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Abstract

This thesis investigates the impacts of large-scale asset purchases (LSAPs), which are an
unconventional monetary policy (UMP) used by the Fed in the response to the 2008
global financial crisis and recession, on gender and racial wealth inequality in the US.
After demonstrating that monetary policies have gendered and racial impacts and that
none of these studies have yet considered UMPs, the thesis will then explain
theoretically what the transmission channels of LSAPs to the wealth distribution are.
Empirical studies show that LSAPs created a wealth effect, through increasing the price
of some asset owned by households, primarily stocks prices, and to a lesser extent house
prices. Current literature on the impact of LSAPs in the US is still in dissension over
whether it increased net wealth inequality or not. However, there is ample evidence
from the current gender and racial economic literature that the wealth distribution in
the US is significantly unequal, and a hole in the literature on the impact of LSAPs on the
highly gendered and racial US wealth distribution. The thesis then begins to fill in some
of these gaps in the literature by investigating what has happened to the financial and
non-financial wealth of households disaggregated by gender and race in the period of
the LSAPs, and whether the LSAPs did contribute to or reinforce these wealth
inequalities. Due to limitations in the data collection the thesis is not able to conclude
that there was a net negative gender wealth inequality effect. Nevertheless, there is
strong empirical evidence that the LSAPs did increase racial wealth inequality, due to
white households disproportionately owning stocks and having higher rates on

homeownership.

Acknowledgements

| am very grateful to my thesis supervisors Prof Martina Metzger and Prof Gary Dymski
for all their support and advice. A big thank you goes to my friend Hannah Dewhirst for
her helpful comments on an earlier draft, and also to the rest of my friends & family for
their persistent moral support and encouragement, without which, | would not have

been able to complete this thesis.



Table of Contents

ADSEIACT ..t e e e et snre e as 2
ACKNOWIEAZEMENTS ..veeeiieiieiiiteeeee et eeerecbr e e e e e e e eabbbereeeeeesseansraaeeeeeeseesnnnresees 2
LiST Of FIlUIES. . uieieieiiee et e st e s et ae s s s bt e e e e s be e e e eabbaeesssssteeesnnns 4
LISt OF TaBI@S...ceieeeeee e st 5
List Of ADDIrEVIatioNS. ......eiiiiiiieeee e 6
1. INEFOAUCTION. ..ot e e 7
2. The distributional impacts of Monetary PoliCies .......cccocveeiiviiieeiiniiiie e 11
2.1. The distributional impact of CMPs inthe US.........coocvvviiiiiiiniiieeeeee e, 12
2.1.1.  Contractionary CIVIPS.......ouuuiiie it ee e eettcree e e e e e e e eaaae e e e e e eeeeeannnas 12
2.1.2.  EXpansionary CIMIPS ... 13

2.2. Gendered and racial distributional impact of CMPs in the US...........ccocvveenn. 13

3. LSAPsin the US and transmission channels.......c...cccoveriienieniinnieeneneeeee e 16
3.1.  History of FEd RESEIVE LSAPS ......ciiiiiiieeieiitee ettt sttt evree s aae e e ssne e e s 16
3.1.1. The origins of the financial crisis and response. .......ccccccvvviveeiinciveeeennnnen. 16
3.1.2.  The Stages Of LSAPS ....ccoi ittt ettt eeeeetbrre e e e e e sbabreeeee s e e senanes 17

3.2. Theoretical frameworks of the transmission channels and wealth distributional
EFFECES OF LSAPS ...ttt sttt s re e 19
3.2.1.  Theoretical diSCUSSION ......ceiiuiiiiiiieeiie e 20

3.2.2. Empirical studies on the transmission mechanisms of the ‘wealth effect’ of

LSAPS INThe US ... s 23

4. Empirical studies on the wealth distributional impact of LSAPS.........ccccccovvcvveeennns 28
4.1. Wealth distributional impact of LSAPS ........cccuviiiiiiiiiiiineee e 28
A1 L0 US et e r e e eere e nreenneea 28
4.1.2.  Other COUNTIIES ....oeciiiiuieerieeeee ettt e 30

4.2. Gendered and racial wealth distributional impact of LSAPs.........cccccccevvviunnennn. 31
4.3. Studies on the gender and racial wealth gapinthe US ........ccccevvvevreeeierinnns 33

T DT | = Vo = LY 2 OO URRROP 37
5.1. Recent trends in wealth inequality inthe US........cccoiiiiiiiiiiiiiiiceieees 37
5.1.1. Recent trends in gender wealth inequality.......ccccccevviieeiiniieeiiniiieee e, 44
5.1.2. Recent trends in racial wealth inequality........cccccovverrireiiiiiiiiiiieenee e, 47
5.1.3. Limitations of the available empirical data........cccccevcvveeiiniiieiiiiiieeceee, 51

5.2.  Key trends in financial wealth for US households 2001-2017..........ccccccvvveeennne 52
I R - AV T [ 1= 53



T - AV - Tol =S 55

5.3. Key trends in non-financial wealth for US households 2001-2017.................. 57
T 70 O = 1V = =T o T [T PRSPPI 62
5.3 2. BY FACE e 63

5.4.  Relevance oOf reSUItS........ccouiiiiieriiieeeeee e 66
5.4.1. Did the LSAPs increase gender and racial wealth inequality? .................. 66
5.4.2.  Policy recommendationsS.......cccuveeeiriiieeeiiiiiee et sseee e ssre e e sraee s 67

6. CONCIUSION .ottt e s s s e n e s e e ereesnneens 68
A 1 o1 1o T={ =T o] 1 V2SO TR 71
S T A o] =Y o o O PUOPPPPRRRPPTRP 82

List of Figures

Figure 3.1 Federal Reserve Balance sheet. Source: Federal Reserve Board................... 18

Figure 3.2 Transmission channels of quantitative easing. Source: Hausken and Ncube

70 15 3 SRR 25
Figure 5.1. Source: Federal Reserve (2019), author’s representation.........cccccceeevvenee. 39
Figure 5.2. Source: Federal Reserve (2019), author’s representation..........cccceeeeeeeennnns 39

Figure 5.3 Source: Federal Reserve Economic Data (2019), author’s representation...40

Figure 5.4. Source Federal Reserve Economic Data (2019) .....cccovvveeeieiieeiicnrneeeeeeeeeennns 41
Figure 5.5. Source: PSID (2019), author’s representation. .........ccccceeeveeerceeesneeecreeennnn 42
Figure 5.6. Source SCF, author’s representation ........ccccccveieeeiviiiee s 43
Figure 5.7. Source: SCF (2019), author’s representation.........ccccvvveeeieeeeeiiiinreeeeeeeeeenenn, 43
Figure 5.8. Source PSID (2019), author’s representation. ........ccccecceeevveeeiieesiveesenee e 46
Figure 5.9. Source: SCF (2019), author’s representation. ........cccceveeeeeeeeeicinnreeeeeeeeeeeennns 49
Figure 5.10. Source: PSID, author’s representation........cccccceeeiriiieeiiniiieeesncieee e, 49
Figure 5.11. Source: SCF (2019), author’s representation. .......ccccceeeeeeeeeeicineeeeeeeeeeneenns 53
Figure 5.12. Source SCF (2019), author’s representation. .......cccccccceeeeveeeeveeeccnveescveeennnn 54
Figure 5.13. Source SCF (2019), author’s representation. ........ccocveeeeeeeeeininnreeeeeeeeeeeennns 55
Figure 5.14. Source SCF (2019), author’s representation. ........cccceeceeeeveeeevieeccreeescveeennne 56
Figure 5.15 Source Federal Reserve Economic Data (2019) ......cccoveeeeecieeeeeccieeeeeenneenen. 59
Figure 5.16. Source PSID (2019), author’s representation. .......ccccceeeeeeieiiccivreeeeeeeeeiennnns 60
Figure 5.17. Source PSID (2019), author’s representation. ........cccceeevveeescieecseeecnreeennne 60



Figure 5.18 Source: Federal Reserve Economic Data (2019) .....ccccceeeeeeeeeicinneeeeeeeeeeennnnns 61

Figure 5.19. Source: PSID (2019), author’s representation. ........cccceeveeeeevcenneeeeeeeeeeneenns 63
Figure 5.20. Source: Federal Reserve Economic Data (2019) ......cccceeeeeivieeeeeciveeeeecneennn. 63
Figure 5.21. Source US Census Bureau (2019), author’s representation. ............ccceeuuu. 64
Figure 5.22. Source PSID (2019), author’s representation. .......ccccceeeeeeieeeeeccneeeeecnneennn. 65

List of Tables

Table 2-1.
Table 2-2.
Table 2-3.
Table 3-1.
Table 4-1.
Table 4-2.
Table 4-3.
Table 4-4.
Table 8-1.

Empirical Studies on Contractionary CMPS........ccccvieviiieieiniiiee e 12
Empirical Studies on EXpansionary CMPS ..........coovviicivieeieeeeeiiireeeeeeeeeeenns 13
Empirical Studies on gender and racial impact of monetary policies............ 14
Empirical Studies on the transmission of LSAPs to household wealth........... 23
Empirical Studies on the wealth impact of LSAPS US.........cccoovvivivieieeiieninnnns 28
Empirical Studies on the wealth impact of LSAPs in other countries............ 30
Empirical Studies on the gendered and racial impacts of LSAPs/QE ............. 31
Empirical studies on the gendered and racial wealth distribution US........... 33
Methodology of the Household Surveys in the US........cccccccovvviiiieeeiiiiinnnnn, 82



List of Abbreviations

ARDL — Autoregressive distributed lag model
CMP — Conventional monetary policy

CPI — Consumer Price Index

D-i-D — difference in differences

DSGE — Dynamic stochastic general equilibrium model
Fed — Federal Reserve

FFR- Federal Funds Rate

GDP- Gross Domestic Product

HFCS - Household Finance and Consumption Survey, Eurozone
HH — Household

LSAP — Large-scale asset purchases

MBS — Mortgage backed securities

MP- Monetary Policy

ONS- Office for National Statistics, UK

PSID — Panel Study of Income Dynamics

QE — Quantitative easing

SCF- Survey of Consumer Finances

s.d — standard deviation

TVP —Time varying parameter

UMP- Unconventional monetary policy

US — United States of America

VAR- Vector Autoregressions



1. Introduction

Inequality has become one of the most pertinent topics of discussion among economists
and other social scientists in the 21 century. While the issue of income inequality in the
United States has taken centre stage, the issue of wealth inequality has been relatively
neglected, and yet wealth inequality, which is particularly driven by increasing wealth at
the top of the distribution, has increased considerably in the last three decades in the
US (Saez and Zucman 2016). These trends in wealth inequality have become a concern
because they were the root cause of the 2008 global financial crisis (Stockhammer
2013). Hence the dimension of wealth inequality needs to be added to the discussion of

the impact of unconventional monetary policies.

Wealth inequality is not only a problem in the US for economic reasons but for social
reasons also. Given that the US has a social and economic system in which there much
less public provision of public services such as higher education and healthcare, it means
that households with lower wealth will have lower wellbeing and opportunities than the
rest of US society. Wealth is a household’s future potential income and safety net, and
so it is a resource to help families if their regular income disappears in the short term,

and to help them with upward mobility in the longer term.

The 2008 global financial crisis; often described as the worst in history (Tooze 2018),
forced the United States’ (US) Federal Reserve (Fed) and other central banks around the
world to resort to a raft of unconventional monetary policies to rescue the global
economy. The most prolific of which were the large-scale assets purchases (LSAPs) which
occurred from the end of 2008 until 2014. Whilst commonly referred to as quantitative
easing (QE), | will use the technically correct term of LSAPs throughout this thesis since
this term also includes credit easing. UMPs use asset purchases or forward guidance to
try to influence long-term interest rates. In general LSAPs use the growth rate of the
central bank reserves (monetary base) as a policy instrument, with an intermediate
target of lowering the term and vyield spreads. The ultimate goals of UMPs are to

stimulate economic activity and recover financial stability.

The LSAPs led to a ‘wealth effect’, which can be defined as when households increase
their expenditures resulting from an increase in their wealth (Watkins 2014: 436). Many

central bankers such as Greenspan (2013) and mainstream economists such as
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Feldkircher and Huber (2018) have argued that the ‘wealth effect’ which is mainly driven
by increases in the value of shares, has a positive impact for households and the
economy as it leads to greater consumption and investment. However, households were
not affected equally by the wealth effect because they are not heterogeneous in their
wealth and portfolio holdings. It is important to discuss which assets were most affected
by the wealth effect and which households own these, in order to understand whether
wealthier households benefitted relatively more, which would then increase net wealth
inequality. Thus, the impact of LSAPs on wealth distribution of US households is one of
the main indirect effects of unconventional monetary policies, unlike conventional
monetary policies used prior to the 2008 crisis, which had negligible effects on wealth
inequality. However, there is a problematic issue that we cannot currently differentiate
the empirical effects of the LSAPs from other UMPs such as forward guidance, but we

can theoretically disentangle it from the overall effect of UMPs.

Whilst the impact these expansionary and unconventional monetary policies have had
on wealth inequality is starting to be recognised (Domanski et al. 2016; Adam and
Tzamourani 2016; Colciago et al. 2018), these studies have failed to acknowledge the
further gendered and racial dimensions of this impact. These dimensions need to be
added in order to uncover the greater unequal distribution of wealth between males

and females, and whites and non-whites.

In this thesis | will take a Keynesian approach. In this view, monetary policies are not
neutral and that their impacts continue past the short term. Furthermore, this approach
acknowledges that households are not heterogeneous, and that there is a class
distinction in the income and wealth distribution which can be altered by monetary

policies.

On top of taking a Keynesian approach, | will also be adding a lens of intersectionality.
An intersectional approach combines feminist and stratification economics. Crucially it
is only by adding this analytical lens that one can uncover the true extent of the impacts
LSAPs have had on exacerbating wealth inequality among households in the US.
Intersectionality can be defined as the mutual reproduction of class, gender and racial
relations of inequality (Acker 2006). The social construction of gender and race and class

has almost always resulted in structural inequality, and they are overlapping and



cumulative in their effect of people’s experiences (Belkhir and Mc Nair Barnett 2001:

157) in society and the economy.

