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communities of color to suffer the largest loss of wealth in modern history. Since that report 
was issued in January 2008, estimates of foreclosures have increased from 1.1 million 
to 2.2 million115 and the estimated loss of housing wealth has increased from nearly $2.2 
trillion to $2.7 trillion.116 In addition to those directly affected, this crisis continues to erode 
critical community assets from neighborhoods, towns, cities, states, and the entire country. 
The devastation of communities of color reflects the precarious economic nature of these 
communities due to historic and contemporary discrimination. But this vulnerability has been 
visible for years, and the devastation was preventable.

Housing value has continued to plummet, decreasing for both those directly foreclosed and 
those owning homes in the same neighborhoods. Analysts predict 40.6 million homes will 
experience an average $8,667 decrease in value due to failed predatory subprime loans 
made to their neighbors.117 Communities of color, whose home values are already lower 
than their white counterparts and who received predatory loans at 2 to 5 times the rate of 
their white counterparts, have been hit particularly hard. In places such as the District of 
Columbia, which has a large population of color, The Center for Responsible Lending projects 
an average decrease in value of $18,930 per unit.118

The ripples of the faulty mortgages peddled in communities of color go further than just 
the decreased value of neighbors’ housing, extending into the coffers of city governments. 
It is estimated that communities are losing $8.45 million dollars in tax revenue due to the 
foreclosure crisis.119 These losses are especially high in communities with a large number 
of people of color, regardless of income status. Tax revenue in many communities with large 
numbers of “middle-class” income earners have been hit disproportionately harder than 
those with large numbers of low-wage income earners. With the loss of revenues, local and 
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state governments are heading for shortfalls and are planning spending cuts. Ironically, it is 
often essentials like school, health insurance, and other social services that are the first cut. 

Overall, in 2008, 29 states were experiencing budget shortfalls, with a total deficit of 
over $48 billion.120 California is predicted to slash its education budget by $4.8 billion in 
2009.45 President Bush proposed reducing the national education budget by $3.2 billion by 
eliminating 121 key educational programs in the most recent budget session.122 As a result 
of these federal and state-level budget crises, some communities across the country are 
moving to a 4-day school week. In other words, the best chance for people in impoverished 
communities to increase their opportunities is now being limited. While cuts are being 
made to the wealthiest schools, they are still providing high quality education. Cutbacks 
disproportionately affect schools of color, due to the precarious nature of funding associated 
with those schools and communities.

Conclusion

Empirical evidence continues to mount of the growth of a permanent “lower class” that 
is disproportionally made up of women and people of color. But more disturbing are the 
emotional stories of families and individuals who work hard and yet find themselves stuck 
while others pass them by. For the first time, large communities of young people may 
not make as much income as their parents. Generations of discrimination and economic 
marginalization have exacted a deep emotional toll. Martin Luther King, Jr. envisioned a 
world in which a person who is willing to work can find it, a person wanting a home can buy it, 
and a person wanting education can earn it, but we are still far from that dream.

Problematic government policies have created high poverty neighborhoods that restrict 
economic opportunities and mobility. Structural barriers limit job opportunities to low-wage 
offerings, poor healthcare hinders people in these communities from working, and criminal 
records restrict the job opportunities of even the most willing individuals. Economic assets 
are nearly non-existent in communities with concentrated poverty. While evidence of the 
existence of and brutality inflicted by these structural problems continues to grow, they 
continue to be unaddressed. 

Still, our history reminds us that problems like this can be addressed. This moment presents 
us with a unique opportunity to recognize the failures of existing government policies and 
renew our covenant to make this country live up to the dreams of its people: that regardless 
of where you are from, you can go anywhere. 
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As we celebrate the 80th birthday of Dr. Martin Luther King Jr., we have the first African 
American president of the United States and face the most serious economic crises the 
nation has seen in a generation. This historic moment is ripe with opportunity to reduce 
economic inequality and end the legacy of white racism that has contributed to today’s racial 
wealth divide and so long stained this country.

Today, the wealthiest 10% of Americans own more than two-
thirds of America’s wealth. In the last 35 years, the richest 1% 
of Americans experienced a 62% drop in their federal income tax 
rate, while their incomes increased over 80%. In the same time 
period, low- and middle-income people saw their wages stagnate 
while payroll taxes, which fall most heavily on them, increased 
25%. The average American has used debt to compensate for 
stagnant wages and increasing healthcare, education, energy, and 
other basic costs. Some on Wall Street bought and sold this debt, 
making billions for themselves, but leaving the economy of the 
nation in ruins. 

