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In this paper, | plan to explore the extent to which the Great Recession has affected family
wealth in the United States and detail the potential implications for future economic mobility. |
plan to focus this analysis on the differential effects of the recession on black versus white
families. Utilizing longitudinal data on family wealth and income from the Panel Study of
Income Dynamics (PSID), | will employ a two-step method of analysis. First, 1 will examine
how the current recession has affected family wealth levels and composition by race. | will then
use the complete PSID to explore the role of parental wealth on children’s upward and
downward income mobility by race. Using this analysis, | will estimate the implications of the
recession’s effect on wealth for the mobility prospects of the next generation. This paper fills an
important gap in the intergenerational mobility literature detailing how wealth disparities may
explain the black-white income mobility gap. It also provides evidence highly relevant to policy
audiences by examining the effect of the recession on future generation’s mobility prospects.

Background:

This paper will focus on one of most potentially important, yet understudied, underlying causes
of intergenerational economic mobility disparities between black and white families in the
United States: wealth. Wealth is a crucial component of a family’s economic well-being,
hindering downward mobility and assisting upward mobility. While a small literature exists
linking wealth to intergenerational income mobility this research does not disentangle race from
the analysis.

While there are substantial differences in the levels and compositions of wealth holdings by race
(Oliver and Shapiro, 2006), the literature has failed to treat wealth as a potential mechanism
through which the black-white income mobility gap can be explained. The effect of wealth on
mobility becomes even more timely in the context of the recent recession, which has had an
effect on homeownership and mortgage foreclosures rates and may have had a substantial effect
on families’ overall wealth and debt levels. Evidence suggests that black families
disproportionately faced housing foreclosures in the recession. Understanding the underlying
relationship between family wealth and intergenerational income mobility will help to
contextualize the implications of the recession for inequality in the next generation. Will this
recession reduce black-white inequality, exacerbate inequality or have no effect on the likelihood
of upward or downward mobility for subsequent generations?

Data:

For this analysis I will utilize the Panel Study of Income Dynamics (PSID) and PSID Wealth
Supplements. As the 2009 data has just recently been released, researchers have not yet been
able to examine the effect of the recession using this dataset. The PSID has the advantage of
following a nationally representative sample over time, while also having information about the
income and wealth of two subsequent generations. However, while the PSID is nationally
representative, it was not initially designed to be a wealth survey and therefore does not over-
sample the wealthiest households, which is necessary to obtain precise estimates for this group.
For this analysis | will only examine broad wealth categories (and will not focus on the top 10th



percentile of the wealth distribution), so this limitation should not have a large effect on my
results.

Methodology:

This paper will be composed of two separate sets of analyses. Answering the first set of
questions regarding the effect of the recent recession on families’ wealth holdings, I will use
contemporary (2007-2009) PSID wealth supplements to provide a descriptive analysis of the
changes in wealth/debt for various types of families. I will examine changes in wealth holdings
at various points in the income distribution, as well as separate breakdowns by race, education,
age and family structure. In addition to examining changes in net worth over time, I will examine
changes in the composition of wealth and debt, specifically focusing on changes in home
ownership, savings and consumer debt. I will also compare the changes in wealth from 2007 to
2009 to changes from previous recessionary time periods in the PSID to estimate the
comparative magnitude of this recession on wealth holdings.

The second half of this analysis will utilize the complete PSID data to examine how wealth
affects intergenerational income mobility. Using new methodology developed by Bhattacharya
and Mazumder (2010) to calculate rates of upward and downward intergenerational income
mobility by race, | will estimate directional probabilities conditional on parental wealth while the
child was living at home age 12-18. Measuring parental wealth and income at this age will
provide the best model for an estimation of the effect of capital constraints on intergenerational
income mobility.

I will then apply the descriptive findings on the impact of the recession on wealth holdings by
race to the estimates generated from the conditional rank mobility analysis to estimate the impact
of the recession on intergenerational mobility for the next generation. Combining these two sets
of analyses will help inform policymakers about the potential long-term effects of the Great
Recession on inequality in the United States.