Whilst intersectional frameworks have been used to study the impacts of policy
responses since the global financial crisis, the majority of those have focused on
government fiscal policy, and not the action of central banks (Seguino 2019). Research
on monetary policies before the crisis has found that central bank policies are gendered
and racially biased (Braunstein and Heintz 2008; Seguino and Heintz 2012). Therefore,
it is unequivocally fundamental that when assessing the wealth inequality impact of a
policy such as LSAPs, the intersectional aspects of gender and race are included,
especially in the case of studying the US, which is an “ethnically heterogeneous society”

(Seguino and Heintz 2012: 630).

Racial wealth inequality is a significant issue in the US. Decades and centuries of
segregation and discrimination has impeded black families from accumulating wealth
and passing it onto future generations. Not only do black and Hispanic households have
fewer assets, but the ones they do own are worth significantly less than assets owned
by white households. The inequalities of race and gender are interconnected and amass
to create greater discrimination and inequalities for individuals and families, and so they
should not be studied separately, but in the same analysis, to allow for the possibility of
“multiple discrimination” (Seguino and Heintz 2012: 625). Thus, an intersectional lens

needs to be adopted.

In the data analysis, a variety of US household surveys and data sources have been used.
The main measure used to analyse changes in wealth inequality are the median net
worth of households, and also the wealth gap ratios between two household categories.
Most available data on the relationship between monetary policy and wealth inequality
is not disaggregated by gender or race. Going forward | will refer to such gender and
race ‘blind’ data, or studies which use such data, as discussing the ‘aggregate’ wealth
impact. Gender- and racially-blind data then leads to gender-and racially-blind policies.
“In the absence of gender-aware monetary policies, governments (or more precisely,
central banks) could unintentionally undermine their country’s gender equality goals”

(Seguino 2019: 33), and not only gender but also racial equality goals too.



This thesis is organised as follows. In chapter 2 there will be a discussion on the
distributional impacts of conventional monetary policies in the US, and what research
has previously been done on any gendered and racial impacts. Chapter 3 will explain the
history of LSAPs from 2008-2014, and establish both theoretically and empirically, that
the transmission channels which had the biggest impact on US household net worth
were the stock market and the housing and mortgage market. After determining in
chapter 4 the results of studies already conducted on the aggregated and disaggregated
wealth inequality impacts of LSAPs and on the unequal gendered and racial wealth
distribution in the US and , Chapter 5 will fill some of the research gaps pointed out in
previous chapters with the extensive descriptive data analyses, which will find out to
what extent did the increases in stock prices caused by LSAPs (ceteris paribus) play a
role in the exacerbation of racial and gendered disparities in household wealth, and
whether the other ‘wealth effect’ of lower mortgage rates and increasing house prices
(non-financial wealth) from the LSAPs could have reduced the net gender and racial
wealth inequality impact. Chapter 6 concludes and summarises the findings before

suggesting points for further research.
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2. The distributional impacts of Monetary Policies

This chapter demonstrates that the first research question of whether monetary policies
have a gendered and racial impact on wealth inequality is valid. The first part of the
literature review discusses the findings of previous empirical studies on the
distributional impact of conventional monetary policies, and whether these policies
have any impact on wealth inequality, and then also whether monetary policies have

gendered and racial impacts.

This section will focus on conventional monetary policies because prior to the financial
crisis unconventional monetary policies had rarely been used by central banks, nor their
impacts studied. Because CMPs generally lacked a significant transmission channel to
the wealth distribution, it has meant that central bankers have in the past not been
concerned with the potential of monetary policies to increase wealth inequality. Unlike
CMPs, UMPs/LSAPs work mainly through the wealth channel (Feldkircher and Huber
2018), and do not just impact the economy through the market interest rate, but also
impact asset prices, which are owned and distributed unequally between private
individuals and households. Without including a discussion of the distributional impact
of conventional monetary policies it is hard to gauge how substantially different and
important the findings on the distributional impact of UMPs such as LSAPs on wealth

inequality are.

First of all, it is imperative to differentiate between different types of monetary policy.
Conventional monetary policy (CMP) normally refers to the tools used by central banks
such as the federal funds rate, which is the short-term interest rate used by Federal
Reserve to reach its legislated macroeconomic objectives of low stable inflation and
maximum sustainable employment. CMPs can be either expansionary, in which Fed tries
to increase money supply by either reducing short-term interest rate or increasing
monetary base, or contractionary (disinflationary/monetary tightening) to reduce the

money supply and increase interest rates in order to curb inflation.

Unconventional monetary policy (UMP) is usually employed when conventional policy
cannot be used, because the economy has hit the zero-lower bound (ZLB). This

happened during the financial crisis in 2008 when the Fed had already reduced short-
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term interest rates to almost zero, and then they could not be reduced further to try to

stimulate the economy. UMPs have so far only been expansionary, unlike CMPs

| will now briefly examine whether the distributional impact of a monetary policy differs

depending on whether it is expansionary or contractionary (disinflationary/monetary

tightening), and whether either has an impact on wealth inequality.

2.1. The distributional impact of CMPs in the US

2.1.1. Contractionary CMPs

Table 2-1. Empirical Studies on Contractionary CMPs

Author Method Country Period Main Result
Coibion et Local us 1980- Contractionary monetary policy of an
al. (2017) projections 2008 increase in the official interest rate (policy
method rate) by 100 base points leads to an
increase in income inequality through the
earnings heterogeneity channel.
Davtyan VAR us 1983- An increase the official policy interest rate
(2017) 2012 by 1s.d. leads to a decrease in income
inequality
Gornemann | New-Keynesian | US 1984 Q1- | 2 types of households: ‘Main Street’ and
et al. (2016) | ‘sticky price’ 2008 Q3. | ‘Wall Street’. The latter own most of the
business cycle (During | assets in the financial sector and have
model. ‘tranquil’ | more diversified portfolios.
;Ige;;ossggus times). They simulate that raising the nominal
Model interest rate by 6.25 basis points leads to
an increase in income and wealth
inequality, and hits ‘Main Street’ harder
than ‘Wall Street’.
Furceri et Local 32 1990- An increase in the official interest rate
al. (2018) projections countries, | 2013 (policy rate) by 100 base points leads to an
method including increase in unemployment and in income
us inequality (earnings heterogeneity).
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2.1.2. Expansionary CMPs

Table 2-2. Empirical Studies on Expansionary CMPs

Author Method Country Period | Main Result
Doepke Scenario us 1952- Expansionary monetary policy that
and analysis 2004 increases inflation reduces wealth
Schneider inequality
(2006)
O’Farrell Microsimulati- | USand 7 2007- The decrease in the interest rate of 1%
and ons other 2012 point led to a reduction in income
Rawdano OECD inequality in the US. A 10% increase in
wicz countries stock and bond prices increases wealth
(2017) inequality but a 10% house prices
reduces wealth inequality. For US net
wealth inequality is estimated to fall
overall.
Romer Multivariate, us, and 1969- In the short run expansionary MP leads
and and cross- also cross- | 1994, to increased inflation, output & may
Romer sectional country and decrease in income inequality, but only
(1999) regressions study 1970- temporarily.
1990 MPs that keep inflation low are the
best for all households, even the poor.

Empirically there is a lack of consensus, since the studies in Table 2-1 and Table 2-2 show
both expansionary and contractionary MPs have both positive and negative impacts on
inequality. Only Doepke and Schneider (2006) and O’Farrell and Rawdanowicz (2017)
discuss the impact of expansionary MPs on wealth inequality. Based on these finding
one would expect that LSAPs; as an expansionary monetary policy, would lead to
inflation and a reduction in the concentration of wealth, or an increase in asset prices
and no net effect on wealth inequality. The next chapter however will examine this in
more detail, and question the assumptions made by mainstream economists such as
Romer and Romer (1999) that the distributional impacts of monetary policy are only
these studies show that both contractionary and

temporary. Nevertheless,

expansionary monetary policies can have impacts on wealth inequality.

2.2.Gendered and racial distributional impact of CMPs in the US
As previously evidenced, monetary policies do have distributional effects because
households are heterogeneous (Gornemann et al. 2016), but it’s only by adopting an

intersectional economics lens that we can fully understand “..how the burden of
13



contractionary [monetary] policy is shared in society” (Thorbecke 2001: 65). Table 2-3

includes all studies which consider a gendered and/or racial distributional impact of

monetary policies in the US.

Table 2-3. Empirical Studies on gender and racial impact of monetary policies

Author Method Country Period Indicators used | Main Result
Rodgers Recursive us January Federal funds 1 s.d. increase in federal funds
(2008) VARs, and 1979 to rate and rate:
ADL model October duration of VAR- African-Americans more
2006 unemployment | likely to face unemployment,
disaggregated but for shorter periods than
by race. whites
ADL- white unemployment
increases by 3%, African
American unemployment
increases by 6%.
Seguino Econometric | US 1979-2008 | Unemployment | They estimate thata 1%
and Heintz | state level rates increase in FFR increases the
(2012) panel data disaggregated unemployment ratio relative to
by gender & white males by 0.015 for white
race women, by 0.029 for black men,
and by 0.039 for black women,
when controlling even for
employment and education.
Sierminska | Single USand 8 Quarterly | Interest rates For the US a short-term interest
and equation other OECD | for 1980- | and rate shock: Female employment
Takhtama | regression, countries 2004 employment more sensitive than male
nova VAR. rates by gender | employment, with a 1 to 3-year
(2009) lag. US was the only country in
the study that this was the case.
Thorbecke | VARs us Sep 1973- | Unemployment | Increases in the federal funds
(2001) Dec 1996 | rates rate increase unemployment

disaggregated
by race

among blacks and Hispanics by
50-90% more than whites, who
are disproportionately low-
income workers.

Table 2-3 shows strong evidence that women and minorities disproportionately carry

the negative effects of contractionary monetary policies, specifically in terms of loss of

employment. This is a consistent empirical finding for the US. The studies in Table 2-3

only looks at conventional and contractionary monetary policies and not expansionary

and unconventional ones. There have not yet been any studies on the gendered and
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racial effects of monetary policies, specifically UMPs, since the financial crisis and Great

Recession in the US. This is further evidence for the need of the analysis of this thesis.

They also use the disaggregated employment rate as the main unit of analysis to assess
whether racial or gender inequality has increased as a result of central banks increasing
the interest rate. Thorbecke (2001: 65) also mentions that the cost of disinflationary
policies cannot be measured solely by the aggregate effects on unemployment and the

economy. This is also the case for UMPs.

To summarise there is a lack of research and evidence prior to LSAPs and the 2008
financial crisis, on the impact monetary policies have had on both aggregated wealth
inequality and disaggregated wealthy inequality in terms of gender and race. This is
because the goals and channels that conventional monetary policy used were primarily
controlling inflation through changes in the interest rates. However, Joyce et al. (2012)
pointed out that since the financial crisis the theoretical foundations of monetary policy
have changed. The aim of monetary policies is no longer solely low inflation. The
extensive use of LSAPs during the Great Recession and subsequent years reflects the
broadening of the scope of central banks and monetary policies. The next chapter will
address in more depth how LSAPs as a representative of UMPs have impacted the

wealth distribution and inequality in the US.
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3. LSAPs in the US and transmission channels

3.1. History of Fed Reserve LSAPs

3.1.1. The origins of the financial crisis and response.
From 2007 onwards the US economy was faced with an unprecedented meltdown in the
financial markets. The discovery of toxic subprime mortgages bundled up in mortgage
backed securities (MBS) unravelled and spooked the world’s money markets. Investors
initially attracted to MBS due to their higher yields when compared to Treasury bonds,

then faced significant loses, with rising default rates of subprime loans.

It has not just been the impacts since the financial crisis and the UMPs that have been
gender and racially unequal, but also origins of the subprime crisis. In the 1990s
commercial banks and mortgage lenders started using subprime loans as a form of
predatory lending, which is when the financial lender takes advantage of a borrower by
giving them a loan that is likely to lead to default or foreclosure, and so the loan is
economically detrimental to the borrower. There was clear evidence of deteriorating
standards used by mortgage lenders in the early 2000s, but Federal regulators refused
to act (Hernandez 2009). Dymski et al. (2013) in their research highlight how the
subprime crisis disproportionately affected female-headed households, and there is a
higher proportion of female-headed households among racial and ethnic minorities.
Banks and lenders were disproportionately financially exploiting previously excluded
racial minorities and women in mortgage lending up until 2007 when the house price
bubble burst. For many ethnic minority households in Sacramento California and many
other regions across the US, getting subprime financing was the only way in which they
could access the housing market (Hernandez 2009). When the Fed increased the federal
funds rate (FFR) in 2007 many homeowners could no longer afford their mortgage
repayments and so mortgages started to fail. There were significant increases in
foreclosures, which disproportionately hit female and ethnic minority households that
were given the unaffordable subprime mortgage loans. The US Congress did not support
passing legislation for there to be a debt cramdown for mortgages to give homeowners
the opportunity to avoid foreclosure. This gendered and racial aspect of the triggering
of the financial crisis has been ignored by most mainstream and Keynesian economists.

It reaffirms the need to use an intersectional lens.

16



The Fed initially responded by signalling reductions to the FFR and the discount rate (for
commercial banks) between 2007-2008 by 3.25 percentage basis points to 2% and 2.25%
respectively. With the bankruptcy of Lehman Brothers, one of the largest in history, in
September 2008, the Fed had to step up substantially their efforts to save the economy.
The FFR was lowered even further to 0.15%, approaching the zero-lower bound. These
conventional monetary policies failed because during the financial crisis there was a
discontinuation of the connection between official interest rates and market interest

rates (Joyce et al. 2012).

According to Joyce et al. (2012) the LSAPs conducted by Fed from 2008 onwards were
intended to affect the prices and yields of a wide range of assets, especially bonds issued
to finance lending to companies and households, rather than manage a liquidity

problem in the banking and financial system.

