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ASSET-BASED ALTERNATIVES IN SOCIAL POLICY

Michael Sherraden
Deborah Page-Adams

Washington University, St. Louis

The modern American welfare state, initiated under Franklin Roosevelt
during the 1930s and augmented under Lyndon Johnson during the 1960s,
has been a sweeping, remarkable social innovation. The welfare state has
achieved countless victories of caring over indifference, many of which we
today take for granted. Although not perfect, social welfare policy has
creatively, sometimes courageously, met the needs of the aged, the ill, the
disabled and the economically vulnerable. For 40 or 50 years, the American
welfare state was largely a success.

But time does not stand still. Today the welfare state-with its entitlements,
public guarantees, insurances, transfers and tax expenditures-is like an aging,
oversized, overloaded and well-traveled sedan. The suspension is sagging; the
tires are bald, and a worrisome haze of blue smoke is billowing out behind. The
welfare state is still rolling down the road, but it is in need of major repairs.
Without an engine overhaul, we are not sure that it will carry us much further.

There is a growing perception that the welfare state, as it is currently
structured, is not by itself sufficient for moving people out of poverty. Also,
we must squarely face the reality that the welfare state, that began with a
vision of security for those at the bottom, has become a huge consumption
subsidy for those who are not at the bottom. The overwhelming majority of
payments to individuals do not go to the poor. While exact figures are not
available, we know that only about 15 percent of federal expenditures to
individuals actually go to Americans in poverty. Counting tax expenditures,
wealthy households receive far more in public transfers than do poor
households. Although it has been politically unpopular to say so, we must
face the reality that the welfare state is not helping the poor enough, and is
helping some of the non-poor far too much.

Income and Consumption: The Welfare State of the 20th Century

The modern welfare state is a conglomeration of programs created over
many years, responding to a variety of political appeals, sometimes with
conflicting goals, and operating through a number of different policy
channels (Lampman, 1971; Janowitz, 1976; Gilbert and Gilbert, 1989).
Despite this complexity, the welfare state does have one overriding and
distinguishing feature: It is characterized by the provision of income for
consumption purposes. This is its chief activity and main effect.
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We are beginning to realize that massive consumption is a short-term
economic strategy that the macroeconomy cannot endure indefinitely. This
is not to suggest abandoning traditional programs-indeed, they are essen-
tial-but, simply to raise a question about whether the welfare state, as we
know it, is the only answer to the domestic problems that beset this country.

The same logic that applies to the nation as a whole applies to poor
households. Poor households, like poor nations, do not leave their poverty
by consuming more. The way out of poverty is through savings and
investment.

This is not to say that the current consumption in poor households is
sufficient. Many Americans do not have enough to eat; many are without
basic shelter; many do not have medical insurance of any kind. These are
shocking, shameful facts. Public policies that have allowed these inadequa-
cies are not merely unjust and inhumane, but unwise as well. How is the
nation to prosper in the future when nearly one-fourth of today's children
are born into poverty-and the hunger, suffering, crime and ignorance that
so often accompanies it?

In the last decade of the 20th century, the traditional welfare state, at least
that portion oriented toward the poor, is in serious political trouble. There
is a widespread perception that the policies are not working. Programs that
were created in the name of community have led to isolation and alienation.
There is little support, either in Washington or across the country, for
increasing-or even maintaining-expenditures in current programs. Many
states are now in the process of reducing expenditures and restricting
welfare recipiency, and the federal government is very likely to give them
more latitude to do so.

Savings and Investment: Domestic Policy for the 21st Century

One direction for consideration, in addition to the flow of income, is the stock
of accumulated assets. In business economics, we take for granted that asset
accumulation is important-in looking at a company, we would not overlook
its balance sheet. Other economic entities, including households, are very
similar. Looking at the flows but not the stocks gives us an unbalanced view of
economic conditions. But this essential economic reality is very often ignored
in public policy, particularly in the consideration of household welfare, and
more particularly regarding poor households.

