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ealth is as much a reflection of today as it is the past. It is the accumulation of past
and present income, assets, debts, and disparities. Differences in Black and white
Americans’ economic status show how the harms of the past—slavery, segrega-

tion, redlining, discrimination—live on in the present-day racial wealth gap.!
The result is that white Americans make 73 percent more in annual income (based on aver-
age household incomes of $68,010 per year for non-Hispanic Americans versus $39,299 per year
for Black Americans). White Americans are nearly two times more likely to own their homes,
hold ten times more wealth, and are 28 times more likely to become millionaires than Black
Americans (Board of Governors of the Federal Reserve Board, 2022; Kent and Ricketts, 2021).


https://www.rand.org/pubs/research_reports/RRA1259-2.html
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KEY FINDINGS

There is no evidence that the wealth gap could ever close without significant intervention. Wealth-
allocation policies can close the racial wealth gap, but only if they are coupled with broader policies aimed
at reducing overall wealth inequality in the United States.

Over the past 30 years, the wealth gap has widened rather than narrowed.

A wealth-allocation policy of $500 billion, spread equally across all Black households, could reduce
median wealth disparity by 17 percent; a policy of $1.5 trillion could halve median disparity; and a policy of
$3 trillion could eliminate median wealth disparity.

Focusing instead on mean wealth disparity, a wealth-allocation policy of $7.5 trillion, spread equally across
all Black households, could reduce mean wealth disparity by 50 percent, and a policy of $15 trillion could
eliminate mean wealth disparity.

Given the larger percentage of Black households toward the bottom of the wealth distribution, Black
households benefit relatively more than white households by race-neutral allocations. The effect is, how-
ever, small: A 30-percent reduction in median disparity would require a total allocation of $9.6 trillion.

Equal allocations to all Black households lead to better results for disparity compared with race-neutral
policies that use small to moderate total allocation values. However, as wealth-allocation policy grows to
include more households, race-neutral policies will have larger impacts on overall disparity.

Targeted wealth-allocation policies are better at disparity reduction than their equivalent equal non-

targeted policies. Under these targeted policies, median wealth disparity could be halved with a
$760-billion policy and eliminated with a $1.6-trillion policy.

An Incessant Racial Wealth Gap
in the United States

The United States’ incessant racial wealth gap is the
expansive result of a history of lost income and lost
opportunity, compounded over time. Furthermore,
there are few signs that the racial wealth gap will
narrow. As Figure 1 demonstrates, the difference
between median white and Black household incomes
has consistently stayed above $24,000 while the wealth
gap has persistently increased since 1992 (measured
in 2019 dollars). In 1992, the median white household
held $107,000 more wealth than the median Black
household in real terms. That disparity increased
steadily until reaching a maximum of $186,276 in
2007. Following significant losses in housing and
investment asset values (assets disproportionally

held by white households), in 2008, the median white
household wealth fell by approximately $59,000 (from
$212,000 to $153,000) while median Black household
wealth fell by the smaller, yet proportional, amount
of $7,000 (from $26,000 to $19,000). This temporary
blip in the longer trend of a widening racial wealth
gap underscores differences in the composition of

white and Black wealth. With white households hold-
ing significantly more stocks, real estate, and other
assets sensitive to cyclicality (see later Figure 4), the
wealth gap itself appears to expand and contract with
the business cycle. As a result, once the economy,
and more specifically asset values, recovered from
post-2008 lows, the wealth gap recovered too.

Yet, although much of the debate around the
Black-white wealth gap focuses on disparity at the
median, mean wealth disparity reflects an even more
exaggerated difference in wealth between Black and
white households. While the median racial wealth
gap in 2019 was $164,000, the mean wealth gap was
$840,000. Darity, 2021, has argued that it is the mean
(the wealth difference for the average household)
rather than the median (the wealth difference for
the middle household in a data set) that should be
used in considering policies for closing the wealth
gap (e.g., reparations). Darity, 2021, further notes a
statistical danger in focusing on median wealth cal-
culations which, statistically, do not include the stag-
gering levels of wealth held by predominately white
households at the top end of the distribution.




FIGURE 1
Persistent Racial Wealth and Income Gaps
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SOURCE: Authors’ analysis of 2019 Survey of Consumer Finances (SCF) data (Board of Governors of the Federal Reserve Board, 2022).

NOTE: This figure shows trends in median household wealth and before-tax income in thousands of 2019 dollars by race from 1989 to 2019. The
bottom two charts show white household wealth minus Black household wealth (left) and white income minus Black income (right).

The racial wealth gap not only perpetuates past
harms but also worsens other disparities. Wealth
inequality leads to differences in health outcomes,
including life expectancy and infant mortality
(Nowatzki, 2012), in addition to reduced economic
opportunity. Higher wealth of parents is associ-
ated with higher educational achievement of their
children (Karagiannaki, 2017; Pfeffer, 2018), lower
debt levels for their children who do attend college
and university (Addo, Houle, and Simon, 2016), and
more job opportunities for their children (Corak and
Piraino, 2011). Wealth gaps propagate to the point at
which the wealth of both grandparents and parents
affect the incomes of those parents’ children (Toney
and Robertson, 2021; Edwards, 2022; Pfeffer and
Killewald, 2018).

Given the inertia of past and current dispari-
ties, it is unclear how the racial wealth gap could
ever close over a meaningful time horizon in the
absence of new governmental policies that directly

target the wealth gap. If anything, 30 years of data on
wealth and income distribution have shown persis-
tent disparities that only seem to ease in periods of
economic crisis (when asset prices plunge) and con-
tinue to widen over periods of economic expansion.
Those who oppose any policy intervention to close
racial wealth disparities need to grapple with the fact
that Black households are left behind in the wealth-
accumulation process.

With this outlook, it becomes clear that the
Black-white wealth gap will not be eliminated with
marginal improvements. Instead, broad systemic
action that dramatically increases the wealth of Black
households may be the only option to eliminate this
disparity. In scale, such a policy would align closely
with the reparations proposed by Darity and Frank,
2003; Coates, 2014; Darity and Mullen, 2020a, as well
as others. However, such policy proposals raise many
questions about the funding mechanism, value, and
impact of such wealth allocations.




This analysis does not
seek to offer definitive,
porescriptive advice

for policymakers.
Rather, we highlight
the first-order effect of
allocations on the U.S.
wealth distribution and
associated trade-offs.

Against this backdrop, the use of a large wealth-
allocation policy to distribute one-time, direct gov-
ernment payments to households may be one way to
address historical inequities and close the present-
day wealth gap. In this report, we consider a policy of
wealth allocations as one in which government pay-
ments are made directly to households and financed
through the sale of sovereign bonds and not a policy
of wealth reallocation in which payments made to
one household could be financed through taxes on
another household.? We explore several questions
raised by a wealth-allocation policy:

« How large should government allocations be?

+ Should allocations exclusively target Black
households, or should they be race neutral?

o Should allocations apply to all qualifying
households equally, or should they seek to
minimize racial disparities by targeting allo-
cations to households based on their current
wealth?

o How effective would allocations be, and at
what cost?

