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Executive Summary

In Chicago, as in many metropolitan areas across the US, the growing racial and ethnic wealth gap
reflects the limits on opportunity that hold back many residents of color. Foundational building blocks
of economic prosperity such as owning a home or paying for college require not just income from a job,
but access to capital. Without it, families face a ceiling on how much economic success they can achieve.
The prosperity of the region, too, is capped when many of its residents are unable to be financially

resilient, invest in their futures, and contribute to the economy.

In this report, we look at the effects of the racial and ethnic wealth gap nationally and in Chicago;
explore which policies and practices created and continue to reinforce it; and present approaches that
policymakers, practitioners, and other changemakers could consider to narrow the wealth gap in the

Chicago region and in other regions across the country.

Understanding the Racial and Ethnic Wealth Gap

Wealth is the amount of assets a person owns minus the debt that they owe. So, policies and programs
designed to close the racial and ethnic wealth gap should aim to build savings and assets and reduce

rates of delinquent debt.

In 2016, the median net worth of white families in the United States was $171,000—10 times that
of Black families and 8 times that of Latinx families. Those gaps have grown over the past several

decades and are expected to continue growing.?

It's hard to estimate the size of Chicago’s racial wealth gap because data about local wealth are
limited. But research on homeownership, asset poverty, and debt and credit in Chicago strongly suggest

that Black and Latinx residents are far less well off than white residents.

=  |n Chicago, the homeownership rate for Black families (35 percent) and Latinx families (43

percent) is lower than the rate for white families (54 percent).?

= The median home value for white homeowners is $275,000, considerably higher than the
median home value for Black homeowners ($145,000) and Latinx homeowners ($180,000)
(Henricks et al. 2017).
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=  Anestimated 67 percent of Black households and 71 percent of Latinx households do not have
enough saved to live above the poverty level for three months, compared with 49 percent of all

households.

=  Predominantly white neighborhoods have a higher average credit score (732) than

neighborhoods that are predominantly home to people of color (586).3

Chicago’s biggest challenges are rooted in social and economic inequity—in particular, racial and
ethnic inequality. Racial and ethnic wealth gaps are the legacy of policies and practices intentionally
designed to protect white families while denying opportunities to Black and Latinx families. That these
gaps are so persistent over generations illustrates the harmful effects of structural racism, not of poor

financial decisions by individual families.

Strategies to Disrupt the Racial and Ethnic Wealth Gap at
the Local and State Level

No single solution exists for fixing the racial wealth gap, but we can begin to even the playing field by
ensuring that Black and Latinx families also benefit from policies and programs designed to build assets
and tackle debt, restructuring wealth-building supports so they benefit more people, and tearing down

the barriers that create inequities by race.

To help Black and Latinx families build savings and assets, we highlight policies and programs that

have shown promise in increasing sustainable homeownership, savings, and entrepreneurship rates.

=  Boost viable and sustainable homeownership and equity-building among Black and Latinx

households by investing in programs and targeted place-based interventions

= Make savings go further by continuing to support policies and programs that increase families’

liquid and long-term savings

= Support the growth and success of entrepreneurs of color, who often have unequal access to
capital (Noel et al. 2019)

To reduce delinquent debt, we highlight strategies to prevent high-risk, short-term, and predatory

lending and to increase opportunities for responsible lending.

=  Build on reforms of the regressive public fines and fees system, which disproportionately

affects low-income residents and communities of color, particularly Black communities*
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=  Regulate discriminatory and predatory lending practices to reduce overreliance on risky

lenders

" Increase access to responsible lending and affordable credit

To ensure greater equity in building wealth, we highlight bold strategies that aim to restructure wealth-

building systems and tackle the long-standing effects of racial discrimination.

= Reimagine tax systems to make them more equitable and help lower-income families dedicate

more of their earnings to paying down debt and building assets

= Pilot and learn from programs that seed investments for wealth building from a young age,

such as children’s savings accounts and baby bonds

=  Consider restorative strategies that recognize the harmful effect of historical policies and

practices that stripped many families of color of wealth and wealth-building opportunities

While many of these strategies require change at the federal level, cities and regions can make
meaningful changes at the local level to narrow the racial wealth gap. One program or one policy or one
organization alone will not be enough to tackle entrenched and long-standing inequities that have
created this gap and that continue to widen it. Chicago changemakers in government, nonprofit,
business, and philanthropy will need to work together, committed to narrowing this divide and building

a more stable and vital region.
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State and Local Approaches to the
Chicago Region’s Racial and Ethnic
Wealth Inequity

Across the country, people and families of color—particularly those who are Black and Latinx'—have
less wealth than white people and have less access to capital. The deep chasm in wealth accumulation

between racial and ethnic groups in America is referred to as the racial and ethnic wealth gap.

Although hard work, education, and a good job should be a path to economic prosperity, the racial
and ethnic wealth gap reflects the limited opportunities that hold back many Black and Latinx families.
Foundational building blocks of prosperity and wealth-building such as owning a home, paying for
college, or starting a business require more than just income from a job; they require access to capital, in
the form of either personal savings and assets or loans from a bank. Wealth disparities among Black and
Latinx families across the country exacerbate other better-known economic inequalities, such as higher

rates of poverty and lower incomes and educational attainment.

Policymakers and decisionmakers can begin to even the playing field by ensuring that policies and
programs designed to build assets and tackle debt are responsive to the needs of Black and Latinx families,
restructuring wealth-building supports so they benefit a broader group of people, and tearing down
barriers that create inequities by race. The most impactful policies for closing the wealth gap will require
major structural change and need to be adopted at the federal level or enacted with federal support.
However, many city and state leaders in government, nonprofit, philanthropy, and business are exploring
policies, tools, and strategies to narrow the wealth gap for their regions. This report describes the racial
and ethnic wealth gap, with a particular focus on the Chicago region, and the importance of addressing the

gap through a multifaceted strategy that weaves practice, policy, and structural interventions.

