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Why Recovery from
the Great Recession Favored
the Wealthy:

The Role of Publ

by James H. Carr

HE GREAT RECESSION, WHICH ENGULFED THE

U.S. economy in December 2007 and

lasted until June 2009, resulted in the

loss of 8.7 million jobs,! an increase of
unemployment from 4.7 percent to more than
10 percent,? a decline in annual gross domes-
tic product (GDP) of roughly 6 percent,® and a
greater than 50 percent drop in the Dow Jones
Industrial Average, relative to its 2007 high.* The
housing sector, which was the epicenter of the
economic collapse, experienced a 33 percent
fall in home prices nationally,” 10 million home
foreclosures,’ and $9.8 trillion dollars in lost
home equity.” Massive losses among housing
finance-related institutions nearly triggered
the collapse of the entire U.S. financial system.®
Combined, U.S. households experienced a total
loss of roughly $16.4 trillion.® As summed up by
the U.S. Federal Reserve Bank, “From peak to
trough, [the 2007-2009 economic downturn was]
the deepest recession since World War I1.”1

James H. Carr is the Coleman A. Young Endowed Chair

and Professor in Urban Affairs at Wayne State University,

and Visiting Fellow with the Roosevelt Institute. He is a

regular contributor to Forbes.

38 THE NONPROFIT QUARTERLY

ic Policy

All demographic groups experienced a loss
of wealth during the 2007-2009 recession, but
lower- and moderate-income populations and
people of color suffered the greatest economic
damage. The Pew Research Center estimates
that between 2007 and 2013, median net wealth
for Latinx and Black households fell 44.3 percent
and 47.6 percent, respectively. Non-Latinx white
wealth fell by 26.2 percent.! Percentage losses
in wealth, however, understate the negative eco-
nomic impact of the Great Recession on Black
and Latinx households relative to non-Latinx
white households. In 2013, the median wealth
of non-Latinx white households was $142,000—
thirteen times the median net worth of Black
households ($11,000) and ten times that of
Latinx households ($13,700).'?

Disproportionately greater unemployment
rates for Black and Latinx folks during the Great
Recession contributed to higher wealth losses
for those populations relative to non-Latinx
whites. Unemployment for Blacks and Latinxs
peaked at 16 percent and 12.5 percent, respec-
tively. Non-Latinx white unemployment peaked
at 8.7 percent. Although Asian Americans lost
substantial wealth during the recession, their
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Despite the overall
positive economic
recovery news for Black
and Latinx households,
the racial wealth gaps
for those households,
relative to non-Latinx
whites, have over the
past decade accelerated

rather than narrowed.

40 THE NONPROFIT QUARTERLY

unemployment rate remained below that of
non-Latinx whites, at 7.5 percent.* (See Figure 1.)

Rising Wealth Inequality Postrecession
Fully a decade later, U.S. household wealth
lost during the 2007-2009 recession has more
than been recovered. The Dow Jones Indus-
trial Average, for example, which fell to a low
of 6,5647.05 in 2009, is up nearly five-fold from
its 2009 low—or more than 22,000 points—to
29,348 as of January 17, 2020." Unemployment
rates are at historic lows, although those lows
may be deceptive, given continued depressed
labor-force participation rates.’® And although
there remain pockets of weaknesses in housing
markets in communities across the nation, home
prices nationally exceed their 2007 levels. As
of February 2018, the average house price was
1 percent higher than it was at the peak in 2006.'
Black and Latinx populations have benefited
from the strong job growth and increases in
wages since 2010. As with the overall unemploy-
ment rate, unemployment rates for both groups
are at historic lows. The gaps in unemployment
rates between Latinxs and non-Latinx whites
and between Blacks and non-Latinx whites

have narrowed. Yet despite the overall positive
economic-recovery news for Black and Latinx
households, the racial wealth gaps for those
households, relative to non-Latinx whites, have
over the past decade accelerated rather than
narrowed.

Wage gains for non-Latinx whites, for
example, have exceeded those for Blacks and
Latinxs, further contributing to rising wealth
inequality.'®

Further, the largest source of wealth for the
median American household is homeownership.
Home equity is even more important for Black
and Latinx households than it is for non-Latinx
whites, because non-Latinx whites are more
likely to have additional sources of savings,
such as 401(k) plans, IRAs, lucrative pension
programs, stocks, bonds, rental real-estate hold-
ings, and other assets.

Moreover, non-Latinx white workers are more
likely to have valuable employment benefits such
as quality healthcare plans, employer-provided
meals, transportation/commuting subsidies
(such as employer-provided parking), and other
perks, which allow a greater share of income to

be allocated toward savings.'

