise the income of the poor,
there is little doubt that they
share the belief that higher levels
of income are the key to reducing
poverty. However, while
"income and consumption are
obviously important, it is also
true that most people who leave
poverty - or to use another
vocabulary, most people who
develop  economically-do  so
because they save and invest in
themselves, in their children, in
property, in securities, or in
enterprise to improve their cir-
cumstances. " 14 In short, for
"the vast majority of households,
the pathway out of poverty is not
through income and consump-
tion but through saving and
accumulation. Stated simply, not
many people manage to spend
their way out of poverty."15

It is exactly the focus on
income in our public policy
approaches to reducing poverty
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that I intend to challenge. The
issue is not whether income is
important; it clearly is. Rather,
the issue is whether income by
itself is sufficient to give the poor
the financial resources necessary
to become nonpoor. In the sec-
tions that follow, I will make the
case for the inclusion of an asset-
building strategy for the poor,
indicating why assets are so essen-
tial, how current policies enable
asset development for everyone
but the poor, and ways that simi-
lar policies might enable the poor
to accumulate assets as well.

Why Assets?

o understand why asset
building for the poor
should be integral to

cfforts aimed at reducing poverty,
consider the financial statement
of any business. This statement
typically includes a summary of
revenues and expenses, on the
one hand, and assets and liabili-
ties, on the other. Subtracting
expenses from revenues gives the
total income for that year.
Subtracting liabilities from assets
yields the total worth of the com-
pany's assets (or liabilities). The
presence of these two primary
categories — income and assets —
in the financial statement of any
business is not accidental. It
denotes the existence of two
types of financial resources, both
necessary to the well-being of the
business, and both addressing
different financial needs of the
business.

Now consider two businesses,
both occupying the same market
sector, each with just enough rev-
enues to cover expenses (i.e.,
income is essentially zero).
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However, one of these business-
es, call it company A, has substan-
tial total assets while the other
company, B, has essentially no
assets at all. Now imagine some
possible scenarios: a deep and
lasting recession; the onset of
new technology requiring sub-
stantial expenditures for employ-
ce training if the business is to
keep up with its competitors; the
opportunity to purchase the
building that houses the business
during a time of unprecedented
low interest rates; the chance to
expand the business by purchas-
ing another company engaged in
a complementary enterprise.

In each case, it is clear that
company A is in a much better
position than company B to deal
with the challenges and opportu-
nities presented. The added flexi-
bility provided by Company A's
assets would likely enable it to
survive in a recession, drawing
down its assets when necessary to
cover day-to-day expenses. It
would also be able to maintain,
perhaps enhance, its competitive
position by providing additional
training to its employees or
through the purchase of the com-
plementary business.  Another
potential benefit for company A is
the ability to add substantially to
its asset base while taking advan-
tage of low interest rates and
doing away with non-productive
rental payments. It is also likely
that one or more of these actions
would have a positive impact on
the attitudes and work perform-
ance of the employees of compa-
ny A, inasmuch as the increased
opportunities of the company
also provide increased opportuni-
ties for the employees. This, in
turn, may lead to a more pleasant
work environment than would

otherwise be the case. Finally,
many of these changes may not
only keep company A '"afloat"
but also may actually enhance
both its income and its assets.

By contrast, company B will
likely find itself struggling for its
very survival during a recession.
It may need to lay off a substan-
tial number of employees, there-
by depriving itself of one of its
most significant non-financial
assets-its  trained  work-force.
Undoubtedly these lay offs would
depress the morale and enthusi-
asm of the remaining employees,
sapping their motivation to work
at company B. Alternatively,
company B might seek to borrow
funds to cover its short term
expenses until the recession pass-
es. Its lack of financial assets,
however, will give most loan
managers pause. The bank may
still decide to fund the loan but,
because of the risks involved, the
loans will be made at much high-
er rates than would be available to
company A. Higher interest pay-
ments and longer terms will fur-
ther endanger the day-to-day
operations of company B.
Further business opportunities of
the kind that company A was able
to exploit, will likely not be a pos-
sibility for company B. At the
very least, company B would be
rightfully hesitant to pursue
options such as purchasing
another company or making a
significant capital purchase, since
these would only add to the debt
burden of the company. More
likely, company B would not even
think of doing such things as it
would be consumed with the dif-
ficulties of simply making ends
meet. Going forward, even if
day-to-day operating expenses
can be met, the condition of
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company B is precarious unless
and until it can accumulate
enough assets to provide some
measure of financial security.

