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What explains the fact that the racial wealth gap has not closed over the past 50 years? At
first glance, the racial earnings gap might appear too small to explain the racial wealth gap. Figure
1a shows that while the average wealth of white families has been six times that of black families
over recent decades, the average earnings of white families has been about two times that of black
families.

(a) Ratio of Black/White Means (b) Household Wealth Distributions

Figure 1: Earnings and Wealth in the Surveys of Consumer Finances (SCFs)

Focusing on a cross section would seem to confirm that earnings do not explain the racial wealth
gap. Figure 1b illustrates the basic reasoning: Black-headed families have less wealth conditional
on earnings than white-headed families. Even after controlling for variables in addition to earn-
ings, studies still have difficulty accounting for the wealth gap (Blau and Graham (1990), Altonji
and Doraszelski (2005), Thompson and Suarez (2015)). When multivariate regression coefficients
estimated from a sample of blacks are used to predict white wealth, most estimates in the literature
explain less than one-third of the wealth gap (Scholz and Levine (2003)).

We show that the large and persistent racial wealth gap is consistent with the observed racial
earnings gap when viewed through the lens of a dynamic model. Our analysis uses a heterogeneous
agents dynamic stochastic general equilibrium model in the spirit of Bewley (1986), Aiyagari (1994),
and Huggett (1993) to study the key mechanisms thought to drive the racial wealth gap. Agents
in the model (i) have a life cycle in which they work, retire, and face increasing mortality risk; (ii)
receive idiosyncratic income shocks; (iii) may give or receive intergenerational transfers; and (iv)
are heterogeneous in terms of wealth, earnings, expected bequest size, and returns on capital.

We use this model to investigate what it would take to close the racial wealth gap. The model

This figure is a version of the main figure in Barsky et al. (2002) using the 2016 wave of the Survey of Consumer
Finances.
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is initialized to the earnings and wealth distributions for black and white households in the 1962
Survey of Consumer Finances (SCF), with these differences in earnings and wealth translating into
large differences in bequests across race. We then solve for a transition path to a long-run steady
state in which racial differences are absent. Along the transition, we assume the earnings gap stays
constant at 42 percent through 2016 (as observed in the 1962-2016 waves of the SCF), begins to
slowly close starting in 2016, and closes a long time in the future. We find that it will take a very
long time for the gap in average wealth between black and white households to equalize. Only 9
percent of the racial wealth gap will be closed after 100 years, meaning black households’ wealth
will still be less than one-fourth that of white households.

We then use the model to decompose the sources of the wealth gap into the earnings gap,
the bequest gap, and the return gap. We find that the earnings gap is the primary driver of the
persistence of the wealth gap; this factor alone drives the majority of the wealth gap over the
transition. We also find that the convergence of the racial wealth gap is highly sensitive to the
speed at which the earnings gap closes.

Differences in bequests play a lesser role in maintaining the racial wealth gap. This result may be
surprising because there are very large differences in intergenerational transfers across race (Smith
(1995), Avery and Rendall (2002)). We incorporate these differences into our model; however, they
account for only a small fraction of the wealth gap because observed bequests are a small fraction
of total wealth (Hendricks (2001)).

Although there is little evidence that returns systematically differ between black and white
households either for the same asset (Gittleman and Wolff (2004)) or for portfolios (Wolff (2018)),
a return gap would contribute to the wealth gap. We investigate the importance of a return gap by
introducing differences in black and white returns to saving. Despite imposing an extremely large
gap in returns to capital, different rates of return have no effect on the racial wealth gap as long
as there is an earnings gap.

Our model results show the same qualitative cross-sectional relationship between earnings and
wealth highlighted in the literature. Estimating a conditional expectation function (a la Barsky
et al. (2002)) on the model output for the years 2012-2016, we find that black-headed households
have lower wealth at all levels of earnings than white-headed households, just as they do in the
corresponding 2013 and 2016 SCF data. We interpret this result as demonstrating the importance
of controlling for initial wealth. The earnings gap is the reason initial conditions matter, since
wealth evolves slowly over time.

Finally, we investigate what these results imply for the effect of reparations. We counterfactually

We use “the 1962 SCF” to refer to the 1962 Survey of Financial Characteristics of Consumers (SFCC) and the
1963 Survey of Changes in Family Finances (SCFF), since these surveys were the most direct predecessors of the
SCF.

This result might be surprising because differences in returns likely played a major role in generating the
differences in the initial wealth distributions we impose in the model, whether driven by means of violence and direct
theft (Coates (2014)), redlining (Aaronson et al. (2017)), or government policies (Rothstein (2018), Hamilton and
Logan (2019)).

Altonji and Doraszelski (2005) take a step in this direction by using sibling fixed effects.
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eliminate racial inequality in the initial wealth distributions while holding the level of aggregate
wealth constant. Without changing the racial earnings gap, such one-time wealth transfers are not
effective – the racial wealth gap reverts to its initial level within 50 years. These results indicate
that efforts to equalize the racial wealth gap will deliver only short-lived benefits if they do not
address the racial earnings gap.

