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CLOSING THE RACIAL WEALTH GAP

Restating the Economic Case

Economic gaps between Black people and white people in the U.S. persist.
Some racial gaps, like the wealth gap, have widened since 2020. Others, such as
the racial gap in business ownership, have narrowed’.

Racial gaps continue to be a material headwind to the U.S. economy,
impacting Black communities and individuals through unequal access to work,
housing, and business ownership.

We update the scenario analysis contained in our 2020 Citi GPS report Closing
Racial Inequality Gaps: The Economic Cost of Black Inequality in the U.S?., to
estimate the potential size in dollar terms of racial gaps in income, business
ownership, and home ownership.

We find that the scale of these three racial gaps could have totaled up to $3.9 trillion
between 2020 and 2024, driving the potential cumulative size of the same three
racial inequalities since the turn of the millennium to up to $21.3 trillion, which would
have been a significant boon for the entire U.S. economy.

The analysis does not account for substitution effects. The economic impact of
closing the gaps that we describe will not be entirely additional to current economic
productivity. For example, some of the jobs created by closing the racial gap in
business ownership are likely to be filled by those leaving other jobs.

Therefore, some of the economic activity generated by closing the racial wealth gap
is a substitution for other economic activity. We highlight where such substitutions

might occur and underline that our analysis is simply an economic approximation of
the scale of three racial gaps—in business ownership, income and home ownership.

Figure 1. Median Household Income by Race, 2022 Dollars Figure 2. Median Wealth by Race, 2022 Dollars
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T We note that the capitalization of “black” and/or “white” is the subject of much debate.
In this report we have followed the style of the Associated Press Stylebook.

2 https://www.citigroup.com/global/insights/citigps/closing-the-racial-inequality-gaps-
20200922
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The economic scale of three racial gaps — in business ownership, income, and
home ownership — could have reached up to $3.9 trillion between 2020 and 2024.

The economic scale of the racial
wage gap between 2020 and 2024
was up to $0.9 trillion in lost wages.

The racial home ownership gap between
2020 and 2024 reached up to $165 billion
in money that could have been spent on

purchasing a home.

-

The economic scale of the racial
gap in employer business ownership
reached up to $2.9 trillion in potential
revenue between 2020 and 2024.

Black men and women continue to earn significantly less than
their white counterparts: for every dollar earned by a white man,
a Black man earns 79 cents and a Black woman 73 cents.

Racial inequalities in business ownership, home ownership, and income continue

to be a material headwind to the U.S. economy.

Housing
The gap between white and Black home ownership
remains wide.
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Income

White families have 6x as much wealth as Black families.

Lost wages by demographic group, 2000 to 2023 ($ trillions)
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In this report we focus on racial inequality between Black and white people.
Other racial inequalities in the U.S. — like those affecting Hispanic people or
American Indian and Alaska Native populations — are of similar or even larger
magnitude in some dimensions.® These inequalities also require attention.

However, as the title suggests, for the purposes of this report we zoom in on the
racial wealth gap. The largest racial wealth gap is between Black and white people:
for every $100 in wealth that the average white family had, the average Black family
had $16 in 2022 and the average Hispanic family had $22. (Figure 3). One
inequality is not more pressing than any other, but for the purposes of this report,
we focus on where the wealth gap is widest.

Figure 3. Median Black and Hispanic Wealth as a Percentage of Median White Wealth
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Racial Inequality Gaps Remain

Gaps in the median income of Black and white households persist. (Figure 1)
In 1967, the average Black household earned 58% of the average white
household’s annual income. This figure increased to 68% in the most recent data.

The spread of households across the income distribution also varies by race: almost
half of Black households had an income of less than $50,000 in 2022 vs. under a
third of white households. In the same year, 6% of Black households earned more
than $200,000 vs. 12% of white households. This has consequences for wealth
creation.

The racial wealth gap grew in absolute terms between 2019 and 2022. In 2019,
the average white family had total assets $190,000 dollars more than the average
Black family and in 2022, this gap had widened to $240,000. The size of the wealth
gap at the beginning of the period meant that the racial wealth gap grew at the
beginning of this decade, even though Black households’ median wealth grew at a

3 En Shrider, ‘Black Individuals Had Record Low Official Poverty Rate in 2022’ US
Census Bureau. September 12, 2023. Accessible here [Last accessed March 23, 2023]
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faster rate than white households4 In the most recent data, white households
continue to have ~6x more wealth than Black families.