There is some confusion about using the terms of the different LSAPs of QE and credit
easing interchangeably which needs to be clarified. In the case of the US, the purchasing
of risky private sector assets such as MBS and agency debt in the financial markets and
swapping them for safer public assets by the Fed is ‘credit easing’. In theory this asset
purchasing programme does not impact the size of reserves at the central bank, rather
it modifies the composition of its balance sheet on the asset side, “in order to ease
liquidity conditions in financial markets” (Lavoie and Fiebiger 2018). It can lead to an
increase in reserves and the size the central bank’s balance sheet, but this is not the
purpose of ‘credit easing’. Whereas QE is specifically the purchase of government bills
and bonds from the private sector, which are relatively riskless bonds, and enlarges the
central bank’s balance sheet through increasing commercial bank reserves on the
liability side of the balance sheet. The Fed did both asset purchasing programmes and
in both cases the asset purchases were specifically about the quantity of assets bought

in order to try and influence their yields and prices.

3.1.2. The stages of LSAPs
| will now outline briefly the different stages and programmes of LSAPs announced by
the Federal Open Market Committee (FOMC) between 2008-2014. Firstly, there was
QE1 which began in December 2008. The FED purchased $500bn in MBS and $100bn in
agency debt (from Frannie Mae and Freddie Mac). Then between March 2009 to

December 2009 the FED purchased $750bn of MBS and $300bn of US long-term
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securities. The aggregate of these MBS purchases represented almost 15% of the value
of the total of MBSs in US bond markets in 2008 (a total of $9trn). These asset purchases
by the FED led to a tripling of the US monetary base (see Figure 3.1 ). According to
(Nakajima 2015) the intention of the specific purchases of MBS and agency debt (80%
of assets purchased in QE1) was to lower yield curves reduce mortgage interest rates
to make it more affordable for borrowers to obtain a mortgage to buy a house or
refinance an existing mortgage, thus stimulating the housing market, and also a positive
knock on effect for financial markets. If QE1 really did affect the housing market then
we would expect house prices to start increasing again (ceteris paribus), which would

increase the net-worth of homeowners in the US, by increasing their home equity.

Even after QE1 the FED still wanted to lower long-term interest rates further, and so QE2
was announced in November 2010 with the purchase of $600bn of long-term Treasury
securities only. The circumstances motivating this form of programme of QE were that

while the financial markets had calmed down, economic activity in the real economy

Figure 3.1 Federal Reserve Balance sheet. Source: Federal Reserve Board
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was still lethargic. Inflation was also very low, around 1%, and so there were concerns

that the US economy could fall into a deflationary spiral.

In September 2011 the FED began ‘Operation Twist 2’, also referred to as Maturity
Extension Programme (MEP), a version of credit easing. The FED sold $667bn of short-
term treasuries in exchange for long-term treasuries until December 2012, to extend the

average maturity of securities in the FED’s portfolio. This MEP was proposed to further
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put downward pressure on longer-term interest rates and support the economic
recovery by increasing the price of long-term treasuries by reducing their supply. It did
not expand the monetary base because the FED was just swapping assets in sales rather
than creating new electronic money to buy assets (see Figure 3.1). The final programme
of the LSAPs referred to as QE3 started in September 2012 with the monthly purchase
of $40bn worth of MBS and Treasuries, which was then increased to $85bn per month
in December 2012. In October 2014 QE3 finishes at a total of S1.7bn. The LSAPs in total

were $4.5trn.

Figure 3.1 shows the Federal Reserve balance sheet from December 2007 until 2017. It
demonstrates how significantly LSAPs changed the size and composition of the Fed’s
balance sheet, and how LSAPs started with the creation of central bank reserves. It
makes clearer the differences between each of the LSAPs in terms of whether they led
to the creation of more central bank reserves or not, and which assets the purchases
were concentrated on. QE1 from the end of 2008 led to a colossal increase of MBS on
the Fed’s balance sheet. During the period of ‘Operation Twist’ from September 2011
there was no increase in the amount of reserves, nor assets on the balance sheet. This
highlights the importance of differentiating each asset purchasing programme of the
LSAPs, because not each asset purchasing programme would have affected the same

assets that households may own.

3.2.Theoretical frameworks of the transmission channels and wealth
distributional effects of LSAPs

I will now discuss what the opposing views of in monetary policy theory of neoclassical

and Keynesian economics have to say about the transmission channels of LSAPs. | will

also try to link these channels to the transfer of the ‘wealth effect’. It is the creation of

a ‘wealth effect’ that is supposed to make LSAPs affect household wealth and the real

economy positively.

The reason why | want to discuss the differences in theoretical assumptions between
the views of Neoclassical and Keynesian economics on the distributional effects of
monetary policies is to expose how they then predict dissimilar distributional impacts of

these policies, and thus also for wealth inequality. In brief neoclassical economics deny
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that monetary policies have any distributional impact on the real economy, let alone a

gendered or racialised impact.

3.2.1. Theoretical discussion
| will start by discussing what the main views are within what is often described as
‘mainstream’ economics which incorporates the neoclassical and New Keynesian views
of macroeconomics. With regard to the basis of neoclassical understanding of money
and monetary policies generally, they believe that the central bank controls the money
supply (Young 2018). They assume that money is neutral, and monetary policies will

only have short term distributional impacts (Romer and Romer 1999).

Mainstream economics believes that LSAPs have a theoretical transmission mechanism
which Lavoie and Fiebiger (2018) describe as the ‘Friedmanian’ mechanism, which has
both a neoclassical and new Keynesian interpretation. The neoclassical monetarist view
of this mechanism is that the increase in the central bank reserves from LSAPs leads to
an increase in broad money and then inflation expectations, and so could spiral into
hyper-inflation. This has been referred to by other scholars as the inflation channel. An
inflation channel would in theory be ‘good’ for wealth inequality because there is a
transfer of wealth from richer households, that tend to own more nominal assets (such
as stocks and bonds), to poorer households, who tend to borrow more and have greater
levels of nominal debt (Nakajima (2015)). Therefore, according to mainstream theory, if
LSAPs do have an inflation channel then that would help to reduce wealth inequality,

but only in the short run.

The second ‘mainstream’ theoretical transmission mechanism of LSAPs explained by
Lavoie and Fiebiger (2018) is the New Keynesian form of the ‘Friedmanian’ mechanism,
which does not agree that an increase in bank reserves and the quantity of money will
lead to high inflation, but rather more loanable funds and credit that can then boost
investment and economic activity. This has been more commonly referred to as the
lending or credit channel of LSAPs. Both these views of the ‘Friedmanian’ mechanism of
LSAPs rely on the assumption that money creation in the financial system is based on
fractional reserve banking. They assume that the greater amount of loanable funds will
help increase mortgage lending for example, and then increase house prices and net
worth for households that own their own home, and benefit the middle classes. This

‘lending’ channel they propose would in theory also help to reduce wealth inequality in
20



the mid to long term because more households will have access to credit for example to

get a mortgage and then buy a home and gain home equity.

As was just outlined above, within the mainstream there is not a consensus on the
transmission channels of LSAPs and thus its effects on wealth inequality. It ultimately
depends on the assumption of the degree of substitutability between financial assets
that they use in their theoretical models. Wallace (1981) assumed perfect
substitutability of private and public sector assets, which means that private sector
investors who are rational representative agents that face no credit restrictions cannot
distinguish between public assets (central bank and government bonds) from their own
assets, hence any large-scale asset purchasing is completely ineffective, and thus have
no direct impact on the wealth distribution. More recently Curdia and Woodford (2011)
in their New-Keynesian model assume public assets were still perfect substitutes, and
so LSAPs would still be ineffective, however credit easing would have an impact on
demand, so government bonds and bank reserves need to have different characteristics
in order for LSAPs specifically to work. However, since the financial crisis prominent
New-Keynesian economists such as Kiyotaki and Moore (2012) have adopted more
realistic assumptions of there being imperfect financial asset substitutability due to
these assets having different levels of liquidity. For example, LSAPs of equities by the
FED would ease a liquidity shock as equities are relatively less liquid and harder for firms
to sell to finance investment. This would also increase stock prices and the wealth of

households who own them in the short term.

Thus, according to Joyce et al. (2012) the portfolio rebalancing channel, in which
investors are faced with imperfect asset substitution, is the most natural transmission
through which LSAPs work (p277). Weale and Wieladek (2016) also agree on the
importance of the portfolio balance channel in which investors have a preference for

government bonds because they are less risky.

| will now explain the theoretical view of what | term ‘Keynesian’ economics, which is a
combination of what is often know as ‘traditional’ Keynesian, and post-Keynesian

theories, as opposed to the new Keynesians who are part of mainstream economics.

Firstly in terms of the Keynesian view on monetary policies broadly, a crucial difference

between Keynesian economic theory and neoclassical economics is that the adherents
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of the former believe that money (and thus MPs) are not neutral and do affect the real
economy, and can have long term effects on the distribution of wealth. Whilst
neoclassicals conclude the opposite, that money and MPs only affect the price levels in
the economy. It was neoclassical economic theory that was behind the drive for
contractionary monetary policies that were highlighted Table 2-3 to have
disproportionately negatively affected women and minorities. A key tenet of Keynesian
theory is endogenous money creation, in which commercial banks, not the central bank

stimulates a country’s money supply, through their lending decisions (Young 2018).

The ‘Keynesian mechanism’ of the LSAPs transmission explained by Lavoie and Fiebiger
(2018) relies on the impact of interest rates rather than inflation or lending. LSAPs
decrease the long-term rate of interest, but they also increase equity prices. This is
because they assume that banks do not need reserves or deposits to make loans as
money is created endogenously in the banking system. What determines whether
commercial banks give out loans to firms and households is rather the animal spirits and
confidence level that they have in the economy. Lowering interest rates and yields will
not induce firms to borrow because banks are still unwilling to lend, which is contrary to
what most mainstream economists would predict.Therefore, in terms of the lending
channel of LSAPs and its impact on wealth inequality, this is expected to be negligible in

Keynesian theory.

Metzger (Forthcoming) has a different method of categorisation to Lavoie and Fiebiger
(2018) of the theoretical transmission channels of LSAPs. The first group consists of the
direct transmission of the liquidity channel to the banking system. The second group are
the channels with prices effects, either by reducing borrowing costs or increasing asset
prices, which includes the inflation channel, the expectations channel, and also the asset
price channel. Finally, in the third group we have the portfolio rebalancing channel
which occurs as a result of the asset price channel, in which investors change the size
and composition of their portfolios in response to LSAPs. Thus, the asset price channel
as a second-degree transmission mechanism plays a significant role in the transmission
of LSAPs. This will have repercussions on the wealth distribution, as it increases the

values of assets owned by private households.
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3.2.2. Empirical studies on the transmission mechanisms of the ‘wealth effect’

of LSAPs in the US

This subsection focuses on empirical studies done of the transmission mechanisms of

LSAPs to wealth distribution for the US.

Table 3-1. Empirical Studies on the transmission of LSAPs to household wealth

Author

Method

Country

Period

Indicators
used

Main Result

Feldkircher
and Huber
(2018)

Time-varying
VAR with
stochastic
volatility
(Bayesian
TVP-SV-VAR).

usS

QE1, QE2

Output
growth

In theory LSAPs should trigger a
decrease in the term spread. The
“spread shock” (compression of
the yield curve) affected output
growth most strongly during QE1,
but less so after. LSAPs have
diminishing effects on real output
growth.

UMPs work mainly via the wealth
channel. Less evidence for
credit/banking channel.

Fuster and
Willen
(2010)

Event study
approach

us

QE1

Micro
dataset on
mortgage
applications
, rejections
and
acceptances

At the announcement of QE1 in
late 2008 interest rates reduced for
borrowers, however not all
borrowers were treated the same.
Borrowers with good credit scores
received lower mortgage rates,
whereas those with poor credit
scores saw relatively less of a
reduction in their mortgage rates.

Hausken
and Ncube
(2013)

Counterfactu
al simulation

us, UK,
Japan,
Eurozone

Periods
with QE1
and QE2

Their simulation for the US
indicates that QE failed to boost
the housing market, contrary to
their prediction. However, S&P 500
stock price index would have been
lower without QE. Estimated that
the short-term effect mid-2009
was 8% or 70 points, with the long-
term effect being even greater.

Hesse et al.

(2018)

Bayesian VAR

US and UK

Nov 2008
to Oct
2014.
Subsampl
e Nov
2008-June
2011, then

CPI, 10-year
treasuries,
S&P 500,
GDP

Weakening of the macro effects of
LSAP announcement shocks over
time.

Simulated 10 basis points negative
term spread shock: real GDP
increase of real stock prices rise by
max of 1.5% in US.
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July 2011- LSAP shocks have a significant &
Oct 2014 persistent positive impact on stock
prices.
Jawadi et Bayesian us us Stock Increase in Fed reserves due to QE
al. (2016) Structural monthly prices, real | gave a strong boost to asset prices.
VAR. And data industrial 4 months after QE shock- -real
VAR 2008M9- | production, | industrial production grows by just
counterfactu 2013M8 commodity | 0.1%. Stock prices 2.5% higher,
al prices, CPl. | house prices 1% higher. Spread
between LT and ST IRs has risen by
20 basis points.
Krishnamur | Event study; | US—QE1 Nov 2008- | Different LSAPs have greatest effect through
thy and changes in and QE2 Mar 2009; | maturities the signalling channel- reduction of
Vissing- yields on the Aug 2010- | of Treasury | expectations of future short rates.
Jorgensen days of Nov 2010 | yields, QE1 announcements: MBS yields &
(2011) announceme agency mortgage rates declined
nt, D-i-D debt, MBS significantly.
approach corporate A S1trn LSAP reduced 10-year US
supplemente bonds Treasury yields and low grade
d with corporate bonds by 30-50 basis
information points. MBS and mortgage rates
from fell by about 66 basis points.
derivatives
Lima et al. | ARDLmodel | US March MO Dow Jones and SP500 fell by more
(2016) to find long 2001 to (monetary | than 30% sept 2008-Jan 2009. In
run Dec 2007 | base), M1, Oct 2011 they had increased by
relationship Then Jan M2 and M3. | more than 50%.
2008 to Long-term coefficients show that
Oct 2014 QE (represented by monetary
aggregates) has a positive and
highly significant impact on the US
stock market
Rodnyansky | D-i-D us QE1, QE2 | Lending In order to understand the
and identification and QE3. data from distributive effects & transmission
Darmouni strategy 2008Q1 to | commercial | channels of QE, need to know the
(2017) 2014Q1 banks distribution of MBS across ‘agents’.
Large heterogeneities in
commercial banks holding MBS
that were bought in QE1 and QE3.
Banks with relatively large amounts
of MBS “aggressively expanded
lending” after QE1 and QE3.
Weale and | VAR model US and UK Monthly GDP and Household and financial market
Wieladek data from | CPI uncertainty was rescued by the
(2016) 2009M3 LSAPs. An asset purchase of 1% of
to GDP raises GDP by 0.58% and CPI
2014M5 by 0.62%

Their conditional forecast
estimates that QE1 increased CPI
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and GDP by about 2% points, and
QE2 by about 6% points.