To the extent that current social policy does support asset accumulation,
it is primarily in the form of tax benefits for home ownership, retirement
pension accounts, and gains on invested capital. Altogether, federal tax

66



expenditures to individuals are estimated at $392.0 billion in 1995, rising
to $504.6 billion in 1999 (Table 1), most of which is aimed at asset building.
These tax expenditures go almost exclusively to the non-poor. In contrast,
means-tested transfers to the poor, which total well under $200 billion per
year (Table 2), typically have asset tests that effectively discourage asset
accumulation. Thus, we have asset-building policy for the non-poor, but not
for the poor.

A small group of scholars have attended to assets and wealth distribution,
and this work is aided by occasional data sources, such as the Survey of
Consumer Finances and the Survey of Income and Program Participation.
Some recent and very useful studies of US asset distributions are by Wolff
(1992), Oliver and Shapiro (1990), and the US Bureau of the Census (1994).

European discussions of welfare have more often looked at asset distri-
butions (e.g., Wolff, 1987). Certain Asian welfare states, most notably
Singapore's, are built fundamentally on asset accumulations rather than
income transfers (International Social Security Association, 1965; Asher,
1991; Sherraden, 1995). And discussions of economic development in
"developing" countries have long focused on land, business development,
savings and other asset-oriented concepts (e.g., Geertz, 1962; Chandavarkar,
1985; Sherraden and Ruiz, 1989). In the United States, there has been, for
some time, an interest in small business development (e.g., Light, 1972;
Friedman, 1988; Balkin, 1989), and during the past several years, there has
been a marked increase in microenterprise development as an anti-poverty
strategy. This activity has become quite vigorous in some localities, with
characteristics of a social movement. Of late as well, there is an emergent
academic discussion and policy development in other areas of asset-based
policy in the United States, including subsidized savings accounts for long-
term goals such as education and home ownership (Sherraden, 1988 1990a;
Johnson and Sherraden ,1992).

Theory and Rationale for an Asset-Based Policy

The rationale for an asset-based policy can be stated in two parts. First,
economically, accumulation of assets is the key to development of poor
households. For the vast majority of households, the pathway out of poverty
is not through consumption, but through savings and accumulation. To put
this in very simple language (and contrary to the neoclassical definition of
"welfare"), not many people manage to spend their way out of poverty.
Second, when people begin to accumulate assets, their thinking and
behavior changes as well. Accumulating assets leads to important psycho-
logical and social effects that are not achieved in the same degree by
receiving and spending an equivalent amount of regular income. Thus, in
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Table 1
Estimated Federal Tax Expenditures

to Individuals and Corporations
Billions of Dollars, 1995 and 1999

1995 1999

Tax Expenditures to Individuals 392.0 504.9

Housing
Mortgage Interest Tax Deduction 53.5 67.8
Other Home Ownership Tax Benefits 33.4 39.8

Health Care
Exclusion of Medical Insurance Premiums 45.8 62.6
Excl. of Untaxed Medicare Benefits 13.1 25.2

Retirement Security
Excl. of Pension Contributions/Earnings 80.9 102.0
Excl. of Untaxed Soc. Sec. & R.R. Benefits 23.1 27.1
Excl. of Income on Life Ins. and Annuities 10.3 14.3

Capital Gains and Other Income/Property Benefits
Excl. of Capital Gains at Death 12.7 18.3
Max. 28% Tax Rate on Capital Gains 9.1 13.9
Excl. of State and Local Income and Personal 24.7 31.0

Property Taxes
All Other Tax Expenditures to Individuals 85.4 102.9

Tax Expenditures to Corporations 58.7 59.9

Total Tax Expenditures 450.7 564.5

Source: Calculated from US Congress, Joint Committee on Taxation (1994). Estimates of Federal
Tax Expenditures for Fiscal Years 1995-1999. Washington: US Government Printing Office.
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Table 2
Federal Spending for Means-Tested Public Assistance Programs

Billions of Dollars, 1992

Amount Percent

Income Support 32.3 18.1
Aid to Families with Dependent Children 13.6
Supplemental Security Income 18.7