Closing Racial Inequality Gaps Generates Growth

We find that before accounting for substitution effects, the economic value of three
key racial inequalities could have reached $3.9 trillion since 2020. This brings the
cumulative potential economic size of the same racial gaps since the turn of the
millennium (the reference point in our original report) to up to $21.3 trillion. We
estimate that:

B The economic scale of the racial gap in employer business ownership
reached up to $2.9 trillion in potential revenue between 2020 and 2024.

B The economic scale of the racial wage gap between 2020 and 2024 was up to
$0.9 trillion in lost wages.

® The racial home ownership gap between 2020 and 2024 reached up to $165
billion in money that could have been spent on purchasing a home, without
accounting for additional spend associated with homeownership.

The new overall estimate is higher given it covers a longer reference period during
which U.S. inflation was elevated.

First, some progress towards closing racial gaps in business ownership has
been made since 2020. The number of Black-owned businesses grew by 14.3% in
2021, which some have attributed to the social movement for racial justice and the

growth of initiatives like Buy Black in the same year.5

Black women made an outsized contribution to this growth, with the number of
Black-women-owned businesses growing by more than 20%. That said, at this rate,
Black men and women would not own the number of businesses proportional to

their share of the U.S. population for another 80 years.6 This not only impacts the
“missing” business owners but the wider U.S. economy.

We estimate the potential economic size of the racial gap in business ownership
between 2020 and 2024 at up to $2.9 trillion before accounting for substitution
effects. In the most recent data, 0.8% of the adult Black population owns an
employer business compared with 3.7% of the white population. Black-owned
employer businesses generated $183 billion in revenues, employed 1.4 million

people, and paid about $53.6 billion in annual payroll in 2021.7

If the number of Black-owned businesses could be increased to reflect the share of
the white population that owns a business, there could be an additional 600,000
firms and more than 5 million additional jobs. These additional firms and jobs could

4 Aladangady, A. et al. ‘Greater Wealth, Greater Uncertainty. Washington: Board of
Governors of the Federal Reserve System, October 18, 2023,
https://doi.org/10.17016/2380-7172.3405

5 Perry, Donoghoe, and Stephens, ‘Closing the Black Employer Gap: Insights from the
Latest Data on Black-Owned Businesses,” Brookings Institute. February 15, 2024

6 Ibid

7 ‘Census Bureau Releases New Data on Minority-Owned, Veteran-Owned and Women-
Owned Businesses,” October 26, 2023
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have generated up to an additional $2.9 trillion in revenues and $840 billion in
annual payrolls.

Figure 4. Racial gap in business ownership totals $2.9 trillion between 2020 and 2024
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Source: US Census Bureau, Annual Business Survey (2022), Bureau of Labor Statistics (2022)

In some senses this may be a conservative estimate. It is well understood that
Black business owners face additional barriers to business growth, over and above
those faced in forming a business. Indeed, Black business owners are more likely to
own a sole proprietorship than other races indicating the barriers they face to
business growth. These barriers include access to finance like bank loans and
venture capital. Better supporting Black-owned businesses could drive an even
larger economic contribution—by supporting existing businesses in their growth.

However, this estimate does not account for substitution effects, for example, some
of the 5 million jobs created by new Black-owned employer businesses are likely to
replace those generated elsewhere. It is difficult to estimate just how many of the
new jobs created would be impacted by this effect. In our 2022 Citi GPS report® on
Women Entrepreneurs, we discounted at least 50% of jobs created by levelling the
playing field for women-led businesses due to substitution effects.

Second, we estimate the potential size of the racial wage gap in the U.S. at up
to $0.9 trillion between 2020 and 2024. Black men and women continue to earn
significantly less than their white counterparts: for every dollar earned by a white
man, a Black man earns just 79 cents and a Black woman 73 cents. The gap
between Black men and Black women indicates how racial and gender inequality
can compound one another. From 2020 to 2023, applying the same differential to
the average income, the average Black man has earned $39,000 less than the
average white man, and the average Black woman has earned $49,000 less, as
shown in Figure 4, which also shows the wage gap for Hispanic men and women.