We seek to provide insight into each of these
questions through our quantitative analysis of cur-
rent wealth distributions and a simple model of
wealth allocations to eligible households with the

objective of minimizing racial wealth disparity,
henceforth referred to as “targeted” wealth alloca-
tions. We use 2019 data from the Survey of Consumer
Finances (SCF), a triennial cross-sectional survey of
U.S. households conducted by the Federal Reserve
Board (Board of Governors of the Federal Reserve
Board, 2022). The SCF provides unique data repre-
senting the distribution of wealth among U.S. house-
holds and has been used to track the evolution of
wealth distribution in the United States for 30 years.
We use SCF data to investigate the sources of wealth
disparity, evaluate the potential first-order impacts of
targeted allocations, and shed light on possible trade-
offs of such allocations. To the best of our knowledge,
this is the first study to use a multi-objective optimi-
zation framework and population survey data to shed
light on racial equity trade-offs.

This analysis does not seek to offer defini-
tive, prescriptive advice for policymakers. Rather,
we highlight the first-order effect of allocations on
the U.S. wealth distribution and associated trade-
offs. We leave the analysis of the long-term effects
that these targeted allocations engender—through
impacts on health, educational achievement, and
future wealth accumulation—for future study. Simi-
larly, although debt-financed wealth allocations
could lead to inflationary pressures and will lead to
future costs, they may also spur future aggregate
growth as Black households reduce precautionary
savings and increase their investment in human capi-
tal, real estate, equity markets, and entrepreneurship.
Future analysis could explore the trade-off of debt
and growth in detail.

Measuring the Black-White
Wealth Gap

Differences in average wealth between Black and
white households are frequently referenced in dis-
cussions of the Black-white racial wealth gap (e.g.,
Shapiro, Meschede and Osoro, 2013; Hamilton and
Darity, 2017). Although the racial wealth gap can be
represented by summary statistics, these household
wealth differences vary across wealth distributions.
To shed light on the full distribution of wealth across
racial groups, we analyzed 2019 SCF microdata.




The SCF is designed to measure wealth within the
United States and, in particular, emphasizes mea-
suring wealth across the full distribution, including
very high values. To visualize those differences and
calculate the potential effect of alternative policies,
we created a synthetic population of U.S. households
using SCF microdata by using weighted resampling.
This synthetic population of households, discussed
in this section of the report, consists of 10 million
households. We explain in Appendix A how and why
we created this population (as opposed to using the
survey weights directly).

Figure 2 visualizes the distribution of U.S. house-
hold wealth for white (shown in green) and Black
(shown in orange) households in 2019 dollars by
successively zooming in to both distributions moving
from left to right. In each panel, for each distribu-
tion, the y-axis depicts the range of wealth, and the
x-axis depicts the number of households at each
level of wealth. Thus, the wider points of each graph
reflect those levels where more households hold a
given amount of wealth while the thinner points
reflect those levels where few households hold a given
amount of wealth.

FIGURE 2

The differences across the four panels are so
stark and the U.S. wealth distribution is so skewed
that to accurately convey both Black and white
wealth distributions we had to truncate the verti-
cal axis for a significant share of the population to
emerge as having any visible wealth. The left-most
panel of Figure 2, which displays the full distribu-
tion, including households in the sample with up
to $600 million of wealth, conveys just how skewed
both distributions are. The full white wealth distri-
bution is characterized by a long skinny upper tail
where few households hold more than $10 million
in wealth. Relative to the high levels of wealth of
some households, most household wealth is so rela-
tively low that one could mistake it for nonexistent.
Furthermore, compared with the white distribu-
tion, the left-most panel shows little to no Black
households holding as much wealth as the wealthi-
est white households while, at this scale, the Black
wealth distribution appears entirely concentrated
near zero. The stark differences in wealth distribu-
tions mean that Black households, which represent
15.6 percent of the population, own only 2.9 percent
of total wealth while white households, which repre-

U.S. Household Wealth Density Estimates, by Race, as of 2019
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SOURCE: Author’s analysis of 2019 SCF data (Board of Governors of the Federal Reserve Board, 2022).




The relative wealth
difference remains
nigh throughout the
distribution, and the
wealth difference s,
N absolute terms,
staggering toward the
top.

sent 68.1 percent of the population, own 86.8 percent
of total wealth (Aladangady and Forde, 2021). The
skewed distributions shown in Figure 2 convey the
inadequacy of comparing Black and white household
wealth at the median, a statistic that is invariant to
wealth changes in the upper tail of the distribution.
However, the mean does capture the large impact

of skewed wealth distribution as does the single
measure of disparity across the distribution that we
introduce later in this report.

The center left panel, which zooms in on the
bottom 95 percent of the distribution (i.e., households
with wealth under $10 million), shows that when the
scale is adjusted, both Black and white distributions
are skewed with long upper tails. At this scale, the
differences in central tendency, or concentration,
begin to emerge as well, revealing a higher level of
concentration of Black household wealth near zero.
This difference is further highlighted by zooming
in on the bottom 90 percent (i.e., households with
wealth under $1 million) shown in the center right
panel where a large gap in median wealth (depicted
as a black dot in each distribution) between Black and
white households becomes clearly visible.

Further zooming in on the bottom 75 percent of
the distribution in the right-most panel (i.e., house-
holds with wealth under $250,000 dollars) reveals the
difference between white and Black median wealth

in which the median value of wealth (i.e., 50th per-
centile) for white households approaches the same
level of wealth held by a Black household in the 75th
percentile. The right-most panel also reveals the dif-
ferences in negative household wealth in which the
Black distribution has more concentration around
low levels of negative wealth relative to the white
distribution, but the white distribution has a longer,
skinnier tail in the negative direction. As we discuss
later in the “Decomposing the Racial Wealth Gap”
section, this difference may reflect larger access to
credit and higher levels of investment grade debt (e.g.,
mortgage debt) held by white households.

Figure 2 conveys that the significant differences
between Black and white wealth extend beyond
median wealth to include the shape of each respec-
tive wealth distribution. Although both distributions
have long tails, most households in the upper tail are
white while Black household wealth is more concen-
trated toward zero.

The Racial Wealth Gap

Table 1 shows pairwise differences between white and
Black wealth, W, and W, respectively, partitioned
by distribution percentiles with 5-percent increments.
For every fifth percentile, Table 1 compares white
wealth (WW)P) with Black wealth (Wb,P) and calcu-
lates the wealth difference. For example, at the 50th
percentile, the median value for white households
(WW) 500 = $189,000, and the median value for Black
households (Wh, o0 = $24,100. Pairwise differences
are then shown as the difference (Ww’p—Wb,p) and the
absolute value of the difference |WW’P—Wb’P|. Thus, at
the median, both the difference and the absolute dif-
ference is Ww’ 50%—Wb, son = $165,000, while absolute
pairwise differences at the 20th and 80th percentiles
are $18,400 and $605,000. However, these numbers are
not directly comparable because, increasingly, wealth
at higher ends of the distribution results in larger dif-
ferences in wealth in absolute value. Consequently, we
normalized the absolute wealth difference to compare
wealth differences across percentiles.

