
R o b e r t F r i e d m a n

On October 17, 1997, 27 Canadians & one American representing business, provincial & federal government

departments, educational institutions, & community organizations met in Toronto to discuss a new anti-poverty

strategy known as “individual development accounts.” The meeting was organized by Self Employment Development

Initiatives (SEDI), a charitable organization located in Toronto, to review the efficacy of asset-based social policy.

The following article features the presentation made at the meeting by Robert Friedman of the American-based

Corporation for Enterprise Development (CFED). Like SEDI, CFED has been an active promoter, researcher, &

advocate of self-employment for the poor since the mid-1980s. More recently, CFED has begun to

promote savings & asset building as a proactive tool to alleviate & prevent poverty.

I
want to give you something to shoot at and to re-

move myself from the discussion as soon as possible and see what thoughts it sparks among

you. Several people in their introductions discussed the need for new ideas and of course,

that’s a need we have in the U.S. In spite of the recent economic successes, the truth is, the gap

between rich and poor is huge and getting only wider in the U.S. So we need new ideas.

However, sometimes I wonder whether individual development accounts (IDAs) are a new or

an old idea. In fact, individual development accounts themselves are something we have for the

non-poor. They just parade under different titles and in different forms. In some ways, all we are

saying is what’s good for the non-poor is also good for the poor and that we should find ways of

including lower income communities, even middle income communities, in some of the wealth-

building techniques that have proven themselves over several hundred years in many mainstream

communities.
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Part of the strength of Individual Devel-

opment Accounts is that, at its heart, it is

a very simple, flexible idea. Most big in-

novations and big systems actually have

to be built around very simple ideas. At

the centre of an IDA, you have a savings

account that is matched by a variety of

public and private sources and that is

earmarked for a set of high return human

investments. The usual list - the “core”

list, but not necessarily the only list -

would be for post secondary education,

for business capitalization, and for home

ownership. [For a Canadian example, see

“Lutherwood CODA & the ODA Project”

on page 18.]

I will talk briefly about what an indi-

vidual development account is and why

an individual development account is im-

portant. I will provide you with some in-

formation about the applications of

individual development accounts as they

pertain to savings, business development,

education and housing; the international

experience with IDAs; and, finally, how

IDAs have been applied thus far in the

United States including an overview of

some of the practice and policy challenges

that we’ve confronted to date.

There are currently somewhere be-

tween 25 and 100 local individual devel-

opment account initiatives in the U.S. As

part of our national IDA demonstration,

we asked folks to conduct focus groups,

or surveys, with potential account holders

(the poor and working poor). One of the

members of one of those focus groups

said, “Oh I see, this is an ... [RRSP], only

for us.” And I think that’s the way they

think about it. For me, it is also the center

of a democratic, more inclusive invest-

ment system.

THE IDA POLICY CONSTRUCT

The weapon of choice in dealing with

poverty in the U.S. and I think most of

the advanced, developed countries has

been an income maintenance social serv-

ice system which is basically a consump-

tion maintenance system. It has had huge

successes. But it seems to me that it also

has real limits and those limits are

primarily, that, in and of itself, it

does not offer a route forward to

economic independence.

I think actually, Canada has

done more than the U.S. to

“tweak,” if you will, a more active

labour market and economic in-

dependence-oriented income

maintenance system. However, it

still remains, in essence, a con-

sumption maintenance system.

What we need in the U.S. is a parallel

and complementary investment system

that addresses not so much need, al-

though it would include that dimension,

but the opportunity to invest in low-in-

come people and in that investment,

push forward their energy and talents.

Why IDAs? The real thinking began in

the U.S. with the publication of a book by

Michael Sherraden, a professor at Wash-

ington University, entitled Assets and the

Poor: A New Welfare Policy. His thesis was

that for too long we have thought about

matters of poverty and wealth as issues of

income.

Sherraden’s view is it is also a matter

of savings and assets. Sherraden believes

that even though assets are in some ways

just a different form of money, they have

different dynamics. In the way that farm-

ers dam streams to create ponds so that
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they have access to water in the summer,

so do assets have a different set of char-

acteristics and dynamics. “Income”,

Sherraden says, “may feed people’s stom-

achs but assets change their heads.”