Today’s recession, financial crisis, and subprime crisis all stem 
from the failure of our economy to sustain a strong and growing 
middle class. Over the last 30 years, middle-class and low-income Americans have seen 
their incomes stagnate, their savings disappear, and their net worth vastly dissipate. The 
Center for Economic and Policy Research estimates that, if home values decline by 20%, the 
median home owning household between the ages of 45–54 will see a 45% decline in wealth 
compared to their wealth in 2004 (The Housing Crash and the Retirement Prospects of Late 
Baby Boomers, Dean Baker and David Rosnick, June 2008). According to the S&P Case/
Schiller 20-City Home Price Indices, as of August 2008 home 
prices have already declined by 15.9%.

The roots of the financial crisis and the larger economic crisis are 
the government forsaking average Americans for the short-term 
interests of the economic elite, and the uninhibited greed and 
rampant speculation by some of the wealthiest Americans who now 
demand that the American public bail them out. Government has 
failed to adequately advocate and provide for those who worked 
hard and who increased the nation’s level of productivity, but never 
saw a corresponding increase in wages. 

As we usher in a new president, a new Congress and a new 
economic agenda, America must not look to solely redress the 
immediate problems of a down economy but also the longstanding 
problems of disenfranchised communities and growing inequality. The following are policies 
and ideas that, if implemented, would advance Dr. King’s hopes and dreams, providing the 
country an opportunity to enact change all of America could believe in.

Chapter 3: Where Do We Go from Here?

“I am convinced that if  we 
are to get on the right side of  
the world revolution, we as a 
nation must undergo a radical 
revolution of  values. We must 
rapidly begin the shift from a 
“thing-oriented” society to a 
“person-orientated” society.”

Martin Luther King, Jr., 1967
“A Time to Break Silence” 

“Let us be dissatisfied until 
the tragic wall that separates 
the outer city of  wealth and 
comfort and the inner city of  
poverty and despair shall be 
crushed by the battering rams 
of  the forces of  justice.”

Martin Luther King, Jr., 1967
“Where do we go from here?”
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Understanding the Problem

Our current financial crisis is one of empirical severity and a crisis of silence. While some 
have sounded the alarm of economic inequality for years, the crisis has seemingly evaded 
our public policy discourse. This is due, in part, to our current instruments for measuring the 
economic health of communities, demographic populations, and the country at large.

Our current indications for recession do not take into account:

Wealth inequality
Asset measures
Income inequality
Employer-based benefits versus employee-based benefits
Various types of unemployment (temporary workers, underemployed workers, multiple-
job unemployment)

Other indicators, in their current formulation, often mask the depths of economic issues 
that affect the entire country. For example, the poverty measure does not account for 
fluctuations in income that poor populations and people of color experience throughout the 
year. In addition, arbitrary limits on the definition often indicate economic health that is, in 
fact, temporary. These arbitrary limits (e.g., asset limits) are also found in other government-
based programs such as welfare and other benefit programs. 

Developing a New Understanding of  Wealth Creation

Wealth is not created through a sole individual and a “free” market system. Wealth is 
created by individual efforts, a well-regulated economy and the investment of public 
resources. The mythology of one person pulling themselves up by their bootstraps is 
pervasive and too often provides a false premise on which economic policy is subsequently 
based.

The struggle around economic policy is often over the distribution of mass public investment 
or access to public resources. Corporate America has historically used public resources and 
investments to generate much of its private profits. Because most forms of public wealth 
are poorly defined or poorly managed, many extractive industries such as fishing, oil, coal, 
mining, and timber take public wealth while paying little or nothing in return. 

Private corporations siphon off wealth created by public and community investments for 
private gain. They often enlarge their profits by shifting costs off their balance sheets and 
onto the public ledger, which is done by externalizing costs such as pollution, infrastructure, 
and employee healthcare. Enormous profits are also made by corporate appropriation of 
publicly developed popular art, culture, internet content, and other goods that should be 
owned by the entirety of the country. Profits of this nature are often gleaned by placing 
publicly funded and developed knowledge under private ownership, and reaping the benefits 
of charging for its use. All this is done largely within the framework of the existing legal and 
economic belief systems. 