Figure 1: Unemployment Rates, by Race, and Hispanic or Latino Ethnicity, 1975-2010
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Source: “Unemployment rates by race and ethnicity, 2010,” TED: The Economics Daily, U.S. Bureau of Labor Statistics, October 5, 2011,

www.bls.gov/opub/ted/2011/ted_20111005.htm.
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Figure 2: Median Net Worth by Race
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Source: James H. Carr etal., 2079 State of housing in Black America (Lanham, MD: National Association of Real Estate Brokers Board of Directors, 2019), 9.

Although wealth inequality between Latinx
and non-Latinx whites has increased during the
current recovery, Latinxs have in part recovered
wealth lost during the recession,?’ due in part
to a recovery in home prices and a rebound—
albeit not full recovery—in prerecession Latinx
homeownership.

Blacks, by contrast, continue to control less
wealth today than they held prior to the start of
the 2007-2009 recession. The continuing lagging
wealth recovery for Blacks is due largely to Black
homeownership having continued to fall during
the economic recovery. In fact, the homeowner-
ship rate in the second quarter of 2019 fell to a
more than fifty-year low of 40.6 percent;?! in con-
trast, the homeownership rate for non-Latinx
whites for that quarter was 73.1 percent.?

Black households were disproportionately
negatively harmed by foreclosures, having
been the primary targets of exploitative sub-
prime loans. And, in stark contrast to homes
in non-Latinx white neighborhoods that have
recovered in value across the income spectrum,
prices for homes in Black neighborhoods remain
below their prerecession highs for all owner
income levels.
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Compounding the negative reality of a lower
homeownership rate for Blacks relative to
non-Latinx whites, non-Latinx white house-
holds accumulate substantially more wealth in
their homes, on average, than Black homeown-
ers (see Figure 2, above).

In part, because Black homeowners, on
average, purchase homes later in life than
non-Latinx white homeowners, median home
equity for households forty-five years or older
when the home was bought is $26,668 for
Black homeowners compared to $104,866 for
non-Latinx white homeowners.??

The Role of Public Policy in Furthering

the Racial Wealth Gap

Historically, public policy has directly and inten-
tionally marginalized the economic mobility of
people of color, including Blacks, Latinxs, and
Native Americans. The role of government in
undermining Black economic progress in partic-
ular has been heavily documented.? Importantly,
public policies continue to directly undermine
the economic prospects for people of color in
America. The failure of Blacks to recover from
their economic losses sustained during the Great

Historically, public

policy has directly

and intentionally
marginalized the
economic mobility of
people of color, including
Blacks, Latinxs, and

Native Americans.
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Recession, as well as much of the expanding
racial wealth gap between Blacks and non-Latinx
whites, can be attributed directly to legislation
enacted to bail out the U.S. economy in 2010.

In response to the enormous financial
damage resulting from the economic down-
turn, the federal government passed a massive,
$700 billion bank bailout package known as the
Toxic Asset Relief Program (TARP). Although
the appropriated amount for the bank bailout
was later reduced to $475 billion, Bloomberg
estimated the true cost of the bank bailout to
be in the trillions of dollars.*

The bank bailout proposal was initially
conceived as a program that would enable the
U.S. Department of the Treasury to purchase
distressed home loans in order to modify them
and avoid home foreclosures. As enacted, TARP
included a separate, modest, poorly designed
and badly implemented foreclosure mitigation
program known as the Home Affordable Modi-
fication Program (HAMP).%

Most disturbing about HAMP, however, was
not its programmatic shortcomings, per se, but
rather its restrictions on access to program
benefits. In order to participate in HAMP,
home loans were required to be held by Fannie
Mae or Freddie Mac. Ironically, loans held by
those government agencies were among the
highest-quality and lowest-interest-rate loans
in the housing market, and they were largely
held by non-Latinx white households. The preda-
tory subprime loans that were at the core of the
nation’s foreclosure crisis and that had been dis-
proportionately peddled to Black households
were ineligible for HAMP assistance.

Adding further to the inequity of the
federal foreclosure crisis response, Congress
also enacted the Home Affordable Refinance
Program (HARP).?” This initiative allowed
homeowners whose outstanding mortgage loans
were greater than the value of their homes to
refinance their mortgages at historically low
rates. HARP eligibility, similar to that of HAMP,
required that loans be held by Fannie Mae or
Freddie Mac. The highest-cost mortgages and
predatory subprime loans, disproportionately
likely to be held by Black and Latinx borrowers,

were ineligible for HARP assistance.

