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What Is Behind the Persistence of the

Racial Wealth Gap?

Dionissi Aliprantis and Danzel Carroll™

Most studies of the persistent gap in wealth between whites and blacks have investigated the large gap in
income earned by the two groups. Those studies generally concluded that the wealth gap was “too big” to be
explained by differences in income. We study the issue using a different approach, capturing the dynamics of wealth
accumulation over time. We find that the income gap is the primary driver behind the wealth gap and that it is large
enough to explain the persistent difference in wealth accumulation. The key policy implication of our work is that
policies designed to speed the closing of the racial wealth gap would do well to focus on closing the racial income gap.

Black households in the United States have, on average,
considerably less wealth than white households. In 2016,
the average wealth of households with a head identifying

as black was $140,000, while the corresponding level for
white-headed households was $901,000, nearly 6.5 times
greater." The fact that blacks, on average, have considerably
less wealth than whites is troubling, not just because it is an
inequality of outcomes, but also because it strongly suggests
inequality of opportunity. The economic opportunities
provided by wealth range from insuring consumption
against disruptions to a household’s disposable income (such
as surprise medical expenditures or unemployment spells)
to enabling access to housing, good public schools, and
postsecondary education.

Given the importance of wealth and the persistence of
racial inequality in the United States, economists have had
a long-standing interest in the racial wealth gap. A focus of
economic research has been on understanding which factors
contribute to the racial wealth gap and by how much. In
this Commentary, we review existing evidence and literature
on the wealth gap between blacks and whites in the United
States. We then present new research showing that although
differences in savings rates, inheritances, and rates of
return on investments have all been suspected as playing a
large role in maintaining the racial wealth gap, the gap is
primarily the result of a sizeable and persistent income gap.

The History of Racial Income and Wealth Gaps

The current racial wealth gap is the consequence of many
decades of racial inequality that imposed barriers to wealth
accumulation either through explicit prohibition during
slavery or unequal treatment after emancipation. Examples
of postemancipation barriers include legally mandated
segregation in schools and housing, discrimination in the
labor market, and redlining, which reduced access to capital
in black neighborhoods.

And while the existence of a racial wealth gap may not be
altogether surprising, it may be surprising how little the
racial wealth gap has changed over the past half century,
even after the passage of civil rights legislation. In fact, the
2016 wealth gap is roughly the same as it was in 1962, two
years before the passage of the Civil Rights Act of 1964,
according to data from the Survey of Consumer Finances
(SCF). Average white wealth in 1962* was 7 times that of
average black wealth. The persistence of the racial wealth
gap can be seen in figure 1, which plots the distributions of
wealth in 2016 dollars for black and white households in
the years 1962 and 2016. While there has been growth in
wealth over time for both racial groups (as evidenced by the
rightward shift between the solid and dashed lines), notice
that the dashed line corresponding to black households in
2016 is still to the left of the solid line for white households
in 1962. Simply put, over the past 50 years, the distribution
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of black wealth has not even “caught up” to the distribution
of white wealth in 1962.

Some of the similarity in wealth ratios between 1962 and
2016 relates to timing. The Great Recession had a larger
impact on average black wealth than on white wealth.
Figure 2 plots black wealth as a fraction of white wealth for
different years of the SCF. There is a noticeable drop in the
ratio after 2007, a dip that has not fully been undone even
10 years later. However, the wealth gap is far from closing
even if we focus only on the years leading up to the Great
Recession: The wealth ratio rose only from 14 percent to
22 percent between 1962 and 2007.

‘What Could Be Behind the Wealth Gap?

The wealth gap might simply be the result of a historical
wealth gap that was so large it hasn’t yet had time to close.
As we have seen from the 1962 data, black households were
much poorer than white households at that time. Even if all
racial discrimination had ended in the 1960s, these wealth
differences would not have disappeared instantly. Wealth
takes time to accumulate. However, it is possible that other
factors have kept the wealth levels of blacks and whites from
converging, and researchers have investigated the influence
of several of these. Specifically, the possible obstacles to
wealth equalization that have been studied are savings rates,
inheritances, rates of return on investments, and income. If
blacks and whites differ on any of these dimensions, it could

explain the persistence of the wealth gap.

Differences in Rates of Return on Investments

If white households earn more from their savings than
do black households, the different rates of return could
contribute to the persistence of the wealth gap. Over

Figure 1. Household Net Worth
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Source: Authors’ calculations from the Survey of Consumer Finances.

Note: The y-axis represents the fraction of each group that has SX of wealth or
less. Increasing wealth is represented by a shift to the right at any level of the y
axis or by a shift down at any level of the x axis.

time, initial differences in wealth would be compounded,
assuming not all additional gains are consumed. Gittleman
and Wolff (2004) examine three survey years of the Panel
Study of Income Dynamics (PSID), 1984, 1989, and 1994,
and find little evidence that black households earned lower
returns on the same assets as white households. However,
they do find that the portfolios held by black households

were more concentrated in low-average-return assets.

