
April 4, 2014 
 

William R. Emmons and Bryan J. Noeth 
Center for Household Financial Stability 

Federal Reserve Bank of  St. Louis 
William.R.Emmons@stls.frb.org 

 
These comments do not necessarily represent the views of  the 

Federal Reserve Bank of  St. Louis or the Federal Reserve System. 

Household Balance Sheets: 
Links Between Economic Vulnerability, 

Financial Fragility, and Economic Recovery 

1 

CFPB Research Seminar 

mailto:William.R.Emmons@stls.frb.org


2 

Household Balance Sheets: 
Links Between Economic Vulnerability, 

Financial Fragility, and Economic Recovery 

 The Center for Household Financial Stability 
 Demographic drivers of household financial 

outcomes 
 Economic vulnerability and financial fragility 
 Young adults 
 Older adults 

 Household balance sheets and the economy 
 Wealth effects 
 Deleveraging 
 Human capital 

 Future research and policy 
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Center for Household Financial Stability 

 A research and policy initiative of the Federal 
Reserve Bank of St. Louis:  www.stlouisfed.org/hfs. 

 Our research and policy goals 
 What is the state of American families’ balance sheets? 

 How do households’ balance-sheet conditions affect 
communities and the broader economy?  

 What can we do to enhance the stability of  household 
balance sheets and the economy? 

 Upcoming events: 
 May 8-9, 2014:  2nd Annual Household Financial Stability 

Research Symposium, at the St. Louis Fed. 

 October 16-17, 2014:  Policy Symposium in Washington DC. 

http://www.stlouisfed.org/hfs
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Part 1:  Micro Perspectives 

 Demographic drivers of household financial 
outcomes 
 Economic vulnerability and financial fragility 

 “Economically Vulnerable and Financially Fragile,” William R. 
Emmons and Bryan J. Noeth, Review, Federal Reserve Bank of St. 
Louis, Sept.-Oct. 2013. 

 Young adults 
 “Why Did Young Families Lose So Much Wealth During the Crisis?  

The Role of Homeownership,” William R. Emmons and Bryan J. 
Noeth, Review, Federal Reserve Bank of St. Louis, Jan.-Feb. 2013.  

 Older adults 
 “The Economic and Financial Status of Older Americans:  Trends 

and Prospects,” William R. Emmons and Bryan J. Noeth, in Nancy 
Morrow-Howell and Margaret Sherraden, Editors, Financial 
Capability and Asset Holding in Later Life:  A Life Course Perspective, 
Oxford University Press, 2014 (forthcoming). 
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Household Balance Sheets: 
Wealth Recovery Has Been Uneven 

 The families that were economically vulnerable and 
financially fragile going into the crisis were hit 
hardest and have recovered least. 

 College-educated white and Asian families over 40 
are most likely to have recovered wealth lost during 
the crash. 

 Homeownership rates are down the most among 
people born in late 1970s and early 1980s. 

 Weak economic recovery may be due, in part, to 
widespread household financial weakness. 
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Economically Vulnerable Group 1:  
Young Adults 

Source:  Bureau of Labor Statistics Quarterly through Q4.2013 

Percent 

12.5% 

7.7% 
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Economically Vulnerable Group 2:  
Less-Educated 

Source:  Bureau of Labor Statistics Quarterly through Q4.2013 

Percent 

11.7% 

9.1% 
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Economically Vulnerable Group 3:  
African-Americans and Hispanics 

Source:  Bureau of Labor Statistics Quarterly through Q4.2013 

Percent 
14.3% 

8.4% 
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Who Are the Economically Vulnerable and 
What Financial Choices Do They Make? 