By analogy, the above exam-
ple can serve to illustrate why
income alone is not a sufficient
strategy for helping the poor to
move out of poverty. Assets are
not simply a luxury for house-
holds but are absolutely essential
if they are going to achieve any
kind of financial stability. Under
normal circumstances, house-
holds will use income to secure
consumable goods and services,
much like businesses use cash
flow to cover day to day expens-
es. Like our hypothetical compa-
ny A, households with assets will
generally be in a better position
to deal with unexpected difficul-
ties than households that lack
assets. Just as a business with sig-
nificant assets can withstand eco-
nomic downturns, so too a
houschold with assets is better
positioned to deal with unfore-
seen or unavoidable events that
temporarily curtail or stop
income flow-an economic down-
turn, for example, or a serious ill-
ness, the loss of a spouse, or a
seriously ill child.

At the same time, households
with assets will enjoy access to
those things which consumption
income cannot generally provide,
such as a down payment for a
home, capital to begin a business,
or access to higher education.
The failure to appreciate the very
different roles that income and
wealth play in the household is
one reason why public policy has
maintained a focus on income.
But as this simple exercise shows,
income and wealth are deployed
for very different purposes.
Melvin  Oliver and Thomas

Shapiro underscore the distinc-
tion between income and wealth
this way: "Wealth is a special form
of money not used to purchase
milk and shoes and other life
necessities. More often it is used
to create opportunities, secure a
desired stature and standard of
living, or pass class status on to
one's children. In this sense the
command over resources that
wealth entails is more encompass-
ing than is income or education
and closer in meaning and theo-
retical significance to our tradi-
tional notions of economic well-
being and access to life's
chances."16

Studies of the psycho-social
effects of assets have helped to
confirm the distinctive benefits
that assets provide. After an
extensive review of published
research examining the effect of
asset ownership on neighbor-
hoods, families, and children,
Edward Scanlon and Deborah
Page-Adams concluded that there
was growing evidence that assets
"are associated with economic
household stability; decrease eco-
nomic strain on households; are
associated  with  educational
attainment; decrease marital dis-
solution; decrease the risk of
intergenerational poverty trans-
mission; increase health and satis-
faction among adults; decrease
residential mobility; increase
property maintenance; [and]
increase local civic involve-
ment."!”  Michael Sherraden has
also looked at the psycho-social
effects of assets and has suggested
that, in addition to the effects
noted by Scanlon and Page-
Adams, assets create long-term
thinking and planning; provide a
foundation for taking risk;
increase personal efficacy and
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sense of well-being; lead to
greater development of human
capital; increase social status and
social  connectedness;  and
enhance the well-being and life
chances of offspring.18

By contrast, houscholds that
do not have any substantial assets
will face greater and more fre-
quent difficulties and obstacles
than those with assets. Like the
example of company B above,
houscholds without assets will be
far more vulnerable to economic
downturns and far less able to
deal with unexpected interrup-
tions in income flow: recessions
will hit these households harder;
family deaths or illnesses will be
much more likely to cause serious
economic distress; and even when
things are going as they should,
the stress and strain of making
ends meet will take its toll. The
benefits of assets identified by
Scanlon and Page-Adams are
more likely to elude houscholds
without such assets. Moreover,
the demands and pressures of
meeting day-to-day expenses and
of trying to forestall economic
disaster will often crowd out con-
siderations of future possibilities.

In her powerful memoir
Unafraid of the Dark, Rosemary
Bray vividly describes the anxiety,
tension, and energy-sapping exis-
tence that the poor face on a daily
basis:

One of the truths that seem to
clude most welfare reformers is
the pervasive sense of fear and
tension that accompanies that
monthly [welfare] check. I
learned to decipher that look of
tension in my mother's eyes: it's
the fear of knowing that the best
you can do is to give a little
something to everyone you owe.
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Not enough to pay them, some-
times not enough to placate
them, but just enough to remind
them-and you-that you can
never really catch up. . . .

