
 

 
 
 

 

The Racial Wealth Gap 
According to the Federal Reserve Board, in 2019, median wealth for white families was to 

close eight times the median wealth for Black families.[1] This disparity in wealth is inexorably linked 
to racial disparity in homeownership. Federal Reserve data show that, among middle-aged families 
Black households are less likely to own their own homes than white households (51%, versus 73% for 
whites), and the homeownership gap between Black and white homeowners has widened since 
2004.”[2]Policymakers have repeatedly proposed self-help solutions rooted in the false assumption that 
the racial wealth gap was created by a failure of public policy that can be remedied by private markets.[3] 

The racial wealth gap is also exacerbated by the segregated debt market. This market has 
created two separate and unequal systems of banking and credit: the regulated and heavily subsidized 
mainstream banking industry and the unregulated, costly, and often predatory fringe industry. Having 
been left out of the former, the Black community has historically occupied the latter.[4]  

The Black community faces two distinct challenges as a result of the racial wealth gap. Black 
families have greater difficulty ascending the economic ladder, and it’s also much easier for these 
families to slip down it. Because wealth provides protection against life’s hardest edges, those without 
it find themselves exposed to devastating financial shocks like bankruptcy, eviction, and inordinate 
numbers of lawsuits. These lawsuits further increase financial pressure by leading to wage 
garnishments, aggressive collection practices, and criminal prosecutions. In turn, these hardships 
create a “web of indebtedness,” according to one Black resident quoted in a study.[5] Although a wage 
garnishment can feel like extortion, creditors are increasingly using actual extortion. Often the original 
debt collector, such as a municipality, sells its debts to an underworld of unregulated debt collectors 
who threaten debtors with criminal prosecution in order to intimidate them into paying their debts.[6] 
Despite the fact that these threats are often baseless and illegal, the unscrupulous bounty hunters 
continually harass debtors.  

Without major structural reforms, the wealth gap will continue to expand.  A report from the 
Institute for Policy Studies glibly predicted that based on current rates of growth, it would take 228 
years for Black families to catch up to the amount of wealth that white families had when the report 
was published in 2016.[7] This grim projection indicates that a common assumption–-that the wealth 
gap will close over time naturally, without intervention–-is also a false assumption. In fact, it is likely 
that the racial wealth gap will remain in place and continue to reproduce itself.[8] In other words, if 
nothing changes, no amount of time will close the wealth gap because of the self-perpetuating effects 
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of capital accumulation. But inaction is not inevitable. Several innovative and untried policy changes 
could be transformative and close the racial wealth gap quickly. 

An essential first step in dealing with the wealth gap is to acknowledge that public policy 
created the wealth gap and must be used to address it. Full justice demands a recognition of the historic 
breach of the social contract between America’s constitutional democracy and Black Americans. And 
that contract breach requires a remedy. The post-Civil War 13th, 14th, and 15th Amendments to the 
Constitution promised freedmen equal protection under the law, the end of coerced labor, and the 
right to vote. If we envision these rights as a binding contractual promise, we can also envision a 
justification for a remedy to this breach. In his landmark “I Have a Dream Speech,” Martin Luther 
King Jr. framed the Black American claim to justice as rooted in a broken promise, “a promissory 
note to which every American was to fall heir.  . . . [A] promise that all men . . . would be guaranteed 
the inalienable rights of life, liberty, and the pursuit of happiness.”[9] King said that “America has 
defaulted on this promissory note insofar as her citizens of color are concerned. Instead of honoring 
this sacred obligation, America has given the Negro people a bad check . . . which has come back 
marked ‘insufficient funds.’”[10] Continuing in the framing of a broken contract, he lays claim to a 
remedy: “We’ve come to cash this check, a check that will give us upon demand the riches of freedom 
and the security of justice.”[11] 

Constitutional rights are not treated like typical contractual claims, but this framing can help 
us imagine how a remedy for centuries of racial oppression can be designed. If the promise of equality 
was made by the federal government and then breached, what recourse can be envisioned for Black 
Americans? Typically, claims of redress are called “reparations.” Viewed through the lens of 
contractual breach, reparations are akin to “damages.”[12] Without seeing them as such, the 
Constitution itself stands as a roadblock to redress because it demands that all individuals be neither 
harmed nor benefited based on group characteristics.[13] Black Americans have been harmed in direct 
contradiction to the Constitution’s promise of equal treatment, yet they have still had to contend with 
its demand of equal treatment in seeking a remedy. We must accurately diagnose the problem before 
we can move forward with solutions. A full-scale reparations agenda is essential—true justice is 
difficult to achieve without such a commitment. 