Medical Care 75.6 42.3
Medicaid 67.8
Medical Care for Veterans 7.8

Food and Nutrition 30.8 17.2
Food Stamps 23.5
School Lunch and Other 7.3

Housing 17.3 9.7
Section 8 Rental Assistance 12.3
Low-Rent Public Housing 5.0

Education and Training 17.8 10.0
College Grants and Loans 11.1
All Other 6.7

Social Services 4.8 2.7

Total Means-Tested Public Assistance 178.6 100.0

Source: Ross, Jane L. (1995). Means-Tested Programs: An Overview, Problems, and Issues, GAO
Report T-HEHS-95-76. Washington: US General Accounting Office (citing Congressional
Research Service).
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contrast to neoclassical economic assumptions, we are suggesting that
assets do more than provide a storehouse for future consumption, and these
behavioral effects of asset accumulation are important for household
"welfare" or well-being. Below we list some of these psychological and
social effects of assets, and offer them as propositions (revised somewhat
from Sherraden, 199 1a). These have some intuitive appeal, and certain
theoretical and empirical support, but specific tests with a wide range of
populations will be necessary. In this short space we cannot elaborate, but
a list may be helpful.

* Assets provide greater household stability.
* Assets create long-term thinking and planning.
* Assets lead to greater effort in maintaining assets.
* Assets lead to greater development of human capital.
* Assets provide a foundation for risk-taking.
* Assets increase personal efficacy and sense of well-being.
* Assets increase social status and social connectedness.
* Assets increase community involvement and civic participation.
* Assets enhance the well-being and life-chances of offspring.

These, then, are some key propositions regarding assets and well-being.
At this point, they are at a beginning level of development, but they are
stated in such a way as to invite systematic tests. If future research lends
support to the propositions, perhaps they can be specified and ordered into
a more coherent theory.

What We Are Learning about Assets and Well-Being

The need for research on the relationship between asset-holding and
well-being is critical. As a first step, the Center for Social Development
(CSD) at Washington University has systematically reviewed studies from
multiple disciplines and perspectives (economics, anthropology, sociol-
ogy, psychology, policy analysis) to assess what is currently known about
asset effects. In addition to review of prior research, CSD has embarked on
a program of basic research to examine social and economic effects of asset
accumulation (Sherraden, Page-Adams, Yadama, 1995). Research has
focused on analyses of existing data sets, including the Panel Study of
Income Dynamics (Yadama and Sherraden, forthcoming) and the National
Survey of Families and Households (Cheng, 1995; Page-Adams, 1995a);
and collection of new data, including a survey of auto workers (Page-Adams
and Vosler, 1995), and an extensive household study of the impacts of the
Central Provident Fund of Singapore, an asset-based domestic policy
system (Sherraden, 1995).
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In this section, we summarize findings from 25 studies addressing the .-.
personal and social effects of assets, and draw implications from this'
research for evaluators of IDAs and other asset-building programs. The
research summarized here addresses effects of asset holding on: 1. personal ,. :;
well-being; 2. economic security; 3. civic behavior and community in- '-
volvement; 4. women's status, and 5. well-being of children (Page-Adam ' '
1995b). .

The first group of studies focuses on the relationship between assets and', '

personal well-being (Figure 1). These studies demonstrate positive effects'a.':
of assets on life satisfaction and self-efficacy, and negative effects on .
depression and problematic alcohol use. Assets also appear to be associated
with self-direction, intellectually flexibility, and future-orientation. How- .
ever, the effect of assets on stress is not consistent from study to study, with -\
some research suggesting a positive relationship between assets and stress
for low-income families. ;

Research on the relationship between assets and economic security '
demonstrates positive outcomes for diverse groups of asset holders, whether
such security is measured objectively or subjectively (Figure 2). For
example, assets helped reduce welfare receipt among low-income people'
with small businesses, as well as perceived economic strain among auto' '.
workers stressed by a plant closing. Other studies in this group find that,;-'
perceived economic security helps explain the nearly universal desire for
homeownership among British military families, and that high rates of land
and small business ownership in one's community of origin have positive -..
effects on future economic security among immigrants to the US from
Mexico. Finally, asset accumulation in Singapore's Central Provident Fund'-
has dramatically improved the economic well-being of CPF members,': '(
especially in terms of housing and health care.

