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Does College Level the Playing Field? 

These comments do not necessarily represent the 
views of  the Federal Reserve Bank of  St. Louis or 

the Federal Reserve System. 
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Overiew of College is Not Enough 

 Racial and ethnic wealth gaps: Large, persistent. 
 Many potential explanations  
 College does not level the playing field—why? 

 What determines a family’s wealth accumulation? 
 A “Post-Racial” model of wealth (PR model—standard) 
 A model that recognizes Structural or Systemic factors 

related to Race or ethnicity (SR model—new approach) 

 Our results 
 PR model: Financial choices are key. 
 SR model: Latino and black wealth gaps are due mostly to 

unobservable factors, possibly including past or present 
discrimination or other disadvantages. 

 Implications depend critically on PR v. SR framing. 
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Median Family Wealth in 2013  

Source: Survey of Consumer Finances 

Percent of 
median white 

family’s wealth 
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Wealth Adjusted for Age, Birth 
Year and Survey Year, 1989-2013 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Percent of 
predicted white 
family’s wealth 
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Median Wealth Partitioned 
by Four-Year Degree Status 

Source: Survey of Consumer Finances 

Percent of 
white 4-year 

college-
educated 

family’s wealth 
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Wealth Predicted By An Econometric 
Model Using Many Observable Factors 

Percent of 
white 4-year 

college-
educated 

family’s wealth 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 
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Percent of 
white 4-year 

college-
educated 

family’s wealth 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Wealth Predicted By An Econometric 
Model Using Many Observable Factors 
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Percent of 
white 4-year 

college-
educated 

family’s wealth 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Wealth Predicted By An Econometric 
Model Using Many Observable Factors 
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Percent of 
white 4-year 

college-
educated 

family’s wealth 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Wealth Predicted By An Econometric 
Model Using Many Observable Factors 
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Percent of 
white 4-year 

college-
educated 

family’s wealth 

Why Are Wealth Returns to Higher Education 
Lower for Latino and Black Families? 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 
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Previous Explanations of Racial 
and Ethnic Wealth Gaps 

 Differences in age 
 Our results: Yes, but it’s a minor factor 

 Differences in (higher) educational attainment 
 Quantity of education: Yes, but minor 
 Quality of education: Yes? (see Arcidiacono and Koedel) 

 Differences in family structure 
 Marital status, number of children, financial support 

provided to extended family: Yes, but minor 

 Differences in financial choices 
 Yes, potentially a major factor (but depends on framing) 

 Differences in luck 
 Income windfalls/shortfalls, inheritances, health status: 

Yes, but minor 



12 

Our Empirical Approach, Part I 

 Are there observable factors—like age, education 
level, family structure, financial choices, luck—that 
can “explain” racial and ethnic wealth gaps? 

 Criteria for empirical success 
 Indicator variables for race or ethnicity have no or little 

predictive power in a wealth regression when observables 
are included. 

 Many highly statistically and economically significant 
explanatory variables with the expected signs.  

 High R-squared statistic for the regression. 

 Policy implication of “empirical success:” Change 
the behaviors and/or incentives of low-wealth 
groups to match high-wealth (white) norms; higher 
wealth (equal wealth?) will follow. 
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Previous Literature: Wages 

Derek A. Neal and William R. Johnson, “The Role of 
Premarket Factors in Black-White Wage Differences,” 
Journal of Political Economy 104 (1996), Volume 104, 
Number 5: 

 

“While our results do provide some evidence of 
current labor market discrimination, our primary 
finding is that large skill gaps between blacks and 
whites are an important determinant of the black-
white wage differences (p. 892).” 
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But This Approach Begs A 
Very Important Question 

 The Neal-Johnson empirical strategy answers a 
question—Why is there a black-white wage gap?—
with another (unasked) question—Why are there 
large skill gaps between blacks and whites? 
 

 We follow two very different approaches in 
answering the second question. 
 A “post-racial” (PR) model that ignores the follow-up 

question (standard in the literature). 
 A non-standard model that recognizes 

“structural/systemic factors related to race or ethnicity 
(SR model).” 
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Jeffrey P. Thompson and Gustavo Suarez, “Exploring the Racial 
Wealth Gap Using the Survey of Consumer Finances,” Federal 
Reserve Board of Governors working paper, Aug. 2015: 
 
“[N]early all of the Hispanic/white wealth gap… can be 
accounted for by differences in observable traits, with basic 
demographic characteristics and educational attainment making 
up most of the gap. Also, most of the white/black wealth gap can 
be accounted for by differences in observable characteristics, 
particularly basic demographic traits and homeownership. 
“Using the full set of observable characteristics discussed in this 
paper, including homeownership and usual income, we can 
account for 80 percent of the observed wealth differences between 
white and black families (p. 33).” 

Previous Literature: Wealth 
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Our PR Model of Wealth 

Omitted indicator 
variables 

White 
 
 

1989 
1938-42 

 
College 

Explanatory 
variables 
Race or 
ethnicity 

Age 
Survey yr. 
Birth yr. 