It should be emphasised that Table 3-1 above is a selective, not comprehensive review

of all the studies done on the impacts of LSAPs in the US.

A lot of the empirical studies in Table 3-1 are based on data from a short time period,
for example just the first LSAP such as Krishnamurthy and Vissing-Jorgensen (2011), and
do not include the longer term effects of the policy shock, primarily because they
implicitly use a mainstream economics framework. This is a shortcoming for a lot of
mainstream research on the impacts of LSAPs on wealth inequality. Moreover, Belke
(2018) argues the results these empirical studies find of the impact of LSAPs in the US,
depends vitally on their assumptions regarding transmission channels. Therefore, if we
incorporate a more ‘Keynesian’ approach into our analytical framework there will
consequently be more of a stress on the asset price channel, and less on inflation and

lending.

Figure 3.2 Transmission channels of quantitative easing. Source: Hausken and Ncube (2013).
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Figure 3.2 illustrates all the theoretical transmission channel of LSAPs, which have some
similarity to reducing interest rates (CMPs). After considering the theoretical framework

proposed by ‘mainstream’ economists, it is clear from Table 3-1 and Figure 3.2 that

25




unlike CMPs, UMPs and LSAPs do not have an explicit inflation channel to that impacts
on the wealth distribution. Therefore the ‘mainstream’ theoretical framework is useful
in explaining the transmission channels of LSAPs and UMPs to a lesser extent.
Furthermore, only Rodnyansky and Darmouni (2017) found evidence of a lending

channel, however the impacts on household wealth are less evident.

From examining Table 3-1, there is a general consensus that portfolio rebalancing was
the main channel, which then boosted asset prices and directly influenced the wealth
distribution in the US. The assumption is taken that different financial assets are
imperfect substitutes for investors. So once the shock of the asset purchasing occurs,
and there is a reduction in the relative supply of those assets, and their yields fall.
Households and investors alter their portfolios accordingly and try to buy assets with
similar liquidity characteristics. So not only the prices of the assets purchased by the
LSAPs increased, but also the assets that are similar substitutes, and thus their yields
and term premiums fall too (Hausken and Ncube 2013). However, the effectiveness of
LSAPs rests on the extent of substitutability between assets, with the higher the
substitutability then the more effective the LSAP will be (Watkins 2014). Furthermore,
Christensen and Krogstrup (2019) have argued that in ‘Operation Twist’ 2011-2012,
there was no reserve induced effects from the portfolio rebalancing channel because
there was no change in the amount of reserves on the Fed’s balance sheet. So, although
this channel was not active throughout the whole period of LSAPs by the Fed, it was for
the vast majority of the time period. In terms of the links to the impact on the wealth
distribution, this portfolio rebalancing channel caused by LSAPs purchasing troubled
assets led to investors increasing their exposure to risk “by investing in real estate, stocks
and long-term debt” (Jawadi et al. 2016: 8), which increased the value of financial wealth
for those households who owned those assets. The explanation that Lima et al (2016)
give from assuming that there is a positive relationship between the stock market and
expansionary monetary policy, and thus the wealth distribution, is that LSAPs lead to an
increase in the monetary base which can translate to an increase in the money supply,
which would mean more liquidity in the stock market. Higher liquidity spurs on the

purchase of assets and the growth of the stock market.
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To summarise the findings from Table 3-1 in relation to the wealth distribution, the first
thing LSAPs did for the housing and financial markets was to reduce uncertainty (Weale
and Wieladek 2016). Then in terms of the stock prices, whilst Table 3-1 includes lots of
different estimates-based on different measures of a LSAP (% of GDP, 10 negative basis
points term spread, $1trn etc) most studies find that stock prices reacted more strongly
and positively to LSAPs than house prices (Hausken and Ncube 2013; Jawadi et al. 2016).
There is also some agreement that LSAPs have long run effects on the stock market
(Hausken and Ncube 2013; Hesse et al. 2018; Lima et al 2016). It is important to reiterate
however that the specific amount of the effect of LSAPs on the stock and house prices
cannot be detached and calculated separately from the other UMPS and occurrences
during the time period. The possibility that other macroeconomic variables or policies

affected the 2 key variables cannot be ruled out from the empirical studies.

This chapter began by explaining the background of LSAPs implementation in the US and
details of each LSAP programme. It also explored the predominately racial
discriminatory origins of the financial crisis and by comparing mainstream and Keynesian
approaches to the distributional effects of monetary policy, found Keynesian predictions
better fit the empirical findings. It has been established in this chapter both theoretically
and empirically that there is generally a consensus that LSAPs had an effect on the stock
market and the housing and mortgage markets. It has also been confirmed that these
channels will have an impact on the wealth distribution given that the purchase of assets
by the Fed will “...create winners and losers depending on who holds those types of
assets” (Nakajima 2015: 15). Next, | will establish what empirical evidence there is for

this ‘wealth effect’ leading to an aggregate increase in wealth inequality in the US.
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4. Empirical studies on the wealth distributional impact of LSAPs

The literature review will now look at the results from studies conducted on the wealth

inequality impact of LSAPs because of the evidence of a strong ‘wealth effect’ produced

by LSAPs in the previous chapter. | will focus on the impacts of LSAPs on wealth

inequality in the US, and also other countries because this topic is an underdeveloped

field in the US. Part of the reason why there have not been so many studies on the

distributional impact of UMPS and QE is because central banks like the Fed only started

using these policies since the global financial crisis.

4.1.

Wealth distributional impact of LSAPs

4.1.1. US

We begin with the studies that just examine the wealth impacts of LSAPs in the US.

Table 4-1. Empirical Studies on the wealth impact of LSAPs US

Author Method Country Period | Indicators | Main Result
used
Bivens (2015) | Static us 2008- | % of Estimated LSAPs effect: increased house
wealth 2014 | ownership | prices by 7%, in contrast to 5% for stock
impact. by asset prices.
And by section | LSAPs do not have long run effect on stock
Counterfac- of the and house prices because these are a
tual. wealth function of other variables (demand and
distributio | supply for housing & land, and economic
-n growth & corporate profits respectively).
Compared to the baseline of not having
LSAP, inequality would have been higher,
LSAPs actually reduced wealth inequality.
Domanski et Us, UK, 2000- | Household | Increases in asset prices and high equity
al. (2016) France, 2012, | data (SCF | returns is the main driver of the increase
Germany for the US) | in wealth inequality in the US. Bottom
Italy & 80% of wealth distribution have most
Spain their wealth in real estate, whereas
financial asset wealth is concentrated in
the top of the wealth distribution. Net
wealth of richer households grew four
times as fast than poorer ones
Watkins Data us 2007- | Net worth | Given that data shows that the
(2014) analysis of 2010 | by decile distribution of ownership of financial
SCF, and SCF of wealth | assets is deeply unequal, and highly
Survey of data. | distributio | skewed to the top of the wealth
Consumer -n distribution, QE increases inequality. It is a
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Expenditure
s 2008-2011

‘triumph’ for asset holders over income
earners, as they feel the most benefit of
the ‘wealth effect’ created by QE, and

thus is a version of ‘trickle-down’
economics.

Bivens (2015) describes homeownership as “the more democratically held asset” (p16),
because an appreciation in house prices disproportionately benefits the ‘non-wealthy’
bottom 90% of the wealth distribution. So, given Bivens' (2015) estimates in which
house prices increased more than stock prices, it would seem apparent that LSAPs did
not increase net wealth inequality. It depends on the exact amount of the increase of
house prices compared to stock prices. This is hard to estimate though due to a high
degree of uncertainty. However, in chapter 5 the distribution of ownership of housing
by gender and race will be scrutinised in detail to verify the claims made by Bivens

(2015).

Bivens (2015) most crucially contends that the counterfactual simulation is the strongest
argument against there being an increase in net wealth inequality in the US as a result
of LSAPs. It is right to argue that the economy would have been in a much worse state
and perhaps would have experienced another Great Depression if it had not been for
the intervention by the Fed in 2008 with the financial institution bailouts on top of the
LSAPs. Nevertheless, | would strongly argue that despite the counterfactual argument,
the counterfactual did not happen, furthermore it is crucial to understand what
households have experienced and are still living through when it comes to the
consequences of UMP and LSAPs. There needs to be a full and proper ‘post-mortem’, so
that next time LSAPs are used measures can be taken to counterbalance the negative
wealth inequality effects. Expansionary monetary policy should try to help the financial
situation of less wealthy households, which are disproportionately female-headed and
from racial minorities, and not just the wealthiest households, which are more likely to
be white and male-headed. Given that the US is such a racially diverse country that has
a long history of racial discrimination and inequalities, it feels like these studies are only
showing the tip of the iceberg, by not disaggregating the wealth impact by race.
Additionally, Rhys-Williams (2017) explained that researchers and policy makers are not
conscious of the gender disparities in asset ownership and that women receive the

economic benefits from LSAPs to a relatively lesser extent.
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4.1.2. Other countries

| have included studies done on the impact UMPs have had on wealth inequality in other

countries besides the US, given the relative scarcity of US-focused research, whilst

recognising various contextual differences regarding transmission mechanisms and

rates of home ownership, to name a few (Bhattarai and Neely 2016). Table 4-2 is also

not a comprehensive literature review of all studies done on the wealth inequality

impact of LSAPs/QE in all countries.

Table 4-2. Empirical Studies on the wealth impact of LSAPs in other countries

Author Method Country Period | Indicators | Main Result
used
Adam and Descriptive Eurozone | 2010 Household | Simulating the HH capital gains
Tzamourani | analysis with net from a 10% increase in asset
(2016) data from wealth, prices:
HFCS and and net for housing = decreases Gini by 0.4
simulation. wealth for stocks = increase Gini by 0.3.
inequality. %of the population would not
Gini o benefit at all from the equity price
coefficient increases, thus increased net
wealth inequality. However, house
price increases benefit middle
classes and reduced net wealth
inequality in some Eurozone
countries. Depends on the levels
and distribution of home
ownership.
Pugh et al. ONS wealth UK 2008- Gini UMPs have had small effect on
(2018) and asset 2014 coefficient | wealth inequality. Older
survey panel , equity households gained the most.
data analysis, prices, Gini coefficient reduce by 0.017
and house 2012-2014, so wealth inequality
counterfactu- prices, actually reduced, because of the
al net effect of house prices.
House and equity prices actually
fell in real terms over the period.
So, the wealth gains were
mitigating the lose for asset
owners rather than making them
better off.
Casiraghi et | Using the Italy 2011- Net worth | Overall effects on wealth inequality
al. (2018) Survey of 2013 are negligible .
Household 2010 Capital gains are higher for
Income and wealthier households.
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Wealth from No household loses wealth, and so
Italy there is a Pareto-improvement.
Lenza and Multi-country | Germany, Interest ECB asset purchases contributed to
Slacalek VAR model France, rates, reduce net wealth inequality, but
(2018) using data Italy & house negligibly. QE has a positive impact
from HFCS Spain prices, on housing wealth, which is spread
and stock | throughout the wealth distribution.
prices

To summarise Table 4-2, none of these studies done on the UK or Eurozone economics

considered race or gender as a household characteristic in their analysis.

4.2. Gendered and racial wealth distributional impact of LSAPs

The literature review will now explore what research does exist which use an

‘intersectional’ lens to investigate the gendered and racial distributional impact of

LSAPs. This is a comprehensive list at the time of publication of this thesis. The very fact

that there are only three, and none of them focus on the US, highlights the significant

hole there is in the literature for this topic.

Table 4-3. Empirical Studies on the gendered and racial impacts of LSAPs/QE

Author Method Country Period Indicators Main Result
used
Metzger Data- HFCS | Eurozone | HFCS 1st | HH net Full results yet to be published.
(Forthcomi- wave: worth
ng) end-
2008 to
mid-
2011.
znd
wave:
2014
Rhys- Descriptive | UK July 2010 | Median net | Evidence of unequal gender
Williams data toJune financial distribution of assets. Lone
(2017) analysis of 2014 wealth. parent families with dependent
ONS wealth Lone Parent | children had negligible net
and asset HHs with financial wealth 2010-2014. The
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panel dependent | biggest increase in net financial
survey children wealth was among older couple
used as a households. The asset bias of QE
proxy for probably did increase/reinforce
female gender wealth inequality.
headed
HHs.
Young Literature Eurozone | 2008- Net wealth | UMPs have generated unequal
(2018) Review and 2016 distribution, | outcomes between men and
descriptive percentage | women. They have
data of predominately increased private
analysis on ownership | wealth that is owned by men.
household of risky Biases in policy can be gendered
data from assets. or racialised, which then impact
the HFCS. distributional outcomes (p244).

Lack of data on the gendered
effect of QE. In most Eurozone
countries there is a positive
correlation between being male
and high ownership of risky
financial assets, and a lower
likelihood of single parents
owning these assets. Most
prominently higher income is
associated with greater
ownership of these assets.

One issue Rhys-Williams (2017) highlights in gendered analyses, are the assumptions
regarding the data collected from household surveys. Since national household surveys,
like the Office for National Statistics (ONS) in the UK and also ones such as the Survey of
Consumers Finances in the US assume there is a free sharing of assets within
households. They therefore do not collect data on the distribution of resources within
households, and therefore miss, or ignore the wealth distribution within couple

households along gendered lines (Grabka et al. 2015).

