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Introduction

“All too often when there is mass unemployment in the black com-
munity, it’s referred to as a social problem, and when there is mass
unemployment in the white community;, it’s referred to as a depres-
sion,” said Martin Luther King in 1968. “But there is no basic differ-
ence. The fact is, that the Negro faces a literal depression all over
the U.S.”! Today, across every socioeconomic level, blacks have sig-
nificantly less wealth than whites.? Over a third of black families have
either negative wealth or no assets at all.> The 2008 financial crisis
devoured more than half the wealth of the black community, proving
once again the adage that “when Wall Street catches a cold, Harlem
gets pneumonia.” To the extent that media and politicians focus on
the racial divide, it is through its most urgent and salient features
such as police shootings, burning cities, white supremacists, crime,
and violence. Underneath it all is a deep and growing financial fault
line between black and white. Though hard to detect, it is nonethe-
less the defining feature of America’s racial divide because it is inti-
mately linked to so many other problems. The wealth gap is where
historic injustice breeds present suffering.

This book tells the story of how the wealth gap was created,
maintained, and perpetuated. To tell the story, this book lifts the
hood on the engines that the black community has used to fight
this gap for generations—black banks. Banks are the drivers of
wealth creation for any society, and banking policy is integrally
tied up with politics and power—and yet scholars have all but
ignored the black banking industry’s unique role in black wealth
development. What this history reveals is that black and white
Americans have had a separate and unequal system of banking
and credit. However, for over a century, black communities have
been urged by black and white leaders to rely on these segregated
black banks in order to reach individual and community pros-
perity. What comes into stark focus as we study these banks over
time is the tangible barrier to prosperity presented by segregation,
racism, and government credit policy. The effects of these forces
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on black banks demonstrate that successful banking and wealth
accumulation would remain perpetually elusive in a segregated
economy. Housing segregation, racism, and Jim Crow credit poli-
cies create an inescapable economic trap for black communities
and their banks. Black banking has been an anemic response to
racial inequality that has yielded virtually nothing in closing the
wealth gap.

Despite these grim economic realities, each of the following
leaders has championed black banking: Frederick Douglass, Booker
T. Washington, President Lincoln, W. E. B. Du Bois, Marcus Garvey,
Carter Woodson, Martin Luther King, Malcolm X, Jesse Jackson, the
Black Panthers, President Johnson, President Nixon, Alan Greenspan,
President Carter, President Reagan, President Clinton, and President
Obama among others. On issues of race, there is likely little else
that these leaders would have agreed on. Black-owned banks repre-
sented something different to each of them, but to all they held
the promise that a successful black bank would lead to prosperity
for blacks regardless of external circumstances.

Pushed outside the main arteries of American commerce, the
black community turned inward and created its own institutions.
The first black banks were formed less than a decade after slavery
ended, in the hostile climate of racism and Jim Crow segregation.
Most blacks could not save or borrow at white-owned banks, so they
established their own. The creation of the black ghettos led to a surge
in black banks in northern cities. As black bankers rose to the chal-
lenges of banking in a segregated economy, the community cele-
brated each hard-won success.

These banks were created to respond to racial hostility, but in
spite of and because of this, they came to signify racial pride, black
unity, and protest. For Booker T. Washington, black banking was sal-
vation itself; he said it was by owning a home and “bank account”
that the black man would eventually “find his way to the enjoyment
of all his rights.”* To Washington, money had no color and it was the
only path toward racial equality.

Likewise, black banks galvanized the black community during the
civil rights struggle. In 1968, Martin Luther King exhorted the black
community to “take your money out of the banks downtown and de-
posit your money in [a black-owned bank]. We want a ‘bank-in’
movement.”® To black nationalists, black banking was a necessary
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step toward asserting independence from white society. “Why should
white people be running the banks of our community?” asked Mal-
colm X. Black banking became a symbol of resistance, black power,
defiant self-determination, and active resistance to white racism.®

Black economic power and autonomy had a natural appeal in the
face of segregation and racism, but also constitute a political diver-
sion and a proxy for more meaningful reform. President Nixon threw
his weight behind black banking so that he could oppose controver-
sial desegregation programs and woo white moderates and conser-
vatives unwilling to push any further on racial reforms. Presidential
candidate Nixon’s civil rights platform was centered on “black capi-
talism.” He urged “more black ownership, black pride . . . and yes,
black power.”” The deceptively vague formula of black capitalism
was a neutralizing racial détente amid an unprecedented and vio-
lent black insurgency and a hostile white backlash. Nixon co-opted
the rhetoric of the radical black power movement to create a path
through a political quagmire that would disarm black radicals
and the white base on which his southern strategy relied. But what he
meant by black capitalism was a cheap knockoff of white capitalism.

So politically successful was the promise of black capitalism that
every administration since President Nixon has adopted it in one
form or another. Presidents Carter, Reagan, Clinton, Bush, and Obama
disagreed about many things, but they each sought to promote black
banks and businesses through programs called “community capi-
talism,” “enterprise zones,” or “minority enterprise.” President Reagan
called black business and black banking the “key to black economic
progress.”® Bill Clinton even created robust legislation to promote
“‘community empowerment” through banking—an infrastructure
that Presidents Bush and Obama bolstered and maintained. Presi-
dent Trump has made promises along similar lines. Instead of mean-
ingful financial support, the urban ghetto would get bankers.

The idea of community self-help, valuable as it was when there
was no other choice, has been deployed cynically at several pivotal
historical moments to thwart other, more direct answers to the ra-
cial wealth gap. The Freedmen’s Bureau, for example, initially pro-
posed to give freed slaves an allotment of the land their labor had
enriched. Instead, they got a bank. Northern industrialists came
out in support of Booker T. Washington’s plan for a segregated
black economy even as other black leaders were pushing for full
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integration. The New Deal programs that would have sent aid to
build housing in the urban ghetto were instead used to create white
suburbs that reinforced and perpetuated racial segregation for the
rest of the century. And as soon as the civil rights coalition began to
demand some form of wealth redistribution or poverty aid, Presi-
dent Nixon embraced black capitalism. Support for black banking
and black capitalism have been consistent policy band-aid solu-
tions, a decoy response to the fundamental challenge of over-
coming America’s legacy of slavery.

The theory of black banking is rooted in a foundational tenet of
American banking policy. Thomas Jefferson believed that banks
should be small and local as opposed to Alexander Hamilton’s vision
oflarge and national banks. Jefferson’s ideal was a locally controlled
economy, agrarian in nature, with decentralized monetary policy,
but he was on the wrong side of history—it is Hamilton’s centralized,
national, and large banking sector that became essential to a vibrant
American economy. Yet, when it comes to banking policy for poor
and marginalized communities, it is Jefferson’s outdated vision that
is still dominant. Small community banking has always held a spe-
cial appeal when applied to poor and marginalized pockets of the
economy. The promise is that a beleaguered community, having
been left out of the dominant banking industry, could pool its re-
sources and collectively lift itself out of poverty.

Black banks promised to control the black dollar and grow it.
If the color of the ghetto was black, so too would be the money
flowing within. Blacks must “control the economy of our commu-
nity,” said Malcolm X. President Reagan believed that black enter-
prises “are especially important in neighborhood economies
where the dollars . . . spent have a beneficial multiplier effect.””
But could a ghetto, born from racism and segregation, overcome
those forces through banking? Or was James Baldwin right when
he wrote that “a ghetto can be improved in one way only: out of
existence.”!0

Despite consistent bipartisan support and a few publicized suc-
cess stories, there was never any evidence that the design would
work. The very circumstances that created the need for these banks—
discrimination and segregation—permanently limited their effec-
tiveness and would ultimately cause their demise. The catch-22 of
black banking is that the very institutions needed to help communi-
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ties escape deep poverty inevitably become victims of that same
poverty. Blacks were poor and, due to segregated housing, their
homes were worth less. What this meant for black banks was that
their deposits were costlier and their loans were less stable, which
created a combustible situation over time. Housing segregation
prevented the growth of black wealth and presented black bankers
with an industry-crushing challenge. Not only were these banks
more vulnerable to failure, but even in flush times, they were unable
to perform the money-multiplying alchemy of banking. Pushed out
of the mainstream, blacks needed to create their own economic
engines, but their marginalization and exclusion from practically all
aspects of American economic life made their engines weak and
incapable of the economic growth bank financing is typically able to
produce.

The truth was that segregated communities could not segregate
their money. In fact, black banks, which were created to control the
black dollar, became the very mechanism through which black
money flowed out of the black community and into the mainstream
white economy. The ghetto economy was weak, extractive, and
costly. And the color of capital, commerce, property, trade, and
money was white.

White, too, was the color of government credit. In America, each
rung on the ladder toward prosperity consisted of bank credit—even
more so in the twentieth century when homeownership became
synonymous with both mortgage credit and prosperity. For blacks,
the path toward wealth was closed by segregation, government pol-
icies, and economic reality. As the overall American economy grew
by leaps and bounds, the urban black economy became locked in a
state of perpetual depression.

The ghettos that initially trapped America’s other immigrant
groups did eventually improve themselves out of existence, once
they were no longer segregated from the mainstream economy.
In fact, the dilemma faced by black banks is highlighted when
contrasted with the viable banks created by Italian, Jewish, German,
Irish, and Asian immigrants. Each of these immigrant groups faced
discrimination and exclusion like the black population, but the
key difference was that none of them was systematically, uni-
formly, and legally segregated to the extent and for the length of
time the black community was. Many immigrants eventually left
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their overcrowded ghettos and settled in suburbs where, through
violence, zoning restrictions, and racial covenants, blacks were
barred. This divergent path is illustrated by the fates of the home
loans and banks established by these various immigrant groups. One
instructive example is the Bank of Italy, which formed in San Fran-
cisco to serve Italian immigrants who could not get loans from the
mainstream banks. Eventually, the Bank of Italy grew and merged
into the mainstream U.S. banking system—just as Italian immi-
grants assimilated into American society. What was formerly the
Bank of Italy is now the Bank of America—the largest and one of the
most profitable banks in the country.!!

The success of immigrant banks should not be misinterpreted. It
was not self-help and community support that allowed them to
finance themselves out of the ghetto. They left the ghetto first. And
they did so only after being accepted as “white”; not through segre-
gating their money. The bootstraps they were given were government-
guaranteed mortgage loans, from which black people were ex-
cluded. Doubtless, many immigrants worked hard to achieve the
American dream of homeownership, but so too did blacks.

The black ghetto and the white suburb were created by heavy
state intervention. A government credit infrastructure propelled the
growth of the American economy and relegated the ghetto economy
to a permanently inferior position. The government-created credit
apparatus did not cross the red lines that policymakers drew around
the ghetto, and within the color line a separate and unequal economy
took root. If free-market capitalism is understood as allowing the
laws of supply and demand to operate without state intervention,
then the black ghetto was certainly engaged in capitalism, but at a
time when white America was not. Black capitalism, as it turned out,
meant capitalism only for blacks.

There has always been an attempt at justifying and explaining
wealth inequality in the United States. The economic oppression of
slavery was justified in the eighteenth century by a corrupted ver-
sion of Christian dogma that held that the white race had a divine
right to subject the black one. Then science was conscripted to do
the dirty work of white supremacy as social Darwinism held that race
hierarchy was nature’s will. Evolutionary theory and a sham science
of eugenics and phrenology justified the wealth gap in the nine-
teenth century. In the twentieth century, economic theory was used
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to justify the wealth gap. Market fundamentalists such as Barry Gold-
water, Milton Friedman, and Alan Greenspan held that the wealth
gap was a natural result of market forces and that any government
remedy was an inefficient market intervention. Black capitalism and
its subsequent iterations became the modern era’s justification for
wealth inequality. The theory held that the invisible hand had set
the price of black credit, the value of black homes, and the cost of
black labor. This book is a challenge to that premise and it lays bare
the fact that the hand that drives black poverty is not a natural and
invisible one, but rather the coercive hand of the state that has
consistently excluded blacks from full participation in American
capitalism.

This is not just a story about the harsh realities of American
racism—the violence and the repeated injustices—though these
forces are an essential background to the narrative. This story peers
inside the black community and studies its counterattack. But it is
not a story celebrating the heroic struggles of individual black
bankers who were triumphant despite the odds. There are certainly
stories of inspiration to be found, but the overemphasis on Horatio
Alger tales of success can lead to distraction. This is not a simple tale
of bad guys or good guys—the exploiters and exploited. In fact,
sometimes the exploited are the exploiters too. The story is larger
than the players within.

This is a story of economics, politics, and laws that sowed the
seeds of injustice into the soil of the American economy. The weeds
that grew from it did not need to be fed with racism. It used the ma-
terials available—commerce, credit, money, and segregation—to re-
generate inequality. It is too simplistic to blame the racists or the
loan sharks for the wealth gap. We need to identify the subterranean
forces that barely make a visible ripple on the surface as they per-
petuate injustice over time. To examine the history and function of
black banks is to shine a spotlight directly onto the fault line of eco-
nomic inequality.

In 2016, in conjunction with the Black Lives Matter movement,
activists renewed a focus on black banking. Yet, the industry is in
distress. In June 2015, Mechanics and Farmers Bank of Durham,
North Carolina, announced that it was shifting focus from specifi-
cally serving the black community to being just a standard com-
munity bank. It hired its first nonblack director, changed its name
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to the more modern “M&E” and announced that it would start
going after a broader customer base.'> To most banking industry
observers, this change was not newsworthy; in fact, hardly anyone
noticed. But the move might reflect the last gasp of a dying industry.
Mechanics and Farmers Bank was the oldest and strongest black-
owned bank in the country. Since 1907, it has been financing black
churches, black homes, and black businesses. It survived the Great
Depression, saving several other black-owned banks in the process.
And for almost a century, its insurance affiliate, the North Carolina
Mutual Life Insurance Company, was the largest black-controlled
business institution in the world.!3

While the demise of black banks across the country may have
been a foregone conclusion, their loss is significant because these
institutions represented something more than their vulnerable bal-
ance sheets. These are the institutions the black community has
repeatedly relied on to achieve prosperity amid forceful economic
headwinds. Their loss is a tragedy not because it is surprising, but
because no other institution is in a better position to illuminate the
complex and persistent obstacles to creating black wealth.

Black banks are the engines of promised prosperity in the black
community and it is by inspecting them that we can know most
about the self-reinforcing nature of black poverty. In fact, poverty
is the sand destroying these engines. Noting the “striking” trend of
black bank failures, a recent study linked the epidemic to the “deep
poverty” of the black community.!* In other words, the very pov-
erty that these banks have been trying to fight for generations is the
main obstacle to their survival. But the poverty rut is perpetuated
when communities lose access to banks. As a group, blacks are
more unbanked than any other race—60 percent of the black pop-
ulation is unbanked or underbanked, while only 20 percent of
whites are in the same category.!®> What this means is that blacks
disproportionately rely on fringe banks, leading to a debt trap.
Blacks pay higher interest on mortgages and small loans. They pay
more fees on basic services than similarly situated whites and they
are taken to court disproportionately by creditors for very small
debts.!6

All of this is both due to and contributes to the wealth gap. Without
a cushion of wealth, black families pay more for credit and financial
services and fall harder when they hit a bump. Wealth provides a



Introduction 9

layer of financial security, and this shock absorber is missing for
many black families. Especially for families on the bottom rung,
owning a home provides a substantial buffer against the harshest
edges of poverty, a stable foundation that can be passed down to the
next generation. It can determine whether your neighborhood has
decent or failing schools, whether you will be able to go to college,
whether you will face eviction, or whether you can meet unexpected
costs without having to resort to a payday loan. A store of wealth is
self-reinforcing, as is its absence. As Billie Holiday sang, “Them that’s
got shall get. Them that’s not shall lose.”'”

Historian Manning Marable has lamented that “the most striking
fact about American economic history and politics is the brutal and
systemic underdevelopment of black people.”'® When the Emanci-
pation Proclamation was signed in 1863, the black community
owned a total of 0.5 percent of the total wealth in the United States.
This number is not surprising; slaves were forbidden to own any-
thing, and the few freed blacks living in the North had few opportu-
nities to accumulate wealth. What is staggering is that more than
150 years later, that number has barely budged—blacks still own
only about 1 percent of the wealth in the United States.'®* When
Martin Luther King stood on the steps of the Lincoln Memorial in
1963, he said that “America has given the Negro people a bad check,
a check which has come back marked ‘insufficient funds.’ ”2°

This bad check was, in large part, the consistent faith in and pro-
motion of segregated black banking. The promise of black banking
is that the color of money does not matter and that black banks can
control and multiply black money in the same way that white banks
multiply white wealth. Yet despite a century of honest toil, the check
has continued to be marked “insufficient funds.” Whether the next
century yields a different result will depend, in part, on under-
standing the nature of the failures of the last.
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Slavery, “America’s original sin,” according to James Madison, cre-
ated the foundation of modern American capitalism.! It was slavery
and the “blood drawn with the lash” that opened the arteries of cap-
ital and commerce that led to U.S. economic dominance worldwide.?
The effects of the institution of slavery on American commerce
were monumental—3.2 million slaves were worth $1.3 billion in
market value, almost equal to the entire gross national product.®
Slaves were also a valuable store of capital because they were liquid
assets that could be exchanged on markets more easily than other
forms of property. Slavery’s unparalleled bounty is what caused
many Americans to tolerate such a barbarous institution. Growing
international demand for cotton fueled the growth of slavery, and
the legal and political arms of the state maintained and protected
it. More cotton led to more profits, which led to more demand for
slaves, which led to more legislation supporting slavery, and then
even crueler methods of oppression to extract more work from
slaves.

The institution of slavery was so at odds with the liberal notions
of equality avowed in America’s founding documents that a theory
of racial hierarchy was used to explain away the dissonance. Blacks
had to be seen as subhuman so that they could be treated as chattel.
In the antebellum era, Christian religious principles were exploited
to provide the rationale for racial subjugation.* Not only were slavery
and white supremacy condoned by God, but it was seen as God’s will
that white men exploit the labor of the black race. In The Christian
Doctrine of Slavery, a Presbyterian minister concluded, “It may be
that Christian slavery is God’s solution of the problem [of labor]
about which the wisest statesmen of Europe confess themselves ‘at
fault.’”®

The stark wealth distortion caused by slavery and the longevity
of its effects cannot be underestimated. Blacks were “articles of com-
merce,” as illustrated by the Constitution’s three-fifths rule. Slave
bodies were assets, credit, debt, currency—forms of capital and
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wealth. Between 1820 and the Civil War, banks across the South
issued notes with images of slaves printed on the money.® The cur-
rency of the South was the slave. Slaves were not just the labor in the
cotton production process; they were the collateral used to finance
the operations. Slavery modernized credit markets, creating com-
plex new forms of financial instruments and trade networks through
which slaves could be mortgaged, exchanged, and used as leverage
to purchase more slaves. In highly profitable, speculation-based
markets, many white men built fortunes trading in slave-backed
securities.” As is true of property ownership in any era, those who
held slaves had the ability to grow exponentially richer because they
could use their property to create more wealth.

For all the economic gains created by slavery, the slaves them-
selves could never profit. During the 246 years of institutionalized
slavery in America, enslaved individuals could not participate in the
economy as buyers and sellers. In order for slavery to function, the
slaves needed to serve as cogs in the machine and not its drivers.
They were therefore not permitted to own assets or offer their labor
for pay in any form. These prohibitions, which included ownership
of land and trade of any kind, were often cemented in law and en-
forced through violence.®

And since slavery was premised on white supremacy in a racial
hierarchy, an ideology avowed across the country and not just in the
slaveholding South, even freed blacks were restricted from full par-
ticipation in commerce. Small numbers of blacks in the North and
small populations of free southern blacks did manage to participate
in the economy, but they were tightly constrained. In virtually every
aspect of northern life, blacks were segregated from whites. Jim Crow
laws mandating segregation in practically all spheres of life began
in the North and West well before the Civil War.® Alexis de Tocqueville,
who came to marvel at America’s democracy, was shocked at the
level of racial prejudice he observed in the North. “The prejudice of
race,” he wrote, “appears to be stronger in the states that have abol-
ished slavery than in those where it still exists; and nowhere is it
so intolerant as in those states where servitude has never been
known.”10

Many states legally prohibited free blacks from owning property,
testifying in courts, or practicing professions or trades above menial
labor.!! Black businessmen typically could not sue white debtors in



12 The Color of Money

courts and were often restricted from engaging in finance.!? Similarly,
an 1852 Maryland statute excluded blacks from membership in thrift
or building and loan institutions.'* Where there were no legal barriers,
there were social forces that blocked blacks from organizing banks
and businesses. “A mere legal grant of a thing,” explained a black busi-
nessman, “does not mean that it will be immediately enjoyed. Public
opinion is often more binding than law.”'* And public opinion rele-
gated blacks to the lowest economic stratum.

During this era of exclusion, free black businessmen relied on
their own race for capital and credit. Black banking began as a pri-
vate affair.’® There were several black men of means who lent their
own money to other blacks, but the group was so small that their
names could be recounted by historians writing about them half a
century later.!® To the extent that there were any formal banking
structures, they operated through philanthropic societies and
churches. The center of the free black community in the North was
the city of Philadelphia, and as early as 1788, prominent black clergy
and business owners had organized “mutual aid societies.”!” Mutual
aid societies usually orbited the black church, the central pillar of the
black community. The most prominent and long lasting of these was
the African Methodist Episcopal Church (AME Church) in Philadel-
phia, founded by Richard Allen and Rev. Absalom Jones in 1787 with
the governing slogan “To Seek for Ourselves.” It did just that. Be-
tween 1847 and 1904, the church gave over one million dollars to
educational programs for blacks, and by 1907 it had supported
twenty-two schools. The collective power the black community har-
nessed through church membership also made black churches a
target for racial hostility and social control. After Nat Turner’s slave
revolt in 1831, southern legislators passed laws forbidding blacks
from preaching or congregating in their own churches. South Caro-
lina even prohibited groups of black individuals from meeting to-
gether “for the purpose of mental instruction or religious worship.”*8

By the mid to late 1800s, free blacks began to press against trade
restrictions by forming a financial sphere of their own. In 1851,
leading black businessmen and ministers gathered in New York City
“for the purpose of making plans for improving the Negroes’ eco-
nomic status.” They decided that blacks needed their own banks if
they were going to succeed in business.!® The group resolved that “a
mutual savings bank be established by Negroes” in order to “en-
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courage savings and thrift and . . . assist Negroes who wished to
enter business.”? A constant preoccupation among free northern
blacks trying to operate businesses or buy property was their in-
ability to secure any type of credit. Abram Harris, a prominent black
economist in the 1930s, listed the barriers to black enterprise before
the Civil War in the following order: “(1) The Difficulty of Obtaining
Capital and Credit; (2) Low Wages, Competition for Jobs, and Immi-
gration; (3) Mob Violence; (4) Occupational Restrictions; (5) Prohi-
bitions against Owning Certain Types of Property; (6) Denial of the
Right to Sue; (7) Restrictions against Settlement in the West; and (8)
Civic and Educational Handicaps.” Harris emphasized that “the
greatest handicap was, without a doubt, the difficulty of obtaining
capital and credit.”?! Thus, on the eve of the Civil War, there was a
vibrant ongoing discussion among free blacks in the North on
how they might establish credit and banking associations.

The bank envisioned by this group of business leaders would be
organized as a cooperative society and would rely on black inves-
tors in New York who, it was hoped, would invest their total accu-
mulated wealth in the bank to be used as starting capital. It was
crucial that the bank have access to the entire black community’s
resources—it was said that northern blacks held between $40,000
and $50,000 in Wall Street banks—so that it could lend to black en-
trepreneurs and would-be property owners. This was the first of
many attempts by black leaders and businessmen to convince
blacks to harness the collective power of black capital in support of
black banking. The bank ultimately failed to attract enough capital
and was never formed.?

The black community knew that it needed banks if blacks were
ever going to advance economically. Alexander Hamilton, the first
treasury secretary and the father of American banking system, ex-
plained that it was banks that could create the “augmentation of the
active or productive capital of a country.” Gold and silver, he said,
“acquire life” and only through the operation of a bank. “Banks in
good credit can circulate a far greater sum than the actual quantum
of their capital in Gold & Silver.” Explaining bank lending and the
money-multiplying magic of banking, Hamilton explained that bank
“credit keeps circulating, performing in every stage the office of
money.”?® In other words, it was through banking that American
wealth would be created.
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Bank credit creates wealth, which is why the isolated free black
community kept trying to create its own segregated banking system.
Bank credit was needed to “augment” capital, but could a bank be
created without capital? Could bank lending lead to wealth creation,
or did banking only work to multiply already accumulated wealth? In
a circular economic rut that would be repeated throughout history,
there was too little available capital to create a bank that could extend
credit so that more capital could be produced. And blacks’ access to
capital was limited because they did not have any political power.

Hamilton had emphasized that successful banking required a
strong partnership with the federal government. He told Congress
in 1790 that a bank is “not a mere matter of private property, but a
political machine of the greatest importance to the state.”?* A healthy
government needed a bank to survive, and strong banks relied on
government support. In order to thrive, banks needed government
charters, free and open access to enforcement of contract laws, and
the orderly maintenance of capital and credit markets. Though gov-
ernment intervention in the economy was limited in the antebellum
era, government’s hand was most apparent in banking and currency
markets, and it kept blacks out of both. If Hamilton was right in
saying that only successful banking could multiply wealth and that
strong central government support was needed for a healthy banking
system, could a people on the margins of the economy ever create
wealth through banking? Black banks would try to answer this ques-
tion for two centuries.

Black leaders continued to discuss the bank even as the slavery
question was being hotly contested on the national stage.?® These
were interdependent questions, for freedom would be severely re-
stricted without the ability to fully participate in the economy. Black
leaders stressed that emancipation would have to be followed by the
accumulation of wealth if the black community was ever to achieve
meaningful political equality. Frederick Douglass remarked that “the
history of civilization shows that no people can well rise to a high
degree of mental or even moral excellence without wealth. A people
uniformly poor and compelled to struggle for barely a physical ex-
istence will be dependent and despised by their neighbors and
will finally despise themselves.”?® The debate over a black bank
became moot, however, when free blacks lost their political status
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as a result of the 1857 Dred Scott case, which held that no black
individual, free or enslaved, could claim American citizenship.
The case was the last gasp of the South, which was increasingly
under pressure to release its grip on its profitable and abusive in-
stitution of slavery. The Industrial Revolution significantly changed
the nature of the economy and unleashed forces that would even-
tually lead to southern secession, the Civil War, and ultimately
emancipation.?”

Even though the Civil War decimated the South, the ill-gotten
spoils of slavery remained and grew in the former cotton empires in
America and Europe for generations. The theories of racial superi-
ority spun to justify centuries of enslavement stuck around too.
These theories, so infused in American culture, could not be shed
easily, and their long-lasting effects would lead to economic distor-
tions that constantly impeded those formerly enslaved from partici-
pating in the white-dominated economy.

The freed slaves had to make the transition from being capital to
becoming capitalists—from being chattel to owning it. They had to
do this having “neither money, property nor friends,” as Frederick
Douglass explained.?® The road to wealth presented severe obsta-
cles during the terrible confusion and upheaval in the Reconstruc-
tion-era southern economy.

The victorious Union army granted the slaves their emancipation,
and for a transitory moment the Union came close to giving them a
share of the land. After his famous march from Atlanta to the sea,
General William T. Sherman remained in Savannah as the war wound
down. There, he consulted with several black leaders who told him
that the ex-slaves, worried about lingering racial animosity, preferred
to take care of themselves on their own land.? Black minister Gar-
rison Frazier explained that the “way we can best take care of our-
selves is to have land and turn it and till it by our own labor.”% Blacks
had already begun to establish self-governing communities in sev-
eral places in the South.?! After emancipation, black communities
formed hundreds of mutual aid societies to work toward economic
self-sufficiency. They set up charities to take care of the poor and sick
and to educate each other. “We have progressed a Century in a year,”
said one freedman.3? During the first year of freedom in 1866, a “Negro
convention” held in Greene County, North Carolina, suggested that
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blacks could raise their economic status by creating joint stock com-
panies and patronizing black businesses.**

The black community’s main objective, which it sought through
political means, was acquiring land. Emancipated slaves and their
northern Republican supporters believed that land ownership was
the only way to achieve a free market in the South. Without land,
they would be at the mercy of their previous owners.>* Sherman
signed Field Order 15 in March 1865, which set aside 400,000 acres
of confiscated land for freed slaves.?® Sherman’s plan was to create a
territory exclusively for ex-slaves where they could live free of white
control and manage their own economic and political affairs.3 In
justifying this action, Sherman borrowed from Thomas Jefferson’s
populist view of land as usufruct. The basic idea was that landholders
owned property only due to the benevolence of the federal govern-
ment, in which all land rights resided. The southern Confederates’
traitorous act of secession forfeited their land rights.3’

Two months after the Sherman order, Congress created the Freed-
men’s Bureau and tasked it with transitioning former slaves to their
new lives; part of the plan was to dole out the seized land. The Freed-
men’s Bureau Act of 1865 formalized Sherman’s field order into a
law “providing that each negro might have forty acres at a low price
on long credit.”® The order came directly from President Lincoln,
who wished to give freed slaves “an interest in the soil.”® The price
of land was to be fixed at $1.25 per acre, 40 percent of which was due
up front. The land was to be protected by the military until Congress
could act to formalize land titles. Some families even received left-
over army mules.*® It seemed that the government was about to
create a black landowning class. In fact, during the Reconstruction
era, racial equality was even contemplated. Black lawmakers and
radical Republican allies like Thaddeus Stevens, Charles Sumner ac-
tively pursued full integration and equality.

Confiscating and breaking up the land meant destroying the
slaveholder oligarchies that had controlled the Confederacy. The
backlash was extreme and ruinous. Having contemplated a com-
plete reordering of the South, and perhaps exactly because the
stakes were so high, the Reconstruction revolution was violently
overthrown. Ex-Confederates won back through violence, fraud, and
coercion what they could not achieve through military victory or
political process.*! The Ku Klux Klan became a para-military force
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in the South whose purpose was the overthrow of Republican gov-
ernment, black politicians, and any other activists not fully in line
with the established antebellum order. According to Reconstruction
historian Eric Foner, “the largest number of violent acts stemmed
from disputes arising from black efforts to assert their freedom from
control by their former masters.” Especially vulnerable were blacks
who tried to purchase land.*? Reformists were assassinated, and black
voters were harassed. AsW. E. B. Du Bois explained, “Guerrilla raiding,
the ever-present flickering after-flame of war, was spending its forces
against the Negroes, and all the Southern land was awakening as
from some wild dream to poverty and social revolution.”*3

A postwar struggle was being waged over economic control of the
South. The Freedmen’s Bureau could not survive the violence and
chaos that followed Appomattox and thus promises of land and
equality vanished.** As Du Bois said of Reconstruction, “the slave
went free; stood a brief moment in the sun; then moved back again
toward slavery.”*5

President Andrew Johnson, the accidental president who assumed
office after Lincoln’s assassination, joined the white southern back-
lash and rolled back Lincoln’s promises. He thoroughly undermined
the Freedmen’s Bureau bill, including the land grant, and fought
the black rights movements, asserting that America would remain
a “white man’s government.”*® Though the southern rebels had ex-
pected to be hanged for their treason, Johnson welcomed them
back into the fold, pardoned them, and restored their confiscated
land. The land General Sherman had given to freed slaves in
Georgia was returned to the original owners before a full harvest
season had elapsed.?” The effects were devastating for blacks. Had
whites made good on this promise to blacks, claimed Du Bois, it
“would have made a basis of real democracy in the United States.”*®
Instead, the agents of the Freedmen’s Bureau went south to “tell the
weeping freedmen, after their years of toil, that their land was not
theirs, that there was a mistake—somewhere.”*?

Union General Oliver Otis Howard, who had the unpleasant task
of taking the land back from the freedmen after he had helped ad-
minister the order, nevertheless reasoned that the “freedmen should
have land, but they . . . must pay for their land.”* President Johnson
said that the Freedmen’s bill was advantaging blacks over whites
and that it was time for blacks to fend for themselves. “It is earnestly
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hoped that instead of wasting away, they will, by their own efforts,
establish for themselves a condition of respectability and prosperity.”
Johnson claimed that the laws of capitalism and free trade would
allow the freedmen to accumulate land without any special help
from the state. He was confident that freed slaves would be able to
choose their “own employment and their own places of abode” and
insist on and receive “proper remuneration” for their work and fur-
ther that the “laws that regulate supply and demand will maintain
their force, and the wages of the laborer will be regulated thereby.”>!

It is important to pause and note that during this time the govern-
ment was in the process of confiscating and distributing millions of
acres of land for railroad expansion—a heavy government subsidy to
a private enterprise. Banks were also being supported by public taxes
in order to induce them to extend credit to the South.>> The Home-
stead Acts gave out millions of acres of government land to white
settlers for years. The sheer scale of the land redistribution and its ex-
clusion of blacks from the bounty was not the laissez-faire free market
Johnson was describing.>® Blacks were denied land, not because the
government was beholden to market rules, but because the govern-
ment was controlled by political factions favoring the southern white
elite, and giving blacks land was politically unpopular.

The myth that free-market principles were guiding political
choices was further exposed as hypocrisy because blacks could not
even pay “market prices” for land. White southerners simply refused
to sell land to blacks. Land was sometimes sold at half the price to
white buyers compared to what black buyers were offering just to
avoid selling their land to blacks. Even when white landowners
did not have sufficient resources to cultivate the land themselves,
they still spurned black buyers.>* Southern states even passed laws
that forbade white sellers to sell land to blacks.* The abstract laws
of supply and demand could not work when actual state laws ex-
cluded blacks from free markets.

The southern economy was anything but a free market. Promi-
nent southern lawyers, legislators, and judges drafted laws that gov-
erned all aspects of black life and spurred racial bias across the
South. These “black codes” prohibited blacks from property owner-
ship, trade, testifying in courts, and voting. Blacks could not engage
in commercial trades other than what they were conscripted to do.
An 1865 South Carolina law declared that “no person of color shall
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pursue or practice the art, trade, or business of an artisan mechanic
or shopkeeper, or any other trade, employment or business. .. on
his own account and for his own benefit until he shall have obtained
a license which shall be good for one year only.”% One black veteran
remarked of these laws, “If you call this Freedom, what do you call
Slavery?”%’

By the end of the Reconstruction era, most freedmen were left
landless, voteless, and with practically every profession blocked to
them—their only choice was to grow cotton. Of course, that was the
point. The world cotton market, headquartered in Great Britain, was
heavily dependent on cheap and abundant cotton from the United
States. The global web of cotton merchants that connected capital
and trade through Liverpool, New York, Chicago, Paris, and Georgia
had been closely following the turmoil of the Civil War. The moment
the war ended, nervous cotton interests worked in local, state, and
national courthouses and legislatures to restore a cotton-growing
system as quickly as possible and as close to slavery as permissible.
Across the globe, cotton traders and capitalists agreed that blacks
needed to grow cotton. As Union general Frank C. Barlow put it in
1865 about his purchase of a southern plantation, “Making money
there is a simple question of being able to make the darkies work.”5®
Some northerners had opposed the land redistribution efforts for
the same reason. New York Democrat John W. Chandler argued that
the land bill “leaves the culture of cotton, which is one of the main
sources of national wealth, without security and without any certain
prospect of improvement.”5°

For blacks, freedom had meant that they would be in control of
their own economic destiny. For white capitalists, black freedom
meant that blacks would be paid wages for growing cotton. These
two interests and definitions of freedom were directly at odds. In
order to make blacks continue to work at growing cotton, it was cru-
cial that the freed slaves not be permitted to engage in subsistence
farming. In other words, America could not go the way of Haiti. After
Haitians led a successful slave revolt against the French, the former
slaves refused to grow sugar and output halted.5’ They grew crops
they could eat instead. Subsistence farming meant that a family
would grow what they could live on, diversifying their crops, with
some portion going for sale and some going for consumption. There
was every reason to believe that American blacks would also go this
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route. After the war, in the fleeting moment of freedom, freed slaves
had created societies of communal landownership and grew subsis-
tence crops. In Edisto, South Carolina, for example, an independent
society of freedmen consisting of 5,440 people cultivating 3,230
acres of land grew 33 percent cotton, 54 percent corn, and the rest
in garden vegetables. The land was owned cooperatively and the
profits from the harvest were shared.®! One South Carolina Bureau
agent called the freed people’s land use “contrary to the laws of Na-
ture and Civilization as I understand them.” He was appalled that
they would be planting vegetables in the most productive cotton soil
in the world.®? Some blacks rejected growing cotton because it was
a “slave crop,” permanently associated with “the overseer, the driver
and the lash.”®3

The southern plantation economy could not function without
cotton, and the cotton machine could not hum as it had before the
war without exploiting black labor. A South Carolina planter said
“the negro [is] the proper, legitimate and divinely ordained laborer
of the South . . . [who] has become wild in the exuberance of his
freedom . . . and will be trained to work as a free man. He cannot be
permitted to become what he is in St. Domingo [Haiti].”%*

Denying blacks landownership took care of the threat of subsis-
tence farming, but black labor also had to be “induced” back to the
cotton plantations. The South worked quickly to turn freedom into
a legal technicality as opposed to an experienced economic reality.
The black codes and compulsory work contracts took care of that by
mandating constant and unrelenting work and punishing resisters
through vagrancy laws.® Work contracts forced blacks to stay on the
plantation, and a contract breach, usually enforced through mon-
etary damages, was punishable by violence, imprisonment, and loss
of life.% So coercive was this system of enforced labor that freedmen
were prohibited in many states from hunting or fishing, which pre-
vented them even from exploiting natural resources for survival.®’

The criminal and legal system of the South was used to prevent
the free movement of blacks in the market. Besides unrelenting
cotton production, there were other forms of exploitation. The South’s
burgeoning mining economy needed cheap labor, and southern
entrepreneurs used the criminal justice system to re-enslave thou-
sands of black men and work them, usually to death, in abhorrent
labor camps.% Having relied on unpaid black labor for so long,
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southern entrepreneurs designed the new system of convict leasing
and continued to extract it. Blacks would be arrested under “va-
grancy violations,” which could be used to arrest any free black
man in the course of doing any activity at all except working for
a white landlord. Once arrested, these men would have a speedy
trial, and within an average of seventy-two hours after arrest, be
sold to a southern industrial mill to work in deplorable conditions
for twelve hours a day mining coal or iron. Half of all labor pris-
oners died within the year they were arrested. Often, good laborers
nearing the end of their term in the mines would be rearrested while
still convicts, found guilty of taking too much food or clothing that
belonged to a mine owner, and re-enslaved in the mine.5°

Ostensibly, labor contracts were built on consent and free labor.
But in reality, the black workers had no choice and could not, as
Johnson had promised, determine their own employment and
wages. Laws prohibited other employers from reaching out to blacks
under contract and punished contract breach with physical violence.
Wages were capped by law and by cabal between the employers.
They were never much above subsistence, which further bound
blacks to their employer.”? Black economic freedom was simply
anathema to the profitable maintenance of the cotton market.

Freedmen wanted to control capital and have economic indepen-
dence, but their former masters required them to work the fields.
They could not be plantation labor if they had capital, which
meant that they were prevented from accruing capital. Had they
had land, they could not have been so easily conscripted back into
cotton labor. Thus it was that in a few short years, most former
slaves lived on the same plantations where they had been enslaved
and went back to work, often with the same overseers, toiling the
same hours on the same fields. James Baldwin called Reconstruc-
tion “a bargain between the North and South to this effect: We've
liberated them from the land—and delivered them to the bosses.”"!
The only difference was that now blacks too were entangled in the
cotton—-debt empire just as the plantation owners had been. The
economic order had remained virtually unchanged, and so too
the lives of the freedmen.”

Moderate northern Republicans began to pivot away from the
fight for racial equality and began to see equal citizenship as an end
goal to be attained by blacks gradually over time through increased
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education, work, and the accumulation of property. Republicans
began losing elections because of their support for black rights. They
shed the liability and shifted toward pushing for sound money, lower
taxes, and free-market capitalism. As they backed away from specific
economic aid and land grants for blacks, Reconstruction collapsed.
But even as reformers abandoned land and economic reform, they
fought for civil rights for blacks in form if not in function. Ac-
cording to Du Bois, “the Freedmen’s Bureau died, and its child was
the Fifteenth Amendment.””® However, because freedom was con-
tained only in constitutional law and not experienced in the southern
economy, these rights were hollow and vulnerable. The legal right to
participate in democracy could not overcome the legal prohibition
against engaging in the free market or the gaping gap in wealth.™

As Martin Luther King Jr. echoed a century later, “the Emancipa-
tion Proclamation freed the slave, a legal entity, but it failed to free the
Negro, a person.””® This pattern would be repeated. This was just
the first of several pivotal points in U.S. history when government
reformers would choose to grant political rights instead of achieving
real justice by addressing economic inequality. Indeed, it would
happen to Dr. King’s own movement a century later.

Instead of land, freed slaves got rights that they could not use due
to their economic and political status at the bottom rung of society.
They also got a savings bank, which was another form of diversion that
would be repeated in the next century. In fact, the most tangible and
long-lasting, but historically overlooked aspects of the Freedmen’s
Bureau was the bank it created. Even President Johnson, who voted
to repeal the Freedmen’s Bureau and opposed every aid measure
directed at blacks, including schools and job training, left the bank
alone and never uttered a word of protest over it.”8

The Freedmen'’s Savings and Trust Company, also known as the
Freedmen’s Savings Bank, was the first and only savings bank created
by the federal government. Blacks had not asked for the bank, but
land grants having been foreclosed by violence and southern retrench-
ment, the bank was a stand-in. The reformers promised the black
community that the bank was the preferred and proper means by
which they would achieve landownership on their own.”” The bank’s
founder, John Alvord, said that the freedmen “have a passion for
land,” and the bank would provide the way. “Their notion of having
land given to them by government is passing away, and we hear them
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saying, ‘We will work and save and buy for ourselves.’””® Saving their
wages in the bank was offered not only as the only way to buy land,
but as the respectable and proper way of doing so.

Frederick Douglass celebrated the bank, stating that the “mission
of the Freedmen’s Bank is to show our people the road to a share of
the wealth and well-being of the world.””®What the bank eventually
did, according to Du Bois, was “not only ruine[d] thousands of col-
ored men, but taught to thousands more a lesson of distrust which
it will take them years to unlearn.”8?

The genesis of the bank was in small military banks created during
the Civil War to hold black soldiers’ wages. In Massachusetts, state
authorities developed an “allotment system” already in use for white
soldiers to place black soldiers’ funds into an account to be distrib-
uted to family members. In 1864, General N. P. Banks established the
first bank for black soldiers in New Orleans, called the Free Labor
Bank. One regiment, called the “Rost Host Colony,” deposited around
$20,000 into the bank. Soon after, other military banks for blacks
opened. These banks, located in New Orleans, South Carolina, and
Virginia, were among the first banks organized for blacks, and were
immediately trusted by their depositors because of their alliance
with the military.®!

After the war, there was about $200,000 of unclaimed funds in
these banks, deposits from black soldiers who had died during the
war. John W. Alvord, an abolitionist minister and army chaplain, en-
couraged Congress to use these funds to incorporate a bank for
freed blacks in conjunction with the Freedmen’s Bureau.?? The Freed-
men’s Savings Bank and Trust Company was approved by Congress
and signed into law by President Lincoln on March 3, 1865—the
same day the Freedmen’s Bureau was created. The bill passed without
opposition and was championed by reformers like Sumner and Al-
vord, neither of whom had any experience with finance or banking.
With the exception of the First and Second Banks of the United
States, which were no longer in operation by 1865, the Freedmen'’s
Bank was the only bank ever to have been chartered by Congress.

“This bank is just what the freedmen need,” said President Lin-
coln when he signed the Act.® Pamphlets promoted the bank as
“Abraham Lincoln’s Gift to the Colored People. . . . He gave Emanci-
pation, and then this Savings Bank.”®* The bank was based on a
popular new philanthropic banking model, savings banks for the
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poor, that had recently proliferated in the Northeast. These banks
differed from commercial banks of the time because commercial
banks made loans and speculative investments. The purpose of a
savings bank was to hold money instead of growing it through
lending. The charter of the Freedmen’s Bank was almost a copy of
New York City’s Savings Bank charter. These banks were usually char-
itable institutions meant to teach “working men” the lessons of
“thrift,” “industry,” and “care for the future.” Congress described it
as a teaching institution—to instruct freed slaves about American
values, or “to instill into the minds of the untutored Africans lessons
of sobriety, wisdom, and economy,” values that were integral to “the
economic and industrial development of a people.”%

Though a savings bank was useful in that it would ostensibly keep
money secure until the freedmen had saved enough to buy property,
the bank would do nothing to grow the wealth in the community.
The Freedmen’s Bank was not a lending institution. The deposits
were to be invested in safe government securities. The bank was
a magnificently constructed, highly regarded, and heavily adver-
tised piggy bank.

The bank appeared to be backed by the full faith and credit of the
federal government, and indeed, many freed slaves were “induced
to believe that the bank was a government institution or that at least
the government was responsible for their funds.”® Massachusetts
Senator Henry Wilson bragged that the depositors’ money “was just
as safe there as if it were in the Treasury of the United States.”®’
Having been created the same day as the Freedmen’s Bureau, it
seemed obvious that the bank would be backed by the government.
A U.S. Senate hearing described the federal imprimatur as follows:
“The pass book issued to the depositors in the Freedmen’s Bank bore
on its cover the likeness of President Lincoln, General Grant, also
General Howard and others whom the freedmen had learned to re-
vere as the special benefactors of their race. The flag of the United
States was draped over the buildings, and designed to assure them
that the United States would protect their interest.”8 How else could
a bank run by whites convince newly freed blacks to trust them with
their hard-earned savings?

The bank was also seen as trustworthy because of its promi-
nent white leaders. John W. Alvord, the superintendent of the
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Freedmen’s Bureau department of education, was the driving force
behind the bank’s creation and became an original trustee. Alvord
convinced Congress to create a board of trustees with fifty promi-
nent citizens, including William A. Booth, Peter Cooper, John Murray
Forbes, George Whipple, Thomas Webster, and John Jay. Many of
these trustees lent their reputation to the bank, but were never
involved in managing the bank.?® The charter of the bank also
made clear that its purpose was to safeguard deposits and invest
them in low-risk treasury notes and other U.S. securities.”® The
bank’s charter stated that “the general business and object of the
corporation hereby created shall be to receive on deposit such
sums of money as may from time to time be offered, therefore by
or on behalf of persons heretofore held in slavery in the United
States or their descendants and to invest the same in stocks, bonds,
treasury notes and other securities of the United States.”®! How-
ever, Section 6 of the charter provided a small opening for future
changes by stating that a third of the deposits, called “available
funds,” could be invested anywhere. The section was vague and
open to abuse, and perhaps because of its benevolent mission,
the trustees were vested with broad discretionary powers with
little oversight.%

The response to the bank was remarkable. Within ten years, it
handled more than $75 million of deposits made by more than
75,000 depositors, an amount that would be approximately $1.5 bil-
lion today.”® This number is even more impressive considering the
poverty that pervaded the black community. It was immediately ap-
parent that blacks not only trusted the institution, but also had
faith in the promise that small savings would lead to landowner-
ship.?* Most of these deposits were being saved to buy land and
other productive goods such as tools or agricultural supplies. In the
South, bank deposits were usually made by young men trying to save
for land.% Freedmen were using the savings bank in the way that
they had been told to use it—to climb up the economic ladder,
turning wages into landownership. Bank managers declared that
the deposits were “irrefutable evidence of the colored man’s ability
and intention not only to care for himself, but also to provide for
the necessities of the future.”? The average account was less than
$50, and parents opened accounts for their children of just a few
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pennies.%” Recently freed slaves, entire regiments of army veterans,
black mutual aid societies, black churches, and some black entrepre-
neurs all opened accounts.

Because the bank appeared to be a benevolent gift from President
Lincoln, was connected to the federal government, and was run by
the country’s most prominent citizens—but also because the bank
promised safekeeping and growing wealth—the freed slaves trusted
the bank and deposited their money.?® It was a fagade. Most of the
philanthropists who accepted their nominations immediately dis-
tanced themselves from the bank’s management, leaving a small mi-
nority of the acting trustees in control.%

The bank started its operations as a simple savings bank, and in
1865, the first year of operation, the bank opened eleven branches
across the Southeast. The headquarters were on Wall Street, but from
1865 to 1867, the deposits sat idle in the bank and paid very little in-
terest.!% The trustees decided to move its headquarters from New
York City to an affluent neighborhood in Washington, DC, in 1867.
The personnel turned over with the move. Alvord asked Henry Cooke
to become the new finance chairman because of the prestige of
his brother, Jay Cooke’s investment bank, the First National Bank
in Washington. Henry did not have Jay’s business talent, but knew
more about banking than Alvord and the other reformers. Jay Cooke
was a friend of Treasury Secretary Salmon Chase and had made a
fortune selling war bonds, but Henry was a careless spendthrift.

The change from safe banking to speculation was slow and im-
perceptible, and most of the depositors and trustees were never
aware that the bank had changed. But slowly and surely, the piggy
bank was raided. Flush with depositor funds, the bank quickly be-
came a large private investment bank. Henry began to hold meet-
ings at First National Bank and the Freedmen’s Bank deposits were
used to finance First National Bank’s speculation.!®!

The whole point of banking is to collect money and to put it into
productive use through lending. Yet the Freedmen’s Bank was pur-
posefully set up as a savings bank, a teaching institution, rooted in
a paternalistic and condescending mission of instructing blacks in
the ways of thrift and capitalism. But the bank left out the most
important part of capitalism—the part where capital is able to grow
and multiply through credit. By not lending to depositors, the Freed-
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men’s Bank was counterfeit capitalism from its inception. It created
a stagnant pool of money instead of a turbine like the one Alex-
ander Hamilton had described. So much capital sitting idle was
too much of a temptation for any banker to resist—especially one
with loose morals and a speculative venture in need of funds like
Henry Cooke.

The bank changed from a savings bank into a highly leveraged
investment bank. In fact, Henry Cooke was using the funds to invest
in the riskiest of all investments—railroad finance. As war bonds
were no longer profitable, Jay Cooke turned toward financing the
railroad, and in 1869 the Cookes used the Freedmen’s Bank’s de-
posits to bet on the railroads’ westward expansion. Without their
knowledge or consent, the freedmen’s deposits were being used to
finance what was essentially the first postwar asset bubble. Mean-
while, the well-meaning Freedmen’s Bureau and bank officials were
providing “financial education” to freedman on the importance of
thrift and of avoiding all gambling and speculation. Indeed, John
Alvord, who was by all accounts clueless about Cooke’s speculation,
chided freedmen for wasting money on lottery tickets and warned
them of the terrible habit of gambling with their money.!%

So successful were the returns on speculation after 1867 that the
bank initiated a propaganda campaign to draw out more deposits.
In 1868 the bank published its own monthly newspaper called the
National Savings Bank, which it circulated to the freedmen. The ad-
vertisements were all about land—the man who saved “would buy
his piece of land and become a thriving farmer!” “Let every man
strive to become the owner of land—ever so small a tract even.” The
bank promised that land would mean “being your own master” and
providing for your family.!®® The advertisements also promised that
“There is no speculation” and “no risk in this Bank”1%*

By 1871, the bank was operating thirty-five branches, spanning
the entire Southeast.!% Thirty-two of the branches were in southern
states, though the biggest branches and the bank’s management
were in New York and Washington.!? Henry Cooke used reserve
funds to purchase the extravagant Washington, DC, building, which
cost the bank $260,000, about $4.5 million today.!°” The magnifi-
cence of the newly constructed headquarters was enough to con-
vince even the most cautious depositors of the bank’s stability and
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its managers’ acumen. The building sat on the corner of Pennsyl-
vania Avenue and Madison Place, and its graceful adornments were
meant to reflect the future prosperity of the race.!%

Though there was no federal oversight of banks during this time,
with such supervision left to state banking regulators, this bank
was chartered by Congress, and was officially under its auspices.
But Congress was not a bank regulator, so it left the bank alone.
The bank’s managers lobbied Congress to amend and deregulate
its charter, which it did on May 6, 1870. Alvord, still believing that
the bank was being run in the interests of freedmen, joined Henry
Cooke in asking Congress to deregulate the bank so that they could
use the money to buy more railroad bonds. Sumner, also unaware
of what this meant, backed the charter revision and Congress
granted the change without much protest. There was one voice
of dissent—Lincoln’s former secretary of war Simon Cameron.
Though he was “an especially corrupt politician in an era of stiff
competition,” according to Jonathan Levy, he had a significant
background in banking and knew what Cooke was up to. He ob-
jected to the charter amendment on the grounds that it was im-
moral to speculate with the savings of freedmen.!” The charter
revision passed and the Freedmen’s Bank turned into an invest-
ment bank.

This amendment lifted the original restrictions on permissible
investments and authorized the trustees to invest deposits “to the
extent of one-half in bonds or notes, secured by mortgage[s] on real
estate in double the value of the loan.”''? Even with the expanded
charter, there was no enforcement of this rule, and bank cashiers
did a notoriously poor job organizing and maintaining the bank’s
books.!!'! The bank managers began speculating in real estate and
then, quite simply, a close ring of managers with unfettered discre-
tion plundered the savings of the freedmen.!!? There were no black
managers in this inner circle (even though virtually all of the bank’s
depositors were black), though the bank’s management did use black
tellers as a front in certain speculations. For example, a black ca-
shier named Daddy Wilson was used often by the white manage-
ment as a figurehead and a buffer in some of their speculative lending
schemes.!!?

Soon the self-dealing and fraud became endemic.!'* Bank man-
agers formed a “Washington Cabal,” later dubbed “the Freedmen'’s
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Bureau ring,” who used their connection to the bank to extract fa-
vorable loans.!'> By 1871, “there was hardly an officer . . . who was
not connected with some outside interest that borrowed from the
bank.”!1¢ As one white observer explained, the white managers,
entrusted with guarding the meager savings of the freed slaves,
“looted the bank.”!'”

First National Bank even moved the worst of its liabilities onto the
Freedmen’s Bank’s books and used the bank’s deposits to purchase
worthless paper. Jay Cooke was using the Freedmen’s Bank’s deposits
to finance a losing venture. As the railroad’s losses mounted, Cooke &
Co. bled the freedmen for more deposits through increased adver-
tisements. Again, they used land as bait.!!®

These vulnerabilities evaded detection by bank trustees, either
because they were ignorant of the bank’s actual condition or because
they did not care about its fate.!'® The scheme began to unravel fol-
lowing the Panic of 1873, when railroad investments failed. The bank
experienced several runs at the height of the panic. The panic would
not have affected the bank if it had been a savings bank. But by
1866, the business of the bank had become, according to one ob-
server, “reckless speculation, overcapitalization, stock manipulation,
intrigue and bribery, and downright plundering.”*?° Cooke’s specu-
lation on his brother’s venture led to a loss of $2 million in deposits
in eighteen months.'?!

In a last-ditch effort to save the bank, the trustees appointed
Frederick Douglass as bank president in March of 1874. Douglass
did not ask to be nominated, and the bank board knew that Doug-
lass had no experience in banking, but they felt that his reputation
and popularity would restore confidence to fleeing depositors.!??
Once in office, Douglass set out to determine the bank’s viability.!?
Based solely on the bank’s books and representations from man-
agers, the bank appeared to be well situated to survive the panic.
This perceived stability motivated Douglass to lend the bank
$10,000 of his own money to cover the bank’s illiquid assets.!?*
Rather than validating his confidence, however, this loan tipped
Douglass off that something was awry. Douglass quickly discov-
ered that the bank was “full of dead men’s bones, rottenness, and
corruption.”!?

As soon as Douglass realized that the bank was headed toward
certain failure, he imposed drastic spending cuts to limit depositors’
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losses. He then relayed this information to Congress, underscoring
the bank’s insolvency and declaring that he “could no longer ask
[his] people to deposit their money in it.”!?¢ Despite the other
trustees’ attempts to convince Congress otherwise, Congress
sided with Douglass, and on June 20, 1874, Congress amended the
charter to authorize the trustees to end operations. Within a few
weeks’ time, the bank’s doors were shut for good on June 29, 1874,
leaving 61,131 depositors without access to nearly $3 million in
deposits.'?” More than half of accumulated black wealth dis-
appeared through the mismanagement of the Freedmen’s Savings
Bank.!2®

“And what is most lamentable,” noted prominent banker Arnett
Lindsay decades later, “is the fact that only a few of those who em-
bezzled and defrauded the one time liquid assets of this bank were
ever prosecuted.”!? It proved difficult to secure any convictions for
wrongdoing in court. Congress did appoint a commission, led by
John A. J. Creswell, to look into the failure and to attempt to recover
as much of the deposits as possible. In 1880, Henry Cooke testified
about the bank’s failure and said that the bank’s depositors were “vic-
tims of a widespread, universal, sweeping financial disaster.”!** In
other words, it was the market’s fault, not his.

The misdeeds of the bank’s management never came to light. Per-
haps “because the bank was identified with the endeavors of the
newly-freed Negro,” wrote historians Kinzer and Sagarin, “anyone
who dared to raise a cry against the mismanagement was charged
with being anti-Negro; inasmuch as the enemies of the Negro were
not interested in the bank, and the friends were effectively silenced
with the anti-Negro charge, there was no exposure of the condition
of the bank.”13! The belief that the failures of black institutions could
not be accurately studied because of the sensitivity of “the race
issue,” whether accurate or not, would be a recurring theme through
history.

Because the bank had represented much more than just a place
to store money, its failure cost the black population more than just
their deposits. It cost them trust in the federal government, which
ultimately bore responsibility for the bank’s misdeeds.!*?> Many
blacks were convinced that they had been “deliberately swindled
by the United States government.”!33
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Not only did blacks lose confidence in the United States govern-
ment; they lost faith in banks in general. A prominent black banker
in the 1920s said of the Freedmen’s Bank, “this attempt at a bank had
been so monstrous and so widespread that few, if any, private groups
attempted an organization from 1864 to 1874. More than a decade
passed after the closing of this bank before confidence was even
partly restored.”'3* For many black leaders, the trauma lasted much
longer. The bank caused financial ruin for many blacks who had
been diligently saving their money to purchase a home, and those
that were not ruined internalized a warning about banking. In sum-
marizing a report on the state of black banking in the United States
fifty years after the failure, Arnett Lindsay wrote that one conclusion
he drew from the history of black efforts at banking was that “the so-
called governmental aid which was given in establishing the Freed-
men’s Bank proved to be an almost insurmountable obstacle for the
Negroes who later attempted to organize banks of their own.”!3® This
is because a solid banking system is built on trust and the rule of law,
and the Freedmen’s Bank violated both of those pillars. In fact, even
into the 1970s, commenters acknowledged that the black banking
industry had yet to shake “the unfortunate image” created by this co-
lossal failure.!36

W. E. B. Du Bois went so far as to claim that that “not even ten ad-
ditional years of slavery could have done so much to throttle the
thrift of the freedmen as the mismanagement and bankruptcy of the
series of savings banks chartered by the Nation for their special
aid.”'¥" If the government and the philanthropists’ purpose was to
teach the freed slaves thrift and responsibility, the lesson they actu-
ally learned was to distrust the government and philanthropists.

Though the bank’s failure sowed distrust of banking, some black
leaders also claimed that the bank planted the seeds for a century of
obsession with establishing successful black banking. Although few
blacks were part of the management of the bank, many had become
employed as clerks, tellers, and bookkeepers in the bank’s many
branches. Economist Abram Harris claims that this training “built
up a nucleus of business talent which in less than a decade and a
half after the failure of the Freedmen’s Bank asserted its leadership
in the organization of fraternal insurance societies and banks owned
and managed by Negroes.”13® Du Bois noted a different reason the



32 The Color of Money

bank led blacks into private banking: “Of all disgraceful swindles
perpetrated on a struggling people, the Freedmen’s Bank was among
the worst, and the Negro did well not to wait for justice, but went to
banking himself as soon as his ignorance and poverty allowed.”!3*
That the bank was the only tangible outcome of the Freedmen’s Bu-
reau made banking a focal point of black progress, or, as E. Franklin
Frazier put it, it implanted “bourgeois ideals” in the freed slaves.
Frazier claimed that the Freedmen’s Bank’s heavy propaganda cam-
paign sparked the black community’s “obsession” with banking.
Pamphlets and booklets containing pictures, poems, and stories
taught blacks that thrift would lead to wealth.!4°

This was not all. The bank offered the freed slaves a feeling of
racial pride and dignity. Years later, Frederick Douglass recounted
his overwhelming wonder upon seeing the black bank employees at
the Washington office:

In passing it on the street I often peeped into its spacious
windows, and looked down the row of its gentlemanly
and elegantly dressed colored clerks, with their pens
behind their ears and button-hole bouquets in their coat-
fronts, and felt my very eyes enriched. It was a sight I
had never expected to see. | was amazed with the facility
with which they counted the money. They threw off the
thousands with the dexterity, if not the accuracy of old
fashioned clerks. The whole thing was beautiful. I had
read of this bank when I lived in Rochester, and had in-
deed been solicited to become one of its trustees, and had
reluctantly consented to do so; but when I came to Wash-
ington and saw its magnificent brown stone front, its
towering height, its perfect appointments and the fine
display it made in the transaction of its business, I felt like
the Queen of Sheba when she saw the riches of Solomon,
that “the half had not been told me.”!*!

Indeed, it was a sight that Douglas, born into slavery, must have
viewed as a miracle of progress. Douglass remembered one morning
when he “found [him]self seated in a comfortable arm chair, with
gold spectacles on [his] nose” and heard himself referred to as “Pres-
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ident of the Freedmen’s Bank.” It made him reflect on “the contrast
between Frederick the slave boy, running about at [his master’s
home] with only a tow linen shirt to cover him, and Frederick—
President of a bank—counting its assets by [the] millions.”!*? For
the new bank president and the depositors, the bank held a promise
of the independence, respect, and power that was not yet within
their grasp.

Such was the allure of counterfeit capitalism—it had such a
convincing semblance to the real thing that it was able to conceal
the fact that blacks were still being consumed by capitalism as op-
posed to fully participating in capital production. The reality of Re-
construction was that the southern plantation economy still ex-
ploited blacklabor, and through the Freedmen’s Bank, the northern
capitalist economy also exploited black capital. The bank was an
effective decoy, but blacks were not in control of their economic
destiny.

The credit arrangements of the South also had the veneer of self-
determination and freedom, but this turned out to be yet another
form of bondage. Without wealth or land, the majority of black
southerners turned toward sharecropping arrangement to make a
living.1*3 Legally, the sharecroppers were freedmen and the white
plantation owners were their landlords; in reality, the arrangement
was fraught with many of the tensions and inequalities of their
former relationship. “The strong economic chain between master
and slave had not been broken by the stroke of Lincoln’s pen,” said
an observer at the turn of the century.!** Physical bondage was re-
placed by debt bondage.

Sharecroppers paid for the land, supplies, and tools using credit,
and they paid back their debts with their crop yields, typically with
nothing left to spare. Usually the landlord did the calculations him-
self, and the illiterate debtor would have to trust that he had made
no surplus year after year.!*®> Each plantation became its own system
of banking and debt collection as blacks lost access to the demo-
cratically accountable justice systems of the state. Moses Burge,
whose father was a sharecropper in Georgia, explained, “We went
barefooted. My feet been frostbitten lots of times. My dad couldn’t
afford to buy no shoes. He'd get in debt and he'd figure every year he
going to get out . . . [then] theyd tell you, “You bought so and so.’
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They get through figuring it up you lacking $100 of coming clear.
What the hell could you do? You living on his place, you couldn’t walk
off.”146 Nor could he dispute the debt for fear of violence or worse.

W. E. B. Du Bois, who conducted extensive interviews and data
collection on sharecropping arrangements, called it “a system of
peonage that kept [blacks] in debt virtually from cradle to grave.”**
Sharecroppers paid exorbitant interest for their supplies, and all
“wages” or “payments” were in the form of “store credit” to be
redeemed at the local store, where money rarely changed hands
and account keeping was loose. These merchants were “a curious
institution,—part banker, part landlord” or “part banker, and part
despot.”'*® Even black landowners were at the mercy of their credi-
tors, on whom they relied for their supplies. Any unwelcomed be-
havior, like voting Republican or speaking out in any way, could im-
peril one’s access to a loan.!#?

High debt made sharecroppers plant more cotton, which was the
only crop they could sell for money to pay down their debt, which
meant that they had less land and resources to grow crops that could
feed their families. The cotton traders could not have been happier
with the outcome.!*® Not only did the United States retain its posi-
tion as the world’s top cotton exporter, but the new system produced
even more cotton than before the war.'®! But for sharecroppers, the
credit cycle ensured both perpetual debt and perpetual poverty and
a singular focus on cotton production.'®? To be sure, white yeomen
farmers were also sucked into the cotton / debt cycle.