The evidence on the relationship between assets and civic behavior isi .
mixed' (Figure 3). While some studies in this area suggest positive effects .
of assets on recycling behavior and involvement in block associations,', "?
others find limited asset effects on civic involvement beyond the neighbor- '
hood level. Further, if assets do have effects on civic behavior, these effects ..
may not be direct. One of the studies in this group found positive asset '.
effects on community involvement working almost entirely through cogni- '. '.
tion or knowledge about asset accumulation strategies. : i:?;

For women (Figure 4), assets appear to be associated with higher level . '
of social status in the home and in the larger community, increa t^?.
contraceptive use, and improved material conditions of families. In ad!i';'i:
tion, several studies point to a relationship between asset holding and k1 ;p? i
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levels of marital violence. This relationship seems to hold whether assets
are measured at the individual level or at the household level, suggesting
that both individual and joint ownership of assets increases safety from
marital violence. The consistency of findings in this area is interesting, in
part, because domestic violence research in the US has been overwhelm-
ingly focused on psychological, rather than economic, issues.

Cumulatively, studies addressing the relationship between parental
assets and children's well-being (Figure 5) demonstrate that assets have
positive effects on self-esteem for adolescents; staying in school, avoiding
early pregnancy, and facilitating saving among teens; and home owning for
adult children. Assets also reduce vulnerability to poverty for children in
white and African-American female-headed households. In fact, some of
the strongest and most consistent empirical evidence for the positive effects
of assets come from studies involving outcomes for children of parents who
hold assets, particularly in the form of home ownership. Further, many of
these effects are largest for children from income poor families.

Overall, the 25 empirical studies summarized here indicate that asset
holding has a wide range of positive effects beyond consumption. Not all
propositions are supported, but many are. Other asset effects-particularly
gender-related effects-appear to be important as well. No doubt summary
evidence only "scratches the surface," but the general picture that emerges
is clear: asset holding has multiple personal and social effects in people's
lives that would generally be interpreted as positive. Further, the research
suggests that some effects of asset holding may be particularly strong for
people who are economically vulnerable.

Asset-Based Policy

Asset-based policy is, in practice, not a new idea. For example, many
American families during the nineteenth century were beneficiaries of a
very sensible U.S. land distribution policy, the Homestead Act of 1862. The
Homestead Act was a highly successful domestic policy, and a major
antecedent of the welfare state (Commager, 1967).

We cannot help but wonder how different our nation might be today if,
following the Civil War, freed slaves had been given the "40 acres and a
mule" that was talked about at the time, but not delivered (Oubre, 1978). At
a time when newly arriving European Americans were given land, newly
freed African Americans, many of whose ancestors had worked on this
continent for generations, were not given land. Continuously since that
time, barriers to asset accumulation, particularly in residential real estate
and business property, have been major-perhaps the major-impedi-
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ments to equal opportunity for African Americans (Sherraden, 199 la, pp.
131-139). Today, by some measures, blacks have only about one-tenth of
the net worth of whites (U.S. Bureau of the Census, 1994). This huge
difference in property holding between whites and blacks is, in our view,
one of the most fundamental issues in race relations in America.

Other asset-based policy precedents include home mortgage subsidies
under the Federal Housing Administration (FHA), land ownership support
under the Farm Security Administration (FSA) and the G.I. Bill, which
enabled millions of returning World War II veterans to attend college.
During the 1980s, still other asset-based policies emerged, such as Indi-
vidual Retirement Accounts and state-based college savings plans, al-
though these did little to help the poor.

If asset-holding has positive effects, "welfare policy" and social policy
in general should promote asset accumulation. Such a policy would recog-
nize that individuals, families and the nation as a whole should counter-
balance income and consumption with savings and investment. Asset
building would become a foundation of social policy, so that many social
and economic goals-perhaps especially higher education, home owner-
ship, small business development, retirement security and even health
care-would be achieved to some extent through programs of asset accu-
mulation, even for the poorest families.

One way to do this would be through a comprehensive system of
Individual Development Accounts (IDAs). This proposal has generated
widespread policy discussions and a number of IDA policy initiatives.
More than 30 states have proposed or implemented increases in welfare
asset limits, sometimes in the form of special savings accounts for devel-
opment purposes, such as education, purchase of a home or starting a
microenterprise. Iowa and Texas have passed legislation calling for com-
munity-based IDA experiments. Other IDA legislation is pending in Illi-
nois, North Carolina, Virginia and other states. President Clinton included
an IDA demonstration in his 1994 welfare reform package. Federal legis-
lation for an IDA demonstration has increasing support (Edwards and
Sherraden, 1995). It appears that a number of IDA demonstrations will be
occurring over the next several years, in a number of different places, with
a variety of program designs, and with different populations.