¢ Women Entrepreneurs - CitiGPS (citigroup.com)
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Figure 5. Approximate individual loss in income vs. median white male income, 2020 to 2023
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Closing the racial income gap is an economic imperative. Multiplying the wage
gap at the individual level since 2020 by the number of people in each demographic
group shows that the Black income gap at the population level totaled up to $0.9
trillion between 2020 and 2024. This brings the potential cumulative racial income
gap since 2000 (the benchmark of our first report) to $3.9 trillion. Including Hispanic
people and white women —the gap totals $17.2 trillion, underlining the need to think
about how intersecting disadvantages compound one another when it comes to
wage gaps. (6)

Figure 6. Lost wages by demographic group, 2000 to 2023
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There are of course likely to be some substitution effects in closing the racial
income gap, meaning that this $0.9 trillion estimate is not a strict addition to current
economic productivity. Closing the racial income gap without such substitution
requires the creation of more high-paying jobs in the economy.

Third, Black families are much less likely to be owner-occupiers than their
white peers. At the end of 2023, a homeownership gap of almost 28 percentage
points persisted between Black and white households. This marked a narrowing of
the racial home ownership gap compared with 2020, but the gap remained wider
than it was in the 1990s. (Figure 7)

The homeownership gap represents what could be seen as 430,000 “missing”
Black homeowners compared with gap identified in 2000. If each of those
homeowners had paid the median house price, there would have been an additional

spend of $165 billion 9. Homeownership brings additional spend on home

maintenance, cars, and furniture which are not accounted for in this estimate and
could have generated additional spending.

Figure 7. Racial gaps in home ownership persist
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This estimate also does not account for a substitution effect: additional Black
homeowners might substitute for new white homeowners, resulting in a substitution
of some economic activity for others, rather than a net increase. However, the
vacancy rate of homeowner dwellings has held steadily around 1% of dwellings
since 2020. These homes might be poorly located for the current labor market or
otherwise inappropriate for these "missing" homeowners to purchase, but on a strict
analysis of the number of homes, there does seem to be an economically additive
opportunity in boosting Black homeownership.

“ National Association of Realtors. Median house price is reported at $383,600 as at 21
February 2024
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High-Level Principles for Addressing Racial Gaps
Reducing these racial gaps in the U.S. is not only a matter of racial justice, but an
economic imperative. Our 2020 report contained extensive recommendations for

policymakers, for companies, and for individuals.lo Here, we distill three high-level
principles for addressing racial inequalities:

Increase access to high-paying jobs and
entrepreneurship.

Closing the income gap involves increasing the number of
Black workers in high-paying professions. Securing equal
opportunities for education, from pre-school to college,
would be a good first step. Another would be the idea of
“living wages” even outside high-paying professions.
Increase access to financial services, including for
Black-owned businesses.

Financial services are a pre-requisite of building wealth. Yet
40% of Black adults are un- or underbanked and Black
adults at every income level are more likely to have been
denied credit."’ Improving Black business owners’ access to
bank loans and venture capital would also drive business
growth.

Increase homeownership among Black households.
Homeownership builds wealth. It has been a key driver of
gains in Black wealth in recent years.'” Increasing the
supply of affordable homes could be a first step because
racial wealth and income gaps make it more challenging for
Black households to become homeowners when homes
become less affordable.

> @I

10 See Citi GPS, ‘Closing the Racial Inequality Gaps: The Economic Cost of Black
Inequality in the U.S." pp. 66-96

" Board of Governors of the Federal Reserve System, ‘Economic Wellbeing of U.S.
Households,” May 27, 2022

12 Board of Governors of the Federal Reserve System, ‘Greater Wealth; Greater
Uncertainty,” October 23, 2023
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In Conversation

Citi’s Harold Butler, Head of Diverse Financial Institutions Group and
Lisa Frison, Head of Financial Inclusion and Racial Equity

What progress have you seen in closing the racial wealth gap in the U.S. over
the last four years?

Harold: Four years is not a long time. At the micro level, high inflation and lack of
affordability might make many people feel like not much progress has been made
since 2020.