Having even a small amount of savings

buffers you from the everyday accidents

and illnesses that otherwise throw your

life into crisis. As those savings mount, it

invites you to plan for that future and

prepare for that future. And ultimately

assets and savings give you the ability to

invest in yourself and in your kids in

whom maybe only you believe.

If I have to transport myself forward a

thousand years and to identify what has

been the great contribution of the new

world to economics, it has been our will-

ingness to invest in the common genius

of people to allow them to invest in them-

selves and their kids when maybe they

only believed in them.

There are economic, social and politi-

cal dimensions to assets and savings. Ob-

viously IDAs have the potential of

providing people an economic foothold.

But what we have also theorized, based

LUTHERWOOD CODA & THE ODA PROJECT

Individual Development Accounts are dedicated savings ac-
counts earmarked for investment in high-value assets such as
education, home ownership, and business capitalization. A

matching incentive encourages people on low incomes to save to-
wards these goals. Typically, a sponsor matches every dollar a
participant saves at a pre-determined ratio. The accumulated sav-
ings help people to create their own economic
opportunities through a process of asset build-
ing.

Lutherwood Community Opportunities De-
velopment Association, a recent amalgamation
of two prominent community-based organiza-
tions in southwest Ontario, has proposed to
pilot a version of the IDA formula as part of the
Opportunities 2000 program (see page 10, this
issue). They call their instrument an “Opportu-
nity Development Account,” or ODA. The
goal is to create a regional ODA network
within the next 2-3 years.

The control groups for this pilot will be 12-
15 single parents living in poverty who will be
asked to save $250 over a 12-month period.
Each $1 they save will be matched by $3 from
Lutherwood CODA. Existing program budgets
will not underwrite the ODA initiative. Instead,
the matching monies will come from a special fund established for
the project by The Co-operators insurance group. In addition to
skills, courage, and understanding, it is intended that participants
accumulate $1000 in the course of the project.

Two separate but parallel savings accounts will be set up at a lo-
cal financial institution for each participant. One account will hold
the participant’s savings; the other will hold the matching funds,
which will be updated at the end of each quarter. Participants and
Lutherwood CODA will receive monthly account statements.

Participants will be asked to attend bi-weekly, 2-hour focus
group meetings where they will discuss poverty, the ODA concept,
and topics relevant to their lives. The meetings will provide Oppor-

tunities 2000 and its partner agencies with valuable informa-
tion that can be used to develop poverty reduction projects.
Each meeting will devote time to teaching participants
how to manage and invest their ODA funds, and how to
maximize the opportunities these funds will afford their
families. Participants will also receive a $50 allowance to

cover expenses (food, childcare, etc.) re-
lated to theirmeetings.

The application process will be kept as
simple as possible. Posters will advertise the
project. Interested persons will submit letters
of application that outline their life circum-
stances, their reasons for applying, and their
expectations for the project. Some applicants
will then be interviewed to determine their
commitment and capacity with respect to
saving and asset building.

The $1000 that project participants save
must be put towards such goals as finding em-
ployment, starting a business, saving for a
down payment on a home, or for education
upgrading or skills training programs. In
short, a participant’s ODA funds can be used
for anything that will help them to move out
of poverty. To ensure participants recognize

and agree to these restrictions, a service agreement will be
signed by all participants.

At the end of 12 months, participants will have the option
to withdraw their matching funds and apply them to their per-
sonal savings goals, or to re-invest the money in longer-range
financial instruments while they continue to work and save.

The participating financial institution will manage the ODA
accounts as part of their normal business activities and will
function as a key stakeholder and partner in the project. It is
expected this partner will contribute its expertise toward the
economic literacy component of the ODA project as well.

12-15 single parents

living in poverty ...

will be asked to save

$250 over a 12-

month period. Each

$1 they save will be
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Lutherwood CODA.
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on research well recounted in Michael’s

book, is that IDAs result in behavioural

changes.

There’s an old Yiddish proverb, “With

money in your pocket, you’re handsome,

and smart and you sing well too.” I don’t

know if I would go that far, but people

deal with people who have assets in a

different way. There is the opportunity to

think, to become more future oriented, to

take risks. Parents react differently to

kids, get more involved in their schools.