There are only two other studies of the black-white wealth gap using a dynamic model of
optimizing agents accumulating wealth. White (2007) studies the earnings and wealth gaps jointly
using a model with two dynastic households, one black and one white, that face no idiosyncratic risk.
The initial distribution of wealth is degenerate, and along the equilibrium path the black household
never accumulates positive assets because the relative earnings of black households are rising (which
is inconsistent with historical data). Ashman and Neumuller (2019) conduct a complementary
partial-equilibrium analysis focused on steady states; they show that the earnings gap is sufficient
to generate a large wealth gap even in the long run, consistent with our results that eliminate the
initial conditions. Since our model implies that the dynamics of the wealth gap are very persistent
(that is, the long run may be very far away), a comparison of steady states is likely to mismeasure
the gains and losses associated with redistributive policies in the short run.

The remainder of the paper is organized as follows: Section 2 describes the data we use in our
analysis and establishes three facts about income, wealth, and race between 1962-2016. Section 3
presents the model, stating the household’s problem recursively. Section 4 presents our quantitative
analysis, first describing how we calibrate the model and then presenting the results of numerical
experiments. Section 5 concludes.

We measure the joint distribution of earnings and wealth using the triennial Survey of Consumer
Finances (SCF), which began in 1983 and has been most recently released for 2016. We also use a
precursor to the SCF, the 1962 Survey of Financial Characteristics of Consumers (SFCC) and the
1963 Survey of Changes in Family Finances (SCFF), which we refer to as the 1962 SCF.

Our sample consists of families with heads or respondents who are (i) either black or white and
(ii) aged 20-100. It is not entirely obvious how to define “black” in the 1962 SCF. In the 1962
SCF the surveyor assigned household heads to one of three mutually exclusive categories: “White,”
“Nonwhite,” or “Not Ascertained.” We interpret the “Nonwhite” group in the 1962 SCF as being
identical to the “Black or African American” group under the 1997 US Office of Management
and Budget Classification Standards (OMB (1997)) for defining race. Appendix A describes this
interpretation in detail.

There is an empirical literature on related topics. In addition to those studies already cited, see also Bleakley
and Ferrie (2016), Sacerdote (2005), Collins and Wanamaker (2017), and Ager et al. (2019).

In the Historical SCF constructed by Kuhn et al. (2018), the racial differences in the 1962 SCF are not outliers
relative to nearby years. We discuss our argument for not using the Historical SCF below.
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We measure wealth using the family net worth variable in the years 1983 and after. For 1962
we define net worth as total assets minus total debts, where we construct total assets and total
debts from the list of component variables according to the SCF definitions to match the net worth
programs for 1983 onwards. We measure earnings as total family income from wages and salaries.
The sources of earnings are the head, wife, and other family members in 1962; the respondent and
spouse in 1983-1986; and anyone in the family in 1989-2016. All income and wealth variables are
converted to 2016 dollars using the St. Louis Fed’s GDP Implicit Price Deflator.

We measure the racial wealth gap as

1 � Mean Black Wealth
Mean White Wealth

and measure the racial earnings gap analogously. Appendix Figure 17a shows that the wealth gap
is larger when measured in terms of medians rather than means.

We document three relevant facts from data over the past half century. First, the ratio of black
earnings to white earnings has been statistically constant. Second, the ratio of black net worth
to white net worth has also been statistically constant and lower than the earnings gap. Third,
expected wealth as a function of earnings is lower for black households than for white households.

Fact 1: The earnings gap has been about 40 percent with no trend over the past 50 years.

Fact 2: The wealth gap has been about 80 percent with no trend over the past 50 years.

Figure 2 plots the wealth and earnings gaps from 1962 to 2016. Over this period, mean black
wealth averaged 18 percent of mean white wealth, resulting in a gap of 0.82. Over this same
time period mean black earnings averaged 58 percent of white earnings, resulting in a gap of 0.42.
Appendix B shows that these data are consistent with the findings in several other studies using
several other data sets, and also plots the ratios obtained from defining the gaps in terms of medians
rather than means.

Both gaps have been stubbornly persistent. Table 1 reports the coefficients from regressing the
earnings and wealth gaps on year via OLS. None of the coefficients are statistically different from
zero. This relationship is not driven by either the Great Recession or noise in the early waves of the
survey. The flat earnings and wealth ratios are also consistent with Kuhn et al. (2018)’s analysis
of the racial income and wealth gaps in the Historical SCF (HSCF) going back to 1947.

The list is available at https://www.federalreserve.gov/econres/files/Networth%20Flowchart.pdf.
The HSCF is a series of annual SCF data sets from 1947-1971, along with 1977, currently available from ICPSR.

We do not use the HSCF because it is a survey distinct from the SCF, raising a separate set of concerns relative to the
1962 and 1983-2016 SCF surveys, with the 1962 SCF being the most direct precursor to the subsequent 1983-2016 SCF
surveys. For example, coverage of HSCF variables is incomplete across survey years, with some variables reported in
bins or not at all in some years. Moreover, the analysis in Kuhn et al. (2018), as well as our own replication, confirms
that our inference from the 1962 data is consistent with the HSCF.
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