Yet if we zoom out to the macro level, community banks that serve under-invested
communities are better capitalized than they’ve been in several decades. Why?
Public and private entities in the finance sector have made unprecedented
investments, coupled with collaborative approaches to help create access and
opportunities for community banks to grow, attract new depositors and offer existing
clients more services.

This increased activity and focus on supporting banks directly helps close the racial
wealth gap by expanding access to education, small business, homeownership and
more in communities around the country.

Lisa: While there are gains in some areas, the gap persists for many consumers.
We must give credit to the ingenuity and resilience of communities who are building
their own supportive ecosystems and solutions. In parallel, there has been a
deliberate focus on implementing new initiatives that can help more Americans
attain wealth or improve their financial standing. In addition to innovative solutions
and programs supporting areas like investing or lending for diverse small business
owners, we’ve seen more companies and non-profits working together across
industries to help close the racial wealth gap.

By leveraging the unique capabilities and strengths of each organization, thoughtful
collaborations can help generate or deepen impact. So, while we are mindful to
glance behind, we must fix our gaze ahead. There’s more work to be done, so it’s
important that the momentum we’ve seen over the last four years continues.

Why is now the time to bolster efforts to address the racial wealth gap in the
U.s.?

Harold: Addressing the racial wealth gap in the U.S. cannot be done overnight.
Nevertheless, we are in an important moment and it's imperative that we build on
the momentum of recent years and continue to seize opportunities to deepen
support for sustainable efforts that help close the racial wealth gap.

Increased strength in community banks that serve underinvested and
underrepresented communities is vital. It means more loans that spur growth and
attract investment.

Boosting our efforts here at Citi is and will continue to be good for communities and,
as this report demonstrates, good for business. One way to create wealth and
reduce the gap is through homeownership. In 2023 the homeownership rate
amongst Black Americans was 45.9%, up 1 percentage point from the year prior.
Imagine the impact of more capital to lend for homeownership and how that
translates to intergenerational wealth creation and how it becomes accretive to
growth in the economy.

© 2024 Citigroup
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Lisa: The recent gains don’t compensate for systemic and persistent gaps. Over
the next 30 years, roughly $30 trillion in wealth will be transferred from baby

boomers to their heirs. e

The increasing diversity of the U.S. makes it imperative to set the next generation
up for success as they build their wealth.

Millions of households are unbanked or underbanked, disproportionally affecting
diverse communities. From concerns about costs and fees to a lack of familiarity
with products, there is important work to be done to help people navigate the
financial system.

We also see rising educational attainment and affluence among diverse
communities, which presents another opportunity to propel the wealth journey for
those within reach. There’s a dual need to support underserved and underestimated
communities by creating pathways to prosperity, which will enable growth in our
nation’s economy.

What role do financial institutions play in closing the racial wealth gap in the
U.s.?

Harold: A crucial one. Without pumping capital, growth does not occur. Where there
is no growth, investments do not happen. And where there is no investment,
communities struggle. Where no sense of community exists, poverty, crime and
hopelessness ensue and that is a cost to humanity and a cost to the economy.
Financial institutions- large and small- have a role investing in economic growth.

Lisa: By serving the U.S. population, financial institutions have a critical role in
reducing barriers and supporting households across the socio-economic spectrum.
Many banks, like Citi, have brought forward products and solutions to improve
banking access and expand credit and lending opportunities to the communities
they serve.

Continuing to democratize the role of investing and provide financial education and
guidance to empower and help people make informed decisions about their
financial goals will be key.

Ultimately, financial institutions can develop more on-ramps, build trust and
transparency, and invest in innovations and partnerships that unlock and accelerate
sustainable and inclusive pathways to wealth and financial success.

% Hall, M. ‘The Greatest Wealth Transfer In History: What's Happening and What are the

Implications,” Forbes. November 11, 2019.

12
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As our premier thought leadership product, Citi Global Perspectives &
Solutions (Citi GPS) is designed to help readers navigate the most demanding
challenges and greatest opportunities of the 21st century. We access the best
elements of our global conversation with senior Citi professionals, academics, and
corporate leaders to anticipate themes and trends in today’s fast-changing and V
interconnected world.

All Citi GPS reports are available on our website www.citigroup.com/global/insights/citigps
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