With regards to the Eurozone, Young (2018) brought up that the “great winners” of QE
are the stock market (p247), as investors are using the liquidity created by QE to buy
equities/stocks/shares. Young (2018) also describes LSAPs as having an asset bias,
because the increase of the monetary base that resulted from most LSAPs benefits

wealthy private households who own assets. Central bankers refuse to acknowledge
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that their gender insensitivity policy discourse can contribute to gender inequalities

(Young 2018), whether it be in terms of wealth, and also employment and income.

No studies have been done on the gendered and/or racial distributional impact of LSAPs
in the US. Given that there is already evidence that QE and thus LSAPs have had a
gendered impact on wealth inequality in other countries, it is imperative such research

is conducted for the case of the US. This thesis is the first step in filling this gap.

4.3.Studies on the gender and racial wealth gap in the US
This part of the literature review will explain why it is important to investigate
specifically the racial and gendered impact that LSAPs had on wealth inequality in the
US and will review what feminist and stratification studies on the wealth distribution
have found. After considering that there is a ‘wealth effect’” with LSAPs and that
conventional monetary policies beforehand in the US had had unequal distributional
impacts by gender and race, it is crucial now to consider whether LSAPs could have had

a racial or gendered distributional impact.

Hanks et al. (2018) and (Dymski et al. 2013) have argued that the key reasons for the
racial wealth gap are labour market discrimination, and in recent decades in particular,
mortgage market discrimination. In addition, around 80% of assets are inherited from

prior generations, which perpetuates the racial wealth gap (Jaggar 2008).

Table 4-4. Empirical studies on the gendered and racial wealth distribution US

Author Method Country | Period | Indicators | Main Result
used
Chiteji Raw data us 2004 Net- The ratio of debt to assets is twice as
(2010) analysis using worth. big for black households compared to
data from one Debt. whites, as the former hold

wave of SCF

disproportional amounts of debt. Main
types of loans black families take are
housing (71%), vehicle (8%) and
education (6%). Key to influencing the
amount of debt is the interest rates.
Most debt in US has interest rate that
compounds. Black families pay about
1% point more on mortgage rates than
average white family and also have to
on average borrow more for a
mortgage due to lower incomes and
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lack of financial assistance from their
families.

Deere and | Literature usS and Estimates | Little work has been done that
Doss review other of the disaggregates the ownership of assets
(2006) countries gender within the household.
wealth
gapin
different
countries.
Dettling et | Raw data us 2007, Total Interestingly, in the Great Recession
al. (2017) | analysis 2010, mean and | (comparing 2007 to 2010), median net-
comparison of 2013 median worth fell about 30% for all groups.
SCF and household | However, in the recovery period (2010-
2016 net wealth | 2013) net-worth continued to fall by
by race about 20% for black and Hispanic
families, other by 10% and for white
families a slight positive increase of
~5%.
Wealth rose for all households
between 2013-2016 but the white-
black gap in median net-worth grew.
19% black households have zero or
negative net worth, only 9% of white
families do. 27% of black families are
headed by a single parent, compared
with 8% of white families.
Long D-i-D analysis us 1995- Mortgage | Female households disproportionately
(2018) using SCF data. 2013 and experienced the growth in mortgage
Excluded education- | debt pre-crisis and persistence of
household al debt. mortgage debt post-crisis. This increase
heads over 65 Household | in indebtedness did not increase the
years old. leverage wealth of lower income female-headed
(ratio of households.
total
household
debt to
gross
household
wealth.
McKernan | Using SCF us 1983- Families ‘of color’ and young families
et al. data, created 2010 lost the largest fraction of their wealth.
(2014) synthetic The value of home equity (-38%) fell
cohorts to more than financial assets (-20%).
construct Wealth loss from the Great Recession

pseudo panel
data

twice as much as previous recessions
for all households.
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Painter Il Regression us 1985 to | Median Differentiates between financial and
and Shafer | analysis of 2004 net worth. | non-financial household wealth. White
(2011) data from households are more likely to invest in
National assets such as stocks and mutual funds.
Longitudinal Observed racial/ethnic differences in
Survey of net worth are primarily a function of
Youth 1979 non-financial wealth inequalities
(homes and mortgages).
The number of additional children has
positive effect for net worth of white
households, but a negative effect for
black and Hispanic households.
Pfeffer et | Regression us SCF- Median SCF estimates of net worth for any year
al. (2013) | analysis using 2007 net worth. | were higher than for PSID probably due
SCF data from and Gini to oversampling of high-wealth
2007 and 20009. coefficient | households in the former. But find
2009, which PSID for overall patterns are similar between
was panel 2007, wealth. the data sources.
data. Also of 2009 Regression results- strong racial bias in
data from and wealth losses for households between
PSID. 2011. 2007 -2009 even when controlling for
the same socioeconomic
characteristics. Net worth loss 2007-
2011 was higher for non-whites.
Thompson | Reduced form | US SCF Median Racial wealth gap rose sharply 2007-
and oLS data and mean | 2013. Different portfolios and asset
Suarez regressions 1989- net worth, | holdings are the explanation for the
(2015) 2013 racial wealth gap between black and
white families. Hispanic families hold
less debt than black families. Although
white household heads tend to be
older, age cannot account for the racial
wealth gaps in the US. Unexplained
parts of the racial wealth gaps could be
attributed to racial discrimination.
They found that the relative racial
differences in net worth were greater
under the median than the mean.
Schmidt Regression us 2001 Data from | Large differences in observed wealth
and Sevak | analysis of the Panel | between single-female-headed
(2006) wealth Study of households and married couples.
differences by Income Controlling for life cycle, education and
marital status Dynamics | family earnings reduces but does not

and gender

eliminate the wealth gap.

No gender wealth gap among younger
households.

Female-headed households have less
wealth than other households.
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Sedo and | Cross-sectional | US SIPP Home Married couples are the family
Kossoudji | study. 1996- ownership | structure most likely to own a home,
(2004) Bivariate 2000 rates, there is no gender difference in home
empirical home ownership between single female and
equations with values, single male households.
maximum and home | Black households have much lower
likelihood equity. home ownership rates and home
procedures values.
Sharp and | Descriptive us 1968- Home The racial gap in home ownership has
Hall data analysis 2009 ownership | widened substantially over time,
(2014) of PSID data. rates. especially 1990s onwards.
Black homeowners in the 2000s were
50% more likely to lose their home
than similar whites.
Yamokoski | Created us 1985 - | Median From the raw data: largest gaps in
and pooled cross- 1990, net worth | median wealth between married
Keister sectional 1992, by family | couples with children and single
(2006) times-series 1993, type and females with children (the latter an
data set. Used 1995, gender increasing % of households).
3 likelihood 1996, from the From their 3 regression models:
based general 1998, National education facilitates wealth
linear and Longitudi- | accumulation. Age and parent’s
regressions to 2000 al Survey | education have a positive effect on
model net of Youth wealth accumulation.
worth. 1979. Net-worth was negatively impacted
when calculated for black and Hispanic.

Table 4-4 supports the research questions of this thesis by showing there is a pertinent
need to examine racial and gender wealth inequality given the stark differences in
wealth accumulation between different US households. However, there is still further
work needed since most of the studies just focus on analysing racial wealth, and fail to
acknowledge the intersectional link between race, gender and single parenthood.
Dettling et al (2017) just focus on race in their analysis, and Schmidt and Sevak (2006)

only looked at differences by family structure and gender.

In Table 2-1 there has been no study of the gender wealth gap in the US since the 2008
financial crisis. None of the studies address whether LSAPs increased inequality between
all these different groups or not, and yet it is strongly apparent from the previous
subsections in this chapter that LSAPs do have a wealth effect. Furthermore, some only
focus on net worth and not the breakdown of ownership of different types of assets and

debt, such as in Yamokoski and Keister (2006).
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A gendered and racial intersectional lens should be added to my theoretical framework
given that there is a considerable gender and racial wealth gap in the US, as is clearly
evident from the summary of empirical studies on the topic in Table 4-4. This therefore

suggests that the wealth effect of LSAPs will have been gendered and racialised.

5. Data Analysis

5.1.Recent trends in wealth inequality in the US
As it has been explained in previous chapters, it is strongly apparent that the LSAPs by
the Fed through their transmission channels to the financial markets created a ‘wealth
effect’ for households who own certain assets, and some authors such as Domanksi et
al (2016) and Watkins (2014) have also argued this increased wealth inequality in the
US. In the preceding chapter, it was found that studies conducted thus far on LSAPs and
wealth inequality have failed to acknowledge the considerably gendered and racial
distribution of wealth in the US and thus the possibility that LSAPs may have increased
wealth inequality between households with heads of different genders and races. This
chapter will now consider in detail what has happened to gender and racial wealth
inequality before, during, and after LSAPs, and whether the changes in these wealth
inequalities can be linked to the ‘wealth’ effect created by LSAPs. The changes in the net
wealth inequality in the US as a result of LSAPs depends overwhelmingly on the relative
distribution of assets and liabilities between households. And as was already highlighted
in Table 4-4, there is clear and compelling evidence of gendered and racial wealth gaps

in the US.

As we saw in the studies on US wealth inequality in Table 4-4, the most prevalent
measure of analysis for the disaggregated wealth distribution is the net worth of a
household. Wolff (2018) defines net worth as the total current value of all a household’s
marketable or fungible assets minus the current value of debts. Total assets include
housing, bank deposits and accounts and corporate stocks, and total liabilities are the
sum of mortgage, consumer and other types of debt. The most common data source in
Table 4-4 was the SCF. | will primarily use this data source but will also draw upon and

compare SCF data with data from the PSID household survey. Wealth is also difficult to
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measure as the value of assets especially is constantly changing; thus, it is important to

have as many waves to draw upon from a survey as possible.

One of the ways to measure wealth inequality between different groups is by using the
ratio of the wealth gap between them. Chiteji (2010) defines the racial wealth gap as
NW?P/ NWY (net worth of black households divided by the net worth of white
households), which is made up of 2 different parts. Firstly, the racial asset ratio gap
between black and white households A?/AY, and then also the black-white debt ratio
gap D?/DY . An increase in the former will lead to a reduction in racial wealth inequality,
while an increase in the latter would imply a worsening of the racial wealth gap and
inequality. The lower the percentage or the ratio overall, the less wealth that black
households have compared to whites and thus the great the racial wealth gap, for
example if the ratio was 100% then it would mean that black households have the same
amount of median net-worth as white households. And if it was 25% then black
households would only have a quarter of the net-worth of white households. The same
formula can be used to understand the Hispanic-white net worth gap, and also the

female-male wealth gap.

| will first briefly address the data on what happened to the overall aggregated wealth
distribution in the US in the period 2007-2017, during the financial crisis and LSAPs. If
we look at the wealth distribution in the US since 2007, we can see in Figure 5.1 that the
wealth of the top 1% of households already starts to recover by 2009 Q1 and very much
follows in parallel the trend of the value of their wealth in ‘corporate equities and mutual
fund shares’. This suggests this was the main variable that was pushing up net worth
overall for the top 1%. Their wealth in stocks increased from $2.5 million at the
beginning of 2009 to almost $9.5 million at the end of 2014. This heavily contributed to
the top 1%’s net worth increasing from $14 million to over $25 million in the same
period of the LSAPs. However for the bottom 50% of households in the wealth
distribution in Figure 5.2, their net worth declined from Q3 2007, and continued to do
so even after the start of the LSAPs. It reached negative levels in Q2 2010 and remained
negative until Q1 2013. Furthermore, the value of ‘corporate equities and mutual fund
shares’ is almost negligible for the bottom 50% of US households. 96% of these
households in the top 1% of the wealth distribution are white, compared to just 1%
being African-American (Moore 2017). Moreover, in the US, of the 586 people that had
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asset wealth of over $1 billion in assets in 2018, only 13% were female (Forbes 2019). It
would therefore be expected that the racial wealth gap between white and African-
American households, and the gendered wealth gap would have increased as a result of

LSAPs as well.

Figure 5.1. Source: Federal Reserve (2019), author’s representation.
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Figure 5.2. Source: Federal Reserve (2019), author’s representation.
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Domanski et al (2016) estimate that for LSAPs to be “distributionally neutral” in the US
and not increase wealth inequality, then a 10% increase in equity prices for example
would need to be met with a 4.25% increase in house prices (a ratio of 45:100). However,

their calculations on the wealth distribution to obtain these percentages does not
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consider the race or gender distribution of assets, which is more unequal. Thus, it is likely
that the ratio would be much larger for LSAPs to be racially and gender distributionally

neutral, for example 65:100.

Figure 5.3 shows what happened to stock prices and house prices in the US during the
period of the financial crisis and the subsequent LSAPs and provides an explanation for
the trends in net worth that we saw in Figure 5.1 and Figure 5.2. Figure 5.3 has been set
with the base of Dec 2008=100, as the Fed announced at the end of November 2008 it’s

implementation of QE1, and then started in December 2008.

Figure 5.3 Source: Federal Reserve Economic Data (2019), author’s representation.
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In the first few months of QE1 between December 2008 to March 2009, stock prices and
house prices were still falling slightly, however from April 2009 we see stock prices
increasing again, although a lot more volatile than house prices, had increased by 37%
in April 2010, and by April 2011 stock prices had almost doubled since December 2008.
By the end of the LSAPs in October 2014, stock prices were 90% higher than in December
2008. House prices have seen quite a different trend from stock prices and were already
declining at the beginning of 2007 and continued to fall until the beginning of 2012. By
the end of QE3 in 2014 house prices had only increased by 9% compared to when the
LSAPs started. Thus, stock prices had increased 10 times more than house prices during
the period of LSAPs. It is not until July 2015 that we start to see the gains in house prices

start to increase more than that of stock prices.
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Since this analysis is not disaggregated then it means it hides the unequal distribution of
stocks and housing that exists between households of different races and with different

genders of the head of the household, as previously highlighted by Table 4-4.