The hardships caused by cotton and debt almost erupted into a
revolution during the depression of the 1880s and 1890s. The down-
turn stirred the simmering angst relentless debt had created and
almost upset the hard-won economic and social ordering of the
South once again. Indeed, for a moment, a window opened where
it seemed possible that poor whites and blacks would join together
to overthrow the cotton oligarchy. Southern historian William
Garrott Brown called the upheaval a “revolution,” explaining, “I
would use a stronger term if there were one; for no other political
movement—not that of 1776, nor that of 1860-1861—ever altered
Southern life so profoundly.”!%3

The southern Populists led the political revolution. They railed
against credit shortages, debt peonage, and powerful northern
bankers and industrialists whose tight monetary policies they
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blamed for the South’s poverty. They demanded looser credit through
expansion of the money supply. Specifically, they rejected the gold
standard, which they believed favored Northeast bankers and con-
stricted credit flow to the farmers of the South and West. Williams
Jennings Bryan most famously articulated their cause in 1896, telling
bankers that they could not crucify humanity, or southern farmers,
on their “cross of gold.”!** A variety of populist coalitions including
the Grangers, the Farmers Alliance, the Knights of Labor, the free sil-
verites, and greenbackers demanded silver currency, labor reform,
breaking up of banking monopolies—in short, an end to their debt
trap.'® On a smaller scale, these groups joined together to form small
cooperative banks like credit unions and building and loans. These
“people’s banks” sought to counter the power of big Wall Street and
London banks with local control by small farmers. In the American
South and West, populism was about credit, or the lack thereof.!56
Poor black and white farmers were natural allies in this fight, and
the Populist Party in the South attempted to forge this alliance. “They
are in the ditch just like we are,” said a Texas Populist leader.!®’
Thomas Watson, leader of the southern Populist Party, explained
that white supremacy was a deception that blinded the poor and
pitted them against each other in order to perpetuate “a monetary
system which beggars you both.” The Populists urged “color tenants”
to stand with white tenants and promised that the People’s Party
would “wipe out the color line and put every man on his citizenship
irrespective of color.”'®® The Populists went further than all the other
parties, including the Republican Party, with respect to racial
equality. “I am in favor of giving the colored man full representa-
tion,” said the president of the Populist convention in Texas. “He is
a citizen just as much as we are, and the party that acts on that fact
will gain the colored vote of the south.”!®® In the 1890s the Knights
of Labor attempted to build the first biracial populist organization,
claiming that 15 percent of their 600,000 members were black.!®
Frederick Douglass had suggested just such an alliance between
yeomen and freedmen in 1866—"“a party . . . among the poor.”!6!
Just as the Reconstruction reformers had failed to break the cotton
oligarchy and achieve black equality, so too did the Populists. They
failed because the established political parties of the North and
South had already understood that sowing animosity between poor
whites and poor blacks was the easiest way to maintain the status
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quo and to reject the costly and disruptive demands of a coalition
of the poor. In the end, a racial hierarchy was preferable to class re-
volt. Once again, the revolution was stifled by violence. Public
lynching, cross burnings, and the Klan vented rage and resentment
at the black underclass. The war-ravaged and economically de-
pressed South created a breeding ground ripe for racial hostility. If
aggression is the result of frustration, said historian C. Vann Wood-
ward, “then the South toward the end of the [1890s] was the perfect
cultural seedbed for aggression against the minority race. Economic,
political, and social frustrations had pyramided to a climax of social
tensions.”162

Southern planters and northern industrialists joined forces in
maintaining a racial hierarchy that benefited both by preserving the
status quo. Northern liberals left the divisive “Negro issue” alone
and even enabled the South’s racial hierarchy for the sake of peace
and unity. The most powerful and effective formula for “redeeming
the South” was the “magical formula of white supremacy,” which
the South used unapologetically.'®® Judges, politicians, and news-
papers all obliged—preferring to save the union that survived the
Civil War by sacrificing the rights of blacks. It became common
during the 1890s to hear northern liberals profess the strength of the
union and accept the South’s need to keep black labor under the fist
of the state.!%*

In order to maintain absolute control of the levers of state power
and enforce a permanent racial hierarchy, southerners worked tire-
lessly to keep blacks from the polls. Having to contend with the Fif-
teenth Amendment, innovative southern politicians created literacy
tests, property ownership requirements, and poll taxes, making sure
to create loopholes for poor whites through “grandfathering”
clauses.!> Disenfranchisement was swift and total. Slowly and then
suddenly, all the rights written into the Thirteenth, Fourteenth, and
Fifteenth Amendments were nullified by southern legislatures,
courts, and the paramilitary-style violence of the Klan.!%6

Economic and political necessity required the continued exploi-
tation and disenfranchisement of blacks. Although white supremacy
accrued justifications based on religious texts, or on moral and eth-
ical grounds, its true intent was economic subjugation.'¢” As Hannah
Arendt observed, “the tremendous power of persuasion inherent in
[the ideology of race thinking] is not accidental. Persuasion is not
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possible without appeal to either experiences or desires, in other
words to immediate political needs.” She called race thinking a “po-
litical weapon,” and so it was in the South.!68

The inhuman institution of slavery required the dehumanization
of black slaves, and so too did the South’s post-Reconstruction
economy. U.S. congressman David A. DeArmond of Missouri de-
scribed blacks as “almost too ignorant to eat, scarcely wise enough
to breathe, mere existing human machines.”'® Senator James K. Var-
daman of Mississippi, justifying the disenfranchisement of the
black vote, explained, “I am just as much opposed to Booker Wash-
ington as a voter, with all his Anglo-Saxon re-enforcements, as [ am
to the coconut-headed, chocolate-colored, typical little coon, Andy
Dotson, who blacks my shoes every morning. Neither is fit to exer-
cise the supreme function of citizenship.”!”® Senator Benjamin
Tillman of South Carolina bragged in a public lecture that he did not
know how many black men he had killed himself, and even advo-
cated the extermination of the 30,000 blacks in his state.!”

The South was not alone in enforcing the racial and economic
order. The U.S. Supreme Court also fell in line, though instead of
inflammatory language, they used sophisticated constitutional
interpretation to deprive blacks of their rights. In 1883, the Su-
preme Court declared the Civil Rights Act of 1875—a law that would
have fined businesses for racial discrimination—unconstitutional.
The Court held that the law was an infringement on freedom and
was unnecessary since slavery had already been over for twenty
years. It was time for blacks to stand on their own two feet without
the help of the state. Justice Joseph Bradley wrote in the majority
opinion, “When a man has emerged from slavery, and, by the aid of
beneficent legislation, has shaken off the inseparable concomitants
of that state, there must be some stage in the progress of his eleva-
tion when he takes the rank of a mere citizen and ceases to be the
special favorite of the laws, and when his rights as a citizen or a man
are to be protected in the ordinary modes by which other men’s
rights are protected.”!”? Since 2,000 blacks would be lynched over
the next several years for alleged crimes without any due process, it
was premature to declare that their rights were being protected by
ordinary modes of justice.!”

In a series of decisions between 1873 and 1898, including the
Slaughterhouse Cases, United States v. Reese, and United States v.
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Cruikshank, the Supreme Court weakened the rights of black citi-
zens and their ability to contest racism. The Supreme Court was not
just reconciling the North and the South, but navigating federal and
state tensions that had simmered to a boiling point during the Civil
War. Each of these cases gave states power over the treatment of their
citizens and weakened federal oversight. In two 1890 cases, Louis-
ville, New Orleans, and Texas Railroad v. Mississippi, the Court ruled
that states were permitted to segregate their carriers.!” In Williams
v. Mississippi, the Court cleared the way for southern states to dis-
enfranchise black voters. And then in 1896, Plessy v. Ferguson dealt
the most devastating and long-lasting blow by blessing the doctrine
of “separate but equal,” which legitimatized Jim Crow laws and seg-
regation for half a century.'” By the time the Supreme Court was
finished, the Equal Protection Clause of the Fourteenth Amendment
was deprived of all meaning. In fact, for the next century, it came
up more to defend corporations against state overreach than it did
black men and women against the hostile arm of the state. These
cases moved the law toward protection of property as the primary
objective as opposed to protection of blacks from violence.!”® Ac-
cording to one historian, by 1900, “the slave law of the South may
have been dead, but it ruled us from its grave.”!?”

Jim Crow laws, virtually absent during Reconstruction, now pro-
liferated and governed all social interaction between the races. Doors
and walls were painted with “white only” signs and different en-
trances were created at public venues, worksites, and common
spaces. A typical code was the South Carolina law that prohibited
textile workers from working in the same room or using the same
entrances, exits, pay windows, doorways, stairways, or windows
at the same time as black workers. White bathrooms, drinking
fountains, glasses, and buckets were not to be used by blacks at any
time.!” These laws, both written and unwritten, effectively cut
blacks out of public life. Jim Crow was the dead and heavy hand of
slavery pushing down a new generation of blacks born free. It was
the defining feature of southern life after Reconstruction, and each
citizen was implicated in its enforcement.!”®

Once the Supreme Court deprived blacks of their rights to due
process, southern courts and police became tools of oppression and
the maintenance of the new social and economic order. The legisla-
tures made Jim Crow the rule of law, police enforced it, and courts
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punished violators. Blacks lived in a police state in the South with
the tacit approval of the Supreme Court.'® Added to that were the
constant, random, and vicious acts of terrorism—the “Southern
trees that began to bear strange fruit, Blood on the leaves and blood
at the root.”'® All of which was condoned, enforced, and perpetu-
ated by state power.
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Because race was used as a political weapon to marginalize and ex-
ploit blacks, race also created a vibrant community. As modern
writer Ta-Nehisi Coates put it, “They made us into a race. We made
ourselves into a people.”! Blocked from the political process by law
and violence, black communities formed their own institutions.
There were charities to care for the poor and insurance funds to
protect against risk. There were fraternal societies for social and
cultural events and travel agencies that facilitated excursions to
celebrate a variety of black holidays and celebrations such as Ju-
neteeth and Freedom Day. All of these institutions were created
because Jim Crow pushed blacks out of white society, but they all
became focal points of racial pride and solidarity.?

Post-Reconstruction, the first wave of black institutions were mu-
tual aid societies or fraternal societies, which provided a variety of
essential services. Churches were usually the central pillars that
hosted an array of ancillary social and economic institutions.? By the
turn of the century, practically every black church was linked with
at least one or more “benevolent societies.” In the 1880s, churches
began creating insurance-like funds, but their administration was
unsophisticated. They were not based on actuarial models that took
account of risk probabilities. They often took on people who were
sick and elderly and did not charge enough in premiums to stay sol-
vent. These early insurance funds looked more like charities than
businesses, and most quickly ran out of funds.? By the turn of the
century, however, these funds separated from the church and be-
came more sophisticated and profitable.’

The early black banks grew to support these insurance funds and
the other functions of the mutual aid society. They were usually
structured as savings banks, used primarily to safeguard the church’s
or the society’s accounts. However, there were a few that were more
ambitious and began to engage in fairly limited commercial lending.
The most advanced black financial organizations after the Civil War
were in the former capital of the Confederacy: Richmond, Virginia.
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The Grand United Order of True Reformers was the first organization
to offer a formal insurance policy. In 1888, the True Reformers Bank
became the first of the fraternal banks to obtain a formal state
banking charter.®

The founding of the True Reformers Bank exemplifies the climate
in which these institutions were founded and the problems they
were created to address. The bank founders explained that before
their bank, when the mutual aid society had a large sum of money
collected from new members, it was usually deposited with a white
storeowner. But this shopkeeper could not be trusted and was re-
portedly “envious, bitter, and jealous of the progress made by the
Negroes of this town.” When a white mob lynched a black man, this
shopkeeper “informed the white people of the large amount of
money entrusted to his care and of the danger of allowing Negroes
to organize in that community.” The Order decided they needed to
create their own bank, stating, “If we had a bank of our own, the
white people would not have any information about our activities.””

All of the Order’s funds were deposited in its bank, and it oper-
ated conservatively. Five years after its founding, it was among only a
few banks in Richmond able to pay out each of its depositors during
the Panic of 1893, a feat that was celebrated across the black com-
munity as a source of pride. A black commentator wrote of the
bank’s survival: “Amid the crash of banks, the hush of manufac-
turers’ hammers, their wheels, cogs, and belts, your Savings Bank
moves gloriously on, while none dare molest her or make her
afraid. She has paid every check presented to her, while others have
dropped their heads, drooped their wings and failed, having their
very life choked out of them.” The Richmond Times confirmed the
bank’s success through the panic: “The Savings Bank, Grand Foun-
tain of True Reformers, the only colored banking institution in this
city, has made a record during the recent financial difficulties. It is
the only bank which honored all checks and did not stop paying full
value in the currency.” For this and its longevity, the bank was dubbed
the “Gibraltar of Negro Business.”®

Still, not even the Gibraltar could survive an expansion into
full-scale commercial lending. After the 1893 panic, the bank began
offering loans to community leaders and to finance the Order’s
own ventures, which included real estate, a home for the elderly,
a chain of grocery stores, and other commercial ventures. After
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several of these businesses suffered heavy losses, the bank folded
in 1910.°

There were certain advantages to these “affiliated banks,” or banks
that worked in support of a church or fraternal society. These banks
had a steady and reliable source of deposits coming from the
monthly fees members paid to the societies. This relationship and
the conservative use of these deposits made these banks the most
durable of the black banks during a turbulent era for banking. How-
ever, these banks also faced specific challenges. When they began to
offer loans, there was often a dangerous conflict of interest. Suc-
cessful banking relies on good underwriting, or the ability to choose
between a profitable loan and a losing loan or a creditworthy bor-
rower and one who is likely to default. This is not an exact science,
and banks are often famously wrong, but this sorting of borrowers
is a bedrock of sound banking. Because these affiliated banks were
created to serve the needs of a society, church, or community, they
often made loan decisions based on factors having less to do with
good underwriting and more to do with community need or pres-
sure from well-intentioned leaders or clergy, who were often un-
aware of bank operations. Because these banks were usually part of
areligious organization, their operations were also infused with re-
ligious meaning, which complicated their lending decisions.

Customers of these banks expected to receive services and terms,
according to one black banker, “on the basis of friendship rather
than according to strict up-to-date [business] methods.” In de-
scribing the failure of the Wage Earners Savings Bank, established
in 1900 in Savannah, Georgia, black banker Arnett Lindsay ob-
served that the bank’s “failure was quickened . . . by the inability of
the bank to collect many of the commercial loans which were not
made on the sound financial condition of businesses requesting
credit but on friendship.” Lindsay added that “a large number of
Negro business enterprises have been developed because they
have had the support of churches and lodges,” so that patrons of
these organizations would often expect special treatment “because
of their long connections with fraternal and religious establish-
ments.” And banks that did not provide favorable treatment to
members of an affiliated group would “lose their support and invite
their antagonism.”!?
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The affiliation between the black bank and the black church
was therefore a double-edged sword, bolstering support for the
banks but raising expectations that these institutions would treat
clients as “friends” and not as customers, or, even more unsettlingly,
as “debtors.” This conflict was not limited to affiliated banks. Black
bankers often complained that black customers expected black
banks to give them more favorable deposit rates or lending terms
than white institutions offered.!! The touchy relationship between
these banks and the communities they served was inevitable
given the paradoxical pursuit of these banks. These banks repre-
sented uplift and progress, but they were businesses, which meant
that there would always be a conflict between the black banker’s
dual roles as lender and community leader.

The other noteworthy fraternal society bank was Maggie Walker’s
bank. Walker was the first black woman to own a bank and the
second woman of any race to do so in the United States.!? She was
born in 1864 in Richmond, Virginia. Her mother was a former
slave and her biological father was an Irish Confederate soldier.
Maggie and her mother lived in abject poverty after Maggie’s step-
father was murdered when she was young. Her mother made a living
by washing laundry for the area’s wealthy whites. Maggie was a bril-
liant student, and after she finished high school at age nineteen,
she became a teacher, but was forced to quit when she married (it
was illegal for married women to teach).!?

Maggie Walker was a member of the Order of St. Luke’s mutual aid
society, which was in jeopardy due to a dwindling membership. She
quickly got to work and turned the dying organization into a thriving
one. Based on the needs she observed in her community, she estab-
lished a newspaper, a printing press, an insurance company, and a
college education fund. In 1903, she started St. Luke Penny Savings
Bank with $9,400 collected from small deposits of the group mem-
bers.! She organized the bank as a cooperative and sold shares to the
Order’s members, who became joint owners. She convinced the Or-
der’s members that a savings bank could take their “hard-earned
nickels and turn them into dollars.” She created little cardboard banks
for the kids who came into her bank with their mothers and taught
them how to save their money. Walker believed that these savings ac-
counts would help her kin achieve self-sufficiency and equality.
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By running a safe bank, Walker was working for her community,
race, and gender. “God knows I love this race of mine, especially the
women. . . .” She dedicated the bank to helping black women achieve
financial independence.'® “The great all absorbing interest, the thing
which has driven sleep from my eyes and fatigue from my body; is
the love I bear women, our Negro women, hemmed in, circum-
scribed with every imaginable obstacle in our way, blocked and
held down by the fears and prejudices of the whites—ridiculed and
sneered at by the intelligent blacks.”!® But Walker was not just an
idealist—she was one of the most successful black bankers of her
time. Her notoriety as a female bank executive only grew when
she became the first black banker to be extended membership in
the Virginia Bankers Association. She accepted the invitation and
remarked, “I shall hope to conduct myself so as to reflect credit
upon my race and people.”!” The governor of Virginia said of
Walker in 1924, “If the State of Virginia had done no more, in fifty
years, with the funds spent on the education of the Negroes than
to educate Mrs. Walker, the State would have been amply repaid for
its outlays and efforts.”'8

By 1920, the bank had reportedly helped its customers buy 600
homes, a remarkable feat during a time when mortgage loans were
rare.!¥ During the Great Depression, Walker managed a merger that
consolidated her bank with two other black-owned banks, saving all
the banks in the process. Walker was appointed chairman of the
board in 1931, but she died a few years later in 1934 at the age of sev-
enty of diabetic gangrene. Maggie Walker’s bank endured the Great
Depression and two world wars, but it could not survive the 2008 fi-
nancial crisis.?

There was another cohort of black-owned banks formed between
1888 and 1900 that were not directly linked to fraternal societies or
churches. Some of these pioneering private black banks, about thirty
in total, attempted full-scale commercial lending, but most were
short-lived and unsuccessful. “Pioneers under such conditions often
become martyrs,” said one black businessman. Many of these banks
fell, just like their white counterparts, under the stress of the Panic
of 1893. The first private black-owned bank was the Capitol Savings
Bank, which was organized in October 17, 1888, by a group of prom-
inent black community members in Washington, DC.?! The former
headquarters of the Freedmen’s Bank, dubbed “the mecca of Negro
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finance and education,” was a fitting home to the first black com-
mercial bank. The bank survived the 1893 panic, but failed quickly
after severe loan losses in 1904.22 This period marked the most tur-
bulent time for the nation’s banks, both white and black. Many banks
lived short and rocky lives and bank failure was the norm, with al-
most yearly bank panics between 1880 and the culminating banking
catastrophe of the Great Depression. The average lifespan of a bank
during this era was about five years.?®

In 1890, the Alabama Penny Savings and Loan Company was or-
ganized in Birmingham, Alabama.?* The bank was founded by a
schoolteacher and a Baptist clergyman with the help of ten thousand
community members who deposited over $200,000 into the bank.
The bank thrived in Birmingham as a commercial bank. Booker T.
Washington visited the bank in 1900 and congratulated it for “the
excellent and far reaching work that has been done in Birmingham
and vicinity.”? To Washington, this bank was an exemplar for the en-
tire race. “Few organizations of any description in this country
among our people have helped us more, not only in cultivating the
habit of saving, but in bringing to us the confidence and respect of
the white race.”?® Washington believed wholeheartedly in black
banking and said that it was black savers who would be “the ones
who are going to control the destinies of the country.”?” The bank
lent money to Birmingham’s black churches and professionals. In
1913, the bank helped construct a six-story church building called
the Pythian Temple, using the black-owned company Windham
Construction. But in 1915, the overextended Penny Savings bank
failed due to a run.

If their affiliations within the black community were a source of
weakness for these banks, so was their lack of association with any
of the white banks in the area. To survive a run, a bank can either
find liquidity from another bank or sell off its loans to another bank
in a “fire sale” so that it can meet depositor demands and live to
open its doors another day. Both of these solutions proved very dif-
ficult in a Jim Crow economy, as seen in the case of the Penny
Bank’s failure. The bank first sought liquidity help through a short-
term loan from a local bank, the Steiner Brothers, but that larger
bank chose instead to help another struggling white bank, the First
National Bank.?8 This could have been due to racism or to the Penny
Bank’s weaker loan portfolio, possibly both. Safe banking would have
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required affiliations across racial lines, which proved difficult in the
Jim Crow South. The segregated economy also prevented the other
route to survival—selling off bank assets. Because their assets were
long-term loans to black churches and based on black real estate,
they were considered risky, and other banks were not willing to buy
them. These loans were essentially “frozen” on their balance sheets
and could not be sold in an emergency. This would be a recurring
theme for black banking before the Great Depression and was a di-
rect result of Jim Crow banking.

When the bank closed, one of the bank’s founders, N. B. Young Sr.,
observed, “It was an honest effort to establish a bank in the very
heart of the South.”?® All its depositors lost their savings when the
bank failed. One such depositor was A. G. Gaston, who would go on
to open his own savings and loan in Alabama in 1957—the only
black-owned bank in Birmingham after the Penny Bank'’s failure.3°
The shock and devastation of the 1915 failure was still alive in the
community half a century later, and Gaston had to assure the com-
munity that their deposits were safe in his bank. For black commu-
nities living on so little, the loss of their savings was surely a devas-
tating financial setback. To lose your money at the hands of a black
institution that was an integral part of your core community cre-
ated a stark dilemma for depositors and the bankers responsible for
safeguarding their life savings.

Hemmed in by the walls of Jim Crow, black communities had to
create their own financial institutions, but the injustice of segrega-
tion that created these banks also made them weak. In other words,
the same forces of racism and segregation that created black
banks would continually work against their success. James Baldwin
explained the dilemma with regard to black leadership, which
he defined as a “nicely refined torture [of] having been created
and defeated by the same circumstances.” Baldwin explained that
black leaders were created by “the American scene, which thereafter
works against them at every point; and the best that they can hope
for is ultimately to work themselves out of their jobs.”3!

Yet several leaders emerged with national influence and far-
reaching visions about how blacks would overcome their circum-
stance. The prominent black leaders of the early twentieth century,
Booker T. Washington and W. E. B. Du Bois, urged contrasting paths
toward progress, with Washington focusing on building a segregated
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black community and Du Bois demanding full integration and equal
rights. Washington and Du Bois, however, were surprisingly in sync
in their support for black banking as a critical feature of the eco-
nomic road map through and out of a milieu of adverse conditions.

Washington, a conservative southerner who had been born into
slavery, was labeled “the great accommodator” because he accepted
segregation and black political disenfranchisement and stressed
the significance of industrial education.?? Washington gained na-
tional prominence after his 1895 Atlanta speech, later dubbed “The
Atlanta Compromise,” in which he seemingly endorsed segregation,
telling a majority-white audience that “in all things that are purely
social we can be as separate as the fingers, yet one as the hand in all
things essential to mutual progress.”*® Though Washington’s most
controversial stances were his political capitulation, or perhaps
“capture” by the white elite, his forceful advocacy of black business
has been less controversial. Black nationalists and radicals during
the civil rights era adopted his stance toward a segregated economy
even while denouncing him as an Uncle Tom.** Washington believed
black business was a means of achieving prosperity from the ground
up.?® He promised that if they cultivated “industry, thrift, intelli-
gence and property,” blacks would eventually be accepted by white
society.38

Washington’s program of building a segregated black business
economy was exactly the agenda favored by the white Republican
political establishment and northern industrialists. Washington’s
critics even accused him of being a leader created by white industri-
alists because he delivered them a subdued population of indus-
trious laborers whom they could continue to exploit for profit.3? All
Washington asked of whites was philanthropic support of his non-
profit educational institutions, and they delivered. Andrew Carnegie
contributed $2,700 yearly to finance Washington’s institutions and
organizations, calling him the “combined Moses and Jehovah of his
people” because he promoted “good moral character and industrial
efficiency, resulting in ownership of property.” He also liked the fact
that Washington was pursuing the “wise policy” of not pushing for
“the free and unrestricted vote immediately.”*® One white booster
admitted as much, praising Washington’s conciliatory agenda
because he believed Washington “shall not threaten the Anglo-
American supremacy.”%?
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It wasn't just his submissive stance that appealed to wealthy cap-
italists like Carnegie and Rockefeller, but also his complete faith in
their “gospel of prosperity,” which held that free-market capitalism,
property ownership, and bootstrap entrepreneurship was the one
and only path toward equality, prosperity, and personal virtue. Wash-
ington believed that this gospel espoused by white capitalists would
apply equally to black entrepreneurs; that despite segregation, dis-
crimination, and trade restrictions, blacks had equal access to the
free market and could build wealth through hard work. He also be-
lieved, along with his white capitalist boosters, that once blacks ac-
crued enough wealth through hard work, the wealth itself would
eventually defeat Jim Crow. A bank account and ownership of prop-
erty became articles of faith for black progress.*

Washington believed that wealth would bring self-respect (“A man
never begins to have self-respect until he owns a home”),*! respect
from whites (“whether he will or not, a white man respects a negro
who owns a two-story house”), power (“a black man can get a mort-
gage on a white man’s house that he can foreclose at will”), and even
the restoration of the vote, because “a white man on whose house
the mortgage rests will not try to prevent that negro from voting
when he goes to the polls.”*? Washington believed that if a black man
had enough wealth, even Jim Crow would not apply to him. “Do you
suppose that, when [a wealthy] black man takes his family aboard
the train, they are going to put him in a Jim Crow car and run the
risk of losing that $10,000 a year? No, they will put on a Pullman
palace car for him.”*3 This hope was tragically naive. Washington
did not consider that instead of respect, a white man would re-
sent the black man’s $10,000 and the two-story house. And did he
suppose that a white man would willingly submit to any black
man who threatened foreclosure on his home rather than opt for
violence?

Southern white supremacist Thomas Dixon was enraged that
Washington would even suggest that blacks should become finan-
cially independent. Dixon was angry that Washington was not
training “servants,” but instead was “training them all to be masters
of men, to be independent, to own and operate their own indus-
tries, plant their own fields, buy and sell their own goods.” This was
unacceptable since, to Dixon and the southern ideology he repre-
sented, “the Negro remains on this continent for one reason only,”
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and that reason was that “the Southern white man has needed his
labor.”#* So it was likely dubious for Washington to claim that blacks
with economic power would gain respect, because it was unlikely
that Dixon and his Klan would allow any “uppity” black men to gain
that power in the first place. Washington was also overly optimistic
when he wrote in Up from Slavery (1901) of “the great change that
has taken place since the days of the ‘Ku Klux’'” in the South. He
predicted that the Klan had died and that “public sentiment” in the
South was solidly against it.*> In fact, the Klan was headed toward a
violent resurgence. The peak in Klan membership and activity was
yet to come.

Washington was, however, very realistic in his assessment of the
South’s mood. It is unlikely a more radical or demanding leader
would have succeeded, let alone survived, in the South for as long
as Washington did. And history has redeemed Washington’s dim
prospects for full integration—it has yet to happen. However, Wash-
ington’s unflinching faith in black capitalism may have stood in the
way of or diverted other avenues toward reform because it occupied
such a central position in the black community. As the black com-
munity’s most prominent post-Reconstruction leader, Washington
set the tone and the agenda for generations of black and white
leaders and businessmen. Although Washington’s faith-inspiring ad-
vocacy for black business may have set a misguided course, more
meaningful avenues for reform would have required help from the
white power structure, and that help was not forthcoming.

W. E. B. Du Bois, a Harvard Ph.D. born free in the North, had no
patience for Washington’s moderation; he wanted blacks to fight for
integration and full legal rights, without which equality would never
be achieved. Du Bois cofounded the National Association for the Ad-
vancement of Colored People (NAACP) in 1909 to dismantle Jim
Crow and to confront the South’s racial violence. Du Bois urged
blacks to mobilize and act against their continued oppression, re-
jecting the idea that southern whites would ever grant blacks equal
rights without continued political and legal pressure.*6

Though Du Bois is remembered as a critic of capitalism, he was
an enthusiastic supporter of black business enterprise. He was clear,
however, that black business and black wealth were not the panacea
against racial inequality that Washington believed them to be. He de-
nounced the black community’s belief in “wealth as a remedy for
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every social ill,” advocating instead for black cooperative enterprise
with a focus on community building as opposed to profit maxi-
mizing.*” Nevertheless, with no apparent hesitation, Du Bois pro-
moted black enterprise. He was the first black scholar to conduct a
comprehensive study of black business. In his seminal 1899 study
The Negro in Business, Du Bois remarked, “It is hardly possible to
place too great stress on the deep significance of business ventures
among American Negroes.” He remarked that economic emancipa-
tion had yet to be achieved for a “Negro then to go into business
means a great deal. It is, indeed, a step in social progress worth
measuring.”*?

When two black businesses, a bank and a life insurance company,
went bankrupt, Du Bois urged readers of The Crisis not to lose con-
fidence but to continue to support them. In fact, he urged blacks to
patronize only black businesses. He also proposed the idea of a Na-
tional Negro Business League, which was formally founded by Wash-
ington. Du Bois suggested in an Atlanta conference of black leaders
in 1899 “the organization in every town and hamlet where colored
people dwell . . . [of] Negro Business Men’s Leagues.”*

One could hardly be a leader of the black community and
not endorse the only avenue the community had toward self-
determination. To do otherwise would be to admit defeat or to ask
the black population to suffer until more adequate reforms, such as
integration or land grants or a new economic order, made them
equal participants in the economy. John Hope, president of Atlanta
University, made this point forcefully, stating, “the policy of avoiding
entrance in the world’s business would be suicide to the Negro.”>°
Living in a land of wealth and capitalism, “is it not obvious that we
cannot escape its most powerful motive and survive?”>! The black
community had to live their lives, find credit, invest their wages, and
make a living. And in the segregated society blacks inhabited, they
could not receive credit from a white bank, insurance from a white
broker, or purchase a home from a white realtor.5? Economic theo-
rist Max Weber, in The Protestant Ethic and the Spirit of Capitalism,
pointed out that when groups face national oppression, they react
by organizing entrepreneurial ventures.>® Blacks certainly did, and
their leaders threw their full support behind them.

Black leaders hoped that successful black enterprise would move
blacks upward from the lowest rung of the economic ladder. Blacks
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had thus far only provided labor, which turned into someone else’s
capital. According to Hope, black business was an attempt to “take
in some, if not all, of the wages, turn it into capital, hold it, increase
it.” But to obtain meaningful capital creation, black businesses
had to expand beyond their current state, which Hope described as
“pebbles on the shore of business enterprise.”*® The black commu-
nity needed large and powerful black enterprises to grow viable
banks. For “without these factories, railroads and banks,” blacks
would never be able to fully participate in capitalism.>® Hope was
right. Without large businesses, the black community would not
have access to large enough stores of capital to serve as a basis for
an economy.

And indeed it did not. The absence of factories, railroads, and
black enterprise on a large scale hindered black banks. Black busi-
ness would remain pebbles on the shore, but there would be many
pebbles. Between 1867 and 1917, 4,000 black-owned businesses
grew to 50,000.5” By 1930, the number of black businesses had grown
to 70,000.58 Many businesses arose as a direct response to segre-
gation, producing goods and services for blacks in the self-help
economy. Du Bois’s survey of almost 2,000 businesses with over
$500 in capital found that most had evolved from occupations
dictated by slavery.>® “House servants became barbers, restaurant
keepers, and caterers; field hands became gardeners, grocers, flo-
rists, and mill owners. Those who had been plantation craftsmen
used their talents to become builders and contractors, brick ma-
sons, painters, and blacksmiths.”® These businesses were almost
always individually owned; few had corporate charters, and they
often died with their founder. This was a weak infrastructure in the
black community for the accumulation and generation of capital.

At the turn of the century, black leaders converged on a plan to
grow black enterprise that included urging young people in churches
and black societies to go into business, creating black business
leagues, and harnessing all of the resources of the black community
in support of black business.®! Booker T. Washington founded the
National Negro Business League (NNBL) in 1900 to help promote
and develop black business.®? In his inaugural address at the con-
ference, Washington repeated his unverifiable and likely untrue
promise that wherever he had “seen a black man who was suc-
ceeding in business . . . that individual was treated with the highest
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respect by members of the white race.”® Washington continually
urged blacks to create more banks to provide financing for black
businesses. He celebrated each bank opening and dreamed of a
day when the South could support more than forty black banks.
The NNBL even proposed its own financing corporation to provide
credit to black business, but it was never able to get enough capital
together.®

The NNBL gained membership over the next five years, with 300
local business leagues organized. In 1907 Washington wrote The
Negro in Business, as a follow-up to Du Bois’s Negro in Business
written in 1899. Unlike Du Bois’s statistically heavy treatise, Wash-
ington’s book contained a series of inspirational success stories
aimed at highlighting the “undoubted business awakening among
the Negro people of the United States.” One story was of a minister
who started a bank, which to Washington demonstrated “how closely
the moral and spiritual interests of our people are interwoven with
their material and economic welfare.”%

Not only was black business infused with religious meaning, but
religious meetings were also infused with the spirit of black busi-
ness. Respected black pastors often urged their congregants to sup-
port a black bank, support that instilled the institution with the
community trust that it needed to operate. Of the Citizens Trust
Bank, founded in Atlanta in 1921, a local Reverend remarked, “the
preachers made Citizens Trust Bank. They put in deposits that
Monday morning. Around 11:00 o’clock the lobby would be full of
nothing but preachers. And the people, seeing their preacher de-
posit God’s money from the churches in Citizens Trust, put their
money into it and helped to put it over, in a great way.”%’

Washington saw black business itself as a Christian principle.
During his 1910 annual address at the NNBL convention, he deliv-
ered a “Business Sermon,” in which he used the biblical precept “to
him that hath shall be given” as an analogy to black business, ex-
plaining, “these lines spoken by the Master strike the keynote for
individual success and equally for racial success.” He wanted the
attendees to go out and proselytize the message of the business
gospel, claiming that “each individual shall be a missionary in his
community—a missionary in teaching the masses to get property,
to be more thrifty, more economical, and resolve to establish an in-
dustrial enterprise wherever a possibility presents itself.”®® Created
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out of economic necessity, black businesses became steeped in re-
ligious meaning. According to E. Franklin Frazier, “faith in business
enterprise was mingled with the Negro’s religious faith.”

Though Washington painted a rosy picture of black business suc-
cess, many black businessmen and leaders spoke of the tremen-
dous challenges they faced. The main financial challenge was that
black businesses relied exclusively on black clientele. Jim Crow seg-
regation prevented black businesses from branching out to white
customers. In The Negro as a Business Man, a report compiled in
1929, black historians and business leaders lamented that “German
and Irish immigration into this country drove the Negroes even out
of menial services in many Northern cities.””® White riots led by im-
migrant groups, who saw black businesses as competition, “often
broke up Negro businesses which had been prosperous for years.”"!
This was not the respect Washington had promised would greet suc-
cessful black business establishments.”

Black businesses had to find customers for whatever they were
selling from within their own race, but the prohibitions did not work
in reverse. White businesses often sold goods to blacks, which meant
that black businesses had to compete not only with other black busi-
nesses but with any white businesses serving black customers as
well. Prominent insurance executive Merah Stuart explained the
bind of black businesses in these terms: “the American Negro has
been driven into an awkward, selfish corner, attempting to operate
racial business to rear a stepchild economy.” Stuart explained that
this was an “economic detour” that no other immigrant group had
to pass through, as these groups were allowed passage to the “eco-
nomic Broadway of America.” By contrast, blacks, despite “centuries
of unrequited toil . . . must turn to a detour that leads he knows not
where.”

The economic detour made it difficult for black businesses to
grow and expand or to take advantage of economies of scale, which
usually meant that their operation was usually more costly.” This
presented black customers with a conundrum.” Black leaders had
each exhorted the black community to patronize only black busi-
ness because black business survival depended on patronage
from the black community. “We must cooperate or we are lost,”
said John Hope. “The mass of the Negroes must learn to patronize
business enterprises conducted by their own race, even at some



54 The Color of Money

slight disadvantage.”"® But black customers were indeed suffering
a disadvantage by “buying black.” They were usually paying more
for an inferior product because of the inherent weakness of black
businesses operating in the distorted Jim Crow economy. This was
the surcharge of collective self-help and racial pride—piling another
unfair disadvantage on the heap.

In this “stepchild economy” or “economic detour,” it is no wonder
that the few black businesses that experienced sustained and prof-
itable growth were providing services for which there was large de-
mand that white businesses were unwilling or incapable of meeting.”

The first black entrepreneur in the United States to become a self-
made millionaire was Madame C. K. Walker, born Sarah Breedlove
in 1867. Walker made her fortune in 1910 selling hair products to
black women. Many black women were suffering from severe hair
loss because of malnutrition and constant labor. Walker herself suf-
fered from the scalp condition, which led her to create an elixir from
sulfur and capsicum that ameliorated the effect. She later labeled the
formula “Wonderful Hair Grower” and enlisted a sales force of black
women, called Walker Agents, to sell the product to friends and ac-
quaintances in their communities. She expanded her market even
further by adding a hot comb and other hair-straightening products,
calling the entire process the Walker System. She would sell millions
of products to black women who wanted “symmetrical, deep and
lasting waves” in their hair.”

It is telling that one of the few African Americans who could
achieve financial success in the early twentieth century did so by
selling a product that gained its value directly from the hardship and
racism experienced by blacks. This was not yet a market that white
businesses were interested in pursuing. And because segregation fa-
cilitated marketing and distribution by making her customer base
more geographically concentrated, Madame Walker could grow her
business greatly.

Another open marketplace for blacks was for undertakers and
funeral homes, a thriving niche created because whites either re-
fused to handle black bodies or treated them differently than
white ones.” A. G. Gaston, one of the wealthiest black entrepre-
neurs in the country, made his fortune in the death business.® If
Booker T. Washington’s vision could have lived in human form, it
would have been through Gaston. In fact, Gaston said that Up
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from Slavery was his primary source of inspiration—especially the
wisdom that acquiring wealth would lead to equality. Gaston
began his business career while working in the Alabama coal
mines of the Tennessee Coal and Iron Company with convict la-
borers. He knew that he would die quickly if he remained a miner,
so he decided instead to become a small entrepreneur. First, he
sold the miners lunches cooked by his mother, and with that small
pool of profits, he became a lender. He lent small sums of money
to the miners at 25 percent interest. In another financing venture,
Gaston bought the state-issued scrip that black teachers were
being paid their salaries with in exchange for cash. He bought the
scrip at a 50 percent discount and sold it at full value, taking half
the teachers’ salary for the service.?! With practices like these, it is
no wonder that critics would blame black businessmen for ex-
ploiting their own race.

Gaston saw an opportunity in insuring the burial costs of the
miners, a high-demand service because the miners lived short lives
and because funeral costs ranked among the biggest financial bur-
dens of black families.?? Gaston first created the Booker T. Wash-
ington Burial Society and then the Booker T. Washington Insurance
Company, and he went door to door collecting premiums. Gaston’s
insurance company would soon be the basis of a large business
empire, which included a bank, funeral homes, and a motel in
Birmingham, Alabama, that would be central to the civil rights
struggle.

The largest industry to fill a market void was black insurance com-
panies. These companies were first created to provide a cushion
against the risks of life on the margins, but the industry thrived
because of the racist practices of white insurers. Insurance was an
interpersonal exchange at the time, requiring trust between the
salesperson and the customer. A customer needed to believe that in-
surance contracts would be enforced when payouts were due after
years of paying premiums. A relationship of trust and respect be-
tween an insurance salesman and his customer was a business
imperative. Reports indicate that white agents visiting black clients
not only failed to show “common courtesy,” but they “frequently
abused the property of their clients.”®® One scholar of the period
noted that “nothing has more greatly aided Negro agents in meeting
the competition of their more experienced competitors than the
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abundance of examples of insults to and abuses of Negro policy
holders at the hands of white agents which could nearly always be
pointed out in every community.”® After a white insurance agent
participated in the lynching of a black man in Mississippi in the late
1800s, black customers flocked to black insurers. In a market based
on mutual trust, white insurers for the most part failed to attract
black customers.

Many proactive white insurers refused to insure blacks altogether
based on their actuarial models and “scientific data.” Frederick L.
Hoffman’s 1896 book Race Traits and Tendencies of the American
Negro convinced insurers that black lives should not be insured,
because blacks were destined for extinction. Hoffman claimed that
the rampant disease and premature death in the black community
was a feature of their race and had nothing to do with their circum-
stances. “It is not the conditions of life but in the race traits and ten-
dencies that we find the causes of the excessive mortality.”®> He
concluded that “a combination of these traits and tendencies must
in the end cause the extinction of the race.”® Hoffman based his
conclusion on scientific data collected from chest measurements
said to show that blacks had a deteriorated physique, which he at-
tributed not to overwork or malnutrition but to racial inferiority.®
Hoffman was a statistician for the Prudential Insurance Company
of America, and his argument was that the company should not in-
sure blacks. Based on his widely read study, insurance providers con-
cluded that it would be “unwise to insure Negroes.” Black insurance
companies stepped into the breach, and a few of them eventually
grew to become the most profitable of all black-owned businesses.?®

The most successful was the North Carolina Mutual and Provi-
dent Association, later called the North Carolina Mutual Life Insur-
ance Company. It was affiliated with the Mechanics and Farmers
Bank. From the 1920s until the 1970s, the North Carolina Mutual Life
Insurance Company was “the largest black-controlled business in-
stitution in the world.”® Charles Spaulding, the founder of the in-
surance company and its affiliated bank, grew both organizations in
Durham.

If black leaders envisioned a self-sustaining black economy, it
came close in only two places: Durham, North Carolina, and Tulsa,
Oklahoma. The fate of these two black business sectors reveals the
environment in which black business operated. Durham held the
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most successful enclave of black business, banking, and insurance—
it was called the “Negro Wall Street.” The black district in Durham
was called “Hayti” and was created as an independent black com-
munity just after the Civil War. Businesses grew immediately to sup-
port the black population, and they named the black business core
after Haiti, the first independent black republic. At the center of Dur-
ham’s Hayti stood two prominent black churches, St. Joseph’s AME
and the White Rock Baptist Church, a black college, the North Caro-
lina Central University, and the Mechanics and Farmers bank and
insurance company.

In 1928, a Richmond newspaper writer urged black businessmen
in need of inspiration to skip Europe and to go to Durham instead.
“Go to Durham and see the industrious Negro at his best. Go to
Durham and see the cooperative spirit among Negroes at its best.
Go to Durham and see Negro business with an aggregate capital of
millions. Go to Durham and see twenty-two Negro men whose
honesty and business sagacity are making modern history.” When
Booker T. Washington, on a tour of North Carolina, expressed en-
thusiasm for business development, the black leaders escorting him
reportedly responded, “You haven't seen anything yet. Wait 'til you
get to Durham.” Du Bois noted enthusiastically after visiting the city,
“there is in this city a group of five thousand or more colored people
whose social and economic development is perhaps more striking
than that of any similar group in the nation.” The city had less of the
creative life or flair of Harlem or South Chicago, but its business
leaders were presented as men who “have mastered the technique
of modern business and acquired the spirit of modern enterprise.”!

Founded in 1907, the Mechanics and Farmers Bank was a pillar in-
stitution in Durham. Its founders were nine prominent businessmen
who intended to start a small building and loan with $10,000 of cap-
ital, but ultimately created a bank that would operate for a century as
one of the most successful black banks in the country.®> The bank
served as the only source of financing for more than 500 black farmers
and small borrowers during the 1920s, providing $200,000 in loans.
The bank’s policy stated its conservative lending philosophy: “no
large loans . . . to a few profiteers, but rather conservative sums to
needy farmers and laborers.”®® The Mechanics and Farmers Bank
even had a second branch in Raleigh, North Carolina, making it the
only black bank to have two branches. Only 119 banks nationwide,
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or less than 1 percent of all banks at the time, had a branch opera-
tion. Having a second branch likely contributed to the bank’s
stability over time. In 1929, robbers held up the Raleigh branch of the
bank and stole a considerable amount of the bank’s money.% The
bank’s president, Charles Spaulding, immediately transferred thou-
sands of dollars in cash from the Durham branch to ward off a run
induced by the crime. After Franklin Roosevelt’s mandated “bank
holiday” in 1933, Mechanics and Farmers opened without any re-
strictions and met all of its obligations.

Black business success in Durham owed much to the general
prosperity of the city. Durham became known as “the Bright To-
bacco Belt,” and flourished due to its thriving tobacco enterprises.
There were twelve companies manufacturing tobacco there by
1872, and these businesses, such as the Duke factory, began to hire
black workers at the turn of the century. Textile factories also devel-
oped in Durham, and they too hired black workers. In short, wide-
spread prosperity engendered a culture of inclusion; after all, there
was plenty of work for all capable citizens of the town. The 1930
census revealed that 10,000 blacks had gainful employment in
Durham (18,000 blacks lived in the city)—a remarkable number
given the large-scale devastation that spread across the South
during the Great Depression.® Historian William K. Boyd noted
that in Durham, “live and let live has characterized the attitude of
the leading white men toward the colored race.”®” A Durham news-
paper, the Morning Herald, spoke of the city’s “hands-off” policy in
criticizing the governor’s hostility to black businesses in the state:
“If the Negro is going down, for God’s sake let it be because of his
own fault, and not because of our pushing him.”% From the head-
quarters of the Mechanics and Farmers Bank, the mayor of Durham
addressed a group of black bankers, saying: “You visitors go back
home and tell your people that the whites and the blacks here are
working shoulder to shoulder.”%

The well-being of a community and the economic health of its
banks are usually correlated, and Durham’s black financial sector re-
flected general business health. Indeed, Du Bois noted that Durham
differed from other black enclaves in that blacks had developed
“five manufacturing establishments which turned out mattresses,
hosiery, brick, iron articles, and dressed lumber. Beyond this, the col-
ored people have a building and loan association, a real estate com-
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pany, a bank, and three industrial insurance companies.”!% These
industries were successful in large part because they could and did
attract a white clientele. Thus, black businesses in Durham did not
have to take an “economic detour,” but could compete in a larger
market. A black hosiery mill, the Durham Textile Mill, even hired
white agents. This firm became “the first large-scale black enterprise
to hire whites, and the first firm owned by Afro-Americans where
whites earned most of their income.” As one commentator said of
the firm’s products, “so far as I have heard, there has been no man
to raise the color question when he put on a pair of socks made by
Negroes.”!?! Local black businesses continued to flourish alongside
the insurance company and the bank, lending support to a growing
black middle class. Though certainly some of these accounts of ra-
cial harmony are exaggerated, there was widespread agreement
that relations between white and black businesses in Durham were
much better than anywhere else in the country, especially consid-
ering how strong the black business sector was allowed to get.
Durham continued to be a vibrant business center until 1958, when
the state of North Carolina built a freeway through the heart of
Hayti, bifurcating the area.

If the successful parallel black economy in Durham stood as a
beacon for the black community, what happened in Tulsa sounded
an ominous warning. After the land that now makes up Tulsa was
acquired through the Louisiana Purchase of 1803, Tulsa’s first black
settlers arrived as slaves of white and Native American home-
steaders. More free blacks migrated there after the Civil War. By
1900, there were 18,719 black residents in the state of Oklahoma, and
Tulsa with its post office and railroad became the business hub of
the state. Business did not take off in Tulsa until oil was discovered
nearby in 1905, but then it boomed. By 1910, blacks made up
10 percent of the population in Tulsa, and in the face of racial hos-
tility, they developed their own financial district in the Greenwood
section of the city. Soon black businesses were flourishing and black
Tulsans began to accumulate wealth. When one of Booker T. Wash-
ington’s National Negro Business League agents visited Tulsa, he
called it “a regular Monte Carlo.” Others in the state dubbed it an-
other “Negro Wall Street.”!?

By 1921, there were some 860 stores and homes in Greenwood.
The black community included a number of men who had acquired
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considerable wealth due to oil speculation. It may have been this
wealth in the hands of prominent black citizens that precipitated the
calamitous events of May 1921, or—as historian Scott Ellsworth put
it, “death in a promised land.”'® It has been a difficult endeavor to
piece together the events and circumstances that led to the riotous
destruction of the Greenwood district because of a paucity of press
coverage at the time and the likely desire of some participants to
cover up the details. Though racial hostility was on a low simmer in
the town due to perceived inequalities of oil windfalls, the spark that
lit the violence was the claim by a young woman that a black man
had attacked her in an elevator. The man denied any culpability, but
he was arrested and held in a town prison to await trial.!%4

After a white lynch mob gathered outside of the prison, the black
community in Tulsa responded with a show of force. The black citi-
zens of Tulsa, having aligned with Du Bois and established an NAACP
branch in 1917, were not passive with respect to race relations. A
group of thirty armed black men came to defend the prisoner, which
caused the white mob to swell to more than 2,000. Apparently, a
white man tried to disarm a black war veteran who would not let go
of his weapon and fired a shot into the air around 9:30 p.M. Then a
few more shots rang out, and the blacks retreated into the Green-
wood district. Throughout the night, whites began to loot the stores
in Greenwood. The police were called and a race riot erupted. Ac-
cording to a leading account, the white mob began to “invade”
Greenwood in order to “burn the nigger out.” The white mob set the
city ablaze. By the time the destruction was over, 18,000 homes had
been burned, 304 homes had been looted, 300 people—mostly
black—had died with many more injured, and $2 to $3 million in
property damage had occurred, including the lavishly built Mount
Zion church, the heart of black Greenwood.1%°

The National Guard arrived the next day and set up temporary
camps to house the more than 6,000 displaced black residents. Two
days after the riot, martial law was declared and the troops marched
the displaced blacks through town with their hands above their
heads. At the camps, they were given identification tags that they
were forced to display prominently while moving through the city.
The tags had a place where their white employers had to sign so that
the blacks could return to work. Many black Tulsans fled to other
parts of the country as a result of the riot. An NAACP office in New
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York explained that “refugees have come to this office in New York
City . . . possessing little or nothing except the clothes they were
wearing.”106

Upon reviewing the available evidence, the Tulsa grand jury
blamed the riot on the unfortunate elevator encounter, although they
also noted “that there existed indirect causes more vital to the public
interest than the direct cause. Among them were . . . agitation among
the negroes of social equality and the laxity of law enforcement.”1%7

Historians place the blame on white resentment at the success of
black businesses in Tulsa. When blacks in Tulsa explained the riot,
they did not focus on the elevator incident or the alleged assault. In-
stead, they claimed that they had been warned through printed cards
placed in their homes months earlier to leave the state—a warning
that many blacks interpreted as being linked to their economic
success. A white newspaper in a neighboring town even published
a similar warning. In a 1921 editorial, entitled “Blood and Oil,” the
writer linked the violence directly to economic pressures faced by
whites and their use of black success as a scapegoat: “Every increase
in the price of oil made the strife more bitter. With the depression of
the labor market, white employers of labor at last thought they had
the whip hand and ordered Negro employees to sell out or quit. Even
housewives refused to continue to keep colored women in their em-
ploy. Petty persecutions, the refugees say, were common, though
there had been no physical violence during the last few years.”108

By the time of the alleged elevator incident, racial tensions had
reached the boiling point as blacks refused to heed threats that they
should leave. Sometimes the hostility was directly apparent, as ex-
plained by one account from Tulsa in 1921:

[T]he Negro in Oklahoma has shared in the sudden pros-
perity that has come to many of his white brothers, and
there are some colored men there who are wealthy. This
fact has caused a bitter resentment on the part of the
lower order of whites, who feel that these colored men,
members of an “inferior race,” are exceedingly presump-
tuous in achieving greater economic prosperity than they
who are members of a divinely ordered superior race. . . .
In one case where a colored man owned and operated a
printing plant with $25,000 worth of printing machinery



62 The Color of Money

in it, the leader of the mob that set fire to and destroyed
the plant was a Linotype operator employed for years by
the colored owner at $48 per week.!®

Throughout American history, there have been several examples
of majority groups reacting violently when their economic power has
been threatened—a theory of host group dominance that holds that
the host group, or majority group, should benefit most if any money
is to be made. Those groups that are not dominant “host groups”
must occupy positions that the dominant group neglects so as not
to compete with them for major business profits. Lower-status
groups can compete for scraps or for middle positions, but must not
occupy the most profitable rungs of the business sector. For example,
the state of California passed laws against Japanese businessmen
after they became economically successful. Land rights held by
blacks during Reconstruction were another example. Native Ameri-
cans were likewise expelled from their land when oil was discovered
on it. What happened in Tulsa was a vivid example of the theory of
host group dominance—the black business district was simply too
successful to survive.!!0

Tulsa was not the only black district targeted by organized
violence. In Wilmington, North Carolina, according to Leon Prather,
white business classes came to resent the “black entrepreneurs, lo-
cated conspicuously downtown [that] deprived white businessmen
of legitimate sources of income to which they thought they were en-
titled.” Wilmington was also destroyed by a riot, and “immediately
after the massacres, white businesses moved in and filled the eco-
nomic gaps left by the flight of the blacks.” The violence permanently
derailed black business efforts and hard-won racial progress. Ac-
cording to Prather, “when the turbulence receded the integrated
neighborhoods had disappeared.”!!! The violence in Tulsa also had
a lasting effect, including the end of the Greenwood business dis-
trict, the black Wall Street.!12

It is unclear why Durham escaped the fate of Tulsa, Wilmington,
and other cities that became targets of white resentment.!'® Most
likely, it was because of the overall prosperity of the city and the com-
placency of the “host race,” whose members did not feel threatened
by black advancement. The black leaders of Durham were also
careful to mute their wealth. For example, the North Carolina Mu-
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tual Company, when constructing its high-rise building, made sure
it was not as tall as any building in the white community.'!* The black
community in Tulsa did not show such caution. In Tulsa, blacks took
the center of town for their enterprise, owned guns, and built large,
ornate churches and mansions. Coupled with inequalities caused by
a fluctuating oil market, the result was a violent backlash that de-
stroyed a thriving black community and likely sent a message to
other such aspirants.!!®

At the turn of the century, it was increasingly clear that blacks
would have to rely on their own communities to advance econom-
ically. It was also clear that racial hostility would meet their efforts
at self-determination every step of the way. On the national stage,
even Republicans had stepped away from pursuing racial equality
or fighting segregation for fear that they would not be reelected with
such a platform because of the South’s adamant opposition. Presi-
dent Theodore Roosevelt learned firsthand the racial animosity of
the South when he invited Booker T. Washington to dine at the White
House in 1901. The southern reaction was severe, immediate, and
ugly. Senator Tillman of South Carolina quipped, “Now that Roose-
velt has eaten with that nigger Washington, we shall have to kill a thou-
sand niggers to get them back to their places.” A Memphis newspaper
called the dinner invitation “the most damnable outrage which has
been perpetrated by any citizen of the United States.” Governor Mc-
Sweeney of South Carolina revealed the fear at the root of the South’s
problem with the visit: “It is simply a question of whether those who
are invited to dine are fit to marry the sisters and daughters of their
hosts.” Southern lawmakers quipped that the inevitable next step
was that Washington’s daughter would marry Roosevelt’s son. Mis-
sissippi politician James K. Vardaman said that the White House was
“so saturated with the odor of nigger that the rats have taken refuge
in the stable.”116

In 1903, President Roosevelt addressed a crowd of former black
Union soldiers at the Lincoln Memorial and exclaimed, “A man who
is good enough to shed his blood for his country is good enough to
be given a square deal afterward.”!!” His words and his vague promise
of a “square deal” created such an intense backlash that the presi-
dent never followed up on his promise. Roosevelt could not have
been more wrong when he declared in 1901, “I am confident the
South is changing.”!18
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What was changing in the South was their appraisal of the past.
The Civil War was no longer an embarrassing defeat over slavery,
but an honorable and patriotic war fought by the South for their right
to autonomy and freedom. General Robert E. Lee was canonized and
the Southern rebel became a national hero. The institution of slavery
was whitewashed, as the slave plantation took on a romantic hue as
an idyllic place where master and slave lived together in harmony.
Slavery’s cruel history was muted in the name of national unity, and
the victims, the black population, had to be recast in the national
psyche in order to achieve peace about the past. For northern and
southern whites to reunite, they had to suppress the “race issue” that
had previously divided them.

Race hierarchy was still necessary as a political weapon to justify
economic subjugation. This time, instead of the Bible, white suprem-
acists turned to Darwin. Social Darwinist theories of “survival of the
fittest” created a more virulent and hostile strand of racism than had
existed under slavery. Evolution-based theories cast the racial hier-
archy as an inevitable by-product of natural selection. Once it in-
fected the academy, national policy, and popular thought, it would
take generations to cure. In The Evolution of the Race Problem, Du
Bois lamented that Darwin’s “splendid scientific work” was being
misused in America as a “justification of disfranchisement, the per-
sonal humiliation of Jim-Crowism, a curtailed and purposely limited
system of education and a virtual acknowledgment of the inevitable
and universal inferiority of black men.” He called this perversion of
science to prop up oppression “the most cowardly dilemma that a
strong people ever thrust upon the weak.”!'9

Phrenology, the sham science of skull measurement, attempted
to demonstrate the biological hierarchy of race. Formal-looking
charts and graphs showed whites as the most advanced race and
blacks as close to the apes. Generally, scientists found that whites, or
more accurately those descended from certain regions in Europe
such as Germany, were the pinnacle of racial advancement.'?° Below
them were others including the Irish, Italians, and Eastern Euro-
peans. Much further down were Mongols (Middle Easterners and
Asians) and the indigenous tribes of the Americas. At the bottom
of every racial chart was the “African,” who was portrayed as a step
above the common ape. This racial ordering coincidentally mapped
exactly onto the socioeconomic order created by slavery and Euro-



Capitalism without Capital 65

pean imperialism. A democratic society cannot accept such sharp
divisions of fortune without a theory of racial inferiority to ratio-
nalize the gap. Evolutionary theory was corrupted to deal with this
cognitive dissonance. Americans could now see blacks not as vic-
tims of racial oppression, violence, and exploitation, but as a natu-
rally inferior race who were a burden on the nation, just as Europe
cast its colonial peoples as the “white man’s burden.”

Blacks were popularly portrayed as unevolved primates, or go-
rillas dressed as humans. The dominant stereotype of blacks was as
“subhuman or a beast.”!?! Columbia University professor Howard
Odum concluded that blacks were “as destitute of morals as any of
the lower animals.”!?? Doctor E. C. Ferguson explained to the Med-
ical Association of Georgia that the “negro is monkey-like; has no
sympathy for his fellow-man; has no regard for the truth, and when
the truth would answer his purpose the best, he will lie. He is without
gratitude or appreciation of anything done to him; is a natural
born thief,—will steal anything, no matter how worthless. He has
no morals.”'?® Once blacks were relegated to being subhuman, it
became justifiable to subjugate them economically.

The darkest chapter of white supremacy soon metastasized to
envelop not just the South but the entire nation. Notions of race
hierarchy seeped northward through fiction and art. Most popular
were the novels of Thomas Dixon, who took his racism on tour
across the country. Dixon’s play The Clansmen was revived by D.W.
Griffith into the blockbuster movie, Birth of a Nation, which played
to sold-out theaters in 1915. Dixon and other revisionists retold the
history of Reconstruction not as a subversion of the democratic
process through white violence and animosity, but as the unleashed
brutality of black men having to be tamed by the Klan. The take-
away, according to Dixon, was that “God ordained the southern
white man to teach the lessons of Aryan supremacy.”!?* In the mov-
ie’s climactic scene, the black villain tries to woo a white woman to
marry him by promising to make her a queen in his “black empire.”
The Klan fights a black militia, saves the white woman, and restores
social order by lynching the black criminal. The movie closes with
Jesus and his angels smiling approvingly.

The resurgent Klan reached its peak year in 1920, with a mem-
bership of 4 million members nationwide. In 1925, 40,000 hooded
members of KKK marched in front of the White House.!?®
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President Woodrow Wilson, an acknowledged racist and a col-
lege classmate of Dixon’s, aired the film at the White House, the first
movie shown there. The audience marveled at the new technology
and soaked in the film’s racist dogma. Wilson founded his candidacy
on both southern progressivism and white supremacy. According to
Wilson, “Negro rule under unscrupulous adventurers has been fi-
nally put an end to in the South and the natural, inevitable ascen-
dancy of the whites, the responsible class has been established.”!?6
Wilson purged the federal bureaucracy of any blacks who had man-
aged to secure a government job. He prohibited the hiring of any
black employees and fired those his predecessor had hired. The
South had determined that it would not move forward without total
separation of the races, and they wanted the rest of the country to
follow suit. One of Wilson’s cabinet members explained that “the
South would never feel secure until the North and West had adopted
the whole Southern policy of political proscription and social seg-
regation of the Negro.” “There is no room for [the Negroes] here,”
wrote a Charleston newspaper.'?

There was also no room for the Negro in Wilson’s progressive re-
forms, all of which were made possible by his southern cabinet and
congressional leaders. The South had not only been embraced back
into the national fold, but their legislators now held the key levers
of national power. Southern legislators maintained control of the
Senate through an unrivaled unity of purpose and organized their
own ranks to maintain the racial hierarchy on which their economy
was based. The continued exploitation of black labor was a preoc-
cupation of southern legislators, and they brought it to pass by
blocking any reforms that threatened it. Yet these Democratic south-
erners were progressives when it came to the government’s role
in the economy. The South, built on agriculture and an outdated
plantation system, resisted free markets and laissez-faire credit re-
form. They understood that capital was not interested in financing
southern ventures and farms, but rather in Wall Street and the in-
dustrial north. So the southern legislators fought laissez-faire mar-
kets and sought to impose trade restrictions, break up banks, ease
credit to farmers, and resist the excesses of capitalism. They did so
while maintaining their racial caste system, which assured that
whites would sit atop the economic hierarchy. Southern interests
dominated the Wilson administration, but this mix of progressive
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credit and traditional racial ordering would be even more formative
in shaping the American economy when the two strains converged
again in creating the New Deal.

Wilson carried forward the populist ideas related to the democ-
ratization of banking and credit that had percolated in the South.
While he did not go as far as the Populists or William Jennings Bryan
would have liked, he instituted reforms to help poor whites gain ac-
cess to easier credit and fought the monopoly power of northern
banks. Wilson’s newly established Federal Reserve was a hybrid
structure of populist reforms and private interests. “Our system of
credit is privately concentrated,” said Wilson. “The growth of the
nation, therefore, and all our activities are in the hands of a few men.”
The prospect of fixing credit shortages, especially for rural farmers,
was the reason President Wilson was able to convince Congress to
create the Federal Reserve.'?8 The offices of the Federal Reserve were
spread across the country in order to prevent centralization of power
and money in the North.

After creating the Federal Reserve, President Wilson and the 64th
Congress passed the Federal Farm Loan Act of 1916 for the express
purpose of increasing credit to rural family farmers. The act estab-
lished the Federal Farm Loan Board to administer the loans, twelve
Federal Farm Loan Banks, and National Farm Loan Associations (es-
tablished groups of ten or more mortgage-holding farmers).!?° The
bill reduced interest rates on farm loans across the South and made
credit much more accessible. This bill was the first federal govern-
ment loan program, and thanks to southern senators, it left black
farmers out.'®° The legislators created loopholes and provisions to
exclude blacks and left the program to be administered in local of-
fices in the South, with significant discretion given to local bureau-
crats in lending, which effectively meant that blacks would not be
given loans.!3!

Wilson was a progressive hero and champion of a mixed economy,
with government working with business to advance the interests of
the majority of American citizens. Wilson was the first president to
use the state apparatus to make the market work for the benefit of
all the people. The Federal Trade Commission, Federal Reserve, and
loan programs were a combination of private incentives and public
projects that continue to be used in one form or another. These pro-
gressive acts were a harbinger of the New Deal. Both Wilson and
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Franklin Roosevelt relied on southern participation to pass their pro-
grams in Congress. The South controlled the Senate, a body which
acted, in the words of Robert Caro, as “the stronghold of the status
quo, the dam against which the waves of social reform dashed them-
selves in vain.”'3? Thus the Senate and the president worked in
tandem to democratize credit, check excessive corporate power, and
empower the people over the wealthy few. But the “people” did not
include blacks. Because the black community’s autonomy and full
participation in the market was in direct conflict with the South’s
economic needs, it was continually subverted at all levels of govern-
ment. The justification used to enforce this order was not eco-
nomic. Rather, racial Darwinism convinced Americans that blacks
were less-evolved humans, and so they could be put to work for the
profitable use of white men and their institutions. The black southern
experience at the turn of the century was one of economic exploita-
tion backed by state-sanctioned violence. And so it was that many
blacks decided to flee the only home they knew.