There is no money to plan
ahead, to shop cheaply, to pre-
pare for an emergency. There is
no ability to set aside a bit for
the future; the present occupies
all the attention of anyone on
welfare. Our contingency fund
was the streets and alleys, where
we searched for bottles we could
turn in for the deposits. . . .

Sometimes the fear is a matter of
timing. Late mail, a bureaucratic
mix-up, and a carefully planned
method of survival lies in tatters.
One month, in the dead of win-
ter, the check was late and every
bill in the house was due; some
were overdue. When the gas
man came to turn off the gas,
my mother went outside to meet
him, but for once her consider-
able charm failed her. . .. T can
only imagine what went through
my mother's mind as the man
left. Surrounded by four hungry
children under the age of seven,
living in an apartment without
cooking gas.... 20

The negative effects of being
asset-poor fall especially hard on
those who are income-poor.
With no serious possibility of
accumulating assets, and with few
good options by which to raise
their income, it is not irrational to
become discouraged about future
possibilities. Whatever the
virtues of income strategies for
reducing poverty, they simply do
not adequately address the diffi-
culties and precariousness that
the poor experience because of
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their lack of assets. Nor do these
strategies create a realistic foun-
dation from which the poor
might gain a permanent foothold
outside of poverty. For this to
happen, an asset-development
strategy is needed.

Asset Development in U.S.
History

ile asset development
for the poor is a new
idea, asset develop-

ment per se is not. The earliest
significant  asset-development
policy in the United States was
the Homestead Act of 1862.
This act stipulated that "anyone
who is head of a household, a
military veteran, or over 21 years
of age was entitled to 160 acres of
unappropriated land as long as
they had not borne arms against
the United States
Government."2!  Trina Williams
reports that because of the
Homestead Act, "3 million peo-
ple applied for homesteads and
almost 1.5 million houscholds
were given title to 246 million
acres of land. This represents a
remarkable transfer of wealth and
assets. The acreage is close to the
land area of Texas and California
combined."22  Even more signif-
icant is the continuing effect of
this asset transfer on subsequent
generations.  Williams estimates
that "a quarter of the adult popu-
lation potentially has a legacy of
property ownership and assets in
their background that can be
directly  linked" to  the
Homestead Act.22  This inter-
generational transfer of land
acquired through the Homestead
Act illustrates one significant dif-
ference between income and

assets: whereas income is general-
ly tied to a particular individual,
assets can be passed on from gen-
eration to generation.

Two other historically signifi-
cant federal asset-building poli-
cies deserve comment.2¢  The
first is the G.I. Bill, officially
known as the Servicemen's
Readjustment Act of 1944. The
original G.I. Bill offered veterans
$500 per year for college tuition
and other related educational
costs, as well as a stipend based
on the number of months
enrolled in  the  service.
Additional benefits included
mortgage subsidies, enabling vet-
erans to purchase homes.25 It has
been estimated that "one fifth of
all single-family homes built in
the 20 years following World War
IT were financed with help from
the G.I. Bill's loan guarantee pro-
gram, symbolizing the emergence
of a new middle class."26  Cost-
benefit analysis of the G.I. Bill
conducted by the Congressional
Research Service has shown that
the $70 billion investment more
than paid for itself. For "every
dollar invested in the G.I. Bill,
the country recoups between $5
and  $12.50-the result of
increased taxes paid by veterans
who have achieved higher
incomes made possible by a col-
lege education."2”

During the 1940s and 1950s,
home mortgages became much
more affordable, the result of a
third historically significant asset-
development policy. Prior to this,
lenders "typically required a large
down payment equal to 40 to 50
percent of the home's assessed
value and extended loans from
three to five years (and occasion-
ally up to ten years)."28 A series
of federal initiatives, notably the
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Federal Housing Authority's
(FHA) and the Veteran Housing
Affairs' (VHA) loan programs,
made it possible both to dramat-
ically lower the size of the
required down payment and to
extend the terms of the loan to
thirty years. This helped to facili-
tate home ownership for millions
of Americans which, in turn, pro-
vided them with both inexpensive
housing and a sound investment.
Ray Boshara offers the example of
the Levittown housing develop-
ment on Long Island, a develop-
ment made possible largely
through inexpensive FHA and
VHA loan programs. "Homes
purchased there 50 years ago for a
few thousand dollars are now
worth, on average, about
$300,000."2°