In contracts, there are three forms of damages: compensatory damages, reliance damages, and 
restitution damages or unjust enrichment. Compensatory damages are the typical form of damages for 
most contract breaches. They are a form of remedy where the breaching party makes the breached-
upon party whole and compensates them to put them in the position they would be in had the contract 
been fulfilled.[14] What would this look like for a reparations claim? Reparations could take many 
forms—all of which would have to be measured in monetary outcomes, as are all contractual claims. 
One way to measure the remedy is to focus on outcomes rather than means. For example, reparations 
could mean that the federal government could enlist several programs and agencies at once to 
eliminate the racial wealth gap. The means of elimination would be flexible, so long as the wealth gap 
was eliminated within a stated amount of time. Several other government programs are designed in 
this way. For example, the Congressional Budget and Impoundment Control Act of 1974 created the 
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Congressional Budget Office (CBO), which was tasked with analyzing congressional bills and agency 
programs with a focus on cost-cutting. The CBO has a mandate to score each bill and use a 
cost/benefit analysis. This score is put to use when passing the bill. A similar oversight committee can 
be devised to score each bill and agency program for its effects on the racial wealth gap. Closing the 
racial wealth gap can be viewed as a specific regulatory goal, and each agency can design its own 
program or response depending on its specific domain. The racial wealth gap has deleterious effects 
on Black families and communities in practically every domain: environmental impact, education, 
credit availability, housing, and policing. Thus, a response must be multi-faceted. 

              I.                  Policies That Created Racial Homeownership Gap and Dual Credit Market 
The racial wealth gap was caused by an investment the federal government made in white 

home ownership through New Deal legislation. This legislation created the credit and housing 
structure that became the foundation of the modern housing market.[15] The New Deal created 
separate and unequal credit markets: high-interest, non-bank, installment lenders in Black 
neighborhoods, and low-cost, securitized, and revolving credit card market in the white suburbs. This 
Congressionally mandated century-old investment in home ownership has compounded over 
generations and continues to affect housing value, access to credit, and economic stability.[16] Racial 
segregation and the racial wealth gap are a direct outgrowth of these federal policies.[17] The New Deal 
showed us that incredible family wealth can be created when the government acts for the benefit of 
people—now is the time to put it to work for those that were excluded the first time around. Just as 
federal housing policies created the racial wealth gap, federal housing policies can eliminate it. Racial 
exclusion was explicit in the workings of the Federal Housing Administration, and these subsidies 
built significant wealth for those who could participate.[18] 

Most significant New Deal policies were administered in a way that created the categorical 
exclusion of Black communities from government subsidies.[19] This combination of progressive 
banking reform and a regressive racial hierarchy resulted in a legislative framework for banking that 
propelled post-war American prosperity through an exclusionary mortgage and consumer credit 
apparatus. Through executive action and Congressional legislation, a new legal framework emerged 
during the New Deal era. These included several credit and banking agencies and regulators, including: 
The Home Owners Loan Corporation (HOLC), the Federal Home Loan Banks (FHLB), the Federal 
National Mortgage Association (FNMA or Fannie Mae), the Federal Housing Administration (FHA), 
and the Federal Deposit Insurance Corporation (FDIC). These institutions worked together to 
promulgate the rapid and effective dissemination of low-cost credit to new homeowners. These 
agencies combined with postwar economic growth to create a homeowning, capital-creating, and 
predominantly white middle class. Having built the new middle class on mortgage credit, these 
programs also exacerbated poverty in segregated Black communities.[20] Government-fueled mortgage 
markets created homeowning white suburbs and tenant-dominated Black urban centers.  

