Savings and Asset Accumulation
in Individual Development Accounts

Downpayments on the American Dream Policy Demonstration

A National Demonstration of Individual Development Accounts

Mark Schreiner
Michael Sherraden
Margaret Clancy
Lissa Johnson
Jami Curley
Michal Grinstein-Weiss
Min Zhan
Sondra Beverly

February 2001

Center for Social Development
George Warren Brown School of Social Work
Washington University in St. Louis
http://gwbweb.wustl.edu/users/csd/
(314) 935-7433



Contents

Preface and AcknOwWIedZemEents ..........c.oeeiuiiiiiiiiiiiii e 1
EXECULIVE SUIMIMATY ..eeuviieiiiiiieeiieiie ettt ettt ettt e e et e et e eteesabeesbeessaeenseesaseesseesssesnseensseenseeans il
Chapter 1 IDAs, Savings, and Asset Accumulation by the Poor.........c.cccccvveviiiiiiiiininns 1
Chapter 2 Individual Development Accounts and the American Dream Demonstration. 15
Chapter 3 Program and Administrative CharacteristiCs..........ceevueevvuieercreeerieeerieeeneeenene 19
Chapter 4 Participant CharacteriStiCS ......ouuiiuiirierieeriieeieeieeeee ettt teesee e seee e e 27
Chapter 5 Enrollments, Deposits, and Withdrawals ...........c.ccccoveeriiiiniiiiiieeeeeeee, 33
Chapter 6 INPULS ANA COSES ..uvieiiieiieiie ettt ettt sttt e et eebeeebeesaesnseens 53
Chapter 7 SAVINGS OULCOMES ....eeeerieeiiieeiiieeiieeeteeeeieeesteeesreeessreesssseesseeessseeessseeessseennns 59
Chapter 8 EXAES 1ttt ettt ettt ettt et et e e e et ete e et e e aeeenbeennaeenneen 69
Chapter 9 Institutional Characteristics, Participant Characteristics, and Net Deposits .... 89
Chapter 10 Financial EQUCAtION .........cccioiiiiiiiiiiieiieiecteeeeee e 107
Chapter 11 Income and SaVING .......cccveeeiuiiiiiiiieciieeee et eeseaee e 121
Chapter 12 Race/Ethnicity and SAVING .......ccceecvieriiiiiieniieeieeieeie ettt 135
Chapter 13 Match Rates and Saving .......c.cccccveeeiiiiiiieiiiie et 141
Chapter 14 Sources Of IDA DEPOSIS .....cccueeruieriieriieeiieiiesieeieeeee et e seee e esieeebeenaeesaeeens 151
Chapter 15 Summary and CONCIUSIONS .......ccueeeriiiieiiiieeiieeeiie et e e 167
RETETEICES ...ttt ettt et sttt et sbe et et esbeenbe e 177
Appendices:
A. The Evaluation of ADD: Purpose, Methods, and Progress..........ccoeceeeveenienciienieennennnen. 185
B. Data, MIS IDA, and MeEthOdS ........oooiiiiiiiiiiiiiiicc et 191
C. Host Organizations and Account Structures in ADD..........cccooceviininiiniinenieneeenne 197
D. ADD Evaluation Advisory COMMILIEE .........eeeevieeiiieeiieeeiieeeieeesieeeveeeieeeeveeesvee e 207

Center for Social Development
Washington University in St. Louis



Preface and Acknowledgements

Support for this report comes from the foundations that fund the “American Dream
Demonstration” (ADD). They are the Ford Foundation, Charles Stewart Mott Foundation, Joyce
Foundation, F. B. Heron Foundation, John D. and Catherine T. MacArthur Foundation, Citigroup
Foundation, Fannie Mae Foundation, Levi Strauss Foundation, Ewing Marion Kauffman
Foundation, Rockefeller Foundation, and the Moriah Fund. Additional support for this study
comes from the Metropolitan Life Foundation.

The evaluation of ADD is guided by an expert Evaluation Advisory Committee (Appendix D).
We are grateful for their work on the evaluation design and for their continued review and
recommendations. John Else, Bob Friedman, Robert Plotnick, and Thomas Shapiro provided
helpful comments on a draft of this report.

We would like to express our appreciation to Bob Friedman, who, as founder and chair of the
Corporation for Enterprise Development (CFED), conceived and produced ADD. We also thank
Brian Grossman, René Bryce-Laporte, and other CFED staff for their work in the
implementation of ADD and for their cooperation with the evaluation. The productive working
relationship between CFED and the Center for Social Development (CSD) has played a major
role in innovation and knowledge-building for Individual Development Accounts (IDAS).

We are especially grateful to the host organizations in ADD and to the staff who run the IDA
programs. From the outset, they have been committed to the ADD evaluation. For this report,
program staff operated the Management Information System for Individual Development
Accounts (MIS IDA) and spent considerable time with CSD staff to check and to correct data.
Their time and effort has made this part of the ADD evaluation possible.

To our knowledge, this is the first time that software has been created and used to track all
participants in a policy demonstration. This has required large investments of time and resources
to create and upgrade the software, provide support, facilitate data collection, make the data as
accurate as possible, and undertake analysis. A large research team has made this possible, and
every member of the team undertook multiple roles that cannot be fully acknowledged here. |
am particularly grateful to Mark Schreiner, who led the analysis and writing; Margaret Clancy,
who led the development of quality-control software, worked with the programs, and was in
charge of data quality; Lissa Johnson, who led in the creation of MIS IDA and who manages the
overall ADD evaluation; and Suzanne Fragale, who edited and formatted the final report.

Previous ADD reports have informed developments in federal and state policy for IDAs and
other progressive savings strategies. Documentation of the simple fact that some poor people
can save in IDAs has been remarkably important for policy purposes. However, many other key
research questions are more complex, and often we are unable to answer them with much
confidence. In this report, we are pushing forward toward these questions. The report begins to
articulate the key questions better, sheds light toward possible answers, and emphasizes what we
do not yet know. Hopefully future research in ADD and elsewhere can gradually fill in the gaps.

Michael Sherraden, Director
Center for Social Development

Center for Social Development
Washington University in St. Louis



Executive Summary

Long-term improvement in well-being requires asset accumulation. While saving is not easy for
anyone, it is more difficult for the poor because they have few resources relative to subsistence
requirements, because they lack access to some public-policy mechanisms that subsidize saving,
and because scarce resources and restricted access may push saving out of their world view.

Individual Development Accounts (IDAs) are a new policy proposal designed to address these
constraints and to improve access to savings institutions for the poor. Withdrawals of deposits
by the poor in IDAs are matched if used for home ownership, post-secondary education, or
microenterprise. Participants also receive financial education and support from IDA staff.

Do IDAs work? Data from the American Dream Demonstration (ADD) suggests that the poor
can save and accumulate assets in IDAs:

e Average monthly net deposits per participant were $25.42.

e The average participant saved 67 percent of the monthly savings target.

e The average participant made a deposit in 7 of 12 months.

e With an average match rate of 2:1, participants accumulated about $900 per year in IDAs.
The American Dream Demonstration

ADD is a demonstration of IDAs in 14 programs across the United States. It is scheduled to run
for four years (1997-2001), with two more years of evaluation through 2003.

The Corporation for Enterprise Development (CFED) in Washington, D.C., designed ADD and
guides it. The Center for Social Development (CSD) at Washington University in St. Louis
designed the evaluation.

The evaluation of ADD is the first major study of IDAs. The Startup Evaluation Report
(Sherraden et al., 1999), monitored the start-up period through June 30, 1998. Saving Patterns in
IDA Programs (Sherraden et al., 2000) covered programs, participants, and saving patterns
through June 30, 1999. This report discusses savings and asset accumulation through June 30,
2000. A final monitoring report will cover ADD through December 31, 2001.

Data come from the Management Information System for Individual Development Accounts
(MIS IDA), a software package created and supported by CSD. MIS IDA offers tools for
program management and evaluation (Johnson, Hinterlong, and Sherraden, 2000). Data in MIS
IDA were collected by program staff and may be the best ever assembled on high-frequency
saving by the poor. In particular, records of cash flows in IDAs come from bank statements and
are very accurate. The report notes carefully possible effects of weaknesses in the data.

Center for Social Development
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iv Savings and Asset Accumulation in IDAs

A Theory of “Asset Effects”

IDAs aim to do more than just transfer resources to the poor. Of course, resources are good to
have, if only because they can be converted into consumption. IDAs, however, expect that its
transfers will be saved rather than consumed. But standard welfare transfers can also be saved.
How are IDAs different?

This report develops Sherraden’s (1991) proposed answer in terms of institutional theory. IDAs
are packaged in an institutional structure that explicitly asks and expects participants to save their
transfers in forms (such as homes, human capital, or business assets) unlikely to be quickly
consumed. In contrast, standard welfare is designed to support consumption.

The institutional package matters because people are not the rational, omniscient beings assumed
in economic theory. People are subject to suggestion, and they respond to patterns of choices
worn smooth by public policy because that takes less effort than to imagine choices and then to
weigh possible chances of consequences.

Institutional theory suggests that the structure of IDAs encourages the poor to see saving as an
option with positive consequences:

e The existence of IDAs forges a social pattern as it sends the message that the poor can save.

e Matches increase the return on savings, increase asset accumulation from given savings, and
attract people to the program.

e IDAs are linked to financial education that provides knowledge of how to save.
e The match cap becomes a goal in the minds of participants.

e Monthly statements give feedback and show progress toward goals. Furthermore, program
staff and peers provide informal encouragement. The focus on success makes saving easier.

e IDA programs ask for monthly deposits. This encourages saving to become a habit.
e IDAs give poor people access to a way to commit to save.
e Through budgets, goals, and plans, IDAs focus on the future and increase future orientation.

e IDAs point out goals (such as home ownership or post-secondary education) that people
might not see (or see as worthwhile) on their own.

e Informal discouragement of unmatched withdrawals helps to curb dissaving.