 Who is likely to be economically vulnerable? 
 Young:  Under 40 
 Less-educated:  No college 
 Historically disadvantaged minorities:  African-Americans 

and Hispanics of any race 

 Economically vulnerable families: 
 Were more likely than average to have risky and fragile 

balance sheets in 2007. 
 Less liquid 
 Less diversified 
 Greater leverage 

 Suffered larger percentage wealth losses during the crisis. 
 Have recovered wealth more slowly since 2010. 
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Young Families Remain Far Below 
Pre-Crisis Wealth Level 

Source:  Federal Reserve Board *Tri-ennial surveys through 2010; our estimates for Q3.2013  

Index levels 
equal 100 in 

2007 
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Lower-Skill Families Trail the 
College-Educated 

Source:  Federal Reserve Board *Tri-ennial surveys through 2010; our estimates for Q3.2013  

Index levels 
equal 100 in 

2007 
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Historically Disadvantaged Minorities 
Were Hit Hard By the Crisis 

Source:  Federal Reserve Board *Tri-ennial surveys through 2010; our estimates for Q3.2013  

Index levels 
equal 100 in 

2007 
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Wealth is Held Mostly By Middle-Aged 
and Older Families with College Degrees 

African-Americans and Hispanics 

Whites and Asians 

Young 
(<40) 

Middle-aged 
(40-61) 

Old 
(62+) 

Less 
than HS 

HS or 
GED 

2- or 4-yr 
college 

Young 
(<40) 

Middle-aged 
(40-61) 

Old 
(62+) 

2010 
dollars 
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Largest Cumulative Wealth Losses 
Through 2013 Are Among Young, Less-

Educated, and Minority Families 

African-Americans and Hispanics Whites and Asians 

Less 
than HS 

HS or 
GED 

2- or 4-yr 
college 

Young 
(<40) 

Middle-aged 
(40-61) 

Old 
(62+) 

Young 
(<40) 

Middle-aged 
(40-61) 

Old 
(62+) 

<HS  HS  Coll 

Percent 
change 
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 Why do economically vulnerable families’ financial 
choices and balance sheets amplify their risk rather 
than dampening it? 

 Underlying factors that may contribute to both 
economic vulnerability and financial fragility 
 Low cognitive ability and acquired skills 
 Lack of experience in job and financial markets 
 Legacies of discrimination in housing, education, jobs, etc. 

What‘s Driving Economic Vulnerability 
and Financial Fragility? 



Innate 
cognitive 
ability, g 

Educational 
attainment 
 

Human 
capital, h 
 

Labor-
market 
earnings 

Legacy of 
discrimination 

On-the-job 
experience 

Factors outside an 
individual’s control: 

Cognitive ability 
Race or ethnicity 
Age 
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Our Model of Earnings Determination... 



Innate 
cognitive 
ability, g 

Human 
capital, h 
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market 
earnings 
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knowledge, 
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knowledge 
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available 
to invest 

Legacy of 
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experience 

Financial 
experience 
and learning 
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... And Balance-Sheet Choice 

Educational 
attainment 
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What is a Healthy Household 
Balance Sheet? 

 Characteristics of a healthy balance sheet: 
 Adequate liquid assets (or access to low-cost credit) to 

handle emergencies 
 Broad asset diversification to withstand asset-price 

volatility, such as the housing crash 
 Low or no debt to avoid financial distress 

 For future discussion:  What does this mean for 
homeownership among economically vulnerable 
families? 
 Buying a house early in life often means taking on a 

“lumpy” asset, depleting liquid assets, and borrowing 
heavily 

 Does homeownership inevitably create financial fragility 
for economically vulnerable families? 
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1) Members of Economically Vulnerable 
Groups Hold Much Less in Liquid Assets 

Young 

No college 

Minority 

Source: William R. 
Emmons and Bryan J. 
Noeth, “Economically 
Vulnerable and 
Financially Fragile,” 
Review, Federal 
Reserve Bank of St. 
Louis, Sept.-Oct. 2013.  
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2) Members of Economically Vulnerable 
Groups Have Higher Housing Concentrations 

Young 

No college 

Minority 

Source: William R. 
Emmons and Bryan J. 
Noeth, “Economically 
Vulnerable and 
Financially Fragile,” 
Review, Federal 
Reserve Bank of St. 
Louis, Sept.-Oct. 2013.  
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3) Members of Economically Vulnerable 
Groups Have More Debt 

Young 

No college 

Minority 

True only of H.S. 
grads, not < H.S. 