Because white wealth is generally larger than
Black wealth, we normalized by white wealth and cal-




TABLE 1

White-Black Wealth Gap as of 2019 for Selected Wealth Percentiles

White Wealth Black Wealth Difference Absolute Difference  Relative Difference
Percentile W, W, W,.-W,, W= W, W, =W, /W,
0 $-630.0K $-350 K $-279K $279 K -44.3%
5th $-11.4K $-40K $28.6 K $28.6 K -251.1%
10th $930 $-12.9K $13.8 K $13.8K 1488.2%
15th $8.0K $-2.23K $10.2K $10.2 K 127.9%
20th $18.4 K $1.00 $18.4 K $18.4 K 100%
25th $40.3 K $401 $39.9K $39.9K 99.0%
30th $66.3 K $1.56 K $64.7 K $64.7 K 97.6%
35th $91.0K $4.26 K $86.7 K $86.7 K 95.3%
40th $118 K $7.94 K $110 K $110 K 93.2%
45th $150 K $13.3K $137 K $137 K 91.2%
50th $189 K $24.1 K $165 K $165 K 87.2%
55th $230 K $39.1 K $191 K $191 K 83.0%
60th $284 K $50.7 K $233 K $233 K 82.2%
65th $349 K $69 K $280 K $280 K 80.2%
70th $435 K $85.1 K $350 K $350 K 80.5%
75th $573 K $114 K $459 K $459 K 80.1%
80th $771 K $166 K $605 K $605 K 78.5%
85th $1.04 M $226 K $811 K $811 K 78.2%
90th $1.61 M $324 K $1.29 M $1.29 M 79.9%
95th $3.70 M $585 K $3.12 M $3.12 M 84.2%
100th $1.96 B $57.4 M $1.90B $1.90B 971%

SOURCE: Author’s analysis of 2019 SCF data (Board of Governors of the Federal Reserve Board, 2022)

NOTE: This table is constructed from our synthetic population data set created using the SCF microdata. We explain in Appendix A how this synthetic
population file was constructed. The median quantile estimates in this table match the median SCF official estimates contained in the SCF time-series
summaries. The total sample consists of 65 percent of white households and 14 percent of Black households. B = billion; K = thousand; M = million.

culated the relative wealth difference |WW’P—Wb’p|/ W,
The relative difference at the 20th percentile rounds
to 100 percent (by coincidence, not construction).
Although this value can be interpreted as white house-
holds holding 100 percent of the combined wealth of
Black and white households at the 20th percentile, or
even more intuitively as Black household wealth being
approximately 0 percent of white household wealth

at the 20th percentile (i.e., 1—|Ww’p—Wb’p| /W, ), this
interpretation also holds in comparison with other
relative pairwise differences. The median relative dif-
ference is lower at 87.2 percent (i.e., the median Black

household wealth is 12.8 percent of median white
household wealth) and the 80th percentile relative dif-
ference is even lower at 78.5 percent (i.e., Black house-
hold wealth is 22 percent of white household wealth).
The results in Table 1 reflect remarkably con-
sistent wealth gaps across the distribution. On the
lowest end, large negative wealth values for white
households relative to Black households may reflect
greater access to credit and debt—the building blocks
of wealth acquisition—for white households than
Black households.* The largest relative differences




between white and Black wealth exist at the bottom
of the distribution; however, the relative wealth dif-
ference remains high throughout the distribution,
and the wealth difference is, in absolute terms, stag-
gering toward the top.

A Measure of Racial Wealth Disparity

To represent the differences in wealth between Black
and white households that exist across the distribu-
tion shown in Table 1, we introduce a measure of
racial wealth disparity, D. This measure draws inspi-
ration from the GINI index—a widely used statistical
measure of income and wealth inequality—and uses
pairwise differences between wealth at each per-
centile, p. As shown in Equation 1, we define racial
wealth disparity as a normalized average of differ-
ences between white and Black wealth where np is the
number of percentiles (i.e., the average of relative dif-
ferences in Table 1). We normalize the difference at
each percentile, p, by the level of white wealth (WW’P)
to avoid weighting differences at the upper end of the
distribution more than those at the lower end given
the high degree of skewness in the overall wealth
distribution:

D=1/n, ;7| W”;;W)PW"’J )
This measure of wealth disparity exhibits useful
properties. First, a lower D measure implies less dis-
parity, and in a society in which race is not associated
with wealth, the disparity measure is zero. Second,
the if the wealth of households of any race deviates
from the wealth of their counterparts at the same
percentile of their respective race, this measure will
reflect this fact. Third, the measure weighs relative,
not absolute differences at each percentile as equally
important. This implies that a $10,000 gap is more
important for households with $50,000 of wealth
than it is for households with $1 million of wealth.
Finally, this measure is a general disparity measure
consistent with common measures of wealth inequal-
ity; if np = 1 and p = 0.5, then D is the relative wealth
gap at the median, which is often used as a measure
of racial wealth disparity. If D is near zero, then
the wealth distributions of white and Black house-
holds are nearly identical. If D is near 1, then Black

households hold an insignificant amount of wealth
compared with white households. If np =1 and p =
0.5 and if D = 0.8, then the median Black household
owns only 20 percent (i.e., 1 — 0.8) of the wealth of a
median white household. This measure could only be
greater than one if Black households were systemati-
cally wealthier than white households. This racial
equity measure exhibits discriminant validity in the
sense that it does not imply overall wealth equity.
Although other measures could also be devised,®

we chose this measure for its relative simplicity and
interpretability.

Figure 3 displays the disparity measure D, con-
sidering only the median disparity. In a society in
which the median Black household holds the same
level of wealth as the median white household, the
disparity measure should be zero. However, as the
figure demonstrates, the current level of Black-white
disparity in the United States is near 0.87, implying
that Black households hold only 13 percent of the
wealth of white households, and the minimum dis-
parity over the past 30 years is 0.84 in 1998.

Decomposing the
Racial Wealth Gap

The racial wealth gap stems from significant differ-
ences in asset holdings and in liabilities. Figure 4
shows that the wealth gap is not just a number but a
significant difference in the composition of wealth.
Panel A, left, displays the differences between median
asset values for white and Black households as of
2019, in thousands of dollars, while Panel B, right,
displays the ratio between medians. In comparison
with the median Black household, the median white
household held $25,000 more in unrealized capi-

tal gains, $29,000 more in business equity, $80,000
more in primary residences, and $98,000 more in
other real estate investments. Furthermore, Figure 4
shows that, at the median, white households own 2.3
times more in retirement accounts, 3.4 times more in
stock holdings, and 7.8 times more in other types of
managed assets. With the wealth gap skewed toward
volatile assets (e.g., housing, stocks) relative to stable
assets (e.g., savings bonds, life insurance), the dif-
ference in the composition of wealth explains, in




FIGURE 3

The Black-White Wealth Disparity Is Not Closing
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SOURCE: Author’s analysis of 2019 SCF time-series summary data (Board of Governors of the Federal Reserve Board, 2022).