We begin with an overview of the role of wealth for economic security and describe the deep
national-level disparities in wealth between white households and Black and Latinx households. We
then lay out the state of play in Chicago. We close by highlighting approaches that policymakers,
practitioners, and other changemakers could consider for turning the tide on the racial and ethnic

wealth gap in both the Chicago region and other regions across the country.

I Throughout this report, we use “Latinx” to refer to people of Latin American descent. In some cases, this differs
from the language used by the research sources, but we see Latinx as a more inclusive term.



Understanding the Racial and Ethnic Wealth Gap

In America, we tend to associate wealth with affluence and higher incomes. While the two can go
together, they are far from the same thing. Wealth is what people own (their assets) minus what they
owe (their debts). Although steady and higher incomes can help increase wealth, people with high
incomes can have low wealth or no wealth if their debts are higher than their assets. In the same vein,
households with low and moderate incomes can accumulate assets (Mayer and Jencks 1989; McKernan
et al. 2011). Wealth is a measure that applies to everyone and indicates financial security and access to

opportunity.

In coming years, families of color will make up the majority of the population in the United States
(Colby and Ortman 2015). Yet families of color face significant wealth inequality. In 1983, white families
had approximately eight times the median wealth of Black families and 11 times the wealth of Latinx
families (figure 1). More than two decades later, these numbers had barely budged. In 2016, the median
net worth of white families in the United States was $171,000— 10 times that of Black families and 8

times that of Latinx families.?

FIGURE 1
Median Family Wealth by Race or Ethnicity, 1963-2016
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Source: Signe-Mary McKernan, Caroline Ratcliffe, C. Eugene Steuerle, Caleb Quakenbush, and Emma Kalish, “Nine Charts about
Wealth Inequality (Updated),” Urban Institute, October 5,2017, http://apps.urban.org/features/wealth-inequality-charts/. Data
taken from Survey of Financial Characteristics of Consumers 1962 (December 31), Survey of Changes in Family Finances 1963,
and Survey of Consumer Finances 1983-2016.

Notes: 2016 dollars. No comparable data are available between 1963 and 1983. Black/Hispanic distinction within nonwhite
population available only in 1983 and later.
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To better understand the effects of the racial and ethnic wealth gap, we must account for the
differences between the amount and distribution of assets and debt held by specific groups. Figure 2
illustrates that, on average, white households have more assets than Black and Latinx households and
tend to have more diverse asset holdings, including home equity, retirement assets, inheritances, and
business equity. The assets that Black and Latinx households do hold tend to be more concentrated in
financial accounts (including savings) and other possessions (such as cars) compared with white house-
holds. And among homeowners, Black and Latinx households draw a larger proportion of their wealth

from home equity (37 and 39 percent of all assets compared with 32 percent; see Dettling et al. 2017).

FIGURE 2
Asset and Debt Composition of White, Black, and Latinx Families

Asset

White families  $1,026,817 average total assets

23% 21% 12% 15% 4% 25%
Home equity Financial assets Vehicle Retirement Business Other
(non-retirement) equity assets equity assets

Black families  $194,515 average total assets

17% 27% 20% 9% | 25%
Home equity Financial assets Vehicle Retirement assets | Other assets
(non-retirement) equity )

2% Business equity

Latinx families  $255,060 average total assets

18% 23% 25% 7% | 25%
Home equity Financial assets Vehicle Retirement assets | Other assets
(non-retirement) equity

2% Business equity
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Debt

White families $107,481 average total debts

49% 12% 15% 15% 4%
Mortgage loans Student Vehicle Credit card Other
loans loans balance debts

Black families  $54,991 average total debts

34% 24% 18% 15% 9%
Mortgage loans Student loans Vehicle loans Credit card Other
balance debts

Latinx families $63,333 average total debts

35% 13% 19% 24% 9%
Mortgage loans Student loans Vehicle loans Credit card balance Other
debts

URBAN INSTITUTE

Source: Survey of Consumer Finances, 2016.

Wealth often transfers across generations (Pfeffer and Killewald 2018; Shapiro and Wolff 2001).
These intergenerational transfers of wealth create an advantageous starting point throughout the life
course, from allowing children to live in high-opportunity neighborhoods and paying for education to
earlier homeownership, asset building, and debt reduction as adults. Direct transfers matter as well.
Research has shown that Black and Latinx families are less likely to receive large gifts and inheritance
than white families (McKernan et al. 2011; Wilhelm 2001). For instance, only 13 percent of college-
educated Black families receive an inheritance larger than $10,000 compared with 44 percent of

college-educated white families (Taylor and Meschede 2018).

Black- and Latinx-owned businesses are starting up and growing at faster rates than white-owned
businesses, but businesses owned by white people still outnumber businesses owned by Black and
Latinx people (Austin 2016; Haynes 2010; Lichtenstein 2014). Black and Latinx small businesses tend to
start with less capital on hand, making them less able to weather the downturns that many small
businesses face as they establish themselves (Orozco et al. 2019). This unequal access to capital also
contributes to the smaller size of firms owned by Black and Latinx entrepreneurs and diminishes their

ability to draw wealth from business ownership (Klein 2017).
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When it comes to debt, white families hold substantially more debt than Black or Latinx families
(figure 2). But because white families have more assets than debt relative to Black and Latinx families,
they have more wealth overall.¢ While high levels of debt can be financially damaging, debt can also help
people build wealth. For instance, taking on debt to buy a home is a way to build equity and save money
over time. Even if taken on for positive reasons, debt that cannot be repaid or delinquent debt can
inhibit savings and access to credit and make families more vulnerable to severe financial consequences
in the face of ajob loss or unexpected medical need (Braga, McKernan, and Hassani 2019; Collins and
Gjertson 2013). Many households have no positive assets and might even have more debt than assets.
Such deep disparities elevate why asset building and reduction of “bad” and delinquent debt are critical

approaches for tackling wealth inequality.