Source: William R. 
Emmons and Bryan J. 
Noeth, “Economically 
Vulnerable and 
Financially Fragile,” 
Review, Federal 
Reserve Bank of St. 
Louis, Sept.-Oct. 2013.  



Demographic Influences on Balance Sheets 
 

 
 

Demographic 
group 

Marginal effect of belonging to a demographic group on: 
Safe and liquid 
assets relative to 
annual income 

Share of assets 
invested in 
housing 

Ratio of total debt 
to total assets 

Young families 
(< 40 years old) 
 

-16%age pts vs. mid 
 

-82%age pts vs. old  

High-school 
drop-out 
families 

-16%age pts vs. HS 
 

-34%age pts vs. coll  

African-
Americans and 
Hispanics 

-20%age pts vs. 
whites and Asians 
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Source:  Emmons and Noeth (2013), based on Survey of Consumer Finances 

Economically Vulnerable Groups 
Have Fragile Balance Sheets 
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Ratio of Safe and Liquid Assets to Income 
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Demographic Influences on Balance Sheets 
 

 
 

Demographic 
group 

Marginal effect of belonging to a demographic group on: 
Safe and liquid 
assets relative to 
annual income 

Share of assets 
invested in 
housing 

Ratio of total debt 
to total assets 

Young families 
(< 40 years old) 
 

-16%age pts vs. mid 
 

-82%age pts vs. old  

+13%age pts vs. mid 
 

+16%age pts vs. old  

High-school 
drop-out 
families 

-16%age pts vs. HS 
 

-34%age pts vs. coll  

+9%age pts vs. HS 
 

+22%age pts vs. coll  

African-
Americans and 
Hispanics 

-20%age pts vs. 
whites and Asians 

+14%age pts vs. 
whites and Asians 
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Source:  Emmons and Noeth (2013), based on Survey of Consumer Finances 

Economically Vulnerable Groups 
Have Fragile Balance Sheets 
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Residential Real-Estate Portfolio Shares 

Least 
economically 
vulnerable 

Most economically 
vulnerable 

Least 
economically 
vulnerable 

Most economically 
vulnerable 



Demographic Influences on Balance Sheets 
 

 
 

Demographic 
group 

Marginal effect of belonging to a demographic group on: 
Safe and liquid 
assets relative to 
annual income 

Share of assets 
invested in 
housing 

Ratio of total debt 
to total assets 

Young families 
(< 40 years old) 
 

-16%age pts vs. mid 
 

-82%age pts vs. old  

+13%age pts vs. mid 
 

+16%age pts vs. old  

+32%age pts vs. mid 
 

+50%age pts vs. old 

High-school 
drop-out 
families 

-16%age pts vs. HS 
 

-34%age pts vs. coll  

+9%age pts vs. HS 
 

+22%age pts vs. coll  

-4%age pts vs. HS 
 

-1%age pts vs. coll  

African-
Americans and 
Hispanics 

-20%age pts vs. 
whites and Asians 

+14%age pts vs. 
whites and Asians 

+7%age pts vs. 
whites and Asians 
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Source:  Emmons and Noeth (2013), based on Survey of Consumer Finances 

Economically Vulnerable Groups 
Have Fragile Balance Sheets 
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Ratio of Total Debt to Total Assets 

Least 
economically 
vulnerable 

Most 
economically 
vulnerable 

Least 
economically 
vulnerable 

Most 
economically 
vulnerable 



Less 
liquid 

More 
housing 

More 
debt 

x 
x x 

x x 
x x 
x x n.a. 

x x x 
x x x 
x x x 
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 Family structure (measured as 
positive deviation from group mean) 
 Married 
 Children 

 Financial (dev. from group mean) 
 Low income 
 Low financial slack (available credit line) 
 Low wealth 

 Behavioral (dev. from group mean) 
 Not a saver 
 Believe you’re lucky 
 History of credit problems 

Other Family Characteristics That 
Predict Financial Fragility 
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Young Adults 

 “Why Did Young Families Lose So Much Wealth 
During the Crisis?  The Role of Homeownership,” 
W. R. Emmons and B. J. Noeth, Review, Jan.-Feb. 
2013. 