Kids react differently to parents. This is

a fairly new experience in the U.S. but

already we’re getting the IDA holders’

kids saving their money rather than go to

their favourite fast food restaurant. Al-

ready, the individual development ac-

count program at the Women’s Self

Employment Project in Chicago has

spawned a girls’ savings project because

the mothers wanted their children to get

some of the education they weren’t get-

ting. So there can be an interesting set of

family effects which we are only begin-

ning to understand.

There is a basic assertion inherent in

the concept of IDAs that people, commu-

nities, states and nations move forward

economically through savings and invest-

ments, not through spending and con-

sumption, but through asset building.

Asset building can take many forms. It is

human capital, business equity, home eq-

uity and savings.

In the context of asset building, it is

worth noting that in the United States,

and I imagine in Canada, the distribution

of assets is far more unequal than the

distribution of income. In the United

States, the top 20% of wage earners com-

mand 46% of earned income. The top

20% of wealth holders control more assets

than all the others combined.

My concern is with the other end of

this scale. Fully half of American house-

holds have less than $1,000 in investable

assets, at a time when that price of entry

to the economic mainstream (the price of

the down payment on a house, the price

of an adequate education, the price of

capitalizing a business) is increasing. Peo-

ple of colour, women, single-headed

households - fully a third of American

households have no or negative investable

assets. Two-thirds of African Americans

have zero or negative investable assets.

The margin between eking out a living

and being unemployed and having noth-

ing to fall back on is very thin.

In a very real sense this is a majority

issue and not just an issue for minorities.

It is an issue for most Americans, not just

the poor and not, certainly, just the wel-

fare poor. On top and at the bottom of that

unequal distribution has been a very dis-

criminatory policy, or if that’s too strong a

word, at least a bifurcated policy.

We have a long history of subsidizing

and incentivizing the asset acquisition of

the non-poor, largely the wealthy, and

largely through the tax system in our

country: primarily through home mort-

gage deduction, preferential capital gains

treatment and pension fund exclusions.

We now spend in excess of $200 billion a

year just at the federal level in tax expen-

ditures. Those incentives are really only

available to the non-poor, and really over-

whelmingly accrue to the wealthy.

At the other end, not only do we not

facilitate savings or asset building, there

are very few banks that are particularly

interested in serving those communities.

There are community development

credit unions but there are only 150 of

them in the United States. But not only

do we not facilitate asset development by

the poor, we actually penalize them, a

situation that has not been fully ad-

dressed by welfare reform. Until quite

recently, if you had more than $1,000 in

assets, or a car that would run, you became

ineligible not only for a basic welfare pay-

ment, but then for medical coverage.

That remains the case in most states.

Some states are moving rapidly to remove

or at least raise asset limitations, but it is

still within a consumption, maintenance-

based social welfare policy context.

There is a wonderful book written by

Melvin Oliver and Thomas Shapiro

(Melvin Oliver, is now notably vice presi-

dent of the Ford Foundation) called Black

Wealth, White Wealth, which details the dis-

parities in wealth between African Ameri-

cans and whites. They authors found that

for every dollar in investable assets pos-

sessed by an African American, there are

$11 in the white community. But more

importantly, they document how that is a

direct result of policy.

Almost at every turn where we created

economic opportunity and asset building

opportunities for white Americans, we

foreclosed them to black Americans. I

won’t go through that whole history but

it is as clear as it is tragic. Oliver and

Shapiro, using regression analysis, calcu-

lated that 75% of that differential cannot

be accounted for by demographics, by

education background or by occupational

history. It is solely a matter of race and the

policies that depended on race.

ASSETS & EQUITY

I will now discuss the role of assets and

the role of equity in business develop-

ment, housing, education and social de-

velopment. In the United States, the

workhorse of development has been

credit or debt. We have tended to not pay

much attention to equity and assets.

here is a basic assertion inherent in the concept of

IDAs that people, communities, states & nations

move forward economically through savings &

investments, not through spending & consumption, but

through asset building.
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However that is changing. We are begin-

ning to learn some things about the dy-

namics of equity and assets versus debt.

In housing, for a long time, we talked

about low income housing. Only in the

last five years has the spotlight shifted to

low income home ownership. As any of us

who both rented and owned a home know,

you treat a house that you own a lot dif-

ferently from the houses that you rented.