•
•
•
•
•
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Former Secretary of the Interior Walter Hickel quipped, “If you steal $10 from a man’s wallet, 
you’re likely to get into a fight, but if you steal billions from the commons, co-owned by him 
and his descendants, he may not even notice.” A commonwealth perspective is important 
in looking at current wealth inequalities and solutions. There is a long and unseemly history 
of the U.S. government channeling common wealth to expand the individual wealth and 
opportunity of privileged whites. 

Even before the existence of the United States as a nation, Europeans confiscated and 
enclosed land and natural resources from indigenous peoples, creating the base of wealth 
from which our modern economy derives. Similarly, the U.S. has repeatedly appropriated the 
natural resources and markets of foreign nations for its own benefit, oftentimes doing so 
through military interventions.

For hundreds of years, African people were shipped out of their native lands to be tools of 
wealth production in the U.S. Blacks were considered part of the wealth owned by whites. 
Black labor built wealth for white America, while their communities were later used as 
dumping grounds for the negative externalities produced by industrialization.

Domestically, we can also look back at the great “robber baron” fortunes of the industrial 
revolution that were based on white elites gaining free access to the nation’s natural 
resources to exploit for personal enrichment. Great edifices and charitable institutions still 
carry the names of the individuals who cornered markets built on public resources including 
oil, timber, and minerals – as well as wealth derived from mass public investment such as 
railroads and capital markets.

While public wealth has often helped fuel the great wealth of private corporations, it has 
also has been used for the greater public good. The post-World War II housing boom was 
fueled by subsidized assistance to over 35 million Americans between 1948 and 1972. 
During these years, 11 million families bought homes and another 22 million improved their 
properties. The biggest beneficiary was de facto “whites only” suburbia, where half of all 
housing could claim Federal Housing Administration (FHA) or Veterans Administration (VA) 
financing in the 1950s and 1960s. The home mortgage interest and property tax deduction 
also disproportionately benefited suburban homeowners, and interstate highway construction 
served as an indirect subsidy, as it opened up inexpensive land for suburban commuters. 
Today, the children and grandchildren of GI Bill recipients benefit from intergenerational 
wealth transfers that enable them to purchase homes, attend private schools, and start 
businesses. 

Central to the moral claim to eliminate the historical racial wealth divide is recognition 
that each of us has a birthright to a part of our inherited commons for our sustenance 
and livelihood. People chafe at the notion of “giving people something for nothing,” yet our 
history is replete with providing public resources and investment for private and public use. 
Much of the economic success of this nation should be understood as coming from access 
to government programs and public investments. We must create and expand programs 
that broaden wealth and opportunity so that more than just a few wealthy individuals and 
corporations benefit from the collective public wealth of our nation.
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Rebuilding the U.S. Homeownership Market

As highlighted in State of the Dream 2008: Foreclosed, leaving homeownership to 
the dictates and uncertainty of the private market has never adequately resulted in 
homeownership for most Americans. Whether it was the Homestead Act of 1862, the 
Servicemen's Readjustment Act of 1944 (otherwise known as the GI Bill), or the on-going 
mortgage insurance programs by the federal government, government subsidies have 
been a necessary component of growing homeownership. Recently, government policy has 
shifted from developing policy that would foster homeownership and protect homeowners 
to removing regulation from financial institutions. In the short term, this shift created great 
profits; the immense and rapid growth in profits was unsustainable, however, and has led to 
a collapse of the financial and housing sectors.

A deregulated mortgage lending industry, a federal fiscal policy that fed the unsustainable 
increase in home prices, and a cut in federal aid to low and moderate income housing 
has contributed to the bursting of a housing bubble and a massive loss of wealth 
for all Americans. Today housing policy needs to focus once again on strengthening 
homeownership, rather than allowing private industries to grossly enrich themselves though 
leveraging, speculation, and predatory lending.