Asset Discrimination

ile public policies have
helped to facilitate asset
accumulation for many

Americans, access to the benefits
these policies provided has often
been limited on the basis of race.
Just after the end of the Civil War,
it appeared that things might be
otherwise. The  original
Homestead Act, and especially the
Southern Homestead Act of
18606, signaled the federal govern-
ment's intention to distribute
land to freed slaves. The latter act
limited purchases to relatively
small parcels of land (80 and 160
acres) while explicitly prohibiting
purchases by "speculators or those
with mining and timber inter-
ests."30 By limiting the power of
the wealthy to accumulate large
tracts of land, the policy-makers
sought to make it possible for
those without property, including

freed slaves, to acquire it.
However, hostility to this and
other Reconstruction programs
led to a repeal of the Southern
Homestead Act in 1876. The
result was that less than 5,500
blacks were granted homesteads
under the Southern Homestead
Act.31

The Homestead Act is not the
only asset-development policy
that has discriminated against
blacks and other minorities. For
example, the FHA "was legally
sanctioned to segregate Whites
and Blacks" until the Supreme
Court prohibited it in 1949.32
The eftect of that segregation pol-
icy was to place white Americans
in homes and neighborhoods that
produced substantial returns on
their housing investment, while
relegating black Americans to
substandard homes and neighbor-
hoods with much lower rates of
housing appreciation. In the
Levittown housing development
mentioned earlier, restrictive
covenants in place until 1960
"resulted in not one Black resi-
dent among the town's 82,000
residents. The huge appreciation
in home equity in that develop-
ment was thus not possible for
African Americans, who were
instead channeled and confined to
central cities, where properties
lost value."33  Oliver and Shapiro
argue that the stubborn persist-
ence of discrimination in the
housing market-practices such as
red-lining, racial biases in the loan
approval process, and artificially
inflated interest rates in loans
granted to minorities-has “cost
the current generation of blacks
about $82 billion” and, left
unchecked, will cost the next gen-
eration of African Americans $93
billion.34
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Needless to say, these policies
and practices have had significant
effects on the distribution of asset
holdings. As Dalton Conley has
shown, "in 1994, the median
White family held assets worth
more than seven times those of
the median non-White family.
Even when we compare White
and minority at the same income
level, Whites enjoy a huge advan-
tage in wealth. For instance, at
the lower end of the income spec-
trum (less than $15,000 per
year), the median African
American family has no assets,
while the equivalent White family
holds $10,000 worth of equity.
At upper income levels (greater
than $75,000 per year), White
families have a median net worth
of $308,000, almost three times
the figure of upper-income
African  American  families
($114,600)."35 A consideration
of the asset holdings of African
Americans as a whole yields the
following disturbing statistic: at
the time of the Emancipation
Proclamation, African Americans
owned just 0.5 percent of the
total wealth in this country. By
1990, 135 years after the aboli-
tion of slavery, the wealth of black
Americans had risen to a meager
1 percent of total wealth.36

If there is a silver lining in all
of these numbers, it is that the
massive wealth gap in this coun-
try is due in large measure to
public policy. Those who have
accumulated wealth have done so
with significant institutional sup-
port put in place by public policy.
Those who have not accumulated
wealth have been shut out from
these institutional supports as a
matter of public policy. Thus,
Oliver and Shapiro write that
"the same social system that fos-
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ters the accumulation of private
wealth for many whites denies it
to blacks, thus forging an inti-
mate connection between white
wealth accumulation and black
poverty."37 What is hopeful
about this bleak situation is the
fact that public policy does have
effects on wealth accumulation.
It follows that adjustments to
those policies may reap big
rewards for those who have thus
far been excluded. Significantly,
current asset denial has officially
shifted away from denials based
on race. This is not to say that
race-based asset denial mecha-
nisms do not exist, but they are
no longer the official position of
federal policies that drive asset
accumulation. These policies are
now largely rooted in class (which
clearly has racial implications),
and it is to these current policies
that I now turn.

Asset Development Today:
Focusing on the Nonpoor

r I Yhe federal government
continues to enable many
individuals to accumulate

assets, albeit in a less visible man-

ner than under earlier initiatives.

