The Impact of Education on Household Wealth

Assets matter—they mean economic security, mobility, and opportunity

By CU360 Staff

2007-03-08

Recent reports highlight the earnings gap between high school graduates and dropouts, but earnings tell only part of the story. Families rely on income from salary for regular expenses, but real economic security requires accumulated wealth. 


Education can be the key to higher earnings, but there's a stronger link between education and the accumulation of assets, according to an Issues Briefing from the Alliance for Excellent Education. On average, households headed by a high school graduate accumulate 10 times more wealth than those headed by a high school dropout. In other words, for every $500 of wealth in households headed by a high school dropout, their peers with diplomas accumulated approximately $5,000. 

Household wealth, also known as assets, is broadly defined as the accumulation of investments that appreciate over time. This wealth may take various forms, including cash investments, retirement accounts, material possessions (homes, cars, small businesses), and investments in non-tangible property, such as degrees.

Importance of wealth
Wealth is a more important determinant of economic status than earnings because of the long-term advantage it provides in almost every aspect of life. Both wealth and poverty tend to perpetuate themselves: the effects of wealth are so significant that it can take as long as five generations for the effects conferred by wealth to disappear.

Wealth is the best gauge of a household's financial security and prospects. But while "fewer than 13% of American households live below the official poverty line, more than a quarter live paycheck to paycheck with negligible or nonexistent net worth," according to a recent report by the Ford Foundation.

Perhaps the most important benefit of wealth is the cushion that accumulated assets provide for families that face sudden unemployment, disabling medical situations, or any kind of financial emergency. Regular income helps families pay for daily living expenses; assets allow them to survive financial hardships. But "25.5% of all American households had insufficient net worth to sustain living at the federal poverty level for three months if their income were to be disrupted," according to the Corporation For Enterprise Development.

The ownership of assets that can be converted to cash can make the difference between a family's continuing economic viability and bankruptcy, homelessness, or other lasting financial calamity. Families also can borrow against assets at much better loan rates and with greater ease than those without similar assets.

Accumulated wealth also allows families to invest in higher education, which leads to ever increasing levels of income and wealth. Families with greater wealth are also more likely to have the resources, time, and educational background to support their children's education, such as fostering the development of reading skills, participating in school activities, and encouraging their children to make ambitious academic choices. 

Wealth also confers other advantages that make further wealth generation more likely. Buying a house in a desirable neighborhood, starting a business, paying for higher education, or funding a comfortable retirement are all ways that families increase their long-term financial security and improve the financial prospects for themselves and their children.

The capacity to improve financial prospects for one's children and grandchildren is the most enduring benefit that wealth offers. Young people who have resources for college costs, professional training, housing, or starting businesses have significant advantages over their peers. They're better able to absorb the opportunity costs of education or internships that strain personal finances but have powerful impacts on later earning power, and they have less debt as they begin their careers and start their own families. 

Wealth gap vs. earnings gap
Assets are very unevenly distributed in the U.S., and wealth inequality—between whites and minorities as well as between those with high and low incomes—is increasing. Twenty percent of Americans hold 84% of the nation's wealth. The least affluent 40% hold only 1% of assets, according to the Ford Foundation.

Hispanics and African Americans lag much farther behind whites in wealth than they do in earnings. On average, the earnings of minorities are approximately 55% of those of whites, while the average net worth of minorities is under 30% of that for whites. And the wealth gap remains significant, with those on the lowest rungs of the economic ladder most vulnerable to economic dislocation and least able to provide a "leg up" for their children.

Debt plays an important role in limiting these groups' financial security. More than 60% of black and 54% of Hispanic households have either no financial assets or are in significant debt. In fact, about one quarter of low-income minority families have significant household debt (including credit cards, car loans, and other loans apart from home mortgages), compared to 13% for whites, and these families must devote as much as 40% of their income to paying off this debt. Thus, rather than accumulating and transferring enduring assets to their children and grandchildren, poor families struggle to provide for their daily welfare and are ill-equipped to support the educational and economic advancement of their families.

For the past decade, there has been a growing focus by governments, philanthropists, financial institutions, and community organizations on supporting poverty reduction by creating opportunities for expanded asset ownership, particularly through additional options for homeownership and access to subsidized savings programs. One current policy focus is on the idea of creating savings accounts for all children that would be funded at higher levels for children from poorer families.
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