Better Regulation of  the Real Estate, Mortgage Lending, and Finance Industries
There needs to be a stronger national standard in home buying instead of the current 
complicated patch-quilt system of state and local regulations. A national standard would 
simplify the home buying process, thereby lessening costs of compliance. For years 
consumer groups have advocated to strengthen the Home Ownership Equity Protection Act 
(HOEPA), but this call has been successfully opposed by the mortgage lending industry 
concerned that strengthening HOEPA would limit the securitization of subprime loans. As 
the nation faces a recession sparked by the mass securitization of bad subprime loans, it is 
apparent that greater regulation of the mortgage lending industry would have been beneficial 
to the nation as a whole. 

In response to the subprime mortgage crisis, the Federal Reserve has finally taken a few of 
the many steps advocated by consumer groups. The Federal Reserve approved a proposal 
to require mortgage companies to more clearly outline how customers will be able to make 
required payments, and to more clearly show the costs of loans that are often hidden in 
interest payments. This Federal Reserve plan is limited to only subprime loans, but should 
be expanded to all loans, as all Americans should have a more transparent home loan 
process. HOEPA should also be expanded to include contractors, appraisers, and other 
actors in real estate transactions. 

Finally as we have learned, finance plays an incredibly important role in homeownership. 
Strengthening homeownership in America will also require great reforms in the financing 
industry; these reforms should include extending financial reserve requirements to new 
security categories, placing limits on leverage for all regulated financial institutions, 
regulating the packaging of loans, and regulating hedge funds and private equity in a 
comparable manner to banks. 



United for a Fair Economy State of the Dream 2009: The Silent Depression 55

Chapter 3: Where Do We Go From Here?

Ending the Mortgage Interest Deduction Subsidy for the Wealthy
American taxpayers should not have to subsidize the homes of the richest 3% of US 
households, yet this is exactly what we do because of the unlimited mortgage interest 
deduction. Capping this deduction for households with incomes over $200,000 would 
generate $20 billion a year.

In 2005, President Bush’s Advisory Panel on Tax Reform recommended making the mortgage 
interest deduction more progressive by converting it from a deduction to a tax credit. A tax 
credit assists all taxpayers, while tax deductions are used only by those who itemize their 
tax returns. Only a third of taxpayers find it beneficial to itemize, and upper-income taxpayers 
are the most frequent itemizers. Changing the existing mortgage interest deduction to a tax 
credit would maximize the number of beneficiaries, instead of further concentrating such 
benefits among the already wealthy.

Strengthening Programs Providing Low-Cost Credit 
Providing high-cost loans to low- and moderate-income individuals with less than perfect 
credit can too often lead to unsustainable mortgage agreements, as demonstrated by the 
current subprime crisis. Low-interest mortgage loans are required for more of wealth-poor 
America. Vehicles such as low–interest, tax-free Mortgage Revenue Bonds (MRBs) that 
are sold to investors need to be greatly expanded so first-time homebuyers with low- and 
moderate income have the opportunity to access low-interest loans. 

An Economic Stimulus for Affordable Homes
Over a trillion dollars has been set aside for those in Wall Street who, through grossly 
irresponsible leveraging, turned the problem of predatory lending into an economic crisis that 
brought an end to the investment banking industry as we knew it. Similar riches have not 
been invested in homeownership and job opportunities for middle class and lower-income 
Americans. In order to move the American economy out of the current recession, a bottom-up 
economic stimulus package focused on the real estate industry is required. 

The government needs to stimulate the construction of affordable homes. In the private 
market, the primary motivating force is not just the drive to make a profit, but to make the 
largest profit possible. The higher profit margins that come with building expensive homes 
have made the affordable housing market less attractive for private home development 
companies. In some cases, the cost of building affordable homes is greater than the market 
value of these homes. 

Government subsidy of private business through affordable housing tax credits will provide 
an economic incentive to get this important industry building homes that middle-class 
Americans seek and providing jobs lower-income Americans need. This tax credit would 
increase profit margins for private companies to build affordable housing, which would 
require the tax credit to close the “appraisal gap” and create a margin of profit. 

In many communities throughout the country, local governments mandate that a certain 
percentage of all new housing construction be affordable. The federal government should 
consider requiring states, as a condition of receiving federal housing aid, to mandate a 
percentage of affordable and low-income housing in all new construction and renovations. 
This would not only increase moderate- and low-income housing, it would also help break up 
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the segregated areas of concentrated poverty, which provide a breeding ground for societal 
problems and dysfunction. 