BOX1
The Racial and Ethnic Wealth Gap: How Did We Get Here?

Racial and ethnic wealth gaps are the legacy of policies and practices intentionally designed to support
economic prosperity for white families while denying opportunities to Black and Latinx families. That
these gaps persist over generations illustrates the harmful effects of structural racism, not the outcome
of poor financial decisions by individual families (Kijakazi et al. 2019). We call out examples in three
policy areas below.

Homeownership

From the 1930s to 1960s, when race-based housing discrimination was legal, Black homebuyers were
frequently denied the traditional financing available to white buyers. Many were forced to turn to risky
seller contracts, where they would pay the property owner in installments. Buyers accumulated no
equity until the contract was fully paid, which was difficult given the high interest rates on the monthly
installments. Buyers who defaulted would be left with nothing. In the 1950s and '60s, between 75 and
95 percent of the homes sold to Black families in Chicago were sold on contract (Orenstein et al. 2019).

Black and Latinx homeownership rates and equity increased from the 1970s through the 1990s.
However, during the great recession of 2008, Black and Latinx families lost many of the gains they had
made. These households, which were targeted by subprime mortgage lending, were hit hard by
foreclosures and lost valuable home equity (Choi et al. 2019; Kijakazi et al. 2019).

Employment

Hiring and pay discrimination against people of color were fairly common—and mostly legal—until the
1960s (Kijakazi et al. 2019). Recent research shows that, dating back to 1990, white applicants
received, on average, 36 percent more callbacks from job interviews than black applicants and 24
percent more callbacks than Latino applicants with the same qualifications (Quillian et al. 2017). Other
research has consistently shown that applicants with ethnic-sounding names receive fewer interviews
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than those with white-sounding names (Bertrand and Mullainathan 2004). Racial and ethnic wage gaps
are also persistent (Paul et al. 2018). In 2015, Black and Latinx men were earning average hourly wages
of $15 and $14, respectively, compared with $21 for white men.! The same dataset shows that the

hourly wages of Black and Latinx women are considerably lower than those of white and Asian women.

Higher Education

The GI Bill was proposed as a race- and ethnicity-neutral program to offer higher education
opportunities for all people who had served in World War 1l. Giving power to local authorities to
administer the bill’s benefits, however, allowed racism and segregation to influence implementation.
Black veterans were steered away from four-year colleges and higher-wage job sectors to vocational
programs and underresourced black colleges, which often led to lower-pay sectors with fewer
opportunities for mobility (Humes 2006). Intended as a vehicle for upward mobility, the Gl Bill instead
widened Black racial disparities in educational attainment that persist today (Katznelson 2005).

Why Does the Racial and Ethnic Wealth Gap Matter to
the Prosperity of the Chicago Region?

The Chicago region faces acute challenges with Black and Latinx wealth disparities. Data on local-level
wealth are limited, making it difficult to estimate the size of the region’s racial wealth gap.” But the best
available research on homeownership, asset poverty, and debt and credit strongly suggests that Black

and Latinx Chicago residents are far less well off than white Chicago residents.

In Chicago, the homeownership rate for Black and Latinx families is 35 percent and 43 percent,
respectively, compared with 54 percent of white households (CFED 2017).8 Black and Latinx Chicago
homeowners also are not reaping the same level of benefits from home equity as white Chicago
homeowners (Henricks et al. 2017). The gaps in both homeownership and home value can be attributed
in part to the legacy of racist structural practices and policies that have fueled the region’s high Black-

white and Latinx-white segregation (Acs et al. 2017).

Redlining, which prevented Black families from securing mortgages for homes outside certain
neighborhoods, contributed to Chicago’s high rates of segregation (Acs et al. 2017). Contract buying, a
type of predatory home lending widely used in the 1950s and 1960s, stripped an estimated $3 billion to
$4 billion of wealth from Black families living in Chicago during that time (George et al. 2019). Finally,
Chicago neighborhoods with high concentrations of Latinx and Black households were
disproportionately affected by the 2008-10 foreclosure crisis, resulting in loss of wealth for families

and increased neighborhood blight (Acosta-Cordova 2017; Henricks et al. 2017).°
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Another barrier to homeownership and other avenues of wealth building is the lack of access to
high-quality financial products and affordable credit. Statewide data show many Black and Latinx
households in the region tend to be unbanked or underbanked.® According to the Urban Institute’s
Financial Health of Residents dashboard, predominantly white neighborhoods in Chicago have a higher
average credit score (732) than neighborhoods that are predominantly home to people of color (586).11
Moreover, 71 percent of Latinx households and 67 percent of Black households in Chicago are in liquid
asset poverty, meaning they would fall below the poverty level within three months if they lost their
source of income (CFED 2017). This statistic puts the risk of a job loss or a medical emergency in stark
terms for the majority of Chicago’s Black and Latinx households. Household savings, even at a small
scale ($250-$749), are critical for ensuring families are ready to face unexpected life changes and
financial shocks (McKernan et al. 2016).12 Without savings, families who face an unexpected financial
shock or expense, tend to turn to predatory payday or auto title lenders, which are costly and sap

financial resources (McKernan et al. 2016; Theodos and Compton 2010).

The prosperity of the region, too, is capped when many of its residents lack significant access to
capital and are unable to be financially resilient, invest in their futures, and contribute to the local
economy and tax base (Donahue et al. 2017; Noel et al. 2019; Poethig et al. 2018). The racial and ethnic
wealth gap extracts similar costs—putting limits on the region’s economic prosperity, vitality, and
potential. For instance, Black and Latinx businesses in Chicago grew between 2007 and 2012, but Black
and Latinx business owners are still underresourced and underserved by the larger business and
lending communities (Next Street and Community Reinvestment Fund 2019). Moreover, the boom in
investment that has benefited downtown Chicago did not reach neighborhoods on the West and South

Sides (Nolan and Adams 2019; Theodos, Hangam, et al. 2019).