Government documents and FHA manuals reveal that race became the primary determinant 
of mortgage eligibility. Thousands of FHA officials demarcated every neighborhood in the country by 
underwriting risk. Using standardized evaluation forms, officials from the FHA determined what 
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homes the FHA would guarantee. The most important determination on each form was the 
percentage of “negro” or “foreign born” residents in each neighborhood, as well as the likelihood of 
“infiltration” of each race.[21] Race became a proxy for credit risk in government underwriting. These 
maps had four color categories based on perceived risk: A (green), B (blue), C (yellow), and D (red), 
with green being the most desirable and red being the least.[22] 

Using race as a proxy to determine future price appreciation created a self-fulfilling prophecy. 
Neighborhoods that were homogenous and white were green, while neighborhoods marked too risky 
and “red” were predominantly Black. The race of the area’s residents was a greater factor in the color-
coded desirability determinations than other quantifiable metrics like the home’s age, proximity to city 
centers, transportation opportunities, public parks, or public services.[23] For example, one of the 
wealthiest Black neighborhoods in the country was in the Atlanta area surrounding Morehouse and 
Spelman Colleges. The FHA form evaluating this area marked it as the “best negro area in Atlanta” 
and noted that the homes were mostly owned by “professional men.” They even determined that it 
was a highly desirable location “for negroes.” Yet they still demarcated the area as a red zone and 
advised banks not to underwrite mortgages there.[24]  

The FHA mortgage, by introducing this “redlining” process, fundamentally changed American 
culture. It created the uniform white middle-class suburb and its attendant services—parks, schools, 
communities, and the bowling leagues lauded by Robert Putnam as essential for civic engagement and 
public trust.[25] Yet this government-manufactured prosperity excluded Black Americans, as low-cost 
and abundant flow of mortgage credit stopped at the red lines, creating a separate and unequal system 
of credit subsidy and risk based on race.[26] 

The FHA’s 1939 Underwriting Manual explicitly prohibited lending in neighborhoods that 
were changing in racial composition.[27] The 1941 manual warned that “the rapidly rising Negro 
population ha[d] produced a problem in the maintenance of real estate values.”[28] A good 
neighborhood, according to the FHA, was one that prevented “inharmonious racial or nationality 
groups,” which meant that the only groups that did not threaten property values were white families.[29] 

The FHA even offered suggestions for the best way to achieve this result, which they said was through 
“[race-based] subdivision regulations and suitable restrictive covenants.”[30]Maintaining the racial 
purity, or a “harmonious racial mix,” became a vested interest for homeowners, realtors, and banks—
all of whom held a financial stake in these mortgages. “If a neighborhood is to retain stability,” said 
the FHA manual, “it is necessary that properties shall continue to be occupied by the same social and 
racial classes.”[31] With government guarantees on the line, neighborhood groups vigilantly enforced 
racial covenants. These covenants were included in mortgage deeds, notes, and any sale transactions. 
The buyer contracted to only sell the home to those of the Caucasian race. The Supreme Court upheld 
these contracts in a 1926 case,[32] and they remained legal until a different Court invalidated them in 
the 1948 case Shelly v. Kramer.[33] However, the FHA continued to promote their use until the 
1950s.[34] 

As the white suburbs and Black inner cities diverged in their mortgage access, two different 
credit markets emerged. Lower-risk mortgages led to higher wealth and stability in the white suburbs, 
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as well as a healthy consumer credit market. In the redlined Black neighborhoods, the economic 
climate was radically different. Without access to low-cost mortgages or even bank branches, the 
lenders that filled the gap were loan sharks, high-cost lenders, and contract sellers. By the 1950s, 85% 
of the homes sold to Black communities in Chicago were sold on mortgage-mimicking contract sales 
with exploitative terms.[35] Speculators purchased properties for a few thousand dollars with private 
capital and then “sold” the home to a Black buyer through contract for three to four times the price 
of the home.[36] The contract sale was akin to a rent-to-own sale.[37] The “buyer” was just a tenant with 
an option to own the home at some point in the future and only if they made every payment on time. 
Black borrowers were therefore paying more each month, and what they were getting in return was a 
more tenuous property interest.[38] Their rights to the land were in a loophole-laden contract, as 
opposed to a deed. With one missed payment, a borrower was deemed to be in default and could lose 
their entire investment—the property, down payment, and all home improvements.[39]  

FHA redlining also affected access to banking services. Banks avoided Black communities 
because there were no profits to be made, which made most Black communities “banking deserts,” 
or neighborhoods abandoned by mainstream banks.[40] A survey conducted by the FDIC in 2013 
revealed that 53.6% of Black individuals were either unbanked or under-banked.[41] In striking contrast, 
only 3% of white individuals did not have a bank account, and 15% were underbanked. Those without 
bank accounts pay up to 10% of their income (or around $2,500 per year in 2016) just to use their 
own money.[42] That is a meaningful amount of money for low-income Americans, and it is being 
sucked up by alternative financial services. This problem has only worsened since the financial crisis 
of 2008, when 93% of all bank closings were in low-income minority neighborhoods.[43] 

