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Motivation
▶ There has been a large and persistent racial wealth gap that has barely moved

over 6 decades.
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Figure 1 : Racial Wealth and Earnings Gap Over Time
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Literature

▶ There is debate in the literature over the cause of the wealth gap.

▶ Initial wealth disparities due to slavery and Jim Crow + intergenerational transfers
(Darity, 2005; Menchik and Jianakoplos, 1997; Mckernan et al., 2014).

▶ Persistent income gap compounded over time (Aliprantis et al., 2019).

▶ Why does this matter?
▶ Importance of initial conditions =⇒ need for reparations to close gap.
▶ Importance of earnings gap =⇒ one time transfers like reparations are unlikely to

do much.
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This Paper

▶ Research question: To explore a hypothesis that bridges the initial conditions and
income disparity explanations for the wealth gap.

▶ The hypothesis: Intergenerational transfer of income generating capacity — firm
ownership.

▶ Model: An overlapping generations model with two types of households, warm
glow bequest motives, and a stock market.

▶ Results: Because white households start with more firm ownership than black
households, and can pass that ownership across generations, they maintain a
consistent advantage in profit income which in turn leads to a steady state wealth
gap.

▶ Policy Implications: A reparations policy that addresses the initial discrepancy in
firm ownership is necessary to close the racial wealth gap — wealth transfers that
do not target the underlying distribution of ownership will not suffice.
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Household Environment

▶ Two types of households: wealth rich (R) and wealth poor (P)

▶ Type R households represent white households and type P households represent
black households.

▶ Type R households start with more initial wealth than type P households.

▶ Wealth has 3 components and the type R household starts with more of each.
▶ Capital (savings)
▶ Marketable firm shares
▶ Off market firm shares

▶ Two cohorts per household of type i ∈ {R,P}: young (1) and old (2)
▶ The young cohort works to earn a wage, Wt , reaps profit income, Pt , from their

marketable firm shares, πi
t , and off market firm shares, ϕi , and decides how much to

consume, c i1t , and thus save.
▶ The old cohort rents their savings as productive capital to earn a rate of return rt ,

decides how much to consume, c2t , decides how much capital to leave as a bequest
to the young cohort, bit , decides how many marketable firm shares to sell or leave to
the young cohort, and passes on the off market firm shares to the young cohort.
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Household Equations
▶ Household Problem:

max
c i1t ,c

i
2(t+1)

,bit+1,π
i
t+1

ln(c i1t) + β ln(c i2(t+1)) + ρβ ln(bit+1) + ζβ ln(πi
t+1)

s.t. c i2(t+1) + bi(t+1) + vt+1πi
t+1

≤ (1+ rt+1)(b
i
t + lWt +

(
πi
t + ϕi

100

)
Pt − c i1t) + vt+1πi

t .

▶ First Order Conditions:

c i1t =
bit + lWt +

(
πi
t+ϕi

100

)
Pt +

vt+1

1+rt+1
πi
t

β + ρβ + ζβ + 1
(1)

bit+1 = ρβ(1+ rt+1)c
i
1t (2)

πi
t =

ζbit
ρvt

(3)
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Firm Equations

▶ Firm Problem:
max
Kt ,Lt

Kα
tL

γ
t −WtLt − rtKt − δKt

▶ First Order Conditions:
Wt = N1−α−γγK α

t L
γ−1 (4)

rt = N1−α−γαK α−1
t Lγ − δ (5)

Pt = N1−α−γ(1− α − γ)K α
t L

γ (6)

▶ Capital Stock law of motion:

Kt+1 =
β + ρβ

β + ρβ + 1

(
ρβ

β + ρβ
(1+N1−α−γLγαK α−1

t − δ)Kt +N1−α−γLγ(1− α)K α
t

)
(7)
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Model Dynamics

▶ Bequest Dynamics:

bit+1 =
ρβ(1+ rt+1)

β + ρβ + ζβ + 1

(
1+

ζPt

100ρvt
+

vt+1ζ

(1+ rt+1)ρvt

)
bit (8)

+
ρβ(1+ rt+1)

β + ρβ + ζβ + 1

(
lWt +

ϕiPt

100

)
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Model Dynamics

▶ Bequest Dynamics:

bit+1 =
ρβ(1+ r∗)

β + ρβ + ζβ + 1

(
1+

ζP∗
100ρv∗

+
v∗ζ

(1+ r∗)ρv∗

)
bit (8)

+
ρβ(1+ r∗)

β + ρβ + ζβ + 1

(
lW∗ +

ϕiP∗
100

)
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Figure 2: Dynamics of the Intergenerational Transfer of Capital
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Main Result

▶ Wealth: savings + market value of firm shares

W i
t =

β + ρβ + ζβ

β + ρβ + ζβ + 1

(
bit + lWt +

πi
t + ϕi

100
Pt

)
− vt+1πi

t

(1+ rt+1)(β + ρβ + ζβ + 1)

+ vt(π
i
t + ϕi ) (9)

▶ Steady State Wealth Gap:

ϕR > ϕP =⇒ bR∗ > bP∗ =⇒

(
ζbR∗
ρv∗

)
πR
∗ >

(
ζbP∗
ρv∗

)
πP
∗ =⇒ lim

t→∞
W R

t > lim
t→∞

W P
t .
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Conclusion

▶ Results: Any initial gap in off market firm ownership leads to a steady state, and
therefore rigid, wealth gap.

▶ Policy Implications: Reparations are needed to close the gap, but they must target
off-market firm ownership to be useful.

▶ Future Research
▶ Bring the model to the data to explore the quantitative relevance of this mechanism.
▶ Explore other mechanisms in addition to firm ownership that link wealth and income

(i.e. human capital investment).
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