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Abstract
Is poverty incompatible with asset accumulation? We
examine whether the poor can and do save and whether
they are able to build up assets over time. Data are
presented from household surveys, as well as from programs
targeted at helping families accumulate assets. Presenting
and evaluating the state of knowledge provides a new lens on whether the current income-based safety net
could better serve poor families by having an asset building component. Conventional thinking is that families
that are income poor cannot save. This chapter shows that this thinking is inaccurate; poverty does not have
to be incompatible with asset accumulation.

The text below is an excerpt from the complete document. The full chapter is available in The
Oxford Handbook of the Economics of Poverty, edited by Philip N. Jefferson, and a summary
factsheet is available here in PDF format.

Introduction
Poverty is an income-based measure in most developed countries. Economic well-being, however, is also
affected by family savings and asset holdings. Income poor families may avoid economic hardship if they hold
significant assets, but many hold limited assets. Savings and assets can play an important role in both
avoiding economic hardship and aiding individual development. In the short-term, savings can help families
weather unexpected earnings gaps or pay unexpected bills. In the medium-term, families can realize goals
such as starting a small business or owning a home. In the long term, savings and assets allow families to
finance a secure retirement and develop socially and economically. In some ways, the availability of assets is
especially critical for poor and low-income families. Individuals at the economic margins are much more likely
to experience severe material hardships when they lack assets or the ability to borrow to deal with an
economic shock, such as unemployment. Yet, until recently, few researchers or policymakers in developed
countries considered how assets affect the lives of poor or low-income families. The nearly exclusive focus
has been on raising current income and consumption not on assets and longer-term development.

Evidence shows that assets improve outcomes in important ways for adults and children.1 For families able to
ride out housing market downturns, the returns to homeownership can be large, especially after accounting
for the level and variability of rents families would otherwise have to pay if they rented instead of owned
their dwelling (Bostic and Lee 2009; Sinai and Souleles 2005). Research finds that homeownership is
associated with better outcomes for children of homeowners—such as higher educational attainment and
lower teen-pregnancy rates—likely because of homeownership’s role in increased residential stability
(Aaronson 2000; Conley 1999; Green and White 1997). Beyond homeownership, car ownership is associated
with positive employment outcomes and asset holding in general is associated with positive health and
psychological well-being.

Perhaps the best case for holding assets can be made by research that shows what happens when families do
not hold assets. Families with low assets have limited ability to use their own resources in an emergency and
are often unable to borrow, likely because they do not have sufficient access or credit. As a result, their
consumption falls (Sullivan 2008) and they experience greater material hardship (McKernan, Ratcliffe, and
Vinopal 2009; Mills and Amick 2010). The ability to borrow in an emergency does as much to reduce hardship
as tripling family income (Mayer and Jencks 1989). Few assets and a weak credit record mean that even
when families are able to borrow it is in the high risk market, where they pay high interest rates and are at
greater risk of predatory lending practices.

Many countries, both developed and less developed, take significant steps to encourage asset accumulation.
In the United States, most incentives go to higher income families because the government subsidizes asset
building mainly through the tax code. These incentives often come in the form of income tax deductions.
High-income families can gain more subsidies because they have higher income-tax liabilities, while
low-income families are left out because they generally have low or zero tax liability. In 2009, for example,
over half of the $400 billion in U.S. asset building subsidies went to the top 5 percent of taxpayers, while
low-income families received next to nothing (Woo, Rademacher, and Meier 2010). In fact, government can
even discourage asset building for poor families since means-tested benefits are subject to asset tests and
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even discourage asset building for poor families since means-tested benefits are subject to asset tests and
provide a consumption floor.
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