Further, the banks were being bailed out with
massive cash infusions from TARP and other
special lending programs designed to avoid bank
failures; the borrowing rate for financial institu-
tions from the Federal Reserve was slashed to
near zero percent; and lenders being bailed out
included firms that were major participants in
predatory subprime lending. In fact, while the
federal government eventually fined Wall Street
firms more than $110 billion for a range of finan-
cial misconduct,? it simultaneously bailed out
many of those same financial firms, including
providing them with near-interest-free loans.

In contrast to the tens of billions of dollars
flowing to the banks, the Federal Housing
Finance Agency imposed a new penalty fee on
home loans in neighborhoods that had been
particularly hard hit during the housing market
crash. Known as the “adverse market fee” (also,
the “Adverse Market Impact Fee”™), this additional
charge for home purchases in distressed commu-
nities further weakened the housing recovery in
those communities.? Due to the concentration
of foreclosures among subprime loans in Black
neighborhoods, loans for properties in Black
communities were more likely to be subject
to the fee than were loans to secure homes in
non-Latinx white neighborhoods. The fee was
suspended around 2013, but it caused irreparable
damage by driving additional foreclosures in
distressed communities, because owners were
further limited in selling their homes.

The lack of access to HAMP and HARP and
the imposition of the adverse market fee are
only three of a multitude of federal actions that
have directly undermined homeownership for
Black and Latinx households since the Great
Recession.? In fact, the failure of federal finan-
cial regulators to rein in the abusive, high-cost,
and unsustainable subprime lending was itself
apublic policy decision that resulted in the loss
of billions of dollars in housing equity for Black
and Latinx households.?!

The collective result of the federal policy deci-
sions that favored Wall Street while penalizing
financially vulnerable populations of color was
a massive, unearned, publicly funded wealth
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transfer, disproportionately from Black and
Latinx, moderate- and middle-income house-
holds to wealthy banking executives and inves-
tors, who were principally non-Latinx white.
While bank bailouts and housing-related
policies enacted to address the recent housing
market collapse were less blatant than the post—
Great Depression era’s explicitly discriminatory
federal housing programs spanning the 1930s
through the 1960s,* the negative impact of more
recent biased federal programs on the racial
wealth gap has, nevertheless, been significant.

The Racial Wealth Gap in the Context
of Broader Economic Inequality
Increasing racial inequality can also be
explained in the broader context of inequality,
which is greater today than it was at the time of
the Great Depression of the 1930s. Today, the top
1 percent of wealthy households hold 40 percent
of the nation’s wealth—up from 30 percent in
1989. During that same period, the wealth of
the bottom 90 percent fell—from 33 percent
to 23 percent.* In 2018, three Americans—Jeff
Bezos, Bill Gates, and Warren Buffett—con-
trolled more wealth than the bottom 50 percent
of U.S. households.? In fact, as the top wealthy
households have continued to grow their wealth,
lower-income households have gone into debt.
Trade policies that favor capital ownership
over labor, tax policies that tax capital gains
and corporate earnings at lower rates than wage
earnings, and the growing dominance of corpo-
rate monopoly ownership are major foundations
of skyrocketing wealth and income inequality.
Because people of color are disproportionately
lower income and hold less wealth than whites,
failure to address the broader issue of economic
inequality in our nation will continue to fuel the
racial wealth gap into the foreseeable future.
Similar to the public policies that favored
failing banks over homeowners facing home fore-
closures, trade, tax, and antitrust policies are not
a result of the invisible hand of market competi-
tion; they are the outcome of the visible hands of
elected politicians whose votes have overwhelm-
ingly favored the further concentration of wealth
in our nation. Voters hold the power to reverse the

trend toward unchecked wealth inequality. The
question is, What level of wealth concentration is
required for the public to act?

A Future Role for Nonprofits

During the Great Recession, the nonprofit sector
played a critical role in assisting needy house-
holds to access food, shelter, medical care,
essential transportation, and other immediate
necessities. For millions of families, the work
of the nonprofit sector was lifesaving. Non-
profit organizations also provided access to
foreclosure mitigation assistance to borrowers,
assisting millions and helping many to maintain
homeownership.

Looking forward, a major opportunity for
the sector is to assist the American public in
better understanding the potential impact of
federal legislation on wealth and inequality in
our nation. This work does not—nor should
it—wait until the next economic downturn. One
approach for nonprofits to achieve this goal is to
assist civic associations in better understanding
the wealth implications of federal legislation, as
well as how best to organize and hold political
leaders accountable.

The need for more effective political orga-
nizing is especially critical among financially
vulnerable communities of color, whose political
power is strong but whose leverage of that politi-
cal clout remains elusive. Given the direction
our nation is taking vis-a-vis growing economic
inequity, reversing that trend could be one of

the most important missions the nonprofit com-

munity takes on.
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