NOTE: This figure plots the measure of Black-white wealth disparity introduced in Equation 1, considering only median disparity, from 1989 to 2019.
The plot includes the entire possible range of this measure to highlight that the trends in Black and white wealth have been minimal toward reducing
disparities relative to a line of no racial disparity. For example, a disparity value of 0.87 implies that median Black households hold 13 percent of the

wealth of a median white household. A disparity of O implies no disparity.

part, the cyclicality of the racial wealth gap shown in
Figure 1.

Although the wealth gap is largely driven by
differences in asset sources, the differences in
wealth—and the building blocks of wealth—are also
reflected in differences in the composition of debt.
Figure 5 shows gaps in liabilities between Black and
white households. Panel A, left, displays the dif-
ference between median debt value for white and
Black households as of 2019, in thousands of dollars.
Panel B, right, shows the ratio between these median
values. Relative to white households, Black house-
holds owe $7,000 more in education installment loans
and $1,800 more in other lines of credit—debt often
in the form of short-term high-interest loans. Yet,
Figure 5 reveals what Table 1 suggests: Greater access
to credit and higher wealth allows white households
to also accrue higher debt, largely through real
estate. In comparison with Black households, white

households have $9,000 more in home equity lines of
credit, $14,000 more in home-secured debt, $20,000
more in mortgage debt, and $50,000 more in real
estate debt. Importantly, higher levels of residential
debt provide white households with higher levels of
leverage for further consumption and wealth accu-
mulation. Thus, while white households own more
wealth in terms of assets, they also own more so-
called good debt, which has the potential to generate
future gains.

Closing the Black-White
Wealth Gap

Because of the significant and persistent gaps in
income and wealth, meaningful progress in narrow-
ing the Black-white wealth gap may require historic
intervention. In this section, we consider possible
interventions by assessing the potential impact of




FIGURE 4
Sources of Racial Wealth Gaps: Assets
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SOURCE: Author’s analysis of 2019 SCF data (Board of Governors of the Federal Reserve Board, 2022).

NOTE: This figure shows unadjusted ratios and differences in median values, in thousands of 2019 dollars. For more-detailed statistics, including
the percentage of Black and white households with each asset type, see Appendix B. Nonres = nonresidential.

large wealth allocation policies on the Black-white

racial wealth gap. In doing so, we elucidate the fol-

lowing questions:

+ How large would wealth allocations need to be
to significantly impact racial wealth disparity?

o How does the impact of wealth allocations
exclusively to Black households (i.e., repara-
tions) differ from race-neutral allocation
policies?

o What is the first-order, immediate impact of
targeted, disparity-reducing allocations to
qualifying households based on their current
wealth?

To address these questions, we define objectives in

terms of the disparity measure, describe policy levers

and constraints for analysis, and compare results

from implementing four potential policies.

Levers and Constraints: Eligibility
Criteria and Total Allocation

In this analysis, we consider two eligibility criteria.
The first is the race of the eligible households. Repa-
rations policies exclusively target Black households
(r = Black) while so-called race-neutral policies, such
as baby bonds,® allocate wealth to all households

(r = all races/ethnicities). The second is the wealth of
the eligible household; we consider a threshold maxi-
mum value of wealth, W, in which households would
be eligible for the wealth-allocation policy. Finally,
the total monetary value allocated to all eligible
households A and the number of eligible households
n, determine all households’ post-allocation wealth
W of household i of race r as follows:

W = 2)

W, + nA, ifW,, < Wandr € {Black, all mces}

W. , otherwise

10



FIGURE 5
Sources of Racial Wealth Gaps: Liabilities
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SOURCE: Author’s analysis of 2019 SCF data (Board of Governors of the Federal Reserve Board, 2022).

NOTE: This figure shows unadjusted ratios and differences in median values, in thousands of dollars. For detailed statistics, including the percent-
age of Black and white households with each liability type, see Appendix B.

As Equation 2 implies, we assume that each eligible 2020b, which describes a policy for wealth allocations
household would receive the equal resulting alloca- that targets the mean wealth gap while providing
tion A/n . We further assume that eligibility would eligibility criteria for recipients, a key difference from
always be determined by current wealth, such that the more generic policy that we discuss in this report,
the least wealthy households (in terms of 1 ) would which applies to all Black households. We refer to
receive an equal wealth allocation. As we will show this policy hereafter as equal allocations to all

later, this policy choice has important implications Black households. This policy does not use a wealth-
for our analysis. eligibility criterion and results in a allocation of an

equal amount for all Black households given the total
allocated value chosen.

Four Disparity-Reducing Policy

We refer to the second policy as equal alloca-

Archetypes tions to all households, in which we allow every
We developed archetypes to analyze four potential household to be eligible for a wealth allocation.
disparity-reducing policies. First, we evaluate wealth- Notably, this policy is far different than reparations
allocation policies wherein wealth would be distrib- and, as we will soon demonstrate, provides further
uted to all Black households, which closely resembles evidence that race-targeted policies are necessary

a reparations policy that would provide equal allo- to close the racial wealth gap. This second type of
cations to the descendants of enslaved people. For policy does not change absolute wealth dispari-

an example of such a policy, see Darity and Mullen, ties, but it marginally reduces relative disparities
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because the absolute difference of wealth becomes
smaller relative to a growing white household wealth
denominator. This second type of policy repre-

sents a scenario in which Black and white wealth
would grow at the same absolute rate in parallel. As
Figure 1 demonstrates, this could be a plausible and,
perhaps, optimistic scenario if observed trends in
wealth follow recent trends in income growth. This
scenario would materialize if the wealth and income
trajectories continue to increase while the differ-
ence between white and Black wealth were to remain
constant. This scenario can be understood as a com-
parison scenario in which market forces and policies
would result in the distribution of equal amounts of
wealth to all households.

For the third and fourth policies, we analyze the
impact of a given total allocation in which policy-
makers set the wealth eligibility threshold to achieve
the maximum reduction in disparity. For example,
if policymakers were willing to mobilize $1 tril-
lion to minimize racial wealth disparities, we could
determine the wealth eligibility criteria that would
result in the minimum racial wealth disparity. For
our analysis, we chose wealth eligibility criteria and
a total allocation that could produce the maximum
reduction disparity measure, using multi-objective
evolutionary optimization (see Appendix A for
details). We modeled this for a wide range of total
allocation values. First, we consider all Black house-
holds as eligible, which we henceforth refer to as
targeted allocations to Black households. Second,
we perform the same analysis allowing all races to
receive the allocation. We refer to the results of the
race-neutral formulation as targeted allocations to all
households. Within each policy experiment, house-
holds that are eligible always receive the same alloca-
tion, as stated in Equation 2.