The Rise of Black Banking

The Great Migration, which lasted roughly from 1910 until 1970, rad-
ically transformed the country.! During this seismic shift, approxi-
mately six million blacks left the south. In 1900, ninety percent of
black Americans lived in the rural areas of Southern states. By 1970,
80 percent of black Americans lived in urban areas and nearly half
outside the South. Blacks left the South because of racial injustice
and the general decline of economic conditions below the Mason-
Dixon line. They were pulled to the North by the promise of better
jobs, better pay, and more opportunities for advancement.?

Great northern cities swelled with black migrants and put them
to work. The poet of the Harlem Renaissance, Langston Hughes, ar-
ticulated the appeal of the northward migration:

The lazy, laughing South
With blood on its mouth.
The sunny-faced South,

And I, who am black, would love her
But she spits in my face.

And I, who am black,
Would give her many rare gifts
But she turns her back upon me.
So now I seek the North—
The cold-faced North,

For she, they say,

Is a kinder mistress,

And in her house my children
May escape the spell of the South.?

It was easy to escape the South into the North’s booming economy
and vibrant city life. Yet it was the “kinder mistress” that imposed sys-
tematic segregation and created the black ghetto. The North wel-
comed these migrants, but then quickly told them to proceed to
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Harlem and stay put. It was the kinder mistress’s ghettos that came
to be called the “cities of destruction.”

The concept and terminology of a racial ghetto derives from the
forced segregation of Jews in Europe—first in enclaves in the seven-
teenth century and then with barbed wire during the Nazi regime.’
There was no barbed wire in America’s black ghettos, but even more
effective modes of containment through racial covenants and gov-
ernment credit and zoning policies that maintained the boundaries
of the ghetto. Often referred to as black enclaves, black neighbor-
hoods, or other racially neutral descriptions, the word ghetto is a
much more accurate descriptor because it captures the involuntary
nature of segregation. The ghetto was created by white racism, which
in turn generated a complex web of interrelated social, political and
economic challenges. Blacks were forced into a parallel and inferior
economy simply because whites in the north would not accept them
as neighbors. This had profound effects on African American eco-
nomic advancement for the next century. Black racial segregation
was so complete and so entrenched, that it is the defining charac-
teristic of racial inequality in the twentieth-century and the major
roadblock to economic progress.®

The first wave of the Great Migration from 1910 to 1930 coincided
with the height of discriminatory segregation and the golden era of
black banking. These developments were correlated in important
ways: the surge of migrants entering cities of the north triggered ra-
cial animosity and housing segregation, which in turn created a
separate and parallel economy and in time, a thriving black banking
sector. From 1900 until 1934, some 130 black banks came into being,
88 of which were formed between 1900 and 1928.7 This did not in-
clude approximately 50 savings and loans and credit unions formed
by blacks during this time.? The resources of these institutions grew
steadily, but the most robust expansion of black banking came from
1918 to 1929. The peak year of black banking came in 1926, when
total assets held by these institutions reached roughly $13 million
(this was still only 0.2 percent of all U.S. bank assets).’

Wherever African American populations could be found, black
banks flourished to meet both the opportunities and challenges of
a segregated economy.!? Concentrated populations of black wage
workers proved to be a bounty for the black banks. But that same
concentration also created special vulnerabilities. These banks
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were created by the same forces that worked against them at every
turn—a segregated economy held the seeds of its own destruction.
There would be many bank failures in due time, but not before
some of these institutions had cemented their place in history as
the pioneering giants of black finance. The 1920s roared for black
banks too, but these machines were never able to perform the
magic of banking that is the multiplication of capital through frac-
tional reserve lending. As well, the bust following the boom would last
much longer for black commercial institutions and their customers.

Chicago’s black belt, the most segregated black ghetto, was
also the center of black banking in the North. Philadelphia, Wash-
ington D.C., and Boston were homes to several black-owned banks,
but these institutions were far smaller than the banks of Chicago.!!
The “titans of black finance” in the north were both located in Chi-
cago: The Binga State Bank and the Douglass National Bank. At their
peak in 1928, they controlled almost one-third of the combined re-
sources of all black banks in the country.'> Most observers viewed
these two banks as the best managed and strongest of all the black
banks and as models for successful commercial banking in the
black economy.'®

Jesse Binga was born in Detroit in 1865. His father was a barber
and his mother, who was Binga’s inspiration throughout his life,
created a food shipping business while dabbling in real estate de-
velopment. Binga was one of ten children and the family lived on
limited means. He briefly practiced law, but would make his mark
as a businessman.!* He moved to Chicago’s black belt district and
opened a real estate business in 1896. The Chicago real estate market
was in a state of rapid change as blacks migrated in to the city and
whites moved out. The industrious Binga found a way to profit from
segregation and neighborhood turnover by buying houses at below-
market rates from whites desperate to sell, fixing them up and selling
them to black buyers. Binga ran an advertisement in the Tribune
in 1905: “WANTED—OWNERS, SOUTH SIDE—QUICK returns; if
you desire to sell to reliable colored people submit your property
for sale.”1®

Binga was viewed by his community as a fair and beloved busi-
nessman, setting him apart from the droves of exploitative contract
sellers and loan sharks that would dominate the real estate market
in Chicago in the next epoch. Binga quickly became Chicago’s top
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black real estate broker because he did the buying and selling as well
as the fixing up. “I could do the repair work myself. I could do every-
thing from digging a posthole to topping a chimney.” He explained
that his greatest asset in business was exploiting the discrimination
of white businessmen. “It was partly the disposition of the average
white man to underestimate my knowledge of real estate values.
They wouldn't believe that a colored man could take almost any old
building and whip it into shape.”!®

Just as discrimination and white flight led to his real estate suc-
cess, he turned the white banks’ refusal to lend to his real estate clients
into another source of profit. When the white-owned McCarthy
Bank on 35th and State failed in 1907, Binga purchased the building
and chartered “Binga State Bank.” In 1911, the Defender called
Binga “Our Only Banker” and lauded his accomplishments, stating,
“He was the pioneer in securing good houses and flats for the race
and the beginning of his remarkable business along that line has
been one of the main factors in the wonderful growth of the citizens
of color in Chicago.” Another black business leader called Binga’s
Bank “one of the leading banks owned and operated by Negroes
anywhere.”!”

Binga’s bank deposits grew from $300,000 to over $1.1 million be-
tween 1921 and 1924. During that same time period, Binga bought
a prominent home in a white neighborhood near Washington Park.
His purchase drew ire and triggered violence. During the race riots
0f 1919, his house was bombed seven times.!® Each time, the bomber
left a note demanding that Binga leave the property and sell it to a
white buyer. Binga was resolute. “I will not run. The race is at stake
and not myself. If they can make me move they will have accom-
plished much of their aim because they can say, ‘We made Jesse
Binga move; certainly you'll have to move’ to all the rest. If they can
make the leaders move, what show will the small buyers have?”!?
Binga claimed that it was his right as a proud American to defend
his home, life, and liberty.2°

Binga’s bank was consistently more capitalized than what was re-
quired by the Illinois State Charter and his bank was held out by
black and white contemporaries as a model of sound banking.?!
Binga also bought a membership into the Chicago Clearinghouse,
through which top banks paid into a fund used to rescue the member
banks when they needed emergency liquidity during a run or a
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downturn.?? Before the Federal Reserve was founded in 1913 to offer
similar protection, top bankers joined such funds, paying dues that
would be set aside to help them in a liquidity crisis.?® The Chicago
fund saved many banks from failure, and Binga’s bank was the only
black bank granted membership. As Binga would later find out, how-
ever, fair dealing with this elite group was not reciprocated.

In 1926, Binga’s bank, located in the center of the black belt, was
the most expensive property in the district, valued at $120,000. He
owned over $500,000 in other real estate as well. On the eve of the
Great Depression, Jesse Binga, sixty-four years old and at the height
of his success, began collecting capital to start a second bank. Bin-
ga’s unparalleled success made him a storied leader in the black
community, and so the funds flowed in. The 1929 stock market
crash, however, shattered his plans. By the end of the year, Binga’s
bank became the “canary in the coal mine” for bank failure in Chi-
cago.?! His bank was the first in Chicago to fail during the Great
Depression.?

Binga used all means available to him to save his bank and his
customers’ deposits, including lending the bank his own money. The
balance sheets of Binga’'s bank from 1929 and 1930 reveal that the
bank held $800,000 of home loans in default.26 He reached out to
the Chicago Clearinghouse for a short-term loan from the fund he
had helped build, but the board rejected his request. One member
of the clearinghouse later explained that during one meeting, the
chairman had referred to Binga’s bank as “a little nigger bank that
does not mean anything.”?” It was the first closure of a member
bank of the Chicago Clearinghouse in twenty years. All the other
banks that belonged to this clearinghouse were given aid and
survived the Great Depression.?® W. E. B. Du Bois noted that the
bankers’ association “could have saved the bank and saved it easily
without loss or prospect of loss. Yet the Binga Bank was allowed to
fail because owners and masters of the credit facilities of the nation
did not care to save it. Binga was not the kind of man they wanted
to succeed.”? On July 31, 1930, Illinois bank auditors closed Binga’s
bank, and his depositors lost most of their savings.*

The bank’s failure erased the wealth of many members of Chicago’s
black elite. Dempsey Travis, who went on to run his own mortgage
company and who held Binga as a personal hero, describes a suc-
cessful uncle who saved all of his money at Binga’s bank and who



74 The Color of Money

“became destitute with the turn of the examiner’s key in the front
door of the bank.” He died just a few years later, “broke and broken-
hearted.”3! No doubt the same fate befell many others in Chicago.
Some black residents were angry at Binga and called him a “crook,”
while others were more forgiving and thought he was a “creative
businessman who ended up taking too many risks.” Still others
claimed that he was “a victim of circumstances brought down by the
white system, and that his mistake had been in overextending the
bank by making too many first mortgages to blacks desperate to
buy homes.”?? If black bankers’ success had been celebrated as a
source and symbol of racial pride and progress, their failures were
felt as a failure of the entire community—a source of shame and
shaken morale.

The bank’s failure bankrupted Binga too, but that was the least of
his problems. His wife filed for divorce and Binga was indicted for
embezzlement of funds. The charge was that he had deposited the
$39,000 that he had raised for his second bank into a personal ac-
count. Binga defended himself against the charge by explaining that
state laws did not allow capital funds for a national bank to be held
in a state bank. After a jury heard testimony from eighty witnesses,
they could not reach a verdict. The state’s attorney immediately pre-
pared for a second trial and this time won a conviction in November
1933. Binga was sent to prison. According to recorded history, this
made Binga the only banker in the entire country who was sent to
prison for financial crime during the Great Depression.®

At his parole hearing eleven months later, the nation’s most fa-
mous attorney, Clarence Darrow, came to Binga’s defense. Darrow
did so because “I have known Binga for thirty years and he is a man
of fine character. He lost a fortune trying to keep his bank open.”
Even Darrow, however, could not secure Binga’s release, and he re-
mained in prison. In 1938, 10,000 Chicago residents, including many
who lost their deposits at Binga’s bank, signed a petition in support
of his parole and he was finally released. In 1941, Governor Dwight
Green issued a pardon. By then, Binga was sick and broke. He died
in 1950. His bank remained closed until 1943 and was reopened as
the Phoenix National Bank—no longer a black-owned bank.

The Binga Bank was not without a rival in Chicago. The black belt
district was so densely populated and so thoroughly segregated that
its financial needs supported two of the most successful banks in the
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country. Anthony Overton founded the Douglass National Bank,
named after the first black bank president, Frederick Douglass. The
bank capital came from the profits of the successful Overton Hy-
gienic Company. Anthony Overton, much like Madam C. K. Walker,
earned his wealth by creating cosmetics and hair products for black
women and then built on his success to start the Victory Life Insur-
ance Company, the Chicago Bee newspaper, the Half Century mag-
azine, and the bank.?* By 1920, Overton’s Hygienic Company was
worth over a million dollars and sold more than 250 products.®

Before the Great Depression, his bank had $2 million in assets,
which made it the largest of any black-owned bank in the nation. It
was also the only black bank that was chartered as a national bank
and that became a member of the Federal Reserve after it was formed
in 1913. In order to affiliate with the Federal Reserve, the bank had
to meet certain capital requirements and undergo additional regu-
lation, but membership came with added prestige and privileges.3®
One white scholar wrote in 1926 that the Douglass bank “surrounded
itself with the best possible safe-guards which American banking sci-
ence has been able to evolve, and by so doing, has instilled ambi-
tion, courage and confidence in the hearts of countless Negroes
throughout America.”?” The Douglass bank failed along with Binga’s
bank in 1930.38

Remarkably, New York City had no black-owned banks during the
entire golden era of black banking.?® The black population in New
York was around 150,000 in 1920, slightly larger than Chicago’s
110,000 blacks, and it was the nation’s unrivaled capital of finance.*°
If anything, New York’s Harlem was a more vibrant center of busi-
ness activity than Chicago’s black belt.

Why was New York, with its large, segregated, income-earning
black population, less hospitable to black-owned banks than Chi-
cago, Washington, or the cities of the South? It was not for lack of
trying. In 1916, the New York Agelamented, “One of the urgent busi-
ness needs of Harlem is a Negro bank. Several attempts have been
made at the formation of one, but so far to no avail. In the mean-
time the financial affairs of the district are provided for by the Harlem
branch of the Chelsea Exchange Bank.”*! In 1920, the Sun and New
York Herald reported that “the Wage Earners Bank, a rich corpora-
tion of Savannah, Ga., purchased a large plot of ground at the south-
west corner of 135th Street and Seventh Avenue, where it will erect
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a large bank building,” but the bank never formed.*? Then in 1921,
Charles H. Anderson attempted to start a bank in Harlem at 135th
Street and Lenox Avenue, across the street from the large, white-
owned Chelsea Bank.*®* However, Anderson, who was treasurer of
the National Negro Business League and owner of the largest fish
and oyster business in Jacksonville, was nevertheless unable to open
a bank.*

There were profits to be made in taking deposits from the citizens
of Harlem, and several white banks established branches there.*> It
is possible that these white banks were adequately serving the black
population and there was thus no market demand for a black bank.
This is unlikely, however, as the black press continually trumpeted
the need for black-owned banks and lamented the lack of credit in
Harlem. In fact, the white-owned banks with branches in Harlem
focused on deposit-taking as opposed to lending.* The lack of bank
credit for blacks in Harlem led many of its residents, especially new
Caribbean immigrants, to form informal credit circles to lend to each
other to facilitate businesses and home purchases.*” There was cer-
tainly a dire need for bank credit in Harlem.

Another possible explanation for the dearth of black banks is that
New York’s chartering laws were more stringent than those of other
states. Prominent black banker Arnett Lindsay posited in 1926 that
although would-be black banks made attempts to enter the Harlem
market over the years, “the rigid bank requirements of New York State
were never met by the many promoters who essayed this role.”*8
There is, however, much reason to doubt this theory. A review of the
bank chartering codes for New York, Illinois, and Massachusetts
during the years between 1910 and 1930 reveals that they imposed
very similar capital and bonding requirements, but the state left it to
the banking superintendent’s discretion to approve the banks and
their boards. This discretion was more robust in New York and Illi-
nois than in Massachusetts, meaning that the bank superintendent
could for any reason deny a banking charter if he was not satisfied
with the character of bank managers.*® On their face, the New York
chartering laws were not more rigid, but the discretion held by the
banking superintendent could have led to disparate enforcement.

The most likely explanation of the paucity of black banks in
Harlem is the one put forth by the black press at the time: the white
banks already established in the area prevented black banks from
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getting charters. The New York Age reported in 1923 that the Chelsea
Bank had used the discretionary bank chartering laws and its influ-
ence on New York’s banking regulators to prevent black bankers from
obtaining a charter.>® The bank, fearing a loss of black depositors, al-
legedly persuaded the New York State Banking Commission to deny
Charles Anderson’s charter request in 1921.5! Facing community
backlash after these charges appeared in the press, the Chelsea Bank
sought to placate depositors by hiring two black tellers.5?

The Chelsea Exchange Bank likely did not want to give up their
near monopoly on black depositors in Harlem. The Chelsea Bank
had opened its first branch in Harlem at 135th Street and Seventh
Avenue in 1912, and the community welcomed its services. At the
time, the New York Age reported with pride, “[q]uite a number of the
leading Negro business men [of Harlem] are customers of this bank,
and the ample facilities of the institution are always courteously and
freely placed at their disposal by the capable manager.”>® The paper
reported that the bank treated African American depositors respect-
fully and courted both small and large depositors. The branch had
many large depositors—businessmen with average monthly de-
posits of $75,000 to $100,000. “Running over the list of Negroes who
are customers of this bank is like calling the roll of ‘Who’s Who’ in
the business and professional ranks of our people in Harlem.”>
By 1916, 85 percent of the bank’s depositors were individuals, and
14 percent were businesses.>® The Chelsea Exchange Bank of Harlem
retained its monopoly on deposits well into the mid-1920s. “The
nearest financial institution is at least ten blocks away, at 125th
Street, and so the Chelsea Bank has the opportunity to control al-
most entirely the banking clientele of a community in which one
race group alone numbers approximately 170,000 people.”® In
1924, the New York Age reported that the Chelsea Exchange Bank
“serves more small depositors and small business establishments
than any similar institution” in Harlem.?” Chelsea’s deposit base
was almost entirely Harlem residents, but they had no black board
members, just the two black tellers.%®

Although Chelsea Exchange Bank took all of Harlem’s deposits, it
did not make loans to Harlem. One white bank manager observed
that black customer accounts were “based on straight cash de-
posits.”® By 1920, there were complaints of prejudice and objec-
tions to the bank’s refusal to extend credit to black customers:
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It has also been alleged that business men of the race
have found it extremely difficult, if not impossible, to
secure from the bank’s officials any credit consideration.
Temporary loans, secured by the endorsement of repu-
table and financially responsible people, have been
refused in many instances, it is reported, under circum-
stances which pointed strongly toward the color of the
would-be borrower and endorsers as the bar to credit at
this bank.%

The Chelsea bank manager responded that the bank’s refusal to
extend credit to African Americans was not due to prejudice, but rather
to the bank'’s strictly conservative policies.®! The bank said they did
not advance loans to anyone “unless the applicant can show a sat-
isfactory balance and business statement and has a generally good
character.” Of course, with so much discretion as to an applicant’s
character, how could racism not be a factor in the loan denials?

A white teller of the Chelsea Exchange Bank who went on to write
a dissertation on black-owned banks in the 1930s explained that his
bank received a “tremendous amount” of money from black cus-
tomers. He also observed without apology that, “All of this money is
transferred downtown to the home office where it is loaned to white
customers.”%? He defended this practice as one that was properly fol-
lowed by most banks because they wanted to ensure their loans
were “one hundred per cent sound.” According to him, safe loans
could be made much more easily to their white customers because
“the Negro is entirely untutored in the business world; he is histori-
cally not a business man.”® This idea that blacks were not ready for
business or incapable of it due to lack of training or that, unlike im-
migrants, blacks were “not from an entrepreneurial culture” has had
a long life despite much evidence to the contrary.®* George Bernard
Shaw revealed the backward logic: “the haughty American nation . . .
makes the Negro clean its boots, and then proves the moral and
physical inferiority of the Negro by the fact that he is a shoeblack.”®

Not only were blacks unworthy of loans, but the white clerk also
blamed fickle depositors for the instability of black banks, lamenting
that if only these black depositors would allow their deposits to grow,
the banks would not be so burdened. He reasoned that the wage
earners would often take out their deposits during the Christmas
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season, moralizing that this was because they lacked proper perspec-
tive and self-control.® While his institution was diverting the scant
resources of Harlem downtown, he was blaming the “unlearned”
and “emotional negro” for his own poverty and lack of resources.
This moral indictment of the poor by institutions complicit in their
poverty is a recurring theme. In fact, privileged observers often
cast the rational behavior of the economically disenfranchised as a
sign of moral inferiority that explains their poverty and simulta-
neously justifies apathy toward them.

The Chelsea Bank’s most prominent competitor in Harlem was
the Dunbar National Bank.%” Dunbar Bank was established in 1928
by John D. Rockefeller Jr. and was described at its opening by Time
magazine as a significant addition to “the long list of gifts which [its
founder] has made toward the betterment of Negroes.”% The Dunbar
Bank was organized along the same lines as the Freedmen’s Bank—
it was basically a large depository created by white philanthropists
for the purpose of teaching blacks about “thrift.”® The managing di-
rector of the Dunbar National Bank stated in 1932 that the bank
provided savings accounts to “help the Negro help himself.” The
bank would not be lending on real estate, but would take deposits
and invest them in government securities, a promise which they
kept. Rockefeller still expected that it would be “a profitable ven-
ture.”” Black banker Arnett Lindsay remarked that, although blacks
were the “chief beneficiar[ies]” of the bank, “the promoters of the
bank are receiving their due compensation, a fair return on their
investments.”"!

The community embraced the bank. On the day of its opening,
September 17, 1928, the New York Age reported that “more than 5,000
persons including a number of the most prominent Negro business
men of the country” visited the bank.”? Other black banks and busi-
nesses, including Mechanics and Farmers Bank of Durham, the Vic-
tory Life Insurance Company of Chicago, and the Citizens and
Southern Bank of Philadelphia, deposited funds into the Dunbar
Bank.” Dunbar’s management explained that they were not orga-
nized as “a colored or white bank, but to serve all the people of
Harlem.””* By 1932, the New York Age reported, “depositors are made
up of both races, the employees are both white and colored.””

With its white management and black staff, the Dunbar National
Bank was reported to be the “only interracial banking operation in
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the United States.””® The Crisis noted that the bank employed “Ne-
groes as tellers, bookkeepers and clerks.””” In other words, not as
management. The community protested and asked the bank to con-
sider hiring black managers. Dunbar responded by hiring one black
director, Roscoe C. Bruce.”® The Harlem newspaper Amsterdam News
was not impressed, complaining that “The desire on the part of
prominent and capable Negro businessmen of Harlem to have
serving the community a bank with a white and colored board of di-
rectors has not been realized.” A Dunbar Bank representative coun-
tered, condescendingly, “The Dunbar Bank is an experiment and we
must move slowly in deciding upon our policies, and until we see
the response of the representative Negro businessmen of Harlem to
this effort to be of assistance to them, we have to delay consideration
of appointing any of them as directors of the institution.” The Harlem
business community was at first promised a 50 percent stake in the
available stock, but once the bank opened, Rockefeller retained
75 percent of the stock and refused to sell the remaining 25 percent
to the community until he was “sure the bank would succeed.” Even
when the bank did succeed, Rockefeller never sold stock in the bank
to the black community.” Harlem felt betrayed by this decision,
which sowed a suspicion that would resurface thirty years later
when Jackie Robinson tried to convince Harlem to invest in his
bank. The community suspected that Robinson’s bank was a front
for another Rockefeller venture.

Having avoided real estate lending, the Dunbar Bank sailed
through the Great Depression and became one of the first banks to
open after President Roosevelt’s 1933 bank holiday.?’ The bank was
affiliated with the Rockefeller-financed Dunbar Apartments, which—
according to the New York City Landmarks Commission—was the
first large cooperative residence built for blacks.®! The structure,
constructed in 1926, was designed to provide blacks with a path
toward property ownership through a cooperative. During the
height of the Harlem Renaissance the apartments housed several fa-
mous black luminaries, including W. E. B. and Nina Du Bois. In
1936, Rockefeller foreclosed on the cooperatively owned building
due to defaults in payments in the wake of the Great Depression.®
The Dunbar National Bank was liquidated in 1938 when Rocke-
feller decided, according to The Afro-American newspaper, that it
was no longer profitable and “convenient for him to continue it.”8
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Itis notable that Harlem did not have a thriving black bank sector,
or at least one similar to that enjoyed by other major cities—not only
because Harlem was located just a few miles from the heart of Amer-
ican capitalism on Wall Street, but more significantly because
Harlem at the time was the focal point of a new and powerful strand
of black nationalism championed by Marcus Garvey.3! Garvey was
not as prominent a national leader as Du Bois or Washington, but
he was undoubtedly the most influential voice emanating from the
northern ghetto—a voice that would echo throughout the twentieth
century. Unlike Du Bois and Washington, Garvey was not interested
in the South’s problems, nor did he care to speak to the black middle
class or whites. His primary concern was for the “poor black masses”
living in northern ghettos. His answer for them was to embrace seg-
regation and to build an independent community. If Du Bois had
sought to tear down the walls of segregation and Washington had
wanted to build a respectable community within the walls and wait
for the white community to take them down eventually, Garvey
wanted to build the walls even higher and establish guards on top
lest the whites try to exert any control within the black center.

Blacks, whom Garvey called “a mighty race,” would never be
accepted by white America, so they were better off developing an
independent nation. This meant either going “back to Africa” or
building a sovereign nation in America from reparations he de-
manded as recompense for slavery. Garvey, a Jamaican immi-
grant, likened the black ghetto to a domestic colony. This framing
resonated with blacks living in densely segregated northern
ghettos. The proper response to colonialization was to demand
self-determination. “Where is the black man’s government?” de-
manded Garvey. “Where is his president, his country, and his am-
bassadors, his army, his navy, and his men of big affairs? I could not
find them, and I declared, ‘I will help make them!” % He was called
“the Black Moses,” and his movement attracted millions of “Gar-
veyites” out of a nucleus of acolytes in Harlem.

The language and insignia of his movement—military apparel—
made him the most incendiary of the early leaders. He founded the
Universal Negro Improvement Association (UNIA) in 1914 as a step
toward establishing “a country and absolute government of their
own.”8 In August 1920, the UNIA had four million members and
held an international convention at Madison Square Garden before
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a crowd of 25,000 people. Ironically, Garvey’s commitment to abso-
lute segregation and rejection of any help from whites aligned him
with staunch white supremacists. He even met with the Grand
Wizard of the Ku Klux Klan to oppose integration.®” The meeting in-
furiated other black leaders and drew harsh criticism from black
labor organizer and fellow Harlemite A. Philip Randolph, who
launched a “Marcus must go” campaign. Du Bois called Garvey “the
most dangerous enemy of the Negro race in America.”® Garvey, in
turn, condemned Du Bois for acting like an agent for the white elite.

Although Garvey irritated prominent black leaders, his eco-
nomic road map bore a striking resemblance to Washington’s own
rhetoric—Garvey was inspired by Washington’s philosophy, and
the two had corresponded and intended to meet before Garvey
immigrated to America, but Washington died before they could
meet. Garvey enthusiastically embraced capitalism and preached a
gospel of success that included self-mastery, hard work, and self-
sufficiency, all of which he promised would result in black wealth
and power. He echoed Andrew Carnegie when he admonished
black Harlem: “Be not deceived, wealth is strength, wealth is power,
wealth is influence, wealth is justice, is liberty, is real human rights.”#
Blacks needed to own “more stores, more banks, and bigger enter-
prises,” said Garvey. So long as blacks had “no banks of our own,”
they could not survive and prosper as a race.”

Garvey even began his own business empire, including a grocery
store chain, restaurants, and laundries in Harlem in 1919. He in-
corporated the Negro Factories Corporation to manage a variety of
subsidiary businesses—all of which relied on de facto segregation.
Garvey’s Harlem newspaper, The Negro World, published the first
voices of the Harlem Renaissance. His most ambitious venture was
a shipping company, the Black Star Line, built to enable trade and
commerce between the Caribbean, Central and South America, and
the United States. The Black Star Line faltered and then failed. Garvey
himself was arrested for mail fraud and subsequently deported to
Jamaica in 1927.

For many in the black community at the time and thereafter,
Garvey’s movement was anything but a failure. According to one
contemporary, “it was an economic failure . . . but a psychological
success . . . [and] created a spirit that has yet to be paralleled in any
other black movement.” Earl and Louise Little were loyal Garveyites
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in Chicago who rejected black integration and the “Uncle Tom-ism”
of the black middle class. Their son, Malcolm X, would resurrect Gar-
vey'’s vision years later, as would the Black Panthers, the Nation of
Islam, Rastafarianism, and other black radical groups.®

Black nationalism was a distinctly political philosophy and a direct
result of racism and segregation. It was in the heavily concentrated
ghettos of the North that such a response was most appealing. The
ghetto was predominantly black, and its business establishments
were all white-owned. It felt like exploitation akin to colonization.
The black nationalist solution was to create a parallel economy with
rival black institutions in the ghetto. The end result, however, was
not just the black institutions but complete autonomy—not Wash-
ington’s “social separation,” but a revolutionary political break from
the American polity. This would have required military violence and
would certainly have failed, which is likely the reason the national-
ists focused on creating economic institutions first. But the premise
was that ownership of black institutions meant control of the black
ghetto economy.

Black bankers were not political nationalists, but they were oper-
ating under the same foundational principle that black banks would
lead to black economic power and independence. Richard R.
Wright Sr., founder of the National Negro Bankers Association
(NNBA), articulated the goal of black banking. Wright believed that
black banking would provide “a tangible start toward real financial
emancipation.”® “[M]ost of the Negroes’ money is not now orga-
nized for the Negro, but actually organized against us. Millions of
dollars that colored people have put in banks (probably 12 million
in this city alone) are used to build up businesses for people who dis-
criminate against Negroes. Do you think it's about time to help or-
ganize the finances of our people?”?® Wright was born a slave in
Georgia and worked to help the family survive after slavery. He told
a story of giving his paycheck to his mother one day and being struck
when she responded, “I'm going to take this money and put it in the
bank and live off the interest.” Her words surprised her son and the
message stayed with him. When he walked past the bank, he told
the banker, “I'm going to have money in your bank.”% Wright even-
tually became a college president, and in 1921, at the age of sixty-
seven, he founded the Philadelphia’s Citizens and Southern Bank
and Trust Company.
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He founded the NNBA in 1927 and urged all prominent black
leaders to create their own banks. “We must unite all the Negro banks
in the country,” said Wright, “to restore confidence in our business.
No bank can stand alone.”® The organization, according to its own
history, was “born in hostile times.”% The mission of the league was:

to promote the general welfare, and the usefulness of
banks and banking institutions, and to secure uniformity
of action, together with the practical benefits to be
derived from personal acquaintance and from the dis-
cussion of subjects of importance to the banking and
commercial interests of the country, and especially in
order to secure the proper consideration of questions re-
garding the financial and commercial usages, [and of]
customs and laws which [a]ffect the banking interest of
the country.”

In 1927, the NNBA convened in Durham, and Mechanics and
Farmers President C. C. Spaulding delivered the keynote address to
the group. He pressed a message he would sound many times, urging
black bankers to “pull together” and cooperate in order to survive.
Between 1927 and the onset of the Great Depression, the most
pressing topics during meetings were cooperation among black
banks, eliciting the support of the black community, countering
discrimination by whites, and overcoming negative stereotypes. To
help address the latter point, the NNBA invited the black press to
their 1927 meeting and asked them for assistance in portraying a
positive image of the industry to the public.®

The bankers invited editors from the Pittsburgh Courier, Norfolk
Journal and Guide, and the Philadelphia Tribune, and asked for their
help convincing an often reluctant black population that black banks
were just as trustworthy as white ones. Wright complained about the
unequal treatment black banks received from their newspapers.
“The news of a single failure of a Negro bank goes about like wild-
fire,” he complained. “Everyone knows it and everyone talks about it.
The announcement of a Negro bank failure forms glaring headlines
in red letters across the pages of every Negro newspaper.” Wright im-
plored his colleagues to “change this by making our bank successes
interesting news.”%?
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If the association’s goal was to mobilize black money into black
banks, they needed the black community to trust banks—in other
words, trust that they would not fail—for what banks were asking
their community was no small favor. They were asking blacks to en-
trust black bankers with their hard-earned savings in the days be-
fore deposit insurance, when a bank failure meant that the deposits
were gone. Bankers had to convince their customers that they were
honest, smart, and prudent, but the pervasive racism of the era
worked to demonstrate just the opposite. Many black bankers and
industry observers noted that black banks were weakened by per-
ceived racial inferiority even in their own communities. As one white
banker observed, “[As to] practically every Negro bank in the country:
when it opens its doors for business, only a comparatively small
number of people deal with it.”!° Banking was impossible without
this confidence.!®! But the bankers knew that if the population
trusted them with their savings, they could be of service to their
customers by providing them with loans that no other banks were
giving them. Trust would beget stability, which would beget sound
lending, which would beget more trust. Black bankers wanted to
spark this virtuous circle. This is why Wright and the other bankers
pleaded with the black press to help “to dignify our banking, to or-
ganize our banks for bigger and better business and for mutual
protection.”1%2

The press obliged. In 1927, the Norfolk Journal and Guide wrote,
“If Negro banks, selected with due regard for safety and service, were
made the depositories of one half of [the black community’s] money,
its circulation through the arteries of Negro trade and commerce
would add wonderful strength to our economic structure.”!%® The
editor of the Washington Bee claimed that the black banking industry
meant “more to the present and future of the Negro race in America
than possibly all of the other agencies concerned with the progress
and welfare of our group combined.” Pointing to the banking in-
dustry as the ship captain of black economic progress, he called on
the entire black population to amass their money and support these
institutions:

With most of our business enterprises just emerging
from their swaddling clothes, to rival and battle against
long established and experienced competition; with the



86 The Color of Money

enterprising home-owners and home builders being im-
periled by lack of capital, impossibility of securing or
renewing loans; . . . with industrial and economic barriers
being erected against the Negro every day in all parts of
the country; with the facts of his forced isolation from
other groups and the realization that he must work out
his own problems and overcome and conquer his hazards
himself, the Negro needs a strong, trained arm at the
wheel to pilot him safely into the port of his dreams.!%*

To help with the public relations challenge, the NNBA kicked off
Negro Bankers Week on February 10, 1929, with scheduled mass
meetings and education campaigns. The League called on President
Coolidge to support thrift among blacks as part of his ongoing Thrift
Week celebrations.!% While Coolidge did not offer any specific sup-
port for black banks, he did create the first government agency to
support black businesses, the Commerce Department’s Division of
Negro Affairs, in 1927. James A. “Billboard” Jackson was its first di-
rector. Jackson earned his nickname when he became the first black
editor of Billboard magazine in 1920, and in his position at the Com-
merce Department his duties were to collect and disseminate in-
formation about black businesses. Besides Jackson’s periodic reports
on the state of black businesses, however, the agency did little else.'%

The NNBA was gearing up just as the Great Depression decimated
the industry. In fact, the 1928 meeting had been scheduled for Sa-
vannah, Georgia, but the two black-owned banks in the city—the
Wage Earners Savings Bank and the Savannah Savings Bank—closed
before the meeting could take place. The group reconvened in
Louisville, Kentucky. The focus of the 1929 meeting was making it
through the crisis by cooperation, and a few banks were proving just
that principle. When Citizens Trust, the pillar of the Atlanta com-
munity, was suffering a liquidity shortage, Mechanics and Farmers’
C. C. Spaulding gave the bank a loan that enabled its survival.!%”
Citizens Trust reopened triumphantly after the bank holiday of
March 6, 1933, having paid out every claim.!®® Maggie Walker also
arranged a merger that saved her bank along with two others.

Most were not so lucky. The Great Depression brought down both
the titans of black finance and the budding shoots of smaller black
banks. After the Dust Bowl trauma settled, only eight black-owned



The Rise of Black Banking 87

banks survived: Citizens and Southern Bank and Trust Company of
Philadelphia (Wright’s bank), Citizens Savings Bank and Trust Com-
pany of Nashville, Citizens Trust Company of Atlanta, Consolidated
Bank and Trust Company of Richmond (Maggie Walker’s bank),
Crown Savings Bank of Newport News, Danville (Virginia) Savings
Bank and Trust Company, Mechanics and Farmers Bank of Durham,
and Charleston (South Carolina) Mutual and Savings Bank. These
surviving banks were affiliated with either another commercial en-
tity, a church, or a fraternal organization.!%®

Black commercial banks in the North failed due to runs and heavy
loan losses. As the saying goes, when Wall Street gets a cold, Harlem
gets pneumonia. Black ghetto properties quickly lost value, creating
severe loan losses for black banks holding these loans.!'* When the
NNBA met in 1930, Maggie Walker was the featured speaker, and she
tried to restore confidence in the industry. She reminded the press
and the public that bank failures were universal and that “a thousand
times more Negro money is lost year after year in other banks than
is lost in Negro banks.”!!!

This was true, but the trauma-inducing insolvency of black banks
during the Great Depression could not mask their more fundamental
weakness. After having visited “practically every large city where a
Negro bank is operating,” studying their financial statements, and
speaking with management, prominent banker Arnett Lindsay con-
cluded in 1929, months before the Great Depression, “that there are
not more than half a dozen banks owned and operated by Negroes,
which are actually making even ordinary bank profits by specializing
in commercial loans.” He added that although these banks served
“a useful purpose in promoting thrift and homeownership, “this is
not commercial banking in the true sense of the word.”!'? The truth
was that even before the Great Depression, these banks could not
have grown wealth for the black community insofar as they operated
in a segregated economy.

In the parlance of the later battles for school integration, not only
was it impossible for black banking to be separate and equal, they
could not even be separate and profitable. Three specific features
of the black condition impeded even the strongest black banks in
the pre-Depression era from their central aim of wealth accumu-
lation: poverty, housing segregation, and the centripetal pull of the
money multiplier to the dominant banking sector.
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The first source of weakness was the black banks’ liabilities. When
a customer deposits money into a bank, she creates a loan to the
bank, but a loan that the customer can demand back at any time—
this is why it is called a “demand deposit.” For a bank customer or a
business, a deposit is an asset; but for a bank, customer deposits are
liabilities. Banks, therefore, fund their business through liabilities
that can best be described as short-term, unpredictable loans. Com-
mercial banks rely on the probability that not all of their customers
will demand their money at one time, and therefore they do not hold
these deposits at the bank—they only hold a fraction at any one time.
This is called “fractional reserve banking,” which means banks hold
a small amount at the bank called “reserves” and lend out the rest.
Banks make money on the spread between what they pay to their
depositors and how much they charge on their loans. Bank profits
are made by taking these deposits and turning them into loans—
called maturity transformation.

This process is risky. If bank customers suddenly demand more
money than the bank has in reserve, there is trouble for the bank—
especially before the creation of federal deposit insurance. Cus-
tomers knew that that the bank could not pay all depositors at
once, so they would “run” the bank—sometimes literally running to
the bank—to demand their deposits before there was nothing left to
claim. Fractional reserve banking meant that there were only enough
reserves to pay out a fraction of the depositors—the “runners”
needed to make sure they got to the bank first. A run usually meant
certain failure unless the bank could find enough liquidity (cash) to
satisfy enough depositors so that they would leave their deposits in
the bank.

Black bank deposits differed from those in white banks—they
were smaller and were more frequently withdrawn, which made
them more risky.!'* Most black depositors had no stores of wealth
to invest in the bank and were just depositing money from their
wages, keeping small amounts to live on. They put their sums into
black banks for safekeeping, but also looked to those deposits as
rainy-day funds during frequent stormy weather. Deposits so small
and volatile are a costly liability for banks. Banks spend the same
amount of money in overhead and servicing costs for a deposit of
$1,000 as for one of $1.50, but the larger deposit can yield more profit
when it is lent out. In other words, a bank receiving three large de-
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posits amounting to $500,000 from three big businesses spends less
money and makes more profit off those deposits than a bank that
receives $500,000 dollars of deposits from 5,000 people. Black banks
had much higher operating costs than white banks because they
spent more and earned less from their poor customers.!'*

A customer base that deposits little and withdraws often creates
another less obvious financial bind for banks.!'® Because of the
volatility of their deposits, black banks had to keep more cash on
hand as reserves or invest in other more liquid assets such as govern-
ment securities, which were safer than loans. They did so because
they needed to make sure they always had enough cash at the bank
to pay out to depositors. They also held very high capital ratios to
offset this risk.!'6 In 1920, the mean capital ratio for white banks
was 18 percent; black banks had an average capital ratio of 32.9
percent.!'” This meant that the bank owners invested more of their
own money and earnings in the bank to keep it secure, but this se-
verely restricted their profitability and lending capacity.

In order to minimize the risks presented by their small and fickle
deposits, bank managers held more capital, cash reserves, and
liquid assets. All of this meant that they could make fewer loans
and thus were not able to fully enjoy the benefits of fractional re-
serve lending.!'® Fewer loans meant less revenue for the banks,
less credit for the community, and less wealth creation overall. A
profitable bank tries to hold as few reserves as possible, have as
low a capital ratio as allowed by law, and make as many loans as
possible in order to maximize profits.!'® Black banks were trying to
stay safe, but their weak deposit structure put them in a bind.
Black banks were lending with one hand tied behind their back.
What weakened these banks is the paltry wealth of the communi-
ties they served, which was also the reason they were created—to
provide financial services to a poor population.

Another source of vulnerability for black banks was their assets,
or loan portfolios. The fate of black banks was tied up with the fate
of black businesses, and the precarious state of the latter meant
that black banks lacked the healthy diversity required for sound
banking. Most thriving banks prefer to hold a mix of commercial
and real estate loans, because a diversified portfolio is safer and
more profitable. But black banks made loans almost exclusively on
residential real estate because the vast majority of black businesses
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were “pebbles on the seashore,” small service operations with no
need of bank financing.'?

The black banking market was thus created to meet one key credit
demand: home loans. It was widely acknowledged that white banks
did notlend to blacks for home buying, and if they did, they charged
much higher interest rates.!?! The portfolios of black banks were
dominated by home loans, which were the balance sheet equivalent
of a ticking time bomb. Home loans were inherently risky, but the
key problem for black banks was not the proportion of these loans
they held, but their nature.!?2 The problem was that the collateral for
these assets—properties owned by blacks in locations where blacks
could buy—diminished in value as soon as the loan was made. To
understand this phenomenon, which reveals the core problem of
black wealth creation and bank viability, it is important to under-
stand how thoroughly enforced segregation was in the North and
how it affected housing prices.

The North maintained strict racial segregation through a series of
tools used consecutively and simultaneously, including violence,
zoning laws, and racial covenants—much of which was organized
by neighborhood associations and realtors.!?® The color line—the
place where the black ghetto met the white community—was a
highly contested space and the scene of much of the race rioting and
violence.'?* As the swelling ghetto pushed against the white commu-
nity, the white community pushed back forcefully.?® The black
middle class were usually the early settlers forging into the racial
frontier by buying homes in new territory. With a 50 percent down
payment required for a home purchase at the time, the only buyers
of black property were the black upper class—only 2 percent of the
black population in the North in the 1920s.126

These professional-class pioneers were often the primary victims
of bombings and mob violence. A famous case was that of Doctor
Ossian Sweet and his wife Gladys, who bought a home outside De-
troit’s Black Bottom slums in 1925. The Sweets bought their home
for $18,500, which was $6,000 more than its market value. The home
was shortly besieged by a white mob that surrounded the home for
several days hoping to pressure the Sweets to abandon their prop-
erty. When the mob began to break windows, Sweet fought back. He
and several friends fired into the crowd and killed a member of
the mob. Sweet was charged with murder and was defended by Clar-
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ence Darrow and Walter White, president of the NAACP. This case
was an outlier, not just because Sweet was acquitted of a murder
charge by an all-white jury, but because he fought back in the first
place. Most black professionals were not willing to wage a violent
defense of their home.!?’

The reason white neighbors would threaten a black doctor was
not necessarily that they did not want him in their neighborhood,
but because it signaled a racial breach. Members of the black middle
class moving into a neighborhood were seen as harbingers of a
neighborhood being swallowed by the ghetto.!?8 These fears turned
into self-fulfilling prophesies, because once a neighborhood “tipped”
and was seen as a “black neighborhood,” whites fled and the neigh-
borhood declined and was swallowed up by the ghetto. In 1930, a
realtor turned University of Chicago economist, Homer Hoyt, cre-
ated an economic model based on extensive real estate data that re-
vealed that real estate in a neighborhood declined as soon as a few
blacks purchased property there. The lower market values were a
result, he explained, “due entirely to racial prejudice, which may
have no reasonable basis.”!?° This declining property value did not
affect the home prices of most immigrant groups—only blacks and
Mexicans.

This is why whites were so vigilant in keeping blacks out of their
neighborhoods. They were motivated not only by outright preju-
dice, but also by fears of asset depreciation (which was, of course, a
correlated result of racism). Otherwise, why go through the trouble
of organizing associations, making contracts, and planting bombs?
Whites on the edges of the black community were protecting their
financial investments by keeping blacks out. This racial cartel not
only reinforced white advantage; it created a negative feedback
loop for black wealth creation. Because black homes were not in-
creasing in value, black homeowners were excluded from the
clearest path to wealth creation available to the middle class. On
the flip side, through racial violence, whites retained the racial pu-
rity of their neighborhoods, and their home values increased pre-
cisely because they were not in black neighborhoods. The ability
to retain property value—even through violence—was a uniquely
white privilege.

Data also revealed what was already obvious to the black middle
class: that the first blacks to own a home in a formerly white
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neighborhood paid a premium to buy the home to break the color
barrier. So values rose slightly, and then, as more blacks entered
the neighborhood, home values suffered a drastic decline.!®® In
other words, blacks paid much more for properties, which came
to be worth much less the second they were purchased by blacks.
This sluggish real estate market contrasted sharply with the inflated
rental market within the ghetto. In the densely packed black ghetto,
the low supply of tenant housing coupled with high demand meant
that rents skyrocketed by 50 percent or more in comparison to
rental properties outside the ghetto.!3! Tenants were paying very
high prices for increasingly dilapidated housing, and black home-
owners paid too much for homes that then lost value. Both sides of
the black income scale lost wealth due to segregation. This situation
seemingly defies the economic laws of supply and demand, but
those laws have never been fully able to account for the intensity of
white racism. It is difficult to overestimate the damaging effects of
housing segregation on the creation of black wealth or the viability
of black banking.

For banks, these mortgages created severe balance sheet prob-
lems, because loans often went “underwater” as soon as they were
issued.'®? Not only were black banks losing the value of their own in-
vestments as their mortgaged properties declined in value, but
these loans also created a liquidity bind for black banks because they
could not sell them quickly. Black banks had highly illiquid assets,
which were essentially stuck on their balance sheets—there was no
ready market for black mortgages.'3 When Binga needed liquidity,
he selected his best mortgages on “choice pieces of real estate” and
offered them for sale to a few white banks in Chicago. The banks re-
fused to purchase even these loans because they were “unable to
market mortgages on Southside properties.”!3* This was likely due
to the twin forces of direct racism and the plummeting house values
that racism had indirectly wrought. When the Binga Bank failed, it
held $800,000 in mortgages in Southside properties.!3®

The raison d’étre of these banks—making loans on black
property—was also a principal cause of their failure. The rigid lines
of segregation had created a robust black banking sector, but the
same forces of segregation infected their balance sheets, making it
impossible for them to lend at a profit. Black banks might have
been able to survive the low incomes of their customers and their
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focus on home loans—after all, credit unions and building and
loans were flourishing during this era by pooling the resources of
their low-income customers to buy real estate. The crucial differ-
ence, one that would perpetually prove insurmountable, was that
black banks’ assets, loans on black properties, were not appreciating
in value. And this was not a problem the credit unions or building
and loans had to deal with, for once the building and loan or credit
union helped a member buy a home, that property either retained
or increased its value.

Though minutes from NNBL meetings reveal that the black
bankers understood their balance sheets to be more vulnerable
and risky than their counterparts’, there is no evidence that the
bankers suspected that these loans would perpetually diminish in
value. Even Arnett Lindsay, who observed firsthand that these banks
were not profitable, did not think residential loans were a problem
and focused his lament on the lack of business loans. The bankers
seemed to believe that these loans, if they could be held long
enough, would eventually increase in value for the banks and the
homeowners.!36

The hopeful premise on which the entire enterprise was based
was that either black communities would eventually acquire enough
wealth and buy enough properties to stabilize their prices—or that
perhaps whites would stop fleeing black middle-class homeowners.
Neither hope has yet to fully materialize. In fact, after the Great De-
pression, segregation continued to undermine black property values
and wealth accumulation. In some ways, it became even harder in
the coming decades. Yet to realistically confront and prepare for the
obstacles these bankers were facing would have required too bleak
avision—that the U.S. economy would sink into a dramatic decline,
that segregation would increase in resiliency, and that racism would
continue unabated.

The most crucial structural problem black banks faced was their
inability to multiply money due to segregation. Banks create money
and wealth through fractional reserve lending. By lending customer
deposits, banks create new money; they “multiply” existing money
in a process called “the money multiplier effect.” A bank customer,
Alice, deposits her money in Bank A. Her bank holds a fraction of that
money as “reserves” at the bank and lends out the majority of it to
another customer, Betty. Betty uses that money to buy a home from
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Celia, who deposits that money into her own bank, Bank C. That is
new money created from the loan. Alice’s bank deposit slip shows
that she still has her money at Bank A, but now Celia also has a de-
posit at Bank C—money that was not there before. In this process, if
Alice’s initial deposit was $100 and it was lent out ten times, with
each bank holding 10 percent for reserves, it would have created
$900 of new money.'*” The money supply increases from $100 to
$1,000. This is the “magic” of fractional reserve lending. Every time
aloan is made, a deposit is created. To repeat, banks create money, or
bank deposits, by making new loans. This money multiplier effect
is what makes banks the engines at the center of the economy—
the new money is “created literally out of thin air.”13® This is what
Alexander Hamilton meant when he said that banks allow capital
to “acquire life” and become productive—banks increase the overall
wealth of a community by simply taking deposits and lending
them out.

The catch is that they can only do so insofar as the creditors and
debtors are operating in the same system. Now let’s see what hap-
pens when a black bank attempts fractional reserve lending. Anton
deposits his money at black-owned Bank A. Bank A makes a loan to
Bella, who is black. Bella uses that money to buy a home. For the
money multiplier to work in a segregated economy, Bella’s money
must be recycled in the black economy. Theoretically, black banks
would circulate and multiply this money and hum along with white
banks doing the same thing—both multiplying money in their own
segregated economies. However, this was not possible. During this
era, practically without exception, the sellers of the real estate were
white and the buyers were black, placing them in separate banking
systems. The sale proceeds usually landed in a white bank, while
the loan was held at the black bank. Because blacks did not own
property, their banks would constantly be stuck in an inferior posi-
tion and their loans would be swallowed into the white system.

As soon as the black bank loan was deposited into the seller’s
bank, it had already escaped the black community and would con-
tinue to multiply in the white community. Even assuming that the
first seller was black, she would have had to deposit her proceeds
from the sale back into the black banking sector. Only if both the
buyer and seller were black and each deposited their money at black
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banks could the money multiplier work. Every seller down the line
would have to do that for the black banking system to be able to
“control the black dollar” and multiply money in the black commu-
nity. In reality, there would eventually be a white seller in the chain
and the money would escape the black community. In the days of
strict segregation, when white banks did not lend to blacks and
white customers did not deposit money into black banks, the re-
sulting “new” money always went into the white banking sector.'%
Money could not be multiplied in two different segregated banking
systems when one did not have much capital to begin with. In other
words, the banks themselves could not help the black community
hold and multiply capital without changing the structure of property
ownership first.

White banks had the advantage of circulating and growing money,
and black bank loans just fed into that circulatory system. Not only
were black banks not multiplying money in the black community,
they were multiplying money in the dominant (white) banking
system. Put another way, not only were the white banks multiplying
white money, they were multiplying black money as well. If the whole
point of black banking was to control the black dollar and put it to
work in the black community, black banks simply could not do this.

Not only could black banks not “control the money of the com-
munity”; they actually acted like a sieve through which money
drained into the mainstream white banks and the mainstream, ex-
clusionary economy. Instead of multiplying money, black banking
effected a slow trickle-up of wealth into the white banking
system. The profits were being skimmed off the top by the robust
mainstream economy, leaving the ghetto economy with the scraps.
Eventually, government credit markets would replace the simple
apparatus of the money multiplier by providing new sources of
loans. But even then, black money continued to leak out of the black
economy. Because the dominant economy was taking place outside
of the ghetto, its pull could not be resisted. Once in the banking
system, money flows toward more money.

Just as the money multiplier circulated white advantage, the
ghetto money trap also circulated disadvantage. Because blacks
were not home sellers, black banks did not have access to the large
deposits received in home sales. This led back to the problem on
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the liability side, which is that the small deposits in black banks were
too costly and had to be offset by fewer loans, which ultimately
meant lower profits.

The money multiplier was not broken just for small black banks,
but also for large banks like Binga’s and the Douglass National
Bank.!'*° This meant that no matter how much money black leaders,
bankers, and the press could convince blacks to put into black-
owned banks, the “power of the black dollar” would not push for-
ward the black economy in a significant way. The truth was that
segregated communities could not segregate their money. The
irony is that black banks, which were created to control the black
dollar, were the very mechanism through which black money flowed
out of the community. Through deposit-taking and lending, black
money would always end up in the white banking industry despite
the best efforts and highest skills of black bankers. Black banks could
not participate in the wealth-producing process around which the
entire banking industry is built, precisely because black banks op-
erated on the fringes of a white banking system.

This is not to say that a truly segregated black economy like the
one Garvey imagined was not possible. If blacks could have accu-
mulated all black resources into an all-black economy with control
of large businesses and ownership of property, their money would
not have easily escaped the borders. Blacks would need to be com-
pletely independent of whites and buy from, lend to, and employ
only blacks. Though some whites and some blacks would have
welcomed this outcome, such a world was out of reach because the
black community did not accumulate enough property to sustain
itself. The underlying problem for blacks was that whites started
with all the property and blacks with none of it. This basic economic
reality created a positive feedback loop for whites and a negative one
for blacks, cycles that continue to have profound effects to the
present day. Black banks’ segregated assets, volatile liabilities, and
broken money-multiplying apparatus were causing a slow bleed of
money and resources in the sector even before the Great Depression
dealt the fatal blow.

The Depression only ratcheted up the hardships faced by the
black community because Jim Crow segregation concentrated and
intensified poverty.!#! Starvation and disease were rampant, and
infant mortality and premature death were much higher in the
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black community.'*? In 1935, W. E. B. Du Bois said, “No more critical
situation ever faced the Negroes of America than that of today.”'*3
Gunnar Myrdal called the economic situation of blacks “patholog-
ical” in his momentous 1944 study of the state of the black popula-
tion, The American Dilemma. He concluded that, “except for a small
minority enjoying upper or middle class status, the masses of Amer-
ican Negroes, in the rural South and in the segregated slum quar-
ters in Southern and Northern cities, are destitute. They own little
property, even their household goods are mostly inadequate and di-
lapidated. Their incomes are not only low but irregular. They thus
live from day to day and have scant security of the future.” Myrdal
concluded that America’s professed creed of equality and freedom
did not match the unjust and immoral treatment of its black
citizens—this was the American Dilemma.!**

The initial optimism of the Great Migration and the promise of
the “kinder mistress” of the North went unfulfilled as the black mi-
grants faced the hardening walls of segregation. Meanwhile, many
blacks in the South lost their land, which led to more migrants
flooding the northern ghettos. Racial hostility in the South had not
abated. Black children were being denied education in the South and
black men were still being lynched without even the fiction of legal
process. It was clear that Booker T. Washington’s hope that whites
would come to respect blacks after seeing their industriousness was
only a pipe dream. Du Bois quipped, “The colored people of America
are coming to face the fact quite calmly that most white Americans
do not like them.”!45

Having lost hope that whites would eventually yield to black
integration, Du Bois doubled down on black business, arguing again
that the only path forward for blacks was to build a separate economy.
Du Bois warned blacks that to “await the salvation of a white God is
idiotic.”*% This was no time for black leaders to retreat into a re-
signed despair over their lack of economic progress. He urged the
black community to deploy their “political power, their power as
consumers, and their brainpower” to bolster their segregated com-
munities without waiting for white help. He promised that by “vol-
untary and increased segregation” and “by careful autonomy and
planned economic organization,” blacks could build a strong com-
munity.'*” He sounded a lot like his foe Washington with this advice,
but lest one overemphasize the similarities, Du Bois displayed a
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characteristic distrust of black capitalists and the profit motive. In a
1942 newspaper column, he described black entrepreneurs as a
group without ethics or concern for their people. “What American
Negro businessmen have got to remember is that a new economic
morality is facing the world, and the emancipation from unfair pri-
vate profit is going to be as great a crusade in the future as emancipa-
tion from Negro slavery was in the past.”!*8 While he still championed
black business, he urged black businessmen to seek the economic
interests of the entire race instead of their own profits.

Not only were black bankers stuck in a perpetual money pit, but
they were often cast as the villains when things went wrong. That
their loans went primarily to the black middle class and were out of
reach of the majority of blacks sometimes made black banks the tar-
gets of criticism.!*® Abram Harris was one of these critics. Harris
was the first nationally renowned black economist and the first to
do a comprehensive study of black banks, called The Negro as Cap-
italist (1936). Harris headed the Howard economics department
from 1936 to 1945, when he became the first black economist at the
University of Chicago. He was recruited there by Frank Knight, a
founder of the famed Chicago School of Economics who fostered the
likes of Milton Friedman and George Stigler. Harris had held Marxist
sympathies while at Howard, but with his move to Chicago, his eco-
nomic philosophy became more traditional. Harris was close friends
with sociologist E. Franklin Frazier and was one of the handful of
black “insiders” who helped shape Gunnar Myrdal’s formative study.

Harris claimed that the bankers’ success was made possible by the
“skillful exploitation of the Negro masses.”!%° His argument was that
because black banks were run on the deposit base of the masses of
low-income savers and their loans were real estate loans to black
elites, they were enriching the elite and themselves on the backs of
the poor. Put another way, the losses of these banks were primarily
borne by the small depositors and the gains rarely benefited them,
particularly because bank loans did not address the problem of the
“appalling housing needs” of lower-class black citizens.!>! However,
Harris’s criticism overstated the gains made by middle-class blacks
and black banks. The poor certainly lost their hard-earned savings,
but the bankers lost their banks as well. Apart from his claims of ex-
ploitation, Harris’s study was also the first to challenge the notion
that a segregated black banking system could work. As a trained
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economist and without the burden of being a black political leader,
Harris was able to confront and challenge one of the central tenets
of black self-help—that black banks were a good idea. Harris had
understood the trap of segregated banking and had tried to explain
the flawed assumptions underlying the enterprise.

Carter Woodson rejected Harris’s blasphemy. Woodson, a promi-
nent scholar and historian, believed that community self-help in
the form of supporting black business and black banking was the
only path forward. In The Mis-Education of the Negro, Woodson crit-
icized the skeptics of black banking and business, explaining that
“the ‘highly educated’ Negroes who have studied economics at Har-
vard, Yale, Columbia, and Chicago will say that the Negro cannot
succeed in business because their professors who have never had a
moment’s experience in this sphere have written accordingly.”15? Ac-
cording to Woodson, those who argued that blacks could not op-
erate a separate financial system had been misinformed by white
hegemony and “miseducated” to hate themselves.!>* He did not
name Harris specifically, but he hardly had to because Harris was
alone among the “highly educated” critics of black banks.

Woodson had his own explanation for why black banks had failed.
“Negro banks, as a rule, have failed because the people, taught that
their own pioneers in business cannot function in this sphere, with-
drew their deposits. An individual cannot live after you extract the
blood from his veins. The strongest bank in the United States will last
only so long as the people will have sufficient confidence in it to keep
their money there. In fact, confidence of the people is worth more
than money.”!> Blacks had avoided black enterprise because they
believed whites would serve them better—a complaint lodged by
many other black leaders and bankers.!>® He recounted a few sto-
ries about blacks frequenting a white restaurant that would only
serve them through the back door, when they could have received
much better service by several black restaurants in the same area.'5¢
To Woodson, black businessmen had “made mistakes,” but “the weak
link in the chain is that they are not properly supported and do not
always grow strong enough to pass through a crisis.”

Commerce Department official Billboard Jackson also blamed the
black community for their lack of support of their banks. After a
survey of the black banking and business landscape, Jackson noted
with dismay that the average deposit in black banks was only $70,
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compared with $365 in white banks, and said “in the larger cities, es-
pecially, much of that larger figure is the money of the Negroes
which ought to be made available for their businessmen.”!” He did
not consider that perhaps smaller deposits were the norm because
the black population had less money to save.

Despite the failure of the industry and despite the only thorough
economic research showing the fundamental problems with black
banking, most prominent black leaders continued to urge the com-
munity to support black banks and businesses. As long as Jim Crow
dominated the South and segregation the North, what choice did
they have? “If the whites are to continue for some time in doing
drudgery to the exclusion of Negroes, the latter must find another
way out.” Woodson explained “that under the present system of cap-
italism the Negro has no chance to toil upward in the economic
sphere” except by building their own economy.!®® Moreover, eco-
nomic self-sufficiency provided a way to resist the powerlessness of
living in a racist society and to maintain a glimmer of hope, or, as
Du Bois explained, “a hope not hopeless but unhopeful.”!*® This is
not to say that black leaders were not fighting for civil or political
rights—that fight had never ceased. But it had yet to yield mean-
ingful fruit. While equality, integration, and acceptance into white
society were not forthcoming, what else was there to do but rely on
your own community and hope for a radical change? In fact, just
such a change was coming.
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The New Deal for White America

The New Deal changed America’s legal and political landscape in
myriad ways, but perhaps nothing changed more radically than the
nation’s banking and credit markets. Unfortunately, most of the sig-
nificant New Deal policies were administered in such a way as to
maintain the South’s racial hierarchy, which meant an almost cate-
gorical exclusion of blacks from government subsidies. The bulk of
the New Deal reforms can accurately be described as “white affirma-
tive action” because state resources were used to provide direct
financial advantages to white Americans at the expense of other
racial groups.!

And this outcome was no accident. The only way Roosevelt could
enact his progressive platform was with the backing of the Senate’s
southern Democrats. And this strong, influential, and coherent po-
litical wing of the party was adamant that their economic structure
and racial hierarchy be protected. Though southern legislators were
a minority, their unified bloc gave them outsized influence in their
own party and allowed them to hold most of the senior committee
positions in Congress—nothing could get done without the blessing
of the southern wing. Roosevelt had to make a difficult choice: equal
treatment of the races or large-scale historic social reforms. He chose
the latter, and the choice had long-lasting effects.?

Without explicit racial exclusions, the laws were crafted in such
away as to exclude most blacks from the social welfare programs.
For example, most blacks in the South were farmworkers and do-
mestic workers. In devising legislation that regulated work hours,
enabled unions, set minimum wages, and established Social Secu-
rity, the southern bloc excluded both groups, and thus the majority
of black southerners, from the protective legislation. The purpose
of these exclusions, as expressed by southern legislators, was tomain-
tain the inferior status of black laborers in the southern economy.?
Speaking in opposition to setting a minimum for farm wages, Florida
Representative James Mark Wilcox explained, “[T]here is another
matter of great importance in the South and that is the problem of
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our Negro labor. There has always been a difference in the wage
scale of white and colored labor . . . [fixing wages] might work on
some sections of the United States but those of us who know the
true situation know that it just will not work in the South. You
cannot put the Negro and the white man on the same basis and
get away with it.”* Most often, southern senators did not even
have to speak against the legislation. They used their seniority po-
sitions on Senate committees to make sure bills were drafted in
such a way as to exclude blacks; otherwise, a bill would never reach
the floor for a vote.® According to the NAACB, the legislation aimed
at protecting workers against hostile labor conditions was “like a
sieve with holes just big enough for the majority of Negroes to fall
through.”¢

Where blacks could not be left out, the southern bloc ensured
that the laws would be administered locally, where officials would
allocate benefits in accordance with the racial order. One adminis-
trator of the Federal Emergency Relief Administration (FERA) said
that “he had to tailor relief. . . to accommodate the demands of
southern plantation owners for cheap farm labor by curtailing [the
level of] relief payments to agricultural laborers and sharecrop-
pers.”” This was done across the New Deal programs to exclude the
large majority of blacks from relief measures and the newly cre-
ated social safety net, a result characterized as “a form of policy
apartheid.”®

One pivotal outcome of these labor-protecting exclusions, and
specifically regarding the right to collective action, was that they left
black workers powerless to organize and demand better working
conditions. The result not only hurt black workers; it gave white
workers a leg up as the union movement achieved monumental im-
provements in workers’ rights for their members. Through collective
action, white workers gained a voice and a seat at the bargaining
table, while black workers were effectively silenced.

These exclusions drove a wedge between black and white working
classes as black workers became a point of contention between labor
and employers. Often, when a union and an employer were in a labor
dispute, black workers were recruited to cross the picket line to fill
the whites’ places. Black workers thus came to represent strike-
breakers who posed a threat to union negotiations, which resulted
in acts of open hostility and violence by union members toward the
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black workers. As a measure of goodwill to boost labor relations, it
was customary for companies to charter trains to ship blacks back
south. As more blacks left the boll weevil-infested cotton fields of
the South for the promise of work in northern industry, they faced
factories infested with racial animosity. Where they could have
joined together and drawn more strength from numbers, blacks
were scapegoated in industrial labor struggles because they were left
out of union membership.’