This chapter will now instigate an analysis on the overall recent trends in wealth
inequality in the US by gender, family structure and race since the beginning of the
2000s. | have chosen for the timespan of the data analysis to start at the beginning of
the 21t century (2001 for SCF and PSID) primarily because of the sharp decline in the
FFR beginning in December 2000, due to the bursting of the dot.com bubble and
subsequent recession in 2001 to a low of 1% (Figure 5.4). The Fed then sharply tightened
monetary policy with a hike in the FFR from July 2004 until August 2006 to 5.25%, which
helped to fuel the housing market bubble. The Fed then tried to burst this bubble in
August 2007 by rapidly reducing the FFR to 0.15% by January 2009. These hasty and
momentous changes in monetary policy by the Fed would have impacted considerably
on the accumulation and concentration of wealth among households in the US.
However, it will not have had a similar effect on all households, given that the

distribution of wealth is so unequal in the US by race and gender (Table 4-4).

Since 2009 LSAPs became a crucial tool of the Fed. To understand the complete impact
of the LSAPs, it needs to be considered what the state of wealth accumulation and
concentration was like in the period preceding.

Figure 5.4. Source Federal Reserve Economic Data (2019)
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| will start by comparing what happened to median net worth of households in the US
by their head of household characteristic. | will address whether the wealth gap by
gender and race increased during the period of LSAPs or not, and then correspondingly

see what happened to specific assets and debts that were affected by the LSAPs. With
Figure 5.5. Source: PSID (2019), author’s representation.

Total Median Net Worth by Head of Household Characteristic,
2001-2017, PSID.
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data from 3 sources, | will compare to what extent their estimates differ due to their

different methodologies, explained in more detail in the appendix in Table 8-1.
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Figure 5.6. Source SCF, author’s representation
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Figure 5.7. Source: SCF (2019), author’s representation.
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5.1.1. Recent trends in gender wealth inequality

The gender wealth gap is still a significant issue, with it being estimated that a woman
at retirement age may have accumulated S1 million less in investments and savings than
a man who continually was in the workforce (Merrill Lynch 2018), however there is a
lack of research and literature on the gender wealth inequality since the financial crisis
and Great Recession, so it is unclear what happened to gender wealth inequality in this
period, and what impacts the LSAPs may have had.

I will use two different methods to calculate the gender wealth gap. Firstly, for PSID data
| will use the ‘Female Head’ household median net worth divided by the ‘Male Head’
household median net worth. For the SCF data, the gender analysis gets more
complicated as there is no specific category of the sex of the head of household or
respondent included in the data that | have, but instead details of the family structure
of the household. According to US Census Bureau (2016), 77% of single parent
households were female headed. Therefore ‘single with child(ren)’ can be used as a
proxy for female households. Furthermore, Dettling et al. (2017) highlighted that this
type of household is more common among racial minorities, with 27% of black families
compared to 8% of white families being headed by a single parent. This links back to the
arguments made at the beginning of the thesis on intersectionality. African-American
mothers are more likely to be single parents and not in a couple or dual income
household. This lowers their potential to accumulate wealth. So, although | look at
gender and race in different subsections in this chapter, they are still very much

interlinked, and the inequalities faced by these groups are reinforced.

For the SCF data | will use the ‘Single with child(ren)’ household as a proxy for female
headed households, and ‘Couple with no child’ as a proxy for male headed households.
Neither is a perfect indicator and it is hard to draw a proper conclusion as they are proxy
measures, however if there was no gender inequality, we could assume that female
headed households would probably have 50% of the net worth of male headed
households, given that the former household would probably be a single adult, whereas

the latter would generally represent a cohabitating or married couple.

There is some literature however on the wealth distribution among different types of
family structures. Yamokoski and Keister (2006) and Painter Il and Shafer (2011) show
that children are positively associated with wealth accumulation for married white
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couples, but negatively associated for black and Hispanic families. Also, there are large
differences between the wealth of single women with no children (who tend to be in
the upper end of the wealth distribution) and single women with children, the
household found to have the lowest median net worth (Yamokoski and Keister 2006).
Therefore, it is difficult to obtain an analysis on the trends in gender wealth inequality

from the SFC data source.

In terms of gender and family structure, starting with the data from PSID in Figure 5.6
for ‘Male Head’, which includes households that are both single male and a couple (with
a male household head). The ‘Male Head’ household throughout the time series follows
a parallel trend to ‘White Households’, but at a lower level (around $20,000 less
throughout the period), peaking at $74,000 in 2007, falling in 2010, but unlike ‘White
Head’, also continuing to fall slightly to $40,000 by 2013. Net worth for male households
then recovers strongly in 2015 and 2017, reaching $53,000. The gap between them can
be partially explained by the fact that ‘Male Head’ includes households with male heads

of ethnic minorities, who on average have a lower median net worth.

For female headed households (Figure 5.5), their trend in net worth follows almost
identically that of ‘Black Head’ Households, with a net worth of $8,600 and $9,300
respectively in 2001, which then had already started to fall in in 2007 before the crisis,
to $8,000 and $8,025 respectively. The almost identical trend and level for these two
households is probably due to the fact that a large proportion of female headed
household are also black/African American. Both ‘Female Head’ and ‘Black Head’
households saw their net worth continue to decline to the lowest pointin 2013 of $4,000
and $3,600 respectively. If we look at the gender wealth ratio (‘Female Head’ net
worth/’Male Head’) net worth in Figure 5.8, gender wealth inequality was already
increasing before the financial crisis since, from 16% 2001 and by 2009 female headed
households only having 10% of the net worth value as male headed households. Since
the LSAPs in 2009, the ratio improved slightly to 11% in 2011, however afterwards began
to decrease again and for 2013-2017 remained at 10%. Based on the assumption that a
‘Female Head’ household would have around half of the wealth of ‘Male Head’

households, it is clear there is still a significant gender wealth gap in the US.

45



Figure 5.8. Source PSID (2019), author’s representation.
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If we look at Figure 5.5 we can see that the ‘Single with child(ren)’ household throughout
the period had one of the lowest levels of net worth. Net worth increased between 2001
and 2007 and peaked before the crisis at $28,000, and then fell to $17,000 and
continued to fall after the recession to $14,000 in 2013. Their net worth is estimated to
have increased by 2015 to $21,000. The 2013-2015 period was when house prices
started to increase strongly. For households that were ‘Couple with no children’, their
net worth was $238,000 in 2001, and by 2007 was almost $260,000. By 2010 they had
lost around 14% of this wealth, and in 2013 it had decreased slightly again to $220,000.
| have not included a ratio to compare these households as the results are harder to
interpret in terms of the implications for gender wealth inequality. Nevertheless, the
findings for ‘Single with child(ren)’ and ‘Couple with no children’ seem to reaffirm the
findings for the difference between female and male headed houses net worth

respectively.

To summarise it is not clear whether LSAPs did increase gender wealth inequality,
however it would seem that the legacy of predatory mortgage lending practices had
much more of an impact on gender wealth inequality than the LSAPs, and the net wealth

effect of LSAPs on gender inequality 2009-2014 seems to have been relatively negligible.
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5.1.2. Recent trends in racial wealth inequality

I will now establish what happened to racial wealth inequality during the period in
question, with an emphasis on what has happened since 2009. Before getting deeper
into the descriptive data analysis, it is crucial to clarify also what is meant by the different
categories for race and ethnicity used in the surveys. Due to lack of data on other racial
and ethnic groups, the 3 racial categories | will focus on are white (non-Hispanic),
African-American/Black 2 and Hispanic. According to data from the most recent census
in the US, 60.7% is White non-Hispanic, 13.4% African American/Black, and 18.1%
Hispanic or Latino, so Black and Hispanic households are just under a third of the total
(US Census Bureau 2018). Hispanic is sometimes referred to as an ‘origin’ rather than an
ethnicity or a race, because Hispanics can be of any race. Further explanation can be
found in the Appendix in Table 8-1. Some authors such as Wolff (2018) use the terms
Latino and Hispanic interchangeably. When referring to White households it is more
precisely white-non-Hispanic households that are being referred to. | will be only be
looking at the net worth of white, black and Hispanic households (for the SFC), and only
white and black households (for the PSID).

A problem with the way the surveys are conducted is that the racial or ethnic
identifications of the respondent may differ from that of the head of the household, as
in 2010 9.5% of all couple households in the US had a spouse or partner of a different
race or ethnicity (Lofquist et al. 2012), so really what surveys mean when they say
‘African-American’ or ‘black’ household is actually that the it is a household with a head
or the respondent that African-American, and a small minority of these households will

have members of other races.

| will start by comparing what happened to white (non-Hispanic) median net worth.
From Figure 5.6 based on data from the PSID we see median net worth for white headed
households increasing from 2001,peaking in 2007 at $94,000 and then started to fall
once the crisis started and fell to the lowest point of $56,000 in 2011 before starting to
recover again, at first slowly to $58,000 in 2013, and then more rapidly by 2017 to
$74,500. If we compare this to the data on median net worth for white (non-Hispanic)

households in Figure 5.7 from the Survey of Consumer Finances, there is the same trend

! the self-identified race or ethnicity of the reference person of the household.
2| will use the term ‘African-American’ and ‘black’ interchangeably
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of net worth increasing until a peak in 2007, however this peak is much higher at almost
$200,000. It then fell to $143,000 by 2010 and began to recover in 2013 to $146,000,
and grew quickly to $171,000 by 2016. The estimates from the SCF of the net worth of
households is much higher than the PSID because of the methodology and sample used

by the SCF. This is explained in more detail in the Appendix in Table 8-1.

We now turn to African-American/black household median net worth. In Figure
5.5Figure 5.6 we can see that ‘Black Head’ median net worth was quite stationary during
the period 2001-2007, and had already started to decrease slightly from $9,100 in 2005
to $8,000 in 2007. By 2009 their wealth had halved to $4,000, whereas for white
households in the same period 2007-09 in Figure 5.5 their relative wealth fell by only
25%. There was no change in black net worth 2009-11, but for 2013 net worth had fallen
again to a low of $3,600, whereas White household wealth had already begun to recover
at this point. By 2015 black net worth started to recover, and reached $5,700 by 2017,
a 60% increase compared to 2013 (comparatively higher than for whites who saw 28%
increase 2013-17). For the SCF data in Figure 5.7 there is also a similar pattern, although
black net worth peaked already in 2001 at $26,000 and then started to slowly decline to
$24,000 in 2007. Net worth almost halved during the Great Recession and even into the
recovery period, with a low of $13,000 in 2013. Only in 2016 was black net worth
recovering, to $17,000. In 2016 white net worth was 10 times higher than for black

households.

To conclude, the differences between the experiences in black and white net worth
during the whole period is that black wealth was already falling before the financial crisis

hit, most likely due to their disproportionate exposure to the sub-prime mortgage crisis.

Black households then saw their net worth roughly halve between 2007-2013 and not
start to recover again until after 2013. Whereas for white households, net worth peaked
just before the financial crisis in 2007, they lost around a third of their wealth during the
crisis and recession but wealth began to recover sooner in 2011, and, by the end of the

data period had recovered the vast majority of their pre-crisis wealth.
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Figure 5.9. Source: SCF (2019), author’s representation.
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Figure 5.10. Source: PSID, author’s representation.
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Figure 5.9 shows the racial wealth gap between black and white and Hispanic and non-
Hispanic white households 2001-2016. From 2001-2007 the wealth gap between black
and white households was getting larger, growing by 3.5%, meaning that during the era
of the subprime boom the racial wealth inequality gap was getting larger. Between
2007-2010 the ration remained rather stable, as both white and black households lost

wealth during the financial crisis. However, between 2010-2013 the wealth gap
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increases further by 3%. Only between 2013-2016 do we see a reduction in the

black/white wealth gap, but of barely 1%.

The Hispanic/white ratio shows at first a different trend in Figure 5.9, with the wealth
gap between these two groups slowly closing between 2001-2010 from 9.5% to 12.75%.
Interestingly after 2010 the wealth gap ratio goes down to 9.7% by 2013 at a similar rate
to that of the black/white ratio, suggesting that the increase in wealth inequality
between Hispanics and White households was due mainly to the increase in net worth
for white households. And then the Hispanic/white wealth ratio starts to increase back

to the pre-crisis level in 2016 to 12.1%.

Looking at Figure 5.10 from PSID data, from 2003-2009 the black/white ratio went from
13% to 6%, increased slightly to 7% in 2011, but then went back to 6% 203-2015. We
would expect the SCF data to overestimate the size of the racial wealth gap because
they overrepresent households at the top of the wealth distribution compared to PSID,
(see Table 8-1). But given that 96% of households in the top 1% of the wealth distribution

are white, it is likely then that the PSID data is underestimating the wealth gap.

The legacy of the predatory lending practices pre-2008 not only significantly reduced
black household wealth but will continue to do so even for future generations of black
households, who are estimated by Burd-Sharps and Rasch (2015) to still only have home
equity values 70% to that of their white counterparts (p24). This is because parental
wealth is a statistically significant predictor of an adult child’s home equity value, even
when controlling for income and educational level (p20). Without the Great Recession
home equity values for white and black families (ceteris paribus) were heading towards
parity by 2050, but now they project that white home equity will be 1.6 times that of
black households (p22). These figures highlight the importance of understanding the
impacts of monetary policies such as LSAPs, because there can be an effect into the

longer term.

Kochhar and Fry (2014) argue that another reason why black households did not see a
recovery in their wealth in the 2009-2013 period, unlike white households, was because
the value of financial assets such as corporate stocks recovered more quickly than
housing since the recession ended, which | have been arguing was a knock-on effect of

LSAPs. White households are much more likely than minority households to directly or

50



indirectly own stocks, mainly through retirement accounts. Even White working-class

families have on average more assets than people of colour (Jaggar 2008).

Therefore, it is not just the access and provision of mortgages and homeownership that
can explain the recent trends in the racial wealth gap, but also the effects of increases
in the prices of financial assets on inequality needs to be investigated further. | will begin

to fill in this gap empirically in the next subsections.

There are also other terminologies of analysis that can be used to simplify the
explanation of the effects of LSAPs or any policy, to certain groups of households.
Ampudia et al. (2018) in their research on wealth inequality in the Eurozone
distinguished between “hand-to-mouth” and “non-hand-to-mouth” households (p11).
The former are households characterised as either asset-poor or hold mainly illiquid
assets (such as residential property or mortgage debt), and so must rely almost solely
on their disposable income for consumption, and thus their consumption levels are
strongly reactionary to changes in income. Whereas “non-hand-to-mouth” households
do not need to alter their spending levels in the case of a temporary negative liquidity
shock, primarily because they own relatively more liquid assets. In terms of the focus of
this thesis, from the evidence on the median net worth in the US, it is accurate to assume
that non-white households and single female households with children will be

overrepresented in the “hand-to-mouth” household category.