But beyond that, as we moved into low

income ownership, the focus was on low

interest mortgages and no down payment

mortgages. However, the down payment

on a house is a very elegant mechanism.

If you can develop the savings pattern and

the pattern of dealing with credit and

debt to assemble a down payment, it

means you thought about what you’re go-

ing to move into. Your chances then of

keeping that house are much higher....

In microenterprise, 15-20 years ago,

we reflected that, overwhelmingly, busi-

nesses were started with personal savings

or the savings of friends, family, and asso-

ciates. On the whole, it worked ingen-

iously, because really at that point in

business development you were betting

much more on a person than you were on

a business plan, and who better to bet on

than someone you knew.

This approach, however, was not con-

sidered adequate in low income commu-

nities and there we made a crucial jump.

We said, we have got to develop an alter-

native and we came up with an institu-

tionalized debt mechanism - the loan

fund. In doing so, we jumped over the

question of whether we could create an

individualized equity mechanism for low

income communities that could foster

savings and investment in the same way

that the informal system works in the

larger community.

DRIVING INTERNATIONAL FACTORS

Internationally, there is a move from in-

come maintenance to systems of individ-

ual funded accounts, driven by both good

and bad reasons....

First, governments are writing

cheques they cannot cash. Defined bene-

fit programs are proving expensive. It is

harder and harder to sustain them at

given levels and we cannot guarantee

what the results are. What we may be

able to do is to find contributions and

try and find new ways of engaging peo-

ple in the pursuit of how to build those

resourcessothattheywillmoldcontribu-

tions into larger results.

Second, there is a need to combine

economic and social objectives. The

premise for the income maintenance

system is that you have an industrial

economy that is performing well. You

rake off some of those proceeds and

redistribute them to serve those who

cannot participate.

That is not a model, however, that

offers much more for developing coun-

tries, and so what they have begun to do

is to say, “Well can’t we, by fostering sav-

ings, and with an asset-based set of ac-

counts, do both?” The essential principle

of this approach is to give people the

wherewithal to build economic wealth,

through business development, through

education, through home ownership and

other means, and at the same time create

social capital - knowledge, communities,

families.

Third, there is a perceived need in

many countries to increase savings rates

and the pool of investment. Again, the

income maintenance structure, the wel-

fare state, tends not to accentuate or pro-

vide incentives for this approach.

Fourth, technology is a driving factor.

We now have the capability to create mass

customized systems in a way that we

didn’t have even ten years ago.

Whatever the reasons, in countries

such as Singapore, Chile, and Mexico, one

sees the emergence of asset-based sys-

tems of accounts. Certainly the trend is

clear in the U. S., with the expansion of

individual retirement accounts, 401Ks (a

program not dissimilar to the Canadian

RRSP), the expansion to different uses in

medical savings accounts, and proposals

that social security be partially or wholly

privatized.

The big question internationally is not

whether we are moving in the direction of

individual funded accounts, but whether

this becomes another wedge between the

rich and the poor and whether we can

design new systems to be inclusive, and

to bring us together. In the U.S., we actu-

ally started the debate, without really

knowing it, at the federal level and in a

bipartisan way by spreading the idea

around.

At the community level, somewhere

between 24 and 100 IDA-type initiatives

have not waited for policy. There are

enough potential partners that groups

have started, piloting IDA projects. I

think this approach is crucial. The fact is

that we do not know what kind of match

rates work best, what kind of economic

literacy training we ought to use etc. Lo-

cal project experimentation will develop

the answers.

What has been in some ways unex-

pected, but what holds the greatest pros-

pect for future development of the IDA

concept, is the range of institutions and

individuals that become interested. Fi-

nancial institutions of all sorts, churches,

United Ways, employers, government at

all levels, and foundations have become

DAs are a large construct. It is a basic policy change.

We are talking about billions of dollars, which would

be only a small percentage of what we are spending

already on asset subsidies to the non-poor, but nevertheless, it

is real money.
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involved with IDAs.The greatest surprise

has been how readily people come to un-

derstand the concept.

At the same time, I should say that a

small minority do not get it. It just doesn’t

make any sense to some people. This was

true for a key federal policy-maker, who

confessed, “I just can’t figure out how a

small amount of savings is ever gonna

make a difference.” His response pro-

vides an appropriate segue into the policy

and practice challenges we have encoun-

tered to date in the United States.