 Main results 
 Much larger wealth losses among young families, 2007-10 
 The homeownership rate among young families (<40) rose 

and fell more than in other age groups 
 Young families were “swept up” in the housing bubble 

more than middle-aged and older families 
 Unusually high homeownership rate in 2007 
 Unusually high debt-to-assets ratios in 2007 

 Large wealth losses primarily due to homeownership 



30 

Homeownership Rate of “Silent Generation“ 
(b. 1925-45) Little Changed by Bubble  

Source:  Census Bureau Annual data through 2013 

Percent 
Peak homeownership rates 

at height of bubble 
1993 1998 2003 

2008 
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Source:  Census Bureau Annual data through 2013 

Percent 

1998 2003 
2008 

1993 

1998 
2003 2008 2013 

Peak homeownership rates 
at height of bubble 

“Baby Boomers“ (b. 1946-64) Participated in 
the Homeownership Boom and Bust 
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Source:  Census Bureau Annual data through 2013 

Percent 
Peak homeownership rates 

at height of bubble 
1998 2003 

2008 
1998 

2003 2008 2013 

1998 

2003 

2008 2013 

1993 

“Gen X“ (b. 1965-80) and “Gen Y“ 
(b. 1981-2000) Felt Biggest Effects  
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Gen X and Gen Y Homeownership Rates 
Fell the Most From Peak 

Source: William R. Emmons and Bryan J. Noeth, “Housing Crash Continues to Overshadow Young Families’ 
Balance Sheets,” In the Balance, Federal Reserve Bank of St. Louis, Issue 7, 2014.  

Baby 
Boomers 

Gen X Gen X Gen X Gen Y Gen Y Gen Y 
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1) Homeownership Rate Was Unusually 
High Among Younger Families in 2007 

Being young in 
2007 created an 
elevated propensity 
to be a homeowner 

Source: William R. 
Emmons and Bryan J. 
Noeth, “Why Did Young 
Families Lose So Much 
Wealth During the 
Crisis?  The Role of 
Homeownership,” 
Review, Federal 
Reserve Bank of St. 
Louis, Jan.-Feb. 2013.  
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2) Debt-to-Assets Ratios Were Unusually 
High Among Younger Families in 2007 

Being young in 
2007 raised debt-to-
assets ratios 

Source: William R. 
Emmons and Bryan J. 
Noeth, “Why Did Young 
Families Lose So Much 
Wealth During the 
Crisis?  The Role of 
Homeownership,” 
Review, Federal 
Reserve Bank of St. 
Louis, Jan.-Feb. 2013.  
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3) Housing Losses Were the Main Reason 
Young Families‘ Wealth Declined 

Young families:  
75% of wealth loss 
due to housing  

Source: William R. 
Emmons and Bryan J. 
Noeth, “Why Did Young 
Families Lose So Much 
Wealth During the 
Crisis?  The Role of 
Homeownership,” 
Review, Federal 
Reserve Bank of St. 
Louis, Jan.-Feb. 2013.  

Middle-aged families:  
53% of wealth loss due 
to housing  

Older families:  
40% of wealth loss 
due to housing  
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Older Adults 

 “The Economic and Financial Status of Older 
Americans:  Trends and Prospects,” W. R. Emmons 
and B. J. Noeth, in N. Morrow-Howell and M. 
Sherraden, Editors, Financial Capability and Asset 
Holding in Later Life:  A Life Course Perspective, 
Oxford University Press, 2014 (forthcoming). 