Education 
level 

Family 
structure 
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Explanatory 
variables 

 
 
 

Financial 
choices 

 
 
 

Asset & 
liability 
shares 

 
 

Luck 

Our PR Model of Wealth 



18 

PR Model “Explains“ Wealth Gaps By 
Driving Race/Ethnicity Coefficients to Zero 

+(𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹 𝒙𝒙 𝑬𝑬𝑬𝑬𝑬𝑬𝑹𝑹𝑹𝑹𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬) 𝑰𝑰𝑬𝑬𝑬𝑬𝑹𝑹𝑰𝑰𝑹𝑹𝑹𝑹𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬 𝑽𝑽𝑹𝑹𝑰𝑰𝑬𝑬𝑹𝑹𝑽𝑽𝑽𝑽𝑹𝑹𝑽𝑽 
+𝑭𝑭𝑭𝑭𝑭𝑭 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Educational Attainment 
Alone in a PR Model of Wealth 

Educational 
attainment 
 Less than 

high school 
 High school 

or GED 
 2- or 4-year 

college 
degree 
 Post-

graduate 
degree 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Family Structure 
Alone in a PR Model of Wealth 

Family 
structure 
 Marital status 
 Number of 

children 
 Provide 

financial 
support to 
extended 
family? 
 If so, support 

share of 
family 
income 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Financial Choices 
Alone in a PR Model of Wealth 

Financial 
choices 
 Ownership 

dummy for: 
o Durable 

goods 
o Safe and 

liquid assets 
o Other 

financial and 
business 
assets 

o Residential 
real estate 

o Non-
mortgage 
debt 

o Mortgage 
debt 

 Asset share 
of above 
 Financial 

Health Score 



22 

Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Luck Alone in a 
PR Model of Wealth 

Luck 
 Transitory 

income 
(actual minus 
usual 
income) 
 Receipt of an 

inheritance 
 Self-

assessed 
health status 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Role of All Factors in a PR Wealth Model; 
Equal Wealth Returns to Education 

Full model 
 Age, survey 

year, birth 
year 
 Education 
 Family 

structure 
 Financial 

choices 
 Luck 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Role of All Factors in a PR Wealth Model; 
Unequal Wealth Returns to Education 

Full model 
 Age, survey 

year, birth 
year 
 Education 
 Family 

structure 
 Financial 

choices 
 Luck 
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Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Decomposition of Racial and Ethnic 
Wealth Gaps: PR Model 

Amount (percentage points of gap) explained by: 

Racial or 
ethnic 
group 

Raw 
wealth 
gap 
(percent 
less 
than 
white) 

Age, birth 
year, 
survey 
year 
alone 

Educa-
tional 
attain-
ment 
alone 

Family 
structure 
alone 

Financial 
choices 
alone 

Luck 
alone 

Full 
model; 
equal 
wealth 
returns to 
educa-
tion  

Full 
model; 
unequal 
wealth 
returns to 
educa-
tion 

Other/ 
Asian 

51 21 -10 -2 41 18 32 33 

Hispanic 
 

92 11 26 1 67 11 75 51 

Black 
 

93 5 10 6 54 7 58 44 

12.4 32.1 45.0 39.8 79.6 44.4 81.8 81.9 
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Previous Literature: Structural 
or Systemic Factors 

Hamilton, Darrick; Darity, William Jr.; Price, Anne 
E.; Sridharan, Vishnu; and Tippett, Rebecca, 
“Umbrellas Don’t Make it Rain: Why Studying and 
Working Hard Isn’t Enough for Black Americans,” 
The New School working paper, April 2015: 

 

“[L]ife outcomes can diverge radically, in 
particular for those subject to systemic historically 
rooted discrimination, which is not related to the 
amount of personal effort exerted (p. 3).” 
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The Importance of Assumptions 

 PR framework: A Post-Racial model of wealth 
 All families face the same opportunities. 
 All choices are available equally to all families. 
 All wealth-enhancing or wealth-inhibiting behaviors 

reflect individual choices. 

 SR framework: A wealth model that recognizes 
Structural or Systemic factors related to Race or 
ethnicity 
 All families do not face the same opportunities. 
 All choices are not necessarily available equally to all 

families. 
 All wealth-enhancing or wealth-inhibiting behaviors 

reflect both group means or norms and individual choices. 
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Our Empirical Approach, Part II 

 Key fact: Families of different races and ethnicities 
at a given life-cycle stage vary significantly, on 
average, on observable factors like education level, 
family structure, financial choices, luck. 

 A structural/systemic approach breaks each 
family’s observable factors into two parts: 
 Peer-group mean (defined by race/ethnicity and age) 
 Individual deviation from peer-group mean 

 Peer-group-mean effects absorbed in race/ethnicity.  
 New criterion for empirical success of SR model: 

 Indicator variables for race or ethnicity may or may not 
have predictive power in a wealth regression when 
observables are included in deviation form. 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Educational 
attainment 
 Years of 

schooling 
minus peer-
group mean 
 Deviation 

squared 
 Deviation 

cubed 

The Role of Educational Attainment 
Alone in an SR Model of Wealth 

Includes differences in peer-group means in education. 