Even as the South’s grip on Congress ensured that the New Deal
would be passed along racial lines, southern progressivism and pop-
ulism assured that the New Deal was a rejection of unrestrained
capital markets. The New Deal was a radically progressive reordering
of American business regulation. Its centrally controlled economic
planning, Keynesian stimulus programs, and foundational social
welfare infrastructure made it the closest Americans came to demo-
cratic socialism.!® That too was led by the South. The South had
long fought the northern “money trusts” and advocated more gov-
ernment intervention in breaking up monopolies, loosening credit,
and regulating financial markets. The New Deal achieved all of these
aims by restructuring financial markets to achieve specific policy
goals.!!

This combination of progressive banking reform and a regressive
racial hierarchy meant that postwar American prosperity was pro-
pelled through a mortgage and consumer credit apparatus that was
exclusionary. The modern credit system created by New Deal re-
forms segregated access to loans based on race. The alphabet soup
of new credit and banking agencies, the Home Owners Loan Corpo-
ration (HOLC), the Federal Home Loan Banks (FHLB), the Federal
National Mortgage Association (FNMA or Fannie Mae), the Fed-
eral Housing Administration (FHA), and the Federal Deposit Insur-
ance Corporation (FDIC), were all geared toward the rapid and
effective dissemination of low-cost credit to new homeowners. These
agencies coupled with postwar economic growth created a robust
homeowning, capital-creating, and predominantly white middle
class. They also made the black ghetto a permanent feature of
the twentieth century.

This result was not inevitable. There was another route available to
the Roosevelt administration, which would not have resulted in
such stark inequality. During the era of big government spending
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programs, Roosevelt could have used public funds to build low-
income housing and a much-needed infrastructure for the urban
poor. He almost did just that. One of the most robust New Deal pro-
grams was the Public Works Administration (PWA), which was run
by Secretary of the Interior Harold Ickes, a committed civil rights ad-
vocate and former president of the Chicago NAACP. The PWA was
the federal government’s largest construction effort to date, with a
$6 billion budget used to build thousands of bridges and roads that
put millions of Americans to work. But the initial plan of the PWA’s
housing division was to use funds to build homes and infrastructure
in poverty-stricken areas, including inner-city ghettos. The motiva-
tion was not the housing per se; rather, as with many New Deal pro-
grams, the point was to provide a job-creating economic stimulus
while offering a benefit to the public.

Ickes believed that the financial stimulus should be used to ad-
dress America’s economic and social problems, including urban
poverty. He warned that if the slums were not rehabilitated, they
would continue to perpetuate poverty and inhibit economic
recovery in America’s cities.'? No less than “the future financial sta-
bility of many of our urban centers” depended on “the prompt rec-
lamation of their slum areas,” said Ickes. By 1933, Ickes had set
aside $485 million to build low-cost apartment buildings across the
country. This plan was fiercely opposed by critics who said that it
was not the responsibility of the federal government to deal with
inner-city housing problems.!* The opposition believed that the
goal of the PWA should be to get private investors on board by of-
fering them a share of the profits. Investors were not interested in
rebuilding the slums, so the plan was scuttled.!

However, investors were interested in revamping the single-family
mortgage market, so this was the route the reforms followed. Not
only did this choice not help the ghetto, it would work directly against
itin both predictable and unexpected ways. For example, many PWA
grants in major cities like New York and Chicago were used to route
roads and bridges over and through the ghetto, a decision that fa-
vored suburban car commuters, left public transportation in a state
of neglect and disrepair for decades, and bifurcated neighborhoods
in long-established communities.!®> On the other side of the color
line, government-fueled mortgage markets offered the white middle
class an escape from the cities even as it trapped the black poor
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within them. Consequently, race became the primary determinant
of homeownership for the next century.

Before banks pumped mortgage credit into America’s suburbs,
the Home Owners Loan Corporation fatefully mapped out Ameri-
ca’s racial geography. The HOLC permanently changed mortgage
lending in the United States by simplifying and streamlining the
home mortgage. Part of the streamlining process was the creation
of standardized home appraisals. HOLC appraisers used census data
and elaborate questionnaires to predict the likelihood of property
appreciation in neighborhoods across the country. The HOLC then
used this data to create meticulous maps giving each metropolitan
region and neighborhood across the country a value. These maps
had four color categories based on perceived risk: A (green), B (blue),
C (yellow), and D (red), green being the most desirable and red being
the least.

In making judgments about a home’s potential to appreciate,
HOLC mapmakers, like individual appraisers before them, used
the race of residents as a proxy for desirability. Green neighbor-
hoods were homogeneous and white. At the other end of the scale,
the red neighborhoods were predominantly black. In fact, race
was a greater factor in a neighborhood’s predicted decline than
other structural characteristics such as the age of homes, prox-
imity to city centers, creditworthiness of residents, transportation
opportunities, public parks, or any other features.'® Obviously, these
designations became a self-fulfilling prophesy. This process of
“redlining” eventually created a dual credit market based on race.
W. E. B. Du Bois was vindicated in his 1903 prophecy that “the
problem of the Twentieth Century is the problem of the color
line,” but perhaps in a way that even the wary Du Bois could not
have imagined.!”

The HOLC appraisers did not create the ghetto, and they were no
more racist than the broader American public. Nor were they wrong
when they labeled black neighborhoods undesirable—whites simply
did not want to live near blacks. But they did institutionalize racial
segregation in housing and made it a formal feature of the mortgage
credit markets. This not only meant that blacks could not buy homes
and build capital in the “undesirable” inner city; it also meant that
they were trapped in neighborhoods in rapid decline, having been
defined as such by the self-reinforcing judgments of government
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bureaucrats. The reason these maps lingered for so long was that
private banks used them as models when creating their own “resi-
dential security maps” and deciding where to lend. Even this dis-
criminatory practice might have abated with time had the Federal
Housing Administration and the Veterans Administration (VA) not
used them for their more consequential mortgage program.

The FHA did more to shape American life than any other govern-
ment agency created during the New Deal. It is also unparalleled in
the injustice its policies wrought on the black population. The FHA
was created by the National Housing Act of 1934 and was supple-
mented and expanded through the 1944 Servicemen’s Readjust-
ment Act (the GI Bill), administered by the VA. Between 1934 and
1968, the FHA and VA programs operated to open a spigot of mort-
gage lending that flowed through the banking system.!® The FHA did
not lend money itself, but it created a large insurance fund backed
by the U.S. Treasury that would guarantee all approved mortgage
loans, which shifted the bulk of the risk of loan default from banks
to the government.!® By creating a buffer to absorb default risks,
this new government infrastructure opened the floodgates for an
unprecedented amount of private capital to flood mortgage markets.
Virtually overnight, mortgage loans became easy, risk free, and
abundant.

This transformation was aided by the 1938 creation of the Fed-
eral National Mortgage Association (FNMA or Fannie Mae), which
created a network in which buyers and sellers could exchange mort-
gage loans. Private and institutional investors in one part of the
country could invest in mortgages in another, ensuring that capital
would always find yield. Because capital was so richly rewarded, it
increased, as did bank profits.2 What the government was doing was
creating a network and a platform that drew in capital from all cor-
ners and multiplied it. The FHA, together with Fannie Mae, were
blowing on the embers of the lending market until it became a full
flame. The fuel was provided by private capital and the profits would
go to those private investors. (However, as became clear decades
later, catastrophic losses in this credit market would not be borne
by the private sector alone.)

Banks increasingly relied on the protocol and standards provided
by the government agencies that were insuring the mortgages and
managing their resale. Interest rates and terms converged, as did the
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types of borrowers. Banks were much less likely to take risks on bor-
rowers who did not fit the gold standard, which was white, middle
class, and male. Yet to call those who qualified for these loans
“the middle class” is an evasive and circular description. Many were
blue-collar wage workers, but it was precisely through these mort-
gages that they became the much-heralded American middle class.
These borrowers would not have been able to buy homes before
these reforms; over half of mortgage borrowers earned less than
$2,500 per year, or the equivalent of $40,000 in 2017.2! After these
programs, mortgage loans became far more accessible than they had
ever been, as banks significantly reduced down payment require-
ments, lengthened loan terms, and slashed interest rates.?? In the
transformed mortgage market, borrowers could pay less in mort-
gage payments than they had been paying in rent. A borrower who
moved from renting a small apartment in the city to owning a large
home in the suburbs was actually saving money. Typical was the
former New York City resident who said of his new home in sub-
urban New Jersey, “We had been paying $50 per month rent, and
here we come up and live for $29.00 a month.” If you could save a
few thousand dollars, you could buy a house, build wealth, and be-
come middle class.?®

Millions of mortgage loans on mass-produced homes created
ready-made communities across the country, fundamentally
changing American culture. Pop-up suburbs came prepackaged with
parks, restaurants, bowling alleys, and movie theaters to provide the
setting that would define middle-class life. The Norman Rockwell vi-
sion of America, of community, family, and hard work, was born
during this era and mythologized thereafter. Many traditionalists
wistfully remember this golden era of American life when things
were “simple” and “wholesome” and there was optimism, prosperity,
and growth as far as the eye could see. Yet this was a manufactured
prosperity that left blacks out. It was achieved at their expense.

The prosperity fueled by the abundant flow of mortgage credit
stopped firmly at the red lines around the black ghettos. The proto-
cols and standards of the FHA pushed whites up and out of the slums
into the suburbs, but they held blacks in. The discriminatory poli-
cies of the FHA were even more explicit than the HOLC mapmaking.
The bureaucracy was now actually enforcing segregation. The
FHA’s 1939 Underwriting Manual explicitly prohibited lending in
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neighborhoods that were changing in racial composition.?? In a
1941 memo, the FHA unapologetically explained that “the rapidly
rising Negro population has produced a problem in the mainte-
nance of real estate values.”?> A good neighborhood, according to
the FHA, was one that prevented “inharmonious racial groups,” which
meant that the only groups that did not threaten property values
were white families.

Once the FHA made its preferences clear, the natural operations
of the credit market created racially pure white suburbs. Enforcing
racial purity, or a “harmonious racial mix,” became a vested interest
for homeowners, realtors, and banks—all of whom held a financial
stake in the mortgages. “If a neighborhood is to retain stability,” said
the FHA manual, “it is necessary that properties shall continue to be
occupied by the same social and racial classes.” The FHA even of-
fered suggestions for the best way of achieving this result, which they
said was through “[race-based] subdivision regulations and suitable
restrictive covenants.”?% So neighborhood groups vigilantly enforced
racial covenants. Racial covenants were promises made by home-
owners that they would never sell, rent, or lease their homes to
nonwhites, guaranteeing that a neighborhood association could
sue any white homeowner who stepped out of line by selling to
blacks. The FHA only stopped recommending racial covenants
in February 1950, two years after the Supreme Court found such
covenants unenforceable in the landmark 1948 case Shelly v.
Kramer.?

The FHA policies resulted in some outrageous acts of segregation.
Kenneth Jackson describes how, when a white neighborhood in De-
troit came too close to the borders of the black neighborhood, the
homes were denied mortgage approvals. The solution? A white de-
veloper built a concrete wall between the two neighborhoods. It
worked, and the white mortgages were approved.? Such strong en-
forcement of the color line unsurprisingly led to an uptick of vio-
lence against black homeowners.? But in the end, the policies
achieved their desired outcome. Between 1934 and 1968, 98 percent
of FHA loans went to white Americans.*® In some cases, whole cities
were ineligible for FHA funds.?! Levittown, New York, the emblem-
atic suburb, was typical of the racial divide. As late as 1960, “not a
single one of the Long Island Levittown’s 82,000 residents was
black.”®? Even if whites preferred to buy homes in racially mixed
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neighborhoods, the FHA prevented them from doing so. The federal
government was now enforcing credit discrimination with the full
force of its monetary powers.

The FHA was not creating these preferences, but reflecting the
reality that white Americans preferred to live in segregated commu-
nities. If “the market” punished home prices in mixed-race neigh-
borhoods, the FHA manual was simply reflecting that market reality
and protecting the agency’s investments. But the only “market” that
mattered to the FHA was the white majority, and the FHA was un-
willing to use the strength of the government and its leverage in the
credit market to challenge this racism. In his 1955 book Forbidden
Neighbors, urban planner Charles Abrams said that the “FHA
adopted a racial policy that could well have been culled from the
Nuremberg laws. From its inception FHA set itself up as the protector
of all white neighborhoods.”®® What resulted was a Jim Crow credit
market.

The problem with suburbs full of homeowners and urban ghettos
comprised of tenants was not just that it caused generational wealth
inequality; it also affected the avenues of opportunity available to
residents of these disparate communities. The disparity in commu-
nity resources had to do, in part, with the operation of the American
tax system, which gives local municipalities control of the bulk of
their own tax dollars instead of distributing taxes nationwide or
statewide. The creation of the white suburb meant that white com-
munities had more tax revenues with which to build better schools,
parks, and infrastructure, and the ghettos did not. Government
credit led to a housing boom, a homeowning American middle class,
and communities where future generation could be nurtured
through well-funded public and private accommodations. Mean-
while, the cycle worked the other way in the ghetto—poverty led to
institutional breakdown, which led to even more poverty.

As black neighborhoods became overpopulated, blight and crime
rose. The largest wave of the Great Migration, spanning from 1940
to 1970, involved an exodus of several million blacks out of the South,
which further concentrated the population of the ghetto.?* Harlem,
which had been in full bloom in the 1920s, had by the 1950s become
dilapidated and rat-infested—so bad was the rat problem that spe-
cific coalitions were formed to address the problem, and it was a re-
peated topic of conversation in Congress.* Asthma, disease, drug
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addiction, and tuberculous were rampant. By 1952, nearly fifteen
times as many African Americans in Harlem were dying of tubercu-
losis than among the all-white residents of Flushing, Queens.®

Such a stark disparity between the races led some observers to
conclude that the black community was suffering as a result of some
cultural failing such as family breakdown or lack of education.?” It
seemed incomprehensible to some Americans living amid postwar
prosperity to believe that there were any economic or systemic bar-
riers that might have been responsible for the divergent fates of the
communities. A black businessman in Chicago lamented that the
banks refused to lend to qualified black borrowers on the one hand,
and then turned around and blamed the black community’s credit
problems on poor education or inferior culture.® The government
credit programs had so fundamentally tilted the scale against poor
blacks and toward the white middle class that using “culture” to ex-
plain away the difference was absurd and insulting. Yet these theo-
ries would only gain momentum over time.

As harmful as the government-produced segregation was, it is
only half the story. Into the void created by the FHA’s red lines came
high-cost lenders and contract sellers. Deprivation is often linked
with exploitation. Because blacks were deprived of the mortgage
bounty created by government guarantees, they were ripe for exploi-
tation by the sharks. Contract sellers took what little equity re-
mained in the ghetto through an abusive innovation that looked a
lot like a home mortgage. By the 1950s, 85 percent of the homes sold
to blacks in Chicago were sold on contract with exploitative terms.3?
Speculators bought properties for a few thousand dollars with pri-
vate capital and then “sold” the home to a black buyer through con-
tract for three to four times the price they had paid.*’ But the sale
was a ruse.*! These were contractual arrangements and not mort-
gages, which made a world of difference. Practically speaking,
the “buyer” was just a tenant with an option to own the home at
some point in the future. Blacks were paying much more than
anyone else in the country on a mortgage, and they were not even
getting an actual mortgage.*? As soon as they missed a payment,
they lost everything—house, down payment, and all the work they
had put into the property.

The same bankers who refused to lend to black buyers directly
were profiting circuitously from such sham sales. Banks gave loans



The New Deal for White America 111

to the speculators who purchased the homes and then used them
as “bait” to lure in black buyers.** The bankers and brokers defended
their actions as a natural consequence of market pricing. “In a free
economy a house is worth what anyone will pay for it,” said one con-
tract seller.*

Of course, mortgage lending at the time was not exactly a free
market because interest rates and prices were being artificially low-
ered due to unprecedented government interventions in credit mar-
kets. It was exactly the lack of government mortgage guarantees in
the ghetto that made black mortgages so costly. Zooming in solely
on the ghetto, the laws of supply-and-demand market pricing
seemed to justify these high prices. There was simply too much risk,
and investors had to be adequately compensated for taking on the
risk of default. But zooming back out to consider the entire nation,
it became clear that the government was absorbing all mortgage
market risk except for mortgages in the ghetto. So capitalism and the
natural rules of the market were indeed responsible for the high
price of the properties of the ghetto—it’s just that those rules only
applied to the ghetto. Everywhere else, there was an artificial buoy
undergirding the natural markets. As Du Bois had said, “to be a poor
man is hard, but to be a poor race in a land of dollars is the very
bottom of hardships.”*® The ghetto housing market was poor in the
land of credit.

Even blacks who managed to leave the ghetto were caught in the
Jim Crow credit market. In a few racially mixed or black suburbs in
Atlanta, Memphis, New Orleans, Long Island, and Philadelphia, the
black middle class was able to buy homes and find a “good living,”
according to the Chicago Defender. Though these families could ob-
tain mortgages, they were paying much more for them than their
white neighbors even when they were buying the same amount of
home. In fact, the data on these loans is clear: being black was directly
correlated with paying high interest, more clearly than any other
factor.’® The FHA cared more about the race of the borrowers than
their creditworthiness, so the black middle class was left to find
mortgage loans in the private market. There were few institutional
investors willing to provide capital for black mortgages, and black in-
stitutions did not have enough capital to provide for all such loans.*’

After the original exclusion from the low-cost FHA loans, the debt
cycle became self-reinforcing. While the small black middle class
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may have been earning incomes similar to the white middle class,
their upward mobility carried much higher interest. Over 70 percent
of suburban black families had to borrow just so they could purchase
cars, appliances, furniture, and other life necessities. Because the
black middle class had more debt, they were charged higher interest
on each new loan. More debt begets higher interest and vice versa.
The added debt burden and high interest was a direct result of the
lack of wealth, and, looping around once again, the debt made it
even harder to accumulate more wealth. The debt-wealth cycle fed
on itself. Black middle-class families making the same income as the
white middle class had much less wealth—a disparity that both cre-
ated their need for debt and was caused by their costly debt. White
families had twenty times more wealth than black families.*® Even
the lowest-income whites had average wealth greater than the
highest-earning black families.*

This amount of spending on debt drew the ire of anticapitalists
and black intellectuals like E. Franklin Frazier, who assailed the black
middle class, or the “black bourgeois,” for living on debt just to main-
tain their social status.* Others like Edwin Berry of the Young Urban
League also chastised the group’s indebtedness as irresponsible and
showy.5! Research reveals, however, that black families were not
buying more than whites, they were just paying much more for
the same amount of household goods.> Whites too were financing
middle-class life through mortgage and consumer debt, but the black
middle class was paying more for the same life.

It was not just mortgage credit that diverged along racial lines;
the New Deal also transformed the consumer credit market. Con-
sumer lending before the Great Depression was usually in the form
of installment loans, a loan that is paid off in small amounts over a
short period of time. The loan was provided by the same store that
sold the merchandise—an arrangement that was risky for the lender
and expensive for the borrower. The interest rates on these loans
were usually high, and retailers often charged even more than what
was allowed by law by simply marking up the price of the goods.
Black families in the ghetto, with low wages and wealth, relied almost
exclusively on installment loans to buy appliances and furniture.>

The FHA transformed the consumer credit market by lowering its
risks and enabling banks, finance companies, and credit card com-
panies to make profits on consumer loans for the first time. Once the
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FHA guarantees fueled the creation of the robust consumer credit
market, the guarantees were no longer needed, and the market tum-
bled forward on its own with capital from private finance compa-
nies and banks. The same mechanism of government guarantees
and secondary market networks was used to propel the consumer
credit industry, attract capital, reduce risk, and increase profits. In-
terest rates were also lower because the risk was being shared across
the market instead of by an individual seller. If suburban life was cre-
ated by FHA home loans, it was enhanced by consumer loans that
bought life-enhancing luxuries like cars, appliances, and apparel.
The consumer credit market shifted from the rigid and expensive
installment lending model to the flexible and less expensive “re-
volving credit” enabled by the credit card. Credit card companies
allowed borrowers to “revolve” their debt, or roll over their balances.
Credit cards also gave borrowers flexibility and significantly expanded
purchasing power because they could be used at any retailer.>

Most of these consumer loans went toward making purchases
that made life easier and more enjoyable, but credit also provided a
buffer to protect wealth and livelihood against the predictable tu-
mults of life. Small loans gave families flexibility in dealing with un-
expected costs or tragedies. For example, if wages fell short one
month, a car broke down, or the breadwinner lost a job, a family
could shift some expenses onto a revolving credit line and protect
themselves from hardship or bankruptcy.

There were two groups that did not rely on consumer credit in
postwar America: the very wealthy and the poor black population—
the wealthy because they did not need it, and blacks who desper-
ately did need it but were excluded from the credit card market.
Credit card and finance companies avoided the ghetto due to both
racism and its risk-prone economy. Blacks had to keep relying on
expensive and extractive installment credit that assured insta-
bility and continued poverty.> This was another instance in which
the New Deal credit reforms created an abundant and low-cost
credit market for whites and an extractive and inescapable debt
trap for blacks.*

The black community was neither ignorant of the effects of the
exclusionary Jim Crow credit market nor passive in the face of it.
However, the obvious solution—providing their own mortgage
loans—proved extremely difficult, as revealed by the struggles of
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black bankers and mortgage lenders. Black banks were created to
offer mortgages to the black community and to fill the void created
by government credit policy, but their exclusion from the federally
subsidized mortgage markets made their mission much more dif-
ficult than that of any other bank operating at the time. Their sto-
ries highlight this dilemma as well as the complicated relationship
between the bankers and the growing resistance movement. Some
saw their role as an integral part of the budding civil rights move-
ment, and others were caught in a conflict between black banking
success and the black struggle for equality.

In 1950s Chicago, Dempsey J. Travis tried to provide mortgages
to the segregated black belt as Binga had done before him. In his
book An Autobiography of Black Chicago, Travis explained that there
was a lot of demand for mortgage loans by black families, but banks
would not lend to them. He refused to get involved in contract
selling, which he said had a “slaveship stench.” “Exploiting an eco-
nomically and culturally disadvantaged people in their efforts to
seek basic shelter is vile.” Instead, he “starved for months” in the
business rather than becoming “a bird dog” for the speculators as
they plundered the black community.>’

Travis lamented that the majority of black savings were in white
institutions and protested the injustice: “they can’t just take Negro
savings and not offer loan services in return.”*® He would testify to
the U.S. Commission on Civil Rights in 1959 that out of 234 savings
and loans institutions in Cook County (Chicago), only twenty-one
were willing to make loans to blacks at all, and only one bank was
willing to grant mortgages to black families buying in white neigh-
borhoods. Commercial banks and life insurance companies were
even worse.” Travis told a Wall Street Journal reporter that “Com-
mercial banks, union pension funds and life insurance companies
are scouting all over the country looking for sources of higher invest-
ment earnings, but they’re almost completely overlooking a market
that is screaming to be discovered—mortgage loans on Negro
housing.%

Knowing he could not rely on any help from the government and
“lily-white” mortgage companies, Travis was determined to create
his own mortgage bank, and so formed the Sivart Mortgage Corpo-
ration (“Travis” spelled backward) in 1953. His ambitious aim was
to raise “the ‘cotton curtain’ between the black community and the
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FHA” and counteract the “mortgage bottleneck.”®! Travis explained
that the magnitude of the discrimination and “the oppressive effect
of the land contract on the black community” convinced him “that
the only way a black man could survive in real estate and serve his
people was by creating a source within the black community to use
some of the community’s own wealth.” He hoped to harness the
“85 percent” of black savings held in white institutions.%?

Before he could make FHA-approved loans in Chicago, he had
to be accredited by the FHA. His application was denied seven times
before finally being approved in 1961. This was not uncommon. Ed-
ward Irons, founding dean of Howard University’s business school
suggested that part of the reason that so few black banks formed
during this era was that regulators “systematically discouraged [black
banks] from seeking charters.”®® Travis’s next setback was immedi-
ately apparent: even with the FHA approval, banks would not pro-
vide him with capital for his business. He was humiliated when a
bank executive at Exchange National offered him $15,000 after he
had requested a $500,000 line of credit. Travis noted that these banks
offered very generous loans to the white realtors in the area. But the
bank must have felt that their small loan was an act of benevolence,
writing to Travis, “May I also say that it is a pleasure to do business
with people like yourself.”%* He rejected the loan and kept his self-
respect. When he asked the Drexel National Bank, the bank that his
family had used since 1900, he was refused once again. But he said
that the rejection hurt less than “the condescending tone of [the
chairman’s] voice when he made the credit offer.” He recounted that
it “offended me so deeply that I stormed out of the bank empty-
handed, never to return except to close all my accounts.” These re-
fusals were inexcusable to Travis because the loans would have been
guaranteed through the FHA, which made them effectively risk free.
“The cost of maintaining black pride and personal dignity,” wrote
Travis, “can be extremely high.” Finally, through the intervention of
a personal friend, Travis secured a $200,000 line of credit from a local
immigrant Polish bank so he could start his mortgage business.®

Travis, like many other black businessmen, saw his role as both a
businessman and a civil rights leader. “To this day, I cannot differ-
entiate between economic problems and civil rights problems—they
are irrevocably saddled with each other, more so in this country than
anywhere else on planet earth.” He believed that social and political
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rights would be achieved through business success, explaining,
“black-controlled businesses could bring more and more blacks
into mainstream America.” Travis observed the rise and fall of Jesse
Binga, Anthony Overton, and cosmetics magnate Charles Murray,
and considered these men personal heroes. “My attitude toward
material success would always be bound up with my feelings about
the situation of blacks in America.”5

Though Travis’s outlook on business success was the modern em-
bodiment of Booker T. Washington’s vision, his source of inspira-
tion was Marcus Garvey. He explained that his desire for success
came from hearing his family members talking about Garvey’s black
power movement. He wanted to build a business that countered the
white exploitation of the black community. The solution was to har-
ness black capital and put it to use to build the community from
within. He therefore opposed efforts to integrate the black community
fully into the white one. He lamented that “the desire to integrate
and to bury the black identity was very strong in the 1950s.” He com-
plained that the National Negro Business League considered de-
leting the word “Negro” from its title in 1954, and that the Chicago
Negro Chamber of Commerce changed its name to the Cosmo-
politan Chamber of Commerce.5”

Travis was able to sustain his mortgage business, but he became
convinced that without government help, blacks would never
achieve equality. At the tail end of the civil rights era, Dempsey Travis
proposed a plan he called “The 1970 Homestead Act,” a new credit
guarantee program targeted at black homeownership. When white
Americans had been given land through the various Homestead
Acts, blacks were left out, he reasoned. Nor had blacks been able to
own land in America without fear of “being dispossessed by angry
white individuals or mob[s].” He was speaking from personal expe-
rience as a realtor and longtime resident of Chicago.® The proposal
went nowhere.

In Harlem, too, there was a movement to harness black money to
build the community. The most prominent black-owned banks
formed during this period, and the first in Harlem was the Carver
Federal Savings Bank, founded in 1948. A group of fourteen commu-
nity leaders and businessmen formed the bank in order to help ser-
vicemen returning from the war, as well as “black working people
[who] were effectively barred elsewhere from home loan financing.”%
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The bank raised $225,000 in investment capital from hundreds of
Harlem residents. The bank obtained a federal bank charter after the
state denied it one. Carver Bank soon became the largest black-
owned financial institution in the country, having amassed more
than $24.4 million in assets by 1963.7°

The Reverend Milton Moran Weston II, the bank’s president, was
born in Tarboro, North Carolina, in 1910, the son and grandson of
Episcopal priests. He left the South for New York, stating, “I knew I'd
never live to be a man in North Carolina, so I left.””' In 1928, he en-
rolled in Columbia University and graduated as one of only five black
graduates. Moran led one of Harlem’s most prominent churches,
St. Philip’s Episcopal Church, which was created in 1818 when blacks
were told they could not attend Trinity Church on Wall Street.

Weston believed that his experience as an Episcopal priest pre-
pared him for banking. He told Ebony magazine in 1969 that “being
in banking is consistent with the involvement of my parish in the life
of my community. . . . A banker-priest is really no more strange than
an educator-priest or a social worker-priest.””> Before becoming
pastor, Moran had worked as a real estate broker. He noticed that
white banks refused to lend to blacks even when they held substan-
tial deposits at that bank, and he came to believe that these “white
bank officers hadn’t understood that we were persons.” Instead, they
were relying on racist stereotypes in making lending decisions. “They
had no understanding of the sense of responsibility of the hard-
working [black] family that struggles to build itself, and grows up to
acquire a piece of property.””® The Carver Bank was created to cor-
rect this injustice and help hardworking black families get mort-
gages. It was a bold move. The New York Times noted that before
Carver opened as a storefront, only one black person was working
above the rank of janitor in a New York bank.™

Moran, like many other black leaders, held many different leader-
ship roles and moved seamlessly from one to another. He was a
preacher, a civil rights advocate, a labor organizer, and a banker. He
was active in civil rights demonstrations against lynching in the
South and whites-only clubs in New York. He organized large civil
rights rallies in Madison Square Garden and wrote a column called
“Labor Forum” in the black Amsterdam News, in which he advocated
for labor rights and collective action. His activism was done mostly
out of the limelight. He was a quiet intellectual and told the New York
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Times in a 1986 interview, “I cause things to happen. If I have a gift,
it is to encourage people that they can do the impossible.””>

Moran was as significant a figure in the Harlem community as the
more visible and outspoken Adam Clayton Powell Jr., who was pastor
of the Abyssinian Baptist Church in Harlem before becoming a
congressman. When Powell called for a boycott by schoolchildren
to protest segregation, Moran publicly opposed him, arguing that
they should prove their point by keeping children in the schools.
Yet Powell and Moran worked together to promote Carver Bank. In
1955, Powell called for a boycott of the white Harlem savings banks
that “practice ‘Jim Crow-ism’ and ‘economic lynching’” and urged
his Abyssinian Baptist Church’s 15,000 congregants to withdraw
their funds and place them either in the Carver bank or in the
black-owned Tri-State bank in Memphis.”®

Moran served the bank for nearly fifty years, finally retiring in
1997.77 And when he did retire, Moran and the other founders tried
to choose community leaders instead of “businesspeople or bankers”
as their replacements. These nonbankers were extremely risk-
averse. In 1979 its president stated, “We are conservative. . . . We
are not flamboyant or spectacular.””® But this meant that the bank
was not providing loans. In fact, the Times reported that they “made
almost no loans, except to churches. Instead, like many other
minority-owned banks, they simply accepted deposits and invested
them in money market funds and mortgage securities.”” As a fed-
erally chartered savings and loan association, Carver was statuto-
rily required to invest a certain percentage of its loans in family
dwellings, but it did so very cautiously.

In Birmingham, Alabama, A. G. Gaston opened the Citizens Fed-
eral Savings and Loan Association (CFS Bancshares) in 1957—the
second black bank in Birmingham after the Penny Savings Bank had
failed.®® Gaston’s sizable fortune had been built on a vertically inte-
grated empire consisting of insurance, a funeral home, a hotel, and
ablack business college. He observed that black families were being
denied residential mortgages, and he opened his bank so that he
could fill that market need. He explained that it was very difficult to
gain the trust of the black community as they were still reeling from
the failure of the Penny Savings Bank in 1915, but he was able to use
his reputation and support from the town clergy to boost the bank’s
status.®!
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Martin Luther King deposited money in the bank and served on
its advisory council. King was the most iconic, but certainly not the
only black preacher who was also a civil rights leader and black bank
booster. Supporting black enterprise had been one of King’s consis-
tent messages, repeated in over a decade of leadership. Coretta Scott
King had worked as a teller at Atlanta’s black-owned Citizens Trust
bank, and King had formed a relationship with the bank early on.
After the breakthrough success of the 1956 Montgomery bus boycott,
King was launched onto the national stage. He immediately wrote a
formative article outlining his goals and a road map for the move-
ment called “We Are Still Walking.” King expressed his ambitious
agenda, which he said extended “far beyond the desegregation of the
buses,” but was “a long-range constructive program.” He listed six
of the group’s top goals for the future, and the top two were to orga-
nize banks:

1. To establish the first bank in Montgomery to be owned
and operated by Negroes. We have found that in the
present situation many Negroes who are active in
the protest have been unable to secure loans from the
existing banks.

2. To organize a credit union. As a result of the protest,
there is a strong desire among the Negroes to pool their
money for great cooperative economic programs. We
are anxious to demonstrate that cooperation rather
than competition is the way to meet problems.??

His third goal had to do with voting. In 1958, in a monthly advice
column in Ebony, King said that every black community should have
black-owned credit unions, savings and loan associations, and fi-
nance companies, and he urged blacks to “pool their economic re-
sources.” Doing so would “lift the economic level of the Negro which
would in turn give him greater purchasing power.”

Though the civil rights leader was an unhesitant supporter of
black banks, the black bankers did not always see their interests as
being aligned with the movement. When Birmingham became the
site of the civil rights movement’s most monumental battles, Gaston
the banker was at cross purposes with King the activist. Gaston, with
Booker T. Washington’s picture hanging in a frame in his office, was
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called the “accommodator” (many called him an Uncle Tom) for op-
posing what he saw as the King coalition’s inflammatory tactics. He
urged cooperation with the white leaders, as he had always done,
and negotiations to achieve their aims. He spoke out harshly against
the use of schoolchildren in the nonviolent campaign, which some
believe led to the movement’s most significant public victory. In his
“Letter from Birmingham Jail,” King was likely addressing Gaston
when he answered his critics urging negotiations instead of sit-
ins.?* He responded that this was exactly the aim of the civil rights
movement.

According to his biographer, Gaston was committed to civil rights,
but believed that the movement should focus on economic issues
and poverty alleviation instead of pushing for rights.?> Gaston him-
self had been following Booker T. Washington’s “cast down your
bucket” philosophy and had built his empire in Birmingham instead
of moving north. He and his wife were actively involved in the
Tuskegee Institute. Gaston’s own autobiography, which was inspired
by Up from Slavery, was called Green Power, and in it he advocated
hard work and wealth-building as the only means toward equal
rights. Had the promise that “green power” would lead to equality
come to pass for Gaston? Andrew Young recounted watching the mil-
lionaire getting lunch at a Birmingham establishment and having
to get it at the back door like all the other black customers.%

Though Gaston was uncomfortable with King’s methods, he also
provided financial aid to King’s coalition and offered a suite of his
motel as the headquarters for King and the SCLC. The A. G. Gaston
Motel was bombed in retaliation. Gaston also bailed Dr. King and
Ralph Abernathy out of jail when the county set the bail at the un-
reasonable rate of $2,500 each. King did not want anyone to pay for
his bail because he believed that remaining in jail would be better
for the movement’s long-term aims. President Kennedy sought a
de-escalation of the conflict and dispatched Robert Kennedy to
persuade Gaston to pay for bail against the civil rights leaders’
wishes. Gaston did so, perhaps because he too was eager to avoid
provoking the white community. King’s coalition brought the race
conflict to a peak in Birmingham, and it threatened Gaston’s busi-
ness success, which relied on the blessing of the town’s white lead-
ership. As a businessman who had built an enterprise on Washing-
ton’s philosophy and an uncritical embrace of the segregated
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economy, his relationship to the civil rights movement was am-
bivalent. When Gaston’s Birmingham home was bombed in 1963
and the perpetrator was not found, Gaston was torn between
casting the blame on the Klan or on the black power movement.?”
The conflict between the objectives of black bankers and civil
rights leaders led socialist black intellectual E. Franklin Frazier to
paint black businessmen as the villains in the cause of black pro-
gress. Frazier, a Baltimore native, was awarded Howard University’s
top scholarship and received his Ph.D. in sociology from the Univer-
sity of Chicago in 1931. Frazier taught at Fisk University from 1929
to 1934, and then at Howard from 1934 until his death in 1962.88 In
his 1957 book, Black Bourgeoisie, Frazier took aim at the striving
black elites, whom he believed to have a “deep-seated inferiority
complex” because they felt superior to the black masses while suf-
fering from “the contempt of the white world.” Frazier denounced
Booker T. Washington for deluding the black community with the
theory that business success would lead to acceptance and respect-
ability, which he called “a world of make believe.”® Black leaders and
the black press were creating a misplaced faith in black businesses
and exaggerating their success and influence, which he said was ac-
tually irrelevant to the American economy.®® He also believed that
since the propaganda campaign of the Freedmen’s Bank, the black
bourgeoisie had become obsessed with black banking as a symbol
of business success, and that “it was mainly in the field of banking
that the new spirit of business enterprise manifested itself.”9!
Frazer condemned whites who, on the one hand, promoted black
business while, on the other hand, they refused to admit black busi-
nessmen into the corridors of power.?? Yet his harshest judgment
was reserved for the black bankers and businessmen, who he be-
lieved were exploiting “the Negro masses . . . as ruthlessly as have
whites.”% Frazier compared black business leaders and the black
bourgeoisie to the “house slaves” who he claimed benefited from
the exploitation of the “field slaves.” This class division between the
house slaves, the Uncle Toms, and the black bourgeois versus the
field slaves, the black masses, and the exploited became a common
theme picked up by Malcolm X and the Black Panthers. After World
War I, there emerged a tense divide between the black elite who
enjoyed a modicum of upward mobility and the masses who had
been left to languish in the ghetto, but the divergence was not as
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clear-cut as Frazier portrayed. Black bankers were not making exor-
bitant profits off the backs of the black masses. In fact, they were
hardly making profits at all—as they were all suffering from the same
Jim Crow credit market.

Critics of black businesses often tended to inflate their success.
According to the U.S. Department of Commerce, there were a total
of fourteen black banks in 1951, most of which were survivors from
the previous era.” Given the obstacles to making mortgage loans,
which is the mainstay of banking, it is unsurprising that only a
handful of black banks were formed between 1940 and 1965.9 What
is jarring, however, is the paucity of the black banking sector in the
context of the broader banking landscape. This was the unparalleled
heyday of American banking. Never have banks been so numerous,
nor the banking sector in America so profitable and safe. For ex-
ample, between 1934 and 1980, there were 23,564 new charters for
credit unions.% Total commercial bank branches grew from around
3,000 in 1935 to 40,000 in 1980. There were 11,000 S&Ls created in
the 1930s, and many more were added over the years.%” This makes
the anemic scale of black banking a glaring anomaly.

The black banking industry essentially lay dormant for the de-
cades spanning from the New Deal reforms and postwar era pros-
perity until the civil rights era. This was a direct consequence of the
exclusionary federal mortgage bounty. The golden era of Amer-
ican banking, especially the surge in credit union and S&L char-
ters, was also a direct result of New Deal credit and banking reforms.
Though the S&L and credit union movements were rooted in pro-
gressive and populist ideals of cooperative ownership, self-help, and
grassroots community building, it was only after they were plugged
into the robust government-backed credit markets that these small
marginal institutions became growth industries. These banks
boomed because of and only because of FHA loans. Without them,
these community-based enterprises would have withered on the
vine, which is where they were headed before the New Deal.% It was
so easy to run a profitable bank, thrift, or a credit union during this
era that the adage was that bankers followed a 3-6-3 rule—3 percent
interest on deposits, 6 percent interest on loans, and be on the golf
course at 3 p.m.%

So monumental were the New Deal reforms that banking history
can be divided into the Before New Deal and After New Deal eras.
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Before, banking law was primarily governed state by state, and each
state determined which banks would be granted charters. The New
Deal banking reforms imposed federal governance, including new
restrictions, rules, and chartering requirements. In return, banks got
access to federal networks of deposit insurance, loan guarantees,
and other buffers and protections. Most significant was federal de-
posit insurance, which effectively ended runs on bank deposits. FHA
insurance on loans created a torrent of investor capital. Deposit in-
surance had the same effect on customer deposits. Confident savers
entrusted their money to the banking system to be deployed in the
great lending markets.

Once the federal deposit insurance scheme was established, it
was impossible for a bank to operate without it. In order for a bank
to be viable, it had to be sanctioned by the FDIC and had to follow a
standard set of federal rules and normes. It had to hold a minimum
amount of capital, avoid certain activities, and submit to routine ex-
amination by regulators. Certainly, under the state-by-state char-
tering regime, black banks had been denied charters as a result of
discrimination, but under the new regime black banks rarely had
enough capital to obtain charters. Black banks were almost categor-
ically too weak to be granted FDIC insurance.

There were other shifts, more substantial but harder to notice, that
would affect black banking. Specifically, the New Deal reforms tilted
the scales toward small, community banking as opposed to large,
nationwide bank conglomerates. The debate in the banking in-
dustry between large and small banks mirrored the North-South
divide as it put industrial interests and agricultural interests on op-
posite sides. The North, home to J.P. Morgan, Chase National Bank,
and Wall Street, wanted more permissive banking laws that allowed
larger banks to operate across several regions. Bankers in the South
and West feared that large and powerful conglomerates would at-
tract capital from across the country, increase their market share,
and drive them out of business. This was a legitimate fear and would
soon become a reality, but Roosevelt sided with the South and pro-
tected small banking through anti-competitive banking laws.!%
The South pushed for FDIC insurance, which made small banking
possible. They also demanded provisions in the Glass-Steagall Act
of 1933 and the Banking Act of 1935 that prohibited bank con-
glomeration, mergers, or even bank branching across state lines.!°!
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These laws went against natural market forces and favored the small
and the weak against the banking market’s natural winners, the
large and the well-capitalized.

The rationale of community banking is that capital stays put within
aregion. The peril of this arrangement before the New Deal was that
the fate of a community’s banks was linked to the community’s pros-
perity or decline. Small community banks were inherently more vul-
nerable to runs and less stable than larger conglomerates, which
could diversify their risks and count on liquidity and capital from ro-
bust financial markets. Federal deposit insurance fixed this problem
by providing a federal subsidy that enabled these weaker community
banks to compete. This is why the small bankers fought for it. With
deposit insurance, they could make profit from their control over a
community’s resources while being protected from the constant
failure and runs that had besieged their industry up until that point.

The New Deal banking reforms favored these small community
banks not only because they protected the banks from runs, but also
because they shielded the banks from competition from banking
conglomerates. They had a monopoly on a region’s deposits and
loans, but thanks to a nationwide insurance fund, they were pro-
tected from the downside risk of the community banking model. So
regional banks, especially in the South and West, thrived after the
New Deal to an extent that they had not been able to previously. The
FHA guaranteed their loans, FDIC insurance prevented runs, and
federal reserve liquidity protection saved them from a regional credit
crunch. “Community banking” worked because of federal govern-
ment support.

The decision to favor small community banks over larger bank
networks was not racially motivated, but it did negatively affect the
prospects for black banking. The unanticipated effect was that the
black community, with little stored wealth and little access to credit,
could not thrive in a system that tied all its deposits and loans only
to those within its community borders. Black communities, now
thoroughly segregated and relegated to living outside the systems of
credit, were paralyzed by this structure. They did not have the fed-
eral government mortgage support and yet had to rely on their own
community’s meager resources to operate.

Before the New Deal reforms had taken shape, Abram Harris had
suggested that the best hope for black banks going forward was for
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them to become a branch of a large national bank, or in other words,
to cease being stand-alone black banks. The arrangement would
benefit white banks, which could profit from black customers
without having to integrate their bank branches. As a subsidiary of
a large holding company, black banks could dock into the main-
stream banking network and benefit from the large capital base
they could not access on their own. The bank holding company
ownership structure would at least enable credit to flow down oc-
casionally instead of always up and out. Though Harris, like the New
Deal progressives, was wary of the “un-slackening growth in the size
and power of white financial and industrial organizations,” he rec-
ognized that this was the only way black banks could overcome their
impoverished and segregated communities.!% It was better to join
forces with a powerful bank, even a Wall Street “money trust” power-
house, than to go it alone. He knew that black banks would lose
their autonomy and independence, but Harris was skeptical that
they could ever operate successfully as stand-alone entities. But
riding on the wave of backlash against big banking, the New Deal
reforms cut off this potential structure in its prohibition against
conglomerates.'%3

The frustrating dilemma of black banks is highlighted when con-
trasted with banks created by Italian, Jewish, German, and Irish im-
migrants that they are often compared to. Though these immigrants
were never segregated to the extent that the black community was
before the Great Depression, they were discriminated against by the
white banking sector and had been forced to create their own
banks.!% “No Italians” and “No Irish” signs were prevalent during
the era when racial dogma deemed these groups inferior and un-
worthy races. The plight of these other marginalized immigrant
groups parted ways significantly from blacks only after the New Deal
reforms and the end of the world wars. These immigrants would
eventually leave their overcrowded ghettos and settle in white sub-
urbs where blacks were still barred entry.

Their banks reflected these immigrants’ own integration. For ex-
ample, the Bank of Italy was formed in San Francisco to serve Italian
immigrants who could not get loans from white banks. The bank was
founded in 1904 by Italian immigrant Amadeo Giannini for the same
purpose that black banks were created—to serve a population
that was being discriminated against by the mainstream banks.!%
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Giannini’s bank would have a drastically different trajectory than
Binga’s, and the divergence would mirror the disparities between the
assimilation of America’s immigrants and its native blacks: eventu-
ally, the Bank of Italy grew and merged into the mainstream U.S.
banking system—just as Italian immigrants assimilated into Amer-
ican society. What was formerly the Bank of Italy is now the Bank of
America—the largest and one of the most profitable banks in the
country.!%

The Bank of Italy’s transformation into the Bank of America
was directly financed by the FHA. Bank of America was able to ex-
pand its consumer lending market to take advantage of the FHA
consumer credit guarantees. FHA loan guarantees allowed Bank
of America to increase profits by 40 percent from 1935 to 1936 and
establish branches across the state of California. In May of 1937,
Giannini told the Los Angeles Times that these new loans had “tre-
bled and quadrupled activity in our branches.”!%” Before the New
Deal, Bank of Italy was a bank for Italians, and after the New Deal
it became a bank of Americans because Italians too became
American.

Italian, Irish, Polish, and other European immigrants who had
each been deemed inferior races decades earlier came to be ac-
cepted as white Americans. Italians for the most part could not at-
tend college before the war, but most gained entry afterward through
the GI Bill.1% Black GIs were not given similar access. Education was
still highly segregated, and there were not enough black-only col-
leges to accommodate them.!® Education led to economic mobility,
which led to more social and political power and control.''° The im-
migrant groups were able to move “up and out” of the ghetto with the
help of federal government programs. Certainly, discrimination re-
mained, but legal segregation of the immigrant groups was erased by
the end of World War II, and their full integration was a direct result
of FHA and VA credit policies for them.

There is a pervasive myth that immigrant success was based
purely on individual work ethic.!!! Certainly there was a lot of hard
work and perseverance, but left out of this popular narrative was the
significance of the FHA-GI Bill combination, the government sub-
sidy that bolstered the work and turned it into capital-producing
assets. Hollywood legend Frank Capra’s family, for example, immi-
grated to America in 1903 and landed in “the sleazy Sicilian ghetto
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of Los Angeles.”!!? Capra enlisted in the army, was naturalized, and,
with a boost from the GI Bill and the FHA, moved out of the slums
and into the American middle class. He went on to make films that
defined America, and in his 1946 It’s a Wonderful Life, Capra immor-
talized the myth of self-help community banking through George
Bailey’s fictional Building and Loan. The fiction that poor commu-
nities can pool their resources and bank themselves into prosperity
like the upstanding and tireless George Bailey was thereafter ce-
mented in American culture and policy. In reality, most immigrants’
bootstraps had been provided by the government. Indeed, blacks
were working hard too, but their wages were going to exploitative
contract sellers, landlords, or much more expensive mortgages, in-
stead of helping them build wealth. The black population was left
out of the capital-building and prosperous decades of the 1940s to
the 1960s.113

However, change was coming. Seeds of the national civil rights
movement were beginning to take root as the black community
began pursuing various strands of protest during this era. There
was no coordinated national struggle yet, but each fight paved the
way for future coalitions as well as future divisions. The move-
ment that most resembled King’s own occurred in 1941 when
A. Philip Randolph organized what was to be the first large-scale
act of civil disobedience aimed at getting the attention of the fed-
eral government. He proposed a march on Washington to protest
discrimination in government defense contracts. The prospect of
the expected 100,000 demonstrators alarmed the White House
enough that it led to a preemptive executive order. Roosevelt signed
Executive Order 8802, which forbade government military con-
tractors to discriminate “because of race, creed, color or origin.”!*
Black leaders were elated and described it as the “gateway to the
millennium for millions of blacks.”!'> Randolph compared the
Order to the Emancipation Proclamation and the black-owned
Amsterdam News declared it “epochal to say the least. . . . If Presi-
dent Lincoln’s proclamation was designed to end physical slavery,
it would seem that the recent order of President Roosevelt is de-
signed to end, or at least, curb, economic slavery.”!'6 Although the
order was never sufficiently enforced by the administration, it was
fateful, for it became the legal framework on which civil rights
laws were founded. Randolph was instrumental in organizing the
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1963 March on Washington, during which he spoke next to Dr. King
twenty years later. This strand of the movement, which would be
the successful one, was focused on coordinated and peaceful pro-
tests meant to result in federal legislation focused on equal rights
and nondiscrimination.

Meanwhile, in another precursor to what was coming, the first
urban riot led by blacks against white businesses occurred in Harlem
in 1935. The spark was lit when a teenage shoplifter was beaten by a
store owner. Over several nights of violence, rioters destroyed white
business establishments in Harlem—while sparing black-owned
businesses.!'” Though resorting to violence was still rare in this
era, collective action was beginning to coalesce around specific
economic demands in northern ghettos. These protesters were
not demanding national legislation, but were objecting to their
perceived exploitation by white shop owners operating at high
markups in the ghetto. The Harlem protests were focused on eco-
nomic justice at the local level.!18

One side of the protests focused on encouraging more black busi-
nesses and called for “Bigger and Better Negro Business.”!!? This
movement was being waged by local black organizations that
spanned the political spectrum from radical black nationalists to the
conservative National Business League. There was a widespread per-
ception that white businesses were extracting profits from the
ghetto and a frustration that, after a century of effort, black busi-
nesses were still hardly in a position to compete. The latter was cer-
tainly true. When the first study of black business was conducted in
1898, it found that the average capital investment in the average
black business was $4,600.12° By 1944, that capital investment had
actually decreased to $3,260. The vast majority of these businesses
(90 percent) were divided equally between small retail stores and
small service establishments.!?! Many ghetto businesses were small
mom-and-pop shops that were barely profitable—still pebbles on
the seashore.!?

Another strand of collective action was aimed not at rejecting
the white business establishments, but demanding that if they were
going to make money in the ghetto, they should at least share the
wealth with the black community by hiring black employees. Black
communities began using organized boycotts. The Harlem Labor
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Union, made up of former Garveyites, picketed white stores that re-
fused to hire blacks in the 1932 “Don’t Buy Where You Can’t Work”
movement. Soon black leaders across the country began talking
about leveraging the purchasing power of the black dollar to fight
discrimination.!? Adam Clayton Powell emerged as the most vocal
leader of the boycott movement, and several years later he formed
the Greater New York Coordinating Committee for Employment,
which aimed at securing jobs through nonviolent protest.!4

In 1935, several white merchants challenged a black boycott of
their Baltimore businesses in the Maryland Court of Appeals.!? The
court ruled in favor of the black boycotters, stating that so long as
violence, intimidation, and threats were not used, blacks had “an
unquestionable right” to present their cause “in a peaceable way.”!2°
The judge even seemed to be encouraging black groups to boycott
in order to “persuade white employers to engage colored employees,”
and to protest discrimination “by organization, public meetings,
propaganda and by personal solicitation.” However, the court seemed
to put the onus on the black community to achieve their demands,
stating, “whether they succeed or fail will depend on the cooperation
of their people.” The unstated subtext was that it was the responsi-
bility of the black population to work to end racism. The ruling set
the stage for the civil rights movement’s early strategy of leveraging
black market power and using organized boycotts against Jim Crow
buses in Montgomery, Alabama.

As another harbinger of what was to come, movements de-
manding more black control of the ghetto came to be embraced by
whites who championed a segregated economy—for the benefit of
blacks, of course. An illustrative example was an editorial written by
a white supporter of the black community who urged Harlem to
follow Chicago’s lead and establish segregated black banks and busi-
nesses. The cleverly named article, “If Negro Quarters for Negroes—
Negro Dollars for Negroes, Too” was published in the New York Daily
Mirror in 1935 and urged Harlem’s black population to do as blacks
in Chicago had done and work toward a “conscious and a kind of
prideful segregation—a segregation which was WON, not imposed.”
Indeed, the author believed that Chicago’s black belt was “an achieve-
ment rather than imposition,” which had given blacks the power to
control their own dollars.'?”
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The writer said that Harlem was being “bled white” and urged the
black community to drive out the white exploiters and fight for a
black economy. “It is for the ‘Black dollar’ that Harlem fights now,
because it has to.” In other words, the “fight” was to maintain a segre-
gated Harlem for Harlem was being overtaken by “white exploiters”
after blacks had first claimed the land. “Block by block, store by store,
house by house, white profit seekers here infiltrated back into the
district which became black by common consent in the decade after
the war.” The story being told was that blacks had chosen segrega-
tion and now these infiltrators were ruining the mutually beneficial
arrangement. Once the white “infiltrators” were eradicated, Harlem
could win back its total segregation.

Not only had Harlem not wanted its segregation, there was also
an anti-Semitic subtext to the tale because the “infiltrators” of the
black ghetto were understood to be Jewish shop owners. The tension
between Jewish shop owners and black residents had led to some in-
cidents of violence even as black leaders rejected the scapegoating
of Jewish merchants. Abram Harris and Adam Clayton Powell pushed
back against anti-Semitism when these claims arose among black
protestors. They warned that anti-Semitism was the same as the
racism they were fighting and cautioned blacks not to “do Hitler’s
work here at home.!?

Indeed, the end of the war heralded a monumental shift in race
relations. Despite integration of the U.S. armed forces in 1948, a
segregated home front, continued racial hostility, and limited eco-
nomic opportunity greeted black war veterans upon their return.
Just as black Union soldiers had returned to the South after the
Civil War to demand equality, so too did black veterans of World
War II agitate for better treatment from the country they had risked
their lives for. James Baldwin recounted that the “treatment ac-
corded the Negro during the Second World War [marked] a turning
point in the Negro’s relation to America. . . . A certain hope died.”'?
Hitler’s outrageous acts of racial cleansing disgusted Americans
and highlighted the racial hypocrisy at home. How was it that the
good guys abroad maintained their own brand of racial violence at
home?

During the 1948 Democratic National Convention, Senator Hu-
bert Humphrey forcefully denounced Congress’s intransigence on
civil rights. “There’s no room for double standards in American pol-
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itics,” he said. “Our demands for democratic practices in other lands
will be no more effective than the guarantee of those practices in our
own country.” He demurred, “to those who say that we are rushing
this issue of civil rights, I say to them we are 172 years late. To those
who say that [civil rights] is an infringement on states’ rights, I say
this: The time has arrived in America for the Democratic Party to
get out of the shadow of states’ rights and to walk forthrightly into
the bright sunshine of human rights.”!30

Congress began to see more antilynching laws, though ultimately
none made it past the southern bloc. However, the federal govern-
ment finally recognized and formally ended the cruel practice of
convict leasing in southern prisons after the war. As explained by
Douglas Blackmon, “It was a strange irony that after seventy-four
years of hollow emancipation, the final delivery of African Ameri-
cans from overt slavery and from the quiet complicity of the federal
government in their servitude was precipitated only in response to
the horrors perpetrated by an enemy country against its own de-
spised minorities.”!3! In 1946, Truman created the Commission on
Higher Education, with the aim of repealing segregation. He also cre-
ated a Committee on Civil Rights, which called for the “elimination
of segregation, based on race, color, creed, or national origin, from
American life.” Truman eventually lost the votes of four southern
states because he enacted laws outlawing poll taxes, lynching, seg-
regation in interstate transportation, and discrimination in federal
employment and the armed services.!3> Though these gains were
modest, there was forward momentum.

As the world wars shifted to the Cold War, communist regimes
abroad began to highlight stories of U.S. racism in their propaganda.
Black soldiers being lynched in their military uniforms, Klan vio-
lence, rampant black poverty, and the everyday injustices of Jim
Crow segregation were being advertised by enemies of the state. A
1952 brief written by the Democratic attorney general exhorted the
federal government to enact antidiscrimination laws as a matter of
foreign policy. “It is in the context of the present world struggle be-
tween freedom and tyranny that the problem of racial discrimina-
tion must be viewed. . . . Racial discrimination furnishes grist for the
Communist propaganda mills, and it raises doubt even among
friendly nations as to the intensity of our devotion to the democratic
faith. . .. Other peoples cannot understand how such a practice
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[of school segregation] can exist in a country which professes to be
a staunch supporter of freedom, justice, and democracy.”!% After
the Supreme Court in Brown v. Board of Education ruled against seg-
regation in schools, Voice of America broadcast the praiseworthy
decision to the world in thirty-five different languages.

To defeat communism, America needed to tell the world a story
of American racial progress. It was decided to focus on telling the
story of the black elite. As part of a public relations blitz on race, the
U.S. Information Service (USIS) released a promotional pamphlet
called The Negro in American Life in 1950. The story the pamphlet
portrayed was one of redemption: America had made a tragic
mistake by sanctioning slavery, but since then, American democracy
had been a long march toward racial progress.

In reality, the injustice was ongoing. From the New Deal and
through the Cold War era, unparalleled U.S. prosperity bypassed
blacks through purposeful exclusion. The grand-scale economic
and political injustices operating in this era were created and sus-
tained by an invisible Jim Crow credit market. The pushback had
already begun and the economic frustration of the impoverished
black community in the segregated ghettos would erupt soon
enough. However, in communicating progress on race to the com-
munist nations, the State Department chose to measure racial pro-
gress through the success of the black middle class. “Some Negroes
are large land-holders; some are wealthy businessmen. . . . Negroes
work in banks, public utilities, insurance companies, and retail sto-
ries. They are physicists, chemists, psychologists, doctors, metal-
lurgists.” Although the report conceded that “much remains to be
done,” this measurement of racial progress became ubiquitous.!34

In need of more inspirational stories of black rights to broad-
cast, the State Department called on the Division of Negro Affairs in
1951. Voice of America wanted to broadcast biographical informa-
tion of successful black entrepreneurs across the world to be used as
an ideological weapon—the story of black capitalists was a strong
counterpoint to communist charges that American capitalism re-
lied on racial exploitation. As the State Department noted in a letter
to Archie A. Alexander, a successful black contractor, they wanted to
share his story in order to “improve its prestige with the darker races
of people in the Asiatic countries.”135
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Besides compiling reports, this was the most notable action the
Division of Negro Affairs had accomplished thus far, and it would not
survive much longer. In 1953, President Eisenhower terminated the
office in order to cut waste, though it is likely racial discrimination
also played a part in the decision—Roy Wilkins famously quipped
that if Eisenhower “had fought World War II the way he fought for
civil rights, we would all be speaking German now.”'3¢ However, the
idea of using black business as a political tool did take root in Presi-
dent Eisenhower’s vice president, Richard Nixon. Nixon would build
his own division of black capitalism in the Commerce Department,
but with a much wider scope. He too would use black entrepreneur-
ship as a weapon in a war, but not a foreign one.



5

Civil Rights Dreams,
Economic Nightmares

There was a brief window between 1963 and 1965 when it seemed
inevitable that the arc of the moral universe would actually bend
toward justice quickly and without detour. At the centennial com-
memoration of the Emancipation Proclamation in September 1962,
President Kennedy stood on the steps of the Lincoln Memorial
and acknowledged that blacks were “not yet freed from bonds of
injustice.” He promised to “complete the work begun by Abraham
Lincoln,” to “eradicate the vestiges of discrimination and segrega-
tion.” A year later at that same memorial, Dr. Martin Luther King
led the March on Washington and asked the country to honor its
founding principles of equality. When the King coalition’s disciplined
nonviolence was met with the South’s unruly backlash against
federal law, cameras captured the clash and made the case for the
petitioners. “We will soon wear you down by our capacity to suffer,”
said Dr. King.

For a brief moment, King’s powerful message of peace and opti-
mism united the complex and varied voices of the black community.
The American public embraced the message that it was time to turn
the page from racism toward progress. For the first time since Re-
construction, there was harmony among all three branches of
government—this time, the Supreme Court, the executive branch,
and Congress all pushed toward racial equality. The Court, the same
institution that had sanctioned Jim Crow segregation in the South
during the first Reconstruction, began to tear it down in case after
case with masterful assistance from the NAACP’s Thurgood
Marshall.!

President Kennedy urged Congress to pass a sweeping civil rights
bill in 1963, “not merely for reasons of economic efficiency, world
diplomacy and domestic tranquility—but above all because it is
right.” Kennedy also envisioned broader reforms aimed at ad-
dressing the conditions of poverty. “There is little value in a Negro’s
obtaining the right to be admitted to hotels and restaurants if he has
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no cash in his pocket and no job.” He remained committed to the
bill until his life was cut short in November 1963.

It took a “master of the senate” to finally break the South’s stran-
glehold on Congress and pass the Civil Rights Act.? President Lyndon
Johnson knew how to breach the southern legislative gamesmanship
that had successfully blocked every attempt at civil rights legislation
since the New Deal because he had practiced the hold-up game him-
self. First as junior Texas senator and then during his six years as
majority leader, he practically controlled the southern bloc, and
by extension the entire Senate. But now he pushed vigorously for
reform; after all, he quipped, “what the hell’s presidency for?” Upon
his sudden inauguration, Johnson met with the leaders of the
civil rights coalition: King of the Southern Christian Leadership
Council (SCLC), Roy Wilkins of the NAACP, Whitney Young of the
National Urban League, James Farmer of the Congress of Racial
Equality (CORE), and A. Philip Randolph of the Brotherhood of
Sleeping Car Porters.? Young told reporters after the meeting that
“a magnolia accent doesn't always mean bigotry.”* When Andrew
Johnson had taken office after President Lincoln’s assassination in
1865, he halted Reconstruction reforms and set the black commu-
nity back for generations. With this second accidental President
Johnson, things went very differently. Lyndon Johnson made the civil
rights cause his own. Together, LB] and MLK were at the helm of the
most monumental forward movement in race relations in American
history. Their partnership was neither natural nor comfortable, but
the timing was right and a large part of the public was with them—
at least for a little while.

Johnson pushed Kennedy'’s original civil rights bill in Congress and
made clear that he wanted “nothing less than the full assimilation
of more than twenty million Negroes into American life.” The Civil
Rights Act was passed in July of 1964, banning racial discrimination in
employment and in all public accommodations.® Jim Crow was dead.
In August of 1965, Congress passed the Voting Rights Act, which guar-
anteed blacks the vote. These acts were not empty gestures. Both laws
were immediately enforced by the administration and the Supreme
Court. Blacks achieved more rights in a few short years than they
had in the previous two hundred.

While the reforms of 1965 were in fact the beginning of historic
changes that continue today, they were also the high water mark of
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the civil rights movement. Soon there would be backlash, divisions,
and retrenchment. Even President Johnson wavered. Johnson has
been described as “the last president to offer committed leadership
that challenged racial injustice,” but even he stepped back from
the civil rights struggle as the United States became mired in
Vietnam. Civil rights historian Taylor Branch explains that it was
Kennedy’s assassination that fully launched the civil rights era—
and it would be Martin Luther King’s assassination five years later
that would bring it to a halt.®

Yet even before the civil rights momentum ground to a halt with
the war in Vietnam and King’s coalition broken, the movement’s
scope had been too limited to address the full problem of racial in-
equality. The assumption of too many Americans was that once dis-
crimination was purged from the law, the effects of discrimination
would disappear. American racism was mistakenly seen as an issue
of bigoted white-hooded Klansmen, but that was just the ugliest
symptom of a broader problem, the visible tumor of a cancer that
went far deeper. Blacks living in the urban North were not being told
to sit at the back of the bus because most did not have access to
public buses in the first place. The financial isolation of the urban
black population was a result of years of racism, but there were no
ready villains, no Bull Connor or whites-only water fountains. “The
segregated practices in the South are kind of public butchery,” noted
Saul Alinsky. “It’s visible. There’s bleeding all over the place. Up here
[in the North] we use a stiletto, it’s internal bleeding, it’s not visible,
but it’s just as deadly.”” The violence of northern segregation had
been sown years before and was continually bearing another sort
of strange fruit—economic exploitation. Black northerners ap-
plauded the gains of the civil rights movement, but they demanded
change for their communities. Intractable poverty and inequality
were just as oppressive as the South’s brute hostility, but a far more
complex problem to address. And as a stunned North would soon
find out, the unrest was far closer to home than Selma, Alabama.