When banks leave a neighborhood, high-cost payday lenders, title lenders, and other fringe 
banks often fill the void. Once the subprime profits disappeared after the crisis, banks began avoiding 
the redlined areas again. By 2016, an investigation of mortgage lending in St. Louis found that banks 
made fewer loans to borrowers in Black neighborhoods than white ones.[44] Moreover, mortgage 
applicants from minority zip codes were denied mortgages at significantly higher rates than applicants 
in white neighborhoods.[45] 

In banking deserts, Black borrowers rely disproportionately on payday lenders. In fact, the 
Black community is more than twice as likely as any other race to use payday loans.[46] With such costly 
credit options, it makes sense that debt collectors extract as much as five times more judgements 
against Black neighborhoods than white ones. According to two studies conducted between 2015 and 
2016, Black borrowers were much more likely to be sued by debt collectors than any other racial 
group. These studies showed that this was true even when differences in income were accounted for. 
Specifically, debt collectors sued 1 in 4 Black residents in the studied communities. Most of the other 
lawsuits were similar: large debt collectors suing for small amounts.[47] The study found that debt 
collectors were not intentionally discriminating, but that “white consumers are, in general, better able 
to resolve smaller debts.”[48] The study confirmed that Black communities have less wealth than white 
ones and are thus more vulnerable to hardship.[49] 

Policy Solutions  
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In the 1960s, communities mobilized to protest this racialized inequality and other credit and 
wealth-based inequalities; these efforts at the local, state, and federal level by lawyers and community 
groups were an essential but forgotten part of the civil rights movement. After protests and riots drew 
attention to the reality that the poor were paying more for essential consumer products than the 
wealthy, the nation’s policymakers began to pay attention. Congress held hearings, and government 
agencies and academics issued reports examining the economic situation. These hearings led to new 
federal agencies and programs, executive actions, and several acts of legislation. Congressional 
investigations and the theories and explanations emanating from policymakers and academics were 
the genesis of decades of legislation aimed at supporting minority banks and other institutions. The 
resulting policy framework is still in effect and includes: the Community Reinvestment Act (CRA), the 
Community Development Financial Institution Act (CDFIA), and several key provisions and 
mandates regarding minority banks in banking legislation. In previous work, I have argued that the 
foundational theoretical premise of these laws and policies is flawed. Though policymakers and 
scholars accurately diagnosed the root causes of the disparate credit market, the solutions did not 
correspond with the problem and have therefore been ineffective. These laws and policies were not 
aimed at addressing the systemic causes of the disparity, but only served to treat its symptoms. The 
misguided focus on small community banking, minority-owned banks, and mission-oriented 
institutions as a response to structural inequality has been the dominant framework in banking reform.  