Finally, we consider three variations of our dis-
parity measure in our analysis. The first variation
includes only the median disparity. A second varia-
tion uses the mean disparity. However, although
easily interpretable, considering only the median
or the mean disparity as the objective function can
influence our results, and equal means or medians
do not imply aligned distributions. Given the wealth
differences displayed in Table 1, we examine a third

variation that restricts the wealth disparity mea-
sure to include only between the 15th and the 90th
percentiles of the wealth distribution in our sample.
Removing the bottom end of the distribution from
the wealth disparity measure is necessary because
including the wealth of white households with no
wealth implies an infinite disparity measure. For
this reason, we start at the 15th percentile, where
white households own $8,000 of wealth. Finally, we
do not use the upper end of the wealth distribution
in our model because the policies that we analyze
are not designed to remove disparities at that region
of the distribution.

Implications of Wealth-Allocation
Policies on Black-White Wealth
Disparity

Figure 6 depicts our analysis of four potential wealth-
allocation policies and the impact of each on median
racial disparity: (1) equal allocations to all Black
households, or reparations (blue); (2) equal alloca-
tions to all households (green); (3) targeted alloca-
tions to Black households (red); and (4) targeted
allocations to all households (gray). Here we define
median disparity as D, where n,=1 and p = 0.5 (see
Equation 2).

Under the simplest policy, equal allocations
to all Black households, median disparity linearly
decreases as the total allocation amount decreases: A
total allocation of $500 billion leads to a reduction in
median disparity of 17 percent, while a total alloca-
tion of $1.5 trillion leads to a 50-percent reduction in
median disparity. Median disparity would be elimi-
nated (at zero) by allocating a total of $3 million. In
practical terms, these policies mean that each Black
household would receive approximately $84,000 by
allocating $1.5 trillion and $168,000 by allocating
$3 trillion.” As shown in Figure 6, median disparity
decreases linearly until the total allocation exceeds
$3 trillion. Above this threshold, Black household
median wealth begins to rise above white household
median wealth. Once the total allocation exceeds
roughly $6 trillion, the equal allocations to all Black
households policy begins to drive an overall increase
in disparity.
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FIGURE 6

Impact of Wealth Allocations on the Median Black-White Wealth Disparity, by Policy
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For comparison purposes, we include the impact
of equal allocations to all households in Figure 6.
Given the larger percentage of Black households
toward the bottom of the wealth distribution, Black
households benefit relatively more than white house-
holds by race-neutral allocations. The effect is, how-
ever, small: A total allocation of $500 billion leads
to a 1-percent reduction in median disparity, while a
30-percent reduction in median disparity requires a
total allocation of $9.6 trillion.

As discussed in the previous section, the tar-
geted allocation policies are the result of a stochastic
multi-objective optimization process that generates
many solutions, which form an approximation of an
efficiency frontier—the set of policies resulting in the
minimum racial disparity at each allocation level.
That is, each targeted allocation line can be under-
stood as an efficiency frontier where our optimiza-
tion algorithm could not find an allocation policy
using the policy levers available that resulted in less
disparity while using fewer dollars.8

— Targeted allocations to all households
- Targeted allocations to Black households

Targeted allocations can lead to meaningful
gains in efficiency as a policy lever. In Figure 6, the
red line reflects a steep reduction in median disparity
as a result of targeted allocations to Black households
compared with targeted allocations to all households.
A total allocation of $500 billion to Black households
leads to a reduction in median disparity of roughly
35 percent, while allocating $760 billion leads to a
50-percent reduction in median disparity and an
allocation of $1.6 trillion is needed to eliminate
median disparity. In comparison, the race-neutral
policy of optimally targeted allocations to all house-
holds has non-linear effects on median disparity and
requires a large total allocation value to reduce dis-
parity. For example, a total allocation of $500 billion
leads to a reduction of roughly 7 percent in median
disparity, while a total allocation of $2.6 trillion
leads to a 50-percent reduction in median disparity.
Because the largest relative differences in wealth are
at the lower end of the distribution, the race-neutral
policy would become increasingly inefficient at
decreasing disparity as the number of eligible house-
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holds expanded to higher percentiles. The result is
a slow and expensive convergence to reach zero dis-
parity. However, highly skewed wealth distributions
can make closing the wealth gap at the mean level
of disparity instead of the median a desirable policy
strategy, which we have done by showing the impact
of each policy on the mean disparity in Figure 7.
Figure 7 shows the mean wealth disparity as a
function of total allocation and each policy. Figure 7
presents similar patterns to those shown in Figure 6,
except that closing the mean disparity requires a
larger total allocation. Mean disparity is halved
with an total allocation of $7.5 trillion and is elimi-
nated with an allocation of $15 trillion. Under the
equal allocation to all households policy, $15 trillion
reduces the mean disparity by only 11 percent (from
0.86 to 0.77), and it could reduce the mean dispar-
ity by 25 percent (from 0.86 to 0.64) in a best-case
scenario in which allocation values are optimally
targeted to reduce levels of mean disparity. As the
plot demonstrates, targeting households in the low-
end of the wealth distribution does not make a dif-
ference if only Black households are eligible (the red
line is on top of the blue line) because any allocation

FIGURE 7

directed to Black households has the same effect on
the mean disparity. However, targeted allocations
have an effect on the mean disparity if all races are
eligible for them (the gray line is below the green
line) because targeting based on wealth will tend to
prioritize Black households.

Although Figures 6 and 7 show the potential
effect of policies on the median and mean dispari-
ties, the impact of each policy on the Black-white
wealth disparity across the entire wealth distribu-
tion, as defined by D in Equation 2, is quite different.
Although disparity can be reduced through wealth-
allocation policies at the median or at the mean, the
results in Figure 8 reveal that disparity cannot be
eliminated across the full distribution through equal
allocations. Like the previous two figures, Figure 8
compares the resulting impact on disparity associ-
ated with each policy: (1) equal allocations to all
Black households (blue); (2) equal allocations to all
households (green); (3) targeted allocations to Black
households (red); and (4) targeted allocations to all
households (gray).

The impact of each policy leads to nonlinear
impacts on overall disparity. For all values of wealth

Impact of Wealth Allocations on the Mean Black-White Wealth Disparity, by Policy
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FIGURE 8

Impact of Wealth Allocations on the Overall Black-White Wealth Disparity, by Policy
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allocations, targeted allocations to Black households
dominates all other policies, and targeted allocations
to all households always dominates equal allocations
to all households. Under the targeted allocations to
Black households policy, a total allocation of $500 bil-
lion leads to a 37-percent reduction in overall dispar-
ity, while a total allocation of $930 billion reduces the
overall disparity in half. In comparison, a total allo-
cation of $500 billion leads to a roughly 17-percent
reduction in disparity with targeted allocations to all
households and a 6-percent reduction in disparity
with equal allocations to all households.

However, equal allocations to all Black house-
holds lead to trade-offs in terms of overall disparity.
As Figure 8 shows, the disparity is strictly decreas-
ing until the total allocation value reaches just
under $400 billion. At this point, Black household
wealth begins to rise above white household wealth
at the lower end of the distribution enough to drive
increases in overall disparity. Once the total alloca-
tion exceeds roughly $1 trillion, equal allocations to
all Black households begin to drive an increase in
overall disparity.