Investing in the Future of  America

Investing in Job Creation
The National Urban League, in their Opportunity Compact announced in 2007, proposes 
an Urban Infrastructure Bank that would fund the repair and development of our schools, 
water systems, parks, roads, bridges, and community centers. There has also been much 
discussion about creating “green jobs” as America transforms its industry and lifestyle to 
better sustain the environment. Funding environmentally sustainable improvements to urban 
infrastructure would provide employment opportunities, strengthen America’s infrastructure 
and provide for a more secure and stable world.

Organizations like Green For All have developed an agenda to create mass employment that 
corresponds to a scale-back in our fossil fuel energy use. Becoming more environmentally 
responsible not only provides an innovative platform from which new jobs can be generated, 
it will also help prevent a recurrence of the run-up in energy prices that so challenged the 
budgets of most Americans during the summer of 2008. “Green jobs” are not the only 
avenue for job creation, however. Organizations such as YouthBuild USA and Job Corps 
should be supported, as they have proven to be effective in turning many who would 
otherwise become economically disenfranchised into employed contributors to the economy. 

Increasing federal investment in job creation benefits the economy as a whole. The Institute 
for Policy Studies report “Alternative Spending: Effects on Job Creation” notes that federal 
spending in construction and home weatherization is much more effective as a job stimulant 
than the standard conservative approach of tax cuts or military spending. 

Investing in Wealth Development
To address the nationwide precipitous decline of wealth, a comprehensive national savings 
program is required. Matched saving programs like Individual Development Accounts (IDAs) 
and so-called “KidSave” accounts have, for years, been successfully tested on a small 
scale in the United States. It is time to broaden these programs nationwide. As the recent 
turmoil in the stock market and the rapid decline of home value has demonstrated, good old-
fashioned savings accounts are still an essential part of a wealth portfolio and are the most 
secure during a time of economic downturn. 

Programs like IDAs encourage and strengthen the savings of those Americans who are most 
vulnerable during recessionary periods. IDAs are saving accounts that provide matching 
funds to assist and provide greater incentive for lower income families to save and build 
wealth. Ideally, lower- and middle-income Americans would be eligible to receive matching 
funds for their IDA through partnerships between various community based organizations, 
government programs, and sometimes the private sector. Through such government 
investment, America could strengthen wealth development from the bottom up rather than 
predominantly from the top down.
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Tying Wealth Programs to Financial Education 
With wealth development must come wealth education or financial literacy. The 2002 
Millennial Housing Commission reported that face-to-face counseling reduced defaults 
on home mortgages by up to 34%. This report also pointed out that financial education 
programs for low-income people are drastically inadequate. Only 120,000 to 150,000 
individuals received pre-purchase education through Federal Housing and Urban 
Development-related programs out of the approximately 1 million low-income, first-time 
homebuyers. 

The government should create wealth-building programs that require participation in wealth 
education. These wealth education programs will strengthen both the individual and national 
financial health. Wealth education will help individuals use the private market to their benefit. 
For example, studies have shown that up to 30% of those with high-cost subprime loans 
could have qualified for lower-cost mortgages (MHC report, p.17) 

Spreading the Wealth

The primary beneficiaries of trickle-down economics over the last several decades will be 
disproportionately expected to fund the new bottom-up economy that will stabilize and 
strengthen the national economy. Since the time of Dr. King, the richest 1% of Americans 
has seen their incomes explode while the top federal income tax rate declined by half. 
Since 1980, taxes paid primarily by the wealthy have been cut dramatically: the estate tax 
rate decreased by 46%, and the capital gains tax rate decreased by 31%. Meanwhile, the 
payroll tax rate – which falls most heavily on working people – increased by 25%. Overall, the 
trend has been a shift of the tax burden off of the wealthy and onto middle- and low-income 
Americans. The progressive nature of our tax system has seriously eroded over the past 
several decades. It has been estimated by the American Enterprise Institute that a family of 
four earning $50,000 pays exactly the same 30% of its income on taxes as a family earning 
$150,000. 

Hundreds of billions of dollars are required to remake the American economy into one 
where the majority of Americans can share in its prosperity. This money will have to come 
disproportionately from the wealthiest in society. To get us started, the Institute for Policy 
Studies has proposed the following tax policy reforms to generate new and desperately 
needed revenue.