Faced with the headwinds of a history of racial exclusion, Black communities have responded 
with various strategies that focused on reform and resistance, as well as community self-help and 
individual entrepreneurialism. As my previous research demonstrates, these efforts have done little to 
close the racial wealth gap due to a comparative lack of initial capital in the community. The policy 
response to the racial wealth gap, however, has been consistently anemic due to its focus on self-help 
without capital. As Hubert Humphrey responded to Richard Nixon’s inaugural program of Black 
Capitalism, “You can’t have capitalism without capital.” Indeed, this has been the federal policy 
response to the racial wealth gap, even as research and history have clearly demonstrated that the gap 
was created by federal policy. The weak federal policy response to a historic legacy of discrimination 
has been due both to cynical political calculations, and the perpetuation of the longstanding banking 
myth that “small community banking” or “microfinance” is the answer to poverty, specifically for 
marginalized communities. This idea was the foundational theory of the minority banking industry, 
the CRA, the CDFIA, and almost every legislative response to credit inequality for the past 50 years. 
The premise of these laws is that that marginalized communities, having been left out of the dominant 
banking industry, will pool their resources and collectively lift themselves out of poverty. As such, 
these laws are rooted in neoliberal and libertarian concepts of banking markets, even as they have been 
championed by progressive reformers and community activists. For most policymakers, activists, and 
scholars, the buzzword is “community empowerment,” and they have legislated accordingly. In doing 
so, they have avoided addressing the root causes of the problem and have shifted the responsibility of 
a solution to the disenfranchised communities themselves, instead of devising comprehensive federal 
policy solutions.  
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Any response to the racial wealth gap must be multifaceted. The following is by no means a 
complete list of policy goals, but it’s a start in imagining what remedies might be available immediately. 
The racial wealth gap stemmed from many sources of injustice going back to slavery, but most 
recently, and most obviously, it has stemmed from housing segregation, which is thus the emphasis 
of this article. Home ownership also the main store of wealth for most middle-class Americans. Yet 
the focus on homeownership historically has created problems, even aside from segregated housing. 
The FHA’s focus on housing credit built the American suburb, which led to the overdevelopment of 
natural land, which has resulted in damaging environmental effects. Gaps in homeownership certainly 
caused the racial wealth gap, but it is possible to form a remedy that does not repeat the mistakes of 
the past. However, because many of the other self-perpetuating forces of the racial wealth gap are 
linked with the long-term effects of segregation, the effects of housing segregation must be examined 
and targeted by policy in order to adequately remedy the racial wealth gap. Segregated housing has led 
to segregated schools, and even segregated tax receipts, due to local zoning and tax laws. Thus, housing 
is a lever that can affect several other sectors. Moreover, housing credit has been a federal project 
since the New Deal, and it was federal agencies like the FHA that explicitly created racial zoning.[50] 
That means a solution rooted in housing is most directly linked to the harm in this instance, thereby 
justifying immediate remedial action at the same agencies (and congressional bodies) that aided and 
abetted the racist zoning in the first place.[51] 
1.              Homeownership Is the Root of the Problem 

A housing proposal called the “The Twenty First Century Homestead Act” could be one 
remedy among many to these intractable problems. The proposal was adopted by the Bernie Sanders 
and the Pete Buttigieg presidential campaigns as a part of their multi-pronged racial equality proposals. 
This program takes advantage of one the most pernicious symptoms of segregation and geographic 
disparities: the current oversupply of homes in certain regions. This is both a problem that leads to 
blight and an opportunity for public policy. There are more than 11 million unoccupied properties in 
the United States.[52] Many of these properties are in clusters in declining cities and regions. Once a 
community tips into home vacancy, the district can quickly decline, as residents fear further decay and 
blight. Blighted homes lead to higher crime, environmental hazards, and business flight.[53] The value 
of a home is determined by its desirability, which is not an objective standard and is susceptible to a 
herd mentality. Once a neighborhood is thought to be headed toward decay, the property values 
plummet. Detroit; Flint, Michigan; Mobile, Alabama; Toledo, Ohio; Atlantic City, New Jersey; and 
other cities across the Rust Belt, South, and Northeast have seen rapid decline while others have 
prospered.[54] The residents that remain in these cities have seen their property values decline and 
public and private resources and infrastructure dwindle.[55] Homes in these towns sit empty while other 
cities are overcrowded, and millions of Americans are homeless, endure housing instability, or wait 
for years to access public housing.[56] 

Only the federal government can make long-term investments in these areas, through the use 
of Treasury funds, appropriations, and monetary policy. Local programs must rely on private bank 
lending, and without federal government support, private banks are constrained in their ability to lend 
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because they must rely on “market values” and appraisals which discount the very homes that need 
financing most. The New Deal was uniquely successful in spurring housing values and production 
because it was a federally financed program that reduced the risks and costs of private lending.[57] 

If adopted, the Homestead Act proposal has the potential to use wholesale property 
development to revive towns with distressed housing markets and declining economic prospects. Such 
a program could begin with a pilot of five to seven cities before expanding nationwide. Just as cities 
made bids for the new Amazon headquarters by offering public funds to match the investment,[58] 
cities, states, and counties can make bids to be chosen as a revitalized region by offering to match 
federal funds or through other tax breaks and public infrastructure investments. 

In order to achieve a full revival of these cities, citizens must have access to well-paying jobs. 
Much of the decline of these cities resulted from the loss of major industries that employed a 
significant proportion of the population.[59] Instead of making unrealistic promises that these jobs will 
return, we must account for the changing nature of employment and create the environment, tools, 
and facilities that will employ the future of American labor. This future will occur in the service sector, 
healthcare, and technology.[60] The new communities must account for these trends. 