Table 1 displays the average share of asset types held across
race and years from 1984 to 1994. First, we might compare
the percentages of black and white households that hold
each type of asset (columns 1 and 2). Notice that white
households hold a larger fraction of each asset category
than do black households. For example, 64 percent of white
households hold home equity, while only 38 percent of
black households have wealth in the form of home equity.

Second, we might compare the types of assets black and
white households hold (columns 3 and 4). This comparison
shows that the assets of white households are more
concentrated in real estate, business, and stocks. These
assets tend to be riskier than the other categories, but they
also provide a higher average return.

Table 2 displays the same information for 2015 and
shows that, despite some improvement in the fractions of
asset ownership by black households, the same portfolio
imbalances exist in the recent data.

One explanation for the higher concentration of low-average-
return assets in black households’ portfolios could be those
households’ lower wealth levels. Higher returns are associated
with higher risk, and the less wealth a household has, the less
risk it may be willing to take with its investments.

Figure 2. Wealth and Income Ratios of
Black and White Means in the SCF
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While portfolio differences are real and impactful, these
data suggest that portfolio differences are not the most
significant factor contributing to the racial wealth gap.
Gittleman and Wolff estimate that over 1984-1994 the
wealth gap would have closed by only an additional

4 percentage points if black households had held the
same portfolios as white households.

Differences in Intergenerational Transfers

Another mechanism that could explain the large gap between
black and white wealth is inheritances. If white households
had more wealth in the past than did black households and
bequeathed their estates to their children, we should expect
the wealth gap to persist for several generations.

The magnitudes of differences in inheritances have been
found to be large. Avery and Rendall (2002) use the 1989
SCF to document that far fewer black households reported
receiving an inheritance than whites and that, of those who
did, the average value was about five times smaller than
that of their white counterparts. Other studies find that
differences in intergenerational transfers, like differences in
returns, are not the largest driver of the racial wealth gap.?
Menchik and Jianakoplos (1997) estimate that between

10 percent and 20 percent of the racial wealth gap can

be accounted for by inheritances, while Gittleman and
Wolff (2004) find that if black households had the same
inheritances as white households, the wealth gap would
have closed by an additional 5 percentage points. However,
differences in inheritances do not appear to drive the racial
wealth gap simply because so few households, whether
black or white, receive what could be considered “large”
inheritances (Hendricks, 2001).

Table 1. Black and White Wealth Averages, 1984-1994

Percent holding Average percent of

asset assets
White Black White Black

Home equity 64 38 31 49
Other real estate 21 7 17

Farm or business 13 2 17

Stock 32 8 13

Checking and savings 85 45 14 12
Vehicles 87 58 6 14
Other savings 26 14

Debt 49 44

Source: Maury Gittleman and Edward N. Wolff. 2004. “Racial Differences in Pat-
terns of Wealth Accumulation.” The Journal of Human Resources, 39(1): 193-227.
Note: Gittleman and Wolff average data from the Panel Study of Income Dynamics
across the years 1984, 1989, and 1994.

Differences in Labor Income

Returning to figure 2, notice that there is also a sizeable gap
between the average income earned by white households
and the average earned by black households: The ratio

of labor income between black and white households is
roughly 52 percent in 1962, and it reaches only 58 percent
in 2007 before falling steeply after the Great Recession.

Early studies hypothesized that this income gap could be
the principal factor responsible for keeping the wealth gap
large (Terrell, 1971, Blau and Graham, 1990, Altonji and
Doraszelski, 2005, Barsky et al., 2002). However, those
studies generally concluded that the wealth gap was “too
big” to be explained by the income gap (based on statistical
methods that predict wealth as a function of observable
characteristics). It seems difficult to imagine that the observed
income gap could support such a large wealth gap: Whites’
having twice the income of blacks does not seem to imply
that whites should have five to ten times the wealth of blacks.

A Different Approach

The studies cited above use statistical models to predict
wealth based upon observable characteristics. The studies
then decompose the drivers of the wealth gap by predicting
the wealth of white houscholds using the expected wealth
equation for blacks.

Because the relationships between observable characteristics
and wealth are estimated over short periods of time in those
studies, they are likely underestimating the importance of
initial conditions and income disparities for future wealth.
However, the way these initial conditions and disparities
interact with other factors over time—referred to as
“dynamics”—is likely to matter a great deal. 1o see why,

Table 2. Black and White Wealth Averages, 2015

Percent holding Average percent
asset of assets

White Black White Black
Home equity 65 42 27 23
Other real estate 17 6 6 2
Farm or business 9 3 4 1
Stock 20 2 6 1
Checking and savings 86 56 15 10
Vehicles 87 76 20 32
Other savings 17 10 3 4
Debt 49 54 19 27

Source: Panel Study of Income Dynamics, 2015.



consider that current labor income (or a measure of several
recent observations of labor income) may not be strongly
related to the current amount of wealth a household

owns. Typically, wealth takes a considerable amount of

time to accumulate, and so it could be many years before a
household has a high level of wealth even if it earns a high
income now. Thus, the degree to which labor income should
be related to wealth over a short time horizon is not clear.