However, the particular way the

federal government encourages

and subsidizes asset-building
today-through the federal tax
code-has the unfortunate effect
of excluding low-income persons
from these subsidies. So, while
the poor receive almost no public
subsidies to help them accumu-
late assets, the nonpoor are the
beneficiaries of substantial assis-
tance targeted specifically at asset
accumulation.  Given that the
majority of U.S. houscholds
accumulate most of their savings
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in accounts or assets that are sub-
sidized by the government, there
is little doubt that these subsidies
have dramatically influenced both
the savings behavior of the non-
poor and the magnitude of their
asset holdings.38

Asset-building policies today
generally work by giving tax
deductions for certain types of
asset-building endeavors. These
deductions  are  technically
referred to as tax expenditures
(and more colloquially referred to
as "loopholes"). Properly under-
stood, tax expenditures are losses
of revenue the government incurs
by providing "tax deductions, tax
credits, preferential tax rates, tax
deferrals, or outright exclusion
from taxation."3 From a budg-
etary standpoint, tax expendi-
tures and direct expenditures#0
are functionally the same: both
cost the government money.4l
Both the nonpoor and the poor
benefit from direct expenditures,
although the nonpoor are by far
the largest beneficiaries of direct
expenditures.42

Several features of tax expen-
ditures deserve comment. Most
notably, these expenditures are
not minor items in the federal
budget. In 1995, tax expendi-
tures to individuals totaled almost
$440 billion. To put that figure
in perspective, it is nearly 50 per-
cent of the size of direct expendi-
tures ($896 billion in 1995),
approximately twice as large as all
corporate federal income taxes,
larger than the entire defense
budget, larger than the combined
total of all means-tested social
programs, and, finally, significant-
ly larger than the national deficit
in that year.#3 From almost any
perspective, tax expenditures rep-
resent "a massive commitment of

fiscal resources."#* The magni-
tude of these expenditures leads
Christopher Howard to suggest
that "the IRS, rather than Health
and  Human  Services, [is
arguably] the most comprehen-
sive social welfare agency in the
United States. "45

Second, as I indicated earlier,
nearly all tax expenditures are
directed to the nonpoor, with
those whose income is $50,000
or more receiving approximately
90 percent of the benefits from
tax expenditures in 1995.46  In
other words, in 1995 the United
States government subsidized
those with incomes of $50,000 or
more to the tune of $395 billion,
marking these expenditures as the
most regressive tax policy in the
federal budget.#7 Specific exam-
ples of tax expenditures under-
score the regressive nature of the
asset subsidies provided by the
federal government: in 1998, 54
percent of the $47 billion federal
expenditure for mortgage interest
deductions went to homeowners
with annual incomes over
$100,000 and 91 percent went to
homeowners with incomes over
$50,000. Similarly, in 1999, 67
percent of the federal tax expen-
diture for retirement benefits
went to houscholds earning more
than $100,000, with 93 percent
of the benefits going to those
making over $50,000 per year.48

Third, "most tax expendi-
tures are asset based; that is,
these...benefits directly help people
accumulate financial and real
assets."*  The majority of these
subsidies are for: homeowner-
ship, in the form of mortgage
interest deduction, exclusion of
capital gains on home sales
($75.2 billion); retirement sav-
ings, in the form of pension con-
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tributions, individual retirement
accounts, Keogh plans, and so
on($123.6 billion); and preferen-
tial tax treatment on gains from
investments ($89.7 billion).50
Thus, as a matter of policy the
federal government offers sub-
stantial incentives to the non-
poor, in the form of tax subsi-
dies, when they accumulate
assets while offering little or no
incentives (subsidies) to the poor
to do the same.

The housing tax expenditure
provides an especially striking
example of how our public poli-
cies focus on consumption alone
for the poor, while enabling asset
accumulation for the nonpoor.
While the nonpoor receive sub-
stantial housing subsidies direct-
ed at helping them to become
homeowners, the vast majority of
the housing subsidies directed to
the poor enable them to secure
rental housing. Moreover, as
Howard points out, the sheer
size of the housing tax subsidy
for the nonpoor-twice the size of
"all traditional housing pro-
grams, including Section 8 and
rental vouchers and public hous-
ing . . . undercuts the prevailing
image of 'subsidized housing' as
housing for the poor."s!