 Main results 
 Older families (62+) have enjoyed better income and 

wealth trajectories than middle-aged, and especially 
younger, families over both short and long horizons 

 Important causes are sources of income and balance-sheet 
structure, respectively 

 Significant birth-year cohort effects in both income and 
wealth, favoring people born in late 1930s, early 1940s 
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Median Family Income Has Stagnated 
Among Young & Middle-Aged Families 
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Median Family Income Increased for 
Older Families, Especially During Crisis 
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Median Family Net Worth Has Declined 
Among Young & Middle-Aged Families 
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Median Family Net Worth Has Increased 
Among Older Families 
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Mean Family Net Worth Is Strongest 
Among Older Families 

2010 dollars 

Source:  Federal Reserve Board *Tri-ennial surveys through 2010; our estimates for Q3.2013  
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Mean Family Net Worth Is Strongest 
Among Older Families 

Index levels 
equal 100 in 

1989 

Source:  Federal Reserve Board *Tri-ennial surveys through 2010; our estimates for Q3.2013  
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Why Have Older Adults Fared Better? 

 Income 
 Increasing “quality” of older adults (Gale and Pence, 2006) 

 Rising share of people reaching retirement age with 
college degrees, good health, married 

 Public safety net, pensions provide stable income 

 Wealth (net worth) 
 Stronger and more stable income trends when young 

helped build wealth over time 
 Strong balance sheets helped withstand crisis 

 High saving rates 
 Low debt 
 Diversified assets 
 Plenty of liquid assets 
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An Extra Boost for Today‘s Older Adults:  
Positive Birth-Year Cohort Effects 

 Lucky:  Born in the first half of the 20th century 
 Rising tide of prosperity after WW II lifted all boats 
 Unionization and fast wage growth in “American moment” 
 Expanding safety net for older Americans 

 Unlucky:  Born in the second half of 20th century 
 Golden era of high income growth ended in 1973 
 Crowding of Baby Boomers into education, job, housing, 

financial markets 
 Increasing access to credit + Fading ethic of thrift 

 The luckiest generation of all:  Born 1930-50 
 Depression-era and WWII babies were scarce 
 Rode the rising post-war economic tide; resisted debt 
 Retired before recent turmoil 
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Birth Dearth in 1930s and 1940s 
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Members of the Silent Generation 
Have Been Big Fiscal Winners 

Year of 
birth 

 
Generation 

Average per-capita lifetime net benefit from 
federal benefits received minus taxes paid 

1923 Greatest $105,900 

1933 Silent $191,100 

1943 Silent $279,300 

1953 Baby Boom $222,700 

1963 Baby Boom $54,200 

1973 Gen X -$75,250 

1983 Gen Y -$160,150 

1993 Gen Y -$183,400 

2003 Post-Millennial -$135,100 

2013 Post-Millennial -$86,900 

Source:  Jagadeesh Gokhale, “Fiscal and Generational Imbalances and Generational Accounts: 
A 2012 Update,” Cato Institute working paper, November, 2012, Table 3. 
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1) Determinants of Family Income... 

Source: William R. 
Emmons and Bryan J. 
Noeth, “The Economic 
and Financial Status of 
Older Adults:  Trends 
and Prospects,” 
forthcoming in Morrow-
Howell and Sherraden, 
eds., 2014.  
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Source: William R. 
Emmons and Bryan J. 
Noeth, “The Economic 
and Financial Status of 
Older Adults:  Trends 
and Prospects,” 
forthcoming in Morrow-
Howell and Sherraden, 
eds., 2014.  

... Include Birth Year 
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People Born 1933-47 Enjoyed Incomes 
10-30 Percent Higher, All Else Constant 
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2) Determinants of Family Wealth... 

Source: William R. 
Emmons and Bryan J. 
Noeth, “The Economic 
and Financial Status of 
Older Adults:  Trends 
and Prospects,” 
forthcoming in Morrow-
Howell and Sherraden, 
eds., 2014.  