Sherraden (1991) introduced the concept of asset effects, defined as the impacts of ownership.
Humans are forward-looking, and current well-being depends in part on expected future well-
being. People with more assets in the present expect to have more resources in the future.
Thus—for purely economic reasons—they expect to be happier. “Asset effects” occur when
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Executive Summary v

ownership improves expected future well-being and thus, for psychological reasons, improves
current well-being. Not only do owners think differently, but others also treat them differently.
The social and political effects of ownership may matter even more than the individual effects.

Participation in ADD

Enrollment. A participant is defined as someone who enrolled in ADD and who had an account
statement in MIS IDA. As of June 30, 2000, ADD had 2,378 participants in 14 IDA programs.

Graduation. About 13 percent of participants had taken a matched withdrawal. A fourth of
these “graduated” and left the program, and three-fourths are still active.

Exit. About 16 percent of participants had exited without a matched withdrawal. The
cumulative risk of exit in the first 12 months was 11 percent, and it was 16 percent for the first
24 months. As of June 30, 2000, 81 percent of participants were active. These and other
outcomes will change with time.

Savings Outcomes in ADD

Gross deposits. The average participant had participated for 13.3 months and had gross deposits
of $41.43 per month ($552 total).

Unmatched withdrawals. The size and frequency of unmatched withdrawals has been one of
the biggest surprises in ADD. About 37 percent of participants made unmatched withdrawals
from matchable balances, removing 25 percent of all matchable deposits. For participants who
made unmatched withdrawals, the average number was 2.9, and the amount removed was $320.
With an average match rate of 2:1, this implies a loss of potential matches for people who make
unmatched withdrawals from matchable balances of about $640. The high opportunity cost of
unmatched withdrawals, coupled with their size and frequency, highlights the difficulty of asset
accumulation for the poor, even in the supportive institutional context of IDAs.

Net deposits. Net deposits are defined as gross deposits minus unmatched withdrawals minus
balances in excess of the match cap. Aggregate net deposits in ADD were $838,443. Net
deposits per participant were $353 ($420 for non-exits). The average monthly net deposit
(AMND)—defined as net deposits divided by months of participation—was $25.42 (for non-
exits, $30.30). Median AMND was $17.96 ($23.35 for non-exits). With an average match rate
of 2:1, the average participant in ADD had accumulated about $75 per month.

The average match rate per dollar of net deposits was 1.96:1, and the match that corresponded to
net deposits was $1,644,508. If all net deposits were used in matched withdrawals, total asset
accumulation in IDAs would be $2,482,951. With exits included, this is $1,044 per participant;
with exits excluded, it is $1,245 per participant. These figures will change as ADD progresses.

Matched withdrawals. Aggregate matched withdrawals in ADD through June 30, 2000 were
$191,601. The average match rate per dollar of matched withdrawals was 1.82:1, and matches
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vi Savings and Asset Accumulation in IDAs

disbursed were $348,373. The average participant with a matched withdrawal had 2.0
withdrawals for a total of $603. Their total asset accumulation averaged $1,698.

Matched withdrawals became more common as balances were built through time; 9 percent of
participants had a matched withdrawal by their 12" month, and 27 percent had one by their 24"
month.

Matched uses. As of June 30, 2000, 13 percent of participants had a matched withdrawal.
About 24 percent made a home purchase, 24 percent invested in microenterprise, and 21 percent
pursued post-secondary education. The rest used their matched withdrawals for home repair,
retirement, or job training.

About 87 percent of participants had no matched withdrawals. Of these, 57 percent intended to
buy a home, 18 percent intended to spend on microenterprise, and 15 percent planned for post-
secondary education. About 10 percent planned for home repair, retirement, or job training.

Net deposits as a percentage of the pro-rated match cap. On average, participants had net
deposits of 67 percent of the monthly savings target (median 49 percent). At this pace, they will
use two-thirds of their total match eligibility.

Deposit frequency. On average and at the median, participants made a deposit in 7.0 months
per year. Non-exits made a deposit in 7.6 months per year. Some evidence suggests that
frequent depositors accumulate more than infrequent depositors.

Savings rate. On average, AMND was 2.2 percent of monthly income (median 1.3 percent).
The savings rate decreased as income increased. Perhaps the institutional effects of IDAs are
stronger than the economic effects of greater income, and perhaps these institutional effects are
somehow stronger for poorer people.

IDAs and EITC. Net deposits increased markedly in tax season. IDA participants save some
chunk of tax refunds or payments from the Earned Income Tax Credit.

Costs

Policy choices require data on both outputs and costs. Cost data in MIS IDA are measured with
error and are probably overstated for many reasons (for example, due to start-up costs, provision
of technical assistance to other IDA programs, and data collection for the evaluation of ADD).
Average program expenses (without matches) were $70.38 per participant-month, or $2.77 per
$1 of net deposits. A study of the first 14 months of the experimental-design program in ADD
also found costs in this range (Schreiner, 2000a). Costs in ADD did decrease with time.
Average program expenses per participant-month through June 30, 1999, were $117.58; in the
next 12 months, they averaged $43.06.

With a 2:1 match, total outlays in IDAs were thus roughly $6 per $1 of net deposits ($1 savings,
$2 match, and $3 program expenses). This is about $2 of total outlay per $1 of asset
accumulation.

Center for Social Development
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Executive Summary vii

Are these costs high or low? The answer depends on the as-yet-unmeasured benefits of IDAs. A
standard financial benefit-cost analysis is planned for the site of the experimental design
(Schreiner, 2000b). Even without precise knowledge of benefits, however, measurement of costs
highlights trade-offs and sets a benchmark that encourages efficiency.

Qualitative evidence from the evaluation of ADD suggests that participants believe that intensive
service is a key element of program design. A key challenge for IDA programs is then to
provide such services in such a way that benefits can exceed costs. The tension between
intensive service and cost structures that would allow broad access to IDAs may lead to two tiers
of IDA designs, one with fewer services, lower costs, and broader outreach, and another with
greater services, higher costs, and narrower targets (Sherraden, 2000).

New Savings versus Shifted Assets

IDA deposits can come from new savings or from assets converted from other forms. Even if the
poor (or the non-poor) do not explicitly shift liquid assets, they can implicitly shift illiquid assets
if IDAs lead to reduced investment and maintenance in non-IDA assets. High returns on IDAs
may also lead savers to borrow or to repay debts slower than otherwise.

Qualitative evidence from the evaluation of ADD (Moore et al., 2001 and 2000) suggests that
IDA deposits came in some unknown measure from both new savings and from shifted assets.

Program Characteristics and Savings Outcomes

The association between program (institutional) characteristics and savings outcomes matters
because policy can affect program design. The results below are derived from multivariate
regressions that control for a wide range of program and participant characteristics.

Match rates. A central feature of IDAs is the match rate. In regressions, higher match rates
have large, strong associations with reduced risk of unmatched withdrawals and with reduced
risk of exit. Match rates do not, however, have a statistically significant link with AMND.

Qualitative evidence suggests that matches attract people to IDAs; quantitative evidence here
suggests that higher match rates keep people in IDAs and encourage them to maintain their
balances. But higher match rates do not seem to lead to greater deposits. We believe that these
estimated associations result mostly from institutional factors, but economic factors, two-way
causation, and censored data also matter to some unknown extent. The data from ADD do not
allow a sharp test of the effect of match rates on savings outcomes.

Monthly savings target. The monthly savings target is the amount that, if saved each month
and not removed in unmatched withdrawals, would produce net deposits equal to the total match
cap. On average in ADD, AMND was 67 percent of the savings target.

Higher savings targets were strongly linked with large reductions in the risk of unmatched
withdrawals and the risk of exit. Higher savings targets were also strongly linked with higher
AMND.
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viii Savings and Asset Accumulation in IDAs

At least three forces may drive this. First, participants may change match caps into goals,
leading to greater savings effort when match caps are higher. Second, AMND is cut-off for
participants at the match cap. Third, programs may have assigned higher targets to groups
expected to be high savers. These last two factors may induce a spurious positive correlation
between the match cap and savings.

Financial education. Required financial education is a central feature of IDAs in ADD. The
average participant attended 10.5 hours of general financial education. Each hour up to 12 was
linked with large increases in AMND, but hours after that had little effect.

In broad terms, AMND increases with financial education (whether general or asset-specific),
but only up to a point, probably somewhere between 6 and 12 hours. The content of classes
probably also matters, but we did not measure it.

Participant Characteristics and Savings Outcomes

Participants in ADD are not a random sample of people eligible for IDAs; they are program-
selected and self-selected. Programs target certain people, and eligibles in the target group who
expect the greatest net benefits are the most likely to enroll. Results in this report pertain only to
eligibles who, if they had the choice, would enroll in IDAs.

Compared with the overall U.S. population at or below 200 percent of the poverty line, IDA
participants are more disadvantaged in that they are more likely to be female, African-American,
or never-married. IDA participants are less disadvantaged, however, in that they are more
educated, more likely to be employed, and more likely to have a bank account. These patterns
likely reflect the explicit targeting of the “working poor” by programs in ADD and the client
base of the host organizations.

Gender. About 80 percent of participants were female. Gender had no link with savings.

Race/ethnicity. About 47 percent of participants in ADD were African-American, 37 percent
were Caucasian, 9 percent Hispanic, 3 percent Native American, 2 percent Asian-American, and
3 percent “Other.” Although average AMND for all groups was at least $19.50, differences
between groups were large. For example, compared with Asian Americans, average AMND was
$10.58 less for “Other,” $11.62 less for Hispanics, $12.77 less for Caucasians, $20.82 less for
African Americans, and $22.30 less for Native Americans.