Finally, the high level of par-
ticipation among those who can
take advantage of these asset-
savings vehicles is directly related
to their ease of access and the
incentives that they provide.
This observation challenges the
long-dominant model of saving
put forward by neoclassical
economists. According to this
model, a person's saving habits
can be explained in terms of
preferences for current or future
consumption. Michael
Sherraden and Sondra Beverly

argue, however, that this widely
accepted explanation of savings
behavior is inadequate because it
fails to take account of the social
and institutional context of sav-
ings behavior. To fully appreciate
why and how people save, one
must recognize that savings
behavior, like any human behav-
ior, is profoundly influenced and
shaped by social and institution-
al forces. When one examines
the social and institutional con-
text within which saving takes
place, it is apparent that there
are great differences in the social
and institutional contexts within
which the nonpoor and the poor
make decisions about savings.52
As we have seen, one of the
important differences between
the context in which the non-
poor and poor save is that the
federal government provides the
former with significant incen-
tives to save in the form of tax
subsidies while there are no such
equivalent subsidies available to
the poor. But there are other
significant differences between
the contexts of the nonpoor and
poor that influence savings
behavior.  While the nonpoor
have easy access to institutions
that facilitate saving, "low-
income houscholds frequently
have very limited access to these
institutions." For example,
members of low income house-
holds are "less likely to be in
employment situations that offer
retirement plans."s3  If they live
in low-income neighborhoods,
especially low-income minority
neighborhoods, they will have
less access to local bank branches
than members of nonpoor
households. In addition, it is
"likely that financial sophistica-
tion varies by socio-economic
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status" implying differential
access to financial information
and education.’*  Low-income
households will also be far less
likely to have access to savings
incentives: they receive far less
benefit from tax deductions for
mortgage interest, they generally
receive lower rates of return for
housing investments, and they
rarely have access to employer
matched pension programs.
Finally, in terms of institutional
facilitation of saving, the poor
generally cannot save through
payroll deductions, mortgage-
financed home purchases, and
other mechanisms to which the
nonpoor have relatively easy
access.5s

In other words, the argu-
ment of neoconservative econo-
mists that the nonpoor accumu-
late assets only because they
delay present consumption, an
argument that contains an
unstated but thinly veiled accu-
sation that those who lack assets
are simply spendthrifts, ignores
the substantial and pervasive
social and institutional supports
that are in place to help the non-
poor save. As Sherraden says,
the nonpoor “participate in [for
example ] retirement pension sys-
tems because it is casy and
attractive to do so. This is not a
matter of making superior choic-
es. Instead, a priori choices are
made by social policy, and indi-
viduals walk into the pattern that
has been established."s¢

To illustrate, let me provide a
personal example. T include this
example precisely because it is
not atypical for those of us work-
ing in “good” jobs-that is, for
those in the middle and upper
classes. My employer requires me
to contribute to one of a number
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of savings plans that have been set
up for me by the university. The
university then matches these sav-
ings and makes an additional con-
tribution over and above the
match. The tax liability for my
and the university's contribution
is deferred until I withdraw the
money. In the meantime, I do
not pay taxes on any of the carn-
ings this money generates until I
withdraw it.  All of this happens
automatically, before 1 receive my
pay check-frugality and wise
spending never even enter into
the picture in determining what
gets saved.

It should be noted that a pri-
ori social policies have also shaped
the choices available to the poor,
but these policies have generally
not had the effect of facilitating
saving, let alone providing incen-
tives to do so. Indeed, the main
federal social welfare institution to
which the poor have had access
actually  discouraged  saving:
means-tested welfare benefits set
asset limits above which benefits
were denied. The idea that the
poor are unable to accumulate
assets cither because they don't
make enough money to do so, or
because of profligate spending
habits, derives in part from the
widely-held view that "individuals
save as autonomous actors in an
unstructured socioeconomic
world."57  Surely it will not be
casy for the poor to save, just as it
is not always easy for the nonpoor
to save. But judgments about
whether and how much they can
save need to take into account the
complete lack of institutional sav-
ing mechanisms available to them.
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Asset Development for the
Poor