To summarise the findings on the changes in net worth by race, the gap between black
and white households increased between 2010-2013, during the period of the LSAPs.
Thus unequal opportunities to rebuild wealth coming out of the crisis and Great

Recession is leading to widening racial disparities (Burd-Sharps and Rasch 2015:1)

5.1.3. Limitations of the available empirical data

Full details of the methodology and limitations of the SFC and PSID can be found in Table
8-1.
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5.2.Key trends in financial wealth for US households 2001-2017
The descriptive data analysis in the following subsections of 5.3. and 5.4. will firstly look
at financial wealth, and then non-financial wealth; the two components of net worth.
For all groups (race in particular) median net worth is much lower than the mean, due
to the distribution of wealth being highly unequal and concentrated predominately in
households at the top of the wealth distribution. The descriptive analysis will focus on
the median values, which demonstrates the typical wealth for a household of each
category, rather than the mean which can be skewed by outliers. However, when
calculating the wealth gap between two types of households, using the median value
rather than the mean will very likely underestimate the actual size of the wealth gap.
Certainly, in the case of the racial wealth gap, because white households are far more

likely to be in the top 1% of the wealth distribution.

| have also included households of all ages, even those with household heads over the
age of 65 years. Long (2018) excluded these households from her study on mortgage
debt in female headed households as the over 65s are much less likely to borrow and
have accumulated more wealth over their lifetime. Therefore, if the over 65s were not
included in this study, it would be expected that the gender and perhaps also racial

differences in debt levels would be greater.

The extent that gender and racial wealth inequality has been impacted by LSAPs will also
depend on the distribution and values of these assets and liabilities between the
households by gender/family structure and race. Because of LSAPs relative strong effect
in boosting stock markets and lesser extent housing market, | will focus on key indicators

from these markets that can be linked to a household’s net worth.

Financial wealth is made up of assets and debts. Financial assets include savings and
stocks and are relatively more liquid than non-financial assets. Financial debts include
personal loans such as for education. According to data analysis by Painter Il and Shafer
(2011) financial wealth is less common than non-financial wealth for most households,
however it is much more prevalent in the top of the wealth distribution in the US. To
link back to the LSAPs and whether they increased wealth inequality, financial assets will

be the key focus, in particular stocks® and equities, which were established to be in

3 | will use the terms stocks, equities and shares interchangeably
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chapter 3 a key channel of the ‘wealth effect’ of LSAPs. Although bond values were also
affected by the LSAPs, there is no data on the ownership and value of bonds for racial
minority and single parent households in the SFC data. The fact there is no data strongly

suggests that these households do not tend to own any kind of bonds

5.2.1. By gender

Figure 5.11. Source: SCF (2019), author’s representation.

Percentage holding stocks by household family strucutre
2001-2016, SCF.

30.0
C=
25.0 \
20.0 — °
F'
15.0 L
=C =¢}
10.0 ——— -9
O e e O
>0 V
0.0

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

==@==Single with child(ren) ==@==Single, no child, age less than 55
==@==Single, no child, age 55 or more Couple with child(ren)
==@==Couple, no child

53



Figure 5.12. Source SCF (2019), author’s representation.

Median Value of Stocks by household Family Structure 2001-
2016, SCF (Thousand S 2016)
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If we start by looking at what percentage of households owned stocks in Figure 5.11,
defined by the SCF as direct holdings of publicly traded stocks, for households of all
family structure types there was a general trend between 2007-2016 of slightly
decreasing amounts of ownership of stocks. Although the percentage of ‘couple, no
child” households owning stocks declined in every subsequent SCF survey, they
remained throughout the period the household type with the highest likelihood of
ownership of stock assets, with 24% in 2007 and 19.5% in 2013. For ‘Single with
child(ren)’ households, in Figure 5.11 we can see that throughout the time period this is
the household with the lowest ownership of stock assets, with only around 7% of these
households owning stocks in 2007 and 2010, and this drops further in 2013 to only 2.4%.
Whilst the sample used in the survey did change between 2010 and 2013, it still gives a
strong indication that only a very small percentage of these households held stocks

during 2009-2014 when LSAPs were occurring in the US.

Looking now at the median values of the stocks owned by ‘couple, no child’ households
in Figure 5.12, between 2007-2010 the value of their stocks went up from almost
$29,000 to $36,500, and then increased at a faster rate 2010-2013 to $49,500, an
increase of 70% over the 2007-2013 period. From Figure 5.3, stock prices overall
increased by 90%. For ‘single with child(ren)’ households with stocks in Figure 5.12 as
well, there was a marginal increase in their value 2007-2010 from $11,500 to $13,250,

and then a stronger increase in 2013 to $23,700, almost an 80% compared to 2010.
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Therefore, those who were owning stocks did see a significant growth in value of these
assets, and the value increase was at a similar rate to the overall increase in stock prices

in the period, as seen in Figure 5.3.

5.2.2. Byrace

Figure 5.13. Source SCF (2019), author’s representation.
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We now look at Figure 5.13 on distribution of stocks by race of the household head.
Since 2004 until the end of the series in 2016, the percentage of white households
owning stocks fell from 25.5% to 17.5%. For black and Hispanic families, the percentage
was already falling in 2001, from 9.4% and 6.7% respectively to 3.4% and 2.5%
respectively in 2013. For both black and Hispanic households however, there was a slight
increase in 2016, with around 4.5% of both households now owning stocks. This
confirms that the findings of Blau and Graham (1990), and Keister and Moller (2000)
that white households are more likely to own stocks and mutual funds, is not out of

date, although this racial asset gap is beginning to close, based on the trends 2013-2016.
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Figure 5.14. Source SCF (2019), author’s representation.
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Figure 5.14 shows that between 2007-2010 the median value of stocks for white
households increased from $23,000 in 2007 to $28,000in 2010, then to $31,000in 2013.
Also taking into consideration data from Figure 5.13, there are a higher percentage of
white households that would have seen their stock wealth, and therefore also likely their
net worth, increase between 2010-2013. For Black/African-American households, their
median value of stocks decreased from $9,260 in 2007 to $8,290 in 2010, and continued
to fall in 2013 to $6,810. For Hispanic households, from 2007 to 2010 their stock values
decreased from $10,420 to $3,320. There seems to an anomaly in the data for the year
2013, with their median value in stock wealth being significantly higher than the trend,
if we ignore this then after 2010 their stock holding values increased to $11,000. It is
overwhelmingly apparent from this data that white households did benefit
disproportionately from the stock market price increase ‘wealth effect’ created by the

LSAPs, and that African-American households clearly did not.
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5.3.Key trends in non-financial wealth for US households 2001-2017
Non-financial wealth can also be said to consist of assets and debts/liabilities. Firstly,
non-financial assets such as homes and vehicles, and secondly non-financial liabilities
like mortgage and vehicle debt, based on collateral and can also be securitised.
Understandably during times of normality in the economy households see non-financial
wealth such as housing as a more tangible and safe investment because these assets
tend to grow in value. These are therefore more attractive investments for households
that are “hand-to-mouth” than certain financial assets which face more volatility. In
their research on racial wealth inequality, Painter Il and Shafer (2011) found that the
racial and ethnic differences in net worth were a function of non-financial wealth

inequalities (p159).

In terms of the links of the impact of LSAPs (mainly QE1) on the value of non-financial
wealth, the main mechanism that this analysis will focus on is on home equity which is
a key component of net worth for many households. Housing and home equity are the
largest item in the portfolio for the majority of households in the US (Nakajima 2015). It
is argued by some authors in chapter 3 and 4 such as Bivens (2015) that with the ‘middle
class’ and lower ends of the wealth distribution owning homes which then increased in

value, net wealth inequality was prevented from increasing.

As explained in chapter 3, most of the asset programmes conducted by the Fed,
especially QE1 with the purchasing of MBS and agency debt, were supposed to help the
mortgage markets. As was shown from the evidence from studies on the impacts of
LSAPs in chapter 3, immediately after the announcement of QE1 in November 2008 MBS
yields and mortgage rates declined. However, in Figure 5.3 we saw that there was not
increase in house prices in the US until 2012. The third round of QE which included the

purchase of more MBS was announced that year.

Ivanova (2016) is critical of the neoclassical model used by the Fed which assumes that
the growing wealth provoked by LSAPs encouraged households to re-mortgage. It
ignores that household are also not homogenous, and that patterns of house ownership

are deeply racialised, and also depend on the gender and family structure.

Home equity is defined as the difference between the market value of the home the

household owns and the debts or mortgage that is still owed. The variables that alter
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the level of home equity are therefore the level of house prices, and the level of

mortgage payments.

One of the key sources for the demand for housing is the cost for households to get a
mortgage, and the willingness and benchmark for accepting mortgage applications that
banks and mortgage lenders have and give. A decrease in interest rates and mortgages
rates means the amount a household needs to pay each month for their mortgage would
decrease, so in the short run it would mean that the household paying off a mortgage
on their home would have a slower rate of accumulation of home equity wealth.
However lower mortgage repayments reduce the risk that the household will not be
able to keep up with their mortgage payments and face foreclosure, thus in the long
term there will be more households with home ownership and so with higher net worth.
In the long run households borrowing for mortgages helps households to accumulate

home equity and thus increase their net worth.

In the next sub-section | argue Black and Hispanic households are less likely to be
homeowners or have a mortgage, and thus a lot of these households have zero home
equity. In addition, there is a higher risk for black and Hispanic households to default
on mortgage payments, even after the decrease in mortgage rates from LSAPs, as they
have to pay relatively higher interest rates on their mortgage, due to a perceived extra
risk in lending to these households, which arguably becomes a self-fulfilling prophecy.
Chiteji (2010) found that black families pay about 1% more on mortgage interest rates
than the average white family, and they also have to borrow more relative to their

income. Thus, LSAPs helped black families to a lesser extent compared to white families.
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Figure 5.15 Source Federal Reserve Economic Data (2019)

Average Fixed and Variable Mortgage Rate in US, 2007-2017
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What we can see from Figure 5.15 on the average mortgage rates for both fixed and
adjustable/variable rates is that at the end of 2008 when LSAPs started, both rates
started to tumble. Both remain at a similar level between 2007 to mid-2009 when
variable rates start to fall more than fixed rates. From 2010 over time the gap between
fixed and variable rates grows, with the variable rate responding greater to the fall in

the Federal funds rate.

According to Garriga et al. (2017) if households have more variable interest rate
mortgages than fixed rate mortgages, then the transmission of monetary policy will be
more powerful. As most of the households in the sample, regardless of the head of
household characteristics, have fixed interest rate mortgages, and thus this channel will
have not been so powerful. The data in Figure 5.15 fits with what Nakajima (2015) found
that fixed term mortgages are more common in the US than many other countries. It
means that their mortgage payments will not change, and thus there is not such a great
of a ‘wealth effect’ to households with mortgages, through the reduction in mortgage

rates from the LSAPs/QE1 and QE3.
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Figure 5.16. Source PSID (2019), author’s representation.
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Figure 5.17. Source PSID (2019), author’s representation.
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If we look at Figure 5.17, we can see that there was little decrease during the period of
LSAPs. This is most likely due to the fact in the figure before we can see that most

households with mortgages across all groups have a fixed rate mortgage. Therefore, this
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channel of LSAPs did not benefit the wealth of households that already had mortgages

or were already homeowners across all household categories.

Figure 5.17 may be misleading because although it shows white and male head
households were paying larger mortgage payments per month than female and black
headed households, it does not take into consideration the relative size of the mortgage,
the property value and the income relative to the mortgage payment. Fuster and Willen
(2010) found that although QE1 reduced borrowing rates, and in particular for
mortgages, for those with poorer credit scores saw relatively less of a reduction in their

mortgage rates compared to households with good credit scores.

Figure 5.18 Source: Federal Reserve Economic Data (2019)

Delinquency Rate on Single-Family Residential Mortgages,
2007-2017 (%, quarterly)
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In order to fully understand why homeownership continued to decline, we must
consider the rate of foreclosure, or delinquency in mortgages. Figure 5.18 shows the
delinquency rate on residential mortgages, meaning what percentage of households
with a mortgage are falling at least a month behind with their mortgage payments. This
is not the same as the foreclosure rate, however if a mortgage payer is experiencing
delinquency, their chances of experiencing foreclosure are much greatly increased. To
further clarify what Figure 5.18 shows, ‘Single-Family’ does not mean a single parent
family, but rather just one family in a dwelling. Figure 5.18 shows that the delinquency
rate increased rapidly from 2% in 2007 to 11.5% in 2010, and then stayed relatively high
until October 2012 when it began to decrease again. By the end of 2014 it had fallen to
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6%. So, for most of the period of the LSAPs, delinquency rates were very high. This can
partly be explained by the findings in Figure 5.16 that the vast majority of all household
mortgages are fixed rate, and so would not adjust so much to the lowering of risk and

rates induced by the Fed from buying excessive amounts of MBS.

Regardless of the impact of LSAPs on mortgage rates, what the high delinquency rate in
the period 2009-2012 also suggests is that the foreclosure rate remained very high, and
so some households were still losing their home equity, which was likely to be the

majority of their wealth.

5.3.1. By gender
The analysis of the changes in non-financial wealth by gender is hindered by the fact
that there is a lack of data on housing and mortgages by gender or family structure. In
terms of the homeownership rate by gender and family structure there was not any
disaggregated data for these categorise. | was also not able to find any data on the
foreclosure or delinquency rate on mortgages not only not disaggregated by gender but
also by the household family structure. In terms of previous research on this topic,
Fishbein and Woodall (2006) found that female mortgage borrowers in 2005 were
disproportionately likely to receive subprime loans across all income groups. Dymski et
al. (2013) found that single mothers were being disproportionately targeted by the
subprime mortgage lenders during the housing bubble, and more likely to face

foreclosure.