52 

Source: William R. 
Emmons and Bryan J. 
Noeth, “The Economic 
and Financial Status of 
Older Adults:  Trends 
and Prospects,” 
forthcoming in Morrow-
Howell and Sherraden, 
eds., 2014.  

... Include Birth Year 
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People Born 1933-47 Have Wealth 10-45 
Percent Higher, All Else Constant 
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Prospects for Future Generations of 
Older Adults:  Not What You See Today 

 Baby Boomers and Gen X-ers are on track for 
lower levels of income and wealth, holding constant 
all important factors (education, health, marriage) 

 Educational attainment not increasing much 
 The demographic composition of the population is 

changing toward groups with lower income and 
wealth 

 Globalization and technology will continue to 
squeeze middle-income jobs  

 Pressure to reduce generosity of old-age safety net 
 Silver lining (?):  Crisis may encourage stronger 

household balance sheets (less debt) 
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In Sum:  Don‘t Use Current Older 
Adults to Forecast Future Generations 

 Very strong income and wealth trends among 
successive generations of older adults may not 
continue.  
 

 We can learn from current older adults to 
increase education, be financially conservative. 

 

 Should not use the “luckiest generation” born 
during the Depression and WWII as basis for 
changing old-age safety net. 
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Part 2:  Macro Perspectives 

 Household balance sheets and the economy 
 Wealth effects 
 Deleveraging 
 Human capital 
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Short-Term Effects of Young Families‘ 
Balance Sheets on the Economy 

 Wealth effects 
 Case, Shiller and Quigley (2013) find differential wealth 

effects 
 Housing > stocks 
 Down > up 

 How much did young families’ balance sheets contribute 
to total wealth effects? 

 Deleveraging 
 Dynan and Edelberg (2013), Mian and Sufi (2013) find 

independent effects of debt and deleveraging on household 
spending and economic growth 

 How much did young families’ balance sheets contribute 
to total deleveraging effects? 
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 Human capital 
 Will weak balance sheets send many young people back to 

school or prevent it? 
 A potential silver lining to the crisis:  More human capital would 

boost long-run growth 

 Will low birth rate continue, depressing long-run growth? 

 Spending 
 Consumption and saving:  Will the Great Recession 

increase young families’ long-run saving rate? 
 Silver lining:  Higher saving would boost long-run growth 

 Residential investment:  Permanently lower 
homeownership rate? 
 Silver lining:  Greater non-housing investment would boost long-run 

growth 
 Silver lining:  Less financial fragility bec. fewer young homeowners  

Long-Term Effects of Young Families‘ 
Balance Sheets on the Economy 
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Future Research and Policy 

 Research questions 
 How are balance sheets changing in response to the crisis? 
 How will changing balance sheets affect economic 

recovery and growth? 

 Policy questions 
 How can we attenuate the link between economic 

vulnerability and financial fragility? 
 Financial education 
 Nudges 
 Reducing (bad) choice sets 

 What is the role of homeownership in building healthy 
balance sheets? 

 Generational equity when birth-year cohort effects are 
large 



60 

To Learn More About Center for Household 
Financial Stability and Future Events 

 Find our research, public presentations, and media 
coverage at www.stlouisfed.org/hfs. 

 Upcoming public events: 
 May 8-9, 2014:  2nd Annual Household Financial Stability 

Research Symposium, at the St. Louis Fed. 

o Topic:  The Balance Sheets of Younger Americans—Is the 
American Dream at Risk? 

o Sessions on student loans, homeownership, economic mobility, 
economic impacts of young families, and more. 

 October 16-17, 2014:  Policy Symposium in Washington DC. 

o Topic:  Topic:  Millennials After the Great Recession. 

o In partnership with the New America Foundation and the 
Young Invincibles (an advocacy group for young Americans). 

http://www.stlouisfed.org/hfs
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