POLICY & PRACTICE CHALLENGES

The first challenge we usually get is,

“Yeah, but the poor can’t save.” And of

course, folks are right that people are poor

because they do not have a lot of re-

sources. But the fact is, the poor, or at

least, some of the poor, have always saved

and they save as a matter of necessity. And

they save even though it requires sacrifice

because at one level saving is the price of

stability and at another level it is the price

of hope.

I thought that maybe low-income peo-

ple and welfare recipients might be able

to save $10 a month for something they

viewed as special. But from potential ac-

count holder focus groups and surveys, we

were getting $10, $20, $30, $40, $50 a

month as what people said they would

save. And these were responses from very

low income people....

A second challenge has been the limits

of facilitation. We honor savings in the

breach, we do not, at least in the U.S.,

honor it in practice, particularly in low

income communities. It is hard to find an

institution that will take the savings where

they will be safe, liquid and accessible.

The third and biggest challenge that

we face is dealing with the traditional

mind sets and paradigms. The left, by and

large, is consumed with protecting the

current welfare state, the benefit levels

and the delivery structure. And the right

is preoccupied with dismantling the wel-

fare state and lessening the role of gov-

ernment. Not much attention is being

paid to developing other ways of building

economic and social futures, of overcom-

ing the limits of the welfare state. On a

good day, IDAs attract across the political

spectrum, on a bad day they repel across

it.

A fourth challenge, and possibly one of

our own making, was that originally indi-

vidual development accounts were un-

derstood in the context of welfare and

welfare reform. I clearly see IDAs as an

anti-poverty strategy. But this focus has

locked us into a declining pot of money

that is needed for many other things. This

creates invidious discriminations be-

tween the welfare poor and the working

poor. It also locked us out of that part of

the U.S. budget that was increasing, the

tax expenditure budget.

If you look at our last set of tax cuts

they are almost all subsidies for asset

building, education, home ownership, in-

vestment. But again, very little is directed

or available for low income people. A real

limit to growth has been the absence of

specific stories from local constituencies.

At some level, people want to see what we

has been done and if it has made a differ-

ence. If I learned nothing else from

Ronald Reagan it was the importance of

storytelling and public policy. But we

have not had those stories.

The fifth and last barrier is that IDAs

are a large construct. It is a basic policy

change. We are talking about billions of

dollars, which would be only a small per-

centage of what we are spending already

on asset subsidies to the non-poor, but

nevertheless, it is real money. To make tax

incentives work for low income people, to

transfer it into matching deposits, you have

to talk about refundable tax credits, which

are anathema to many policy leaders.

We are only beginning to confront

those kind of questions. We did a return

on investment analysis based on the ex-

perience with microenterprise and low-

income housing and education programs

for low income people. We projected re-

turns of at least 23% annually to each inves-

tor and breakeven in three years or less. A

national investment of $290 million in

100,000 IDAs would result over a 10-year

period in $1.6 billion in benefits.�

POSTSCRIPT & PRELUDE

This spring, SEDI secured funding
from HRDC to undertake an assess-
ment of the value of developing and
implementing an IDA demonstration
project. SEDI has also received fund-
ing from the Canadian Bankers
Association to undertake a review
of current income and asset policy
in Canada, particularly as it relates
to low income and welfare poor Ca-
nadians. The results of this research
will be incorporated into the final
project report to HRDC and will
contribute to an assessment as to
the value of mounting a full-scale na-
tional IDA demonstration project.
Consumer focus groups have also
been collecting reflections on the
IDA concept. SEDI expects feed-
back from over 130 low-income and
welfare-poor Canadians residing in
rural and urban Canada and repre-
senting six provinces.

By late June 1998 SEDI will have
significant new information about
savings and assets for low income
Canadians. Since the interest level in
this work is growing almost expo-
nentially, a meeting to release and
discuss the research results is under
consideration. For additional infor-
mation please contact Peter Nares
at (tel) 416-504-8730, ext. 29, (fax)
416-504-8738 and (e-mail)
pnares@sedi.org. A complete text
of Robert Friedman’s remarks and
summary of responses from the lis-
teners can be found at URL
http://www.sedi.org/ida.html
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