If we then look at Figure 5.18 on the overall delinquency rate in the US, we can presume

that families that are headed by a single parent will be overrepresented.
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Figure 5.19. Source: PSID (2019), author’s representation.
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Figure 5.19 shows the stark difference between male head and female head households,
even for those that do have mortgages and home equity. Thus the ownership of other
assets such as stocks played a larger role in reinforcing the unequal gender distribution

of wealth.

5.3.2. Byrace
For the racial analysis of non-financial wealth there is more data available to draw
conclusions from on the impact of LSAPs on this type of racial wealth inequality. With

regards to homeownership, Sharp and Hall (2014) found that during the early 2000s the

Figure 5.20. Source: Federal Reserve Economic Data (2019)
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racial gap in home ownership was widening, and African-Americans were 50% more

likely than similar white households to lose their home.

If we look at Figure 5.20 we can see that the overall in the US homeownership was
declining 2007-2017, from 68.4% to 64.2%. For white non-Hispanic households, the
change was from 75.3% to 72.7%. Whereas for black households it went from 48% to

42.1%, and for Hispanic households

Although | was not able to get the foreclosure rate by race, other studies have found
that between 2007-2009 the foreclosure rate per 10,000 loans by race of household was
452 for whites, 769 for Hispanics, and 790 for blacks (Gruenstein, Li, and Ernst 2010). It
is likely this trend continued throughout the period of high foreclosure rates during and

after the recession.

Figure 5.21. Source US Census Bureau (2019), author’s representation.
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Figure 5.21 shows the racial gap in homeownership between black and white, and
Hispanic and white households. A ratio of 100% would mean that the races have the
same rates of homeownership. During the period of LSAPs, the black to white ratio in

homeownership went from 63% in Q4 2008 to 59% Q3 2014. The Hispanic to white ratio
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in homeownership went from 65% in Q4 2008 to 63% in Q3 2014. Thus, the racial gap in

home ownership was increasing during the period of LSAPs in the US.

The LSAPs were not the cause of the increasing racial gaps in homeownership, but this
trend will have meant that Hispanic and to a greater extent black households are less
likely than white households to see their net worth increase from the ‘wealth effect’
created by LSAPs in the housing market. This was because firstly black and Hispanic
households are less likely to have a mortgage, secondly, they have higher foreclosure

rates, and so thirdly they have lower homeownership rates.

Figure 5.22. Source PSID (2019), author’s representation.
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Figure 5.22 shows the racial differences in net worth between households that have a
mortgage (and thus some home equity) and those who don’t have home equity. White
households with mortgages have a significantly larger net worth than any other
households. For black households with mortgages, their net worth went from $4,000 in
2009, and then to $3,600 in 2013, so they had further decreases in their net worth during
the period of LSAPs. The gap in net worth between white households with mortgages
and black households without mortgages from 2009 when LSAPs just started to 2015
just after they finished grew, from 3.3% to 2.96%. So, although households paying
mortgages may have bigger debts, they also have a greater value of assets because of

their home ownership.
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Although African Americans tend to buy houses that are of a lower value than whites,
Chitjei (2010) shows that African American households pay relatively higher mortgage
rates and have to take relatively larger mortgages because of their lower incomes and
creditors perceiving them to be higher risk borrowers. With the same collateral, a white
household would be able to get a larger amount of credit and a lower interest rate. Thus,
they have a relatively better quantity and quality of a loan compared to African-
American households. Discrimination by mortgage lenders means that even if an
African-American household applied for a mortgage for the same amount and years as
a white household, the African-American household would on average be given a higher
interest rate. Thus, they would have much higher relative monthly mortgage payments
to make. Therefore, LSAPs reinforced the current unequal and discriminatory situation

in the lending markets.

5.4. Relevance of results

5.4.1. Did the LSAPs increase gender and racial wealth inequality?
Overall racial wealth inequality did increase during the main period of LSAPs in the US.
From the data on the ownership of financial assets it was clear that the increase in stock
prices overwhelmingly benefitted white households. The unequal distribution of
financial assets (stocks) is much starker by race than gender, and also the increases in
stock prices were much greater than house prices. This fits with the finding of McKernan
et al. (2014) that the fall in value of home equity was greater than the value of financial
assets such as stocks. In terms of non-financial wealth, black and Hispanic households
less likely to own a home in the first place, those who are able to get a mortgage are
more likely than their white counterparts to default on payments and foreclose on their
mortgage. Thus, much fewer households in these groups compared to whites would

have experienced growing home equity.

Due to a lack of properly disaggregated data on gender, we cannot properly conclude

the gendered wealth inequality effects of the LSAPs.

For homeownership there is more inequality in the distribution by race than gender, but

that does not mean that gender is an aspect that should not be considered in the
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analysis, it should be included with race to get a more in depth understanding of which
households benefitted the least or not at all from the ‘wealth effects’ of LSAPs. For
example, Long (2018) has argued that racial differences in mortgage lending may have
been exacerbated by gender inequality (p226). Thus, there may be a greater wealth gap
if a gendered analysis is included, such as a separation in the disaggregated analysis of

the changes in the wealth distribution between black women and black men.

Although the strength of the results and conclusions from this analysis could be disputed
because there has not been an econometrical regression analysis to control for other
household characteristics such as income, age and education, what has been found in
previous regression analyses on the gender and racial wealth gap, is that even when
controlling for other socioeconomic characteristics, the results still hold (Schmidt and

Sevak, 2006), (Pfeffer, Danziger and Schoeni, 2013).

5.4.2. Policy recommendations
Analysing changes in wealth distribution through a gendered and racial lens does give a
different conclusion to the extent of the increase of wealth inequality in the US during
the period of the LSAPs, compared to a gender and racially blind ‘aggregated’ wealth
distribution data analysis. It gives a more certain answer that there were increases in

wealth inequality compared to ‘aggregated’ studies.

One of the arguments that has been made by some economists (generally mainstream
economists) is we should not worry about the net wealth inequality effects of LSAPs
because the outcome is “pareto optimal”, which means no household was made worse
off as a direct consequence of the LSAPs (Casiraghi et al. 2018). The LSAPs did not directly
cause the widening in the racial wealth gap, however as pointed out in the introduction,
there are significant economic and social problems associated with rising wealth
inequality between different groups in US society. Therefore the ‘cost’ of the worsening
of wealth inequality, whether it be aggregated or disaggregated by far outweighs the
pareto optimal ‘benefit’. Mainstream economists need to seriously reconsider their
criteria to prevent LSAPs and other economic policies from reinforcing racial and
gendered wealth inequalities. “Regrettably, social arrangements in twenty-first century
America still rest upon structural racism, supported by institutional practices that exploit
minority status” (Aguirre and Martinez 2014: 12). Moreover Seguino (2019) has argued

that monetary policy has received less attention than fiscal policy as a tool for promoting
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gender equality. If it is a tool to promoting gender equality, then of course it can also be

a tool that can be used to inadvertently decrease gender equality also

Another critique of the LSAPS is from Keynesians, who would argue that expansionary
monetary policy should be about giving a stimulus, and giving money to those that
need it the most and have the highest propensity to consume would have the greatest
economic benefits to the whole economy, which goes back to the ‘hand to mouth’
classification previously mentioned. The ‘wealth effect’ created by LSAPs tended to
favour wealthier households, which also tend to be male headed, couple households
and white households, who have the lowest propensity to consume on average than
any other household, which means that the effectiveness of expansionary UMP

stimulus is reduced Casiraghi et al (2018).

6. Conclusion

Wealth inequality is a serious issue in the US, and should be more on policy agenda, like
income inequality, especially in countries like the US which have minimal welfare
provisions and safety nets, as well as significant university fees and a strong culture of
homeownership which requires households to rely on their own wealth much more.
Furthermore, the US is very unequal in the distribution of wealth when broken down
between households categorised by the gender and race of the head of the household.
Therefore, this thesis has examined what impact the UMP LSAPs have had on gender

and racial wealth inequality in the US.

In chapter 2 it was found there has been a complete lack of studies on the gendered and
racial impacts of monetary policy in the US since the dramatic shift in the
implementation of monetary policies by the Fed with UMPs in response to the global
financial crisis. Chapter 3 explained theoretically and with empirical evidence the links
between changes in US household wealth distribution and the LSAPs, with the largest
‘wealth effect’ coming from increases in stock prices, and to a lesser extent from house
prices. Chapter 4 looked at the results of recent studies on the impact of LSAPs on

aggregated gender- and racially-blind wealth inequality in the US, and found there was
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no consensus on the net wealth inequality effect. However, the results from studies on
other countries on the gendered impacts of QF indicated that there are negative wealth
inequality effects. Moreover, the vast amount of literature on the unequal gender and
racial wealth gap in the US emphasised the need for this thesis topic to be investigated
further. The overall conclusion from the literature review chapters is there has not been
and there is a compelling need for a study on the gender and racial wealth distributional
impacts of LSAPs or UMPs in the US. Chapter 5 began with a description of the recent
trends in wealth inequality in the US, and then discussed the changes in gender and
racial wealth inequality in the period 2001-2017. The household data was further broken
down by stock and housing assets. The main conclusion is that racial wealth inequality

did increase as a result of the LSAPs (ceteris paribus).

The US and the global economy would have been worse off overall if LSAPs had not
taken place. My research indicates that LSAPs did contribute to an increase certainly in
the racial wealth gap, and perhaps also in the gender wealth gap, but is not an argument
to say that the Fed should not have pursued the LSAPs. The point of research is to find
out what really happened, and not stipulate the impact hypothetical predictions that did
not occur, given the negative consequences or lack of benefits policies can have on some
households. Thorough ‘post-mortems’ should be carried out of any economic policy,
including LSAPs as they do have long term consequences. It will now take racial minority
households longer to catch up to close the racial wealth gap in the US because white
households disproportionately benefitted from LSAPs and their wealth effect. Thus, the
wealth inequality effects of LSAPs should not be ignored, even if they are ‘pareto

optimal’.

This thesis has only been able to give a descriptive data analysis on the changes the key
components of household wealth which related to the impact of LSAPs. To strengthen
the empirical evidence, an econometric analysis should be carried out using the data
that | have used. However, the methodology of the surveys that collect data on
household finances and wealth in the US needs to be improved. The SCF is one of the
most widely used and yet it is not a panel survey. The results from the SCF would be

better for evaluating policies if it became a panel survey like the PSID.
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Not only in household surveys, but in surveys more broadly there needs to be
disaggregation of data by race and gender. Without this it is difficult to draw proper

conclusions on the impact of economic policies on gender and racial inequalities.

Given that the Fed carried out its LSAPs differently to other central banks, in terms of
which assets were bought and the quantity, such as buying MBS assets in order to
improve the housing market, it is questionable whether the results are relevant to
monetary policy making and the trends in wealth inequality in other countries that
conducted LSAPs, such as the UK and the Eurozone. Thus, more research needs to be
done to compare the gendered and racial inequality effects of LSAPs between the US

and other countries.

This thesis on investigating impact of LSAPs in the US on gender and wealth inequality
has taken more space to discuss than originally planned. However, we should be
concerned if a monetary policy is fortifying poverty and inequality between white
households and black and Hispanic households, and also women and men (Seguino and
Heintz (2012). Hence given the importance of this topic, it was required for the analysis

to be done properly and thoroughly.
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8. Appendix

Table 8-1. Methodology of the Household Surveys in the US

Survey Years of Methodology My calculations
waves
Survey of | 2001- SCF includes roughly 4,500 families per survey year. The data For calculating the
Consumer | 2016, consists of a core sample, representative of the total wealth gap ratios, |
Finances conducted | population (two-thirds of the survey), combined with a high- divided the median
(SCF) every 3 income supplement, from the US Internal Revenue Service net worth and then
years. (IRS) (1/3™ of the survey), who have a high probability of the median value
having high net worth. Their estimates for median net worth of stocks of black
and the value of assets is higher than for other surveys such as | or Hispanic by
PSID because they oversample the wealthiest households in white. The same
their methodology. The SCF defines net worth as the total sum | method was used
of wealth, financial wealth, real assets and retirement wealth to calculate the
minus any liabilities such as mortgages and other debts. female/male
Further details can be found here on the definitions. wealth gap from
The methodology of race and ethnicity categorisation changed | the PSID data.
in 2004. The question that has been asked since then about the
self-identified race of the household is “Which of these
categories do you feel best describe you: white, black or African-
American, Hispanic or Latino, Asian, American Indian or Alaska
Native, Hawaiian Native or other Pacific Islander, or another
race?” respondents are allowed to give more than one, but only
the first one, the one they identify most with is included in the
survey data. Respondents are also asked whether they were of
Hispanic/Latino culture or origin, regardless of race.
The SCF is not a panel data set and so does not use the same
households in every survey wave. This makes it more difficult to
accurately conclude what the exact effect of an economic shock
or policy was on a household’s wealth.
Panel 2001- The PSID is made up of two samples. The first is nationally | used the gender
Study of 2017, representative, and the second draws on families from lower and race categories
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Income
Dynamics

(PSID)

conducted
regularly
every 2

years.

income levels. Being a panel study and having the same
households included in each wave means it is more plausible
to get a better approximation of how a policy would have
impacted the changes in the wealth of a certain type of
household, as you are controlling for other household
characteristics.

It draws on fewer survey items than the SCF for the total net
worth, but still covers all major wealth components.

The main household categories that | use are based on
whether the sex of the head of the household was female or
male, and if the head of the household was white or black. Up
until 2015 the survey took the male of a heterosexual couple
(married or cohabitating) to be the head of the household, and
only in 2017 did the survey change its questionnaire to ask the
‘respondent’ of the household. Therefore, the data on ‘Male
Head’ includes single male households and also couple
households, whereas the ‘Female Head’ does not include
women that are in heterosexual couple households, and so the
vast majority of these respondents are single. The
categorisation of ‘White Head’ or ‘Black Head’ also does not
consider the race or ethnicity of the spouse if there is one and
only that of the head of the household, which will be male

unless the household is single female.

to filter the
households and
then to calculate
the median wealth,
and then filtered
by households that
said they had
monthly mortgage
payment. | then
calculated the
median monthly
mortgage payment
from this and then
what percentage of
these households
said they had fixed
or variable rate
mortgages from
the total of all
households in that
gender or race

category.
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