A dedicated focus on reducing Chicago’s racial and ethnic wealth gap is critical to ensure Chicago’s
future as a thriving region. Efforts to narrow the region’s racial and ethnic wealth gap will require a
long-term and sustained commitment to a multifaceted strategy that includes more specific data on the
racial and wealth disparities in the region, a plan to scale programs and policies that help Black and
Latinx residents build wealth, and support for comprehensive structural reforms that address the root
causes and consequences of this widening gap. A targeted focus on reducing Chicago’s racial and ethnic
wealth gap complements other critical efforts in the region to even the economic playing field, including

initiatives to reduce concentrated poverty and create more opportunities for upward mobility.

Many are heeding the call to action. The Metropolitan Planning Council, in its 2019 Policy Priorities
for the City of Chicago, recommended advancing a racial equity framework, noting that private and

public policies and programs built the divides and therefore bear a responsibility to correct the
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course.’® The Chicago Community Trust is prioritizing narrowing the racial wealth gap to ensure access
to opportunity and prosperity for all Chicago residents. The new mayoral administration is also making
steps to advance greater equity, appointing the city’s first chief equity officer who is tasked with
tackling inequities across sectors and has promised more equitable spending in all neighborhoods. 4
The Cook County government has also prioritized equity in its most recent strategic plan, and the
county board president has formed a Racial Equity Leadership Council to help support the
administration’s work on equity.® Chicago changemakers in government, nonprofit, business, and
philanthropy have the opportunity to embrace these recent commitments and build a more stable and

vital region.

Narrowing the Racial and Ethnic Wealth Gap at the Local
and State Level

To begin addressing a challenge as great as the racial and ethnic wealth gap, local and state
changemakers will need to take a multifaceted approach. No single program or policy will be able to
solve the issue; rather, leaders should consider the highest and best use of their resources and

capacities to build steps that will begin to bridge the gap.

This section focuses on policies and programs that achieve two outcomes: help Black and Latinx
families build savings and help those families reduce rates of delinquent debt (figure 3). Some strategies

we raise have a strong body of evidence while others are emerging and may need further study.

Even as we highlight these approaches, we recognize that focusing on policies and practices that
place the burden on individuals and their behaviors will not close racial and ethnic wealth gaps (Darity
et al. 2018). In the final section, we elevate structural reforms and approaches that would enable more

equitable wealth-building mechanisms.
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FIGURE 3
Solving the Chicago Wealth Gap for Black and Latinx Families

URBAN INSTITUTE

Strategies to Build Black and Latinx Assets

Assets can protect people from financial shocks, create financial stability, and help families invest in

their futures. Assets can be built, given, or inherited, and their value can grow over time.

For this discussion, it is important to distinguish assets from income. Assets are resources that
people own that hold value, such as savings, homes, and retirement accounts. Income is the flow of
resources, often from wages, salaries, or capital gains, and it is typically spent on current consumption
(box 2). As noted earlier, people with high incomes can have low wealth or no wealth if their debts are

higher than their assets.
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Income is an important input toward financial security. Income and wealth are positively correlated,
yet income growth does not guarantee wealth growth (Hamilton et al. 2015; Wolla and Sullivan 2017).
We are not discounting income as a critical part of wealth building; instead, we are focusing on

strategies that have a higher likelihood to result in increased assets.

Asset-building policy and programming could include promoting the accumulation and preservation
of financial wealth, property, and human capital. We highlight policies and programs that have shown
promise in increasing sustainable homeownership, savings, and entrepreneurship rates among Black
and Latinx households. We complement promising practices and policies with considerations applicable

to the Chicago context.

BOX 2
What about Income?

Most Americans obtain their income from employment. But, as recent survey results show, employment
does not guarantee financial security (Braga, Brown, and McKernan 2019).

Black and Latinx families accumulate wealth more slowly than high-income white families
(Hamilton et al. 2015). Conversely, white families with lower incomes and education levels accumulate
wealth more quickly than people of color with higher incomes and education (Hamilton et al. 2015).

Higher incomes can facilitate access to wealth-building vehicles, such as homeownership and
retirement accounts. Higher incomes also support the ability to take on and manage debt. Local and
state leaders can increase incomes and the overall financial security of Chicago families by

=  promoting living wage employment with access to benefits to ensure a stable income floor
(Conway and Dawson 2016);

= supporting efforts to improve access to and completion of postsecondary credentials,
accounting for the need to reduce debt burden among students of color;

= encouraging efforts to increase worker voice and improve the quality of jobs in the region
(Bivens 2018); and

= advancing progressive tax policy reform to supplement income and reduce tax burdens for
lower-income families (Leachman et al. 2018).
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BOOST AFFORDABLE AND SUSTAINABLE HOMEOWNERSHIP
As Chicago’s Black and Latinx residents continue to face barriers accessing affordable homeownership,
city and state leaders can leverage Chicago’s network of affordable housing community leaders to

tackle the city’s legacy of segregation and redlining.

Continued support for pre- and post-homeownership counseling and education makes sense and
pays off (Li et al. 2016; Myhre and Watson 2017; Turner et al. 2019). Pre-homeownership counseling
and education help consumers get ready to buy homes and increase the likelihood that homeowners
will keep their homes at reasonable mortgage rates. These programs increase awareness of key
supports such as down payment assistance, which usually comes in the form of grants or low-interest
loans and is particularly helpful for people who can afford mortgage payments but have little money
saved. Pre-purchase homeownership education and counseling also have shown positive results when
combined with the provision of high-quality financing products.® The Chicago Housing Authority’s
Choose to Own Homeownership Program, which provides prospective homebuyers a housing subsidy
to cover their mortgage payment, often partners with community organizations such as Neighborhood

Housing Services of Chicago to provide homeownership education services.'”