These differences are not due to race/ethnicity per se but rather to a constellation of socially
produced characteristics correlated with both race/ethnicity and savings. In a perfect model that
controlled for everything, the estimated link between race/ethnicity and savings would be zero.

IDAs aim to increase inclusion in institutions for saving and asset accumulation. We do not
know whether IDAs increase saving or whether they increase saving more for disadvantaged
groups. Although IDAs in ADD did narrow relative racial/ethnic gaps, they are not a panacea.
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Executive Summary ix

Education and employment. Given their income, participants in ADD were highly educated:
24 percent had a college degree of some sort, and 85 percent completed high school. Education
was not linked with the risk of exit. AMND was highest for people with 4-year college degrees.

Participants in ADD also had a high incidence of employment: 78 percent worked full-time or
part-time. Employment status was not significantly associated with any savings outcomes.

Receipt of public assistance. About 50 percent of participants in ADD had received some form
of public assistance at enrollment or before. Current receipt of public assistance was not
associated with any savings outcomes.

Income. Mean income/poverty in ADD was 111 percent (median 100 percent).! About 21
percent were under 50 percent of the poverty line, and 12 percent were over 200 percent of the
poverty line. The level of income was not associated with the risk of an unmatched withdrawal,
the risk of exit, or AMND, but higher income was associated with a lower savings rate. Possible
explanations include institutional factors, censored data, and measurement error, but we believe
that institutional factors matter most and that they may be strongest for the poorest.

Insurance coverage. About 51 percent of participants in ADD had health insurance, and 31
percent had life insurance. Health insurance did not have a significant association with exit,
unmatched withdrawals, or AMND. Life insurance was not associated with AMND, but it was
correlated with reduced risk of exit and of unmatched withdrawals.

Asset ownership. Participants who owned assets likely had unobserved characteristics that
predisposed them to save more in IDAs. For example, participants with a checking account were
much less likely to exit, they were much less likely to take an unmatched withdrawal, and they
had much higher average AMND. The same pattern holds for home owners and car owners.

Summary

These mid-way results from ADD will raise questions, spark debate, and inform policy. The
goal of this discussion and of future research—in ADD and elsewhere—is to build knowledge
about how programs that aim to encourage saving and asset accumulation can be more inclusive
and generate greater net benefits.

' These data omit cases for which total income is missing and, like other descriptive statistics
here, come from the most recent record in MIS IDA.
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1. IDAs, Savings, and Asset Accumulation by the Poor

The only way to leave poverty for long is to save and accumulate assets, be they human,
physical, financial, or social. That is why IDAs try to promote asset accumulation by the poor.
If saving were simple and easy, then few people would be poor. But to save means to use less
resources in the present, so, even for the non-poor, saving is difficult. Of course, the sacrifice is
greater for the poor because they have fewer resources relative to subsistence requirements.
Furthermore, the poor lack access to some public-policy mechanisms that, for the non-poor,
decrease the current cost of saving. Finally, scarce resources and restricted access may combine
to remove saving from the world view of the poor.

What is the nature of these impediments, and how might IDAs address them? This chapter
presents background, and later chapters discuss evidence on IDAs, savings, and asset
accumulation by the poor in ADD.

Assets and the Poor

Sawhill, in her 1988 classic “Poverty in the United States: Why Does It Persist?” concluded that
“we still understand very little about the basic causes of poverty” (p. 1113). This lack of
knowledge—and subsequent failure to make a dent in poverty—rests on “a fundamental problem
in the research . . . the lack of a basic structural model of the income-generating process” (p.
1112). This chapter lays out a theory in which poverty persists because of a lack of assets. It
also discusses how IDAs might be one way to start to reverse this.

The model is not new. Asset accumulation has always been a central theme of development
research in non-industrialized countries (e.g., Rutherford, 2000; Attanasio and Székely, 1999;
Lipton and Ravaillon, 1995; Besley, 1992; Deaton, 1992a; Gersovitz, 1988). Likewise, much
research on the non-poor in industrialized countries focuses on saving (Bernheim, 1999;
Browning and Lusardi, 1996; Hubbard, Skinner, and Zeldes, 1995; Deaton 1992b). Asset
accumulation for the poor in industrialized countries, however, was somehow overlooked
(Sherraden, 1991). Public assistance aimed to fulfill subsistence requirements, but it stopped
short of transfers of enough resources to allow people to break out of a poverty orbit.

In 1988, a movement started in industrial countries to include the poor in policies to promote
asset accumulation. Friedman’s The Safety Net as Ladder proposed changes to the welfare
structure to encourage development beyond subsistence. Haveman’s Starting Even declared that
“transfer payments are necessary but not sufficient” (p. 149) and called for increased investments
in human capital and for publicly funded, restricted-use accounts for youth. Sherraden’s
“Rethinking Social Policy: Towards Assets” critiqued the subsistence paradigm and proposed
IDAs as a step toward a development paradigm.

In the past decade, the movement has gained intellectual momentum (Ackerman and Alstott,
1999; Conley, 1999; Stoesz and Saunders, 1999; Gates, 1998; Oliver and Shapiro, 1995). It has
also attracted support from all points along the political spectrum. For example, Bill Clinton—
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2 Savings and Asset Accumulation in IDAs

who as governor of Arkansas wrote the foreword to The Safety Net as Ladder—supported IDAs
in his 1992 campaign and later proposed a large matched-savings program (Wayne, 1999). The
Savings for Working Families Act (H.R. 4106 and S. 2023) would budget up to $10 billion for
IDAs (Corporation for Enterprise Development, 2000). Both George W. Bush (Bush, 2000) and
Al Gore (Kessler, 2000) had billion-dollar IDA proposals in their platforms, and both proposed
some form of individual asset accounts for retirement.' The government of Canada plans to
sponsor an IDA demonstration in 10 cities, and in the United Kingdom, the New Labour
government has proposed accounts that are like IDAs (O’Reilly, 2000).

Why Assets? A Model of Why Poverty Persists

Poverty is a trap of low assets. Income is defined as inflows of resources in a period, and assets
are defined as resources moved through time. The use of assets—human, physical, financial, or
social—produces income. Greater income requires greater production and thus greater assets. If
saving is an increase in resources moved through time and if asset accumulation is a result of
saving, then greater income requires greater saving and asset accumulation.”

Assets are far more than just bank accounts. The chief asset of most people—poor or non-
poor—is human capital, defined as time, effort, and skill. Most people produce most of their
income from the sale of the production of their human capital, that is, their labor. Just as
financial capital accumulated in bank accounts results from saving, human capital accumulated
in people also results from saving. To acquire skill, people allocate time to work (experience) or
to study (education) rather than to leisure. The accumulated skill decreases the time and effort
required for later tasks. Thus, human capital is a resource (time) saved out of leisure in the past
that increases productivity (and potential leisure) in the future. Children—perhaps the biggest
savers—can spend time and effort to learn (invest in human capital) only if someone else
provides resources to meet their subsistence requirements.

Production by assets is far more than just plant and equipment in factories or human capital in
labor markets. Financial assets held as bonds, for example, produce a contracted interest rate;
stocks produce dividends and price changes (production may be negative). Cash stores
resources; one dollar now produces one dollar tomorrow. Non-financial assets also matter for
many types of production in both the market and in the household. Homes produce housing
services, equivalent to the resources that would be exchanged to acquire similar services as a
renter. Refrigerators, mops, and heirlooms are assets that, combined with human capital,
produce household services such as cooked meals, cleaned floors, and memories. Social
capital—defined as networks, norms, and trust—produces information, reduces transaction costs,
buffers shocks, and comforts psyches. In a racist and sexist society, race and gender may also be
assets. Sherraden (1991) presents a typology of assets and their returns.

' Bush proposed a regressive system of individual accounts within the Social Security system,
and Gore proposed a progressive system outside Social Security.

? Saving and asset accumulation are distinct because saving, if coupled with dissaving, need not
result in asset accumulation.
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At a point in time, people allocate resources between production (saving) and consumption. The
trade-off is that more consumption now means less saving, less production, and thus less income
to allocate between consumption and production later. The trade-off is sharpest for the poor
because, once they meet subsistence requirements, they have fewer resources available to save.
For the poor, the high cost of foregone consumption depresses saving and thus depresses future
production, income, and consumption. Assets beget assets, so the poor, because they start with
low assets, tend to stay poor.” The question of how to escape from poverty is, in essence, the
question of how to save and accumulate assets.

A Theory of Asset Effects

So far, this discussion of the role of assets in production and consumption has used an
“economic” (or rational) framework that reduces people to consumers who save only because
saving increases future consumption and who benefit from saving only when they consume its
fruits. Sherraden (1991) introduced the concept of asset effects, which he defined as economic,
social, and psychological effects of assets beyond deferred consumption.

Because economic theory already explains economic effects (changes in rational responses due
to changes in constraints and opportunities), this chapter focuses on a theory of the “non-
economic” (or psychological) effects of ownership. This is not to suggest that psychological
effects overwhelm economic effects; indeed, we believe that economic effects probably matter
more. The theory of economic effects of ownership, however, is already well-developed. In
contrast, no one has explained why or how assets might have psychological effects.

It is important to develop a theory of psychological asset effects because much of the allure of
IDAs comes from the claim that assets spark hope and change how people think and act.* For
example, the most-quoted statement from Sherraden (1991) is that “while incomes feed people’s
stomachs, assets change their heads” (p. 6).° IDAs transfer resources; thus, for prosaic economic
reasons, they probably improve the well-being of the poor. The radical claim is that asset effects
go beyond merely economic impacts.

The theory in this chapter describes how assets might affect hope and thought. If IDAs spark
hope (but not false hope), then it must be that poor people are too pessimistic. The theory
explains where this pessimism might come from, how assets might change it, and why the poor

3 For example, someone with low human capital might earn just enough for food and shelter.
The person cannot attend classes to acquire more human capital because attendance incurs
ancillary expenses. If the person could save, then, with time, these resources could cover the
costs of study. With more human capital, earnings might increase, and with it resources
available to be saved. Greater savings would then enable greater investment in further
productive capacity.