Yet when the black movement shifted to address the problem of
black poverty, it became constrained by its own rhetorical demands.
The movement’s song, most masterfully harmonized by King, Mar-
shall, Kennedy, and Johnson, was legal equality. The tune had a
familiar ring because its force came from America’s founding
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documents—*“all men are created equal” and “equal protection
under the law.” Though Dr. King’s message was much broader than
is commonly portrayed, what captivated and chastened many was
how closely his message hewed to these common American ideals.
King recited the Constitution’s promise and summoned the nation
to bring its deeds in line with its democratic aspirations. “The home
that all too many Americans left was solidly structured idealisti-
cally. Its pillars were soundly grounded in the insights of our
Judeo-Christian heritage: . . . all men are created equal. . . . What
a marvelous foundation for any home!” King was calling Americans
home. And home was the classic liberal notion of equality. Ac-
cording to liberal principles, individuals must be free to pursue
their own aims using their own talents. No group trait, like race or
ancestry, should be used to exclude someone from free participa-
tion in markets and society. A country built on liberalism could not
tolerate discrimination because it punished a person based on a
group attribute instead of the content of their character. The civil
rights movement was founded on aligning America’s liberal demo-
cratic ideal with its hypocritical racial hierarchy—on reconciling
the “American Dilemma.” The 1964 Civil Rights Act and the Voting
Rights Act of 1965 aimed to fix the bug in the system by erasing the
dissonance between word and deed.

But what was to be done about the centuries that America had
been explicitly violating its own foundational myths? As soon as the
acts were passed, it was apparent that the victory had been a hollow
one. Blacks were still unemployed at twice the rate of whites, they
occupied low-wage jobs, had little wealth, and these momentous
laws provided no conceivable path out of poverty.? Abolishing racist
laws was not the same thing as achieving equality. Ending segre-
gation was not the same thing as integration. Ending job discrim-
ination was not the same thing as having jobs. Ending credit
discrimination was not the same thing as providing credit. A legal
right to equality was meaningless to the destitute and marginalized
unless it could open a path to actual equality. The movement shifted
toward “achieving the fact of equality,” as Bayard Rustin wrote in
1965, rather than merely “removing the barriers to full opportunity.”
If it was true, according to Rustin, that “freedom must be conceived
in economic categories,” the civil rights movement turned its focus
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to achieving justice as an economic matter.® But economic de-
mands faced a major roadblock: equality.

The sweet-sounding tune of equality soon became a noose
around the movement as leaders began to seek the “fact of equality”
and not just its scent. In the beginning of the civil rights era, equal
rights had meant giving blacks the rights they had always been en-
titled to—the same rights whites enjoyed. The only people who ob-
jected to this were those who believed blacks to be unworthy of these
rights, the incorrigible southern racists, who were a shrinking mi-
nority. But intractable economic problems required stronger
weapons than just equality before the law—it meant that whites had
to allow blacks to move into their neighborhoods and that centuries
of exclusion needed redress. It meant providing public funds or spe-
cific privileges to blacks to even the playing field. In 1963, Dr. King
said “just as we granted a GI Bill of Rights to war veterans,” we should
“launch a broad-based and gigantic Bill of Rights for the Disadvan-
taged.” “For it is obvious,” stated King, “that if a man is entering the
starting line in a race three hundred years after another man, the first
would have to perform some impossible feat in order to catch
up with his fellow runner.” Whitney Young, executive director of the
Urban League, stated, “Many of these [white] people are now middle-
class, their rise made possible by a host of federal programs—the GI
Bill, home loan insurance, road-building, and economic and em-
ployment policies.”!? Maybe it was time to provide the same boost to
blacks.

The mood suddenly turned. By the end of the decade, whites were
lambasting the government for depriving whites of their rights to
equality.!! Once the message of equality and nondiscrimination was
heeded, it was clung to. “The way to stop discrimination on the basis
ofrace,” said Chief Justice John Roberts in 2007, “is to stop discrimi-
nating on the basis of race.” This sentiment was already beginning
to form at the tail end of the civil rights movement and would only
grow over time. This late-term egalitarianism could not erase, over-
night, the wealth gap caused by centuries of racism, yet many pro-
claimed that it already had.

The other edge of the sword of equality was used to cut down any
claims for special privileges. If blacks demanded that they not be
judged based on their race, using the same logic, whites demanded
that blacks not be given any special favors based on their race. A U.S.
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senator who wished to remain anonymous explained that his white
voters were angry—“I'm getting mail from white people saying ‘Wait
a minute, we've got some rights too.” !> Whites felt threatened, be-
lieving that black gains were coming at the expense of whites. By
1966, a poll found that 85 percent of whites believed that “the pace
of civil rights progress was too fast.”!* The more the Johnson admin-
istration pushed for programs that would benefit blacks, the more
whites began to demand equality. The irony, of course, was that Con-
gress needed to enforce color-blind civil rights legislation because
the nation had never actually been color-blind.

Almost before the decade was over, a rewriting of the history and
the purpose of the civil rights movement had already begun.
Dr. Martin Luther King’s modern legacy has been boiled down to his
historic “I Have a Dream” speech. More accurately, his dream was
reduced to just a few sentences of that pivotal 1963 speech: “I have
a dream that my four little children will one day live in a nation where
they will not be judged by the color of their skin but by the content
of their character.” In its distilled form, King’s dream was interpreted
as a color-blind utopia, the liberal ideal of individual equality. This
is unfortunate because in the same speech, there was a forceful in-
dignation in the face of past injustice. He was asking the nation for
redress of past wrongs—specifically in economic terms:

In a sense we've come to our nation’s capital to cash a
check. When the architects of our republic wrote the
magnificent words of the Constitution and the Declara-
tion of Independence, they were signing a promissory
note to which every American was to fall heir. This note
was a promise that all men, yes, black men as well as
white men, would be guaranteed the “unalienable Rights”
of “Life, Liberty and the pursuit of Happiness.” It is
obvious today that America has defaulted on this prom-
issory note, insofar as her citizens of color are concerned.
Instead of honoring this sacred obligation, America has
given the Negro people a bad check, a check which has
come back marked “insufficient funds.” But we refuse to
believe that the bank of justice is bankrupt. We refuse
to believe that there are insufficient funds in the great
vaults of opportunity of this nation. And so, we've come
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to cash this check, a check that will give us upon de-
mand the riches of freedom and the security of justice.

King, who chose his words carefully, was asking for a financial
reckoning. Inspired by Mahatma Gandhi, King was genuinely and
passionately committed to nonviolent protest, but like Gandhi, he
was aware of systemic economic exploitation. He was as com-
mitted to changing structures and systems as he was to changing
hearts and minds. Segregation was not wrong because it judged
people by the color of their skin, but because it was exploitative.
King believed that “the underlying purpose of segregation was to
oppress and exploit the segregated, not simply to keep them
apart . . . the basic purpose of segregation was to perpetuate in-
justice and inequality.”'®

King knew that talk of love and unity would only go so far without
cold economic realism. “When all is finally entered into the annals
of sociology; when philosophers, politicians, and preachers have all
had their say, we must return to the fact that a person participates
in this society primarily as an economic entity. At rock bottom we
are neither poets, athletes, nor artists; our existence is centered in
the fact that we are consumers, because we first must eat and have
shelter to live.”!6 He understood that blacks had been excluded from
full economic participation, and he maintained that any strides
toward civil rights had to be linked with antipoverty programs to be
effective because “the inseparable twin of racial justice was eco-
nomic justice.”'” Yet King acknowledged that the latter was a more
difficult battle because it would require radical change.'®

Just one year after the historic Civil Rights Act and two years after
the March on Washington, King was frustrated by the lack of progress
and by political retrenchment. In a 1965 sermon called “The Amer-
ican Dream,” he offered a more realistic sequel to the famous Dream
speech. He revisited his dream metaphor at Ebenezer Baptist
Church, but this time with much less publicity and fanfare. And the
dream had changed.

About two years ago now . .. I tried to tell the nation
about a dream I had. I must confess to you this morning
that since that sweltering August afternoon in 1963, my
dream has often turned into a nightmare; I've seen it
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shattered. . . . I continue to see it shattered as I walk
through the Harlems of our nation and see sometimes
ten and fifteen Negroes trying to live in one or two rooms.
I've been down to the Delta of Mississippi since then, and
I've seen my dream shattered as I met hundreds of people
who didn’t earn more than six or seven hundred dollars
a week. I've seen my dream shattered as I've walked the
streets of Chicago and seen Negroes, young men and
women, with a sense of utter hopelessness because they
can’t find any jobs. And they see life as a long and deso-
late corridor with no exit signs.'?

By the 1960s, black poverty was deeply entrenched, but more im-
portantly, it was marked by its stark contrast to the white middle
class’s prosperity.2° Not only had the majority of blacks not ridden
the postwar economic boom; conditions in the ghetto had actually
worsened.?! Almost half of black children lived in poverty in contrast
with only 9 percent of white children.?? Black families had less than
one-fifth the wealth of white families.?® A Federal Reserve study con-
cluded that the source of the wealth gap was historic inequalities in
income and opportunities, “a legacy of past economic depriva-
tion,” which would not be fixed even if the income gap were elimi-
nated. The study held that it could only be closed by a reversal of
past privileges.?* The wealth and opportunity gap would continue
unabated without direct government action—in other words, some-
thing more than just stopping racial discrimination.

Laws set in motion a century earlier had created a black ghetto
economy that was uniquely ruinous. Black poverty, having been cre-
ated by economic exclusion and segregation, was distinct from
white poverty. The urban ghettos were zones with fewer public re-
sources such as quality schools, roads, hospitals, universities, and
infrastructure. In fact, even the urban renewal programs that
upgraded and revived America’s cities in the 1960s did so at the
expense of the black population. James Baldwin referred to “urban
renewal” programs as “negro removal,” for the effect was that
highways and roads built through ghettos pushed and packed black
residents into increasingly overcrowded and under-resourced neigh-
borhoods.?® The segregated ghetto contained too little capital, and
its main export, labor, was struggling to find work as industries



142 The Color of Money

abandoned America’s cities for the less costly suburbs before
eventually moving offshore.?6

These trends were self-reinforcing. Urban decline pushed busi-
nesses out of the ghetto, which led to further urban decline. As
businesses moved to the suburbs where land was cheaper and busi-
ness costs lower, the ghetto suffered from both high prices and gen-
eral deterioration. In the economic trap of the ghetto, small retailers
sold inferior products at higher prices because they had lower sales
volumes, lower profits, and higher costs. Because suburban re-
tailers had an economically diverse set of customers and higher
sales volume, their costs were lower. The economy of the black inner
city was a unique vortex of negative forces that further compounded
poverty. In 1965, Kenneth Clark described the “dark ghettoes” as “so-
cial, political, educational, and—above all—economic colonies.”?’

The situation was explosive.?® Sixteen days after the Civil Rights
Act of 1964 was passed, Harlem erupted in violence. Five days after
the Voting Rights Act was signed into law, the Watts district in Los
Angeles exploded in a deadly riot that killed and injured many and
destroyed millions of dollars worth of property. One in three people
in Watts was unemployed, all but a single industrial plant had aban-
doned the Los Angeles district, and Watts had been thoroughly seg-
regated over the preceding decades, making poverty concentrated
and extreme.?® Watts was a tinderbox. Against this backdrop, a
mundane incident of police aggression lit a fuse that exploded into
days of violent rioting and looting. About 30,000 people partici-
pated in the riots. White property was a common target as rioters
turned their anger toward their perceived exploiters—white absentee
property owners, pawn shops, and grocery stores. In Chicago’s West
Side, rioters claimed that they wanted to “drive white ‘exploiters’
out of the ghetto.”®® Black communities were demanding atten-
tion to their economic plight in ways that the white public could no
longer avoid.

This new phase of the black movement was not calling America
to honor its founding message of equality, they were venting pent-
up rage at their economic state and demanding more opportunity.
With no unifying leader or clear agenda, the rage that exploded in
the streets fractured the civil rights coalition, creating a confounding
national crisis on the heels of radical reforms. Dr. King noted that
these rioters were “so fed up with . . . powerlessness” that they would
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“rather be dead than ignored.”®!' King urged the nation to focus on
the causes of rioting and the “daily violence” that society imposed
on blacks due to unemployment, poverty, and segregation.®? He also
tried to persuade the rioters that violence was not effective, that it
would lead to a white backlash, and crucially that they stood no
chance against a well-armed majority.3

But King was not their leader. He and the other heads of the civil
rights movement were powerless against this new form of resistance.
When Bayard Rustin tried to quell a crowd in Harlem, they shouted
him down as an “Uncle Tom!”3* Having led hundreds of thousands
of people in the March on Washington, Rustin could no longer com-
mand a few hundred people.

To many; it felt like a domestic war—especially when the National
Guard was sent in with military equipment to deal with the insur-
gency.?® Doug McAdam’s study of the civil rights movement after
1965 explained, “It would not seem an overstatement to argue that
the level of open defiance of the established economic and political
order was as great during this period as during any other in the coun-
try’s history, save the Civil War.”*A CBS TV broadcast announced,
“This was not a riot. It was an insurrection against all authority.”%"
One official report on the violence was titled Violence in the City—
An End or a Beginning? The answer was, unfortunately—and
unequivocally—just a beginning.

Though rioting and looting in some places looked like random de-
struction of imprecise orientation, many observers noted that there
were usually specific targets. Black rioters destroyed white business
establishments, but even more specifically, according to press ac-
counts and government research, the pent-up anger was directed
at the ghetto lenders.* The Washington Post reported that the stores
that sold on credit were the “most popular victims of the riots.”3° A
congressional hearing determined that rioters engaged in “selective
burning and looting” of the stores they felt “had treated them un-
fairly,” and that these rioters went to the lenders “not to loot, but to
destroy the credit records of the stores they burned. This was their
final solution to oppressive debt.”*’ During a riot in Chicago, an el-
derly black man watched as a grocery store burned and chanted,
“Burn, burn, burn. White man ain’t milking me no more.”*! Looters
destroyed the leather-bound books on which their debts were re-
corded before they destroyed anything else. Onlookers reportedly
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yelled, “Burn the damn records”; a mother told looters at a grocery
store, “Don’t grab the groceries, grab the book.”#? Just as King’s co-
alition had protested Jim Crow buses in Birmingham, in Harlem and
Chicago and other black ghettos across the country, residents were
protesting Jim Crow Credit markets.

As credit became a ubiquitous feature of American life, neither
credit cards nor mortgage credit had crossed the color line. Almost
every large purchase was paid for with high-cost installment
credit, and even some small ones like groceries, doctor visits, and
encyclopedias.®® Black families across all income levels had more
installment debt than whites.** Installment credit added high debt
loads to those living on the economic margins, and thus it was debt
that turned the ghetto into a pressure cooker.

The money-pit economy of the ghetto meant that black con-
sumers paid much more for everything than those living just across
the color line. In the 1963 study The Poor Pay More, Columbia pro-
fessor David Caplovitz described the debt market in the ghetto as a
“deviant one in which exploitation and fraud are the norm rather
than the exception.”*® Specifically, he found that residents of New
York ghettos paid much higher prices—“unbelievably” high, ac-
cording to the author—for goods than anywhere else. These cus-
tomers were not buying more goods than the average consumer or
even relying more on credit, but they obtained “considerably less
value for their dollar.”*6 Another 1968 study conducted by the Fed-
eral Trade Commission (FTC) reported that 93 percent of sales in
the ghetto were on installment, compared with only 27 percent in
white suburbia. The FTC’s study, which was also titled “The Poor Pay
More,” calculated that for $100 of goods, the poor paid $300 com-
pared to $150 paid by those buying from general retailers outside the
ghetto.*” The report also found costs to be higher for housing, food,
and services across the board.”® The FTC called these results
“disturbing.”*®

The disturbing price of credit had to do with the economic trap
of the ghetto, which led to a constrained credit market. Due to the
triple forces of racism, poverty, and segregation, ghetto residents
were not offered credit cards or consumer loans from banks. Large
retailers did not operate within the ghetto, so most purchases were
financed at the store that sold the goods through informal debt con-
tracts.®® Because these consumers were a “captive market,” there
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was no price competition among these retailers. Lenders courted
customers through advertising, promises of easy credit, and ped-
dling from door to door to solicit sales.>! Borrowers fell into a rela-
tionship of continuous debt with these merchants, a situation
appropriately described as an “urban sharecropping system.”>?

Loan default was common, and had to do in part with the finan-
cial instability created by poverty and wage irregularities. But it also
had to do with resentment. Ghetto retailers were selling shoddy
merchandise at high prices. Furniture advertised as new was usu-
ally not.>® When the furniture inevitably fell apart, the borrower
stopped paying. As explained by Senator William Proxmire at a
Senate hearing, this felt like exploitation, “so many of them stop
making payments.”> This obviously meant that their credit would
be further restricted in the future and they would have to pay more,
but noncomplicity in this debt cycle seemed to be a matter of dig-
nity. But even a dignified default came with a world of trouble.

These informal neighborhood transactions often entailed repos-
session, wage garnishments, court judgments, and even shakedowns
by lenders, all of which were unimaginable in the suburbs. The loss of
a job could lead to default on a furniture loan, but a missed pay-
ment could also lead to loss of a job, because it was common for
an employer to fire an employee whose wages were garnished in
order to avoid the hassle.>® There were many more court judgments
in the ghetto than in the suburbs, which meant that law enforcement
and the court system were a part of the credit system for blacks.*®
Repo men, courts, lawyers, police, bankruptcy—all from buying a re-
frigerator and a television set. These lenders were the very face of
exploitation, humiliation, shame, and injustice. So it is not surprising
that they were the first targets of the violence.

But they were the wrong targets. In fact, these lenders were not
even making high profits on the backs of the poor. The poor paid
more and the sellers made less. To repeat, the poor paid more, but it
was not because someone was profiting from their exploitation. Pov-
erty, segregation, and exclusion from robust credit markets meant
high costs, low profits, and higher risks for everyone. The vortex of
these forces created the money-pit economy of the ghetto—prices
were high, quality was low, and profits were deceptively scarce. This
is not to say that merchants were not taking advantage of the poor.
They were. There was predatory behavior, misleading advertisements,
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misrepresentation of prices, bait-and-switch advertising and sales,
and fraud to be sure, but everyone was affected by the ghetto’s de-
structive economic undertow.%”

Because their customers had too little wealth, these lenders had
higher loan losses and collection costs, including hiring repo men
and taking their customers to court. These collection tactics and the
“unbelievably” high prices these lenders charged for their merchan-
dise caused much suffering for borrowers, but they also cut into the
lenders’ margins. They had to hire more staff, lost more money on
default, and paid more to finance their own businesses—all costs
that were borne by their customers. Historian Louis Hyman found
that “between bad debt losses, lawyers’ collection fees, higher in-
surance premiums, more accounting staff, and higher sales commis-
sions, the higher costs of ghetto retailers accounted for 94 percent
of the difference in the gross margins.”%®

Situating these lenders in the broader framework makes the dis-
parity even more striking. Because of the high defaults and loan
losses of ghetto lenders, they could not participate in the robust
credit markets that were driving down credit prices in the suburbs.
These lenders paid more for capital because they could not sell their
loans into the secondary market. They could not sell these loans to
a secondary market because they were too risky. They were too risky
because they did not have access to the network that lowered risks,
and on and on. They were stuck in an ancient debt market while the
rest of the country had taken off into the modern world of risk
sharing, secondary markets, and large finance companies that all
worked to lower the risks and the costs of debt. Lower-cost debt
meant a lower burden for customers outside the ghetto, which also
meant lower default rates. A virtuous cycle of credit had taken hold
in American suburbs (at least until it was no longer sustainable for
the country as a whole). The network did not work without all of the
pieces in place. The black ghetto was not part of this infrastructure,
so they were on their own. Americans lived in two different worlds
of credit—separate and unequal. But the civil rights laws had not
been designed to address the Jim Crow credit market.

In the aftermath of the riots, the Banking and Currency Com-
mittee in the Senate held two separate hearings to discuss the problem
of the poor paying more and what could be done about it. The hear-
ings were led by Senator Proxmire, a Democrat from Wisconsin
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who did more to shape the legislative response to credit inequality
than any other senator. His moral zealotry earned the senator a
reputation as a maverick lawmaker and a righteous crusader
against excess government spending. He won Joseph McCarthy’s
seat in 1957 when the infamous senator died, and he called his pre-
decessor a “disgrace to Wisconsin, to the Senate, and to America.”
Proxmire famously created the “Golden Fleece Award,” a dubious
honor he presented monthly to projects he viewed as self-serving
and wasteful of taxpayer dollars.® He spent only $200 on his Senate
campaigns as a protest against corrupt political spending and
never missed a roll call vote in over twenty years of service in the
Senate, setting a record that has yet to be broken.® Proxmire was an
incorruptible reformer who was as committed a policymaker in the
cause of fixing inequalities as any other.

Proxmire expressed “outrage” at the injustices faced by consumers
in the ghetto, and he believed that the government needed to play a
role in alleviating the suffering.5! Proxmire and the other members
of his committee expressed genuine puzzlement that market com-
petition had not brought down prices in the ghetto. But many wit-
nesses testified that these lenders were not making money, even
though they were charging exorbitant prices. The legislators seemed
to understand that the ghetto lending economy created a vicious
cycle of high prices and lack of competition. They understood that
the cycle had to be broken somehow and that the “economic illness
of the ghetto” needed a strong cure. Yet when they began discussing
the antidote, they homed in on getting more black banks, credit
unions, and lenders in the ghetto.5?

During the hearings, the senators converged on a diagnosis of the
problem as one of white institutions exploiting the black ghetto.
While “white-owned stores were burned and looted,” said New York
Republican Senator Jacob Javits,
spared.”®® Indeed, this was the case. Many black businesses had even
put signs up in their windows during riots positively identifying
themselves as “soul brother” establishments.% And certainly, many
rioters felt that they were protesting white exploiters. Based on this
framing, the solution to the ghetto money pit was to throw more
black businesses into it, which is exactly what was proposed. But
what was causing the misery was not necessarily the race of the

“e

soul brother’ establishments were

installment lenders, but their interest rates. The misreading of the
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problem as a lack of enough black lenders would lead to decades of
misguided policy. But at first, these programs were meant to work
alongside other antipoverty measures.®

Javits put forward a plan to spur black-owned small business, but
he emphasized that only a robust federal intervention aimed spe-
cifically at the ghetto could reverse the trend of decline because “no
conceivable increase in the gross national product would stir these
backwaters” without targeted assistance.% President Johnson’s Small
Business Administration director, Howard J. Samuels, said that the
“inner cities of this country will be dead economically” and would
remain “forever ghettos” unless blacks became “owners of American
businesses.”%” The SBA's response was a small business lending
program called Project OWN, which ran alongside a larger War on
Poverty program. Samuels promoted a program of “compensatory
capitalism” aimed at the “economic emancipation” of the black
population.®® John Jacob of the Washington Urban League believed
that credit card issuers were discriminating against blacks and sug-
gested instead a “credit card for the poor—extended by a black credit
card company in the black community.”®

Proxmire himself, an avid believer in small business, put his faith
in credit unions.” Following the hearings, he introduced a bill that
he said was “designed to help the poor break out of this vicious cycle”
by “authorizing a strong federal program to encourage the forma-
tion of credit unions and consumer counseling programs for the
poor.””t The bill was a continuation of Project Moneywise, which had
created 218 credit unions in poverty-stricken areas with the help of
“indigenous leaders.””? The director of the program said that the goal
was for these credit unions to use consumer education and rely on
the “latent savings in the community” to build wealth.”® Of course,
there were few savings, and such a plan had been tried for a hun-
dred years without any results.

By 1968, most of these credit unions were struggling to remain
viable, and the program was nearing its end, but Proxmire still be-
lieved. As he told the credit union industry representative, “we really
count on credit unions heavily to solve a large part of this problem.”
After all, he said, “this is one of the purposes for which credit unions
were initially established, in order that people with modest incomes
could establish credit and be able to operate in this free enterprise
economy.”” The myth of the credit union was that through local
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control of money, a marginalized community could eventually gather
enough capital to join the economy. But this was not actually how
credit unions had created the middle class—they had done it
through federally subsidized mortgage loans. However, so strong
was the allure of this banking model as an answer to poverty that
even the learned chair of the Senate Banking Committee, an honest
reformer who understood the forces of this deviant ghetto market,
could not break the spell of the credit union as the answer to pov-
erty. He knew that these ghetto lenders were not making money, a
fact he repeated many times during the hearings. He also under-
stood that the heart of the problem was concentrated poverty and
not the profitable exploitation of a few mischievous lenders. Yet he
believed that locally owned credit unions would break the “vi-
cious cycle.” Perhaps it was because any other solution was politi-
cally impractical or cost too much, or perhaps he believed that credit
unions could overcome these obstacles through their commitment
to the community. To Proxmire’s credit, this was only his first pro-
posal, with many more to follow in the years to come.

Just a few years later, Proxmire would home in on eliminating
credit discrimination and would push for passage of the 1970 Fair
Credit Reporting Act (FCRA) and the 1974 Equal Opportunity Act
(ECOA). It was the advocacy of feminist groups that ushered in equal
credit laws, which eliminated race and gender identification from
loan applications and forced lenders to use credit scores based
purely on financial information and data. Before their passage, even
affluent women could not get a credit card. These antidiscrimina-
tion provisions also applied to minorities, but women and other
minorities were not similarly situated. Creditors were indeed dis-
criminating against creditworthy women and blacks based solely
on negative stereotypes. But for blacks, discrimination had cre-
ated a plethora of other conditions that actually affected their de-
fault risk.

This was not a straightforward matter of racism that could be
fixed by the same laws that effectively mandated the removal of
“whites only” signs. Racism was the root cause of the problem, but it
was the segregated and undercapitalized ghetto that was respon-
sible for much of the disparity. Unable or unwilling to eliminate
the ghetto credit market in its entirety, legislators focused exclu-
sively on discrimination in credit applications. But mandating
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nondiscrimination would not change the fundamental ghetto
economy. Lenders soon found another fairly obvious way to avoid
lending to blacks after these laws were imposed—they used zip codes
as a proxy for race. Zip codes were perfect indicators of a community’s
racial and economic makeup because segregation had almost per-
fectly correlated geography and race.”™

Misunderstanding the problem entirely, the FTC admonished
lawmakers to create “financial education” programs so that blacks
would not enter into exploitative contracts. However, their own study
found that the poor knew they were paying too much for credit, but
that they had no other options.”® Caplovitz ended his study with a
proposal for financial education, suggesting that ghetto consumers
should be taught to avoid buying in the ghetto and should try to shop
at outside retailers.”” Ultimately, Caplovitz conceded, however, that
all these suggestions are limited and futile “until poverty itself is
eradicated.””8 Financial education is useful insofar as consumers are
making bad choices as a result of their ignorance of better options.
However, high-cost borrowing is usually a result of a lack of better
choices. In a survey of ghetto consumers, only 15 percent thought it
was a “good idea” to buy on credit. The rest said it was only a good
idea in certain circumstances, or a bad idea. When asked why, more
than half of those surveyed said “it costs too much” or “you pay too
much in carrying charges.” Though these consumers seemed to
understand the exact nature of their problem, they admitted that
this was “the only way poor people can buy.””® What more could
financial education have taught them?

In reality, all these solutions were incomplete and short-sighted.
The only way to eliminate the drastic credit disparity was to elimi-
nate the wide disparity in wealth. One path toward equality was to
integrate the credit market. By concentrating the poor in income and
the poor in assets in the ghetto, segregation had cordoned off the
riskiest borrowers. Large national chains could avoid this area en-
tirely, and thus avoid the higher costs of underwriting, servicing, and
collection. That is what they were doing. But not all of these bor-
rowers were poor credit risks. In fact, most of them were not—if they
could have been given lower-cost credit. The more they paid for
loans, the greater the debt burden, and the greater the likelihood that
it would break them and they would default, which cost the lender
more. If these borrowers could be integrated into the general market
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and large retailers allowed to do individual credit evaluations, the
borrowers could have paid less for credit. This would have allowed
lenders to diversify their risks, thus driving down prices for everyone.
Increased diversity would even have been preferable for the large fi-
nance companies as most lenders prefer some borrowers who pay
off their balance and many who roll over their balances and pay in-
terest. But integrating the credit market would have been difficult
to do without physical integration, which was simply not politically
feasible.

The other alternative was to break the poverty cycle directly by
giving black residents an infusion of capital to jump-start wealth cre-
ation. The racial wealth gap had been created by state law and
policy, and so a reversal of the wealth gap through a program of rep-
arations would have been justifiable. But while forced integration
would have been unfeasible and unlikely, subsidizing black commu-
nities was inconceivable. If giving blacks land the year after their
emancipation from slavery proved unenforceable, one hundred
years later, financial grants didn’t stand a chance. Moreover, such a
race-based redistribution of wealth had to contend with the bed-
rock principle of the civil rights movement: color-blind equality.
Yet such a reckoning had recently happened in Europe. In 1952,
West Germany agreed to pay the new nation of Israel three billion
marks over the next fourteen years as reparations for the atroci-
ties of the Holocaust. But the United States, at least under John-
son’s administration, never conceptualized the remedy for past
wrongs in this way.

Johnson did understand that poverty was the root cause of racial
inequality. In his 1964 State of the Union address, President Johnson
declared an “unconditional war on poverty.” Johnson’s Great Society
and War on Poverty programs, contained in the Economic Oppor-
tunity Act of 1964 (EOA), were the largest federal government
economic measures since the New Deal. The Office of Economic
Opportunity (OEO) would launch job-training programs, food and
income assistance, and the early childhood program Head Start.
However, from the start, these programs were geared toward charity
and education as opposed to control, power, or building capital.®’
Congress was clear on this point: “These are not programs to bring
about major structural change in the economy or to generate large
numbers of additional jobs.”8!
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Though Johnson framed his poverty program as an heir to the
New Deal, and the two programs now stand as bookends to an age
of American progressivism in action, Johnson’s Great Society fell far
short of the ambitious economic restructuring of the New Deal. Al-
though there were job-training programs, there were no job-creating
programs—no public works projects or wealth-creating credit mar-
kets. Cyril deGrasse Tyson, who founded an antipoverty organization
in Newark, New Jersey, lamented that the War on Poverty had no
wealth-building functions, no “multiplier effect.”®? Johnson’s pro-
gram was also much less popular than the New Deal. During the
New Deal era, poverty was seen as a systemic problem. Change
the system and poverty goes away, and so do its symptoms. Not so in
the 1960s, when poverty came to be seen as a moral failure. What
changed? According to economic research, race has been the single
most important predictor of support for American welfare programs.
In other words, black poverty has been viewed as a moral failing,
whereas white poverty had been viewed as a systemic problem.
Therefore, once welfare came to be associated with black poverty, it
was delegitimized.®®

The War on Poverty eventually ran up against a torrent of protest
and accusations of favorable treatment, and its “handouts” quickly
became a target of conservative scorn. Not only did these programs
not actually alleviate black poverty, but they have since been ma-
ligned by conservatives as the cause of black poverty. But they could
hardly have caused anything, as they were largely abandoned shortly
after they began. The money, energy, and political capital that
Johnson was to use in the proverbial War on Poverty were quickly di-
verted into the actual war in Vietnam. By 1968, all of the programs
were mere shells of the robust 1964 promises, as the administration’s
budget, resources, energy, and all of their political capital were pulled
toward Southeast Asia. In 1967, King lamented that the War on Pov-
erty had been “broken and eviscerated as if it were some idle political
plaything of a society gone mad on war,” and that he watched as
“Vietnam continued to draw men and skills and money like some
demonic destructive suction tube.”%

President Johnson himself was conflicted about the underlying
rationale for the War on Poverty and came close to acknowledging
that there needed to be a leveling of the playing field after centuries
of white advantage. In a 1965 speech that still stands as the closest
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any U.S. president has come to reckoning with the history of racial
injustice, Johnson told a black audience at Howard University that
America had “failed the Negro” and that “freedom was not enough.”
He even seemed to be rejecting the late-term egalitarianism that
assumed that ending discrimination could erase a legacy of past
injustice. “You do not take a person who, for years, has been hobbled
by chains and liberate him, bring him up to the starting line of a race
and then say, ‘you are free to compete with all the others,” and still
justly believe that you have been completely fair.”®> He further ac-
knowledged that blacks were trapped in “inherited, gateless pov-
erty,” which stemmed from a “devastating heritage of long years of
slavery; and a century of oppression, hatred, and injustice.” Cru-
cially, he understood that black poverty was not like white poverty,
and that “there are differences—deep, corrosive, obstinate differ-
ences,” and that the differences were not attributable to race, but
were a “consequence of ancient brutality, past injustice, and present
prejudice.”®

Johnson’s speech was bold and unprecedented, and he immedi-
ately faced an angry reaction from conservatives, who felt that
Johnson had gone too far—anger that held the first inklings of the
political mayhem that was to follow.?” Yet Johnson’s own words re-
flected an uneasy clash between two theories of black poverty, and
Johnson seemed torn between the two, veering first one way and
then another. Although he explicitly linked present poverty to past
injustice, he also seemed to be saying that poverty was a result of a
moral failing and that it was the responsibility of the black commu-
nity to straighten up and deal with it. He claimed that it was a black
“cultural tradition” and “the breakdown of the Negro family struc-
ture” that were causing poverty and that blacks would have to “rely
mostly upon his own efforts” to escape poverty. The speech thus held
the seeds of a new dogma about black poverty. In fact, the principal
author of the cultural theory of poverty, Daniel Patrick Moynihan,
was also the principal author of Johnson’s speech. In the end,
Johnson exhorted his audience to change their own circumstances
stating that “nothing is more freighted with meaning for our own
destiny than the revolution of the Negro American.” Indeed, a revo-
lution was happening, but not the one Johnson was hoping for.

What started in Watts in 1965 had spread like wildfire across the
country, as urban ghettos in the north and west exploded into over
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150 full-scale riots over four years. Johnson was initially bewildered,
“How is it possible after all we’ve accomplished? How could it be? Is
the world topsy-turvy?” Then he surmised that the problem was
“We’re not getting our story over.” Johnson expressed sympathy for
the protesters. “He’s still nowhere. He knows it. And that’s why he’s
out on the streets. Hell, I'd be there too.”® But by 1967, Johnson
began to change his tune of sympathy for protesters to a forceful de-
nunciation of the violence. “We will not tolerate lawlessness. We
will not endure violence.”® Between 1967 and 1968, 70,000 federal
troops were called out to suppress the urban black revolution, which
had resulted in forty-six deaths, 2,600 serious injuries, and $100 mil-
lion in property loss, all leading to 22,000 arrests.?

As the government bureaucracy tried to make sense of the surge
of violence, they turned to Assistant Secretary of Labor Daniel Pat-
rick Moynihan’s 1965 report, The Negro Family: The Case for National
Action (referred to as the Moynihan Report), distributed among
policy circles in Washington as an explanation for the uprisings.®!
The report revealed that the wealth and employment gap between
black and white families had been widening instead of closing, a
phenomenon referred to as “Moynihan’s scissors.” Moynihan ac-
knowledged that American racism was the original sin respon-
sible for the gap in economic opportunity.? Having diagnosed the
problem as being rooted in historic harm, he proposed that the way
to fix it was to address black culture, which he called a “tangle of
pathology.” Specifically, the Moynihan Report blamed the preva-
lence of single mothers for “the deterioration of the Negro family,”
which was “the principal source of most of the aberrant, inade-
quate, or anti-social behavior that...serves to perpetuate the
cycle of poverty and deprivation.”%

The logical policy outcome was that any other intervention was
futile; “the cycle can be broken only if these [cultural] distortions
are set right.” This was the idea that determined public policy going
forward. Moynihan concluded the report bluntly by stating, “how
this group of Americans chooses to run its affairs, take advantage of
its opportunities, or fail to do so, is none of the nation’s business.”%
The Moynihan Report, or the ways in which it has been interpreted
and misinterpreted, formed the narrative of black poverty. The
breakdown of the black family has been the lens through which
many policymakers and Americans have viewed black poverty.
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Decades later, in 2014, a congressional budget report on poverty
listed as the number one cause of poverty, “The Family,” and cited
Moynihan’s report as primary evidence. The second cause was
“work participation,” followed by “lack of education,” and the fourth
cause of poverty, ironically, was the programs of the War on Poverty
itself.%

The tide had turned for white moderates and conservatives, who
demanded a retreat from any more legislation, programs, or aid. In
fact, some said civil rights legislation was only making the situation
worse. Protesters were pushing too hard, too fast, and being un-
grateful and disruptive.”® Some argued that civil rights reforms
were being “repaid with crime-ridden slums and black discontent.”
The Wall Street Journal editorialized that the more civil rights laws
were passed, the more violence ensued.®’

If there was no way to fix poverty, the best that could be done was
to contain it. Quickly, the War on Poverty morphed into the War on
Crime.% So fast was the transformation that the tools, bureaucracies,
and funds allocated to the poverty war were instead used by police
stations across the country to fight crime. Police departments began
to fill the spaces meant for the War on Poverty. It was police who de-
livered food and toys to needy black families. Law enforcement
would be the front line of the War on Poverty, and would thereby in-
crease its presence in and surveillance of the black communities.
This criminalization of black life would increase over the next
several decades, but its seeds and structure were planted during
the Johnson administration.?® The War on Crime would take a heavy
toll on the black population, leading to the mass incarceration of
black men and the further devastation of the black ghetto, and it
began ironically as a response to the violent protests of an already
desperate and impoverished community.

Once Jim Crow was destroyed and equality before the law estab-
lished, a new strand of colorblind racism emerged. As Ibram Kendi
explained, there have always been “two historical forces at work: a
dual and dueling history of racial progress and the simultaneous
progression of racism.”!? “Law and order” became the language of
the former white supremacists, who were now engaged on the front
lines of the War on Crime.!%! George Wallace, Strom Thurmond, and
the last defenders of Jim Crow, once defeated, shifted their rhetoric
to push for stronger criminal enforcement.!?? But it wasn't just the
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southern segregationists. Ronald Reagan’s gubernatorial campaign
ran ads with footage of riots and a warning that “Every day the jungle
draws a little closer.”'® This new story of the ghetto focused on the
violence, erasing the poverty beneath.

By 1968, President Johnson was mired between black-led violence
in the ghetto and a growing conservative backlash. According to a
White House advisor, what could he do but “set up a commission
and say a prayer.” The Kerner Commission, which relied on hun-
dreds of researchers who collected testimonies and statistics, was
the first thorough governmental exploration of black economic dis-
parity. The first draft of the report was titled The Harvest of Amer-
ican Racism, and it was a forceful denunciation of the failure of Great
Society programs, which the report dismissed as “tokenism that did
not tamper enough with the ‘white power structure’ to have an im-
pact.” The administration was so angry about the first draft that it
fired all 120 social scientists who had worked on it. The final report
was less damaging to Johnson’s reputation, though no less blunt.%

The final report determined that the riots stemmed from poverty,
racism, inequality, and other social ills, but that the underlying cause
was segregation. “Segregation and poverty have created in the racial
ghetto a destructive environment totally unknown to most white
Americans,” the report said. “What white Americans have never fully
understood—but what the Negro can never forget—is that white so-
ciety is deeply implicated in the ghetto. White institutions created
it, white institutions maintain it, and white society condones it.”!%
The report was an unapologetic excoriation of white society, which
the commission deemed guilty not just of racism, but of apathy
toward black poverty.

This report drew a clear line from past discrimination to present
poverty and violence, without a detour through cultural inferiority.
It also dispensed with the color-blind language of equal opportunity,
but insisted that only race-based economic policy could repair the
damage created by racism.

The commission ultimately warned, “Our Nation is moving to-
ward two societies, one black, one white—separate and unequal.”
The report offered three future scenarios: The first was maintaining
the status quo, which the commission warned would have “ominous
consequences” and would lead to more violence, retaliation, and
eventually a garrison state. The second path was to promote sep-
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aratism, or the “enrichment” of segregated ghettos, but this path
would also result in a “permanently divided country” in which
equality would not be achievable. According to the commission, the
only way to end the divide was to push for complete integration.
Only full integration would produce a “single society, in which every
citizen will be free to live and work according to his capabilities and
desires, not his color.” This would require a large-scale federal in-
volvement, much like the New Deal. As it turned out, Americans
would pick a watered-down version of the second option and the
commission’s dire predictions of intractable inequality would come
to pass.

The Kerner Report was the closest the United States ever came to
a public admission of wrongdoing or “truth and reconciliation.” Ul-
timately, the report was more truth than reconciliation. Johnson all
but ignored its findings and later explained that it was a matter of
funding. “That was the problem—money. At the moment I received
the report I was having one of the toughest fights of my life, trying
to persuade Congress to pass the 10 percent tax surcharge without
imposing deep cuts in our most critical Great Society programs. I will
never understand how the commission expected me to get this same
Congress to turn 180 degrees overnight and appropriate an addi-
tional $30 billion for the same programs that it was demanding I
cut by $6 billion. This would have required a miracle.”1%6

By 1968, Johnson was an unpopular president deeply enmeshed
in a failing war. The report came out on February 29, 1968. On
March 31, Johnson stunned the nation by revealing that he would
not seek reelection. Republicans made significant gains in the 1968
election, which was widely seen as a renunciation of Johnson, his
Great Society, and the civil rights movement. Johnson, looking back
on the loss, lamented, “I don’t think I lost that election. I think the
Negroes lost it.”1” Even though Johnson was involved in the coun-
try’s most unpopular war, the administration believed that the nas-
tiest public backlash they faced was on the race issue.!®

Toward the end of his life, King also came to the realization that
achieving racial equality would require radical measures of integra-
tion and poverty alleviation that the government would not pursue.
What is often left out of the popular narrative of Dr. King's movement
is his bout of clinical depression as the nation seemed to be back-
tracking after unleashing so much hope with the groundbreaking



158 The Color of Money

Civil Rights and Voting Rights Acts. Though he had earned the
Nobel Peace Prize for his optimism and unflagging commitment
to nonviolence, King’s most forthright admonitions were ignored
by the public. Militant black groups denigrated his nonviolence as
weak, and President Johnson sidelined him after his vocal antiwar
pronouncements. A 1967 Gallup poll revealed that for the first
time in a decade, King was not on the list of the ten most admired
Americans.

Perhaps this fall from grace was because King’s demands and rhe-
toric became much more damning as he began connecting Ameri-
ca’s racism, militarism, and economic exploitation.!” King came to
believe that to address poverty, “a major structural reform of the
American economy was needed.”!!? Despite years of violence, “not
a single basic cause of riots has been corrected,” lamented King.
King began calling for a “Poor People’s Movement” to address not
just black, but also white poverty. King called his last planned
project before his death “the most important meeting [the SCLC]
ever convened.” The plan was to conduct another march on Wash-
ington, DC, in the spring of 1968 to address economic inequality.

Using the only tool he believed to be effective, a massive nonvio-
lent demonstration, he sought to organize a multiracial movement
to stir the nation’s leaders to address poverty. He knew that white
policymakers had stopped paying attention both to him and to civil
rights in general, and so he sought to make an eye-catching and dra-
matic public spectacle.!'! He called on demonstrators to come to
Washington on mules and buggy trains from the rural South as well
as the urban North to show vividly how little economic progress
blacks had made in a generation.!'? As Gerald McKnight explains,
“King was proposing nothing less than a radical transformation of
the Civil Rights Movement into a populist crusade calling for re-
distribution of economic and political power.”!3

While pushing for large-scale reform, King was also admonishing
blacks to harness their own economic power. In his last speech,
“I've Been to the Mountaintop,” he pleaded, “we’ve got to strengthen
black institutions. I call upon you to take your money out of the
banks downtown and deposit your money in Tri-State Bank. We
want a ‘bank-in’ movement in Memphis. Go by the savings and
loan association. . . . We are telling you to follow what we [the SCLC]
are doing. Put your money there. You have six or seven black insur-
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ance companies here in the city of Memphis. Take out your insur-
ance there. We want to have an ‘insurance-in.””

King advocated black banking as a key weapon in his arsenal of
nonviolent resistance. He believed his most successful northern
project was Operation Breadbasket, which proclaimed, “If you re-
spect my dollar, you must respect my person.” This was an exten-
sion of the “Don’t Buy Where You Can’'t Work” Harlem boycotts. “We
will no longer spend our money where we cannot get substantial
jobs.”'14 King describes the philosophy of Operation Breadbasket as
“the belief that many retail business and consumer goods industries
depleted the ghetto by selling to Negroes without returning to the
community any of the profits through fair hiring practices.”''® Op-
eration Breadbasket was not just about jobs, King insisted; it was
about “the development of financial institutions which were con-
trolled by Negroes and which were sensitive to problems of eco-
nomic deprivation of the Negro community.” One of the operation’s
projects in Chicago was to convince a large grocery store chain, Hi-
Lo, to make deposits in the two black banks in Chicago. Operation
Breadbasket had “demanded” that the black community “put money
in the Negro savings and loan,” and then requested that businesses
with stores in the ghetto deposit funds in black-owned banks. The
Poor People’s Movement and Operation Breadbasket ended abruptly
when Dr. King was killed in April 1968.

After King’s assassination in 1968, the civil rights coalition he
helped build began to unravel. King’s last book was appropriately ti-
tled Where Do We Go from Here? James Farmer explained that the
movement was “reeling,” and the major groups “didn’t know where
they were going or what to do at that point.” Without King, it seemed
that there was not a single black leader that white Americans would
listen to. But as it turned out, neither the White House nor the black
movement was in the mood to talk anyway.

The black movement’s tone, demands, and orientation had
changed. Stokely Carmichael famously initiated this shift with his
pivotal 1966 speech. “Everybody owns our own neighborhoods ex-
cept us,” he said. “We want Black Power.” The new leaders held that
the civil rights reforms had been meaningless in the face of poverty,
a position King himself would have agreed with. Carmichael was not
seeking to reform the American political system, but rejected it out-
right because it had always exploited blacks.!'® “Ultimately,” he said
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“the economic foundations of this country must be shaken if black
people are to control their lives.” In inflammatory language that
made the black activist notorious, he said he wanted a black power
movement “that will smash everything Western civilization has cre-
ated.”'” James Forman was even more blunt: “If we can'’t sit at the
table, let’s knock the fucking legs off!”!18

This was not just a rejection of King’s nonviolence, but also of
Booker T. Washington’s ideal of racial equality through hard work
and thrift. In fact, Washington’s name became an insult synonymous
with Uncle Tom.!'9 “We are told,” said Carmichael, “‘If you work
hard, you'll succeed’—but if that were true, black people would own
this country. We are oppressed because we are black—not because
we are lazy, not because we're stupid (and got good rhythm), but
because were black.”'?° James Baldwin articulated the changing
mood in The Fire Next Time: “God gave Noah the rainbow sign/No
more water but fire next time.” Baldwin warned of what was coming.
“Crime became real, for example—for the first time—not as a
possibility but as the possibility. One would never defeat one’s cir-
cumstances by working and saving one’s pennies; one would never,
by working, acquire that many pennies, and, besides, the social
treatment accorded even the most successful Negroes proved that
one needed, in order to be free, something more than a bank ac-
count. One needed a handle, a lever, a means of inspiring fear.”!?!

If King had been the leader of the early civil rights movement,
Malcolm X, though he had been dead since 1965, became the voice
and spirit of what ensued.!?? Malcolm was the de facto leader of the
urban ghetto, having experienced poverty, crime, unemployment,
and prison himself.'?* Malcolm picked up where Marcus Garvey had
left off and considered himself a leader of the black masses. He was
not interested in speaking to whites or even wealthy blacks, who he
blamed for exploiting the poor. Like Garvey, he rejected integration,
saying that the white man would never allow blacks to enter “his
house” anyway.!?*

To Malcolm, the ghetto was a colony, and the only solution to
achieve black economic prosperity was to demand control of all the
levers of economic and political power within the black community.
Malcolm was not asking white Americans to provide equal rights to
blacks. “I don’t even consider myself an American,” he said. Blacks
needed to defend themselves against American exploitation because
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“the [U.S.] government has proven itself either unwilling or unable
to defend the lives and the property of Negroes.” Malcolm was un-
interested in antidiscrimination laws; he wanted an uprising.
Malcolm urged the black movement to reconsider their failed
strategies of nonviolence. “Revolution is bloody, revolution is hostile,
revolution knows no compromise, revolution overturns and de-
stroys everything that gets in the way. . . . You don’t do any singing
[in a revolution]; you're too busy swinging. It’s based on land. A rev-
olutionary wants land so he can set up his own nation, an indepen-
dent nation.” His radical call to arms terrified the public. J. Edgar
Hoover’s FBI spied on him for most of his life.!?

Malcolm’s black nationalism required black control of the eco-
nomic infrastructure of the ghetto. In a defining speech called “The
Ballot or the Bullet,” Malcolm asked, “Why should white people
be running the banks of our community?” Echoing Carter Woodson,
he explained that blacks needed to be “re-educated” with regard to
economics. “Our people have to be made to see that any time you
take your dollar out of your community and spend it in a community
where you don't live, the community where you live will get poorer
and poorer, and the community where you spend your money will
get richer and richer.”*?® The ghettos existed, he explained, because
blacks did not know how to control their money. Every dollar spent at
a white-owned institution was a dollar lost to the ghetto. Malcolm
wanted blacks to own stores, banks, and industry within the ghetto
so they wouldn't have to “picket and boycott and beg some cracker
downtown for a job in his business.”!?” His economic plan was strik-
ingly similar to King’s, but Malcolm’s rhetoric was more inflamma-
tory and was sometimes laced with a threat of violence.

If James Baldwin had warned of the “fire next time” and Malcolm
alluded to the bullet, it was Huey Newton who picked up the gun
and loaded it. Newton created the Black Panthers to organize the
ghetto as King had organized the South. The Panthers were where
many of the principals in King’s coalition went after his death, but
the Panther leadership was more eclectic, with several leaders
embedded in criminal networks.!?® The Panthers’ mission was to co-
ordinate random violence into a coherent movement, or more ac-
curately, a revolution. The point of the Panthers’ revolution was to
overcome poverty and oppression through violent resistance. The
movement has had no rival in American history. It did not recognize
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U.S. sovereignty over the black nation and intended to ultimately
fight it.!2°

Newton published the Black Panthers’ “Ten Point Program,”
which underscored the disillusionment with the earlier civil rights
movement. “We have listened to the riot producing words ‘these
things take time’ for 400 years.” The Panthers, claiming to speak for
the entire black community, made alist of what black people wanted
and what black people believed. The list of wants could be summa-
rized in the tenth, all-encompassing point: “we want land, bread,
housing, education, clothing, justice and peace.” As to beliefs, they
believed in a right to self-defense, self-determination, fair trials, and
areversal of centuries of racist policies. Most provocatively, they de-
clared that “whenever any form of government becomes destructive
of these ends, it is the right of people to alter or to abolish it, and to
institute new government, laying its foundations on such principles
and organizing its powers in such form as to them shall seem more
likely to effect their safety and happiness.” The Panthers’ mission, in
sum, was “to throw off” any despotic regime, which in this partic-
ular case was the United States government.!3°

Everything had changed in just the few short years spanning 1965
to 1968. When reflecting on the civil rights movement, most Ameri-
cans focus on the Montgomery bus boycott, King’s “I Have a Dream”
speech, the Civil Rights and Voting Rights Acts, Rosa Parks, and
Brown vs. Board of Education. But all these events happened before
1965.

By 1969, the leaders of the movement, Malcolm X, King, John E
Kennedy, and Robert Kennedy, had all been killed, and Johnson was
out of office. The consensus of the black community toward the civil
rights movement, if there was one, was that it had failed, or at least
that it was incomplete. Black leaders knew that the progressive mo-
mentum had halted. Yes, the “whites only” signs were now gone and
employers could no longer legally discriminate based on race, but
many still suffered from unemployment, dilapidated housing, and
intractable poverty.

The civil rights movement held America to its democratic promise
and undoubtedly opened opportunities for the black community,
but these initial successes produced significant obstacles to future
progress. The initial face of the movement cemented the country’s
focus on legal and political rights rather than economic equality,
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even though the black community and white leaders knew that the
former would be meaningless without the latter. The rhetoric of
color-blind equality entrapped reformers who could not and did not
conceive of reforms that included recompense for past wrong. More-
over, many white Americans saw legislative and Supreme Court
victories as a fait accompli and excused policymakers from pressing
for more meaningful and necessary reforms. And finally, the upris-
ings, which sprang from a mix of hope and despair, created a public
and policy backlash that spawned a new system of control through
the criminal justice system. The war against poverty was subsumed
by the new war against crime before the former had ever been fully
waged.

Most of the civil rights reforms were embattled or weakened
within a few years. And some of the demands were skirted altogether.
The historic 1963 March on Washington was officially called the
March for Jobs and Freedom. Though Johnson worked on freedom,
the jobs were not forthcoming. And the next group of black power
activists no longer wanted jobs. They demanded land.



The Decoy of Black Capitalism

As the radical black movement gained momentum, it was met with
a strong white backlash, which President Nixon rode into office.
Faced with a political quagmire, the politically savvy Nixon was able
to neutralize black resistance without sacrificing the Republican co-
alition built on the “southern strategy.”! Not only did Nixon find his
way through the race minefield; he forged a path that many politi-
cians after him would follow. The strategy included opposing all
forms of legal race discrimination while rejecting any government
effort at integration. The black militants would be met with “law and
order,” and antipoverty efforts were curtailed on the grounds that
they were costly and created dependence on the state.?

Most importantly, in a nimble political move that has gone largely
unnoticed, Nixon co-opted the black power movement’s rhetoric
of economic self-determination to push for a segregated black
economy, thereby justifying his neglect of other proposals for mean-
ingful reform. Capitalism, specifically “black capitalism,” became
yet another rhetorical weapon used to rationalize economic
inequality.

Johnson may have been the master of the Senate, but Nixon was
the master of political sleight of hand. Not only would the promise
of black capitalism curb the stronger demands of black separatists; it
would appeal to white voters across the political spectrum, especially
because the veryloosely conceived plan was open to multiple inter-
pretations. To blacks, it was a grant of power. Nixon said, “people in
the ghetto have to have more than an equal chance. They should
be given a dividend.”® To suburban whites, it would cure violence.
After the riots in Chicago in 1968, he reasoned, “People who own
their own homes don’t burn their neighborhoods.”* To middle-class
voters who held to the American values of community and upward
mobility, any program using the words “capitalism,” “entrepreneur-
ship,” and “self-help” struck a chord. To fiscal hawks, it would cost
nothing. Upon accepting the Republican presidential nomination,
Nixon declared at the August 1968 convention, “Instead of govern-
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ment jobs, and government housing, and government welfare, let
government use its tax and credit policies to enlist in this battle the
greatest engine of progress ever developed in the history of man—
American private enterprise.” To the business community, it was to
be market-driven: “we can get a bigger social return on a given level
of investment and get some of the jobs done through the market
system.”®

Nixon’s was not the first administration to promote minority
banks and businesses, but unlike his predecessor, this was Nixon’s
chief focus. Black business would not only lead to black prosperity,
it would also lead to integration by “build[ing] bridges to human
dignity across that gulf that separates black America from white
America.”” The fine print was that the bridge-building would be the
sole responsibility of the black community. It placed the “black
problem” in the hands of black entrepreneurs to fix with a little
federal aid.

Black capitalism was disguised as a program catering to the black
community’s own demands, but what black leaders had been asking
for was control of the infrastructure and institutions of local power
in order to grow capital. Roy Innis, an initial proponent of black cap-
italism, had conceived of a “transfer of institutions within the black
community to the management and control of the people them-
selves.” He said that “Nixon should support the concept of commu-
nity control of schools, welfare, sanitation, fire, police, hospitals, and
all other institutions operating in the so-called ‘ghettos.’ ”® But Nixon
never intended to give blacks control of their community insti-
tutions, but rather, ownership of the problem of poverty. Black
capitalism delegated the responsibility to solve the racial wealth
gap to the black community without the help of the white political
establishment who had always held power and the purse strings,
and who continued to do so.

Nixon was a pragmatist and an astute politician, so his actions
were geared toward leveraging the most votes with the fewest pos-
sible actions. The biggest appeal of black capitalism was that it cost
very little—financially and especially politically. Nixon had already
calculated that he had “nothing to gain” by cooperating with black
civil rights leaders, and he had made clear during his first State of
the Union Address that he was through meeting the demands of
black activists: “it is time for those who make massive demands on
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society to make minimal demands on themselves.”® Daniel Patrick
Moynihan, who was head of Nixon’s urban affairs office, proposed
that “the time may have come when the issue of race could benefit
from a period of ‘benign neglect.’ ”!° Nixon put it bluntly when he
promised southern Republicans that he would retreat on civil rights
and “lay off pro-Negro crap” if elected president.!!

Not only would he not push forward, but he would claw back
some of the progress already made. Nixon diluted the Voting Rights
Act and refused to spend money on many of Johnson’s Great Society
programs. The NAACP said of the Nixon administration that it was
“the first time since 1920 that the national administration has made
it a matter of calculated policy to work against the needs and aspi-
rations of the largest minority of its citizens.”!? Black capitalism
allowed Nixon to accomplish a great deal with very little: he neu-
tralized black militants, gained business support, lost none of his
political base, and spent virtually nothing.

In order to understand this tactical political diversion, it is impor-
tant to understand the context surrounding the decision and the
other paths not taken. Particularly relevant are failed integration ef-
forts and demands by black leaders for reparation—both of which
were being actively pursued in 1968. By 1970, the administration had
scuttled each of these plans without fanfare.

The most crucial path not taken was on integration, and on this
issue Nixon was adamant. This was truly unfortunate because a
window for reform had opened in 1968, and if followed, could have
potentially ended the ghetto economic trap. Johnson had tried to
fight housing segregation as early as 1966, but this effort had been
defeated in Congress at least partly by the forceful lobbying of
bankers and realtors, who had labeled nondiscrimination laws in
housing as “anti-market”—the subtext of the argument being that
the market, presumably meaning white home buyers, was opposed
to integration.!3 The national appetite for civil rights reform had
shifted so much by 1966 that White House aid Harry McPherson
quipped that “it would have been hard to pass the Emancipation
Proclamation in the atmosphere prevailing now.”!4

Johnson was relentless, and finally found an opening. On April 11,
1968, just a week after Martin Luther King was killed, Johnson pushed
for action on Article VIII of the 1968 Civil Rights Act, commonly
known as the Fair Housing Act (FHA, but not to be confused with the
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Federal Housing Administration). Johnson found and exploited the
only window available to push through Congress the last and most
crucial part of his civil rights agenda even as the shocked nation
mourned the civil rights leader. Johnson was elated. “We have passed
many civil rights pieces of legislation,” he said when he signed the
bill. “But none is more important than this.” The law banned racial
discrimination in housing, including steering blacks toward segre-
gated neighborhoods, and any intimidation and coercion of black
home buyers, a common tactic of northern segregationists. In order
to pass the congressional gauntlet, the bill's enforcement provisions
were weak, but the law, to be administered by the Department of
Housing and Urban Development (HUD), required government of-
ficials to do everything possible to “affirmatively further” fair
housing, which was understood to mean housing integration.!®

Nixon had to contend not only with this recent mandate, but also
with George Romney, his HUD director. Romney took the charge to
affirmatively further fair housing as seriously as any HUD director
before or since. He was the perpetual thorn in Nixon’s side, and in
many respects Romney was Nixon’s foil—he was a moral crusader
in a highly politicized administration. Romney had refused to en-
dorse Barry Goldwater and the GOP’s right-wing extremists in 1964,
explaining that he was on a “crusade” for moderate Republican
principles.'6 Nixon, by contrast, had stumped for Goldwater, and his
political opportunism earned him the GOP nomination in 1968.
Romney denounced the southern strategy, befriended King, and
urged Republicans to take up the civil rights cause. In his 1963
State of the State address as governor of Michigan, he had pro-
nounced that the state’s “most urgent human rights problem is
racial discrimination—in housing, public accommodations, edu-
cation, administration of justice, and employment.”!”

Romney was the only member of Nixon’s cabinet interested in
pushing forward on civil rights instead of pulling back. After Nixon
announced his cabinet, one commentator quipped in the New York
Times, “the Cabinet [is] George Romney and eleven fellows named
Clyde.”!8 Nixon’s director of the Office of Economic Opportunity
(OEO), the agency in charge of advancing the War on Poverty (or in
Nixon’s case of retreating from it) was Donald Rumsfeld. Rumsfeld
began to dismantle the OEO’s mission immediately. In charge of
the office dealing with urban affairs was his token “liberal,” Daniel
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Patrick Moynihan. The entire cabinet was white. Black commenta-
tors derisively referred to Nixon's White House as “Uncle Strom’s
Cabin.”?

Though Nixon and Romney had been rivals, Nixon still appointed
Romney as his HUD secretary, a decision he would soon regret.
Romney was convinced that poverty led to crime, drugs, and
violence, and that the principal source of poverty was segregation.
Romney believed that “Force alone will not eliminate riots. . . . We
must eliminate the problems from which they stem,” and he rejected
the idea that integration would occur naturally without state inter-
vention.?’ So Romney fought for integration with messianic zeal, but
within a hostile administration. He was opposed by the president
every step of the way.

Romney ordered HUD to reject any applications for water, sewer,
or road projects from any state or municipality that fostered segre-
gated housing. Romney did not clear his strategy with the White
House, and as loud complaints rolled in about HUD grant rejections,
they went directly to the president’s desk. Nixon was livid and put
an end to it immediately. “I am absolutely opposed to this. Knock it
in the head now.”?!

Romney turned his attention to an even more ambitious plan,
called “open communities,” which he defined as communities “in
which choices are available, doors are unlocked, opportunities exist
for those who have felt walled within the ghetto.”?> The basic plan
was to integrate a few neighborhoods by building public housing in
white suburbs and by offering loans to aspiring black homeowners.
In other words, he wanted to move blacks from the cities into the
suburbs. He believed that the only way to fix the ghetto was to break
it down.?

Romney chose a few suburbs across the country to test his open
communities plan, including one in his home state. Warren, Mich-
igan, was a white working-class suburb of Detroit and was a racial
tinderbox, having broken out in rioting when a black family moved
to a white neighborhood in 1967. Just three years later, Romney
chose Warren as a pilot for his program in spite of, or perhaps because
of, this history. Romney told the population of Warren that he was
withholding $3 million in federal funds from the city until they
accepted low-income housing.?* The backlash was extreme. Ac-
cording to Nixon, “George Romney found out in Warren, that there’s
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as much racism in the North as in the South.”? In the weeks after
the Warren encounter, Strom Thurmond and other southern con-
gressmen began referring to Nixon as “Mister Integrator.”?6 Romney
forged ahead.

Romney knew these initiatives would face political and public
backlash, but he fervently believed that it was simply the right thing
to do. He explained to his task force that the question for him was
not “whether we should work toward open communities,” but rather
“how explicit we should be in announcing our goals.”?” Knowing he
was alone in his commitment, he decided to do it in secret. Without
the president’s backing, Romney pushed an ambitious bill in Con-
gress that would have developed open communities and restricted
discriminatory zoning laws. He also drafted legislation that would
have allowed the federal government to override any local zoning
laws that restricted public housing. Romney’s rationale was that if
the government was footing the bill on community betterment
projects, the communities in question could not be permitted to
actively thwart the goals of the Fair Housing Act.

When Nixon heard about Romney’s plan through an internal
memo, he scrawled a three-word response to his aide John Ehrli-
chman: “Stop this one.” But he didn’t have to. The Republican-
dominated House Banking Committee quickly shut down the bill.28
In another internal memo, Nixon explained his reasoning: “I am
convinced that while legal segregation is totally wrong that forced
integration of housing or education is just as wrong.” And he under-
stood what this meant. “I realize,” he continued, “that this position
will lead us to a situation in which blacks will continue to live for
the most part in black neighborhoods and where there will be pre-
dominately black schools and predominately white schools.”??

Romney, who admitted that he was not as astute a politician as
Nixon, had underestimated white suburbanites’ fear and racism.
Nixon had understood it—the government “can’t force blacks into
housing,” explained Nixon, “or we’ll have a war.” Nixon was so sure
that integration was a losing issue that he urged his staff “to nail
every Democratic senator and congressmen to the cause of ‘compul-
sory integrated housing.’” Integration was “political poison.”3°

Nixon tried the poison on Romney, labeling him an integrationist
in order to force him to quit in 1970. Romney didn’t flinch. Then
Nixon tried to send Romney to Mexico as an ambassador. In refusing
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the post, Romney tried to explain his position to the president, prob-
ably believing that if Nixon could be convinced of the merits of the
issue, he would understand. Romney wrote, “It is becoming increas-
ingly clear that the lower, middle income and the poor, white, black
and brown family, cannot continue to be isolated in the deteriorating
core cities without broad scale revolution.” He underlined this sen-
tence. But it was Romney who did not understand that Nixon was
not interested in the merits of racial integration, having perfectly un-
derstood its politics. Nixon responded by shutting Romney out of
the administration until Romney finally resigned in 1972. In his res-
ignation letter, Romney wrote the president, “I want to thank you for
the privilege of serving the nation under your great leadership. The
experience has been a rewarding and invaluable one that, among
other things, has deepened my understanding of our country’s po-
litical processes.” It is hard not to detect a hint of sarcasm.3!