- Targeted allocations to all households
- Targeted allocations to Black households

Moreover, the red line (targeted allocations to
Black households) stops at roughly $3 trillion. This
occurs because this line is the result of an optimiza-
tion exercise and reflects an efficiency frontier (i.e.,
the optimization algorithm did not find any policy
that reduced disparity at a lower cost). Allocating
more than $3 trillion to the same Black households
increases the overall disparity measure because such
allocations create disparities driven by the bottom
of the white household distribution. Therefore, this
result demonstrates that overall racial disparity will
not be eliminated solely with allocations to poor
households, even if the allocations are targeted to
Black households. Racial wealth disparities could be
substantially mitigated by such policies, but they will
not be eliminated.

The results in Figure 8 point to potential
limitations and trade-offs associated with wealth-
allocation policies. The policy of equal allocations
to all Black households leads to better results for
disparity, compared with race-neutral policies that
use small to moderate total allocation values. How-
ever, as a wealth-allocation policy grows in total
value, race-neutral policies will have larger impacts
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on overall disparity. That is, a policy of equal alloca-
tions to all Black households, which narrows dispar-
ity at the median, may increase overall disparity.

In all cases, targeted wealth-allocation policies are
better at disparity reduction than their equivalent
equal allocation to all households policies. This
points to potential gains in efficiency, such as pro-
viding wealth allocations to households with low
levels of wealth first.

Furthermore, none of policies that we evaluate
would eliminate wealth disparity across the entire
distribution. To eliminate Black-white wealth dis-
parity, a policy would need to allocate the pairwise
difference (WW’P - Wb’p; column 4 in Table 1) to
Black households for each percentile. That would
mean allocating $13,800 to Black households at the
10th percentile and $811,000 to Black households at
the 85th percentile. Such a policy, allocating far more
to wealthy households than to poor households, has
obvious pitfalls. It also reflects a broader problem.

Ultimately, narrowing the wealth gap between
Black and white households runs up against the
headwinds of massive wealth inequality across all
households. With white households at the 95th
percentile holding 19 times more wealth than the
median white household and 30 times more wealth
than the median household in general, trying to
close the racial wealth gap at the upper tail by aug-
menting Black household wealth may be the wrong
goal. Instead, the policies that we evaluated could
achieve progress in narrowing the Black-white

In all cases, targeted
wealth-allocation
policies are better at
disparity reduction
than their equivalent
equal allocation to all
nhouseholds policies.

wealth gap across the overall distribution only if
coupled with broader policies aimed at reducing
overall wealth inequality.

Discussion

Wealth, more than income, is the dominant eco-
nomic force for households (Ali et al., 2021; Esposito
and Villasefior, 2018; Fox, 2016; Nowatzki, 2012;
Toney and Robertson, 2021; Pfeffer and Killewald,
2018). Wealth facilitates access to housing, educa-
tion, health, and well-being. It also reflects how the
present-day economy holds onto the past, compound-
ing past gains along with past harms. The resulting
chasm between the wealth of Black and white house-
holds far outpaces the current gap in income. Any
hope at progress in achieving equitable economic
outcomes and opportunities between Black and white
households is quickly undermined by the persistence
of the racial wealth gap which, if anything, appears
to be widening rather than narrowing (as evidenced
by the historical trends shown in Figure 1 and in
studies on the long-term effects of wealth interven-
tions in other countries, such as Banerjee, Duflo, and
Sharma, 2021). With white households owning sub-
stantially more wealth in appreciable assets (housing
and stocks), Black households are left further and
further behind as growth in assets exceeds growth
in incomes. Attempts to catch up through wealth-
building opportunities, such as education, leave
Black households shouldering more student loan
debts yet earning consistently lower incomes—and
less wealth—for that education. Against these forces,
there is no evidence that the incessant racial wealth
gap in the United States will ever close on its own.
This has led to calls for historic interventions
that seek to address the nation’s history of harms,
unpaid labor, stolen assets, de jure segregation,
and denied opportunity, all of which underpin the
present-day wealth gap. Notable proposals include
reparations (e.g., Coates, 2014; Rothstein, 2017;
Darity and Mullen, 2020a), the introduction of
H.R. 40—a Bill introduced in Congress every year
since 1989 that calls for a commission to study and
develop reparations proposals, as well as race-neutral
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INn terms of average wealth disparity, our analysis
finds that wealth-allocation policies can close the

racial wealth gap.

policies for narrowing the gap, such as baby bonds
(e.g., Hamilton and Darity, 2010).

This report contributes to the ongoing discus-
sion about policies aimed at narrowing the racial
wealth gap through a descriptive analysis of racial
disparity across the wealth distribution and the
potential, first-order impact of policies that seek to
narrow the gap through wealth allocations to Black
households. The equal allocations to all Black house-
holds policy most closely resembles current calls
for reparations through a large, one-time allocation
given equally across all Black households, which
is similar to the policy with targeted allocations
to Black households (based on household wealth),
which would give more money to households at the
lower end of the distribution.

We compared these results with race-neutral
policies that allocate wealth to all households equally
and another that targets households based on their
current wealth—a policy that most closely resembles
baby bonds. The analysis is deliberately simplified.
We leave the dynamics of future growth and inter-
generational wealth allocations to be covered in the
eighth report in this series. The analysis is also infor-
mative because it allows us to expose opportunities
for narrowing the wealth gap while elucidating chal-
lenges in the objective of narrowing racial disparities
across the wealth distribution.

Similarly, the policies discussed in this report
lead to a natural question: How will the policies be
paid for, and who will foot the bill? In this report,
we have assumed that each policy is debt-financed.
Of course, other options exist beyond debt financ-
ing, and policies do not need to require one-time
allocations and could, instead, distribute allocations
over time. Although our simplified assumption
inherently leads to future costs, long-run dynamics
may not be so simple. Reducing disparity can have

a positive impact on aggregate output (Brueckner
and Lederman, 2015; Deininger and Squire, 1998).
Additionally, the policies that we considered may
also lead to future gains in aggregate growth as
Black households reduce precautionary savings
and increase their investments in human capital,
real estate, equity markets, and entrepreneur-
ship. Each factor could lead to expansions in the
tax base, which could offset future fiscal impacts.
Future research should work toward answering
this nuanced question in detail, by exploring fiscal
impacts and the trade-off of debt and growth,
through multi-period and multi-agent models.

In terms of average wealth disparity, our analysis
finds that wealth-allocation policies can close the
racial wealth gap. Darity and Mullen, 2020a, provides
an extensive summary of strategies for calculat-
ing the value of reparations that could compensate
for past harms. In its summary, calculations range
from a rather low end of $168 billion to the moderate
value of $3 trillion, to the high end of $12.6 trillion.
We took a different perspective, focusing on closing
the wealth gap, and our analysis finds that a wealth-
allocation policy of $500 billion, spread equally
across all Black households, could reduce median
wealth disparity by 17 percent; a policy of $1.5 trillion
could half median disparity; and a policy of $3 tril-
lion could eliminate median wealth disparity. Nota-
bly, however, others argue that it is the mean wealth
gap that should be targeted, not the median (Darity
and Mullen, 2020a; Darity, 2021). Focusing on the
mean, our analysis finds that a wealth-allocation
policy of $7.5 trillion, spread equally across all Black
households, could reduce mean wealth disparity by
50 percent, and a policy of $15 trillion could elimi-
nate mean wealth disparity.