* Sherraden (1991, p. 148) says that “assets have a variety of important social, psychological, and
economic effects. Simply put, people think and behave differently when they are accumulating
assets, and the world responds to them differently as well.”

> Sherraden (1991, p. 155) says that assets “are hope in concrete form.” Also, “IDA programs are
aiming not merely to create savings but savers” (Sherraden, 2000, p. 6).
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are not to blame. Likewise, if IDAs improve world views, then it must be that the poor had
downwardly skewed world views. The theory explains—without recourse to concepts of
weakness or moral sloth—how the poor might come to have downwardly skewed world views
and how assets might help to align views more closely with the real world.®

From the point of view of advocates for IDAs in a policy arena, the presentation of this theory is
risky. Because the theory suggests that the poor lack hope and/or accurate world views, some
readers see the theory as supportive of the idea that the poor are lazy or stupid. In fact, the
theory derives depressed hope and downwardly skewed world views as a result of luck and limits
on rationality, two factors that the poor share in the same measure as the non-poor. The theory
explains both how the poor can improve and how the room for improvement resulted from forces
beyond their control.

There is also a risk that the presentation of a theory of psychological asset effects will be seen to
suggest that economic effects do not matter or that they matter less than psychological effects.
Such an interpretation would be mistaken. The theory encompasses both economic and
psychological effects and shows how they reinforce each other. Although the theory is not new,
the presentation here also shows the strength of economic effects and how they work.

Psychological Effects

Humans are forward-looking, and current well-being depends in part on expected future well-
being. People with more assets now expect to have more resources later. Thus—for purely
economic reasons—they expect to be happier. For an individual, “asset effects” are when
ownership improves expected future well-being and thus, for psychological reasons, improves
current well-being. If people have savings to savor, then they fear less and hope more.’

In the economic model, savings, if not consumed before death, serve no purpose. In the
psychological model, the thought of the opportunities enabled by savings provides benefits to the
saver, even if none of these opportunities are realized. In the economic model, assets matter only
in use; in the psychological model, ownership, regardless of use, also matters, because people
look ahead and anticipate the possible economic effects of the use of resources.®

® The same theory suggests that the non-poor may have upwardly skewed world views.

7 Asset effects are not about miserliness; they flow from the anticipated use of resources.

¥ Although asset effects seem like common sense, scientific evidence is scant. Almost all studies
find that assets are correlated with a wide range of positive outcomes. Few of these studies,
however, distinguish between the economic effects of use and the non-economic effects of
ownership. (Likewise, few studies account for possible correlations between observed assets and
unobserved factors that lead both to more assets and to greater positive outcomes independently
of asset ownership.) The typical paper attributes all of the positive correlation between positive
outcomes and assets to asset ownership, but much of the correlation could be attributed to asset
use or to unobserved factors correlated both with assets and with positive outcomes.
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Social and Political Effects

Asset effects may go beyond the psychology of individuals; owners think differently, and others
treat them differently. The social and political effects of ownership are just as real as the
individual effects, and may be more important. Of course, part of the social and political effects
of wealth are due to the use of resources; for example, the non-poor can buy friends and political
allies. Likewise, the non-poor face lower transaction costs and can make larger investments that
yield higher returns. They may also enjoy disproportionate political influence or access to public
services. Some social and political effects, however, come from ownership and from the
potential use of resources. For example, the non-poor may get better treatment because they are
more likely to be able to reciprocate. Furthermore, since the time of the Puritans, some
Americans have taken wealth as a sign of virtue (and poverty as a sign of vice), with the explicit
or implicit implication that the poor deserve worse treatment.’

Feedback Effects

In this model, the non-economic effects of asset ownership depend on the economic effects of
asset use. The converse also holds; the effects of use depend on the effects of ownership. People
make choices and expend effort based on subjective judgements of the chances (probabilities) of
possible consequences. Although luck matters, greater effort improves both chances and
consequences. Effort, however, exacts a psychological cost, and the cost of effort decreases as
expected chances or expected consequences improve.' More assets improve chances and
consequences because resources—by definition—relax constraints and open opportunities. In
turn, improved chances reduce the cost of effort. This leads to greater effort, improves chances
and consequences, and adds to a virtuous cycle.

For example, most people get most of their income from the production of their human capital in
the labor market. Human capital, in turn, depends in part on investment in formal education. All
else constant, a non-poor person is more likely than a poor person to finish high school or
college. If needed, a non-poor person can buy better books or quit a part-time job to study more.
For the poor, these expected economic effects of asset use increase the cost of the effort required
to finish school. At some point, the cost is so high that they may opt to quit, or diplomas or
degrees may vanish from their world view. The effects of asset use and of asset ownership
reinforce each other to shape investment in human capital and thus potential future income."'

? The social value of wealth as a signal can encourage conspicuous ownership. Some people
(whether poor or non-poor) may invest too much in assets—such as clothes, cars, or houses—
because, unlike a bank statement, these forms of resources are visible in public.

19 For example, students who expect to do well on a test may find studying easier than students
who expect to do poorly.

' ADD data analyzed in this report do not permit tests of the effects of use versus ownership.
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Bequests of Wealth and World Views

Some children inherit wealth when their parents die. More important for more children,
however, are bequests from living parents that facilitate investment in human capital. Born
asset-less, children acquire lots of human capital only if someone else provides for their
subsistence and thus releases time and effort for education, training, and experience. Because
shelter is the largest share of most family budgets, poor families gravitate toward low-cost
housing. Because of local-school finance, the children of poor parents tend to go to low-quality
schools and thus build less human capital. In adulthood, low human capital means low income.
This stunts the chances of their children to acquire human capital and adds to a vicious cycle.

Children also, to some extent, inherit world views. A world view is defined as a set of subjective
judgements about which elements of life are subject to choice and about the chances
(probabilities) of possible consequences. Choices, chances, and consequences have objective
reality, but people must base their subjective world views on their imagination, on their own
experience, and on the experience of people they know.

For example, people can choose whether to try to go to college. Some see this as a choice and,
with full knowledge that they have a choice, make a decision. For others, college is not a choice;
they never pictured their world with (or without) it. Among people who believe that college is a
choice, some perceive the chances—given a level of effort—of getting a degree as low and the
consequences of a degree as only mildly positive. Others are more optimistic. These beliefs
affect the psychological cost of effort. The cost of effort then affects the level of effort and thus
the objective chances and consequences.

This theory attempts to show how assets have both economic and psychological effects. The
psychological effects result from luck and limited rationality, not from weakness and sloth, and
apply equally to the poor and non-poor. The theory matters inasmuch as it may explain why and
how IDAs can spark hope or improve world views.

IDAs, Savings, and Asset Accumulation by the Poor

Three impediments stand between the poor and asset accumulation: low resources relative to
subsistence, lack of access to subsidies for assets, and inaccurate views about saving. IDAs
attempt to address all three.

Low Resources Relative to Subsistence

Most poor people have low incomes because of low human capital. Thus, the best way to
increase the amount of resources available to be saved is to improve public schools. School
reform, however, is slow, and for many people it is already too late. Furthermore, even if the
poor go to good grade schools and high schools, they may have difficulties in college which,
although heavily subsidized, still costs a lot.
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The level and swings of the macroeconomy also affect income. Furthermore, when the economy
dips, the poor suffer most; shifts in unemployment drive large changes in their income.

IDAs do not directly affect school quality or the macroeconomy. They do address, however,
some constraints that dampen income in the long term, and they do attempt to create institutions
and incentives for the poor to build enough savings to change their lives.

Matchable uses of IDAs include post-secondary education and job training. Thus, IDAs
subsidize investments in human capital that may, in the long term, increase income and the
ability to save. For these reasons, Curley and Sherraden (2000) suggest that IDAs might be most
powerful for children and youth. Matches for microenterprise might also raise incomes, and
matches forllzlome purchase might decrease shelter expenses and so increase resources available
to be saved.

Finally, match rates serve three purposes. First, they increase the return on savings. Second,
they attract people to the program and may spark them to start to save or to save more. Third,
they increase the amount of resources accumulated so that a relatively small amount of savings
can become a large asset—such as a house or a college education—that might transform a life-
course. Given an asset-accumulation goal, a high match rate substitutes for high savings and
thus indirectly substitutes for income from other sources.

IDAs do not, at least in the short-term, increase resources available to save. Once the poor do
save, however, IDAs increase the return. Matched withdrawals may also increase long-term
productive capacity and thus future income and future ability to save.

Access to Subsidies for Assets

Much asset accumulation in the United States is subsidized (Howard, 1997; Sherraden, 1991).
The largest, most widespread, and most important asset policy is public grade school and high
school. Deductions for mortgage interest subsidize home ownership, the bedrock of the middle
class and the second-most important asset of the poor. Interest deductions and below-market-
rate student loans subsidize college. Tax-advantaged retirement accounts such as IRAs or 401(k)
plans are also very common.

The poor, however, benefit less because these subsidies directly or indirectly require existing
assets.'* For example, local-school finance based on property taxes leads to better public schools
in wealthy neighborhoods. Tax-advantaged retirement accounts link subsidies to human capital
through high income and high tax brackets.

Subsidized debt is indirectly linked to existing wealth because loans can finance only part of an
investment package and because lenders often take existing wealth as a signal of

'2 Matches for computers or cars might also affect productive capacity in the market.

'3 This section is based on Schreiner et al. (2000).