In a recent research paper, we approach the problem from
a different angle (Aliprantis et al., 2018a). We construct and
calibrate an economic model of savings to understand the
role each of the above mechanisms plays in maintaining
the racial wealth gap. Our modeling approach is different
from the previous literature because it accounts for
dynamics. This approach contrasts with the statistical
techniques typically employed in the literature, as these
tend to represent a snapshot at one point in time.

In our model, households have many motivations for
saving. They save for retirement and to leave an inheritance
for their children; they save to insure against sudden
fluctuations in their labor income; and they save to earn
returns from the market. Households also save to insure their
ability to consume if they live for an unexpectedly long time.

We first carefully calibrate our model, which means that

we find parameters for our model such that the predictions
it makes about each of the above mechanisms matches
important statistics we observe in the data. Having made
sure that our model makes reasonable predictions about the
mechanisms believed to contribute to the wealth gap, we
then allow our model to make predictions about the types of
wealth gaps we should observe if one mechanism is changed

Figure 3. Contribution of Factors to Wealth Gap
over Time
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Source: Authors’ calculations using data from the Survey of Consumer Finances.

at a time or if multiple mechanisms are changed together.
We focus on the following questions: Are the observed
racial income and wealth gaps compatible with each other?
Which factors make the largest contribution to the racial
wealth gap?

We answer these questions by starting black and white
households in our model with the wealth observed in the
1962 data. From these initial conditions of high wealth
inequality between racial groups, we then input into the
model a labor income gap taken from the data, assuming
that the income gap will close in the future at the rate
observed between 1962 and 2007.

We find that one factor accounts for the racial wealth gap
almost entirely by itself: the racial income gap. Our results
stand in contrast to the results of earlier studies that focus
on a single point in time and find that the wealth gap is too
large for the income gap to explain. The reason that our
study comes to a different conclusion is that it takes into
account the dynamic nature of wealth accumulation.*

What do we mean when we say that the labor income gap
can account for the racial wealth gap? First, our model
predicts that income and wealth will have a relationship

in the future like the one we observe today. Our model
predicts that, starting from 1962, it would take 259 years for
the ratio of black and white mean wealth to reach 0.90.

Second, changing the labor income gap in the model
changes the wealth gap dramatically. For example, when we
remove the labor income gap in our model, meaning black
and white households immediately earn the same income
from their labor from 1962 onward, the black-to-white
wealth ratio reaches 90 percent by 2007.

Third, other factors we might have suspected as playing
major roles in maintaining the racial wealth gap pale

in comparison to the role of the labor income gap. For
example, when our model makes predictions under a gap
In returns to investment as large as the gap in labor income,
we find little change. The same is true for equalizing the
inheritance process.

Figure 3 decomposes the wealth gap at each point in time
into its contributing factors as generated by our model. As
one would expect, initial conditions play an important role
early on. Regardless of the different factors we test, it takes
time to undo the extreme racial wealth inequality present
in 1962. Over time, however, the model puts less weight

on the imitial disparity for propagating the racial wealth

gap and more weight on persistent systemic differences in
economic opportunity. Our model predicts that by 1977 the
gap in labor income is a larger contributor to the wealth gap
than initial inequality, and by 1990 the labor income gap
accounts for more than 80 percent of the wealth gap. The
labor income gap remains the dominant factor until far in
the future, when the racial wealth gap is nearly closed.



Policy Implications and Conclusion

Our study offers a new perspective on the racial wealth

gap by capturing the dynamics of wealth accumulation.
While our study is only one contribution in the broader
literature on the racial wealth gap, our analysis supports the
conclusion that the racial labor income gap is the primary
driver behind the large and persistent difference in average
wealth between black and white households.

The key policy implication of our work is that policies
designed to speed the closing of the racial wealth gap
would do well to focus on closing the racial income gap. Of
course, this focus leads to another broad set of questions
surrounding the racial income gap. For example, what is the
relative importance of factors such as racial discrimination
in the labor market (Bertrand and Mullainathan, 2004),
incarceration policies (Neal and Rick, 2014), and skills
(Neal and Johnson, 1996) in maintaining the racial

income gap? Even more broadly, social scientists since
Wilson (1997) have focused on the role of factors such

as deindustrialization, neighborhoods, and schools in the
persistence of the racial income gap. Recent findings that
the intergenerational transmission of income is lower for
blacks than for their white counterparts at all levels of
income (Chetty et al., 2018), and that the same is true for
neighborhood quality regardless of wealth (Aliprantis et

al., 2018b), suggest that policies successfully addressing the
racial labor income and wealth gaps will have to address a
broad set of issues.

Footnotes

1. Survey of Consumer Finances. The difference in median
wealth was even starker: $16,000 compared to $163,000,
or 10 times greater.

2. The 1962 data are a merger of two other data sets, the
1962 Survey of Financial Characteristics of Consumers and
the 1963 Survey of Changes in Family Finances. These data
are available from the Board of Governors of the Federal
Reserve System.

3. The studies in this literature were conducted on data
from roughly the same time period as the studies on returns.

4. See O’Flaherty (2015) for a summary of this area of
the literature and Ashman and Neumuller (2018) for a
related analysis.
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