CENTER ON ASSETS, EDUCATION, AND INCLUSION

The Potential of Savings Accounts to Protect Young Adults from Unsecured Debt
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This study used a sample of 43,455 young adults ages 18 to 40 from

* Mounting debt can limit young people’s chances for economic .
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account.® Just as a savings account serves as a gateway to building
the asset side of young Americans' balance sheets, a savings account
may also be related to the debt side of their balance sheets

AIMS

Does ownership or acquisition of a savings account facilitate the
acquisition and accumulation of young adult households' secured

was also tracked quarterly to determine whether or not, and when,
young adult households purchased or sold a home—capturing
dynamic changes in home ownership.

Eleven variables were included as controls in the analyses, including
age, gender, race, marital status, college enrollment, education level,
employment, quarterly earned income, family household type, new
head of household, and geographic region.

Source: Data from the 1996 SIPP, accounting for individual-level clustering.

Notes. There were 15,011 young adult households that did not accumulate any secured debt and 28,444 that
accumulated secured greater than $0. Only selected variables are presented here in order to conserve space. Full
results are presented in the paper, which is available upon request.
B = regression coefficient; SE = Robust standard error. ***p < 0.001, **p < 0.01, *p < 0.05

RESULTS

While a savings account was related to more accumulated debt
overall, the type of debt accumulated was less risky and potentially

more productive.

Source: Data from the 1996 SIPP, accounting for individual-level clustering.
Notes. There were 15,212 young adult households that did not accumulate any unsecured debt and 28,243 that
accumulated unsecured greater than $0. Only selected variables are presented here in order to conserve space. Full
results are presented in the paper, which is available upon request.
B = regression coefficient; SE = Robust standard error. ***p < 0.001, **p < 0.01, *p < 0.05

CONCLUDING IMPLICATIONS

* In the midst of public discussions about young adults’ indebtedness
and the problems it can create for building healthy balance sheets,
our findings demonstrate that a savings account—a simple

debt? Figure 1: Savings Account Acquisition by Age

financial tool—can be a potentially powerful solution. Thus, a
savings account may help young adults “invest in their debt,
serving as a gateway to better, healthier credit markets and
protecting them from riskier ones.

Savings Account Closure : .
(change from “yes” to “no”) :

Owning a savings account was associated with a 15% increase, or
$7,500, in the value of secured debt.

 Does ownership or acquisition of a savings account protect against
the acquisition and accumulation of their unsecured debt?

About half of young adults 1 w’
owned a savings account e ;
(46%) and a smaller R ..
percentage (4%) acquired | S :

an account during the

panel. In the analysis, 60 -
young adults’ account
ownership, acquisition,

Owning a savings account was associated with a 14% decrease, or

* How do young adults’ age, education level, and earned income ;
$581, in the value of unsecured debt. e

interact with a savings account to produce these effects? Minimizing unsecured, unproductive debt is an obvious policy

intervention which would benefit young adults’ balance sheets and
allow them to begin building toward a strong financial future. Like
the historic wealth transfers made available by the Homestead Act
of 1862, perhaps the equivalent policy intervention for the 21st

Savings Account Ownership
(consistent from “yes” to “yes”)

« Age was negatively related to debt acquisition; for the most part,
older young adults were less likely to acquire and accumulate debt.
Young adults accumulated almost 2% less total debt and almost 3%
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