Once Romney left, no other administration would pursue active
integration again.*? Instead, they would follow Nixon’s strategy of
enforcing the FHA through litigating cases of outright discrimina-
tion. In choosing only to enforce cases of demonstrated bias, the
administration made it clear that it would only concern itself with
racial and not economic discrimination.3? In other words, a com-
munity could refuse all low-income housing even if that meant main-
taining an all-white community. There was no plan to deal with
systemic segregation or the effects of past discrimination. Roy
Wilkins called the distinction between economic and racial dis-
crimination “hogwash,” but in 1971 the Supreme Court upheld the
distinction in James v. Valtierra, holding that a California town had
the right to prevent public housing within its borders. Even though
the town’s vote to exclude housing for the poor meant that they
were effectively excluding minorities, it was not unconstitutional
discrimination because they were not explicitly discriminating
against black residents. The brief representing the town’s position
stated, “If the poor want the affluent to provide them with housing,
it would seem only reasonable that they should expect and be
willing to accept the willing consent of a simple majority of those
persons who are expected to help pay.”**

Dempsey Travis remarked that “[i]n the 1960s, John Fitzgerald
Kennedy turned on the light at the end of the housing corridor for
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black Americans. Lyndon Johnson kept it burning but Richard
Milhous Nixon turned it off in the 1970s.”% Nixon did not turn off
the light unilaterally, however; he did it with the willing consent of
the majority of the public who were unwilling to pay any price for
integration. De facto segregation would continue, which meant
that the ghetto economic trap would too.

Having seen the handwriting on the wall, black leaders had al-
ready stopped pushing for integration. “Integration is as dead as a
doornail,” said CORE director Roy Innis. “If a man is broke and
hungry,” said Floyd McKissick, “he needs bread and money, not [to]
sit down beside a white man.” Stokely Carmichael explained the
problem with integration: “We should begin with the basic fact that
black Americans have two problems: they are poor and they are
black. But integration speaks not at all to the problem of poverty,
only to the problem of blackness.”3® However, poverty and segrega-
tion were indeed linked, and integration could have addressed the
poverty by working to break down the ghetto money trap. But it
hardly mattered because white society rejected integration in any
case.

There were still two separate and unequal economies, but in-
stead of trying to merge the two, black leaders demanded economic
control, self-determination, and some form of start-up capital to
build up the economy of the ghetto. “If we are to proceed toward lib-
eration, we must cut ourselves off from the white people,” said a
Student Nonviolent Coordinating Committee (SNCC) manifesto.
“We must form our own institutions, credit unions, co-ops, political
parties, write our own histories.”?”

If there was any platform that nationalists, militants, integration-
ists, and moderates could agree on in the late 1960s, it was the im-
perative of wealth, property ownership, and community economic
strength.3® No doubt the shift was in part a result of the emptiness
of the civil rights reforms. E Naylor Fitzhugh, vice president of Pepsi-
Cola, explained, “Ten years ago when the militants criticized the
system, they were talking about the political system. Today when
they are talking about the system, they are talking about the eco-
nomic system. They have seen the controls that the economic system
exerts over the political.”?® Urban violence had drawn national at-
tention to economic issues instead of legal rights. “Teenagers with
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jobs don’t throw Molotov cocktails,” explained A. Philip Randolph.
“Bad conditions make for violence,” Floyd McKissick wrote in the
New York Times. Black leaders were not asking for charity or govern-
ment aid; they were demanding power and control.* “Owner-
ship,” said McKissick, was “the only answer to keeping Black people
from becoming a totally dependent population.” “We had full em-
ployment of the hard core under slavery,” quipped Berkeley G.
Burrell, National Business League director. “Today we want a piece
of the action in the mainstream business system.”*!

On the first anniversary of King’s death, April 25, 1969, the Inter-
religious Foundation for Community Organization called a National
Black Economic Development Conference to discuss plans for black
economic advancement. If the transformation of the civil rights
movement could be distilled into a single moment, it might be when
James Forman stepped to the podium to offer his “Black Manifesto.”
Forman himself embodied the changing tone, message, and ideology
of the cause. In 1961, Forman was a leader in SNCC. By 1969, he had
become a leading member of the Black Panthers. He went from
marching alongside King, asking for peaceful integration, to pro-
claiming that “only an armed, well-disciplined, black controlled
government can insure the stamping out of racism in this country.”*?

His speech was called “Total Control as the Only Solution for the
Economic Needs of Black People.” In it, he put forth his manifesto,
which was a demand for reparations for slavery. “We, the black
people . . . are fully aware that we have been forced to come together
because racist white America has exploited our resources, our minds,
our bodies, our labor.” Forman demanded $500 million—or “$15 per
nigger”—to be paid by Christian churches and Jewish synagogues
whose members were complicit in capitalism’s exploitation of black
labor.*®

Demands for reparations were not just provocations by the Black
Panthers and other radical groups; they usually took the form of re-
alistic proposals with concrete details. In 1968, two hundred black
separatists met in Detroit to plan a “Republic of New Africa,” which
was to be a separate sovereign nation built in the South through rep-
arations, with its own government and elected officials, “forever
free and independent of the jurisdiction of the United States.”
Economist Richard E America Jr. proposed that 10 percent of For-
tune 500 companies should be turned over to black control. He
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wanted the government to use its antitrust powers to confiscate
businesses and transfer ownership to black businessmen. He envi-
sioned that eight companies would be transferred to black control
each year for fifteen years, at which point “Blacks will have achieved
economic parity roughly equivalent to their proportion of the
population.”*s

With these radical demands as a backdrop, other black scholars,
leaders, and businessmen offered more politically practical plans for
economic development. In 1969, there was Dunbar S. McLaurin’s
Ghetto Economic Development and Industrialization Plan (called
the “Ghediplan”), which was akin to a domestic Marshall Plan. Out-
side funds would help the ghetto develop itself into a thriving
community. McLaurin had a significant banking background and
believed that the obstacles black entrepreneurs faced were much
bigger than just capital and training. The ghetto resembled an “un-
derdeveloped country,” and its businesses were cut off from the out-
side economy, he said.*® Central to the plan was a provision to spur
black banking in the ghetto. “If we accept the premise that no busi-
ness community can achieve its full business potential without ad-
equate banking facilities, it is easily seen that the Negro business
community is suffering from this situation.”*” The Ghediplan asked
New York City to allocate $200 million to a fund that would guar-
antee financing for businesses in the ghetto, with the fund to be ad-
ministered by banks within the ghetto.*®

The CORE plan for community development stood out from the
rest because, in an unlikely turn of events, a watered-down version
of the proposal made its way to the Senate in 1968. Roy Innis called
the plan “separatist economics”; it was based on black liberation
through control of institutions inside the black community. Innis
viewed the proposal as both compensation for past wrongs and a
new contract with black America for the future. “The constitution of
the United States of America, which is a national contract for this
nation, was never meant for Black people. . . . The obvious solution
then is a new social contract (constitution). This contract will rede-
fine the relationship between Blacks and Whites.”*¥ He said that
blacks could achieve liberation only through total control of their
own institutions.> The authors of the plan, Innis and Floyd McKis-
sick, had not started out as separatists. In fact, CORE was a leading
integrationist organization in the early part of the decade; but like
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other leaders, they had moved on. In one sense, they were admit-
ting defeat. “We are past the stage,” wrote Innis, “where we can talk
seriously of whites acting toward blacks out of moral imperatives. It
doesn’t work.” The idea of supporting a separatist economy appealed
to several Republicans, who brought the bill to Congress.

The Community Self-Determination Bill proposed creating a
Community Development Corporation (CDC), which would act like
a conglomerate corporate and charitable foundation in urban
ghettos.>! Each adult individual in the community would be able to
buy shares in the CDC, which in turn would own controlling shares
in other companies within the community. The Community Devel-
opment Bank (CDB) would be a wholly owned subsidiary of the CDC
modeled after the Federal Home Loan Banks; it would offer loan
guarantees on mortgage and business loans. The CDB would be
funded like the World Bank or the Import-Export Bank—the Treasury
would sell $400 million in bonds on the market at 6 percent interest.
The government would provide the initial credit for the bank, but
without the use of any taxpayer funds. The government’s stock would
earn dividends for the Treasury, which would offset any interest or
principal payments on the bonds. The bank would thus be self-
financing with a kick-start credit boost from Treasury.5?

The bill, co-drafted by CORE, was a foreshadowing of the political
alliances that would converge on Nixon’s black capitalism initiatives:
the bill’s sponsors included liberal Republican Jacob Javits of New
York and conservative Republican John Tower of Texas. Many legis-
lators spoke in favor of the bill, including Republican Senator Charles
Percy from Illinois, who quoted one of his constituents with ap-
proval: “Away with Black Power. Away with Soul Power. What we
need to make it in this atomic age is borrowing power. The differ-
ence between Black Power and White Power is—White Power has
more green in it.”% In fact, then presidential candidate Nixon met
with Innis and McKissick to discuss the plan, after which the black
leaders endorsed the candidate.>* In return, Nixon endorsed their
bill in July of 1968, calling it “an imaginative proposal” for economic
development in the ghetto “for building pride and independence, for
enlisting the energies of private enterprise and creating new insti-
tutions by which private capital can be made available for ghetto
investment.” He also liked the fact that it was under Republican
sponsorship.
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There was opposition to the bill. The AFL-CIO called the bill
“apartheid antidemocratic nonsense.” Surprisingly, and revealing
the complex relationship inherent in the black business commu-
nity, the bill's most vocal opposition came from black business rep-
resentatives. The National Business League came to Congress to
oppose the bill because they saw it as a threat to already established
black businesses. One of the most vocal opponents was William
Hudgins, president of black-owned Freedom National Bank of
Harlem, who said that he opposed the bill because it would un-
dercut existing black banks. The president of the National Bankers
Association, Edward Irons, also opposed the bill.5

These objections to a plan that was ostensibly good for the ghetto
vindicated Frazier, Malcolm X, Abram Harris, and all those who had
long felt that black businessmen were no better than the white ex-
ploiters. The most recent critic of the black business class was psy-
chologist Kenneth Clark, who in his 1965 book Dark Ghetto described
them as “insecure” in their power and wealth and “estranged from
black society.” Unsure of his social standing, the black businessman
was “conservative and careful of his wealth,” and reluctant to “share
it with the ghetto community at large.” Clark blamed the ghetto
economy itself for creating this “ghetto pathology,” which he defined
as “an unwillingness to make any voluntary sacrifice” for the commu-
nity because the ghetto itself “demanded so many involuntary ones.”>®

Perhaps it was insecurity and selfishness that caused a few black
business representatives to oppose the bill. Perhaps black businesses
opposed the bill for other reasons, for instance, because they had not
been asked to help design it. This was the charge leveled by the Rev-
erend Franklin Florence of the FIGHT Corporation of Rochester,
whose organization was one of the models on which the bill was
based. He protested loudly during the hearings: “If this is to be a
community self-determination bill,” he quipped, “then we better
start by letting the black community determine what should be in
the bill.”>"

When the senators realized that the bill did not have the support
of the entire black community, they backed away from it.>® But the
bill’s failure was probably due to more than just the opposition
from a few black leaders. One of the labor lobbyists said of the failure,
“You know, if there had been some evidence that Nixon was really
interested in any of this, none of those blacks would have jumped
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on it like they did. They would have tried to work something out
beforehand. I think it’s a sideshow, and everybody senses it.”>® The
bill had been the only plan sponsored by black separatists to have
any political traction at all. After this failure, further plans would
come from within the administration without any community input,
and none would resemble anything as broad in scope as the plans
proposed by the CORE leaders—though they would certainly use the
same language: black and white leaders alike were using words like
“economic self-help,” “minority entrepreneurship,” “community
economic development,” and “ghetto self-determination.” If there
was a common denominator among these groups, it was that it was
more realistic to shore up ghetto businesses than to improve it out
of existence, to paraphrase James Baldwin.

During the 1968 election, each candidate had a platform plank
related to black economic self-determination. Before his assassina-
tion, Robert Kennedy had been the frontrunner in the Democratic
primary. His community development program was the most robust
and holistic of the lot; it included tax incentives for businesses, Com-
munity Development Corporations, job training programs, and
government funding for antipoverty programs. The eventual 1968
Democratic candidate, Hubert Humphrey, called his proposal “Black
Entrepreneurship: Need and Opportunity for Government Help,”

” «

which put forth a number of plans geared to “enhance black pride
and quell black insurgency.” His plan included more funding for
businesses through Small Business Administration (SBA) programs
initiated by the Johnson administration, and called for the creation
of an “urban development bank” to fund businesses in the ghetto.®
For Humphrey, black capitalism was a part of his reform package,
which included a continuation of War on Poverty programs. In the
presidential race, Humphrey jabbed at Nixon’s black capitalism plan,
calling it “double talk.” When Nixon promised voters that the pro-
gram would cost little, Humphrey retorted, “Of course it will take
money. Talking about black capitalism without capital is just kiting
political checks.”5!

The check may have had insufficient funds, but Nixon’s double
talk on black capitalism paid political dividends. Nixon’s “southern
strategy” was effective because he used race as a wedge issue without
actually talking about race. For example, by associating crime with
blackness and promising “law and order,” he could signal allegiance
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to white voters fearful of blacks without sounding like a racist.5? Black
capitalism was another side of the strategy. By associating blacks
with welfare dependency and embracing “black enterprise,” he was
able to cut economic aid to the ghetto and oppose integration in the
guise of promoting black power. By using the unobjectionable and
racially neutral rhetoric of free-market capitalism, Nixon under-
mined black demands for economic redress and reparations.

He unveiled this strategy in a series of campaign ads and speeches.
In one ad, called “TheWrong Road,” across images of poverty-stricken,
mostly brown and black faces, and a sign saying “Government Checks
Cashed Here,” Nixon’s voice explained, “For the past five years
we've been deluged by programs for the unemployed—programs for
the cities—programs for the poor. And we have reaped from these
programs an ugly harvest of frustration, violence and failure
across the land.” This was a subtle subversion of the Kerner Com-
mission’s language, which called violence the harvest of racism. Now
violence was a result of government aid—never mind that the vio-
lence preceded the poverty programs. Then the music became
more upbeat, and the camera panned across images of construction
sites, a factory line, a shipyard, and the candidate intoned, “We
should enlist private enterprise to solve the problems of America.”%

In a follow-up ad called “Black Capitalism,” candidate Nixon
promised to rescue the ghetto with a “hand up” and not a “handout.”
Specifically, he promised “to get private enterprise into the ghetto
and the ghetto into private enterprise.” He said that more black
ownership of land, businesses, and homes would create a “multiplier
of pride that will end our racial strife.”® “Integration must come,”
he said, “but in order for it to come on a sound and equal basis the
black community has to build from within.” Presumably he meant
that blacks would have to work toward integration themselves, as
though segregation had been an act of nature and not a system
imposed and enforced by racism and state power.5®

Nixon believed that government’s “overpromising and under-
producing” had caused the rioting, and he vowed “not to over-
promise now.” He was clear that the “federal government does not
have the funds at this time to appropriate billions of dollars for our
cities.”% He believed that it was time to think not about what the gov-
ernment could do, but what “private enterprise and individuals”
can do to “provide hope” and “reconciliation.”
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In a speech called “Human Dignity,” he said that the country
needed to “go beyond civil rights.” Actually, in the initial draft in
Nixon’s presidential files, the speech said “Forget civil rights,” and
Nixon highlighted the word “forget” and replaced it with “go be-
yond.” The message was the same. “We cannot meet the needs of the
late sixties with the solutions of the early sixties.” He wanted to put
an end to “more laws” and “more money,” because they would only
lead to “more of the same frustration,” “more of the same rioting,”
and “more of the same despair.” He said that “civil rights is no longer
anissue,” Jim Crow and segregation were over, and that it was time to
focus on self-determination and “dignity.” By using the word dignity,
Nixon was communicating that blacks needed to stand on their own
feet and that asking the government for help was depriving them of
their dignity. “At long last, the Negro has his bill of rights—but he
cannot pay the bill.”¢”

In a radio program in April 1968, Nixon took his case directly to
blacks. He said that black Americans “do not want more government
programs which perpetuate dependency. They don’t want to be a
colony in a nation. They want the pride, and the self-respect, and the
dignity that can only come if they have an equal chance to own their
own homes, to own their own businesses, to be managers and ex-
ecutives as well as workers, to have a piece of the action in the ex-
citing ventures of private enterprise.”%® Nixon sold his program as a
companion to the black power movement—his plan was in sync
with the true spirit of black nationalism, he assured them. “Black ex-
tremists are guaranteed headlines when they shout ‘burn’ or ‘get a
gun,” but much of the black militant talk these days is actually in
terms far closer to the doctrines of free enterprise than to those of
the welfarist 30s.”% Nixon promised “more black ownership, black
pride, black jobs, black opportunity, and yes, black power, in the
best, the constructive sense of that often misapplied term.””° Nixon
was practically repeating Malcolm X, who had said that the “black
man should be focusing his every effort toward building his own
business, and decent homes for himself,” although Nixon left out the
part where Malcolm had said, “show me a capitalist, I'll show you a
bloodsucker.””! He also ignored the point of the black power plat-
form that included a demand for land, reparations, and political sov-
ereignty. The part Nixon embraced enthusiastically was voluntary
segregation, self-reliance, and private enterprise.
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Nixon and his advisors intended black capitalism to be a total
replacement for Johnson’s antipoverty programs. According to a
Nixon biographer, he “presented black capitalism as both a pan-
acea and a fait accompli.”” Nixon’s speechwriter Raymond K.
Price explained that the path forward was to replace “the Negro
habit of dependence” with “one of independence” and “personal
responsibility.”

But had the black community not been trying to “help them-
selves” for generations while being repeatedly blocked by law and
thwarted by policy? As Nixon seemed to portray it, the history of the
black community was a perpetual state of dependency on govern-
ment largesse. This explanation was inconceivably shortsighted.
Never mind that the meager “handouts” had only begun a few years
earlier, or that the ghetto was the only pocket in the entire American
landscape that had not been the recipient of generous postwar
government subsidies. In fact, the ghetto was created due to the
complete and utter lack of any handouts. It had only ever had an
economic system of unchecked, unmitigated, and absolute capi-
talism. Yet now that the deferred dream had erupted into violence,
policymakers proposed that blacks learn how to be capitalists.

Black capitalism was a commercial success, winning Nixon the
Republican nomination and the White House. It all sounded great
to the press. The Wall Street Journal and Time magazine embraced
Nixon'’s black capitalism rhetoric, calling it “thoughtful” and “prom-
ising.””™ Even the Democratic-leaning New York Times, which usu-
ally showed the same disdain for the president that the president
showed for it, endorsed black capitalism. The paper’s associate ed-
itor Tom Wicker wrote, “Richard Nixon’s radio speech on the need
for the development of black capitalism and ownership in the ghetto
could prove to be more constructive than anything yet said by other
presidential candidates on the crisis of the cities.” Max Ways, the ed-
itor of Fortune magazine, wrote that “business is the one important
segment of society Negroes today do not regard with bitter suspi-
cion.”” This likely had much less to do with the black community’s
trust in business than their distrust of the government. The black
Chicago Defender was more cautious. Though the paper endorsed
black capitalism, it expressed some suspicion over the candidate’s
motives, noting that without actual capital, “black power takes on
the insignificant aspect of a paper tiger.””®
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Republicans embraced black capitalism wholeheartedly. Nelson
Rockefeller’s strategist called the concept “a stroke of political ge-
nius,” and Rockefeller himself supported the idea.”® National Re-
view editor William Buckley praised the “spirit” of “militant black
leaders who have been preaching black initiative, black capitalism,
and yes, black power.” Buckley aligned black capitalism with a lib-
ertarian small-government philosophy, stating that the black power
movement was allied with conservatives in their fight against “that
huge monster on the banks of the Potomac.””” Buckley proposed
that the still-undefined program need not involve the entire black
populace, because “scattered success can give universal hope.” This
was the key objective. The government would not need to underwrite
black businesses, just the community’s hope in black businesses.

Black capitalism was a win-win, according to the administration.
Nixon’s top aide, John Ehrlichman, explained that “with a relatively
small budget impact this is one program which can put the Admin-
istration in good light with the Blacks without carrying a severe neg-
ative impact on the majority community, as is often the case with civil
rights issues.””® The budget was small, as was the impact. In fact, there
was more emphasis on black capitalism in Nixon’s advertising and
press response than there ever was in White House policymaking.”™

In 1969 President Nixon signed Executive Order 11458, estab-
lishing the Office of Minority Business Enterprise (OMBE) within
the Department of Commerce. The OMBE was not allocated any di-
rect funds, but was instructed to seek private business contribu-
tions and help from other federal agencies. What this meant in real
political terms was that the “OMBE was given responsibility for ‘ad-
vising,” ‘encouraging,” ‘mobilizing,” ‘evaluating,” ‘collecting,’ informa-
tion and ‘coordinating’ activities,” but beyond this vague mission it
did not have a mandate or a budget with which to make unilateral
decisions or to make any loans or grants. Any money it got its hands
on came from the OEO’s antipoverty budget.?’ Even so, the House
Select Committee on Small Business immediately opposed it, calling
the agency “discrimination in reverse.”!

Nixon asked Secretary of Commerce Maurice Stans, a longtime
Republican stalwart and an accountant by profession, to manage the
black capitalism program in 1969. After this, Nixon expressed no in-
terest whatsoever in black capitalism. Stans selected Tom Roeser, a
conservative business executive at Quaker Oats Company, to head
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the OMBE. He was charged with assembling an advisory committee
on minority enterprise, and managed to create a committee of re-
spectable conservative businessmen from a variety of Fortune 500
firms and banks.?? The sixty-three-member board was predomi-
nantly white and comprised of philanthropists and successful
businessmen, eerily reminiscent of the Freedmen’s Bank Board.
Like Nixon, the council was not particularly engaged in the man-
agement of the program. Rumsfeld and Moynihan also expressed
indifference to the OMBE.®

There were some within the administration who did not see black
capitalism as a political ploy and were genuinely committed to it.
Among them were Roeser and his deputy, Abe Venable, who became
the highest-ranking black director at OMBE. Another true believer
in black capitalism was Theodore Cross, a white entrepreneur and
philanthropist who served as a key Nixon advisor on black capi-
talism. In fact, it was his 1969 book, Black Capitalism, that laid out
the policy framework for building the ghetto economy. Instead of
providing blacks with an exit from the ghetto through jobs, Cross be-
lieved that the government should focus on enriching the ghetto
through significant government investment.?

Cross understood that black businesses were stuck outside of the
systems of power, prohibited from entry by its white gatekeepers,
who were the ones “in possession of jobs, housing, and capital.”
Blacks needed to gain power simply because those with power had
used it against those without it and had no incentive to share their
wealth. Cross explained that the problem with black banking in
particular was not lack of supply, but lack of demand. To make his
point, Cross used black athletes as an example. He explained that
there had always been a strong supply of black boxers because there
had long been a demand for them. Yet until 1945, there had been
rampant discrimination in other sports like baseball and football,
and thus there was no market demand for black players in those
sports, which produced no black athletes until the 1960s. Once there
was a demand, black athletes came to dominate those sports in
much greater numbers than their proportion of the population.
“This did not come about because black people are stronger or more
agile than whites. Certainly it did not occur because we suddenly in-
stituted training programs for black athletes. That was not neces-
sary. When the demand opened up, the supply grew.”8
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There had never been a market demand for black businessmen—
just the opposite. During the century that the United States had
allowed blacks to respond to market forces rather than forced labor,
the demand for black labor had been for domestic labor, factory
work, railroad work, farm work, or other menial jobs. Moreover, there
had been a “solid aversion” to and “discouragement” of blacks in
high-powered commercial roles.?® To put it bluntly, the dearth of
black bankers and entrepreneurs was an “assured economic result
of the sustained and collective preference of white people not to
trade or exchange commercial promises with black people.”®” Black
businessmen did not need education or training. After all, most of
the best entrepreneurs had no formal training at all. There just needed
to be market demand. And that would not come from the business
community’s sense of altruism. “Enterprise capitalists, big or small,
are designed to share these turfs with no one—even if he is black,
sports a new loan from the Freedom National Bank, and holds a fresh
degree from a leading business college.”® Cross never held an admin-
istrative position and his ideas were ignored. And as it turned out, the
program came to rely exclusively on white businesses to open their
doors and their coffers to blacks based purely on altruism.

At first, there was a sincere effort from within the OMBE to create
a real boost to black businesses. Venable proposed an ambitious
plan called the “National Strategy,” which he distributed internally
in 1969. He called for “nothing less than full equality of access to
business opportunities and resources”; he recognized that even a ro-
bust national program was not enough because it would take many
years of effort to achieve “the demise of the economic colonialism
of our minority communities.” The plan promised to invest $8.6 bil-
lion and to create 400,000 new minority businesses in ten years,
using the FHA loan guarantee program as a model.?

As soon as Stans heard of the plan, he shut it down. Stans was not
interested in anything so broad and costly, even if the plan was to
be built on private money and was designed to be profitable for in-
vestors. The OMBE had misjudged its mission and the political basis
of black capitalism. Stans informed Roeser that the most important
objective was to create success stories, which would “create pride
among the minority which, in turn, creates aspirations of those down
theline.” In other words, the program was to be symbolic. “What the
black people, the minority people, need more than anything else
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today is a modern Horatio Alger,” said Stans. “This is the way we will
build the pride of these people, and this is the way we will convince
the young fellows coming up that they have a chance to do the same
thing.” There would be no financial support from the administra-
tion for black capitalism. It was clear that for Stans and Nixon, black
capitalism was no more than a public relations strategy.”

Roeser resigned from his post at OMBE in 1970, and Stans took
over control of the OMBE after an initial public kerfuffle. With its rep-
utation on the line, the OMBE launched the Minority Enterprise
Small Business Investment Company (MESBIC), an idea conceived
by Menlo Park executive Robert Dehlenford. The MESBIC initiative
was based on the idea that what black businesses needed was credit,
“technical assistance,” and “mentorship.”®! The credit would be pro-
vided on a fifteen-to-one leverage ratio—for every dollar invested
by a black company, the program promised to attract fifteen more
from investors. The Chicago Tribute introduced the program with
the headline “MESBIC Multiplies Money for Minorities.”® The plan
was for a hundred black MESBIC companies to put up a minimum
of $150,000 of capital, which would be used as a down payment to
be “multiplied” by private credit.%

A year later, the program was a failure. Of the fifty minority busi-
nesses in the program, twenty-five had already failed by 1970 and
sixteen more were in trouble. The fund was bankrupt.* The flaw in
the program, as pointed out by economists Richard Rosenbloom
and John Shank in a Harvard Business Review article, was that it re-
quired these companies to operate with an extremely large debt
burden—the companies were being 100 percent financed by debt.
The only equity came from the companies themselves. “No matter
what color the owner, successful businesses just do not get started
with debt financing alone,” said the economists, because the interest
payments would be “an oppressive cash flow problem for a new
business.” Operating without capital in a high-crime, economically
depressed, and resource-poor ghetto meant that shocks would be
high and unavoidable, and there would be virtually no buffer or
cushion of equity to absorb them. Even more disturbing was the
Government Accounting Office (GAO) finding that the volunteer
white firms that were providing technical assistance were charging
unreasonably high rates, some taking almost 30 percent of the small
black business profits as management fees.*
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By 1970, the country was in a recession. Jobless numbers were so
bad by 1971 that the Nixon administration decided to stop reporting
them. The new aspiring entrepreneurs in the ghetto suffered most
acutely as inflation soared and banks closed the credit pipeline. A
black accounting firm in New York summed up the situation facing
new black enterprises, noting that “the people least likely to succeed
in business were trying to make it at a time when seasoned busi-
nessmen were having trouble.”%

Small businesses were the most vulnerable and least likely to suc-
ceed, yet all these programs were geared toward creating more small
businesses. This focus was in part due to the lack of funds to sup-
port large businesses, as well as the fact that the program was more
about business myth-making and platitudes of racial pride than it
was an outcome-oriented effort to help the black community accu-
mulate business power. Small businesses were supposedly the life-
blood of entrepreneurship, and this may have been true at some
point in time; but small business was no way to grow wealth in the
1970s. Large multinational firms were making more profits and
using economies of scale to reduce costs, and they were already
squeezing out small businesses, a trend that was only just begin-
ning. As Walmart was building its profitable empire, blacks were
being told that to prosper, they should focus small and local. Black
businesses, which were already swimming upstream due to the de-
viant ghetto market, were facing an even stronger economic current,
pushing businesses to grow larger and more efficient.

Yet the focus remained relentlessly on small business. In 1969,
Section 8(a) of the Small Business Act authorized the SBA to manage
a program to coordinate government agencies in allocating a certain
number of contracts to minority small businesses—referred to as
procurements or contract “set-asides.” Moynihan helped shape the
program.%” By 1971, the SBA had allocated $66 million in federal con-
tracts to minority firms, making it the most robust federal aid to
minority businesses. Still, the total contracts given to minority firms
amounted to only one-tenth of 1 percent of the $76 billion in total
federal government contracts that year.”® The program was not
without controversy. The minority set-asides immediately faced
backlash from blue-collar workers, white construction firms, and
conservatives, who called it “preferential treatment” for minorities.
Moreover, multiple studies revealed that 20 percent of these set-
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asides had gone to white-owned firms, which led to a 1973 amend-
ment that stated specifically that the businesses had to be owned by
minorities. Unsurprisingly, it was also revealed that Nixon had used
these set-asides to bestow political favors. A frustrated SBA employee
resigned, claiming that the agency’s “main purpose was political.”
The charge was accurate and could extend to cover the entire black
capitalism framework.

The least controversial and most durable black capitalism pro-
gram was the 1969 Minority Bank Deposit Program (MBDP). Ever
since Washington policymakers had linked ghetto rioting with credit
exploitation, multiple programs had been proposed to fix credit in-
equalities. They ranged from creating new banking institutions to
providing loan guarantees, capital infusions, or Marshall Plans for
the ghetto. Rejecting all of these proposals, the Nixon administra-
tion’s program simply asked government agencies to deposit their
accounts in black banks. In 1968, when William Proxmire’s Senate
Banking Committee had discussed whether agency deposits might
help bolster black banks, a representative black banker remarked
that these agency deposits would not provide a good basis for fi-
nancing banks in the ghetto because they were too unstable.!® No
matter. The program cost nothing. The initial goal was to encourage
federal agencies to deposit $100 million of their accounts in black
banks; the actual yield was about $35 million by 1971.

The first agency to volunteer was the Post Office, which an-
nounced that it would be depositing $75 million in black banks. It
would actually deposit only about $150,000. And even this small sum
was rotated through several different banks. One businessman
quipped, “It was like me saying I'll lend you $365,000 for the next
year and then lending you a dollar every morning and taking it back
every night.”19! These were not the deposits that black banks
needed—they were the same type that had been crippling them for
years. The president of Unity Bank in Roxbury, Massachusetts, com-
plained that the Post Office refused even to bring the money to the
bank. “They expected us to hire a security service to collect deposits
that we couldn’t even make any money on.”!%? After complaints
about the added cost burden of the postal deposits, the program
promised the banks that they would send them more valuable de-
posits from other agencies. While this did happen, all the government
deposits ended up costing banks more than they were worth.
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Another piece of the Nixon administration’s black capitalism pro-
gram was affirmative action, which was initiated by the Equal Em-
ployment Opportunity Office (EEOC) with the aim of encouraging
companies to hire more black employees.!®® The 1969 Philadelphia
Plan required construction companies that had federal contracts to
set numerical goals for hiring blacks. The word “quotas” brought a
quick backlash from employers and blue-collar unions, so Nixon
withdrew the demand and asked businesses to set voluntary hiring
goals.!% Striking a political compromise, the EEOC began measuring
and keeping track of these “voluntary goals.” It did this across a va-
riety of businesses that had government contracts, and it encour-
aged other businesses to prioritize hiring minorities.

In supporting affirmative action, Nixon claimed that “jobs are
more important to the Negroes than anything else.” This was obvi-
ously not true, but while asking businesses to provide jobs was not
politically popular, it was an acceptable compromise in a politically
fraught climate. Nobody lobbied for affirmative action, and no one
had demanded it. It was a weak compromise position meant to throw
abone to the black middle class and deal with black militants without
spending too much politically or financially.!% According to historian
John David Skrentny, “Affirmative action was legitimated very quickly,
in a matter of a few years, in a very turbulent time, and by a variety of
people pursuing very different goals.”1%® Affirmative action would be
fiercely attacked by Nixon’s own Republican Party until it was almost
fully dismantled. It was more vulnerable than black capitalism
because it cost whites more, and it would become the epicenter of a
white backlash that claimed it was “reverse discrimination.”

All the black capitalism programs, including affirmative action,
relied primarily on the voluntary participation of private firms and
government agencies. But these companies and agencies had no ex-
perience with this type of social activism. Even the philanthropic
involvement of U.S. businesses had not been directed at addressing
ghetto poverty. Congressman Wright Patman quipped in 1968 that
“while our cities fell into decay and Negro youths rioted in our streets
[the Mellon Foundation] sent thousands of dollars abroad to un-
cover the dust of centuries and study Roman and Etruscan town
plans.”!% The Nixon administration sought to change this orienta-
tion and to direct the attention and good will of American firms
toward the inner city.
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The administration asked large companies and banks to help
alleviate ghetto poverty by increasing minority franchise opportu-
nities, investing in minority businesses, and lending to minority
businesses. With weak incentives, few complied. These efforts were
to be coordinated through the National Center for Voluntary Action.
Even the conservative Wall Street Journal reported in 1970 on the
“stillborn” business volunteer program. According to the Journal, the
volunteer committee’s administrator conceded in a “masterful un-
derstatement” that they “have not been able to treat very many of the
nation’s social problems up to now.”!1%8

In 1970 the Harvard Business Review surveyed the top 500 indus-
trial corporations and business leaders about their participation in
the black capitalism programs; it found that only a handful of busi-
ness executives had made any financial contribution to black busi-
nesses. The executives believed that there was not enough financial
incentive to participate. Most revealing in the survey was the re-
port’s finding that “Whatever may be said in public, it is clear from
many private conversations that most of the existing efforts by white
corporate executives to assist black business came about as a result
of fear engendered by the ghetto riots, threats, and pressures from
militants, and to some extent pressure of influence from government
officials.” With only fear as a motivation to help, the researchers con-
cluded that “we cannot leave the promotion of corporate involve-
ment in developing minority business solely to the conscience and
moral views of corporate executives.”'%

Though few businesses volunteered, that is not the impression
the public received. Several corporations, including AT&T and Coors,
took out a series of long-form advertisements to promote all the
ways in which they were helping black business. General Motors
President James Roche served on Nixon’s advisory council and pub-
licly promoted black capitalism initiatives, stating that it was the
responsibility of businessmen “who have worked within and gained
from the free enterprise system, to help others share in it. It is us,
who must cherish the freedom in free enterprise, to assure that it is
freely open to everyone.”!'? (General Motors had indeed gained from
free enterprise, but they had also gained from $4 billion in federal
defense contracts over the prior ten years.) Despite such adver-
tisements, most of these companies put up little or no money at
all. Perhaps this was because of the slow economy. According to
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Undersecretary of Commerce Rocco C. Siciliano, “It’s hard to
imbue businessmen with social consciousness when business is
bad.”!! Or perhaps Theodore Cross was right when he said that
white businesses would never give up power voluntarily.

In 1970, Whitney Young lamented, “I remember listening to the
head of a major corporation brag about all his firm was doing. After
some close questioning, I found the sum total of these grand efforts
added up to less than two dozen summer jobs for black youths in
only three of the sixty cities in which that company operates.”!!2
In 1969, Young had proposed a National Economic Development
Bank that would look like a cross between the Federal Reserve and
the World Bank, with regional offices across the country to help black
communities finance community self-help projects.!'* He was a
committed advocate of black self-sufficiency until he met his untimely
death in 1971 in Lagos, Nigeria. His last printed words appeared in
the New York Times three days after his death. They were words of
disappointment. He called corporate America’s engagement with
black capitalism the “great copout.” He blasted the business com-
munity for being dilettantes, first flirting with civil rights and then
quickly moving on to other “causes.” He said that “the period of cor-
porate activism in social concerns [1967-1969] coincided with two
phenomena of great importance—a booming economy and the
spread of urban rioting.” Young said of the corporate executives,
“when he’s trying to help solve social problems four hundred years
in the making, created by the racialist attitudes of companies and
unions like his own, he suddenly expects fast returns and instant
successes.”!4

If there were no fast returns for corporations or for the black com-
munity, Nixon did reap a fast and instant result from black capi-
talism. The biggest win for his administration was that black
capitalism turned out to be a very effective antidote to militant
black uprisings. Nixon and his FBI had targeted the Black Panthers
as enemies of the state. “The Black Panther party, without question,
represents the greatest threat to the internal security of this country,”
said J. Edgar Hoover. Hoover had sent FBI agents to infiltrate the
Panthers’ ranks and subvert their organization. Panthers were im-
prisoned, harassed, and even killed by the administration in show-
down after showdown. Party leaders like Huey Newton and Eldridge
Cleaver led the movement at its height from prison and from exile
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in Cuba, respectively. However, the Panthers were killed not by
force, but by a slow drying up of funds and supporters due both to a
change in the environment and to a subtle subversion of their cause
by President Nixon.!!'® First, the Vietnam war abated and the draft
diminished, so they lost support from white student protesters
who no longer had a shared colonizer to fight. The other base of
their support was a large part of the black community—the moder-
ates. This group was neutralized by superficial concessions from
the administration. The concessions were black capitalism and
affirmative action.

Nixon masterfully adopted and co-opted the black radicals’ de-
mand for power and then used it against them by turning it into a
vague yet beguiling promise of black capitalism. The movement’s
leaders themselves were divided over the lure of black capitalism. A
1972 Washington Post article titled “The Transformation of the Pan-
thers” featured two cartoons side by side—on the left was Huey
Newton holding a gun with a bandolier across his chest, and on the
right was Newton holding a bag of golf clubs. As it turned out, Newton
and Bobby Seale were now manufacturing gold bags in Oakland,
California. The venture was a means of funding Panther activities,
but it sometimes looked like a racketeering operation.!!¢ In the early
1970s, the Black Panther newsletter urged blacks to “Support the
businesses that support our community.”!!” A revolution having
been thwarted, the Panthers put aside talk about “capitalist blood-
suckers” and moved toward a more “pragmatic” approach of small
black businesses. According to noted black sociologist Robert Sta-
ples, “one of the most curious turnabouts was the Panthers’ embrace
of Black Capitalism.”!18

Exiled Black Panther Eldridge Cleaver split with Newton and Seale
and maintained an anticapitalist stance. He wrote Stokely Carmi-
chael, who had recently stepped down from Panther leadership, an
open letter in 1969 calling him out for providing the administration
with a potent weapon against the black community. Black capitalism
was just a continuation of black exploitation, according to Cleaver.''?
He said that Carmichael had surrendered “black power” to the Nixon
administration to be corrupted into “black capitalism,” thereby
rendering the term and the movement powerless. “It has been
precisely your nebulous enunciation of Black Power,” he scolded
Carmichael, “that has provided the power structure with its new
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weapon against our people.” Cleaver believed that by letting Nixon
use the terminology of black power, the activists had surrendered
the force and potential of the revolutionary idea to be corrupted by
the administration who would “cash in” on the slogan and use it to
“ease the black bourgeoisie into the power structure.”!?

Cleaver had hit on a tension in the black power philosophy—was
it possible to derive black power as a concession from the white
power structure, or could the movement’s aims only be achieved
through complete political sovereignty brought about by revolution
against that power structure? The genesis of the black power ethos
was a natural enough response to white oppression, a rebuttal to
white power, but would white power have to be defeated to achieve
black power, or would half measures do? For the Panthers, the
objective had always been political independence, but at least
part of the movement was persuaded that black power could be
achieved through economic success. This is what black capitalism
was proposing.

The theory behind developing a separate black economy had
been that economic power would lead to political power, but per-
haps they had it backward. If the rollout of the black capitalism
program had demonstrated anything, it was that economic power
could not be achieved without government help. American busi-
nesses, banks, and homeowners had all benefited from being in-
side the power structure and receiving its bounty. Blacks had been
on the outside, and their lack of political control translated into a
lack of economic power. Until black people could access the levers
of political power, they could not unleash government or business
support, both of which were essential for economic success. In fact,
the only reason government or business had contributed anything
at all to growing black businesses had been as a reaction to the threat
of violence that the Panthers and militants had created. The initial
Black Panther movement had held a modicum of power, even if it
was a weak and artificial power derived from fear. But this fear was
the reason the business community and the federal government had
focused on black ownership in the first place. The black capitalism
program and its reliance on the white power structure removed this
source of power.

It also deprived the black community of another important source
of power derived from collective action. By dividing the community
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between the entrepreneurs and the masses of consumers, the black
community was placed at cross purposes. By linking large white
corporations with aspiring black businessmen, the race cohesion—
that rage the Panthers had channeled and amplified—was dissipated.
This, in turn, removed the incentive for businesses to participate in
black capitalism. Black capitalism also cannibalized the budget of the
War on Poverty—the OEO budget was successively cut and siphoned
off to OMBE programs. The War on Poverty, which was designed to
help the poor of all races, was instead being diverted to help aspiring
black entrepreneurs, isolating the black community from yet another
source of strength—the interracial collective action of the poor.

An expert in political détente, Nixon used black capitalism to let
out just enough steam from the pent-up pressure cooker of rage in
the poverty-stricken ghetto to squelch the brewing revolution.!2!
Ultimately, black capitalism was anemic and utterly unresponsive
to the needs of the black community. But it was vague enough to
offer just the hope needed to cool the boiling anger just as it was
about to spill over. With this one move, Nixon took the sting out of the
black radicals’ demand for black power, jettisoned Johnson’s anti-
poverty programs, maintained his opposition to integration, and
even won the support of many black leaders. Checkmate.

The harvest of black capitalism was the retreat of the black rad-
ical groups from center stage and the emergence of a more prag-
matic, moderate, and “business-oriented” black leadership. A black
leader who embodied this change was Jesse Jackson, who went from
a forthright denunciation of black capitalism in 1969 to becoming
its champion just a year later. In 1969, he called black capitalism a
divisive force in the black community, which should be seeking “total
economic development of the Black community” instead of “a few
additional entrepreneurs.” He had said that attaching “the name
‘Black’ to capitalism is not a description, but a diversion.” By 1970,
he advertised his “Black Expo” as “an annual trade fair for black busi-
ness, both local and national, as well as a general celebration of
black capitalism.”'?> He sounded Nixonian when he said in 1970 that
blacks “would rather own A&P [grocery store] than burn it.”!?3 He
urged blacks to focus less on fiery speeches on the corner of 125th
and 7th Avenue and try to own the corner instead.

Jackson became a champion of black businesses and celebrated
them without hesitation. “Our banks grooved,” explained Jackson,
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“[be]cause we fed the 40 stores in the black community and put our
money in our banks, that all future stores in our community be
built by us.” He praised the Harlem Freedom National Bank and
said that its financial strength was “[not a] manifestation of good-
ness, but power.” Jackson urged blacks to harness the influence of
the black dollar and invest in black enterprise. Jackson’s operation
PUSH (People United to Save Humanity) asked the black commu-
nity to buy insurance from black insurers and deposit money in
black banks.!?* Several other black groups and institutions, in-
cluding the National Urban League, the NAACP, and Howard Uni-
versity, launched programs focused on promoting black businesses
after the program launched.!? Even the Nation of Islam, black na-
tionalists who had a long-standing policy of staying out of politics,
endorsed Nixon’s black capitalism program in the April 1970 issue
of Muhammad Spealks.?

The celebratory focus on black business success, spurred by Nix-
on’s public rhetoric, led to a renewed social and cultural emphasis
on black business within the black community. In 1970, Black En-
terprise launched as a new magazine primarily focused on high-
lighting black business success. In 1973, the magazine debuted a
list of the top one hundred black-owned businesses, which prompted
Nixon’s praise as “clear evidence that the government, in active part-
nership with the private sector, can create the kind of climate of
opportunity in which those with energy and drive can share more
equitably in the rewards of the world’s most productive economic
system.”!?” Established black periodicals like Ebony and Jet began to
feature a black business section highlighting black business success
stories.'?® One of the most popular 1970s television shows, The Jef-
fersons, featured George Jefferson’s successes and struggles as a dry-
cleaning tycoon in Harlem and opened with the theme song “We're
Moving on Up.”

And many in the black community were “moving on up.” If Nix-
on’s stated aim was to increase the black middle class, he could have
deemed the program a success. Between 1960 and 1980, the propor-
tion of black workers in professional and technical positions jumped
from 11 to 21 percent.!?® But while wealthy blacks were heralded as
heroes of progress, the black poor continued to stagnate. “In the
economic sphere,” remarked historian John Hope Franklin, “obvi-
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ously the black middle class is increasing. But the black under-class
is increasing t0o.”13°

This vast disparity, coupled with the emphasis on black capi-
talism, stoked class tensions already present in the black commu-
nity. On the one hand, the black community lauded its successful
entrepreneurs as symbols of racial progress and as a counter-
narrative to claims of black inferiority. On the other hand, black in-
tellectuals and activists continued to blame black businessmen for
making profits out of a segregated economy that kept a majority of
blacks impoverished.!®! Socialist scholar Robert L. Allen derided
black capitalism as “bourgeois nationalism” that would “line the
pockets” of the black middle class and do nothing for the black
masses.!3? Dr. Ralph Abernathy, the new president of Southern Chris-
tian Leadership Council, said that he was not interested in making
black people rich, but in lifting up the poor through community pro-
grams, public aid, and the nonprofit sector. “I do not believe in
Black Capitalism,” he said. “I believe in Black socialism.”!3 Another
prominent socialist scholar, Manning Marable, called black business
“snake o0il” and black businessmen “the linchpin of underdevelop-
ment and capital accumulation within the Black community.” He
denounced black leaders, Jesse Jackson in particular, for convincing
the black community to “move from Civil Rights to Silver Rights and
from aid to trade.” Earl Ofari also denounced black businessmen for
making profits off the backs of the poor in his book The Myth of Black
Capitalism. However, these critics often overestimated the size,
numbers, and profits of black businesses.!34

And just what was the state of black business profits in the late
1960s? Paltry. After hundreds of years, over 90 percent of black busi-
nesses had yet to expand out of the same personal service category
they had always occupied—beauty parlors, mortuaries, tailor shops,
and so on.!*® The institutions regarded as the most successful were
the black banks, according to surveys.!3 The OMBE ended up mea-
suring its success by emphasizing how many small businesses it had
helped, but the businesses they were celebrating were tiny mom-
and-pop service establishments.!3” Abraham S. Venable, the highest-
ranking black OMBE official, lamented that “many Negro businesses
are a symbol of frustration and hopelessness rather than an example
of achievement, success, and leadership.”!%8
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To the extent there was a large and profitable business sector in
the ghetto, it was criminal enterprise. Though difficult to measure,
a 1967 presidential commission reported that annual intakes from
gambling alone were anywhere from $7 to $50 billion.'*® These num-
bers dwarfed legitimate business enterprises. Most of this business
sector was Mafia-controlled, which made the Mafia the largest em-
ployer of blacks in the ghetto. Black Congressman William Clay de-
scribed the black entrepreneur as a “hustler” forced to live on the
margins of society, but doing so with white society’s consent. “Blacks
have developed a network of crime completely acceptable to the
white majority. That system of survival is clearly outside the law,
clearly in violation of the law, but certainly with the tacit approval
of the decision makers.”!*? Because white banks were not lending to
blacks, black businessmen turned to the Mafia for venture capital
funding. One estimate held that 25 percent of black business was fi-
nanced by the Mafia.!*!

Perhaps this was because despite the prodding by the adminis-
tration, banks were still avoiding the ghetto. A survey of over 4,000
commercial banks revealed that their total investments in minority
business in 1967 was less than $8,000 per bank—or one-twentieth
of 1 percent of total bank assets. Less than a handful of white banks
had made any significant investment in black business.!*? Frustrated
by the banking community’s pathetic record of lending to blacks,
Federal Reserve Governor Sherman Maisel admonished bankers
during a 1971 conference that by refusing to offer loans to busi-
nesses and individuals in the ghetto, the banking community had
“helped create major social and economic problems of crime, decay,
and segregation.”!* Banking was a cautious and conservative in-
dustry at the time, and almost as a rule, bankers avoided lending in
the ghetto because they perceived greater risks in such loans. Even
when bank management expressed a commitment to lending to
minorities, it was difficult to change bank culture because middle
management and lower-ranking loan officers had discretion on in-
dividual loan decisions. Often these loan officers understood that
their promotion and success depended on “keeping his desk neat
and keeping his default rate as low as possible.”!*4

Banks were also one of the last industries to integrate their staff.!4
Business Professor Armand Thieblot Jr. conducted a national survey
of bank hiring in 1970, which showed that to the extent banks
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were employing blacks, it was as guards, messengers, or porters.!46
Most banks admitted that they had not hired even black tellers
because of “fears that Negro employees would be unacceptable
to customers.”

The fact that blacks weren’t being employed at banks speaks vol-
umes about the availability of banking services to black customers. !4
But what did it say about the banking industry? It was not the case
that the banking sector was dominated by groups that tended to
be more discriminatory, like southerners or less-educated whites.
The EEOC’s guess as to why banks dragged their feet longer than
other industries was that “discrimination becomes more virulent
as the jobs involved become more prestigious; that although some
whites are now willing to help Negroes onto the economic ladder,
they are willing to help them only onto the bottom rung.”'*9 The
other reason, hinted at by Thieblot’s study, is that banks were more
risk-averse than other industries and less likely to engage in ex-
perimental or radical policies, which apparently included hiring
black tellers. Indeed, “only a very daring and adventurous personnel
officer would have considered undertaking the risk of making his
bank the only one in town to have Negro tellers.”!*® And bankers
were not the daring sort.

An alternative explanation is that banking is an enterprise built
on trust, making it a business imperative for banks to portray sophisti-
cation, prudence, and acumen. The image of soundness, stability,
and sophistication plays a greater role in banking than any other
enterprise. Banks might have wanted to avoid placing blacks in prom-
inent positions because of the prevalence of implicit and explicit
bias. Even the most open-minded Americans would have preferred
a white teller counting their deposits. If implicit racism meant that
whites viewed blacks as having inferior skills and morals, it also
meant that they did not trust them enough to be their bankers. This
is perhaps why a New York City bank “was running what was obvi-
ously a ‘Jim Crow’ operation, using its Negro employees almost ex-
clusively in its black branches in Harlem and Washington Park.” The
disheartening fact was that this was the only black bank manager in
Thieblot’s survey.!>! Even in Baltimore’s heavily concentrated black
community, “Baltimore’s banks had no Negro officers.”!5?

This was especially unfortunate, because even though racial cov-
enants were now unenforceable and the FHA was guaranteeing
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loans in black areas, bankers made most lending decisions based on
“relational lending,” meaning that they met with potential borrowers
and made lending decisions based on personal interactions. Even
though blacks were no longer being formally discriminated against
in the lending market, most lending decisions were being made in-
formally, which meant that discrimination was likely happening
during one-on-one meetings, making it impossible to detect. The
community bankers who were the key decision makers were inte-
grated into their communities and often made deals on the golf
course or at the country club. The most successful bankers were
those at the center of a community’s social structure—who had
relationships with businesses and potential lenders. Black busi-
nessmen were at an obvious disadvantage when banking was
conducted through “gentlemen’s agreements.”

If white banks were still discriminating in lending and hiring, the
obvious solution would be to have more black banks. And many were
created during this era. The National Business League said that the
number of black banks increased from twenty-four to seventy be-
tween 1969 and 1974 alone.!5® Despite the boom, it was still a tiny
industry—with total assets of $259 million and deposits of $230 mil-
lion, which represented 0.049 percent of total bank assets and
0.053 percent of total deposits.!> The NBL credited the OMBE with
playing an “important role” in this increase, but the surge in black
banks likely had as much to do with the general environment of ra-
cial resistance coupled with the emphasis on black business as with
the OMBE’s deposit program. Economist Courtney Blackman noted
in 1971 that the surge in black banks was a result of “the heightened
sense of humiliation among blacks in recent years” and “is directly
traceable to this emotional upheaval.”’>® Black banks were created
as another manifestation of the protest against “white exploiters”
that had led to the ghetto uprisings. Many of the black banks created
during this time were formed by groups of community activists or
individuals motivated to respond to the civil rights struggle.

The two largest banks created in the 1960s demonstrated the
motivation for “freedom” and “unity” prevailing during this era, and
they were so named. In 1964, baseball legend Jackie Robinson led a
group of black and white investors to form the Freedom National
Bank (FNB) in Harlem, which would become one of the largest black-
owned banks of the era.'®® After he left baseball, Jackie Robinson



The Decoy of Black Capitalism 197

became convinced that “there were two keys to the advancement of
blacks in America—the ballot and the buck.”!” He became involved
in both the civil rights movement and the Republican Party—that is,
until Nixon was elected and he became convinced that “the GOP
didn't give a damn about my vote or the votes—or welfare—of my
people.”'58 For Robinson, the first breach had been the selection of
Goldwater in 1964, which he believed was an embrace of the racist
southern wing of the party. Robinson had hoped that Nelson
Rockefeller would get the nomination in 1968 and endorsed him
at the convention, but he was dismayed when the Republican Party
chose Nixon and his southern strategy.

Freedom Bank sold shares to the entire Harlem community, and
Robinson emphasized that the bank’s mission was to build the com-
munity and not just to make profits. Harlem’s churches and small
businesses invested in the bank, “not with the idea that they'd reap
any benefit,” according to a bank spokesman, “but rather that
Freedom would be a financial resource for people in the minority
community to getloans.” Robinson recounted hearing about a white
banker who said that “he had never known a Negro in whom he had
confidence for more than a $300 loan.” Yet blacks kept faithfully de-
positing their money in white banks despite the mistreatment. CORE
leader Clarence Funnye explained, “Before Freedom National, you
went into a white bank with the distinct impression you went with
what you had in your hand, begging the powers that be and gener-
ally you were turned down. With Freedom the community looks less
like a colony, less of an area of exploitation.”!*® Harlem embraced the
bank and called it “our bank.”

Robinson explained that blacks in Harlem had had negative ex-
periences with banks since John D. Rockefeller’s Dunbar Bank, which
was ostensibly biracial, but in reality had only hired a few token black
clerks and maintained a white management. Because of Robinson’s
political support of Governor Nelson Rockefeller, a rumor started in
Harlem that the bank was actually Nelson Rockefeller’s bank and
that he was up to the same sort of bait-and-switch as Dunbar’s
founder. Robinson explained, “Maybe I should have wished that was
true. It wasn’t.”!'6° The bank struggled to remain profitable in its first
years of operation. By 1971, FNB had a loan portfolio consisting of
57 percent in real estate loans, with 30 percent of those loans in de-
fault. The bank posted losses of $704,530.16!
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Running the bank was not a proud or happy experience for
Robinson. In fact, in his autobiography he expressed “mixed emo-
tions” about the bank, which he said was “approaching the brink
of disaster” due to its loan losses. Robinson was very worried about
the large amount of money they were writing off as bad loans. Rob-
inson even tried to engage with the bank regulators, who he be-
lieved were handling his bank with “kid gloves.” He knew they were
writing down thousands of dollars of loans, yet they kept telling him
everything was fine. Robinson said the “Comptroller’s office was
patting us on the back when they should have been hitting us over
the head with a club,” and he told them that he thought his bank
was not “being judged by the same standards that would have ap-
plied if ours were a white bank.” Robinson said he had many sleep-
less nights over the bank’s failing books and even suffered “a very
serious health crisis” on account of the stress.'%? In fact, Robinson
died of a heart attack in 1972, at the age of fifty-three, shortly after
the bank’s most serious troubles and before the bank was able to
turn a profit.

In his autobiography, which he finished just weeks before his
death, he wrote honestly about the struggles of being a black banker,
an experience which he said was “painful to relate.” This was a man
who served in a segregated military, single-handedly integrated
Major League Baseball, and was a civil rights activist within the GOB,
and he believed his most challenging struggle was running a black
bank. Robinson said that black banks were in a “delicate position”
because, on the one hand, the white banking community “coddled
them” and “patted them on the back” instead of dealing with them
like any other business. “Our doors could have closed because of this
kind of paternalism,” he said. He believed that until they could grow
and mature on their own, they would always be “subservient” to the
white industry. But on the other hand, black bankers faced pres-
sure from the black community. There too, “we had to be different
because we were a black bank.” He said that they had to be “alot less
rigid than white banks,” but without being too “loose in policies.”'63
In other words, because Harlem saw Freedom as “our bank,” Harlem
did not treat it like any other business. This conflict was as old as
black banking, but Robinson was very troubled by his position.

Robinson sought the help of businessman Robert B. Boyd to help
make the bank profitable, and after Robinson’s death Boyd would
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continue to run the bank. According to Boyd, the bank’s problems
resulted from the previous management being overly concerned
with the bank’s social and altruistic mission. “The focus before was
social. Now it’s on profit. 'm completely comfortable with social mo-
tivation, but monies allotted for social purposes can only come
after a profit. Then it is a business decision.” To that end, Boyd re-
stricted residential real estate investments and emphasized com-
mercial loans. He aimed to develop a small-business infrastructure
in Harlem by guiding small business loan applicants through the
loan process. The bank teetered on the edge of profitability and, as
the Times reported in 1974, its constant struggle was to find a way
“to balance fiscal prudence and profitability against its founders’
goal of helping small businesses and home-buyers in black neigh-
borhoods by offering low-cost loans.”!®* They would continue to
struggle until they failed in 1990.

Similarly motivated by a social mission was the Unity Bank and
Trust Company, the second biracial bank, which was founded in
1968 to serve the black population of Roxbury, a black district in
Boston. Donald E. Sneed, the bank’s first president, described the
bank as a demonstration of “constructive black power.” “The Bank
with a Purpose,” as the founders called it, operated longer hours and
offered free financial counseling services and community education
programs to their low-income customers. Like FNB, the founders
saw their goal not just as supporting existing black businesses, but
helping to create black business from the ground up. The bank was
also trying to fight lending discrimination. “Slum residents are elim-
inated [from the lending market] solely on the basis of where they
live,” said Vice President Bernard Fulp. “This drives those who can
least afford it to finance companies and loan sharks who charge un-
reasonable interest.”!6°

Unity was trying to break the ghetto debt cycle by offering lower-
interest loans and opening its doors to marginalized black bor-
rowers. The bank’s ambitious mission included providing student
loans, “so the kids in this community can go to college, home im-
provement loans to make the houses here livable, and business
loans so small businesses can be bought by black people.” The bank
was off to a solid start as many in the community helped with its
start-up capital. The Commonwealth of Massachusetts even depos-
ited $360,000 in the bank, becoming its single largest depositor.
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Other foundations, including the United Front Foundation, Brandeis
University, Andover Theological School, Northeastern University,
and Boston College, all maintained deposit accounts and MIT was a
stockholder. Still, 65 percent of the 40,000 accounts were from the
inner-city Roxbury and Dorchester neighborhoods.

Even with the entire community’s support, Unity struggled to re-
main profitable. The bank leaders approached this struggle as a
point of pride. “There are factions of both the black and white com-
munity that are watching to see whether we are going to pass the
supreme test of survival.” The bank’s Vice President Fulp struck a
zealous tone: “we intend to remain here with a quasi-crusading role.”
Fulp admitted that “black institutions historically have had inferi-
ority complexes,” but he cautioned, “this complex can’t be allowed
to immobilize us.” “Every time someone comes in here I can’t think
‘We mustn'’t take this risk because we are a new black bank.”” But the
risks were real. The same forces of discrimination and poverty that
had led to the creation of these banks would continue to be their
main obstacle.

There were other banks created in this pivotal era with the same
ethos as the Unity and Freedom banks. The civil rights movement,
the black capitalism program, and the increasing cultural emphasis
on black business fueled this second historic boom in black banking.
This time, white leaders joined the chorus to herald the enterprise
as a self-help solution to poverty. For the first time, whites were
paying attention to and celebrating black banks. The potential and
promise that stronger black banks meant stronger black communi-
ties without requiring change or sacrifice from the broader commu-
nity was too seductive to be scrutinized. But there were a few
dissenters—they were those focusing on the numbers instead of the
politics.

Andrew Brimmer provided the sharpest critique of black capi-
talism and black banking. Brimmer was born to a family of share-
croppers in Louisiana, received his Ph.D. in economics from
Harvard, and was appointed by President Johnson as the first black
governor of the Federal Reserve in 1966. As Federal Reserve governor,
he presented a number of ideas that have been vindicated over time.
For example, he suggested in 1970 that financial institutions engaged
in risky activities should be forced to hold more money as reserves
than typical commercial banks. The Federal Reserve chairman, Ar-
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thur Burns, rejected the idea because he believed that markets would
know how to deal with the overly risky investment banks and that
the Fed should not be involved. After the 2008 financial crisis, this
prescient warning was resurrected and is now being seriously
considered.!6¢

Brimmer forcefully denounced black capitalism, maintaining that
“the only really promising path to equal opportunity for Negroes in
business as in other aspects of economic activity lies in full partici-
pation in an integrated, national economy. It cannot be found in a
backwater of separation and segregation.”!” He called black capi-
talism a “cruel hoax” and “one of the worst digressions that has at-
tracted attention and pulled substantial numbers of people off
course.”!%8 In 1971, Brimmer testified before the House Committee
on Small Business in opposition to black capitalism, explaining that
black families, who were meant to be the cornerstone of the black
business market, simply did not have enough wealth or income to
support a viable industry.

He even took his argument directly to the black community in an
Ebony essay in 1970, in which he denounced the “mirage” of the
black community operating as a separate nation.'®® He noted that
blacks were 11 percent of the population, but held less than 2 percent
of the nation’s assets—the black community did not have the eco-
nomic strength to go it alone. As another economist, Robert S.
Browne, explained, “there is no question of ‘pulling ourselves up by
the bootstraps.” We have no bootstraps.”!” Brimmer played the wet
blanket role that Abram Harris had played before him, standing
apart from virtually every other black leader and activist. And, like
Harris before him, his words of caution were drowned out by the op-
timistic champions of black business.

Like Harris, Brimmer reserved his most thorough and specific
criticism for black banking. He had nothing against black banks
or bankers—unlike Harris, this was not the sort of criticism that la-
beled black bankers as exploiters or “house slaves.” Black bankers,
said Brimmer, “should not be encouraged in the belief that they can
make a major contribution to the financing of economic develop-
ment in the black community.” Brimmer emphasized that the
objective of these banks, of fostering economic growth in black
communities, was critically important. He just did not believe that
black-owned banks were up to the task. He dismissed the banks as
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merely “ornaments,” suitable only as “a mark of distinction or a
badge of honor which provides a symbol of accomplishment.” They
might be “a source of racial pride,” but they would never “become
vital instruments of economic development.”!”!

Research on black banks and available public data on banking in
this era validate Brimmer’s position. Balance sheet analyses reveal
that the specific financial hurdles these banks faced were caused
by the same factors that had remained stubbornly unchanged over
time, but with a few new and unexpected obstacles.

The typical black bank was one-third the size of an average com-
mercial bank, as measured by assets, and they were one-quarter to
one-third as profitable.!”? Black banks still had much higher oper-
ating costs than white banks; these costs absorbed 93 percent of
operating income at black banks, compared to 78 percent at white
banks. High operating costs were a result of small and volatile de-
posit accounts from their mostly poor clientele. Their high operating
costs and low profits meant that black banks paid lower interest to
their customers for their deposits than did white banks. Commer-
cial banks paid an average interest on deposits of 4.4 percent in 1969;
black banks only paid 3.1 percent. So black customers depositing at
black blacks were losing an extra 1-2 percent in interest on their de-
posits. The banks also had to charge higher service fees to make up
for their expenses, an additional cost borne by their customers.
Loyal customers not driven away by this surcharge were making a
financial sacrifice to support the black banks.!”

One of the most surprising reasons that black banks’ deposits
were of such low value was the federal government’s deposit pro-
gram. By 1971, black banks had received $44.9 million in govern-
ment deposits, which made up 18 percent of their total deposit
balances. In contrast, government deposits in white-owned banks
were about 2 percent of their total deposits. The point of the de-
posits was that they would strengthen the banks and create more
community-building loans. As it turned out, these deposits ended
up harming black banks because they were the wrong kind of
deposits—unstable accounts from government agencies. Their
volatility meant that they required higher servicing costs. One study
even found that such deposits were actually more costly to black
banks than their regular customers’ deposits.!”
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Even more problematic in their effects on operating costs was
their effect on the asset side of the banks’ balance sheet. Black banks
were required by law to pledge government securities for any
government deposits they held over $100,000.'7> An FDIC study
explained that the black banks formed after 1963 invested a stag-
gering 40 percent of their assets in government securities.!”® This
meant that they could make fewer loans and therefore take fewer
profits, which meant that their investors made less money on their
investments. In a seemingly endless cycle of problems, this meant
that black banks could attract fewer capital investments, making
them even weaker.'”’