'* The Homestead Act (Williams, 2000) and the G.I Bill subsidized assets with less of a tilt
toward the non-poor.
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creditworthiness. For example, prospective home buyers must accumulate two types of assets:
financial assets for a down payment, and enough human capital to earn wages to make mortgage
payments. Likewise, student debtors must have savings (or wealthy parents, or time for a part-
time job) to pay expenses beyond tuition and books. Finally, even if entrepreneurs could fund
capital goods completely with subsidized debt, at least some savings are required to finance
operating and living expenses until a firm gets off the ground.

Tax breaks for asset accumulation (such as deferments for IRAs and 401(k) plans or deductions
for interest on student loans or home mortgages) are weak incentives for the poor because they
are in low (or zero) tax brackets. Furthermore, bigger loans mean bigger subsidies, so the
poor—who save less for retirement, go to less-expensive colleges, and buy less-expensive
houses—get smaller subsidies. There are good administrative, targeting, and incentive reasons
to link subsidies for assets to current wealth (and thus to previous saving), loans, and the tax
system, but it also means that the current asset-subsidy system does less for the poor than for the
non-poor.

To increase access to asset subsidies for the poor, IDAs decouple the transfer mechanism from
existing wealth, taxes, and loans. People who pass a means test deposit post-tax dollars in
passbook savings accounts.”” Withdrawals are matched if used to buy certain assets. IDAs
resemble Roth IRAs except that the subsidy is a cash match instead of a tax break.'®

Views about Saving

Even with resources to save and access to subsidies, the poor must perceive saving as a choice
that they might make, a choice with likely positive consequences. The institutional structure of
IDAs encourages such world views.

Institutions. Institutions are policies or social patterns that shape opportunities, constraints, and
consequences. For example, the institution of income tax affects the return to time and effort in
the labor market. Likewise, the institution of the interest rate on a passbook savings account is
the price of current balances in terms of future balances. Laws against theft are also institutions
that give the consequences of crime. For IDAs, institutional aspects include eligibility
requirements, financial-education requirements, match rates, match caps, time caps, wait periods
between enrollment and matched withdrawals, interest rates and fees on passbook savings
accounts, and patterns of support from staff and peers.

Institutions affect world views—and thus actions—because they expose people to knowledge of
opportunities, choices, constraints, and consequences.'’ For example, laws against theft matter
not only because people weigh the benefits and costs of theft but also because people—due to

'> IDAs may means-test assets, but, unlike other savings subsidies, this favors the poor.

' IDA participants also receive financial education and encouragement from program staff.

'" In standard economic theory, institutions do not affect world views. Homo economicus is
rational, omniscient (knows all the possible choices and the probability of all consequences), and
has time and energy to make the best choice. In fact, Homo sapiens is seldom rational, is not
omniscient, and must work to make choices (Thaler, 2000).

Center for Social Development
Washington University in St. Louis



IDAs, Savings, and Asset Accumulation by the Poor 9

limited time, effort, knowledge, and cognition—often skip the benefit-cost calculus and assume
from the mere existence of the law that net benefits are negative.

Institutional aspects of culture. Some aspects of culture—shared patterns of beliefs and
choices—can be seen as institutions that shape views of choices and beliefs about probabilities of
possible consequences. Standard economics ignores culture; each choice starts from scratch.
But this takes too much time and effort, so people often infer choices, chances, and consequences
from what they see others do around them (Mischel, 1977).'®

Cultural institutions affect asset accumulation. For example, home ownership is part of the
American Dream. People who grow up with home owners may presume that this is the natural
order; they buy a home, perhaps because they never consider not buying one. If they do see
home ownership as a choice, then they may still feel unsuccessful if they choose to rent. People
who grow up with renters may not realize that they can choose to buy a home (or they may
underestimate the probability of positive consequences from such a choice).

Culture shapes world views because imagination is limited; people do not think much about what
they might do but have not yet seen done. Also, choices that break with social patterns require
extra mental effort to explain and to justify, both to the chooser and to others. The road less
traveled is more difficult. Institutions shape rules of thumb and matter for behavior beyond what
economic theory predicts because the process of completely rational choice is too costly.

Institutional aspects of IDAs. Institutions have both “economic” (or rational) effects on
opportunities, constraints, and consequences and “non-economic” (or psychological) effects on
world views." Although policy often focuses on economic effects, non-economic effects are
real and may sometimes matter more. The design of the institutional structure of IDAs pays
attention to both types of effects. For example, the match is an economic subsidy for asset
accumulation by the poor; tax breaks would be weaker incentives. Other structural elements of
IDAs aim to nudge world views toward saving and asset accumulation.*’

First and foremost, the mere existence of IDAs sends a message that the poor can (and perhaps
should) save (Sherraden, et al., 2000; Bernheim, 1997). The presence of IDAs creates a social
pattern; the poor do not have to work as much to see that they can gain from the choice to save.”'

'8 Cultures differ from place to place because people can inexpensively observe only those near
them and because variance in physical opportunities and constraints makes different choices
optimal in different places.

' Economic theory already describes non-psychological effects. Institutional effects is reserved
here to describe psychological effects beyond the realm of economic theory.

% Some of these insights come from social/psychological and behavioral theories of saving
(Sherraden, et al., 2000; Beverly and Sherraden, 1999; Bernheim, 1997; Caskey, 1997). Madrian
and Shea (2000) also present evidence that norms and suggestions influence saving choices.

21 Current policy already does this for the non-poor (Sherraden, 1991, p. 127): “The middle class
accumulates its wealth, not so much through superior individual investment but through
structured, institutionalized arrangements that are in many respects difficult to miss. . . . This is
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Second, IDAs are linked to financial education. Knowledge of how to save makes it easier.””
For example, a household budget makes people more aware of finance and increases the
likelihood that they will remember to consider saving (in economic models, people never forget).
Exhortations to “pay yourself first” may boost accumulation if people, rather than setting a
consumption target and then saving the residual, set a saving target and consume the residual.

Third, IDAs set targets. Technically, match caps are limits, but psychologically, they may
become goals. A key hypothesis of institutional theory for IDAs is that people try to save up to
targets. The match cap implicitly sets a norm, and higher caps may spark more saving not only
because they allow greater matches but also because people feel better if they meet the norm.

Fourth, IDAs give feedback. @ Monthly IDA statements show progress toward goals.
Furthermore, program staff and peers may provide informal encouragement. Positive
reinforcement may cause people to focus on positive consequences (Mischel, 1977), which
decreases the cost of effort and thus increases saving. In economics, feedback has no place
because people already know how well they are doing.

Fifth, IDA programs ask for monthly deposits. This may become a norm or habit that decreases
the mental cost of saving.> It also gives poor people access to a way to commit to save (Maital
and Maital, 1994; Thaler, 1994; Maital, 1986).24 People start an IDA with knowledge of the
norm and thus expect guilt if they make infrequent deposits. Although they may regret this
expectation in months when a deposit requires extra sacrifice or when they feel bad because they
have failed to make a deposit, they nonetheless agree to the arrangement because they recognize
that such constraints on short-term choices encourage asset accumulation and thus may improve
long-term well-being.

Sixth, to budget, to save, and to plan to use savings may increase thought of the future
consequences of current choices, which may increase saving. Likewise, classes in personal
financial planning may expose people to the practice of setting long-term goals. Doing
something once changes behavior because it decreases the cost of doing it again.

Seventh, financial education may offer more accurate views of the chances of the possible
consequences of saving. For example, some people may believe that they cannot save enough to
make a difference, but classes can show how small-but-consistent deposits add up. Classes may
also provide data about how college degrees affect salaries, the likelihood of success in
microenterprise, or the benefits and costs of home ownership.

not a matter of making superior choices. Instead, a priori choices are made by social policy, and
individuals walk into the pattern.”

22 In standard economic theory, financial education is superfluous because people already know
everything.

It may also increase saving because it provides participants with a socially accepted excuse to
deny requests for gifts of surplus cash by members of their social networks.

** The poor often lack access to other common ways to commit to save, for example direct
deposit, home mortgages, and automatic deduction from paychecks.
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Eighth, limits on the use of matched withdrawals may highlight choices that people might not
consider on their own. For example, matches for home purchase may serve to point out that
home ownership is both worthwhile and possible for the poor. Likewise, matches for
microenterprise suggest that the poor can own and run small firms.

Ninth, rules that limit matches to illiquid assets® (a home, an education, a small business) may
curb temptations to decumulate assets. In principle, a person could make deposits into an IDA,
take a matched withdrawal, sell the asset, and pocket or squander the proceeds. In practice, the
rules send a message that match-eligible assets are worth keeping. Furthermore, matched
withdrawals convert liquid resources to an illiquid form difficult to convert to consumption.

Tenth, informal limits on unmatched withdrawals may curb temptations to dissave.’® Program
staff use exhortations, phone calls after an unmatched withdrawal, and discussions of how, if the
match rate is 2:1, a dollar withdrawal costs two dollars in lost matches. Highlighting these costs
increases awareness of costs by participants and so decreases unmatched withdrawals.

Eleventh, IDA programs ask for “new” saving. Deposits in IDAs may come either from new
savings (increased income and/or decreased consumption) or from shifted resources (assets
already accumulated in another form such as balances in a checking account). For example, IDA
classes may teach ways to eat well for less, or staff may guide participants to sources of ads for
jobs. IDAs also require a wait period between enrollment and matched withdrawals; this allows
time for institutional effects to sink in, and it deters quick matched withdrawals based on shifts
of already-saved (or borrowed) assets. It is difficult to guarantee that IDA deposits come from
new savings; because IDA staff ask participants to save by earning more or consuming less,
however, new savings are more likely than if no one asked in the first place.

In sum, institutional theory suggests that IDAs send a message that the poor can save, increase
financial knowledge, set targets, provide feedback, create norms, boost future orientation,
highlight the choices, chances, and consequences of saving, and discourage dissaving. In
economic theory, institutions have no non-rational effects because people already have all that
they need to make the best choices. In the real world, people are subject to suggestion, and
norms affect mental costs. The suggestions and norms embedded in the institutional structure of
IDAs tend to encourage saving and asset accumulation.