Securities transaction tax: $100 billion a year
In this era of bursting economic bubbles, a small transaction tax will help put a break on the 
most rampant speculation. A penny on every $4 invested would generate $100 billion a year. 
Internationally taxes on stock transactions are already in use to discourage speculation.

Ending overseas corporate tax havens: $100 billion a year
Eliminating corporate tax havens that currently allow corporations to lessen, and sometimes 
avoid altogether, their fair share of the tax burden would generate an additional $100 billion 
a year.
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Wealth tax surcharge on households with $10 million: $300 billion a year
Congress should institute a wealth tax surcharge of no more than 3 percent on households 
with net worth over $10 million. These multi-millionaires realized huge gains from the 
manipulation of capital markets and the asset bubbles that created the current crisis. The 
small number of households with over $10 million of wealth currently control over 20% of the 
nation’s private wealth.

Eliminating the tax preference for capital gains: $95 billion a year
Only the wealthiest of Americans make significant income off of capital gains. These 
Americans pay a 15% tax rate on this income while a police officer can end up paying 35% 
tax rate on her or his income. The capital gains tax rate should reflect the progressive nature 
of the income tax rate and rise as capital gains increase. Taxing wealth and work at the same 
rates would generate $95 billion a year in revenue. 

Progressive inheritance tax: $60 billion a year and more
President George Bush rolled back the estate tax as part of his road to creating record 
deficits. In 2010, the estate tax will disappear entirely causing a loss over $30 billion, before 
returning in 2011 to previous rates. Implementing a progressive estate tax on estates over 
$2 million – $4 million for a couple – could generate $60 billion a year in the short term and 
much more in the future.

Healthcare and Social Security

Healthcare
Our country faces a major crisis in health care. The United States spends more on health 
care than any other country, yet lags behind other industrialized countries in health insurance 
coverage, infant mortality and life expectancy. Americans of color are disproportionately 
affected by this national crisis. Though people of color make up only one-third of the US 
population, they are more than half of those uninsured.

In addition to the health risks increased by not having adequate health insurance, lack of 
insurance and insufficient insurance is a dangerous economic liability. A 2005 Harvard study 
points out that illness and medical bills contribute to almost half of all bankruptcies. 

Comprehensive and universal healthcare for all Americans is critically needed. President 
Obama has promised to make health insurance “affordable and accessible” to all 
Americans. This is a promise Americans must ensure that he keeps, as it will strengthen 
both our healthcare system and the economy.

Social Security 
Social Security has proven to be one of the most successful anti-poverty programs in US 
history. As the National Bureau of Economic Research notes, between 1960 and 1996 the 
poverty rate of the elderly has declined from 35% to 10%. The NBER also highlights how an 
increase in social security expenditures per capita correlates with a decrease in poverty for 
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the elderly. These facts, and the current recognition of the volatility of the stock market and 
even home value, re-enforces the need to make the public social security system stronger 
than ever before. In our current tax system only the first $90,000  of an individual’s income 
contribute to social security. Most Americans do not make more than $90,000, so most 
have their entire income contributing to Social Security. Higher-income Americans have only 
part of their income contribute to Social Security; the highest-income people have an even 
smaller percentage of their income contribute to Social Security. A small reform that should 
take place immediately is the expansion to tax past the current exemption to $250,000.

A More Perfect Union: the Need for Affirmative Action

As the nation comes together to move the country past the current economic crisis, we 
should also use this opportunity to break up the concentrated poverty and legacy of 
disenfranchisement that has marginalized too many Americans. This requires us all to re-
embrace affirmative action policies. Affirmative action has a successful history of making 
inroads for women, people of color, disabled and lower-income Americans. Throughout 
the world – from Finland to Brazil to India to South Africa and countless other countries 
– affirmative action polices for racial, ethnic, language, economic, gender, and other 
groups have been and continue to be effectively used to fight institutional and historic 
discrimination. 

For all of its limitations, affirmative action has been one of the most successful and 
continuous diversity measures of the American government. A Center for Community 
Economic Development 2007 report highlights how affirmative action in public procurement 
helped minority- and women-owned businesses grow. The report also showed slower growth 
among minority- and women-owned businesses in states that repealed affirmative action 
polices. A rededication of affirmative action polices, coupled with broad-based, wealth-
building policies, will significantly advance this nation towards the American promise of equal 
opportunity and the pursuit of happiness. 
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