ubsidized  asset-develop-
Smcnt accounts-c.g.,

401(k)s, 403(b)s, IRAs,
Roth IRAs, educational savings
accounts,  medical  savings
accounts, individual training
accounts, and proposed individ-
ual accounts in Social Security-are
today "the most rapidly growing
form of domestic policy."s8  Yet,
as we have seen, current federal
policies which help to stimulate
the use of these accounts are
extremely regressive, with the
vast majority of the benefits
accruing to those making
$50,000 or more a year. At the
same time, as previously noted,
policies aimed at reducing pover-
ty are focused almost entirely on
income, on the assumption that
"income transfers will support a
certain level of consumption."s?
While it is important to raise the
income levels of the poor, this
approach to poverty reduction is
not enough.

If subsidies help to structure,
stimulate and materially con-
tribute to savings for the non-
poor, it is important to ask if they
could not also do the same for
the poor. This was the question
Michael Sherraden began asking
sometime in the late 1980s. One
of the fruits of Sherraden's ques-
tioning was a highly innovative
proposal for helping the poor
save, something he called the
individual development account
or IDA. Described in print for
the first time in 1989, the idea
became a reality in the 1990s.60
Sherraden's idea was a matched
savings account designed specifi-
cally to enable those persons liv-
ing on low incomes to save

enough for a down payment on a
home, to pay for post-secondary
education, or to secure start-up
capital for a small business.6!

Like the individual retirement
account or IRA, individual devel-
opment accounts are set up in
financial institutions by the owner
of the account. And just as IRAs
are subsidized by the government
through tax expenditures, IDAs
are subsidized cither through the
government (in the form of direct
expenditures) or by non-profit
organizations. When an IDA
account holder deposits money
into the account, that money is
matched according to a pre-
determined formula. As noted
above, IDAs also have restrictions
on how they can be used. In
pilot programs that are being
conducted, IDA account holders
are provided with financial educa-
tion on a range of issues, includ-
ing personal financial planning
and credit and debt management.

There are today as many as
300 community IDA programs;
in addition, several national IDA
programs have been established,
and as many as twenty-five states
have included provisions for
IDAs in their welfare reform
bills.62 At the federal level,
"IDAs have been incorporated in
the TANF program;3  welfare-
to-work funding following the
1996 welfare reform; a refugee
resettlement program; the Bank
Enterprise Awards program at the
U.S. Treasury Department; and
the Community Reinvestment
Act."64

It is still too early to know
with certainty whether and what
kind of effect IDAs are having on
those who use them. However,
results from the first systematic
study of these effects, the
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American Dream Demonstration
(ADD), are encouraging.s> The
data collected thus far support
the hypothesis that the poor can
and do save, and that IDAs have
a positive effect in stimulating
saving for some of the poor.
Here are some of the results of
the ADD study: The average
amount of time that participants
held an IDA was 245
months.6¢Approximately 32 per-
cent of ADD participants had
made matched withdrawals as of
December 31, 2001. The aver-
age value of the matched with-
drawal was $878, and the average
value of matched withdrawals
plus matches per participant was
$2,586."67

While the magnitude of the
accumulated savings is not very
large, particularly when consid-
ered from the perspective of the
nonpoor, one needs to keep in
mind several things. First, these
data represent what was saved for
just over two years. Presumably
longer time periods would yield
significantly higher savings bal-
ances.  Second, the "data on
matched withdrawals. . . suggest
that participants do use IDAs to
purchase assets expected to have
high returns and that mark key
steps in the life course."68  For
example, the largest portion of the
matched withdrawals were used
for the following: home purchases
(28 percent), to start businesses
(23 percent), for post-secondary
education (21 percent), and for
home repair (18 percent). Finally,
"participants in qualitative compo-
nents of the evaluation of ADD
say that their asset accumulations
have changed their outlooks for
the better. Thus, what matters is
not only the amount but also the
existence of accumulation."6?