2 With time, effort, and transaction costs (akin to friction), resources can be converted to other
forms of resources or to consumption. Liquid resources are easily converted; illiquid resources
have high conversion costs. Cash is the most-liquid form because it may be converted into
almost any other form (for example, a house). Human capital is probably the most illiquid; it can
be converted to other forms only through time and effort and cannot be completely converted all
at once. Through cash wages, human capital can become a house. In fact, resources might be
defined by their convertibility into desired forms. Wastes lack such convertibility.

% Because the poor are subject to frequent shocks to income and expenses, unmatched
withdrawals are often extremely valuable to participants, so formal restrictions are ill-advised.
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How Do IDAs Differ from Other Means-tested Transfer Programs?

Sherraden (1991) says that IDAs transfer assets but that means-tested transfer programs (such as
Temporary Assistance for Needy Families, TANF) transfer income. The income/asset
distinction, however, hinges on the time frame of measurement, not on the resource transfer
itself. Any resource may be consumed, and any resource may be saved. IDA matches are
income when disbursed (inflows of resources in a time frame), and welfare checks, if saved, are
assets (resources moved through time). How then do IDAs differ from other transfer programs?

TANF transfers liquid cash; IDAs transfer illiquid home equity (for home purchase or repair),
illiquid human capital (for post-secondary education or job training), illiquid business assets (for
microenterprise), or illiquid account balances (for retirement). Illiquid resources can still be
consumed, but the conversion costs are greater than for cash. Thus, people are more likely to
save resources from IDAs than from TANF.”” Standard means-tested transfer programs
encourage resource use; IDAs encourage future resource use and current resource ownership.

Furthermore, means-tested transfer programs are designed to just barely support subsistence, and
their institutional structure sends the message that resource transfers are to be consumed. In
particular, means-tests for assets discourages saving resources from welfare checks.”® Although
this is at least partly a rational response to asset-tests, it may also be partly psychological. For
example, some people may infer from the mere presence of an asset-test (or from the story of
someone who saved and lost benefits) that saving is punished. They may then form a rule-of-
thumb not to save, even though they might find, if they worked out the details, that saving would
improve their well-being in the long term.

In contrast, IDA transfers are packaged in an institutional structure that suggests that long-term
well-being depends on asset accumulation. As discussed above, financial education shifts world
views that may underestimate the possibility and consequences of saving. Furthermore, once
resources are deposited, people may simply forget that the resources may be consumed, or
people may assign the resources to a “mental account” that is destined for long-term purposes
(Moore et al., 2000; Thaler, 1990; Shefrin and Thaler, 1988). Most of all, the existence of IDAs
suggests that the poor can and should save.

Why Not Assets?

Development and well-being in the long term depend on assets. All else constant, more
resources are better than less, and few people would oppose asset accumulation. For public

27 Although resources from IDA matches are likely to be saved, IDAs might not increase total
asset accumulation because people might decumulate other forms of assets or increase debt in
response to IDA incentives (Chapter 14). IDAs might even decrease total asset accumulation.

2 Powers (1998) finds that asset-tests reduce saving both by people on welfare and by people
close to being on welfare. Hubbard, Skinner, and Zeldes (1995) find that asset-tests may explain
why many U.S. households hold no financial assets. Asset limits were relaxed in the 1990s, but
it seems that few poor people realize this (Hogarth and Lee, 2000).
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policy, however, not all else is constant, and the key question is not whether some assets are
better than no assets. The question is how, if assets beget assets, policy might create institutions
that the poor might use to start to build assets, and how to pay for these institutions.

Saving requires current sacrifice through less consumption and/or more work. Some people are
so poor that, once they meet subsistence requirements, they have few resources available to save.
This is why IDAs are voluntary and allow people to skip deposits in some months and to make
unmatched withdrawals.

Although not always acknowledged, saving is risky. Future returns are unknown. For some
people, death comes too soon, and for others, the future will not be what they expected.
Although the United States is uncommonly safe, financial savings may be threatened by
inflation, bank failures, or market declines. Human capital loses value in recessions, and most
microenterprises close quickly. Homes are leveraged, undiversified investments that may
depreciate.”” Saving has a dark side; all owners enjoy ownership effects, but some will also
suffer losses.

The debate on asset subsidies for the non-poor centers on whether they attract new savings.
Likewise, IDAs are best if savings come from increased income or decreased consumption rather
than from shifts of already-accumulated assets. The poor, of course, have less assets to shift, and
IDAs send a strong institutional message that savings should be new. The jury, however, is still
out, and even if a large share of IDA deposits are shifted, IDAs may still be worthwhile.

Some advocates for the poor worry that the development paradigm will squeeze out the
subsistence paradigm; the fear is that people will save themselves to the point of harm. IDAs
increase the return to saving and trust people to judge whether the reward is worth the sacrifice.
IDAs are voluntary, and most participants probably will not save too much. Furthermore, IDAs
aim not to replace subsidies for consumption but to complement them.

Subsidies for assets may have social benefits, but they definitely have social costs. A subsidy for
one person is a tax for someone else. Beyond the cost of the match, program delivery incurs
costs. In the absence of non-economic effects, subsidies distort markets. Of course, everything
has costs; the question is whether costs exceed benefits.*

Like all anti-poverty policies, IDAs redistribute from the non-poor to the poor. Their explicit
transfers expose them to attack; asset subsidies hidden in tax breaks (such as the more than $300
billion that go to the non-poor each year) encounter less flak. Also, some people view taxes as
government theft and tax breaks not as subsidies but as reduced theft. In this view, subsidies for
people who pay little taxes do not make sense. Absent efficiency concerns, however, greater
equality improves social well-being (Atkinson, 1992).

 Depreciation is more likely as the baby boom ages (Bernheim, 1995) and for people who buy
old, low-cost homes or homes in low-income neighborhoods.

% The experimental-design component of ADD will measure these (Schreiner, 2000b;
Sherraden, et al., 1995).
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Means-tested subsidies for assets expand welfare and, like all means-tested transfers, decrease
work incentives for people who anticipate that they may receive means-tested transfers (Moffitt,
1986). Furthermore, like all phased-out transfers, reductions in match rates decrease work
incentives for people after they start to receive means-tested transfers. While people have IDAs,
however, work incentives may increase if people maintain consumption levels but increase
saving.

Although IDAs have been free of scandals, fraud and abuse do happen, as in all programs.
Several aspects of institutional design—such as annual match caps, financial education, direct
disbursement of match funds to vendors, and wait periods on matched withdrawals—serve to
deter abuse.

IDAs are not a panacea. They cannot replace cash transfers for subsistence; they are not
costless; they do not attract only new savings; and they are not immune to abuse. They will not
make the poor rich quickly. IDAs are one way to nudge some impoverished people toward a
path that may, with time and effort, improve their long-term well-being. ADD and this report are
among the first attempts to check how well IDAs do this.

The plan of the rest of the report is as follows. After an introduction to IDAs and ADD, we
describe the characteristics of participants and programs. We then document outcomes in terms
of enrollments, deposits, and withdrawals, as well as some measures of program costs.
Multivariate regressions then look at the links between characteristics of programs and
participants and two savings outcomes (the risk that a participant will leave an IDA program and
the level of average monthly net deposits). Four chapters then look in-depth at the links between
these savings outcomes and financial education, income, race/ethnicity, and match rates. We
discuss whether IDA deposits come from new savings or shifted assets. Finally, we summarize
the conclusions of the report and what they mean for policy, programs, and research.
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2. Individual Development Accounts
and the American Dream Demonstration

Individual Development Accounts

Individual Development Accounts (IDAs) are subsidized savings accounts. Unlike other
subsidized savings accounts such as Individual Retirement Accounts (IRAs) or 401(k) plans,
IDAs are targeted to the poor, provide subsidies through matches rather than through tax breaks,
and require participants to attend financial education. Participants accrue matches as they save
for purposes that build assets that increase long-term well-being and financial self-sufficiency.
Examples of matched uses of withdrawals include home purchase, post-secondary education, and
microenterprise. Accounts can be opened at birth and can remain open for a lifetime. Funds
may come from public or private sources, and funding partnerships are common. IDAs are a
conceptually simple community-development and public-policy tool that may be adapted to a
wide range of applications and circumstances.

American Dream Demonstration

The first large-scale test of IDAs was started by the Corporation for Enterprise Development
(CFED) in September 1997. The Downpayments on the American Dream Policy
Demonstration—the “American Dream Demonstration” (ADD)—involves 13  host
organizations' selected through a competitive process to design, implement, and run IDA
programs. Table 2.1 contains a brief description of each host organization and of the groups
targeted by their IDA programs. Appendix C has additional data on each host.

Enrollment in ADD began in July 1997 and was planned to end by December 31, 1999, although
some participants enrolled after the deadline. As of June 30, 2000, ADD had 2,378 participants.
For most participants, matches are possible only for deposits through December 31, 2001,
although some participants have earlier or later time caps. Work on the evaluation of the 1997-
2001 results will continue at least through 2003, and data from the experimental-design
component will be collected through 2003 and analyzed after that.

ADD began with funds from 11 private foundations channeled through CFED. Since then, some
host organizations have been awarded contracts through the Assets for Independence Act (AFIA)
from the U.S. Department of Health and Human Services. As a result, funds for some
participants in ADD come from both ADD and AFIA. Because AFIA funds came with design
requirements that differed from those that were already in place for ADD,” records for IDA

! One host organization, CAPTC, has two IDA programs, so this report refers to 14 “IDA
programs” and 13 “host organizations.” A given program may have more than one “site,” where
different sites represent different funders or different IDA designs.