Postpurchase homeownership and counseling can prevent loan re-default and foreclosures
(Temkin et al. 2014). These programs also help participants with financing and refinancing options. An
analysis of foreclosure mitigation education and counseling services in Tennessee found that the
amount of money households saved by avoiding foreclosure surpassed the cost of providing the

services (Brown 2016).

Alternative financing products are also viable options for potential homebuyers who do not qualify
for traditional financing, though more evidence is needed on their effectiveness (Turner et al. 2019). For
instance, Home Partners of America, a Chicago-based organization, offers rent-to-own agreements
where renters who cannot afford a down payment enter an agreement that allows them to buy their
rental house within a set period (Turner et al. 2019). Safe Rate, a newcomer to the market, offers what is
known as a shared equity mortgage, which protects borrowers in economic distress by automatically
lowering mortgage payments if neighborhood home values fall. For these mortgages, lenders receive an
extra payment if home prices rise again or if the homeowner sells the house (Theodos, Stacy, et al.
2019).18

To expand the pool of those who are eligible for mortgages and credit products, lenders could also
explore taking rental payment history into account to assess creditworthiness of potential mortgage

borrowers and consider exploring use of alternative credit and cash flow data for evaluating
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homebuyers for mortgage credit (Goodman and Zhu 2018). Churchill Mortgage is one lender that has

gone in this direction.??

Finally, public-private investment approaches could target home affordability and equity gaps by
leveraging publicly owned land and small developer subsidies to help upgrade housing stock across the
region.?° Detroit’s Rehabbed and Ready Program, a public-private partnership between the city, Detroit
Land Trust Bank, Quicken Loans, and Home Depot, increases affordable housing stock by subsidizing

renovations of vacant distressed properties.?!

ENSURE FINANCIAL SECURITY THROUGH HOUSEHOLD SAVINGS

Programs and policies that incentivize lower-income households to save, such as savings accounts that
match personal savings for specific investments—homes, businesses, and an education—have
demonstrated effectiveness in increasing short-term savings and reducing use of riskier alternative
financing (McKernan et al. 2017; Mills et al. 2019). Many local governments and nonprofit agencies
offer matched savings options. The District of Columbia recently launched a $1.3 million matched
savings program for low-income residents.?2 Chicago LISC provides an array of financial inclusion
services, such as coaching and access to affordable credit and savings products, through its network of
10 financial opportunity centers. The financial opportunity centers network has helped hundreds of
clients improve their credit scores and net worth.23 Employers are also providing employees access to
tools and products that support financial security. Working Credit, a Chicago-based nonprofit,

contracts with employers to provide employees tools to strengthen their credit profiles.

Though programs that help families save are important, they have not demonstrated significant
impact in reducing wealth gaps at a large scale (Flynn and Mabud 2019). Additionally, the ability to build
and maintain savings does not rest solely on personal choices. Structural and systemic barriers—such as
high costs associated with opening and maintaining a bank account, scarcity of bank branches in lower-
income communities, and pervasive discriminatory practices baked into our financial systems and

services—are also important to address (Brown et al. 2019; Brown and Braga 2019).

Although the Chicago region has work to do in this area, leaders can build on networks and
infrastructures that for years have worked to connect families to mainstream financial institutions.
United Way of Metro Chicago is working to increase access to affordable banking options through the
program Bank On. This national program helps families and individuals find banking options that have
low opening deposits ($25 or less), no minimum balance requirement, low monthly fees (zero or less
than $5), and no hidden fees. A recent pilot study of Bank On use across the country showed that 72

percent of its accounts were opened by customers new to the financial institution, signaling the
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program’s success in either engaging previously unbanked customers or reengaging customers in the
financial mainstream (CFE Fund 2017). Finally, recent legislative victories such as the lllinois Banking
Initiative,2* which focuses on financial inclusion and access for the unbanked and underbanked in the

region, have generated momentum that will ideally complement programmatic efforts like Bank On.

SUPPORT THE GROWTH AND SUCCESS OF BUSINESS OWNERSHIP
Successful entrepreneurship and small business ownership present a key opportunity to build assets
and grow wealth. Households that own businesses are more likely to have higher wealth than

households that do not own businesses (Haynes 2010).

Black- and Latinx-owned businesses are starting up and growing at faster rates than white-owned
businesses, but businesses owned by white people still outnumber businesses owned by Black and
Latinx people (Austin 2016; Haynes 2010; Lichtenstein 2014). However, significant barriers hinder
Black and Latinx entrepreneurs from building and growing businesses and, subsequently, their wealth.
For example, higher levels of wealth acquired through private transfers from family or kin networks are
associated with higher rates of entrepreneurship (Darrity et al. 2018). As indicated earlier, Black and
Latinx families are less likely to benefit from inter-generational wealth transfers. Unequal access to
capital results in a diminished ability to weather the downturns many small businesses face as they
establish themselves and contributes to the smaller size of firms owned by Black and Latinx
entrepreneurs, thus diminishing their ability to draw wealth from business ownership (Klein 2017;

Orozco et al. 2019).

Whether at the programmatic or the policy level, state and local approaches that focus on capital
access for business startup and sustainability activities could improve equitable entrepreneurship
outcomes among Black and Latinx communities (Austin 2016). Some local governments have created
loan programs to encourage entrepreneurship. Charlottesville, Virginia, recently enacted a business
equity fund to provide loans to businesses owned by people considered socially disadvantaged, which
the city defines as “those who have been subjected to racial or ethnic prejudice or cultural bias because
of their identity as members of a group.”?> The fund offers low-interest, up-to-five-year loans of $5,000
to $25,000 to these businesses and has lower eligibility criteria than traditional lenders. Other
localities, including Chicago, have turned to inclusive public procurement and contracting policies and

practices to ensure minority-owned businesses have more equitable access to government contracts.?¢

At the state level, more support of community development financial institutions (CDFls), often
relied upon by entrepreneurs of color for low-risk patient capital, could increase the ability of

entrepreneurs of color to start and sustain small businesses (Theodos, Seidman, and Edmonds 2017).
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Some CDFl state coalitions, including New York’s, have advocated to create a state version of the
federal CDFI fund. Small state equity grant programs that provide sources of patient capital to CDFls,
such as New York’s Empire State Development CDFI program or Minnesota’s Emerging Entrepreneur’s

program, do exist (Theodos, Seidman, and Edmonds 2017).