As the cities are revived over time, some jobs naturally will become available in the service 
sector. Sufficient funds should be provided to expand this sector, which will have a treble benefit of 
promoting full employment, creating a thriving community, and offering necessary services.[61] For 
example, if we provide funds for full-time childcare facilities, children can benefit from early 
educational opportunities, fathers and mothers can return to work if they choose, and childcare 
professionals can find employment. Adequate funding for public schools that offer a variety of STEM, 
arts, and vocational training can have multiple benefits, including job creation. 

In order to provide the tools for job growth, these regions should be equipped with free high-
speed internet access. These services will enable residents to access jobs across the globe and will also 
attract technology companies. Several cities, including Chattanooga, Tennessee, and Mackey, 
Kentucky, have invested in tech infrastructure and have successfully created jobs for residents and 
attracted new firms to their cities.[62] These programs also drove up demand for new housing, to the 
surprise of city officials.[63] This is a natural benefit, however, as the housing market is determined by 
the availability of community resources and jobs.[64] These revived communities should therefore have 
access to high-speed internet, as well as technical education programs. 

Studies that have measured the impact additional low-income housing has on neighborhoods 
show that such programs have potentially exponential gains. Even modest housing development 
through the Low-Income Housing Tax Credit (LIHTC) program was found to help revitalize low-
income neighborhoods through improvements in home prices, crime rates, and both racial and 
income diversity.[65] Further, such programs improve welfare in low-income areas by up to $23,000 
per local homeowner and $6,500 per local renter, with aggregate welfare benefits to society of $116 
million.[66] 

All these revitalized cities can potentially house public infrastructure projects that will yield 
funds, new business opportunities, jobs, and increased housing value. Such investments by the public 
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treasury can bring manifold returns to the people and repay the investment over time. As these cities 
are revitalized, residents will grow wealth through homeownership, communities will keep growing 
and expanding, and the cumulative effect will have many positive externalities and alleviate 
overcrowding in other cities across the country. 
2.              The Second New Deal 

A process of “greenlining,” or reversing the damage of redlining, can include a variety of 
housing and mortgage programs, including down payment assistance, mortgage insurance, public 
housing development, and vouchers.[67] In the most direct analogy to New Deal-era mortgage 
programs, a government entity such as HUD or the FHA would underwrite first-time mortgages for 
any potential home buyer who meets certain qualifications (e.g., low income, from formerly segregated 
communities, has not purchased a home in the previous three years).[68] However, instead of private 
banks issuing a mortgage, the mortgage would be issued by a special bank chartered as a result of this 
legislation. Banking regulators have the power to create specific banking charters for a specific 
purpose.[69] These special charters would be available to public entities such as states, cities, or 
municipalities and would be designed as cooperative banks in the spirit of building and loan 
associations and credit unions. Cities and municipalities can charter banks with treasury funds.[70] The 
municipality itself owns the shares of the bank instead of a group of private shareholders.[71] These 
public banks would issue the loan, which would be guaranteed against default by the federal 
government. These banks will be limited in their product offerings and will be regulated by bank 
regulators.[72] They will be able to receive deposits and must follow FDIC regulations if they choose 
to operate as a depository. These banks will offer mortgages and small business loans. All loans must 
meet standard requirements. These requirements will be adjusted to enable low-income residents to 
purchase homes without a large down payment. These loans would have to be made available to 
current residents of the area, so as not to displace residents and induce outsiders to take advantage of 
the guarantees.[73] In the event of loan default, the bank will foreclose on the property and re-sell the 
loan.[74] 
3.              Down Payment Assistance Fund 

One of the major barriers to home ownership is the burden of coming up with a sufficient 
down payment. Lower down payment rates are available in some circumstances, but they typically 
require the borrower to purchase additional borrower’s insurance, which drives up the price of the 
mortgage while extending the time for the debt interest to compound, leading to a much more 
expensive home for the purchaser.[75] 

The federal government should create a revolving down payment assistance fund.[76] Qualified 
borrowers can use funds to purchase a standard mortgage anywhere in the country. The mortgage 
loans will be structured by the federal government as 15-year mortgages with low interest. The loans 
will be insured by the FHA. The down payment will be repaid to the revolving down payment fund 
during the loan term. 