? IDA structure in the original sites was less restrictive than in the new sites. For example, the
original sites allowed account ownership to be sole or joint, and they matched withdrawals for a
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participants within each program are grouped into sites, with one site for accounts as designed
originally and another site for accounts with the new designs required by AFIA. This report
looks at data both from the original sites and from the new sites.’

wide range of uses. The new sites require that the program sign off on all withdrawals (matched
or unmatched) and match only withdrawals for home purchase, post-secondary education, or
microenterprise. Furthermore, the new sites require participants to be at or below 150 percent of
the poverty line, not 200 percent as in the original sites. The new sites also require a six-month
wait period between enrollment and matched withdrawals; some original sites had different wait
periods. Finally, most of the new sites have a lifetime match-cap structure, but many of the
original sites have an annual match-cap structure.

3 In addition, some host organizations run IDA sites that are not part of ADD. This report does
not analyze data from non-ADD sites.
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Host Organization

ADVOCAP

Alternatives Federal Credit
Union

Bay Area IDA Collaborative
(EBALDC)

CAAB Corporation

Central Texas Mutual Housing
Association

Central Vermont Community
Action Council

Community Action Project of
Tulsa County

Heart of America Family
Services

Human Solutions
MACED

Near Eastside IDA Program
Shorebank Corporation

Women’s Self-Employment
Project

Table 2.1 The 13 Host Organizations in ADD

Location

Fond du Lac, WI
Ithaca, NY
Oakland, CA

Washington, DC

Austin, TX
Barre, VT

Tulsa, OK

Kansas City, MO

Portland, OR
Berea, KY

Indianapolis, IN
Chicago, IL

Chicago, IL

Type of
Community

Small town
and rural area
Small city and
rural area
Urban

Urban

Urban
Small towns

and rural areas
Urban

Urban

Urban

Small towns
and rural areas
Urban

Urban

Urban

Type of Organization

Community action agency
Community development credit union

Collaborative of 13 community-based
organizations

Collaborative of 8§ community-based
organizations

Not-for-profit housing organization

Community action agency and
community development corporation
Community-based anti-poverty
organization

Community-based family-services agency

Not-for-profit housing organization
Association of community development
organizations

Social-service organization / Community
development credit union

Community development bank with not-
for-profit affiliate
Microenterprise-development
organization

IDAS and ADD 17

Targeted Participants for IDAs

Former AFDC/TANF recipients;
working-poor people
Single parents; youth

Low-income Asian Americans;
African Americans; Hispanics
TANTF recipients; youth; African
Americans; Hispanics; Asian
Americans

Rental property residents; youth

TANF recipients; youth

Program 1: Working families with
children at or below 200% of
poverty.

Program 2: at or below 150% of
poverty.

Hispanics; African Americans

Rental property residents

African Americans; rental property
residents; working poor people
Neighborhood residents; youth

Rental property residents; Shorebank
customers

Low-income, self-employed women;
public housing residents
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3. Program and Administrative Characteristics

This chapter describes program and administrative characteristics in IDA programs in ADD.

Program Characteristics
Organizational Characteristics

Age of organization. The host organization houses the IDA program. All host organizations in
ADD existed before ADD, and they all run programs in addition to IDAs. The mean age of hosts
(as of the year 2000) was 20.93 years, with a low of 3 and a high of 35 (Table 3.1).

Age of program. The months between the opening of the first IDA account in a program and
June 2000. The mean age of programs was 27.5 months, with a low of 17 and a high of 35.

Organizational size. Full-time-equivalent months by salaried employees in the host organization
(not just in the IDA program) per month since the IDA program started. The mean size of the
host was 67.01 (median 24.40), with a low of 0.02 and a high of 314.1.

General financial education required. All programs in ADD require general financial
education. The mean requirement was 12.58 hours, with a low of 6 and a high of 45. Programs
also offer asset-specific financial education. Chapter 10 discusses financial education further.

Account Structure

Time cap. The number of months after opening an account in which a participant may make
matchable deposits. Although deposits after the time cap are not matchable, participants can still
make matched withdrawals after the time cap. In ADD, the mean time cap was 32.36 months,
with a low of 17 and a high of 50 (Table 3.1).

Total match cap. The limit on the amount of matchable deposits possible before the time cap.
Participants can make deposits beyond the match cap, but these excess deposits are not
matchable. The mean total match cap in ADD was $1,465.57, with a low of $240 and a high of
$7,500. ADD has two types of match-cap structures, annual and lifetime.

In an annual match-cap structure, participants face a match cap in each participation-year. The
total match cap is the sum of the annual match caps. For example, suppose an account has a 2-
year time cap and a $500 annual match cap. In the first twelve months, up to $500 are
matchable, and in the second twelve months, another $500 are matchable. Unused match
eligibility is lost as each year passes. For example, if someone with a 2-year time cap and a $500
annual match cap deposits $200 in the first year and $900 in the second year, $200 is matchable
in the first year, and $500 is matchable in the second year. The $300 of unused match eligibility
in the first year is lost. Balances in excess of an annual match cap, however, are matchable in
following years. For example, if someone with a 2-year time cap and a $500 annual match cap
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Table 3.1 Program Characteristics

Mean Median Minimum Maximum

Organizational Characteristics

Age of Organization (years) 20.93 21.50 3.00 35.00

Age of Program (months) 27.50 28.00 17.00 35.00

Organizational Size (FTEs per month) 67.01 24.40 0.02 314.10

General Financial Education Required (hours) 12.58 10.00 6.00 45.00
Account Structure

Time Cap (months) 32.36 35.00 17.00 50.00

Total Match Cap ($) 1,465.57 1,500.00 240.00 7,500.00

Monthly Savings Target ($) 42.97 41.67 8.64 208.33

Average Match Rate ($) 2.11 2.00 1.00 7.00

Wait Period (weeks) 18.13 24.00 0.00 52.00

Program Inputs per Participant-month (Averaged across Participants)

Salaried Staff Hours 2.84 1.94 0.00 22.63
Volunteer Staff Hours 0.49 0.07 0.00 7.89
Partner Staff Hours 1.06 0.65 0.00 12.41

Total Staff Hours 4.39 4.01 0.00 29.56
Salary Expenses for IDA program ($) 46.31 36.91 0.00 307.93
Non-salary Expenses for IDA program ($) 24.07 14.54 0.00 197.37

Total IDA Expenses for IDA program ($) 70.38 66.56 0.00 631.25
Number of Marketing Activities 3.00 2.58 0.00 7.00

Participant Data

Number of Participants 81.72 76.30 32.30 217.80

deposited $900 in the first year and $200 in the second year, then the $400 that was not
matchable in the first year becomes matchable in the first month of the second year. Only $100
of the $200 deposited in the second year is then matchable.! In ADD, 56 percent of participants
had an annual match-cap structure.

In a lifetime match-cap structure, all deposits before the time cap are matchable, up to the
lifetime match cap. The total match cap equals the lifetime match cap. For example, if someone
with a 2-year time cap and a $1,000 lifetime match cap deposits $200 in the first year and $900

" Time caps do not allow many participants with annual match-cap structures in ADD to
complete a full twelve months in their final participation-year. For example, if the time cap is
December 31, 2001, then people who enroll in June of 1999 will end their first participation-year
on June 30, 2000 and their second participation-year on June 30, 2001. They will only complete
six months of their third participation-year before the time cap. Some programs in ADD set the
match cap for these last months equal to the annual match cap; other programs pro-rate.
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in the second year, then $1,000 are matchable.” In ADD, 44 percent of participants had a
lifetime match-cap structure.’

Monthly savings target. The total match cap divided by the time cap. The monthly savings
target is the amount which, if saved each month and not removed in unmatched withdrawals, will
produce net deposits equal to the total match cap in the last month before the time cap.* In ADD,
the mean monthly savings target is $42.97, with a low of $8.64 and a high of $208.33.

Match rate. The number of dollars disbursed by the IDA program to a vendor for each dollar
withdrawn in a matched withdrawal. The match rate may vary among participants in a given
program, so the average match rate in Table 3.1 is taken not across programs but across
participants. The mean (and median) is about 2:1, with a low of 1:1 and a high of 7:1.

Wait period. Weeks after enrollment before a matched withdrawal is allowed. In ADD, the
mean across programs is 18.13 weeks, with a low of zero and a high of 52. The median is 24
weeks (six months).

Appendix C discusses details of the account structure at each ADD program. Chapters 8 and 9
discuss the association between elements of the account structure and saving behavior in ADD.

Program Inputs
Salaried-staff hours. Average hours worked by salaried employees of an IDA program in a

month, per participant-month at the participant level.” Mean hours of salaried staff per
participant-month was 2.84, with a low of zero and a high of 22.63 (Table 3.1).%’

2 Some programs in ADD have rules meant to restrict large deposits just before the time cap.

3 ADD has both annual and lifetime match-cap structures. Like current subsidized savings
accounts such as IRAs and 401(k) plans, a broad IDA policy would probably have only an
annual match-cap structure (and no time cap). An annual structure spreads out fiscal costs and
may also discourage abuse; in a lifetime structure, someone could borrow or otherwise shift large
amounts of assets into an IDA and quickly take advantage of an entire lifetime of match-
eligibility with little new savings.

* ADD programs want participants to save the monthly savings target, and some explicitly ask
them to do so.

> For example, suppose that in month 1 of a program, the number of staff hours is 10 and the
number of participants is 2. In this first month, staff hours per participant is 5. Suppose further
that in month 2, the number of staff hours remains at 10 but the number of participants increases
to 4. In this second month, staff hours per participant is 2.5. If a given participant enrolled in the
first month and dropped out in the second month, then average staff hours per participant-month
for the participant would be the average of 5 and 2.5, or 3.75.

® This does not mean that the average participant in an average month worked directly with
salaried IDA staff for 2.84 hours.