The other policies that we analyzed differ from
traditional calls for reparations but provide further
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~or narrowing the wealth gap, it is hard to see
another path than a historic intervention. The
Black-white wealth gap exhibits no sign of

contracting without it.

insight into potential policies for narrowing the racial
wealth gap. Our analysis presents the expected maxi-
mum reduction in the Black-white wealth disparity
measure (Equation 1) for any given dollar amount

of allocations. Under these targeted policies, median
wealth disparity could be halved with a $760-billion
policy and eliminated with a $1.6-trillion policy,
meaning that it is impossible to reduce the median
disparity with smaller allocations.

Instead of a policy prescription, these results
should be interpreted as a feasibility frontier. Policies
that result in allocations that target the low end of the
wealth distribution in a race-neutral way could also
have disproportionate impacts on Black households,
given that the highest relative wealth differences exist
at the low end of the distribution, and could be more
feasible politically because of their positive impacts
on low-wealth white households. However, such poli-
cies would be also less efficient at achieving the goal
of reducing racial disparities; the race-neutral poli-
cies would require a larger allocation cost and would
ultimately be unable to feasibly eliminate disparity at
the median.

Yet, when we consider a measure of disparity
across the entire wealth distribution, our analysis
reveals trade-offs. For allocations under $1 trillion,
the policy most closely resembling reparations (equal
allocations to all Black households) leads to over-
all reductions in disparity. However, once the total
allocation exceeds $1 trillion, disparity can increase
above the current level as Black household wealth
at the lower end of the distribution rises well above
the wealth of poor white households. Of course, this
is not the objective of a reparations policy, which
strictly seeks to address harms against Black house-
holds, not white households, and entirely separate

policies that target overall wealth disparity could
address the wealth of all households at the bottom
of the distribution. However, our measure of overall
disparity identifies a potential point at which white
households may feel economically left behind, which
might create political challenges, regardless of his-
torical merit.

Other policies that we evaluated only partially
avoid the disparity challenge. Each could, strictly
speaking, reduce disparity; however, none could
eliminate it. Ultimately, the overall headwinds of
wealth inequality are a barrier to eliminating the
racial wealth gap. Figure 9 illustrates one example
wealth-allocation policy, which eliminates median
disparity by allocating $165,000 equally to all house-
holds, and its impact at percentiles across the distri-
bution before (blue) and after (gray) the allocation.
Figure 9 illustrates that the challenge is statistical;
the wealth distribution is so heavily skewed, with the
vast majority of wealth at the upper tail held by white
households, that the racial wealth gap can be closed
at the median through straightforward one-time
allocations but not overall. The wealth distributions
of white and Black households cannot be made equal
only with the policies analyzed in this report.

For narrowing the wealth gap, it is hard to
see another path than a historic intervention. The
Black-white wealth gap exhibits no sign of contract-
ing without it. Our analysis conveys that, to a first
order, one-time allocations to Black households can
meaningfully narrow the wealth gap at the median.
Truly eliminating the racial wealth gap, however,
will require solving the broader societal challenge of
wealth inequality—doing that will extend benefits to
Americans of all races.
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FIGURE 9
First-Order Impact of Wealth Allocations Across the Wealth Distribution

1.5M

Baseline Bl Median-equalizing allocation

1.0M

0.5M |

White-Black wealth difference (dollars)

05M | \ \ \ \ \ \ \ \ \ \ \ \ \ \ \ \
10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90

Wealth distribution (10th to 90th percentiles)

NOTE: The dashed line represents the value of the median wealth gap, $165,000, which is distributed to households shown in the figure.
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Appendix A. Technical Details

This appendix presents technical details on our use
of the SCF data and the multi-objective optimiza-
tion algorithm used in our analysis. First, we explain
how we generated a synthetic population data set that
allowed us to estimate the first-order consequences
of alternative wealth-allocation policies. Finally, we
provide more details on the multi-objective optimi-
zation procedure that we used, which allowed us to
shed light on the potential trade-offs inherent to the
wealth-allocation policies that we analyzed.

Synthetic Population Generation

Our goal was to evaluate a set of policies that allocate
wealth to households based on a set of established
criteria. Equations 1 and 2 assume that the decision-
maker has information on the distribution of wealth
among households and that the sample of households
used is random. For our modeling purposes, we cre-
ated a synthetic population using weighted resam-
pling based on SCF’s weights (w)) for each household
(i) included in the sample. Moreover, the density

plot presented in Figure 2 requires a random sample.
We created the synthetic population sample by resa-
mpling the SCF microdata with replacement data,
using probability w /2w, for each household. If the
population size of the synthetic population is large
enough, the point estimates of percentiles calculated
from this population and those calculated using
SCF’s weights will match. To verify that the per-
centile estimates from this synthetic population are
asymptotically unbiased, we generated a sample of
10 million households and calculated the wealth per-
centiles as shown in Table 1. The disparity measure
calculated using Equation 1 can be calculated for the
median using the time-series data provided by the
SCF and with the synthetic population method used
by our model. We found that the disparity measure
is 0.8725542 if one uses the median provided in the
time-series and is 0.8727562 if one uses the synthetic
population, which demonstrates that our approach is
asymptotically unbiased. This synthetic population
provides a representation of the wealth distributions
of Black and white households that can be used in the
multi-objective optimization framework discussed

below, as well as in the agent-based model presented
in another report in this series.

Many-Objective Evolutionary
Optimization of Equity Goals

Many-objective evolutionary optimization algo-
rithms are a class of heuristic algorithms used to
optimize multiple objective functions without the
need to aggregate the outcomes into a single objec-
tive function (Deb, 2001). These algorithms are par-
ticularly useful when there is no known closed-form
solution to the problem and no derivative informa-
tion on the objective function. In this report, we
employ this technique to trace Pareto surfaces and to
determine the maximum reduction in disparity that
can be achieved by equal allocations at any level of
total allocation.

The purpose of multi-objective optimization is to
illuminate Pareto-optimal trade-offs between a deci-
sionmaker’s conflicting objectives. Under our frame-
work, we considered a society that wishes to reduce
racial wealth disparity by distributing equal alloca-
tions to eligible households while mobilizing the
minimum amount of resources. The set of solutions
that are better than all other solutions in at least one
objective are considered nondominated or Pareto-
optimal. The “optimal” solutions presented in Fig-
ures 6 and 7, therefore, present these Pareto surfaces:
Our algorithm could not find policies that reduce
racial wealth disparities and require a lower wealth
allocation following the simple rules described in this
report. Although this simple model is likely not real-
istic for a long-term assessment (e.g., we do not model
any non-mechanical effects), it does offer an order-
of-magnitude estimate of the allocations necessary
to initially close the racial wealth gap, considering
the current wealth distribution in the United States,
based on our disparity measure. To the best of our
knowledge, no previous analysis has employed this
approach.