Adding even greater insult to injury was that government de-
posits, instead of bringing money into the black community, were
diverting black deposits out of the community. Instead of using
deposits to invest in the community through local lending, black
banks were overinvested in government securities on the asset side,
which, according to one economist, turned black banks into “a con-
duit by which local deposit funds are exported to other markets
through sales of federal funds and purchases of securities.”!”® The
black banks were taking deposits from the community and chan-
neling them to investments in government securities that were
being used to finance mortgages in other communities. “It ap-
pears,” said Brimmer, “that black banks may be in the anomalous
position of campaigning for U.S. government funds which they
then use to finance a disproportionate share of the Federal debt.”!®
This was not a matter of simple racial discrimination or even an
effect that was obvious, but money that was supposed to stay in the
community for loans was actually being funneled outside of the
community through a program meant to bolster black community
enterprise.

On the asset side, not only did black banks make fewer loans than
white banks; the loans they did make suffered higher losses because
the ghetto had always been a risky place to do business. Brimmer
explained that there was an “inherent risk of doing business in the
urban ghetto”; specifically, “the high unemployment rates, low family
incomes, the high failure rates among small businesses (compounded
by high crime) make the ghetto an extremely risky place for small
banks to lend money.” Cut off from the rest of the community, ghetto
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businesses could not take advantage of economies of scale or the
robust infrastructure of the outside community. And the few profit-
able industries in low-income markets were captured by nonblack
banks outside the ghetto.!8

Thus, black bank loans, concentrated in the ghetto, lost more
money due to default than those of white banks. Their losses were
so heavy that the black banks’ net income was less than one-half
what it could have been without the defaults. Moreover, because of
the high risk and high default rate of their loans, the banks held on
to more cash and other liquid assets, which meant that more of their
money sat dormant at the bank instead of yielding profits through
fractional reserve lending. The average set-aside for loan losses at
white banks was 11.4 percent of income. The difference was striking
for black banks, which set aside an astounding 137 percent of their
income to cover loan losses.!8! Not only did they hold on to more
cash, but they hedged against the risk of high loan defaults by over-
investing in government securities, furthering the slow leak of
funds out of the ghetto. These securities may have offered predict-
able and solid returns, but it was no way to grow a bank or a com-
munity. It was evidence, however, that these banks were making
every effort to operate as safely as possible.

In trying to protect themselves against the hazards of lending in
the ghetto, black bankers were inadvertently using the incomes of
their customers to undercut the ghetto economy by investing in the
outside community.'®? In other words, black banks were not able to
use fractional reserve lending to multiply or even to keep the black
dollar within the ghetto. For the most part, they either held the black
dollar dormant in a bank vault or they invested it in a white com-
munity through government securities. In any case, they were not
able to control the black dollar or multiply it in the ghetto, which was
their raison d’étre and the reason they were supported and cele-
brated by both white and black leaders as the key to growing a sepa-
rate economy.

Despite the stark economic reality of these banks, there still were
more cheerleaders for black capitalism than naysayers. Edward
Irons, the founding dean of the Howard Business School and exec-
utive director of the NBA, conducted a study of black banks. He con-
ceded that they were performing poorly and stuck in a trap, but he
remained optimistic about the prospects of black enterprise.'%3 He



The Decoy of Black Capitalism 205

encouraged federal, state, and local governments to place deposits
in black banks, but urged major corporations to follow suit as well.
Irons underscored the idea that black banks were an important
source of racial pride and community building.

This benefit was enough for some. Economist Rawle Farley ex-
tolled black banks, calling them “one of the key determinants of the
course and character of black economic development.” To Farley,
“the psychological impact of their emergence cannot be ignored in
that they make the seemingly impossible a practical and attainable
area of reality.” He explained that to the black community, banking
had always seemed an impossibility and, just as Jesse Owens had
broken barriers in track and field, black bankers’ success in the field
of banking could serve as important role models. Black banks were
thus closing the racial gap, even if only psychologically. They offered
an “ethnic psychic pleasure” for the black community who kept ac-
count of the “economic achievements of their brothers,” and this
pleasure would spur further development.

More than racial pride however, many observers believed that
there was no other choice. Farley himself joined with other black
scholars in viewing the ghetto as a permanently separate economic
environment and an isolated economy. In this framework, black
entrepreneurship was necessary and unavoidable, because main-
stream banks would never lend there. Farley believed that American
businessmen avoiding taking risks in the ghetto was akin to “non-
native” corporations avoiding investing in the unknown jungles of
Brazil. Black banks had to take risks that were “greater than the tra-
ditional risks” because they were acting as development banks.
Economist William K. Tabb, a specialist in globalization and inter-
national development, believed that “the economic relations of the
ghetto to white America closely parallel those between third world
nations and the industrially advanced countries.”!8

Black nationalists had also envisioned the ghetto as a colony and
had fought for decolonization and full sovereignty. With full sover-
eignty, control of land and resources, including the ability to block
“foreign” competition in the ghetto, black banking could have been
viable. Segregation and discrimination had operated like a tariff
wall between the black and white economies, raising the price of
goods and services crossing the barrier and creating two different
economies—one subservient to the other. This situation, which
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economist Lester Thurow called “the monopoly power of whites,”
could be overcome through full sovereignty in the ghetto, which
meant monopoly power over its resources.!> But the majority of
the black population did not want this; nor would white policy-
makers ever consider such a proposal. Yet black banking continued
to be supported and endorsed with the unfounded belief that con-
trol of banks was akin to control of capital and resources. Banking
does not beget control and power; rather, control and power beget
sound banking.

In order to have a healthy banking system with the ability to
increase wealth, the choice was either full sovereignty or complete
integration. Black banks would be unnecessary with full integra-
tion, but would be essential in an independent black territory. But
the banks themselves could not create either condition. Black cap-
italism and black banking constituted a frustratingly futile halfway
position.

It was clear that Nixon did not understand the segregation trap
for black banks when he promised that black capitalism would
“lopen] the full range of business opportunity to all by removing the
inherited and institutional barriers to entry.”!® But the intellectual
founder of black capitalism, Theodore Cross, understood that black
banking had become a diversion. He wrote in 1971 that black banks
were still just “toy banks” or “specks of gold dust in the $1 trillion pri-
vate capital and credit markets of America.” Yet they had become
magnets for government money and press, for, as he explained,
“when the heat is on the temptations are great to build a few monu-
ments to black affluence.”!®” Shining a spotlight on a few successful
black banks obscured the true problems of the wealth gap and the
ghetto economic trap. At best, black capitalism was being used as
state paternalism, but at heart it was deployed as a decoy instead of
an honest account of a systemic problem.

Blacks had been excluded from full participation in American
capitalism. Just as the civil rights laws were finally aligning the Ameri-
can creed with its deeds, black capitalism could be seen as a late-
term remedy for systemic exclusion. The American economy was
built on the theory of free-market capitalism, which meant open
markets for all participants, with no government intervention, only
the invisible hand of the market. In The Wealth of Nations, Adam
Smith had explained that excluding any group from free market
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participation was antithetical to capitalism.'®® The foundational
premise of capitalism was that it did not discriminate; rather, it pro-
vided equal opportunity to trade and prosper based on one’s skill
and ability to produce marketable goods. Smith railed against any
artificial exclusions to entry into a profession or trade. In The Phi-
losophy of Money, Georg Simmel claimed that money was a “demo-
cratic leveling social form that excludes any specific individual
relationships.”'® For a market economy to thrive, any person’s
money should be as good as any other’s. Even Karl Marx recognized
that capitalism would do away with “ancient and venerable preju-
dices” because it left “no other nexus between man and man than
naked self-interest, than callous ‘cash payment.’”1%

Yet blacks had been excluded from the main avenues of free trade
and forced into an economic detour. Their property was not pro-
tected by law. They were banned from occupations, schools, neigh-
borhoods, and trades. Not only that, but government intrusions into
free markets had favored whites at their expense. The mixed
economy of the progressive reforms that began in earnest with the
Wilson administration, and had been the guiding principle through
the Johnson administration, had almost completely excluded blacks
from governmental infusions of credit and wealth into housing mar-
kets.!®! The result was a situation in which blacks paid more for
everything—where their money was not as good as any other’s. The
black community was demanding that it either be allowed full entry
into the system or be given monopoly state power over their own
separate economy.

However, this demand for economic redress by the black move-
ment came at the same moment that capitalism itself seemed to be
under siege by revolutionary communist regimes abroad. In the fog
of domestic and foreign war and an existential Cold War, it was hard
to draw lines. Identifying enemies at home turned out to be just as
confusing as finding them in the jungles of Vietnam. The Panthers,
the Vietcong, the Russians, student protesters, domestic terrorists—
all challenged the status quo and led to paralyzing fear. Nixon’s gift
to the American public was his ability to draw crisp lines between
“real Americans” and ne’er-do-wells; hippies, draft dodgers, and black
activists were the latter. Black protesters were often labeled commu-
nists, including Martin Luther King, who was wiretapped and
blackmailed by Hoover’s FBI as a domestic enemy.!%? King felt com-
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pelled to respond: “You don’t have to go to Karl Marx to learn how
to be arevolutionary. I didn't get my inspiration from Karl Marx; I got
it from a man named Jesus.” 19

King was not a communist, but many principals of the black
power movement were communist or communist sympathizers who
associated with Cuba, China, and other revolutionary regimes. The
ninety-three-year-old W. E. B. Du Bois, living in Ghana, joined the
Communist Party in the 1960s before his death, lamenting that cap-
italism could not save itself.' In a 1967 speech in Havana, Cuba,
Stokely Carmichael explained his opposition to the U.S. political and
economic system: “The ‘civil rights movement’ did not actively in-
volve the masses, because it did not speak to the needs of the
masses. . . . [Civil rights] laws did not speak to our problems. Our
problems were an inherent part of the capitalist system and there-
fore could not be alleviated within that system.”!%

Aside from the radical margins, the majority of black activists
were essentially claiming that they had been left out of capitalism,
or that it had not worked for them. Black nationalist Reverend
Albert Cleague explained his aversion to capitalism as being about
exclusion: “as far as the black community is concerned, the capital-
istic economy doesn’t work for us because we don't have any stake
in it. It just happens that when we got to a place where we were able
to do something, we were outside and the concentration of wealth
in the white capitalistic set up is so complete now that you can’t
break into that . . . we are frozen outside of it.”!% Black separatist
Harold Cruse remarked that blacks had been “prevented” from par-
ticipation in American capitalism: “It is not that the Negro suffers so
much from capitalism in America, but from a lack of capitalistic
development.”'¥" This sentiment was a common theme among
black leaders. Daniel Watts, editor of the most prominent black
militant publication, The Liberator, posed the question in 1968
“whether black people [should] accept capitalism.” His answer was
realistic: “whether you like it or not, the basic fact of life is that the
capitalistic system in America does produce. There is no question
about it, the system works, it produces.” He urged blacks to adopt
capitalist principles and make it work for them.!®® Many of the
black nationalist and radical movements’ demands centered around
meaningful inclusion in capitalism. The demand for reparations
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was a demand for capital in order to remedy past exclusion that
had left the community bereft of that capital.

Paradoxically, the most potent weapon against a demand for rep-
arations was capitalism. Free-market fundamentalists said that
reparations or compensatory capital was anticapitalist. Shortly after
the civil rights community had asked that the equal opportunity
myth be made a reality, a white majoritarian backlash demanded
that the law treat everyone equally based on race and bestow no
special race-based favors. And when the black community began re-
jecting the deviant ghetto market and demanding a share of Amer-
ican capitalism, the response it received was pure capitalism with a
hard-core libertarian edge. Equality and capitalism were used as
weapons against black demands for inclusion. Just as equality had
become a noose around the first wave of civil rights demands, capi-
talism was used to strangle the second wave of economic demands.

Alan Greenspan, who served as Nixon’s economic advisor, dis-
cussed demands for reparations in a personal memo titled “The
Urban Riots of the 1960s” in 1967. He wrote that capitalism itself was
under attack by demands made by black militants and that “ghetto
riots have become a rallying cry for an attack upon America’s system
of free enterprise and individual rights.” Greenspan outlined his rea-
soning: “The critical question is, of course, whether the Negroes are
correct in claiming that they have been exploited and that their vio-
lent reaction is the rational response. There can be little doubt that
discrimination has been rampant. However, the charge of exploita-
tion in the sense of value being extracted from the Negroes without
their consent for the profit of the whites is clearly false.” In other
words, because white businesses had not profited directly from black
misery, reparations should be rejected. He claimed that black activ-
ists had misunderstood capitalism and the natural market of the
ghetto, and had erroneously and unfairly blamed whites for exploi-
tation. “This distinction between discrimination and exploitation is
all the difference in the world,” said Greenspan.!'®®

But the difference was not quite as stark as Greenspan portrayed
it to be—especially for those trapped in the ghetto market who had
no choice but to pay the high price of discrimination. He was cor-
rect when he said that “profit rates in slum areas are doubtless dis-
tressingly low considering the risks,” but he erred when he con-
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cluded based on that observation that the white community was
not gaining any “advantage and profit,” and that therefore cries of
“injustice” were “erroneous.” Perhaps it was unfair to blame just
the ghetto lenders for exploitation because of their limited profits,
but only because they were a small part of a larger system—a
symptom rather than the disease itself. He could not see that the
same system that discriminated against blacks had brought bene-
fits to whites—this was why the ghetto was created and redlined in
the first place. Whites had not wanted to live near blacks and thus
they were benefitting from segregation. Nor did he acknowledge
that, for blacks who were being crushed by the ghetto debt trap, it
could still feel like an “injustice” even if the lenders were not
making direct profits. Discrimination had led to the deviant market
and it felt like exploitation. It’s just that the mechanism of exploita-
tion and the individual exploiters were hard to detect. The bene-
fits had not accrued only to the ghetto lenders, but to all of white
society.

Greenspan underscored in the memo his belief that any capitu-
lation to demands for federal spending in the ghetto was a threat to
free enterprise. He believed that the cries of exploitation were not
only misguided, but had destroyed the status of the “more mod-
erate old-line Negro civil rights leaders” and turned the black middle
class anti-capitalist. He rejected the liberal notion that “the Negro
ghetto must be elevated to the level of affluence of middle class
America” because “this can only be done by massive governmental
expenditures.” Instead, he advised Nixon to pursue programs to
“help Negroes help themselves.”

Capitalist theory was even used to fight basic antidiscrimination
laws in Milton Friedman’s foundational 1962 book Capitalism and
Freedom. The intellectual father of neoliberalism opposed civil rights
laws as a violation free-market capitalism. He decried discrimina-
tion as a matter of bad taste, but said that antidiscrimination laws
were an “interference with the freedom of individuals to enter into
voluntary contracts with one another.”?*® He compared laws prohib-
iting discrimination to laws requiring discrimination, such as the
infamous Nuremberg laws—it was all unjustified government in-
tervention. Friedman believed that markets would themselves root
out discrimination because it was costly and inefficient. Friedman
claimed that anyone who opposed buying goods from black busi-
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nessmen or employing black employees was expressing an ineffi-
cient preference and would therefore pay a higher price for that
preference. Theoretically this was true, but historically it was not.
Because the ghetto had cordoned off a segment of risky borrowers,
whites actually paid significantly less for goods, credit, and housing.
Racial discrimination had not cost whites, but had actually brought
many advantages in the form of all-white suburbs, lower competi-
tion for lucrative jobs, and labor protections that benefited whites
at the expense of blacks.?!

Friedman, Greenspan, and other market capitalists grounded
their arguments in economic theory. They were chasing a libertarian,
laissez-faire vision of the economy, but what they were describing
was a hypothetical future that bore no relationship to the actual
lived experience of American history. This was a common trope of
the Chicago school economists, one that relied on models that
often assumed perfect information and rational behavior and did
not account for the decision-making flaws of average humans.?%
The historical American reality was that blacks had never fully par-
ticipated in free-market capitalism and that whites had benefited
from heavy government interventions that had worked to the direct
disadvantage of blacks. The arteries of trade and commerce had
not flowed freely through the ghetto, at least not in the realm of
credit and banking. The credit markets lay atop a federal govern-
ment apparatus including guarantees, secondary markets, deposit
insurance, and Federal Reserve support. The only place where those
forces were not intervening was inside the ghetto. The ghetto itself
had been an unnatural creation of antimarket impositions of racist
policies. Indeed, discrimination was incredibly costly, but only to
blacks.

The neoliberal faith in capitalism and market efficiency was
rooted in an ideal much like the egalitarian principles of the founding
documents. They were aspirational faiths, but they were not accu-
rate descriptions of the real world. In theory, it was costly to refuse
to buy products from blacks if they were offering the same or lower
prices. In reality, whites often refused to associate with blacks at any
cost. Besides, even if discrimination did suddenly disappear, the
broken markets of the ghetto would not. Discrimination had created
macro market forces that were now operating on their own. Yet neo-
liberal dogma and market fundamentalism demanded adherence to
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market theory, which meant an aversion to any and all “government
intervention” aimed at black poverty.

Barry Goldwater’s failed presidential run in 1964 was the water-
shed moment for libertarian market principles on the national po-
litical stage, and created a movement that only grew stronger over
time.?% Goldwater demanded less government involvement and
spending in all spheres. Without spewing the racial animus of the
George Wallace wing of American politics, he opposed civil rights
laws, integration, and any government program meant to address
poverty—all in the name of free-market capitalism. There is no
reason to doubt that Goldwater was a true believer in market fun-
damentalism, but Goldwater won back the South for the Republican
Party not on a promise of small government, but based purely on his
opposition to integration and civil rights laws. He used the princi-
ples of libertarianism as a weapon against racial equality, and he did
so to court the votes of the white supremacist wing of the party.2

Since any redress for past economic exclusion required heavy fed-
eral government action, an immediate libertarian backlash began
to delegitimize all government action. Conservatives began to
demand a bill of rights that guaranteed the right to free use of prop-
erty, including the right to segregated neighborhoods. The move-
ment could hardly be seen as anything but a direct response to the
economic demands of the black movement and the government
antipoverty program.?% Nixon was not a libertarian—he expanded
the federal bureaucracy and created more government agencies
than any other modern president—but he still opposed government
interference of any kind when it came to integration or antipoverty
measures. Republican strategist Lee Atwater gave away the playbook
in a 1981 interview: “You start out in 1954 saying nig***, nig***, nig***.
By 1968, you can’t say nig***—that hurts you, backfires. So you say
stuff like, uh, forced busing, states’ rights, and all that stuff, and
you're getting so abstract. Now, you're talking about cutting taxes,
and all these things you're talking about are totally economic things
and a byproduct of them is, blacks get hurt more than whites.”2

Free-market capitalism and its faithful defenders were no doubt
responding to the political threat of communism. But they were also
specifically and forcefully using free-market dogma to fight the eco-
nomic demands of the black power movement. This dogma would
only be emboldened and perfected under President Reagan, but it



The Decoy of Black Capitalism 213

began in the 1960s with Friedman, Goldwater, Buckley, and Greenspan.
The economic theory that James Kwak has called “Economism”
began to be adhered to like a religious dogma and was used to fight
each and every government intervention to remedy past sins.2%

Economism even provided a new justification for stark wealth
inequality and exploitation. Inequality along racial lines has been a
constant on the American scene, but different eras have justified it
with different myths. Christianity was corrupted to prove that white
men had a divine right—even a duty—to subjugate and enslave
blacks. When religious theory fell out of favor, social Darwinism
and skull measurements held that blacks were an inferior species
that had lost the evolutionary race, and thus their subjugation was
nature’s will. Now economic theory established that “market forces”
decreed that blacks should hold the bottom rung because, for ex-
ample, the law of supply and demand caused blacks to pay more
for credit and the market determined how much their labor was
worth, and that integration was antimarket. Any effort to change
these “market laws” was delegitimized and labeled as harmful gov-
ernment interference with, in the words of President Reagan, “the
magic of the marketplace.”?® And just as God’s will was difficult to
challenge in the 1800s, so too was free-market economic theory
after the neoliberal revolution of the late 1960s, lest one be labeled
a heretic or a communist.

For the ascendant libertarians who were taking hold of American
politics, the only acceptable remedy for a history of exclusion was
black capitalism. But what these white policymakers surely meant
by black capitalism was capitalism for blacks only. Government in-
tervention in markets had been the norm, as were government-
imposed Jim Crow laws. Capitalism had not created the ghetto and
black poverty—racist laws and state intervention in the markets had
created both. There had never been free-market capitalism for
blacks. After years of exclusion, Jim Crow, segregation, and the de-
viant markets these state interventions had created, the Nixon ad-
ministration was actually proposing that maintaining the segregated
market was the remedy—that somehow attaching the word “black”
to “capitalism” would fix past wrongs.

The irony of the politics of libertarianism is that it ran comfort-
ably alongside a draconian criminal justice system, which was the
antithesis of liberty. Both Nixon and Goldwater strongly supported
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federal intervention in the form of a stronger police state.?® For Gold-
water, even Martin Luther King’s nonviolent mass demonstrations
consisted of “bullies and marauders” running rampant. He called
for Stokely Carmichael to be charged with high treason, a crime
punishable by death.?!° Goldwater ran his campaign on promises of
law and order, with the ominous warning, “Choose the way of [the
Johnson] Administration and you have the way of mobs in the
street.”?!! Nixon followed suit by releasing fear-stoking radio ads
featuring violence, with a promise that “we shall have order in the
United States.” As John Ehrlichman, special counsel to Nixon, ad-
mitted, “that subliminal appeal to the anti-black voter was always
present in Nixon'’s statements and speeches.” By 1969, over 80 percent
of Americans felt that “law and order had broken down in this
country,” and a majority blamed “Negroes who start riots” and “com-
munists.”?!2 So began the slow deprivation of the rights and liveli-
hoods of generations of black men in the ghetto.

Advocates of libertarianism and neoliberalism claimed to want
more liberty for individuals and a smaller government, but in reality
they only wanted less government for the wealthy and the white. The
War on Crime had increased surveillance on the black community,
overregulated the informal black economy, and imposed excessive
sentences for crimes—all of which cost many poor black men their
liberty. Not only was the civil rights upheaval co-opted by the car-
ceral state, but a lesser-known diversion took place during this
pivotal era. In a pattern that resembled what happened during
Reconstruction, exactly at the point of inflection when the black
community began to demand economic integration and a transfer
of wealth and land, a libertarian free-market backlash couched in
“black capitalist” rhetoric headed off their demands.
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The Free Market Confronts
Black Poverty

No sooner had the complicated, overdue, and incomplete racial tur-
moil of the civil rights era subsided than a rewriting of its history
began. The story was that the civil rights laws had permanently al-
tered race relations in America, dividing history into a racist past and
a color-blind present. Civil rights was a fait accomplj, justice had fi-
nally been achieved, and America’s institutions were at last only
concerned with the “content of one’s character.” Even Dr. King’s
complicated legacy was recast. King was now seen as a singular
American hero who sought and ushered forth racial harmony, fi-
nally reconciling America’s stated ideals of equality with its disso-
nant history. This retelling not only erased the long history of injus-
tice and its effects, which in fact had not abated in the least; it also
pushed the burden of economic disparity squarely onto the black
population.

On the campaign trail and as president, Jimmy Carter portrayed
the country as postracial. He chastised his Democratic primary op-
ponent, Jesse Jackson, for overemphasizing racial problems, which
he referred to as “an issue that’s already divided the people,” yet he
enthusiastically embraced the once-divisive leader of the previous
era, stating “I see an America in which Martin Luther King’s dream is
our national dream.”! President Ronald Reagan also harshly de-
nounced racism and embraced King’s dream. When Reagan made
King’s birthday a national holiday in 1983, he announced, “We've
made historic strides since Rosa Parks refused to go to the back of
the bus. As a democratic people, we can take pride in the knowl-
edge that we Americans recognized a grave injustice and took ac-
tion to correct it.”? Yet he had consistently maintained opposition
to civil rights laws because he believed them to be unnecessary gov-
ernment intrusions into private markets.?

Black poverty came to be seen as a direct result of a culture that
lacked responsibility, work ethic, and “family values.” Having
achieved racial equality, what else could explain the wide wealth
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gap? Government interventions and the welfare state had allegedly
created perverse incentives for blacks to avoid employment and
have children out of wedlock.* President Reagan attacked welfare
spending, characterizing it as tax dollars being spent on “welfare
queens” feasting on T-bone steak while hardworking Americans
“were standing in the checkout line with [their] package of ham-
burgers.” In railing against welfare, Reagan used the example of a
particular black female fraudster who had snatched unearned priv-
ileges by exploiting the welfare system at the expense of honest tax-
payers. This was an inaccurate picture of welfare, as whites received
the large majority of welfare benefits and welfare fraud was rare.
However, the depiction of the black population as riddled with crime
and drugs, unwilling to work, and living comfortably off government
largesse had remarkable durability.®

It is worth distilling this message in order to fully appreciate the
irony. The story was that after decades of New Deal-era federal sub-
sidies had created a white middle class, reinforced a segregated
black underclass, and created cyclic poverty that made it difficult for
many to find shelter and food without government aid, it was black
people who were being unjustly enriched by the overly generous
hand of the state.

According to this story, the only state intervention required in the
ghetto was “law and order.” By the time Ronald Reagan took office,
the groundwork for the war on crime had been laid, but the Reagan
administration turned up the heat. Part of President Reagan’s appeal,
according to one political insider, was derived from “the emotional
distress of those who fear or resent the Negro, and who expect
Reagan somehow to keep him ‘in his place’ or at least echo their own
anger and frustration.”® In 1982, Reagan initiated the War on Drugs,
even though drugs had not yet registered as a perceived public
problem.” Even the staunchest advocates of the drug war now admit
that it was unfairly skewed to impose the harshest prison sentences
on black drug criminals rather than white ones, and it resulted in a
generational devastation of the lives of young black men.? In just a
few years, federal funding for antidrug law enforcement skyrocketed
(while funding for treatment or prevention programs plummeted).
Anyone selling or possessing crack cocaine could face a lifetime in
prison. A media offensive sensationalized a crack “epidemic” in the
inner city, one that didn't really exist yet. But it would.
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The ghettos were an open sore and “crack blew through [them]
like the Four Horsemen of the Apocalypse,” leaving behind disease,
suffering, and acute poverty.? By 1986, Newsweek declared crack to
be a bigger story than the Vietnam war or Watergate.!® Once the
nation focused on crack abuse, it was hard to pay attention to the
larger, less sensational problem of structural poverty. As Adam
Walinsky, President Kennedy’s speechwriter, exclaimed: “If we
blame crime on crack, our politicians are off the hook. Forgotten
are the failed schools, the maligned welfare programs, the deso-
late neighborhoods, the wasted years. Only crack is to blame. One
is tempted to think that if crack did not exist, someone somewhere
would have received a Federal grant to develop it.”!!

Crime, drugs, and gang violence eventually enveloped the ghetto.
Segregation, poverty, and a distrust of police led to increased crime,
which led to further marginalization, poverty, and even more
policing. According to Jill Leovy’s study of black crime, Ghettoside,
high rates of murder among black men are a by-product of poverty,
a history of distrust of the white justice system, and especially of
segregation. “Indices of segregation are strong homicide predic-
tors. Homicide thrives on intimacy, communal interactions, barter,
and a shared sense of private rules.”'>? Max Weber defined a func-
tioning state as one that “claims the monopoly of the legitimate use
of physical force within a given territory.” According to Leovy,
“slavery, Jim Crow, and conditions across much of black America for
generations after worked against the formation of such a monopoly
where blacks are concerned.” Because the law failed to “stand up
for black people,” brutal gang “laws” filled the void.!® Black men
viewed the American legal system with suspicion, and so extralegal
violence filled the void and ordered the lives of young black men;
it also took their lives. As crime increased, so did community
trauma and isolation, which limited opportunity for young black
men in the ghetto. With few ways out, crime became ubiquitous—
or as James Baldwin explained, “not as a possibility, but as the
possibility.”14

Instead of dealing with the complex set of forces causing black
crime, the state response was to contain it, lock it up, and demonize
black criminals. American politics became a ratcheting up of
“tough on crime” sound bites. President George H. W. Bush defeated
Democrat Michael Dukakis in 1988 by infamously linking him to
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a convicted black felon, Willy Horton, who, while serving a life sen-
tence in Massachusetts, was given a furlough from which he never
returned and went on to commit a rape and robbery. This occurred
while Dukakis was governor of the state, and Bush’s chief strategist
Lee Atwater bragged that he would make Willy Horton a household
name. By repeatedly airing television ads featuring Horton, the
Bush campaign stoked fear of black crime and pegged Dukakis as
being too soft on crime. Bill Clinton heeded the lesson, and when he
was running for office in 1992, he went to Arkansas to witness and
tacitly encourage the execution of a mentally incapacitated black
criminal, Ricky Ray Rector. He won the election on a tough-on-
crime, antiwelfare platform.!®

As president, Clinton escalated the War on Crime, and incarcera-
tions steadily increased during his administration. The Clinton
administration also slashed funding for welfare and public housing
and initiated a “One Strike and You're Out” public housing policy that
resulted in many evictions. By the year 2000, almost 800,000 black
men were in prison, compared to 600,000 who were in college.!®
Thus, there were more black men in prison than had been held under
slavery in 1850.17 After serving time, ex-felons could not find jobs,
and many lost their right to vote. King’s legacy assumed an even
more cynical meaning under President Clinton, who used King’s
words to admonish the black community. In 1993 Clinton told a con-
gregation at the Masonic Temple in Memphis Tennessee, where
King had delivered his “Mountaintop” speech:

If [Martin Luther King] were to reappear by my side today
and give us areport card on the last 25 years, what would
hesay?. .. Youdid a good job, he would say, letting people
who have the ability to do so live wherever they want to
live, go wherever they want in this great country. . . . But
he would say, I did not live and die to see the American
family destroyed . . . I did not fight for the right of black
people to murder other black people with reckless
abandon.!®

It is more likely, however, that if Dr. King had been alive, he would
have lamented the fact that blacks were still living in segregated and
impoverished communities and suffering from the resulting crime
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that accompanied their situation. Clinton celebrated the fight
against segregation as a “mission accomplished,” but the reality was
that while the War on Crime and the War on Drugs were heating up,
the fight against housing segregation had long since halted.

During the 1976 election, candidates from both parties took Nix-
on’s lead and opposed any measures pushing integration. Gerald
Ford committed to making sure “all constitutional rights are fully
protected,” while refusing to impose integration on white neighbor-
hoods, which he labeled an “ethnic treasure.” Jimmy Carter said, “I
see nothing wrong with ethnic purity [of neighborhoods] being
maintained. I would not force racial integration of a neighborhood
by government action.” The rhetoric of “ethnicity” allowed policy-
makers to pretend that the racism and segregation that had created
inner-city ghettos were akin to protecting “ethnic culture,” as though
the segregation had been voluntary. The clichéd “celebrating diver-
sity” replaced the harsher accusation of “segregation” and could not
be challenged as discriminatory.'®

The Fair Housing Act mandate to “affirmatively further” fair
housing came to be interpreted only as a mandate to oppose out-
right discrimination in housing. Active integration simply stopped
being discussed, and even communities that were flagrantly segre-
gating housing continued to receive block grants. Ultimately, the
FHA was an empty promise. The act allowed the country to publicly
denounce segregation while never actually pursuing integration.?’
In a testament to how permanent segregation had become, major
U.S. cities responded to overcrowding and housing shortages in the
ghetto by constructing large-scale public housing projects, which
maintained and bolstered segregation patterns. By 1980, the isola-
tion index for the black ghetto was the same as it was during the
pre-Depression era of bombings and racial covenants, despite the
passage of laws outlawing discrimination.?!

Segregation, white flight, and declining home values continued
to hamper black families’ ability to grow wealth.?? In 1984, black
middle-class families had only twenty cents of wealth for every dollar
of wealth held by white middle-class families.? Half of black children
were growing up in poverty. Wherever poverty was concentrated,
education was subpar, and crime replaced legitimate institutions.?
While de jure racism was now illegal, economic forces set in motion
by years of segregation and discrimination were still perpetuating
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black disadvantage. But as for targeted race-based economic
programs—there were no new ideas.

The racial compromise struck during the Nixon era proved as du-
rable as it was weak. When it came to the racial wealth gap, every
administration after Nixon’s focused on some variation of black cap-
italism. The OMBE was still the coordinating branch for black busi-
ness initiatives, although, starting with the Ford administration, the
program was no longer called “black capitalism.” Now it was referred
to as “minority enterprise.” The OMBE’s budget remained small and
its mission continued to be vague. When the OMBE and SBA mi-
nority programs were evaluated by a Commerce Department re-
port in 1975, it was found that most of their programs amounted to
little more than “technical assistance to minority firms.”?®

One could not tell this from the way it was discussed. President
Ford called the OMBE “undoubtedly the most popular and visible
program started by a Republican administration geared specifically
toward minorities” and “the single domestic program positively
identified within minority communities as a Republican brain-
child.”?® As part of the Railroad Revitalization and Regulatory Re-
form Act of 1976, Ford created a new agency called the Minority
Business Resource Center within the Department of Transportation.
The National Business League called the bill “the first original piece of
legislation to recognize minority enterprise as a national objective.”?’
President Ford reiterated the GOP mantra that black capitalism “is
not a civil rights or jobs program.” This was not an apology—it was a
boast. Those programs had developed a negative association by
then. “It is a business program,” said Ford.?®

President Carter appointed more African Americans to federal of-
fices than any president before him, but he had no coherent or vis-
ible message on black poverty or civil rights.?° He expressed a strong
public commitment to black capitalism programs, stating in 1977
that “building strong minority business enterprise is in the national
interest because they contribute to our efforts to reduce unemploy-
ment and to stimulate community development.”* His administra-
tion doubled government purchases from black firms and deposited
substantially more federal dollars in minority-owned banks.3! In
1977, President Carter promoted the Minority Bank Deposit Pro-
gram in a memorandum to all of his heads of departments and
agencies, urging them to use minority banks. Carter boasted that
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the program had begun in 1970 with about $3.7 million of funds
deposited in thirty-one participating banks, and that by 1977
there was $86.6 million in over eighty minority banks.*?

The SBA’s contract set-asides became a point of public contro-
versy in 1978 when Mike Wallace of 60 Minutes aired an exposé re-
vealing several grant recipients as fronts for white construction
firms.® The Carter administration studied the program in 1979 and
found that it suffered from a “lack of focused leadership; lack of con-
sensus on major goals and objectives; inadequate utilization of
limited resources; and unrealistic business expectations.”** The mi-
nority businesses getting grants were floundering, and the program,
having no clear mandate, was riddled with inefficiencies.3* After the
report, the Carter administration in 1979 streamlined programs at
the OMBE and renamed the agency the Minority Business Devel-
opment Agency (MBDA). The change in name also marked a shift
in philosophy. Now the agency focused exclusively on ensuring mi-
nority business success. It would try to pick among the most suc-
cessful minority businesses and provide them with assistance.

If black capitalism had been launched as a response to the deviant
ghetto economy, the connection was no longer apparent.®® However,
the politics were still appealing. Denouncing discrimination, avoiding
systematic race-based economic reform, not pushing integration,
and heralding black business—ensuing administrations pursued
the political path Nixon had forged in addressing racial inequality.
President Reagan perfected the rhetoric of the libertarian ideology
that Goldwater had initiated, and he sharpened the weapon of
“free-market capitalism” against government aid. While fighting
both welfare and minimum wage hikes, he claimed he was waging
a fight for the black community. “We are the party of real social pro-
gress,” which meant moving toward an “opportunity society,” not a
welfare state. The way to deal with poverty in the black community
was not government aid, but tax cuts. When President Reagan spoke
to minority business owners in 1987, he explained that tax cuts “cre-
ated opportunity for those who had before been economically
disenfranchised: the poor and minorities.”?” In line with his “trickle-
down” economics theories, Reagan equated his cost-cutting “Eco-
nomic Bill of Rights” with fighting for civil rights. “Let’s complete
the civil rights movement by writing a guarantee of the American
dream into the Constitution, a guarantee that America will always
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be, for our children and our children’s children, the land of
opportunity.”8

While cutting antipoverty programs, Reagan enthusiastically sup-
ported black business. Speaking to the NAACP in 1981, he extolled
black business leaders, saying that minority business development
“is a key to black economic progress. Black-owned businesses are es-
pecially important in neighborhood economies where the dollars,
as I said, spent have a beneficial multiplier effect.”*® Here was Garvey
and Malcolm’s theory of control of the black dollar. Here was also
Milton Friedman’s theory of free enterprise as the bulwark against
discrimination. “A free economy helps defeat discrimination by fos-
tering opportunity for all,” promised Reagan.*’ In a 1982 speech,
President Reagan declared that for the rest of his administration, the
first week of October would be Minority Enterprise Development
Week.*! In 1983, he issued an executive order requiring federal agen-
cies to issue annual goals on increasing procurements from minority
businesses.*? The 1988 GOP platform promised “we will increase,
strengthen, and reinvigorate minority business development ef-
forts to afford socially and economically disadvantaged individ-
uals the opportunity for full participation in our free enterprise
system.”*3

As for the ghetto, Reagan promised that lower taxes and fewer reg-
ulations would revitalize the area and attract more small busi-
nesses. He began to call inner-city ghettos “enterprise zones.” The
1984 GOP platform had called on Congress to pass legislation to help
“enterprise zones, to draw a green line of prosperity around the red-
lined areas of our cities and to help create jobs and entrepreneurial
opportunities.”** Apart from tax cuts, Reagan did not offer any spe-
cific plans to create jobs or opportunities. The free market, it was be-
lieved, would take care of the rest.

While the theory and infrastructure of black capitalism continued
unabated, its original purpose—as a remedy for the ghetto economy
and a response to the black power movement—changed over time.
For example, both Presidents Carter and Reagan put forth initiatives
to include women in the SBA and MDBA grant programs.*® Reagan’s
Women’s Business Ownership Act of 1988 mandated that the SBA
provide additional aid to female-owned enterprise.*® Black capi-
talism initiatives and affirmative action had begun as a politically
neutralizing response to one of the biggest racial uprisings in his-
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tory, but now these programs encompassed business support for all
minority groups, including women. The theory of black enterprise
was no longer discussed as an antipoverty measure, and certainly
not as a black power initiative. Rather, it came to be conceived of as
providing positive role models for minority communities and “diver-
sifying” white male-dominated fields. Nor were these programs
about remedying past injustice, which, according to the Supreme
Court, was now unconstitutional.

In the 1978 case Regents of the University of California v. Bakke, a
plurality of the Court upheld race-based preferential treatment in
university admissions, but rewrote the underlying premise of affir-
mative action in the process. Justice Lewis Powell held that the only
“compelling state interest” that could justify affirmative action was
increasing “diversity.”4” It was no longer a legitimate state interest
to create programs meant to remedy past discrimination.

Understanding what this meant for the prospect of future reforms,
Justice Thurgood Marshall wrote a forceful and plaintive dissent.
Having personally waged a fight against centuries of unjust laws and
having case by case “rethreaded parts of the Constitution itself,
stitching the Negro, at long last, into the fabric of the nation,” Mar-
shall knew the stakes involved.*® He explained to the Court that the
“legacy of years of slavery and of years of second-class citizenship
in the wake of emancipation could not be so easily eliminated.” He
could not believe that the Constitution stood as a barrier to reme-
dying such alegacy, especially as it had only been a decade since the
civil rights laws had banned racial discrimination, and too little had
changed. “Measured by any benchmark of comfort or achievement,
meaningful equality remains a distant dream for the Negro.” Mar-
shall explained that blacks were still economically disadvantaged, a
position that was an “inevitable consequence of centuries of un-
equal treatment.” Marshall pleaded that “bringing the Negro into
the mainstream of American life should be a state interest of the
highest order” and warned that a “[failure] to do so is to ensure that
America will forever remain a divided society.”*

Affirmative action for the sake of diversity survived, but the ob-
vious theory that blacks had suffered past injustices that continued
to cause present problems did not. Neither did the black capitalism
set-aside program. In 1989, a white construction company sued
Richmond’s minority set-aside program, arguing that the program
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violated the white company’s constitutional right to equal protec-
tion under the law. In City of Richmond v. Croson, the Supreme Court
agreed and ended the program. The Court rejected Richmond’s claim
that “past societal discrimination” could justify a racial preference.
Justice O’Connor even summoned Dr. King'’s rhetoric in order to re-
ject any program that would favor blacks over whites, stating that
“the dream of a Nation of equal citizens in a society where race is
irrelevant to personal opportunity and achievement would be lost
in a mosaic of shifting preferences based on inherently unmeasur-
able claims of past wrongs.”%°

King’s confused legacy was often wielded as a potent weapon in
opposition to affirmative action programs. When Attorney General
Edwin Meese tried to eliminate minority hiring goals in 1986, he
said that his plan was “very consistent with what Dr. King had in
mind.” When Louisiana Governor Mike Foster signed an executive
order eliminating affirmative action in his state, he said, “King sort of
believed like I do. I can’t find anywhere in his writings that he wanted
reverse discrimination.”®! That was not what King had believed. In
Where Do We Go from Here, King had said, “A society that has done
something special against the Negro for hundreds of years must
now do something special for him.”%?

While the judicial branch was dismantling the executive branch’s
black capitalism program, the legislature was enshrining features of
itin the law. In 1989, Congress passed the Financial Institutions Re-
form, Recovery, and Enforcement Act (FIRREA) in response to the
savings and loan crisis. The act was primarily focused on regulating
the failed thrift sector, but it also included a much less discussed
provision on minority banks. Section 308 of FIRREA, entitled
“Preserving Minority Ownership of Minority Financial Institutions,”
contained the first legislative decree concerning minority banks.
Section 308 did not authorize any financial help to black banks, but
instructed the FDIC, Treasury, and the now-defunct Office of Thrift
Supervision to pay attention to the sector—specifically, to work
toward preserving “the present number” and “character” of minority
deposit institutions. For example, in the event a minority institution
was threatened with failure, the law said that bank regulators should
work to ensure that the bank’s minority nature was preserved by, if
possible, merging it with another minority bank in the region. The
act also mandated federal regulators to provide “training, technical
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assistance and education programs” to all minority banks as well as
to work to “promote and encourage” new minority banks.>

This was the first time Congress had provided a legal definition
for minority banks. The definition itself revealed just how muddled
the issue of black banking had become and how far the concept of
black capitalism had migrated from its initial purposes. During the
era of Jim Crow and strict segregation, a legal definition for a black
bank was unnecessary—a black bank was one that served black cus-
tomers in a black community. When Nixon issued Executive Order
11458 establishing the OMBE and the black capitalism framework,
he did not include a legal definition—it had been fairly obvious that
he was talking about establishing black-owned institutions in the
ghetto as a response to black riots and the black power movement.>*
However, after the initial crisis had passed, the Nixon administration
began speaking more vaguely about “minority business enterprise.”
According to some observers, this was because Nixon had seen the
political utility in courting the Mexican vote. In fact, his only mi-
nority appointment to his administration was conservative Mex-
ican, Hilary Sandoval, to head the SBA.%

In 1971, Nixon revised the initial black capitalism program
through Executive Order 11625, which for the first time defined the
term “minority business enterprise” as a business that was “owned
or controlled by one or more socially or economically disadvantaged
persons. Such disadvantage may arise from cultural, racial, chronic
economic circumstances or background or other similar cause. Such
persons include, but are not limited to, Negroes, Puerto Ricans,
Spanish-speaking Americans, American Indians, Eskimos, and
Aleuts.” It is fair to say that this vague and convoluted definition af-
fords as much clarity as could be expected from a program that
began as an ill-defined political response to an acute national crisis.
The categories of disadvantage had been loosely expanded over
time—for example, to include female-owned businesses.

The FIRREA legislation was now creating a specific regulatory
program aimed at minority banks, and so it created a binding legal
distinction. That definition was not just ambiguous; it also revealed
the doublespeak at the heart of the federal policy framework around
black capitalism. Section 308(b) defined a minority institution as
a bank that is 51 percent owned by “one or more socially and eco-
nomically disadvantaged individuals.” For public banks, it required
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a majority of stockholders to be “socially and economically disad-
vantaged.”®® The statute did not go on to define what this meant or
how it should be interpreted. To further the confusion, when the
act defined minority “cooperatives” or “mutually owned minority
banks” in the very next sentence of the section, it changed the defi-
nition of a minority bank to one that has a “majority of the Board
of Directors, account holders, and the community which [the bank]
services is predominantly minority.” The act then defined “minority”
as “any black American, Native American, Hispanic American, or
Asian American.”® In defining a minority institution simulta-
neously as one that serves economically disadvantaged individuals
and one that serves a defined group of minorities, the act under-
scored the conflicting agendas that bred black capitalism.

In order to enforce Congress’s mandate, the confused regulators
simply created their own definition. “Given the ambiguous nature
of the phrase ‘socially and economically disadvantaged individ-
uals,”” the FDIC regulators threw up their hands and said that they
had determined that a minority deposit institution was one that is
majority owned by U.S. citizens who are “Black American, Asian
American, Hispanic American, or Native American.” The OTS did the
same.5® The black capitalism program was a response—albeit a mis-
guided one—to remedy past discrimination and to provide a boost
to the economically disadvantaged ghetto. But the Supreme Court
had put an end to any programs meant to remedy past discrimina-
tion, so the purpose of the program had shifted to focus instead
on diversity and providing positive role models for marginalized
groups. But this new program was utterly disconnected from dealing
with economic disadvantage, which rendered the entire framework
meaningless. In other words, the best way to describe the federal
government’s regulatory apparatus as it related to black banking was
as a “tangle of pathology.”

President Clinton brought some much-needed clarity to policy as
he revitalized the black capitalism programs. He began to talk about
black banks the way Nixon initially had, as a means of confronting
black ghetto poverty. But in the new color-blind reality, he did so
without mentioning race. President Clinton, calling himself a “New
Democrat,” proposed a “third way” politics situated in between tra-
ditional Republicans and Democrats. Clinton slashed welfare ben-
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efits, which he believed caused a “cycle of dependence.”® He did ex-
pand the Earned Income Tax Credit, Head Start, and increased the
minimum wage, which he said properly “emphasize[d] work and in-
dependence.”®® However, instead of resurrecting Johnson’s soaring
rhetoric and ambitious War on Poverty, Clinton tried to steer the
party away from it. In fact, both Clinton’s and Carter’s rhetoric and
actions on racial equality followed President Nixon’s lead as opposed
to their Democratic predecessors.

Clinton embedded his urban poverty programs firmly in liber-
tarian market ideology, which held that private enterprise oper-
ating in free markets would be the answer to poverty. The country’s
racial ghettos, created by Jim Crow laws and policies, whose walls
still remained intact, came to be referred to as enterprise zones,
emerging markets, and niche industries. These were places that
could surely yield a profit if creative entrepreneurs looked hard
enough.

Clinton signed a series of laws that provided tax inducements to
encourage private firms to invest in impoverished communities.5!
Clinton’s policies provided an incentive-based boost to Nixon’s black
capitalism framework. Nixon had tried—with minimal effort—to in-
duce large white-owned firms to voluntarily contribute to black
businesses as a civic duty. And that is how the firms themselves had
viewed their involvement. Clinton’s program also relied on private
businesses to pour money into the ghetto, but he did not appeal to
philanthropic aims at all; he promised profits. Clinton’s HUD secre-
tary, Andrew Cuomo, told reporters that it “is not about charity. It’s
about investment.”®? Academics and progressive reformers agreed
that ghetto poverty was just a result of misaligned market incentives
and could only be addressed through private enterprise. Influential
Harvard Professor Michael Porter wrote that instead of aid or social
investments, the only way to build the economy of the ghetto was
“through private, for-profit initiatives and investment based on eco-
nomic self-interest and genuine advantage. . . . The cornerstone of
such a model is to identify and exploit the competitive advantages
of inner cities that will translate into truly profitable businesses.”
Ghettos were labeled “emerging markets” and “untapped markets,”
which contained hidden opportunities that profit-oriented pri-
vate enterprises could exploit, creating a win-win of profits for the
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entrepreneurs and poverty alleviation for the ghetto. Instead of
working to break down the walls of segregation and the poverty trap
they had created, the ghetto would be sent entrepreneurs.

Because of the color-blind delusion, now enforced by the Su-
preme Court, these programs had to be race neutral. Instead of
black capitalism, it was “community capitalism.” In 1997, a confer-
ence called the American Assembly brought together business and
community leaders and academics to discuss poverty and commu-
nity development. The final conference report urged policymakers
to “energize community capitalism in distressed areas.” Community
capitalism was defined as a “for-profit, business-driven expansion
of investment, job creation, and economic opportunities in dis-
tressed communities, with government and the community sectors
playing key supportive roles.”% Vice President Al Gore endorsed the
report, stating, “The greatest untapped markets in the world are right
here at home, in our distressed communities.”5>

Just like Nixon’s black capitalism, Clinton’s “community capi-
talism” was a bipartisan winner. Missouri Republican Representative
James Talent heralded the proposed program as “not only the most
comprehensive antipoverty package coming out of the federal
government . . . in a generation, butit also . . . has assimilated the les-
sons that people on both sides of the aisle have learned over the last
generations.”% Jesse Jackson enthusiastically joined Clinton’s com-
munity enterprise agenda with his 1998 “Close the Gaps. Leave No
American Behind” campaign. Jackson proposed that the president
create “vehicles to move capital” into disadvantaged areas. Clinton
joined Jackson’s 1999 “Wall Street Project” conference to promote
community capitalism, during which the president told attendees
that “the largest pool of untapped investment opportunities and
new customers are not beyond our shores; they’re in our back yard.”¢”

Black leaders praised Clinton’s $38 million boost to MBDA in 1994,
as well as his order reinforcing Reagan’s designation of Minority De-
velopment Enterprise Week. Clinton declared that the “growth and
development in the minority business community are crucial to the
social fabric, as well as to the overall economy, of this Nation.”® Mi-
nority businesses, he said, would “prove that we can bring the ben-
efits of free enterprise to every neighborhood in America.” All free
enterprise needed was a nudge from the tax code.®
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Clinton’s “community capitalism” program as applied to banks
was embodied in the Riegle Community Development and Regula-
tory Improvement Act of 1994, commonly known as the Community
Development Banking Act (CDBA).” The act provided tax incentives
for banks, or Community Development Financial Institutions (CDFIs),
that served underprivileged areas.” President Clinton said that the
bill was inspired by a living bank that was putting the theory of
community capitalism into practice. South Side Chicago’s Shore-
Bank was the country’s most famous “black bank,” even though it
was not black-owned. As white flight accelerated in Chicago after the
1960s, the remaining South Side banks followed their white cus-
tomers out.”> ShoreBank was one of the few remaining banks, but
only because their request to move was denied by its regulators. A
group of civil rights activists—Ronald Grzywinski, Milton Davis,
James Fletcher, and Mary Houghton—acquired the bank in 1973.7

ShoreBank’s motto—“Let’s Change the World”—was not an empty
marketing pitch. The exemplar of community capitalism, the bank
promoted a “triple bottom line: profitability, community develop-
ment impact, and an environmental return.””* ShoreBank’s primary
aim was to fight urban decline. At its peak, it had $4.1 billion invested
in inner-city Chicago.” The bank’s ambitious mission drew many
admirers, including Grameen Bank founder Muhammad Yunus, who
visited the bank before launching microcredit in Bangladesh and
receiving a Nobel Peace Prize for his innovative approach to
poverty.”

This is not to say that the bank didn’t struggle against the same
profitability trap that had ensnared black banks for nearly a century.
For the first ten years, the bank lost money because its loans were
risky, deposits were small, and operation costs were high.”” In short,
ShoreBank’s founders came to the same realization that many had
before them—that operating a profitable bank in a poor and segre-
gated ghetto is a challenge. Still, ShoreBank enjoyed more outside
“socially inclined” capital investment than most black-owned banks.
They had private funders who “invested with the understanding that
the primary purpose of their investment is to do development and
not maximize return on capital.””®

Bill Clinton had visited the bank in 1985 as Arkansas governor
and called it “the most important bank in America.”” In promoting
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the ShoreBank model, Clinton outlined his early vision for commu-
nity empowerment:

You have to enable people to take control of their own
destiny. We need to create a small-business entrepre-
neurial economy in every underclass urban area and
rural area in the country through the use of banks like the
South Shore Bank, which played a major role in revital-
izing the South Side of Chicago. To most people, “empow-
erment” sounds like a buzzword, but the truth is that
America can't get very far with a dependent or helpless
population. Trying to create an entrepreneurial economy
around a different sort of banking system, investing in
public-works jobs in the near term and giving people
control over their living conditions and requiring them to
take more responsibility for it—those are the kinds of
things that I think would make a real difference.8°

What he called a “different sort of banking system” was one in
which a community’s banks were “owned and operated by the
people who live there.” This had been the theory of black capi-
talism all along—the premise being that control of banking within
a community would lead to “empowerment” and economic equality.
This philosophy was not new, but Clinton would back up his vi-
sion of community capitalism with significant tax credits, unlike
previous administrations, whose support of the idea was limited
to rhetoric.

In 1992, Clinton made a campaign promise that he would es-
tablish one hundred banks modeled after ShoreBank across the
country.®! The result was the CDBA, which promised to “promote
economic revitalization and community development through in-
vestment in and assistance to community development financial in-
stitutions.” The law was race-neutral, but its clear mission was to
propagate more banks in the ghetto just like ShoreBank. These
banks, called CDFIs, were defined as institutions that (1) had “a pri-
mary mission of promoting community development”; (2) “[served]
an investment area or targeted population”; and (3) “provide(d] de-
velopment services in conjunction with equity investments or
loans.”#2
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This “third way” approach to black banking found proponents
across the racial and political spectrum. African American Senator
Carol Mosely-Braun remarked that the bill “suggests that the finan-
cial institutions can do well and do good simultaneously . . . that
financial institutions can make money by expanding credit oppor-
tunities to underserved communities.”®® Republican Congressman
Tom Ridge remarked that “communities without credit are very
much like land without rain, nothing grows.”# Democratic Senator
Ted Kennedy said that “whole segments of our people in this country
are unfairly denied access to credit, [it is our job] to make certain that
financial institutions make credit available to all of those people who
can afford to pay it back.”®® The issue at hand, according to one sen-
ator, was “not whether community development banks are a good
idea ..., but rather how do we establish them.”8¢

The central theory behind the CDFI was that it would find here-
tofore hidden profits in the ghetto. Former Treasury Secretary Law-
rence Summers envisioned “[a] successful CDFI [as] perhaps best
compared to a niche venture capital firm that deploys its superior
knowledge of an emerging market niche to invest and manage risk
better than other investors.”®” Summers labeled these banks “market
scouts” that would seek out profits in overlooked markets. Yet black-
owned banks had long been using their “superior knowledge” to try
to make profits in the ghetto, only to find that the stubborn finan-
cial ecosystem of the ghetto economy had always stood in the way,
as CDFIs would soon learn. Like black-owned banks, CDFI’s have
struggled to remain profitable despite help from the tax code. CDFIs
routinely show weaker financial performance across the board com-
pared with their more conventional peers.®® The lodestar, Shore-
Bank itself, did not fare well, and its eventual demise would be as
newsworthy as its rise.

The CDFI fund got a boost in 2000 with the New Market Tax Credit
(NMTC), which was created to “direct new business capital to low-
income communities, facilitate economic development in these
communities, and encourage investment in high-risk areas.” The
NMTC was passed along with the New Markets Venture Capital
(NMVC) initiatives, and Clinton called them “the most significant ef-
fort ever” to help distressed communities by leveraging private in-
vestment.?® The bill provided that any project whose primary aim
was to invest in low-income communities would get a tax break
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equaling 39 percent of its investment over time.”° However, the
design of the program carried certain distorting features that made
it more likely that funds would flow toward projects or proposals
that were more profitable, rather than those that were more effective
at meeting the program’s goals. One reason was that the Treasury,
the fund’s administrator, used geography to determine what areas
were disadvantaged. This would not seem to be a problem as poverty
was usually concentrated in geographically defined ghettos or
rural areas, but the areas marked as eligible were too large and in-
cluded affluent downtown business areas close to historically dis-
advantaged ghettos. For example, Wall Street was initially classified
as an eligible low-income area.

Moreover, Treasury, whose institutional concern was to maintain
the fund’s profitability, consistently chose projects that promised
more profits and had less risk. The majority of CDFI investments
have gone to real estate developments in low-income communities,
and the recipients have been larger, more established banks.! Mi-
nority banks have been essentially shut out of this program—since
its inception, only between 2 and 6 percent of these funds have been
awarded to minority banks.®? Funds meant to revitalize the ghetto
have instead gone to firms outside the ghetto that have financed de-
velopment projects within it, a situation that only exacerbated the
ghetto’s profit leakage. For a mission focused on extracting profits
from enterprise zones, this is not surprising.

If the CDFI fund was rooted in the black capitalism model, the
Community Reinvestment Act (CRA) was rooted in the original af-
firmative action model. Its justification was to remedy a history of
discriminatory redlining, and its mission was to require mainstream
banks to lend a fair portion of their loans to the ghetto. Although
redlining had been based on explicit racial discrimination, the CRA
had to be designed to be color-blind. Much like affirmative action,
the act has been one of the most vilified of banking laws, even as it
was criticized by civil rights groups as “toothless” in counteracting
the legacy of past injustices such as redlining.%

The bill was sponsored by Senator William Proxmire in 1977 when
he served as chair of the Senate Banking Committee. Proxmire had
helped pass the Home Mortgage Disclosure Act (HMDA) in 1975,
which had forced banks to divulge loan information based on race.
Armed with HMDA data that revealed that banks were deliberately
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avoiding making loans in black communities, Proxmire crafted a
legislative remedy. He reasoned that because banks had created the
problem, they had a duty to remedy it. He also believed that banks
had an “obligation to help meet the credit needs” of their local com-
munities. He said that the CRA was based on the “widely shared as-
sumption” that “a public charter conveys numerous economic
benefits and in return it is legitimate for public policy and regula-
tory practice to require some public purpose....” The senator
claimed that banking was “a franchise to serve local convenience
and needs,” and therefore “it is fair for the public to ask something
in return.”®® In other words, Proxmire acknowledged that banks
benefited from a healthy amount of public support, which meant
that they had to serve public needs, or at least not discriminate
against disadvantaged members of the public. This perspective was
out of sync with the prevailing neoliberal market philosophy that
held that the only obligations banks had were to their shareholders.

Specifically, the bill required banks to prepare annual reports de-
scribing whether they were meeting the credit needs of low- to
moderate-income residents. Bank regulators were to rate each bank
from “Outstanding” to “Substantial Noncompliance” based on the
quantity of loans they were issuing in low-income areas.? The bill
did not force banks to lend or open branches in any particular com-
munity, but a negative CRA rating could be used by a bank regulator
to deny a bank’s application for merger or any other change that re-
quired regulatory approval.?’

When it was introduced, the law was reviled by many bankers and
their allies. Republican Senator Phil Gramm called the act “an evil
like slavery in the pre-Civil War era.”® “It’s unbelievable,” fumed one
anonymous southern banker, “These people are trying to enforce a
change in social policy over the back of the banking industry.”%
Other opponents claimed that the bill went against efficient market
forces and required banks to make unprofitable loans. Indeed, if the
loans were profitable, banks would not have needed regulatory
nudges to make them.!%°

On the other side, community groups have argued that the CRA
is more about process than actual reform.!'%! For example, banks are
rated by how many times they meet with a community group, as op-
posed to whether anything comes of those meetings. Loans are also
measured by quantity as opposed to quality. The CRA does not ask
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whether the bank’s practices are building the community or are likely
to produce positive results in the long run; rather, it keeps a check-
list of actions meant to prove that the bank is making an effort. The
law also hurt black banks as they have struggled to comply with
the CRA. This seems counterintuitive—black banks had been doing
the very thing the law requires other banks to do. However, since the
CRA has assessed compliance by measuring the quantity of loans
granted, black banks consistently fall short because they offer fewer
loans than average. Many black banks thus had noncompliant CRA
ratings that then entail regulatory censure.!%?

The CRA still sits awkwardly between a group of people who
believe it does not achieve nearly enough and another group that be-
lieve it requires too much.!% As a result, the resemblance to affirma-
tive action in college admission is striking. Much like affirmative
action, there is a perceived feeling that institutions are being forced
to hire lower-quality employees or make lower-quality loans to ap-
pease “PC culture,” “social justice,

” o«

community activism,” or some
vague sense of social morality that is not meritocratic and poses un-
justified social burdens on the bottom line. Schools should only se-
lect students based on academic merit, and banks should only lend
based on profitability. Affirmative action and the CRA, their detrac-
tors claim, conflict with a natural meritocracy or an efficient market.

Affirmative action opponents claim that the pool of minority ap-
plicants perform worse than white applicants, and therefore when
underperforming minority students are admitted, there is a “mis-
match” of capacity that harms both the school and the applicant.!*
According to this widely cited “mismatch theory,” whites should
continue to dominate elite universities until blacks catch up natu-
rally. Banks also claim that they should avoid lending in distressed
areas, not because they are discriminating, but because those areas
are not profitable and those loans are riskier. Residents of such areas
have fewer resources and are more likely to default on a loan. Ap-
plying the mismatch model to banking, borrowers should work to
earn those bank loans instead of being offered them before they
are ready—a mismatch that can hurt the bank, society, and the
borrower.

Such arguments are based on snapshots of surface-level prob-
lems and fail to explore why black students and black borrowers fall
behind whites in the first place. A longer historical view reveals that
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the reason the ghetto does not yield profitable loans is due to a his-
tory of segregation—segregation that was enacted through lending
discrimination perpetuated by the very firms now being asked to
mend the gap. Once the Supreme Court decided that past injustice
could not justify present benefits, it seemed to erase the nation’s
memory of the past injustice and allow for these types of short-
sighted arguments in opposition to any program meant to address a
historic wrong. The long debate over the CRA erupted after the fi-
nancial crisis, with some even implausibly blaming the CRA for pre-
cipitating the financial crisis.

Though the CRA is still in effect, Proxmire’s view of banks as
public-serving community institutions soon became a historical
relic. During the 1980s and 1990s, the very nature of U.S. finance and
banking changed fundamentally, with profound and surprising re-
percussions for black wealth accumulation

One of the most consequential financial innovations of the
century was the mortgage-backed security (MBS), which fundamen-
tally changed the secondary mortgage market. In 1938, Fannie Mae,
the first government-sponsored enterprise (GSE), was created to
facilitate the sale of mortgages in the secondary market. The 1968
Fair Housing Act privatized Fannie Mae and spun off a new entity,
the Government National Mortgage Association (GNMA, or Ginnie
Mae), which was to remain under government control. Fannie Mae
mortgages would no longer be counted on the government’s books.
The third GSE, Freddie Mac, was created in 1970 to help expand the
private secondary market for mortgage loans. Freddie Mac was never
sponsored by the government, but it had the warm glow of govern-
ment support because of its association with the other two giants.

In 1971 Freddie Mac issued a product called a participation cer-
tificate, which grouped mortgages together and allowed an investor
to buy a slice of a bundle of mortgages and receive a proportion of
dividends on the entire bundle. This innovation diminished investor
risk by spreading out the losses from defaults onto multiple parties.
Fannie Mae improved on the idea in 1981 with the mortgage-backed
security, which was similar to the participation certificate, but was
more easily tradable and accessible to investors. Lower risk of loss
led to more investments, which led to more capital flowing through
the mortgage market, which led to more mortgage lending. The MBS
accelerated the mortgage market and became an attractive vehicle
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for large investors, including pension funds, foreign countries, and
corporations. Banks could now originate a mortgage and immedi-
ately sell it on the secondary market, where it would be bought and
traded by a variety of new MBS investors.

Mortgage-backed securities rescued the mortgage market from a
severe capital shortage. By 1970, bank withdrawals had surpassed
bank deposits at thrifts and banks around the country. According to
Robert Pease of the Mortgage Bankers of America in a 1970 state-
ment, “except for FNMA, there is almost no money available for
residential housing. We are in a real honest-to-goodness housing
crisis!”!% Thanks to Fannie Mae’s creation of the MBS, capital from
around the world began pouring into American mortgage markets,
and capital became plentiful once again. The transformed mort-
gage market was built on a chain of transactions that separated
borrowers from investors across a coordinated world market. It re-
sembled the eighteenth-century cotton market, where capital from
abroad flooded U.S. markets and created financial innovations, new
products, and new sources of profits.