Business ownership can also be realized through employee ownership approaches, which range
from worker cooperatives to employee stock ownership plans.?” The transfer of small business
ownership from retiring owners to long-term employees is one way of to establish an employee-owned
business and in turn create wealth for the employees turned owners.2® Concerned Capital in Los
Angeles has helped several small business owners conduct this type of transfer.2? In Chicago, a coalition
including Manufacturing Renaissance, World Business Chicago, LISC, the State Treasurer’s Office, Safer
Foundation, and the Cook County Bureau of Economic Development, has recently built Re/Cast, which

aims to help companies interested in entering this type of transfer process.°

Local leaders in Chicago are poised to strengthen the region’s network of resources that support
increased entrepreneurship among Black and Latinx residents. For instance, the Chicago Neighborhood
Opportunity Fund could connect resources going into a booming downtown to areas not getting the
same level of investment (Theodos and Gonzalez 2019). The fund, created in 2016, is made up of fees
collected from developers requesting bonus floor space for downtown construction projects. So far, the
fund has provided $23 million in capital to 174 businesses on the West and South Sides. Another
promising development is the expansion of the JPMorgan Chase Entrepreneurs of Color Fund. This

fund will increase access to credit and technical assistance for small businesses in the Chicago region.3!

Strategies to Reduce Black and Latinx Delinquent Debt

Delinquent debt (unpaid debt that is past due) builds up, negatively affects credit scores, and decreases
a person’s financial opportunities and access to broader financial systems (Bae and Goyal 2009;
Berkowitz and White 2004; Federal Trade Commission 2013; Traub 2013).

Programs that help low-income families manage delinquent debt have shown promise (Moulton et
al. 2016). Local Interventions for Financial Empowerment through Utility Payments or LIFT-UP,
implemented in five cities, offered debt restructuring to give participants longer terms and more lenient
repayment arrangements, individualized financial counseling, financial incentives, and ongoing support.
Increasingly, employers are prioritizing financial security and access to affordable credit by providing

employees benefits such as access to small-dollar loans and financial education tools.3?
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Some banks are experimenting with credit products with more affordable terms than typical
payday loans, limited application fees, and requirements that the consumer build savings to cover
future expenses (McKernan et al. 2016; McKernan, Ratcliffe, and Quakenbush 2015). The National
Credit Union Administration created a federal Payday Alternative Loans program for credit union

members across the country.

Although programmatic solutions like LIFT-UP and affordable credit pilots are critical, they are not
enough to counteract the racist and predatory structures and policies that have contributed to the
prevalence of delinquent debt among Black and Latinx households. We highlight approaches and
solutions local and state leaders could leverage to target the systemic roots and drivers of delinquent
debt among Black and Latinx households. Some strategies aim to prevent high-risk, short-term, and

predatory lending while others look to increase opportunities for responsible lending.

BUILD ON PUBLIC FINES AND FEES REFORM

Many states, cities, local courts, and police departments have increased their dependence on the
revenue generated from fees and fines for civil and criminal infractions, like parking and traffic
violations, missed court appointments, and parole violations (Harris et al. 2017; Liu, Nunn, and
Shambaugh 2019). Because no single set of federal laws governs the issuance of legal financial
obligations, states, municipalities, and other localities have significant leeway on how these fines and
fees are structured (Harris et al. 2017). As a result, a large amount of consumer debt is owed to local
governmental entities for either civil infractions like parking and traffic violations or for fees associated
with the criminal and justice system (Harris et al. 2017; Liu, Nunn, and Shambaugh 2019). This fees and
fines system disproportionately affects low-income and low-wealth residents of color who pay a higher

percentage of their incomes or savings to pay these fines (US Commission on Civil Rights 2017).33

Ending the injustice of fees and fines requires a broad yet detailed knowledge of a jurisdiction’s
debt collection practices and problem areas. Municipal and state governments should seek to
understand which debts are causing difficulties for residents and how the debts differ by race and
ethnicity—and then work with residents to relieve them of this debt or at least make it more
manageable (Moulton et al. 2016). Doing so can reduce financial strain. San Francisco was the first city
to set up afinancial justice project to assess and reform how fees and fines affect the city’s residents.
San Francisco has pushed several reforms since 2016, including lifting $32 million in debt from criminal
justice fees for 21,000 people exiting the criminal justice system and, most recently, clearing all driver’s

license suspensions for people who miss traffic court dates.
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Chicago recently made strides in this area. In 2018, a ProPublica study found that the City of
Chicago had received $2.8 billion from 54.4 million parking tickets since 1996.%4 Eight of the 10 zip
codes with the most accumulated ticket debt per adult were majority Black.®> Although these
neighborhoods only account for 22 percent of all the tickets issued in the time frame, they account for
40 percent of the debt. Further exacerbating the effect of these fees and fines are hefty penalties for

unpaid debt, such as driver’s license suspensions or prohibitions from working in municipal jobs.

On December 2018, prompted by the ProPublica article and inspired by the San Francisco financial
justice project, Chicago initiated the Fines, Fees & Access Collaborative to discuss ticket costs,
accessibility of payment plans, late penalties, the role of debt collectors, and the effect of license
suspensions on employment. Although much work remains to be done, in September 2019 the city

council approved broad reforms of the city’s punitive ticket and debt collection system.3¢

CURB PAYDAY LENDERS

People who do not have access to traditional banking institutions often turn to high-risk, short-term
loans and alternative financial institutions when they face a financially disruptive event or when they
cannot make it to their next paycheck (McKernan, Ratcliffe, and Quakenbush 2015). Payday lenders
make small, short-term loans to households that are due for repayment on the borrower’s next payday,
making the window of time for repayment incredibly short. These loans are often accompanied by
exorbitant interest rates. In Illinois, the rate for payday loans typically reaches 400 percent.®” The high
costs associated with payday loans mean that borrowers will spend much more of their income paying

interest and fees, stripping them of resources that could be spent building wealth.