30 

Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Family 
structure 
 Marital status 

minus peer-
group mean 
 Number of 

children 
minus peer-
group mean 
 Provide 

financial 
support to 
extended 
family 
dummy 
minus peer-
group mean 

The Role of Family Structure 
Alone in an SR Model of Wealth 

Includes differences in peer-group means in family structure. 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Financial Choices 
Alone in an SR Model of Wealth 

Financial 
choices 
 Deviations 

from peer-
group mean 
of ownership 
dummy for: 

o Durable 
goods 

o Safe and 
liquid assets 

o Other 
financial and 
business 
assets 

o Residential 
real estate 

o Non-
mortgage 
debt 

o Mortgage 
debt 

 Deviations of 
asset share 
of above 
 Deviations of 

Financial 
Health Score 

Includes differences in peer-group means in financial choices. 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

The Role of Luck Alone in an 
SR Model of Wealth 

Luck 
 Deviations 

from overall 
mean of 
transitory 
income 
(actual minus 
usual 
income) 
 Deviations 

from peer-
group mean 
of receipt of 
an 
inheritance 
 Deviation 

from peer-
group mean 
of self-
assessed 
health status 

Includes differences in peer-group means in luck. 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Role of All Factors in an SR Wealth Model; 
Equal Wealth Returns to Education 

Full model 
 Deviations 

from peer-
group means 
of: 

o Age, survey 
year, birth 
year 

o Education 
o Family 

structure 
o Financial 

choices 
o Luck 

Includes differences in all peer-group means. 
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Percentage 
points of gap 

relative to 
white families 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Role of All Factors in an SR WealthModel; 
Unequal Wealth Returns to Education 

Full model 
 Deviations 

from peer-
group means 
of: 

o Age, survey 
year, birth 
year 

o Education 
o Family 

structure 
o Financial 

choices 
o Luck 

Includes differences in all peer-group means. 
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Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Decomposition of Racial and Ethnic 
Wealth Gaps: SR Model 

Amount (percentage points of gap) explained by: 

Racial or 
ethnic 
group 

Raw 
wealth 
gap 
(percent 
less 
than 
white) 

Age, birth 
year, 
survey 
year 
alone 

Educa-
tional 
attain-
ment 
alone 

Family 
structure 
alone 

Financial 
choices 
alone 

Luck 
alone 

Full 
model; 
equal 
wealth 
returns to 
educa-
tion  

Full 
model; 
unequal 
wealth 
returns to 
educa-
tion 

Other/ 
Asian 

51 21 1 3 3 6 5 5 

Hispanic 
 

92 11 -1 2 8 3 8 -2 

Black 
 

93 5 3 1 9 3 11 7 

12.4 32.1 45.0 39.6 77.9 44.1 80.2 80.3 
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Policy Implications of the 
SR Model 

 Differences in peer-group means (education, family 
structure, financial choices, luck) may have 
structural or systemic causes. 

 Individual initiative or choice as well as the likely 
impacts of marginal policy changes may be less 
significant than broad peer-group effects. 

 To effect large changes in structurally or 
systemically generated wealth outcomes, policy 
changes must be structural and systemic. 
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Assumptions Matter In Understanding 
Racial and Ethnic Wealth Gaps! 

Source: Emmons and Ricketts (2016), based on data from the Survey of Consumer Finances 

Full PR Model Allowing Unequal 
Wealth Returns to Education 

Full SR Model Allowing Unequal 
Wealth Returns to Education 

Percentage points 
of gap relative to 

white families 

Percentage points 
of gap relative to 

white families 

Majority of wealth gap is “explainable” in the PR model; 
vast majority of wealth gap is “unexplainable” in SR model. 
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In Sum: College is Not Enough; Higher Ed 
Doesn‘t Eliminate Racial/Ethnic Wealth Gaps 

 Racial and ethnic wealth gaps are large and 
persistent, even when controlling for education. 

 The standard approach—a post-racial wealth 
model including a host of observable factors—
assigns great importance to financial choices. 

 A non-standard wealth model that recognizes 
structural/systemic forces underlying observable 
factors related to race and ethnicity concludes that 
the vast majority of wealth gaps cannot be 
explained by observables. 

 Policy implications depend on framing: Conform to 
high-wealth behavioral norms vs. structural change. 
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For More Information 

Center for Household Financial Stability 
www.stlouisfed.org/household-financial-stability 

 

In the Balance articles 
www.stlouisfed.org/publications/in-the-balance 

  
Demographics of Wealth series 

www.stlouisfed.org/household-financial-stability/the-demographics-
of-wealth 

http://www.stlouisfed.org/household-financial-stability
http://www.stlouisfed.org/publications/in-the-balance
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth


 www.stlouisfed.org/household-
financial-stability/the-
demographics-of-wealtht  

 Part 1: Race, Ethnicity 
and Wealth (Feb. 2015). 

 Part 2: Education and 
Wealth (May 2015). 

 Part 3: Age, Birth Year 
and Wealth (July 2015). 

The Demographics of Wealth: 
An Essay Series 
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http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
http://www.stlouisfed.org/household-financial-stability/the-demographics-of-wealth
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