The main benefit of a flexible down payment program is that it would disrupt historic 
segregation patterns. The program would need to be designed as a housing voucher program, which 
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has already been tested by some municipalities.[77] To date, these vouchers have only applied to rental 
properties or Section 8 housing. However, in order to build wealth, these vouchers would need to be 
tied to a wealth-creating property. 
4.              Shared Equity Mortgages 

The federal government or interested states, cities, and municipalities will create “shared equity 
mortgages” (SEMs) or “shared appreciation mortgages,” a hybrid debt/equity mortgage.[78] Essentially, 
a borrower who might not be able to come up with a down payment on his or her own would enter 
into a joint mortgage agreement with a public investor, like a federal, state, or local government fund, 
which would supply the down payment.[79] The borrower occupying the home would make mortgage 
payments, and the equity is shared between the borrower and the fund. At the end of the mortgage 
cycle or upon sale, the equity would be split between the government investor and the borrower. The 
property will be held as a joint tenancy with survivorship until the loan is repaid, at which point, the 
property will be held in fee simple by the borrower.[80] In case of borrower default, the investor could 
take possession of the home and the debt.[81] This arrangement would allow low-income individuals 
who otherwise could not own a home to own half of the value of a home and begin to accrue wealth. 
The public investment fund is protected from the downside because it owns the property as a joint 
tenant, which means that it owns it in full if the borrower stops paying the mortgage payments. 

An important benefit of an SEM in greenlined areas is that it would provide an incentive for 
the government to make sure that the property appreciates in value.[82] Property values rise when 
schools, parks, and public facilities are improved. Research and history show that when individuals 
own their homes, they are more invested in their community. This double investment would link 
individuals and government entities in the benefits of improving neighborhoods. 

Public institutions could also deliver these loans directly. For example, instead of using banks 
or investors as middlemen, federal, state, or local funds could be used to lend into these areas, with 
the profits returning to the public treasury instead of being shared by the bank. A state or municipality 
can even establish a public bank for this purpose.[83] For example, North Dakota has a public state 
bank that has successfully offered credit to regions of the state that private banks have neglected, 
including by providing rural mortgages.[84] Public banking actually works best when there is a well-
defined mission that the market is not meeting. This has been the model for development banks 
abroad, as well as our own historical Government Sponsored Enterprises (GSEs), FHA programs, 
postal banking operations, and even the Federal Deposit Insurance Corporation (FDIC) and the 
Federal Reserve, which have stepped in to fill a void created by the private market.[85] Indeed, it would 
be fitting for a quasi-public entity like the FHA to be created to fix the problem the FHA itself created. 

The drawback of these mortgage program plans is that they attempt to break the cycle of 
poverty, unemployment, and community decline by focusing on housing. This is what the FHA did 
after the Great Depression. It yielded the desired results,[86] but can mortgages lead to prosperity today? 
Credit now is not what credit was in post-war America. In that growing and dynamic economy, credit 
meant wealth creation. Some economists have warned that America is headed toward an era of 
stagnant growth or even decline,[87] which could mean that it would be unwise to attempt to create 
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wealth through mortgage debt without changing the fundamental structure of the economy. If a 
program only increases debt without adding opportunities, such as increased incomes and wealth 
generation through property appreciation, the expected gains will not be realized. However, there is 
reason to believe that some of this stagnant growth can be remedied by focusing on inequality.[88] In 
other words, by bringing back the New Deal-era ethos of a mixed economy, or a government-private 
sector partnership, the economy can be spurred toward creation. Dealing with inequality can have 
trickle-up effects and raise all boats.[89] 

In addition to wealth-building through housing, there are many other important routes to 
minimizing the racial wealth gap, including increasing access to education, credit, and essential 
community services. Any project aimed at closing the wealth gap must acknowledge the impact of 
segregation and racist policies on every single aspect of community life. 
5.              Fully Fund Childcare 

Childcare costs are prohibitive to most working parents across the country, resulting in young 
parents not being able to work or children being left in undesirable care situations.[90] The government 
must provide universal daycare in order to spur economic growth. These facilities should focus on 
education. A decade ago, economist Robert Lynch found that investing in quality preschool led to 
billions of dollars in economic benefit to the federal and state governments.[91] Since then, more 
research has shown that pre-kindergarten improves children’s lives well into the future and levels the 
playing field for lower-income Americans.[92] Providing universal daycare and pre-kindergarten for 
every 4-year-old in the United States would better prepare young people to enter the workforce and 
defy the cycle of poverty.[93] The effects of early childhood education continue beyond one generation. 
A 2017 study by scholars from Texas A&M University and the University of Notre Dame found that 
the benefits of early childhood education extend into the next generation, with beneficiaries’ offspring 
experiencing increased educational attainment, reduced teen pregnancy, and reduced criminal 
engagement.[94] 
6.              Eliminate Cash Bail 