Some regions have enacted reforms that might be useful in the Chicago and lllinois context. In
2018, Ohio passed the Fairness Lending Act, bipartisan legislation made possible through wide voter
support for reform and a multisector coalition that included business leaders, media, government,
clergy, and grassroots support.3® Ohio’s new law will make small-dollar loans significantly less costly
and provide borrowers with more time to repay loans (a couple of months instead of weeks). Colorado
has also made progress in this area. The state requires payday lenders to offer repayment in
installments and cap the interest rates on those installments. Although interest rates remain high—still
in excess of 100 APR—Colorado residents are paying 42 percent less to repay the full cost of these

loans (Pew Charitable Trusts 2013).

16 STATE AND LOCAL APPROACHES TO CHICAGO REGION’S RACIAL/ETHNIC WEALTH GAP



Bold Bets toward More Equitable Wealth-Building Structures and Policies

Policies that expand access to education, increase incomes, strengthen homeownership, grow business
ownership, and support financial inclusion all could substantially build wealth for people of color and
strengthen communities and the region. However, the size of the gap and its effects—and the fact that it

is still growing—demands bold, ambitious solutions equal to the tremendous challenge at hand.

To make any significant progress in reducing and eventually closing the racial and ethnic wealth
gap, changemakers need to consider what it would take to restructure our country’s wealth building
and financing mechanisms. Real change can come from building structures and policies that benefit a
broader group of people, reckoning with the effects of long-standing racist policies and practices, and
lifting up people of color. The evidence on approaches of this nature and scale is limited. Below we
highlight some of the most promising ideas and interventions proposed by leading researchers,

policymakers, and practitioners, and in particular elevate levers relevant for state and local leaders.

ENSURE EQUITABLE TAXATION
Advancing more equitable federal taxation could have a significant impact on reducing wealth gaps.%?
But states and cities have the power to reimagine their tax systems to make them more equitable and

help lower-income families dedicate more earnings to paying down debt and building assets.

The Institute for Taxation and Economic Policy ranks lllinois’s tax system as the eighth-most
regressive in the nation, driven by the state’s flat income tax structure, lack of taxes on retirement and
inheritances, and state and local bases for sales taxes (Wiehe et al. 2018). The analysis shows that
households earning less than $22,000 a year pay 14.4 percent of their incomes in state and local taxes,
compared with 9.4 percent for those making between $231,500 and $537,400, and 7.4 percent for
those making more than $537,400. lllinois’s lower-income residents tend to be disproportionately
Black or Latinx, and the gap only widens in the Chicago region (Henricks et al. 2017; Rynell and Buitrago
2018). But there are several bright spots in lllinois tax structure, such as the state’s refundable earned
income tax credit. Efforts are also under way to change the state’s flat income tax structure via a

constitutional amendment.*°

Delaware, Minnesota, and Washington, DC, pursued progressive tax structures to lower the burden
on low-income taxpayers, who tend to pay a higher proportion of their earnings in income taxes than
higher-income individuals (Leachman et al. 2018). In Minnesota, the share of income paid in state and
local taxes goes up as income rises, from 8.7 percent for families earning less than $25,400 to 10.1

percent for families earning more than $573,500.
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Reforming how assets, such as property, are taxed could be a straightforward strategy for
narrowing the wealth gap in lllinois and Chicago. State and municipal property tax relief for people with
lower wealth levels could be better targeted by designating specific communities as eligible for
property tax abatements or reductions. These zones can be based on historical patterns of
disinvestment consistent with previously redlined districts. In Detroit, this type of program has
improved home values in designated communities (Hodge and Komarek 2016). Some states and
localities administer real estate transfer taxes and target them to high-end home sales. These “mansion
taxes” are graduated so the tax rate is higher for higher-value properties (Leachman and Waxman
2019). New York has a flat-rate mansion tax, but it levies an additional tax of 1 percent of the sales
value for properties of $1 million or more. Washington, DC, levies a higher real estate transfer tax for
properties that sell for more than $400,000. New Jersey, Connecticut, and Vermont have similar

graduated state systems in place.

INVEST DIRECTLY IN THE NEXT GENERATION

To ensure all children have access to economic opportunity, regardless of the circumstances into which
they are born, some policymakers and scholars are proposing the use of universal, federally funded
trusts or baby bonds (Hamilton and Darity 2010; Zewde 2018). A national baby bonds program would
provide all children with a federal savings account or savings bond at birth based on their families’
wealth and/or income.#! Baby bonds would seed capital for newborn children, later providing an
endowment that each recipient would access starting at age 18 and could use for a range of asset-
building activities, including homeownership, business ownership, and education without debt. Scholars
have estimated such a program would constitute up to 3 percent of the federal budget and provide
children with an average $25,000 seed investment, with children in low-wealth families receiving more
and children in high-wealth families receiving less (Hamilton and Darity 2010). Baby bonds would
complement other economic support programs, such as Social Security, to provide a more

comprehensive capital finance stream from cradle to grave.

Congress has introduced various legislative proposals over the years, but no national or local baby
bonds proposal has ever been implemented in the United States.*? Even so, we can learn a lot from state
and local children’s saving accounts (CSAs), which provide seed capital to children in a similar way as
baby bonds would and have demonstrated promising outcomes (Butrica 2015). The impact evaluation
of the SEED Oklahoma Children Development Accounts program, the first randomized controlled study
of CSAs in the United States, showed that SEED program children score higher in socioemotional
development and their mothers report higher educational expectations for their children than children

and mothers from the control group (Beverly, Clancy, and Sherraden 2016).