We used the NSGA-II algorithm to perform our
analysis. This algorithm allowed us to search the
parameter space for Pareto-optimal equity/allocation
trade-offs without having to place arbitrary weights
on those outcomes (Deb et al., 2002). We used the

20



total allocation A and disparity measure D outcomes
to be minimized, and the wealth eligibility W and
the total allocation as a fraction of total wealth
A/YXW. as decision variables. We used a population
size of 100 solutions and iterated over 50 generations.
We used a cross-over probability of 70 percent and
mutation probability of 20 percent. Our implementa-
tion used the nsga2 function from the mco R pack-
age. Because we performed one optimization run
using the median disparity as an outcome and
another run using all percentiles between 15 percent
and 90 percent of wealth, the optimization required
10,000 model evaluations (i.e., 100 x 50 x 2), which
took one hour to run with a population size of 12,860
households (one household for each 10,000 real
households). We also verified that the model pro-
duces nearly identical results with a larger synthetic
population size of 64,300 or 128,860 households (one
household for each 2,000 and 1,000 real households,
respectively), and it also produced nearly identical

results with 70 population generations rather than
50 generations, suggesting that the optimization
routine was in fact finding the approximate Pareto
surface regardless of those parameters.

As currently implemented, our optimization
approach does not provide information on sampling
uncertainty, and we do not present standard errors
for our estimates. As stated before, the disparities
between Black and white households are so wide
that sampling uncertainty becomes a second-order
concern. If one is interested in estimating confidence
intervals for our estimates, doing so could be possible
at a moderate computational cost. One might use
bootstrapping to repeat the optimization exercise for
each bootstrapped sample or simulate the solutions
found by running the optimization model in a larger
sample over each bootstrap sample. This exercise
could require many model evaluations and would
find very similar policies and the same point esti-
mates in our model runs with large sample sizes.
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Appendix B. Assets and Liabilities

Table B.1 shows the composition of household wealth in terms of assets and liabilities. The median household
values (in thousands of dollars) are broken out by race and are unconditional on asset/liability ownership. The
table also shows the value of the absolute white-Black difference, the relative difference (ratio), and the percent-
age of white and Black households that hold each asset and liability type.’

TABLE B.1
Assets and Liabilities

Percentage of Households with

Absolute Relative Any Assets or Liabilities
Median Household Holdings Difference Difference (%)

Category White Black White-Black  White / Black White Black
Assets
Business equity 99 70 29 1.41 16.5 4.81
Cash value life insurance 10 5.5 4.5 1.82 20.8 21.5
Certificates of deposit 28 12 16 2.33 9.85 3.02
Directly held stocks 30 12 18 2.5 18.6 6.74
Net equity in nonresidential 75 40 35 1.88 7.83 2.59
real estate
Other financial assets 6 1.5 4.5 4 8.43 7.53
Other managed assets 125 16 109 7.81 7.95 1.22
Other nonfinancial assets 15 10 5 1.5 8.96 1.62
Other residential real estate 170 72 98 2.36 15.1 8.17
Owned vehicles 19 12.2 6.8 1.56 89.3 71.5
Pooled investment funds 123 87 36 1.41 11.9 1.78
Primary residence 230 150 80 1.53 73.7 45
Retirement accounts 80 35 45 2.29 57.3 35.1
Savings bonds 0.75 1 -0.25 0.75 9.82 2.68
Stock holdings 50.8 15 35.8 3.38 60.8 33.5
Transaction accounts 8.2 1.5 6.69 5.45 98.8 96.8
Unrealized capital gains 60 35 25 1.71 774 47.2
Liabilities
Credit card balances 3.2 1.3 1.9 2.46 44.5 47.7
Education installment loans 23 30 -7 0.767 20 30.2
Home equity lines of credit 24 15 9 1.6 6.07 1.09
Home-secured debt 130 116 14 1.12 47.4 27.7
Mortgages home equity 138 118 20 117 44.4 27.3
loans
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Table B.1—Continued

Percentage of Households with

Absolute Relative Any Assets or Liabilities
Median Household Holdings Difference Difference (%)

Category White Black White-Black  White / Black White Black
Other debt 7.5 2.3 5.2 3.26 4.86 5.37
Other installment loans 4.8 2.2 2.6 218 10.5 9.9
Other lines of credit 2 3.5 -1.5 0.571 1.47 1.24
Other residential real estate 110 60 50 1.83 5.5 2.87
debt
Vehicle installment loans 14 11 3 1.27 37.4 33.8

SOURGCE: Author’s analysis of 2019 SCF time-series data (Board of Governors of the Federal Reserve Board, 2022).
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Notes

' This report follows Associated Press style conventions for the

capitalization of Black and white as categories of race. See Asso-
ciated Press, 2020; and Daniszewski, 2020.

2 A key aspect of bond sales is the voluntary nature of bond
purchase, which contrasts to reallocation through taxation while
creating a debt to be honored in the future. Although the final
incidence of the returns to and cost of bond financing depend

on factors outside the scope of our study, one possibility is that
bond-based wealth allocations stimulate economic growth in
general and accelerate wealth accumulation among recipients
(e.g., through home ownership, increased educational attain-
ment, improved health, and investment in financial instruments
and companies). The increased economic activity might generate
the revenue needed to pay much, possibly all, of the bond premia,
though if not, the remainder may be paid by reducing the bud-
gets of federal agencies, raising taxes, or both.

3 Darity and Mullen, 2020a, discusses approaches for minimiz-
ing inflation risk from reparations policies.

4 We assumed that household debt finances investments with a
positive net return, an assumption that is later supported by the
data shown in Figure 5.

> An alternative approach to characterizing differences in the
wealth distribution of white and Black households could be to
use a chi-square goodness-of-fit statistic. Let p determine each
percentile of the distribution of white households. One could
compute a chi-square statistic to determine how far the Black
household wealth distribution is from the white distribution.

Consider a hypothetical city with 10,000 white households and
10,000 Black households. One could compute x* = (h“‘h—") N
where h . is the number of Black households within each wealth
percentile, p, and b _is the number of white households within
each wealth percentlfe In a society in which race and wealth are
independent, x? tends to zero and our disparity measure D is
also zero. The difference between our measure and a chi-square
measure is that it also accounts for the magnitude of the wealth
differences, but both measures would converge to zero in a soci-
ety in which race and wealth are independent.

6 Baby bonds are a proposed policy for endowing every U.S.-
born child with a government-financed trust account, created
at birth and accessible at age 18. Although baby bonds could be
given to all children at birth, they are often discussed as a way
to endow children from lower-income families with disparity-
reducing allocations. Hamilton and Darity, 2010, proposes this
progressive implementation as a solution for eliminating the
racial wealth gap over time.

7" The value per household that eliminates disparity should
equal the median wealth gap, which is $165,000. The difference
in our results, which calculate a per household value of $168,000,
reflects a small sampling error.

8 Interpreted as a frontier, the set of policies identified delineate
a feasibility space, and the region below those curves is infeasible.

9 All code used for modeling and analysis was written in the R
programming language and is available upon request.
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