The Eighth Amendment bars the federal government from charging accused people excessive 
fines for pretrial release. However, for many poor Americans, making bail is unduly challenging.[95] 
Bail must be met quickly, paid by another person, and does not necessarily reflect how dangerous a 
person’s crime was.[96] Bail sets a price on freedom. And if a person has money, then they can be free. 
If a person is poor, then they must remain behind bars. During the wait between the poor person’s 
arrest and their trial date, they could lose a job, a home, and even custody of children.[97] The alternative 
is to seek out a high-interest bail bond that could further destabilize a person’s economic situation.[98] 
Far from being merely a minor inconvenience, requiring poor people to pay cash bail can 
fundamentally upend the economic social network. This is why the federal government should 
eliminate cash bail. 

The most effective policy reform is likely the most comprehensive as well: a version of 
California’s Money Bail Reform Act, which eliminates the use of bail and uses a data-driven risk 
assessment to guide pretrial detention decisions. This approach, if applied through the lens of a race-
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neutral risk assessment like the Virginia Pretrial Risk Assessment Instrument or the Public Safety 
Assessment, quickly releases defendants who are low- to medium-risk for committing new crimes or 
failing to appear at subsequent judicial proceedings. For defendants judged to be high-risk, judicial 
oversight and adversarial proceedings provide a means to potentially secure pretrial release. 

The net result of this reform is likely more Black defendants being released as the racial biases 
inherent in the current system are filtered out through the risk assessment and defendants are no 
longer held simply for being unable to pay bail. Because pretrial release correlates to better outcomes 
at trial,[99] Black defendants could also see reduced incarceration when their case is resolved. Though 
enacting this reform would place reformers directly at odds with powerful bail bond and prison 
industry lobbies,[100] the benefits to Black defendants and the potential to reduce the racial wealth gap 
compel serious effort toward making these changes a reality. 
7.              Integrating Schools Through Equitable Taxes 

Local property taxes and other taxes account for more than two-thirds of the money that 
schools receive.[101] Thus, the disparities in homeownership have created inequalities in public schools 
and resources. We need a new way to fund public education. One option is to integrate the tax code 
by allowing taxes to flow evenly between schools and districts.[102] By pooling property taxes at the 
national or state level and assuring that schools are funded equally, we can widen the circle of 
opportunity for all children. 

We must eliminate regressive taxes, such as the mortgage interest deduction for state and local 
property taxes, and instead place those funds into housing credits for lower-income individuals, a 
reform which could move us toward a truly progressive tax base. Originally, the Mortgage Interest 
Deduction (MID) was designed to allow farmers and other small proprietors to deduct any interest 
they paid on business expenses.[103] Today, it benefits the middle class and wealthy at the expense of 
the non-homeowning poor. In 2017 Congress established a $10,000 cap on state and local property 
tax deductions,[104] which was a step in the right direction. However, Congress should end the MID 
deduction altogether and divert those funds to housing credits for lower-income people.[105] 
Reprioritizing residential housing practices starts with overhauling the concept behind MIDs and 
reinvesting the savings created from cutting the deduction into affordable housing for lower-income 
individuals. 
8.              Postal Banking 

Many unbanked and underbanked individuals spend up to 10% of their income on financial 
transactions. These costs are borne disproportionately by the Black community. Reasonable and safe 
bank accounts and credit products provide a smoother path both through and out of poverty. If banks 
are not providing financial services to the poor, and requiring them to do so is ineffective, inefficient, 
or otherwise politically fraught, then any serious discussion of financial inclusion must consider a 
public option.[106]The most promising path toward a public banking option is to use the existing U.S. 
Postal Service to extend credit and transaction services to individuals. Not only do many countries 
enjoy a robust postal banking regime, but our own USPS has a history of providing savings accounts 
and financial services. American banks long ago deserted Black communities, but post offices, even 
two centuries later, have remained—still rooted in an egalitarian mission. There have never been 
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barriers to entry at post offices, and their services have been available to all, regardless of income. The 
post office, America’s oldest instrument of democracy in action, can once again level the playing field 
and provide essential financial services.[107] 
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