7 For inputs, minima of zero occur because at least one program ran for at least one month
without a type of input. For example, a program ran for a month without salaried employees,
only volunteers. Maxima are high because, at the start of ADD, some programs had few
participants but yet still had employees and expenses, and some programs provided financial
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Volunteer-staff hours. Average hours worked by volunteers in an IDA program in a month, per
participant-month at the participant level. The mean was 0.49, with a low of zero and a high of
7.89.

Partner-staff hours. Average hours worked by staff in a partner organization on matters related
to IDAs in a month, per participant-month at the participant level. Mean hours were 1.06, with a
low of zero and a high of 12.41.

Total staff hours. Average hours worked by salaried staff, volunteers, and staff of partner
organizations in a month, per participant-month at the participant level. Mean total hours were
4.39, with a low of zero and a high of 29.56.

Salary expenses for IDA program. Salary expenses (with benefits) for an IDA program in a
month, divided by the number of participants, and averaged across participant-months. Mean
salary expenses were $46.31 per participant-month, with a low of zero and a high of $307.93.

Non-salary expenses for IDA program. Non-salary, non-match expenses for an IDA program
in a month, divided by the number of participants, and averaged across participant-months. The
mean was $24.07 per participant-month, with a low of zero and a high of $197.37.

Total expenses. The sum of salary and non-salary expenses in a month, divided by the number
of participants, and averaged across participant-months. The mean was $70.38, with a low of
zero and a high of $631.25.

Number of marketing activities. The number of types of marketing activities in a month by a
program, divided by the number of months. The mean was 3, with a low of zero and a high of 7.
The data record whether a type of activity took place, but they do not record its frequency.

Chapter 6 discusses inputs and costs in ADD, and Chapters 8 and 9 discuss the links between
program inputs and saving behavior.

Participants
Number of participants. The sum of the number of participants at the end of each month for a

given program, divided by the number of months. The mean number of participants per month is
81.72, with a low of 32.3 and a high of 217.8 (Table 3.1).

education to people prior to enrollment. If one of the handful of participants exited after a month
or two, then the per-participant level of inputs per month for that participant would be very high.
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Administrative Characteristics
Tables 3.2 through 3.7 present summaries of some administrative characteristics of the 14 ADD
programs as of June 30, 2000. Thirteen host organizations submit data to CSD. One host
organization sponsors two IDA programs; thus, the number of IDA programs in ADD is 14.
All 14 IDA programs in ADD were run by private, not-for-profit organizations. The most

common type is a community development organization (6 programs, Table 3.2).

Table 3.2 Organizational Type

Organization Type Number of Programs
Community Development Organization 6
Social-service Agency 2
Bank or Credit Union 2
Housing-development Organization 2
Collaborative 2

Table 3.3 shows that all programs in ADD matched home purchase, microenterprise, and post-
secondary education. Job training, home repair, and retirement were also matchable uses.

Table 3.3 Matchable Uses

Use Number of Programs
Home Purchase 14
Microenterprise 14
Post-secondary Education 14
Job Training or Technical Education 11
Home Repair or Remodeling 8
Retirement 4

In MIS IDA, programs list a single type of depository institution that holds IDA accounts,
although some accounts in some programs are in more than one type of depository institution.
The most common place listed was a bank or savings-and-loan institution (9 programs, Table
3.4). Five IDA programs listed a credit union (two IDA programs were run by credit unions).

Table 3.4 Type of Depository Institution

Type Number of Programs
Bank or Savings-and-loan Institution 9
Credit Union 5
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Table 3.5 Account Structure

Account Ownership Number of Programs
Only Individual 11
Only Host Organization 0
Both 3
Match Funds
Kept in Separate Account 14
Mingled with Account of Participant 0
Periodicity of account statements
Monthly 14
Quarterly® 0
Return on Account Balances
Pays Interest 14
Does Not Pay Interest 0
Wait Period Required
Yes 9
No 5
Penalties for Unmatched Withdrawals
Yes 9
No 5
Match-cap Structure
Annual 6
Lifetime 5
Both 3

At 11 programs, IDA accounts were held in the name of the participant; at three programs,
accounts were held in the names of both the participant and of the host organization (Table 3.5).

All match funds were kept in a separate account in the name of the host. Participants did not
receive match funds; checks for matches are made out to vendors.

Depository institutions sent monthly account statements to programs. The programs then entered
or imported data on cash flows from the statements into MIS IDA. In turn, MIS IDA produced a
monthly statement that was mailed to participants and that showed the matchable balance, the
match that corresponds, and the matchable balance plus the match (and any excess balance).

IDA accounts in all 14 programs earned interest, sometimes above the standard passbook rate.
Six programs required a wait period between enrollment and matched withdrawals.

Nine programs stipulated penalties for unmatched withdrawals, but they did not enforce them
consistently. All programs enforce an implicit penalty on unmatched withdrawals by not

matching them. The loss of potential match dollars is a way to deter unmatched withdrawals and
yet still allow participants to use their own funds as they judge best.

¥ Some participants at WSEP receive quarterly statements.
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The match-cap structure sometimes varied among sites in a given program. Six programs have
only annual match-cap structures, five programs have only lifetime match-cap structures, and
three programs have both structures.

Through CFED, all ADD programs receive funds from 11 private foundations. Programs also
received funds from public, for-profit, or individual sources (Table 3.6). The only change since
June 30, 1999, is that four more programs received funds from public sources. IDAs are unique
among policy proposals in that they invite both public and private funds.

Table 3.6 Types of Funding Partners

Types of Funding Partners Number of Programs
Not-for-profit 14
Public 12
For-profit 9
Individual 2

All programs use face-to-face presentations to market IDAs to potential participants (Table 3.7).
Most programs also use print-based marketing (newsletters, newspaper ads, and brochures).
Since June 30, 1999, more programs have used lobbying and special committees to market the
concept of IDAs to potential funders and partners.

Table 3.7 Types of Marketing Activities

Types of Marketing Number of Programs
Face-to-face Presentation 14
Newsletter 12
Newspaper Ad 12
Brochure 13
Lobbying 11
Special Committee 11
Media 6
Telephone 3
Flyers 3
Other 4
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4. Participant Characteristics

This chapter describes characteristics of the 2,378 participants in ADD as of June 30, 2000. It
complements the description of the actual and intended use of matched withdrawals in Chapter 5,
of the hours of financial education attended in Chapter 10, of income in Chapter 11, and of assets
and liabilities in Chapter 14.

A participant is defined as an enrollee with at least one account statement in MIS IDA. This
excludes enrollees who never opened an account and enrollees who opened an account but who
did not have an account statement in MIS IDA by June 30, 2000. It includes enrollees who have
account statements but who have exited without a matched withdrawal.

Participant characteristics are measured at enrollment.' In addition, some ADD programs update
data that might change with time. This chapter uses the most recent data in MIS IDA because it
has received the most thorough cleaning.

The characteristics of participants in ADD are defined and summarized below and in Table 4.1.
Overall, participants mostly come from the “working poor” because most programs in ADD

target this group. Among the “working poor”, participants are disadvantaged in that they are
disproportionately female, African-American, and never-married.

Participant Characteristics
Demographics
Gender. Female (80 percent) or male (20 percent).

Age. The average age at enrollment was 36, with a low of 13 and a high of 72. About 87
percent of participants were between 20 and 49 years of age.

Race/ethnicity. Whether the participant identified himself or herself as African-American (47
percent), Asian-American or Pacific-Islander (2 percent), Caucasian (37 percent), Latino or
Hispanic (9 percent), Native American (3 percent), or “Other” (3 percent).

Residence. Whether the participant lived in an area with a population of 2,500 or more (87
percent) or with a population of less than 2,500 (13 percent).

! In this report, these and other descriptions of the characteristics of participants use the most
recent data in MIS IDA. The regression analysis in Chapters 5, 8, and 9 use the participant
characteristics that were recorded at enrollment.
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Household Composition

Marital status. Never-married (49 percent), married (21 percent), divorced or separated (26
percent), or widowed (2 percent).”

Household type. Whether the household had one adult with children (44 percent, and 95
percent of these are single mothers with children), one adult without children (14 percent), two
or more adults with children (31 percent), or two or more adults without children (9 percent).’

Children. Number of people 17 years of age or younger in the household. The average number
of children was 1.7, and most households (76 percent) have at least one child.*

Adults. Number of people 18 years of age or older in the household. The average number of
adults was 1.5, and 58 percent of households have only one adult.

Multiple participants in household. Whether a participant was in a household that had at least
one other IDA participant (6 percent).’

Education and Employment

Education. Whether the highest grade completed corresponded to less than a high-school
diploma (15 percent), a high-school diploma or GED (24 percent), some college but no degree
(37 percent), a 2-year college degree (6 percent), a college degree with 2-year or 4-year
unspecified (8 percent), or a 4-year college degree or more (10 percent). Most participants (61
percent) attended some college.

Employment status. Whether employed full-time (58 percent), employed part-time (20
percent), unemployed (7 percent), not working (5 percent), a student but not working (5 percent),
or a student and working (5 percent). Not working includes homemakers, the retired, and the
disabled. Unemployed includes people who were laid-off and awaiting a call-back or who were
seeking employment. Almost 90 percent of participants worked or were students.

Self-employed. Whether the participant had a business or self-employment income (19 percent).

* Marital status is missing for 2 percent of participants who say that they are married but who
report only one adult in the household.

> Household type is missing for the less than 1 percent of participants who report the receipt of
child support but who do not report any children in the household.

* The number of children is missing for the less than 1 percent of participants who report the
receipt of child support but who do not report any children in the household.

> The number of adults is missing for the 2 percent of participants who say that they are married
but report one adult in the household.

6 MIS IDA does not explicitly record cases of multiple participants in a household; we identified
likely candidates by hand via a combination of last names, addresses, and phone numbers. IDAs
are held by individuals, so 