Individual Development Accounts

IDAs would be optional, earnings-bearing, tax-benefitted accounts in the
name of each individual and initiated as early as birth (Sherraden 1988,
1989, 1990b, 1991 a, 1991b). IDAs would be similar to Individual Retire-
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ment Accounts (IRAs), but would serve a broad range of purposes, and there
would be deposit subsidies for the poor. Regardless of the designated
purpose(s) of IDAs (housing, education, training, self-employment, retire-
ment or other), assets would be accumulated in these long-term accounts.
Federal and state governments and/or private sector organizations would
match deposits for the poor. There would be potential for creative program
design and partnerships among the public, private, and nonprofit sectors, in
cooperation with account holders themselves. The following general guide-
lines might be considered for IDAs.

* IDAs would complement income-based policy.
* IDA opportunities would be available to everyone.
* Certain IDA deposits would be subsidized for poor families.
* Creative partnerships among government at all levels, the private

sector, and nonprofit organizations would be encouraged in designing and
funding IDA accounts.

* Deposited funds and earnings on funds would be, in whole or in part,
tax-benefitted (tax-exempt or tax-deferred) when used for designated
purposes.

* Ideally, individuals (or their parents or guardians) would have choices
regarding how their IDA accounts are invested.

* Because asset-based welfare is a long-term concept, some of the best
applications of IDAs would be for young people.

* If withdrawn forotherthan designated purposes, all subsidized deposits
and the earnings on those deposits would revert to an IDA Reserve Fund.

* An individual could transfer, at any time during his or her lifetime or
at death, without penalty, any portion of an IDA to the IDAs of his or her
children or grandchildren, or other designated beneficiary.

The key would be to establish an IDA policy structure that is responsive
to the goals of individual participants and local needs; can generate creative
initiatives and funding from multiple sources, and can expand gradually as
it demonstrates its worth. In the long run, it is possible that an IDA system,
or something similar, might expand to a number of social welfare purposes,
and become a significant part of what we currently think of as "welfare
state" activities.

Once the structure of Individual Development Accounts was in place,
even with minimal direct funding from the federal government, there would
be opportunities for a wide variety of creative funding projects from the
private and non-profit sectors. To build IDA accounts, one can imagine
church fund raisers; contributions from civic organizations; bake sales, car
washes, carnivals and other school-based projects; student-run businesses;
corporations "adopting" a school or a neighborhood, and so forth. There
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would be great potential for creative partnerships and entrepreneurial
funding projects. The key is to establish an IDA policy structure that could
attract creative funding and expand gradually as the policy demonstrates its
worth.

Conclusion

As a concluding thought, we offer the suggestion that the income-based
welfare state-although it was a remarkable social innovation in its time
and led to many important triumphs of caring over indifference-may have
passed its historical moment. As a practical matter, there is growing concern
about the sustainability of consumption-oriented entitlement spending for
the non-poor on so large a scale. Also, it has become apparent that means-
tested income transfers for the poor, although they help to relieve suffering,
do little to help people move out of poverty. As a result, the income-based
welfare state, particularly that portion oriented toward the poor, is under
concerted attack in the policy world. This attack is broadly-based and
gaining momentum. Under these circumstances, it seems likely that the
income-based welfare state will, during the coming decades, undergo a
major transformation. The direction of this transformation is difficult to
predict-indeed, there are reasons to fear haphazard polices created during
a moment of crisis, or regressive policies created during a moment of
reaction. Despite these uncertainties and risks, it seems likely that a growing
theme in social policy will be policies that emphasize not merely income
and consumption, but also savings and investment. If widely implemented,
IDAs would eventually provide the framework of a new domestic policy
based on asset-building and stakeholding. This new policy would serve as
a counter-balance to the income-based welfare state.

As a closing thought, Individual Development Accounts, or some other
form of asset-based domestic policy, could become, for the 21st century,
what the Homestead Act was for the 19th-an investment-oriented policy
to develop individual capacity, build strong families, promote active
citizenship and contribute to economic growth.
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