18 STATE AND LOCAL APPROACHES TO CHICAGO REGION’S RACIAL/ETHNIC WEALTH GAP


https://www.urban.org/sites/default/files/publication/44351/2000157-a-review-of-childrens-savings-accounts.pdf
https://heller.brandeis.edu/iasp/pdfs/racial-wealth-equity/csas/csa-quick-guide.pdf

The use of CSAs has grown over the past 20 years; more than 400,000 children across 34 states and
the District of Columbia have some type of CSA in 2018 (Butrica 2015; Markoff, Loya, and Santos
2018). ® Typical child savings accounts are purposed to cover educational costs and do not tend to offer
the same wide range of wealth-building and wealth-accelerating opportunities that baby bonds would.
Government funding for CSAs is limited; philanthropy, community organizations, individual donors, and

businesses contribute a large proportion of financing.*4

Evidence and enthusiasm for CSAs and baby bonds are growing. The lllinois legislature’s recent
passage of children’s savings account legislation could offer an important learning opportunity and
infrastructure to provide more targeted needs-based support.*> However, there is more to learn about
the long-term effects of established children’s savings accounts and a need to run pilots (either at the

federal or local level) to test the baby bond program idea (Kijakazi et al. 2019; Zewde 2018).4¢

OFFER RESTITUTION

One of the most powerful and debated strategies for addressing historical inequities and the
repercussions of past discrimination is direct compensation. Known as restitution, reparations,
satisfactions, or redress, these restorative strategies recognize that historical policies and practices

have wronged a specific group of people.

Restitution is not a new idea. Germany paid restitution to victims of the Holocaust, and more
recently, the victims of former Congolese warlord Thomas Lubanga Dyilo received restitution.*” In the
Congolese case, victims receiving restitution were shown to benefit socially and have improved mental
health, greater economic activity, and an improved sense of community (Dutton and Ni Aolain 2018). In
the United States in 1988, Japanese Americans who were put in internment camps during World War Il,
received a formal apology and a payment of $20,000 from the US government.*® Chicago has
demonstrated how restitution could work on the local level. In 2015, the city established a $5.5 million
reparations fund for victims of a decades-long system of police torture inflicted by the former police
commander.#’ Although the payments (up to $100,000 per victim) are not connected to wealth and
financial well-being, this reparations fund could be an example for how to build a case that connects

financial restitution to a process that reckons directly with past injuries.

Regarding wealth, the national conversation about restitution has focused on paying Black people
reparations for slavery and the legacy of institutional racism that has followed, including Jim Crow
Laws, redlining, and contract buying. In “The Case for Reparations,” Ta-Nehisi Coates argued that
contract leasing should be considered alongside slavery a way in which wealth has been denied and

taken from Black people, and a justification for why restitution should occur.*® Many people who were
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denied wealth through discrimination and contract leasing are still alive. Over the past 30 years, some
congressional legislators have sought to establish a commission to examine the long-standing effects of
slavery and study different reparations proposals, but to date have not been able to significantly move

this forward.>?

More recently, state legislators have brought the reparations debate to state capitols.>2 In New
York, California, and Vermont, state legislators have introduced bills and resolutions to apologize and
recognize the pernicious effects of slavery and explore reparations. Texas legislators took a slightly
different approach by introducing a bill supporting a congressional bill introduced by a Texas House
representative. Although, the political challenges to advance restitution proposals are significant, there
is growing interest from local and national leaders to pursue opportunities to consider restitution more

fully as a viable proposal.>®

Looking Ahead

Wealth is a key indicator of economic security and growth. Wealth and access to capital allows
individuals and families enough stability and agency to define their livelihoods and contribute to their

community’s economy.

Tackling the deep and entrenched racial and ethnic wealth disparities in this country will require a
multifaceted approach that includes programmatic, policy, and structural interventions. Changemakers
will not see results overnight. Efforts that ensure Black and Latinx families benefit from policies and
programs designed to build assets and savings, advance reform that addresses pervasive levels of
delinquent debt, and restructure wealth-building supports so that they benefit more people, will be
important to achieve progress. Changemakers will also need to reckon with and address the long-
standing effects of this country’s history of racist policies and practices and account for the advantages

that wealth has afforded white families over several generations.

Federal interventions will achieve the most scale. This does not mean that local and state
changemakers are devoid of levers and resources to reduce racial and ethnic wealth inequities in their
communities. Chicago leaders can build and learn from existing efforts that have sought to help people
of color build wealth. The region has an expansive social services and community organizing sector with
along-track record for empowering families who have been historically marginalized and excluded from
wealth-building opportunities. From connecting the unbanked to mainstream financial services to

successfully advocating for public fines and fees reform, Chicago’s social service providers and
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community organizers can continue to be strong expert partners to the state and municipal
governments, which are increasingly prioritizing equitable policies and systems. Moreover, the coalition
of actors working toward narrowing the wealth gap can be broadened to actively include Chicago’s
extensive philanthropic community and business sector, which could dedicate resources to pilot

innovative wealth building programs and structures.

While a robust foundation for change exists in the Chicago region, there is much room for
improvement and innovation. For instance, if multiple sectors in the region are to come together to
address the racial and ethnic wealth gap, more reliable and accessible data on local wealth disparities by
race and ethnicity is critical. More accessible and reliable data disaggregated by race, ethnicity, and
country of origin, will result in a sharper understanding of the magnitude of the problem and provide
changemakers to develop interventions targeted at specific populations with measurable goals that can

be tracked over time.

Local and state changemakers in government, nonprofit, business, and philanthropy must also
challenge the systems and policies that have prevented people of color from building wealth at the same
scale and rate as white people, learn from what has not worked, scale what has worked, and build the

political will to advance more equitable wealth building structures.
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