While the data collected from
the ADD study do look promis-
ing, it is important to keep in
mind that the significance of the
proposed policy lies not with the
particular mechanism for asset
development it proposes (IDAs).
Rather, what is significant about
the IDA proposal is the underly-
ing change in public policy it repre-
sents; namely, that income alone is
not a sufficient mechanism for
the alleviation of poverty. IDAs
are, then, the embodiment of a
paradigm shift in how poverty is
understood and, in light of this
understanding, how the problem
of poverty should be addressed.
Going forward, it will be difficult
to speak about approaches to
poverty reduction without incor-
porating some means to facilitate
asset accumulation in the poor.
This may be accomplished
through IDAs, or through some
other policy mechanism, but it
will likely not be possible to
return to the idea that income
support alone is sufficient.”0

Asset Development and
Catholic Social Teaching

pace does not allow for a full
Scxploration of the connec-

tion between asset develop-
ment for the poor and Catholic
social teaching. What follows,
then, are some initial reflections
on the potential convergence
between these two perspectives.
In recognizing that economic
well-being depends on social
institutions, that the poor have
been excluded or marginalized
from such institutions, and that
assets have effects that are not
simply about money, the current
asset-development research
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sounds themes that have rever-
berated through the social teach-
ings of the Roman Catholic
Church. Pope Leo XIII, for
example, echoes the distinction
made earlier in this essay between
consumption and wealth when he
writes that a person "must have
not only things which perish in
the using, but also those which,
though used, remain for use in
the future [»iz., property]."7!
He, like those writing about
assets today, also notes that an
important feature of property
(unlike income) is that it can be
passed to one's offspring.
Finally, the pope suggests that
property ownership is the key to
closing the gap between those
who are wealthy and those who
are poor: "If working people can
be encouraged to look forward to
obtaining a share in the land, the
result will be that the gulf
between the vast wealth and deep
poverty will be bridged over."73
Taking another example,
the U.S. Catholic Bishops' pas-
toral letter on the economy,
Economic Justice for All, stresses
the same themes with respect to
the importance of property own-
ership for the poor and of owner-
ship of property in general.7+
But the bishops show a more
sophisticated awareness of the
institutional relationships that
enhance the economic well-being
of some while denying it to oth-
ers.”> Here, too, there are paral-
lels between current asset devel-
opment thinking and Catholic
social  teaching. However,
despite this awareness of the insti-
tutional barriers to ownership,
the bishops, along with much of
Catholic social teaching, still
assume a neo-classical model of
saving. This leads them, along
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with many others, to overlook the
powerful social determinants of
saving and how these might be
used to enable the poor to save.
It also contributes to a truncated
notion of the meaning of eco-
nomic participation, which the
bishops associate primarily with
employment. However, to be a
participant in today's economy,
one must have more than a job.
One must have access to all of
those financial institutions and
mechanisms that facilitate owner-
ship. Those who do not have
access to, and the freedom to par-
ticipate in, these dimensions of
our economic life cannot be said
to be "included" in society, even
if they have gainful employment.
But there appears to be no reason
for the church to object to the
asset approach I have outlined.
To the contrary, asset develop-
ment for the poor appears to be a
way of advancing the overall
objective of Catholic social teach-
ing: a more just society, particu-
larly for the poor.

Conclusion: Asset
Development and
Inclusiveness

he trajectory of social pol-
Ticy and social conditions

in Western democracies
during the twentieth century was
generally in the direction of polit-
ical and social equality: women's
suffrage, civil rights, gender
equality, and gay rights all ges-
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tured toward a more complete
inclusion and participation of
society's members. The inclu-
sion of all persons in the benefits
and rewards of the economic life
of the country has lagged
behind these developments.
Today, there is reason to believe
that, for many, long-term eco-
nomic conditions are deteriorat-
ing. Recent data on income and
wealth inequality continues to
show a widening gap between
the rich and the poor. And
while income inequality remains
disturbingly  high,  wealth
inequality far exceeds it: "The
top 20 percent of houscholds
carn about 56 percent of the
nation's income - but command
83 percent of our wealth. The
bottom 60 percent, the majority
of the country, earns 23 percent
of the nation's income - but
owns less than 5 percent of the
wealth. And the bottom 40 per-
cent earns 10 percent of nation-
al income but owns less than 1
percent of the wealth."76
Unless social policy begins to
incorporate asset building for
the poor, there is good reason to
believe that these inequalities
will only worsen. If the trend
toward inclusiveness is going to
continue, those without assets
will need to be given the means
and mechanisms to enable them
to fully participate in the eco-
nomic life of the community.
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