Lending decisions were no longer made based on a relationship
between lender and borrower, but through objective numerical for-
mulas. Banks or other mortgage originators would make any loan
the secondary market would buy. Because banks were not keeping
these loans on their books, they worried less about whether the bor-
rower could actually repay. Their main objective was to issue loans
that conformed to the standards set by Fannie and Freddie, which
made them tradable. Lending became standardized and hassle-free.
Some believed that the new market was also risk-free. The secondary
mortgage market soon developed an insatiable appetite for mort-
gage loans. Banks kept originating them. Investors kept buying.
There were not enough loans to feed the beast, so ingenious bankers
created products that were based on other products. For example,
the collateralized debt obligation (CDO) was a complex bundle of
tradable debt based on mortgage securities. These derivative prod-
ucts created new investments based on “tranches” of mortgage debt.
Derivatives split and spliced mortgage loans that were so far removed
from the actual mortgage loan that the whole system resembled a
house of cards.!%

Even with the bundling and splitting of tranches, Wall Street
needed more mortgage borrowers, so it created the subprime
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market. These were loans to borrowers who did not meet the un-
derwriting standards set forth by the GSEs, or “prime” loans. Sub-
prime borrowers were riskier borrowers, either because they had
fewer assets, lower credit score, or lower incomes. But in finance,
higher risk is rewarded with higher yield, so mortgage brokers made
even higher premiums from subprime loans.!” So they went looking
for a group of potential borrowers who had heretofore been deemed
too risky. And they found them in black communities.

The flip side of deprivation has always been exploitation. After
years of being a banking desert, as barren as Death Valley itself, the
ghetto became a hub for casinos. The black population found itself
courted by, or more accurately targeted by, subprime lenders. Just
as contract sellers had exploited the credit-starved and redlined
ghettos, once again, high-priced lenders filled the void. High-interest
mortgages were made legal by Congress and the courts, who, guided
by the ethos that fewer government regulations would produce a
healthier banking industry, lifted caps on interest rates. The 1980
Depository Institutions Deregulation and Monetary Control Act
(DIDMCA), the 1982 Garn-St. Germain Depository Institutions Act,
and other deregulatory legislation paved the way for subprime loans,
and the 1978 Supreme Court case Marquette National Bank v. First
of Omaha made state usury laws practically ineffectual, leading to
a steady rise in interest rates. Some of these mortgage interest
rates—34 percent APR with fees and balloon payments—were in
loan shark territory.!%®

As early as the 1980s, studies confirmed that another Jim Crow
credit market had formed—this time in mortgages. Whites system-
atically received lower interest rates and longer repayment periods
than blacks.' A 1991 study by the Federal Reserve of 6.4 million
home mortgage applications found that there was widespread and
institutionalized racial discrimination in the U.S. banking system.!1?
Blacks who qualified for prime mortgages were being disproportion-
ately sold subprime loans. A HUD study found that subprime loans
were five times more likely in black neighborhoods than in white
ones between 1993 and 1998. In other words, “high-cost subprime
lending accounted for 51% of home loans” in black neighborhoods,
versus only 9 percent in white ones. Moreover, “homeowners in high
income black neighborhoods [were] twice as likely as homeowners
in low income white neighborhoods to have subprime loans.”!!!
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Several of these studies identified race of the borrower as the
key predictor determining how much interest was paid on a
mortgage.

Massachusetts Congressman Joe Kennedy quipped that these re-
sults “portray an America where credit is a privilege of race and
wealth, not a function of ability to pay back a loan.”!'2 The reality was
probably far more complex than a simple matter of racial discrimi-
nation, however. There was certainly racism in lending—lenders
continued to view blacks as being less creditworthy regardless of
their financial statements, and they continued to offer blacks higher
rate loans. However, many blacks also had fewer assets and lower
incomes, which made them inherently riskier borrowers.!'® The
market had come looking for risky borrowers to exploit—and they
used race as a blunt proxy, such that wealthy and creditworthy
blacks were sold more expensive loans than they merited.

Consumer loans also came flooding into the ghetto. Where credit
card issuers had been avoiding the zip codes where blacks lived, by
the 1980s they joined the mortgage lenders and began looking for
them. Credit cards had previously been sold to the affluent—in fact,
having a credit card was considered a sign of wealth. But wealthy
customers were no longer profitable for credit card companies,
which were now flush with capital and looking for more yield.
Wealthy customers paid no interest or fees because they paid off
their balances each month—they were not “revolvers”—borrowers
who paid interest to carry their balance from one month to the next.
Credit card companies needed more revolvers if they wanted to
make more profits.!'* With the usury cap lifted and the general aver-
sion to risk abated, lenders went looking for higher profits on high-
risk borrowers. They found their ideal customers in the credit- and
wealth-starved ghetto. And when they did, these revolvers, who paid
interest each month, began to subsidize the credit cards of the
wealthy. Academics who studied the mechanisms used by credit
card companies to find revolvers discovered that credit card com-
panies were using race to find new customers. According to their
data, “the most profitable group to lend to, if a bank were maximizing
finance charges, would be black Americans,” because blacks were
three times as likely as whites to revolve their debts.!!®

Credit issuers pulled on blacks to borrow so that they could profit
from the attendant fees and interest. At the same time, blacks were
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being pushed to borrow by their low and volatile wages. Credit had
become a necessity for both middle-class and low-income Ameri-
cans of all races as wages and real economic growth had stagnated.
Consumer debt exploded in the 1970s and kept expanding; and what
was even more alarming was that the gap between what was being
borrowed and what was being repaid was also growing exponentially
larger.!' The economy was running on fumes—wages were stag-
nant, prices were increasing, and debt was being used to bridge the
gap. Americans borrowed because they had to, and credit card is-
suers lent because there were profits to be made. The two sides
made a Faustian bargain, but it was the borrowers who paid for it
dearly every month—in perpetuity, with interest.

The problem for black borrowers was no longer an inadequate
quantity of mortgage credit, but the inferior quality of that credit.
In other words, instead of refusing to lend in black neighborhoods,
subprime lenders were focusing their efforts there. Senator Donald
Riegle of Michigan called it “reverse redlining.” One attorney claimed,
“This is a system of segregation, really. We don’t have separate water
fountains, but we have separate lending institutions.”!'” The “market
scouts” or entrepreneurs became “incentivized” to make profits in
the ghetto “enterprise zones.” After years of being left out of the
mortgage market, black subprime borrowers were exactly what Wall
Street’s hungry mortgage beast was looking for. The ultimate effect
was a disproportionate wiping out of black wealth when these sub-
prime loans blew up two decades later.

Alongside the massive changes in the credit market, and certainly
spurred by it, the nature of American banks also changed. From the
mid-1970s until the early 2000s, banks asked for and were granted
wave after wave of deregulation that eroded the walls that the New
Deal-era legislation like the Glass-Steagall Act had imposed around
banks to keep them safe and simple. Banks wanted to compete in
the fast-moving, highly profitable, globalized markets—even if that
meant taking risks with other people’s money.!'!® Some of the prohi-
bitions had indeed become outdated and overly restrictive, but after
years of stability and profits, bankers had also regained their appe-
tite for risk. Free-market ideology was deeply entrenched in Wash-
ington, and there were few dissenters when the bank lobbyists pushed
on regulators to leave them alone and let the market’s invisible hand
regulate them. Policymakers and regulators believed, despite much
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historical evidence to the contrary, that banks could operate safely
without any government interference. Most scholars agree that the
2008 financial crisis was caused, in part, by bank deregulation, but
there is still ongoing disagreement and debate about the right bal-
ance of regulation.

What is not debated is the effect of the era of deregulation on the
character of the banking sector. American banking went from an in-
dustry consisting of small community banks to one that was domi-
nated by a few large bank holding companies operating extensive
branch networks. As a result of the banking transformation enabled
by deregulation, financial innovation, globalization, and new tech-
nology, the simple banking of the past half century—the 3-6-3 model
of taking deposits, lending, and golf—became obsolete and un-
profitable. No longer can a community bank survive by simply
taking deposits and making FHA loans to the middle class. Today,
a profitable bank holding company engages in deposit-taking and
lending, but also trading in derivatives, stock market speculation,
broker-dealer operations, insurance, and merchant banking. This
increased size and complexity has led to a finance-dominated
economy and unprecedented profits (and risks). It also led to can-
nibalization of weak banks by the strong.

Bank of America, formerly the Bank of Italy, was emblematic of
the change. Hugh McColl, CEO of the conglomerate from 1983 until
2001, succinctly described the mantra of the age: “You're either
growing or dying. So we grew.”!'¥ By mergers and acquisitions, the
bank created a vast financial empire. It was not alone. Citibank,
Wells Fargo, and JPMorgan Chase were doing the same thing. As
part of the transformation, these banks closed branches in less
profitable locations and moved operations to higher-yield mar-
kets. Community banks now had to compete with larger and far
more efficient mammoth banks. This was the centripetal force the
small rural bankers had been trying to fight during the New Deal
and that Thomas Jefferson had feared. Now that the New Deal
barriers were gone, a massive migration and conglomeration of
money toward Wall Street was only natural. In this atmosphere,
community banks either merged or died. Many died.!?° More banks
merged between 1980 and 1990 than in any preceding decade in
U.S. history. In just ten years, from 1982 to 1992, 1,500 banks
failed—three-quarters of all U.S. bank failures since the Great
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Depression.'?! The least able to compete were banks in rural areas
or inner-city ghettos.'??

The largest black bank to fail was Jackie Robinson’s Freedom Na-
tional Bank of Harlem.!?® The bank’s 1990 failure was a devastating
blow to Harlem and sent a shock wave through the entire black
banking industry, especially because there were cries of discrimina-
tion and a double standard by the federal regulators that adminis-
tered its liquidation. The “kid gloves” that Jackie Robinson had com-
plained about were off now in the new hypercompetitive banking
world. Not only did the bank’s regulator, the FDIC, not follow the
FIRREA mandate to preserve the minority bank; it did not even use
its standard protocol in liquidating the bank, causing more hard-
ship than necessary to the banks’ customers.

Typically, when a bank fails, the FDIC steps in as a “receiver” and
has several options for closing a bank: it can sell the failed bank and
all of its accounts to another bank; it can just transfer the deposits
to another bank while liquidating the bank’s assets; it can pay off in-
sured depositors up to $100,000, the deposit insurance cap at the
time; or it can manage the bank until it becomes profitable again.
During the heavy merger era of the 1980s and 1990s, the FDIC al-
most always (90 percent of the time) chose the first route—selling
the bank to another one, which assumed all the bank’s obligations.
In other words, for most bank failures, all the depositors were made
whole when the bank failed, even customers who had deposits ex-
ceeding the $100,000 insurance cap.!?*

However, when Freedom National Bank of Harlem failed in 1990,
the FDIC chose the unusual method of paying off insured deposi-
tors only up to the $100,000 maximum. In fact, the FDIC made the
even more unusual decision to combine all accounts of a given de-
positor into one account and then applying the cap, which left many
more depositors exposed to losses. Many depositors had purpose-
fully opened several accounts in order to gain the protection of the
FDIC, but the FDIC refused to insure those accounts, even though
that had been their typical practice. This decision by the FDIC meant
that the many churches and Harlem-based community groups that
were Freedom Bank depositors lost their deposits.'?® The FDIC was
heavily criticized for its handling of the matter. After a year of push-
back from the borrowers, a special act of Congress was required to
force the FDIC to restore most of these deposits.'?6
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Observers saw discrimination in the bank’s treatment. According
to Harlem clergyman and former bank leader Wyatt T. Walker,
“Had this been a white bank of comparable size and circumstance,
the decision to shut its doors would not have been made so pre-
cipitously.”!?” In fact, at the same time regulators allowed the FNB
to fail, Treasury funds were used to prop up another similarly situ-
ated failing bank, the Bank of New England. Scholars reviewing the
failure noted that the disparity in treatment was unjustified and
likely hastened Freedom Bank’s failure and caused more losses than
it should have.!?8

Some also criticized the FDIC for not doing more to save the bank,
especially because the FDIC had explicit legislative authority to
make an extra effort in certain circumstances. Not only did FIRREA
require the FDIC to try to maintain minority banks, but the FDIC’s
“essentiality doctrine” held that if a bank’s services are found to be
essential in a community, the FDIC had the authority to prevent the
bank’s failure.!?® The FDIC had invoked this standard in saving other
community banks, and as one of the few community banks in
Harlem, there was a very good argument to be made that Freedom’s
services were essential. However, columnist Murray Kempton sug-
gested that the bank was likely too small to save. “Freedom National
was enfeebled and small, and the regulators reserve their oxygen for
the enfeebled and massive.” This was a prescient statement consid-
ering the “too big to fail” bank bailouts of 2008. Summing up the
dilemma of just about every black-owned bank, Kempton lamented,
“The tragedy is not that Freedom National had forgotten to do much
for the community it was designed to serve but that it did more than
any other bank. Poor thing though it was, there is now available
nothing even as good.” The managers had felt this as well. Former
president Sharnia Buford explained, “We had to be businesslike and
our credit criteria couldn’t be different from banks downtown, but
we also had a greater responsibility because we were chartered as a
minority bank. We had to empathize with the customer.”!* Jackie
Robinson had lost sleep over this same dilemma two decades
earlier.

The Times reported the failure in November 1990 with the head-
line, “Freedom Bank’s Failure Hits Harlem Like a Death in the Family.”
By all accounts, the community’s loss was more than financial—it
was psychological. The bank’s mission had been larger than just
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finance. Representative Charles B. Rangel, who was working with
Mayor David Dinkins and a group of clergymen on a last-minute
rescue effort for the bank, called the loss “devastating” to the com-
munity. “Symbolically, it’s a terrible blow, because this was a black
bank formed by Jackie Robinson that was more sensitive to the busi-
nesses and people in this community.” Depositors, even those who
recouped their entire investment, perceived the failure as a blow to
the race. One depositor lamented that with the bank’s failure, “I lose
and Harlem loses.” This mirrored the sentiment at the bank’s
opening, when the Harlem community had called it “our bank.” An-
other customer reported to the Times, “It makes me feel helpless,
like I've been robbed. . . . It’s a step backward for the empowerment
of black people.” Referring to the FDIC notices on the windows,
one depositor quipped, “Freedom Bank is now an enslaved bank.”
The truth was that the bank was just under FDIC receivership, a
process that all failed banks enter.!'3!

Black banks were not enslaved by their regulators, but even de-
cades after the Civil Rights Acts, they were still stuck in the same eco-
nomic trap. Across the board in the 1980s and 1990s, black banks
continued to be fragile. Despite renewed focus on community capi-
talism and the minority banking provisions in legislation, economic
studies of these banks continued to show that black banks made
fewer loans, were undercapitalized, and had lower profits than other
banks.!3? After the deregulatory wave, all small banks struggled to
remain competitive against the large bank conglomerates, but black
banks also had to contend with the particular circumstances that
had always been a particular challenge for them—with a few modern
updates. Black banks were still overinvested in less-profitable gov-
ernment securities and were making too few loans. They held
46.5 percent of their total assets in highly liquid securities as opposed
to white banks, which only held 29.5 percent on average.'* They
overinvested in government securities because they had high loan
losses and too much deposit volatility.!3*

Black banks also had a new capital problem. Capital is the amount
of the bank that is owned by investors. Capital is therefore linked to
bank profitability in a circular fashion. The more profitable a bank,
the more investors it can attract. Black banks had higher costs and
higher risks, and therefore lower profits. This meant that they could
not attract enough capital investment. Moreover, the legislation
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aimed at helping them, Section 308 of FIRREA, had created a spe-
cific problem for these banks in trying to raise capital. According to
Section 308, in order to remain a black-owned bank, the bank had
to be owned by a majority of black investors.!3® In other words, they
had to make sure that a majority of their shareholders were black.
This limited their pool of potential investors and diminished their
ability to attract capital. Those black investors who did support black
banks were receiving lower profits on their investments—they were
making a financial sacrifice in supporting black banks. Still, many
did it as a matter of racial pride.

There was also the old and familiar problem of extreme deposit
volatility. Economists Timothy Bates and William Bradford con-
ducted a regression analysis on black bank portfolios and determined
that their depositors withdrew their deposits at a much higher rate
than white banks and in an unpredictable manner, meaning that the
banks’ inflow and outflow of cash could not be determined before-
hand. These volatile deposits needed to be offset by safer assets
than loans. Hence the overinvestment in government securities. '3

Though their customer deposits were highly variable, the gov-
ernment deposits were still the main cause of the bank’s deposit
volatility, especially because of the regulatory requirement that
government deposits exceeding the insured maximum of $100,000
had to be matched dollar for dollar with U.S. government securi-
ties. Every deposit dollar held in government securities was one less
dollar available for community lending. Economist Lawrence Nash
studied the effects of the deposit program on black banks in the
1990s and found that holding these government deposits, instead
of aiding black firms, had instead resulted in reduced bank lending
in minority communities.!3” The analysis showed a direct correla-
tion: the more government deposits a bank held, the smaller their
loan portfolio. These findings challenged allegations that black banks
had been lending less because they were just too risk-averse. In fact,
their portfolios showed that the banks were making maximum
profits given their circumstances. They simply had more hurdles to
jump than other banks. Some of these hurdles had been created
by the very programs designed to help, like the government de-
posits and capital bind created by FIREA.

Black banks were still exporting funds from the ghetto. Their over-
investment in government securities meant that they were using
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their customer deposits to finance mortgages outside their commu-
nities. During the era of secondary mortgage markets, the outflow
of deposit funds into other people’s mortgages was accelerated by
the mortgage-backed security. Now, banks anywhere were investing
in mortgages everywhere. For black banks, this process was a newer
and less obvious way for them to serve as financial sieves—dispersing
funds from the ghetto to the broader economy.

The process whereby savings dollars from inner urban areas were
being used to invest in assets in other regions was labeled “disinvest-
ment” or “capital export” and was identified and measured in sev-
eral cities. Economists Harriet Taggart and Kevin Smith measured
disinvestment in Boston and found that the mortgage-to-deposit
ratio (savings dollars deposited by residents of a neighborhood that
are returned to that same neighborhood as mortgage dollars) in core
urban areas ranged from 3 percent to 33 percent, but in the outer-
most suburbs, this ratio ranged from 108 percent to 543 percent.!3®
Only a fraction of the deposits invested in urban banks were being
used in those areas. They were being deployed instead to multiply
capital investments in the suburbs. Another study found that only
10 percent of savings invested in banks in the Bronx were used in
the Bronx, with 30 percent being used elsewhere in New York state
and the remaining 60 percent used across the country.!4

As one observer noted, “Given the chance, bankers would do for
their business what they had already done for themselves—leave
the city.”!3® The same could be said of their deposits and capital. To
paint a complete picture, deposits from the urban ghetto where
prime mortgages were sparse were being used to lend on mort-
gages in new housing communities across the country. Meanwhile,
subprime lenders were sucking away wealth by lending into the
black community and exporting the profits to the financial con-
glomerates on Wall Street. Black banks could not control or multiply
the money in the ghetto. Yet policymakers continued to promote the
industry while allowing Wall Street-funded loan sharks to plunder
the community’s wealth.

Even as the Jim Crow credit market and the ghetto economic trap
continued, policymakers insisted that race was no longer an issue,
that Martin Luther King’s dream had been realized, and an equal
playing field had been established. Yet despite the rise of black stars
in entertainment, sports, business, and the arts, multitudes of black
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men and women were born without a chance of ever prying them-
selves loose from the crime, prison, and poverty trap of the ghetto.
With the firmly established myth that equality had finally been
achieved, black poverty and crime could only be explained as a sign
of moral failure, and the only acceptable response to the failure to
rise out of the ghetto was tough love and forceful containment. While
policymakers were celebrating the triumph of equality and capi-
talism, the invisible hand of the free market was actually pulling
apart and increasing the opportunity and wealth gap between black
and white.!#!



The Color of Money Matters

In 2004, the young senator from Illinois, Barack Obama, riveted the
nation as he took center stage at the Democratic National Conven-
tion and promised, among other things, to bridge the racial di-
vide. His message and his very identity seemed to be the end of
the road—the capstone to two centuries of racial struggle, an out-
come that could hardly have been dreamed of by Douglass, Wash-
ington, Du Bois, King, or Malcolm, a final rebuke to centuries of Jim
Crow and outright hostility. “There’s not a black America and white
America and Latino America and Asian America,” he said, “there’s
the United States of America.” Here was the human bridge across
the racial chasm. “Yes, we can,” he promised, and the majority of the
country fervently believed in Obama’s hope.! And yet eight years
could not uproot three centuries of racism that has sustained the
social and economic segregation of African Americans.

By 2015 43 percent of Republicans believed the president was a
Muslim.? Having entered politics by speculating that President
Obama was actually a foreign-born African masquerading as an
American and demanding that he produce his birth certificate,
Donald Trump was elected president in 2016. Trump’s electoral upset
was due to many factors, but undeniably, part of Trump’s appeal was
rooted in a racist backlash to Obama’s presidency.® After a long and
painful recession, there were signs that blacks and other outsiders
had once again become the scapegoats for the economic pressures
affecting white Americans. White Americans expressed a feeling of
having been betrayed by their government, believing that the gov-
ernment was helping blacks and other minorities at their expense.
They blamed the “special status of blacks” as a “serious obstacle to
their personal achievement.”* By 2016 almost half of whites surveyed
believed that discrimination against whites was just as bad or an
even bigger problem than discrimination against blacks.> Once racial
tribalism was used to justify political actions, it remained a potent
political weapon.®
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Donald Trump’s campaign targeted this resentment in much the
same way that Nixon’s campaign had done, using the same racial dog
whistles as his predecessors. In President Trump'’s first Black History
Month address, he began by praising Martin Luther King as an “in-
credible example [who] is unique in American history” and then
quickly shifted to his repeated campaign promise to strengthen law
and order by increasing the presence of law enforcement in black
communities.” On the campaign trail, he outlined his “New Deal
with Black America” at a Charlotte, North Carolina, rally. Trump rec-
ognized that black poverty had not abated due to years of failed
policies and promised that through his plan, “the cycle of poverty
can be broken.”® He promised to do this by lowering taxes, providing
“tax holidays for inner-city investments,” and rolling back financial
regulations in order to “make it easier for young African-Americans
to get credit to pursue their dreams in business and create jobs in
their communities.” He said that he would pursue as a top priority
“helping African-American businesses get the credit they need” and
vowed to “encourage small-business creation by allowing social
welfare workers to convert poverty assistance into repayable but
forgiveable micro-loans.” He also repeated his promise to increase
law enforcement in black communities.®

In fact, the tension between law enforcement and the black com-
munity had hit another boiling point. The city of Ferguson, Mis-
souri, erupted after police killed Michael Brown, a black man, in
2014. This was one of the largest race riots the country had seen in
recent memory, and it marked the genesis of the Black Lives Matter
movement. Ferguson is a suburb of St. Louis, one of the most seg-
regated cities in the United States.!® It was defined as a “re-
segregated” city, created by the exodus of black residents from the
newly gentrified inner city of St. Louis.!! Ferguson’s population was
two-thirds black and predominantly low-income, with more than
one-fifth of the residents living below the poverty level.!? The
subpar schools were almost completely segregated, and 26 percent
of blacks there were unemployed compared to 6 percent of whites.'3
Rioters destroyed white-owned commercial property. The National
Guard was dispatched, and Americans watched as demonstrators
burned cars and buildings; police in military gear descended on the
city, imposed a curfew, and eventually quelled the protests. When
Fox News interviewed one looter, he explained that the message the
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city had sent to its black residents was “we’re gonna eat and you
guys are gonna starve.” He replied, “It’s not gonna happen. Not in
St. Louis.!

The following year Baltimore exploded. A Harvard study found
that Baltimore was the nation’s worst city with respect to childhood
poverty and lack of economic opportunity.!® It was also one of the
most segregated cities in the country, and the financial crisis had cre-
ated an acute foreclosure crisis there.! In 2015 Baltimore was the
scene of another uprising after the funeral of Freddie Gray, who had
died of spinal injuries while in police custody. What began as a
peaceful protest turned violent when rioters looted a CVS and de-
stroyed a police vehicle. Soon fires engulfed the downtown business
area. “It’s regrettable, what’s happening now,” the Reverend Jesse
Jackson told the Baltimore Sun. “You're looking at the actions of cyn-
icism and hopelessness.”!” Governor Larry Hogan declared a state
of emergency, and about 5,000 state and national law enforcement
officers descended on the city, quickly putting an end to the riots.

The financial crisis of 2008 disproportionately affected segregated
black communities and turned the persistent racial wealth gap into
a chasm. The financial crisis wiped out 53 percent of total black
wealth.'® As the head of the Congressional Black Caucus, Represen-
tative G. K. Butterfield, said in 2015, “Black America is in a state of
emergency!”!® Today, black families have an average net wealth of
$11,000 compared to a white family’s average of $141,900. Pew data
reveals that white families have thirteen times more wealth than
black families.?’ The wealth gap exists at every income and educa-
tion level. On average, white families with college degrees have over
$300,000 more wealth than black families with college degrees. A
third of black families have no assets at all.?! Moreover, studies re-
veal that the gap is accelerating—over the last thirty years, the av-
erage wealth of white families has grown at three times the rate for
average black families.?? This growing divide perpetuates injustices
hard to capture behind the latest news of riots and protests.

The wealth gap is where the injustices sown in the past grow im-
perceptibly in the present.?® The cumulative effects of discrimina-
tion, segregation, and the economic detour for black businesses
have created self-perpetuating forces that continue to make black
wealth accumulation difficult. The perpetuation of poverty is
stunning—75 percent of black children who grow up in families in
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the bottom wealth category remain in that same category as adults.?*
A 2013 study found that for white families, every additional dollar
they earn in income leads to $5.19 in wealth. For black families,
each dollar creates only sixty-nine cents in total wealth.?® This is
why the wealth gap between blacks and whites can continue to
grow even when de jure discrimination ended decades ago. Blacks
are no longer prohibited from highly paid employment, and there
are black stars in every field and almost every top office, including
the highest political office, but the majority of black people are as
poor as they have ever been and live in regions that offer them little
hope for economic progress.

President Obama acknowledged in his first public speech in 2004
“that in no other country on earth is my story even possible.” But if
Obama’s identity was uniquely American, he was also unique among
black Americans. He started his 2004 speech by introducing his
Kansan grandparents who helped raise him. He said that “after the
war, they studied on the GI Bill, bought a house through FHA and
later moved west, all the way to Hawalii, in search of opportunity.”2
Here was a black man who was able to enjoy a uniquely white privi-
lege passed down through the postwar generation.

From one generation to the next, wealth can perpetuate and re-
inforce itself, not only as it is passed down literally, but because the
attendants of wealth also ripple across generations. Many iterations
of racial inequality, such as differences in educational attainment,
income, and even incarceration, can be traced back to differences
in generational wealth.?” Nevertheless, because of the prevalent be-
lief that the wealth gap is a natural result of market forces, many
Americans continue to blame the poor for their own predicament,
an idea described by Lawrence Bobo as “laissez faire racism.”?8

It is worth noting that a broad body of research reveals just how
connected wealth is to a broad array of outcomes and how poverty
perpetuates itself. For example, lower wealth is not caused by blacks
refusing to work or get an education, as some have claimed.?® In fact,
itis more likely that a family’s wealth determines a family member’s
ability to get an education or a high-paying job.3* Those without
wealth often live in resource-poor communities with subpar schools
and restricted social networks.3! More directly, a family’s assets
strongly predict whether and where a child can secure higher edu-
cation.*? Crime also grows where opportunities are few, and crime
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in turn tends to diminish opportunity. It is therefore unlikely that the
education gap between blacks and whites was caused by inherent
biological differences between the races, as Charles Murray and
Richard Herrnstein explained in their much-discussed 1994 book,
The Bell Curve.

It is also unlikely that black poverty is caused by a lack of “family
values” or of broken families.? It is true that single-parent homes
perpetuate the cycle of poverty and that poverty, in turn, creates more
single-parent homes. But which came first, the “lack of fathers” or
the lack of jobs for them? Economic hardship causes black families
to extend their homes to encompass many extended family mem-
bers who need support.®* Poverty also causes stress, depression, and
poor heath, all of which threaten family stability. Not surprisingly,
the level of asset ownership is a much more significant determinant
of stable marriages within the black, no less than the white, com-
munity.®® Blacks are not choosing to be in single-parent households
because they are gaming the welfare system. Poverty creates job-
lessness, crime, social decay, and family deterioration. To state that
poverty is linked to these “cultural forces” is to state the obvious,
but it is a gross oversimplification to say that culture creates poverty
and stop there. Culture is as much a reflection of poverty as it is a
cause.

Recent research has revealed even more profound psychological
effects of poverty on behavior and outlook. Eviction, homelessness,
and extended poverty are experienced as psychological trauma, es-
pecially for children. Children who grow up in an environment of
scarcity, fear, or social disorder are exposed to stress that significantly
hinders their social and academic capacity. It even affects their
decision-making process.*® The famous “marshmallow experiment”
revealed that children who could practice self-control and delay
gratification (wait for the second marshmallow) were more suc-
cessful as adults across the board.?” Yet the experiment has been
misunderstood as it relates to poverty. One consistent result of the
experiment, noted by its designer Walter Mischel and replicated by
every subsequent experimenter, was that the poor consistently
“failed” the marshmallow test. One might be tempted to believe that
being poor was thus a result of a lack of self-control. However, as re-
searchers like Melissa Sturge-Apple have homed in on the decision-
making process, they have revealed a much more complex story. By
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measuring the heart rate and brain activity of the children during the
test, the experimenters revealed that the poor children were making
a careful and calm choice to enjoy the marshmallow immediately
instead of waiting for an uncertain second marshmallow. “When
resources are low and scarce, the rational decision is to take the im-
mediate benefit and to discount future gain.” Calmer decision
making—or less impulsiveness—among wealthy children led them
to wait for the additional treat, but that same measured and calm
decision making led the poor children to decide not to wait. Poor
children’s rational decision making was misinterpreted as lack of
self-control.?® Today, one in three black children grows up in pov-
erty compared to one out of ten white children. One out of five
black children under the age of five grow up in extreme poverty.*®
Poverty changes decision making for adults as well. Behavioral
economists Sendhil Mullainathan and Eldar Shafir have demon-
strated that poverty, or scarcity of any kind, creates a distinct mental
state. A state of scarcity is such a heavy mental burden that it can
lead to temporarily lower cognitive ability and shortsighted decision
making. This does not mean that the poor have less capacity, but
that their capacity is overburdened because living in scarcity takes
up significant mental space and leaves less room for other mental
processes. Those operating under the pressure of scarcity have been
shown to eat poorly, parent poorly, make bad decisions, and even
wash their hands less often.* Scarcity also creates tunneling, which
is a hyperfocused mind-set that homes in on the resource in scar-
city. Those who are hungry show extreme attention to food. Those
who are lonely, to human interactions. Those who are poor focus
intensely on money and little else. The poor are actually much more
careful with their money than the wealthy. For example, customers
leaving a grocery store were asked about the price of certain pur-
chases. The majority of middle-class customers could not recall the
amount they had just spent or how much they had spent on items
such as toothpaste. The poor overwhelmingly got it right. This un-
dercuts the premise that the poor need financial education so that
they can pay attention to where they are spending their money.
Scarcity is not caused by having a low income. It is financial vola-
tility and insecurity that create bandwidth overload. In other
words, it is the lack of wealth. Wealth is a crucial pillar of stability
and a bulwark against devastation, and many black families do not
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have it. Even a small buffer of savings can shield a person from the
immense psychological toll of a scarcity mind-set. Can it be that
what Moynihan called the “tangle of pathology” was just a natural
response to financial insecurity and scarcity? Modern science has
undercut the old dogmas of biological and cultural inferiority by
making it clear that decision making is much more connected to sur-
rounding circumstances than previously thought. Instead, policy-
makers continue to address poverty as though it were a result of
individual decision making, which is why solutions like financial
literacy or education have predictably yielded little fruit. “Somehow,
people absurdly believe—and they have done do for much of our
history,” laments Eddie Glaude, “that black social misery is the result
of hundreds of thousands of unrelated bad individual decisions by
black people all across this country.”*!

When Treasury Secretary Jack Lew was asked by the president of
Black Enterprise magazine in 2016 to address the racial wealth gap,
he said that the Treasury Department was very concerned about the
gap, and he acknowledged that the financial crisis had wiped out a
significant portion of black wealth. He then went on to offer some
advice on how to accumulate wealth. “A lot of people say they can’t
afford to save. I understand. Living on a paycheck to paycheck in-
come is really challenging. I experienced it at the beginning of my
career and I know how hard it is. By the same token, most people
buy a cup of coffee without thinking about it. Most people buy an
extra magazine or a video without thinking about it. . . . If you take
the accumulated decisions people make lightly and in one of those
occasions say, I am going to put money away for retirement, you'd
see people start out with more. . . . I think financial education, finan-
cial literacy is about understanding that some people buying a
home might not be a good idea.”*? This is all sound advice from the
treasury secretary, but the entire black community could abstain
from lattes indefinitely and yet the wealth gap would persist. In reality,
blacks save an average of 11 percent of their annual income while
whites save only 10 percent.** The idea of blacks spending frivolously
while whites save their pennies is a meaningless, damaging, and
sadly persistent stereotype.

While government officials urge blacks to save, government poli-
cies are perpetuating the wealth gap. The American tax code distrib-
utes wealth toward homeowners because the most significant tax
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deductions for the middle class are related to mortgage interest de-
ductions. These tax benefits cost the government over $130 billion
ayear, and their benefits flow to the wealthiest 20 percent of Ameri-
cans. This redistribution of wealth operates as a significant disad-
vantage to blacks, who have much lower rates of homeownership
than whites. Over 70 percent of white families but only 40 percent of
blacks own homes, according to the 2016 census.** Meanwhile, wel-
fare, affordable housing subsidies, and other first-time homeowner
initiatives have been gradually cut over the last decades.®

Even though segregation remains a primary driver of racial
inequality, virtually no one is fighting it. Blacks are still the most
segregated group in the country, and the poorest neighborhoods
in America are still usually the blackest. Yet after George Romney’s
Open Communities program failed, there has not been a single fed-
eral effort to integrate America. Walter Mondale, who helped pass
the Fair Housing Act in 1968, lamented the total lack of progress on
integration in a 2015 interview, calling the failure to integrate “one
of the great moral failings of our country.”*” A disheartening result
of housing segregation is the erosion of the Brown vs. Board of Edu-
cation mandate.*® The majority of American children today attend
de facto segregated schools that have resegregated with the passage
of time and the absence of court mandates.*® Even the black middle
class lives in neighborhoods that are more disadvantaged than
the white middle class. For example, black families earning $75,000
a year typically live in poorer neighborhoods than white Ameri-
cans earning $40,000.5° As Ta-Nahisi Coates has explained, “As a rule,
poor black people do not work their way out of the ghetto—and those
who do often face the horror of watching their children and grand-
children tumble back.”®!

There was reason to hope that the Obama administration would
enforce the Fair Housing Act more effectively. Obama selected af-
fordable housing advocate Shaun Donovan as HUD secretary and
civil rights advocate John Trasvifia as head of the fair housing office
within HUD. For the first time since the 1960s, racial segregation was
being discussed by a federal policymaker. In several speeches, Don-
ovan gave a forceful rationale for government action to fight segrega-
tion, explaining, “Far more often than not, segregation, isolation and
poverty don’t occur in spite of government. They happen because of
government—by government dollars and government decisions
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made with government authority.” Under Obama, HUD began by
unearthing substantial noncompliance with the agency’s own rules,
a finding substantiated by the Government Accountability Office a
year later. In fact, it became clear that HUD officials were not even
trained to ensure compliance with fair housing requirements. A
senior HUD official explained, “There’s a car here and nobody
knows how to drive it.”>?2 The Obama administration, like those
before it, chose to focus on litigating housing discrimination.

President Trump has expressed hostility to HUD’s mission, and
as a real estate mogul, he was sued by the Justice Department for
discriminating against black tenants in his apartment buildings.>3
Trump appointed neurosurgeon Ben Carson as HUD secretary, the
first African American to hold the position. Dr. Carson, who once re-
marked that “poverty is really more of a choice than anything else,”
has opposed all government measures to oppose segregation, calling
them “social engineering” and akin to communism.>* The modern
Republican Party opposes the very mission of HUD and the FHA
mandate, and has pursued dismantling it. In 2012 integrationist cru-
sader George Romney’s son, Mitt, told a group in Florida that he
would consider closing HUD permanently. “I'm going to take a lot
of departments in Washington, and agencies, and combine them,”
he said. “Things like Housing and Urban Development, which my
dad was head of, that might not be around later.”®

Segregation is the reason the financial sting of the economic
downturn most acutely affected blacks. Some called the catastrophic
effect on black wealth “the largest drain of wealth” ever to befall
the black community.%® Former Congressman Brad Miller called the
crisis and the resulting loss of wealth “an extinction event” for the
black community.>” More than 240,000 black families lost their
homes. By 2009, 35 percent of black families had zero or negative
wealth.%® According to Eddie Glaude Jr., “by every relevant statistical
measure (employment, wages, wealth, etc.) black America has ex-
perienced and is experiencing a depression. This is more like the
symptoms of a national congenital disease than the flu.”% It was sub-
prime mortgage lending that swallowed much of this black wealth.

Even as blacks and other minorities were the hardest hit victims
of the crisis, they were also blamed by some conservative hardliners
for causing it. When the Financial Crisis Inquiry Commission re-
leased its definitive report, it determined that the crisis was caused
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essentially by banks taking too much risk in the pursuit of profit.
Commission member Peter Wallison, a senior fellow at the conser-
vative think tank the American Enterprise Institute, dissented from
the group and blamed the financial crisis on government policies
like the CRA that promoted lending to minorities.®° The claim was
that the CRA forced banks to lend to minority communities. The
theory has since been parroted by politicians, pundits, and aca-
demics.5! Republican congressmen blamed the CRA, stating that
“for years Congress has been pushing banks to make risky subprime
loans. . . . Congress passed laws that said we're going to fine you
and were going to file lawsuits against you lenders if you don’t
make risky loans.”®? Two of President Trump’s economic advisers ex-
plained that the housing crisis was actually caused by the CRA and
Bill Clinton, who pushed banks to lend unjustifiably into “credit-
deprived areas.”® A Fox News commentators remarked, “Look . . .
you go all the way back to the Community Reinvestment Act, under
Jimmy Carter, expanded under Bill and Hillary Clinton—they put the
guns to the banks’ heads, and said, ‘You have got to do these sub-
prime loans.” . . . That’s what caused this mess.”%*

Blaming the CRA became code for lending to minorities, and many
directed their moral outrage at the “reckless” subprime borrowers.
Rick Santelli’s infamous rant on the Chicago trading floor that sup-
posedly started the Tea Party movement was a diatribe against the
injustice of hardworking Americans who had to pay for irrespon-
sible debtors who greedily bought homes they could not afford.
Santelli shouted, “How many of you people want to pay for your
neighbor’s mortgage that has an extra bathroom and can’t pay
their bills?” and denounced those being foreclosed on as “losers.”
The resentment, bearing more than a hint of racial animosity, res-
onated with many. Research showed that the Tea Party movement
itself, ostensibly about government overreach, was directly corre-
lated with a racist backlash.® This is consistent with Goldwater’s
and Nixon’s message associating government largesse with free-
loading blacks.

The theory that the CRA or government mortgage policy in any
way led to the financial crisis has been debunked by scholars as well
as influential policymakers including the Federal Reserve chair and
the treasury secretary.5® Every serious analysis has concluded that
the CRA did not cause the rise in subprime lending. How could it?



The Color of Money Matters 257

The act was passed in 1977, and subprime lending started heating
up more than twenty years later. The majority of the crisis-causing
subprime loans were not made by lenders with any CRA obligations—
only 6 percent of subprime loans were even CRA loans.%” Those who
blame Fannie and Freddie also miss the mark, as most subprime loans
were not standard GSE loans, and the timing of lowered underwriting
standards did not match the heating up of the subprime market.®
Yet pundits and politicians continue to blame the financial crisis
on the one law that was aimed at increasing minority lending. It is
likely that at least some part of the public still believes blacks and
other minorities are undeserving of government benefits and that
they take more than their share. Like President Reagan’s “welfare
queen” story, this narrative paints low-income subprime borrowers
as exploiters of taxpayer money and government largesse.® It is a
convenient fiction that protects banks from appropriate regulation
and ignores a history of injustice.

Those who construct a story in which banks grudgingly give out
loans in order to appease their powerful and high-minded regula-
tors, or to ward off robust coalitions of inner-city poor activists,
which is exactly the narrative many have espoused, do not under-
stand the banking industry.”® The banks wanted subprime loans
because they were making unprecedented profits. Subprime lenders
popped up in ghettos not because the government or community
activists wanted them, but because that was where they could con-
vince more people to take out subprime loans. In fact, many ac-
tivist and consumer groups were trying to fight these subprime
lenders.”

Subprime mortgage lending took over the market not because
borrower demand increased, but because banker and investor de-
mand did. It is a simple story of profits. Wall Street banks had previ-
ously stayed away from this market because there was no profit in
it, but they became hungry for subprime loans once they became
profitable. The story of the MBS and the transformation of the mort-
gage market has already been discussed in Chapter 7, but in the
years preceding the crisis, the subprime market began overheating
due to increased demand for investments by what economists have
labeled a “savings glut.” Foreign investors flooded U.S. markets with
money. This oversupply of cheap cash lowered U.S. treasury note
yields, and so the money flowed into the next safest investment—
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asset-backed securities, or home mortgages. The financial sector
met the demand by selling, bundling, insuring, and creating new
“structured products,” and then originating more mortgage loans.
This demand created the subprime mortgage market—a new supply
ofloans that produced even higher yields for investors. The crisis was
not created by poor minorities demanding housing loans, but by
Wall Street demanding more loans and then lobbying for govern-
ment policies that lowered underwriting standards.”?

A small army of mortgage brokers went looking for new bor-
rowers, knowing that as soon as they could get the papers drawn
up, a Wall Street bank would buy the loan. These neighborhoods
were open for the attack. Most ghetto residents had “thin file” credit
scores, meaning they had very little meaningful credit history. They
were risky borrowers because of their marginal economic standing,
but they were a source of untapped profits in the house of cards
being created by debt. For example, JPMorgan Chase marketed its
“no doc” and “liar loans” (where the lender did not verify any of the
information provided on the application), claiming to investors,
“It’s like money falling from the sky!””* The money was actually falling
from the subprime borrowers.

So profitable was the subprime market in the years preceding the
crisis that banks chose not to give prime loans (those insured by the
GSEs) and focused instead on subprime loans. The Wall Street
Journal reported that more than 50 percent of borrowers who
were sold subprime loans could have qualified for prime loans. At
the peak of the subprime market in 2006, 61 percent of borrowers
were steered toward subprime, which meant that “a significant
number of borrowers with top-notch credit signed up for expen-
sive subprime loans.””* Mortgage brokers made more money for
convincing—duping—borrowers into taking out costlier subprime
loans than the prime loans that they were eligible for and could
more easily afford. The higher the interest paid by borrowers, the
bigger the bonus received by the mortgage broker.”

And predictably, blacks were much more likely to be sold sub-
prime loans. As economist Vivian Henderson argued decades ago,
“racism put blacks in their economic place, but changes in the
modern economy make the place in which they find themselves
more and more precarious.”’® It was revealed after the crisis that
banks were specifically targeting black borrowers for their worst loan
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products even when they qualified for prime loans.”” The Center for
Responsible Lending found that black borrowers were 150 percent
more likely to get high-cost loans.” Data collected under the Home
Mortgage Disclosure Act confirmed that blacks were being targeted
for subprime loans even when they would have qualified for prime
loans.”™ Mortgage originators like Countrywide opened branches in
inner cities to peddle as many subprime loans as possible. Most of
the areas that were targeted for subprime lending were formerly red-
lined districts—Chicago’s black belt, for example, was the area with
the most subprime loans between 2004 and 2006.8° Subprime was
just the new face of predatory lending, with some lenders even tar-
geting elderly black homeowners to sell them sham reverse mort-
gages that resulted in their losing their homes.?! Deprivation again
led to exploitation.??

The Department of Justice sued Wells Fargo in 2010 for intention-
ally and systematically targeting minority borrowers and pushing
them toward subprime loans. The DOJ claimed that Wells Fargo and
Bank of America, two of the largest mortgage lenders, steered thou-
sands of minority borrowers into costlier subprime loans when
whites with a similar credit score were given prime loans.® The DOJ
unearthed signs of explicit discrimination at Wells Fargo, with loan
officers referring to black borrowers as “mud people” and to sub-
prime loans as “ghetto loans.”# “We just went right after them,” Beth
Jacobson, a former Wells Fargo loan officer, told the Times. “Wells
Fargo mortgage had an emerging-markets unit that specifically tar-
geted black churches because it figured church leaders had a lot of
influence and could convince congregants to take out subprime
loans.”3 Wells Fargo settled the case and avoided trial. Bank of Amer-
ica also settled their discrimination lawsuit, in which the DO]J
accused its mortgage issuer, Countrywide, of racial discrimination in
lending.%¢

This market was not created by poor minority borrowers, but
those at the bottom are often the most likely to be exploited by new
credit innovations. Just as exploitative credit arrangements like
sharecropping were created because of demand from the worldwide
cotton market, subprime lending was connected to a worldwide de-
mand for mortgage loans. Global capital markets found yield in the
cotton produced by sharecroppers and in the interest paid by sub-
prime borrowers. That the black community was exploited in both
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situations speaks to their lack of wealth, political power, and their
exclusion from the main channels of economic power. During Re-
construction, black borrowers had no other option for credit, so they
entered sharecropping arrangements. A similar situation played out
with contract selling when blacks were redlined out of the govern-
ment loan market. Once again, during the subprime era, the market
demanded more loans, and the black population was the most vul-
nerable population of borrowers—having had limited access to
credit for generations. Without malice, capital looking for yield can
lead to exploitation if there are structural inequalities. Capitalism it-
self cannot overcome those inequalities because capital only seeks
to accumulate unto itself. Without structural changes, the urban
ghetto would never be a lure for wealth-building capital, only a
magnet for exploitation.

There are two banking systems in America. One is the regulated
and heavily subsidized mainstream banking industry; the other is
the unregulated, costly, and often predatory fringe industry. The
black community has historically been under the latter system,
having been left out of the former. This has come at great expense
to that community. Richard Thaler and Cass Sunstein found that
blacks pay on average of $425 more for loans than white customers.?”
Most black neighborhoods are “banking deserts,” neighborhoods
abandoned by mainstream banks.® The FDIC’s surveys on the “un-
banked and underbanked” reveal that 60 percent of blacks are either
unbanked or underbanked.® In striking contrast, only 3 percent of
whites do not have a bank account and 15 percent are underbanked.
Those without bank accounts pay up to 10 percent of their income,
or around $2,400 per year, just to use their money.® That is a
meaningful amount of money for low-income Americans, and it is
being sucked up by alternative financial services. This problem has
been exacerbated since the crisis of 2008, when 93 percent of all bank
closings occurred in low-income neighborhoods.?!

When banks leave a neighborhood, the sharks usually fill the void.
Banking deserts are left vulnerable to high-cost payday lenders, title
lenders, and other fringe banks.”? Once the subprime profits dried
up as a result of the crisis, banks began avoiding the ghetto again.
By 2016, an investigation of mortgage lending in St. Louis found that
banks made fewer loans to borrowers in black neighborhoods than
white ones. Mortgage applicants from minority zip codes were de-
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nied at significantly higher rates than applicants in white neighbor-
hoods.” Unsurprisingly, it appears that contract selling has actually
made a comeback in these areas abandoned by banks. This time, pri-
vate equity firms are leading the charge.’ Buyers are given loans
that look like mortgages, but they are in fact more like rental agree-
ments, under which the borrower can be evicted because of a missed
payment. In one example, a private equity investor bought a fore-
closed home for $8,000 and sold it on contract for $36,000.%

In banking deserts, blacks rely disproportionately on payday
lenders—they are more than twice as likely as any other race to use
payday loans.% With such costly credit options, it is no wonder that
debt collectors extract as much as five times more judgments against
black neighborhoods than white ones. Two studies conducted be-
tween 2015 and 2016 revealed that blacks were much more likely to
be sued by debt collectors than any other racial group, even when
differences in income were accounted for. One in four black resi-
dents in the studied communities was being sued by a debt col-
lector. Most of these lawsuits were similar: large debt collectors
suing for small amounts.?” The study found that debt collectors were
not intentionally discriminating, but that “white consumers are, in
general, better able to resolve smaller debts.”® Indeed, the study
confirmed that black communities simply have less wealth than
white ones and therefore enjoy less of a buffer against hardship.%

Unsurprisingly, black college graduates owe an average of $53,000
more than their white counterparts in student debt. Blacks have to
borrow more for college and have to carry greater debt several years
after graduation—usually from two to three times the amount of
white graduates. Black students default on student debt at a rate five
times higher than white or Asian graduates and because student
loans cannot be discharged in bankruptcy, this debt is carried until
it is paid off.!0°

The racial wealth gap not only means that black families have
greater difficulty ascending the economic ladder; it also means that
itis much easier for these families to fall. Because wealth provides a
cushion against life’s hard edges, those without it are exposed to dev-
astating financial shocks like bankruptcy, eviction, and apparently
lots of lawsuits. These lawsuits further ratchet up the financial
pressure through wage garnishments, aggressive collection practices,
and criminal prosecutions. These actions create what one black
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resident in the study called a “web of indebtedness.”!! A wage gar-
nishment can feel like extortion, but increasingly, creditors are using
actual extortion. Often the original credit, such as a municipality,
sells its debts to an underworld of unregulated debt collectors who
threaten debtors with criminal prosecution in order to intimidate
them into paying their debts.1%? These threats are usually baseless
and illegal, but that does not stop these unscrupulous bounty hunters
from continually harassing debtors.

In 2015, a cell phone video showed a police officer shooting an
unarmed man, Walter Scott, who was running away from the officer.
The press coverage focused on the fact that the officer had allegedly
lied about the shooting and appeared on video to be planting a
weapon near Scott’s body. Less attention was paid to the reason Scott
was running away from the officer in the first place. It was revealed
that he was likely running because he had unpaid debt and may have
been worried about criminal retribution.!®® The wealth disparity
leads cryptically and tragically to many seemingly unrelated injus-
tices suffered by the black community.

The destructive economic and social forces created within the
boundaries of a racially segregated ghetto are interrelated. The ef-
fects of the most recent loss of black wealth were not just in lost
homes and bank accounts, but in the resulting loss of social and
community capital. From 2003 to 2013, Detroit closed 150 public
schools and Chicago closed fifty in 2013 alone, primarily in black
and brown neighborhoods. Black unemployment reached a twenty-
year high, and black and brown prisoners make up almost 60 percent
of the prison population.!® Many black communities are “opportu-
nity deserts,” lacking in paths toward upward mobility yet with an
overabundance of pitfalls that result in incarceration or worse. Lan-
guishing in what Chimamanda Ngozi Adichie has called “the op-
pressive lethargy of choicelessness,” many are born into and live
their whole lives with the certainty that they will not be able to es-
cape their circumstances. The National Urban League reported in
2015 that the state of black America was one of “crisis.” The report
followed up, in words reminiscent of the Kerner Commission, “Amer-
ica today is a tale of two nations.”10

The Obama administration did make inroads into poverty allevi-
ation; specifically, the Affordable Care Act was aimed at lowering
health-care costs, which are a major source of financial distress for
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the low income.!% President Obama, like his predecessors, did not
specifically target the racial wealth gap, nor did he advocate a race-
based economic agenda. The administration’s efforts were a contin-
uation of theories underlying black capitalism and the updated
community capitalism of the Clinton administration. In several
speeches, Obama heralded the importance of small businesses and
minority businesses, including renewing Minority Business Enter-
prise Week and praising the importance of minority businesses in
several small forums.!?” On the campaign trail, he had promised “to
help bring businesses back to our inner-cities.” He envisioned cre-
ating institutions akin to the World Bank to “spur economic devel-
opment.” He lamented that “less than one percent of the $250 billion
in venture capital that’s invested each year goes to minority busi-
nesses that are trying to breathe life into our cities. This has to
change.” He promised that he would make sure every community
had “financial institutions that can help get them started” on the
road to building wealth.!%8

These promises were not pursued, either because of the game-
changing financial crisis, the antagonistic legislative environment, or
perhaps due to the president’s lack of conviction on black capitalism.
When Obama was asked in 2012 to respond to criticism that his ad-
ministration had not done enough to support black business—the
premise being that helping black business was akin to addressing
black poverty—he responded, “I'm not the president of black Amer-
ica. I'm the president of the United States of America.”!® The Treasury
did announce in 2015 that it would name its newly created wing
after the Freedmen'’s Bank. This would be the first time, of course, that
the Treasury would actually be linked to the bank. (The last time,
the link was purely speculative and the depositors paid the price.)
The Treasury also decided to put Harriet Tubman on the $20 bill.

Banking agencies are still carrying out their FIRREA legislative
mandate to support minority banks. The Minority Bank Deposit Pro-
gram (MBDP) is still ongoing, which means that federal agencies
and federal grant recipients are encouraged to deposit funds into
banks owned or controlled by women or minorities.!!° Typical de-
posit funds are agency deposits of public money, cash advances to
federal contractors and grantees, Postal Service funds, and other
moneys held by the agencies.!!! The FDIC also runs its own minority
bank deposit program, called the Minority Depository Institution
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Program (MDIP).!'2 The MBDA, the successor to the OMBE, is still
active and advertises on its website that it is “the only federal agency
created specifically to foster the establishment and growth of
minority-owned business in America.” Its most advertised feature is
a website for minority entrepreneurs called the “Minority Business
Internet Portal,” which is described as “an e-commerce solution de-
signed for the MBE [Minority Business Enterprise] community.”!!?

In 2007, the House Committee on Financial Services held a
hearing to assess whether regulatory agencies were meeting the
FIRREA mandate of “preserving and expanding minority banks.”
Black bank representatives and top agency officials testified about
the state of minority banks, with a focus on black-owned banks. The
hearing was accompanied by an expansive GAO report. The FDIC
testified that it was offering “technical assistance” and “training and
educational programs” to minority banks.!* As for the charge to pre-
serve and promote minority banks, the agency explained that it did
not have a process in place to do this, but made decisions on a case-
by-case basis. The Office of the Comptroller explained that it had
held conferences, offered technical assistance, and then after peri-
odic bank examinations, the examiners contacted minority institu-
tions to “make sure that the institution understands any issues or
concerns that we have highlighted in the report. And we can help
them.”!!® The Office of Thrift Supervision (OTS) explained that its
program consisted of technical assistance and education.

Education, guidance, training, and counseling—that was the
theme of the support being given to black banks. Apparently, it was
not just minority subprime borrowers who needed “education,” but
also minority banks. The regulators have essentially been playing the
role of high school guidance counselor—available for advice or tech-
nical assistance with the occasional workshops for good measure.
With Section 308’s vague requirements and no clear mandates from
either the president or Congress, what else were they supposed to
do but offer regulatory hand-holding?

Unsurprisingly, the minority banks were not relying on their reg-
ulators for help. The GAO reported that only 30 percent of minority
banks had used the technical assistance offered by regulators.!!®
Moreover, no agency had ever assessed whether its “assistance” was
actually helping these banks. The GAO revealed that the agencies
had “not undertaken the more difficult and time-consuming, but
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ultimately much more important, task of truly understanding the
unique challenges these institutions face” or of trying to tailor their
“regulations, supervision and examinations” to help black banks to
“survive and prosper.”!!” Less than one-third thought the regulators
were doing a “very good” or “good” job.!!® Robert Cooper, repre-
senting the National Bankers Association, the main trade group for
black-owned banks, put it bluntly. “To be honest,” said Cooper, “we
have not seen much benefit from FIRREA Section 308.” Regulators
had not applied “any different rules or approaches to minority in-
stitutions than majority institutions.” Regulators were doing the bare
minimum required by law, which amounted to “technical assistance,”
and had “steadfastly refused” to make use of their available power
to benefit minority banks.!'® The regulatory support was a facade, but
then again, so was the premise underlying the entire framework.

Even before the financial crisis virtually wiped out the industry,
several government studies showed that black banks were lagging
significantly behind their peers in profitability. According to Stan-
dard & Poor’s data, the average median return on equity in 2016
was 8.04 percent for the banking industry as a whole. For black-
owned banks, the median was just 1.19 percent.!? The reasons
black banks remained unprofitable had not changed after almost a
century of operation. Cooper told Congress that the biggest strug-
gles black banks faced were (1) the economically depressed commu-
nities they operated in, (2) their need to keep high reserves for
losses, (3) higher general expenses than other banks, and (4) higher
transaction costs because they dealt with a higher proportion of
retail customers on a face-to-face basis.!?! Black banks were still
hamstrung by their reliance on small, high-activity deposits, and
they made fewer and smaller loans than white banks, which re-
duced their profitability. They had lower non-interest-based
income—19.5 percent compared to 42.7 percent for nonminority
banks—because they sold fewer fee-based products to their less
wealthy customers.!'??2 The CEO of Liberty Bank, one of the largest
and most successful black-owned banks, described his bank’s
struggle: “my expenses are twice as much because I have to do more
counseling to my borrower. I may have to have guard service because
I am in a high crime area. My deposits are much smaller.”!?3

While regulators were offering education and training programs
to help black banks, it was clear that the black banks knew exactly
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what their problems were, and it was not a lack of technical knowl-
edge. However, just as it is unfair to place the burden of the black
wealth gap on black banks, it is unfair to blame bank regulators for
not helping enough. The regulators’ sole focus is to manage bank
risks; they do not have the tools, mandate, or even the education to
understand and fix the unique bind in which black banks find
themselves.

Perhaps recognizing this limitation, black bank advocates did not
ask for more help from regulators during the congressional hearing.
What they wanted was meaningful regulatory and legislative action.
Specifically, NBA President Cooper asked that banking regulators
consider how their broad policies might affect minority banks, and
consider changing them so as not to unduly burden the banks. For
example, recent regulatory changes had added another obstacle for
black banks in raising capital. Most banks in need of capital can issue
“common stock,” but minority banks cannot sell shares in their
banks in this way because it threatens their minority status. In order
to maintain minority ownership, they issue preferred stock. How-
ever, banking capital rules, specifically the Basel I guidelines put
into effect in 2004, discounted preferred stock and favored common
stock, which gave black banks a weaker capital profile than majority
banks.!?t

Kim Saunders, president of Mechanics and Farmers, explained
that black banks are “at a significant disadvantage regardless of our
stature of profitability in our abilities to raise capital.”!?> Saunders
proposed that the existing CDFI fund, which offered tax breaks to
banks in underserved communities, reserve some of those benefits
for minority banks. According to Representative Maxine Waters, out
of $16 billion in tax credits available through the New Markets Tax
Credit program, only one black bank had received a grant.!?6 Instead,
large banks such as Capital One, Wachovia, Bank of America, and
others had received tax credits for development projects in the inner
city. According to Saunders, mainstream banks had recently and
“suddenly found those unserved or underserved markets to be a
worthwhile place for a bank branch,” but according to Saunders, they
were not there for the benefit of the community.!?” Black bankers
had always seen their mission as being larger than profitability.

If the economic milieu in which black banks found themselves
had not changed significantly in the preceding century, neither had
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their noneconomic appeal. NBA President Robert Cooper explained
that “these institutions aren’t just providers of financial products
and services. They truly are beacons of hope for the community.”!2
Maxine Waters admitted during the 2007 congressional hearings that
she had investments in several of the black banks being discussed.
In the black community, according to Waters, “the test of your com-
mitment to economic expansion and development and support for
business is whether or not you put your money where your mouth
is . .. you will find that most black professionals belong to, partici-
pate with, their minority banks in their community. It is expected of
us. We should do it. And it is a true test of our commitment.”*?

Before the legislators could resolve any of the issues presented at
the hearing, the 2008 financial crisis rocked the country, especially
the established banking regulatory framework. Congress responded
with the 2010 Dodd-Frank Act. Dodd-Frank did contain specific pro-
visions dealing with minority banks, but they were far from robust.
The act ignored most of the recommendations that came up during
the hearings. The only change to the regulatory framework consisted
of Section 367(4) (A) of the act, which amended FIRREA Section 308
to apply to all the banking agencies instead of just the OTS and the
FDIC, which was due in part to the act’s termination of the OTS al-
together.!3° Section 342 of Dodd-Frank also required each banking
agency to establish an Office of Minority and Women Inclusion
(OMWI), which is required to increase the diversity of agency staff
and to offer assistance to minority- and women-controlled banks.
Now all the agencies offer technical assistance, but still no tax
breaks, no help with capital, and no structural reforms.

Yet regulators continue to celebrate black banks relying on myths
that bear little resemblance to actual history. Comptroller of the Cur-
rency Tim Curry said at the National Bankers Association meeting
in 2013, “As in the early years after the Civil War, when the Freedmen’s
Bank provided a secure place for savings and a source of credit to
encourage economic growth, minority institutions today can be a
catalyst to ensure the vitality of low-income communities.”!3! In fact,
the Freedmen’s Bank was not a secure place for savings and it
provided no credit. Likewise, minority institutions have been un-
able to “catalyze vitality.”

The black banking industry has ebbed and flowed since the 1860s,
with several peaks in the 1920s, 1960s, and 1980s that correlated with
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peaks in the economy, racial unrest, and sometimes increased seg-
regation. By 2016 the industry was in a decade-long decline. Me-
chanics and Farmers of Durham, North Carolina, announced in
June 2015 that it was “revamping its business model” to become a
community bank and not a black-owned bank. The bank changed
its name to M&EFE and CEO James Sills explained that the bank will
be trying to “reach new customers, to attract younger customers, and
diversify [their] customer base.”!3? This is a historic shift for the
largest, oldest, and strongest of the black-owned banks, one of a
handful that have withstood the Depression and every other reces-
sion since 1907. In the last decade, the black-owned banking in-
dustry has shrunk by more than half, from fifty-one banks in 2000
to twenty today.'*® The struggles of the largest black-owned banks
reveal some of the ongoing tensions in this sector.

The poster child of community capitalism, ShoreBank, failed in
2010. The bank’s failure was not due to anything remarkable or
unusual—the bank failed because inner-city Chicago was financially
devastated after the 2008 financial crisis. The bank had not made
subprime loans, but it was still affected by the widespread fallout.!3*
Some criticized the bank’s overzealousness and wondered whether
the bank failed because it was “too much into the social welfare
thing.”!35 Although the failure was unremarkable, what happened
afterward was.

ShoreBank’s application for $70 million in TARP bailout funds cre-
ated a media firestorm and a rage disproportionate not only to the
funds requested, but completely disconnected from the scale of the
total bank bailout.'* The unprecedented scrutiny and attention over
ShoreBank’s failure matched the hubbub over its founding—the
press couldn’t resist reporting on the demise of Clinton and Obama’s
favorite bank and calling out “political favoritism.” Representative
Judy Biggert (R-IL) demanded information from the White House,
suggesting that “the government was rescuing a politically connected
bank while letting hundreds of others fail.”!3” President Obama had
no connection to the bank except that they were both in Chicago at
the same time. Even though the president played no role in allo-
cating TARP funds, conservative conspiracy theories abounded
about special treatment.'®® Glenn Beck used his famous chalkboard
to weave a ludicrous conspiracy theory that connected ShoreBank



The Color of Money Matters 269

to all of his favorite enemies, including President Obama, ACORN,
Bill Ayers, and Hillary Clinton.!3*

The bank did not receive a bailout and failed, causing losses to
inner-city Chicago residents and bank investors. After the failure, the
bank’s assets were taken over by Urban Partnership Bank, which was
a consortium of top Wall Street banks and investors, including
Goldman Sachs, American Express, Citigroup, Bank of America,
JPMorgan Chase, GE Capital, Morgan Stanley, and Wells Fargo.'*° All
of these politically connected banks had received not millions, but
billions in TARP bailout funds. The bank is now a certified CDFI, and
all of the investor banks receive CRA credit for their investment.!*!

Harlem’s bank also failed, but with a slightly different result. After
its main competitor, Freedom National Bank, failed in 1990, Carver
remained as the only black-owned bank in New York and one of the
largest in the country.!*? As is often the case, Harlem was hit espe-
cially hard during the financial crisis, and Carver suffered more than
$60 million in loan losses. The bank held very few subprime loans
(only 2 percent of its portfolio), but the domino effect of the finan-
cial crisis could not be avoided.!*® For a bank that had seen only $20
million in total earnings since it went public in 1994, the loss was
substantial.'** On the brink of collapse, the bank had to turn to the
behemoths downtown for salvation. Carver received help from Trea-
sury and a $55 million cash injection from a consortium of Wall
Street banks, including Goldman Sachs, Morgan Stanley, Prudential
Financial, and Citigroup. After the bailout, the U.S Treasury owned
25 percent of the bank, with the Wall Street consortium controlling
another 73 percent.'*® Thus, the original shareholders were left with
just 2 percent of the shares of their bank. The purchase helped
Goldman secure an “outstanding” CRA rating after its purchase.46

The purchase saved the bank but wiped out its shareholders,
many of whom were Harlem residents and longtime investors in the
community institution. The bank is now listed as black-controlled
instead of black-owned.'*” The country’s largest black-owned bank
had ceased to be owned by blacks, but is owned by the same few
banks that own virtually every other bank in the country. In an-
nouncing the deal to shareholders, Carver CEO Deborah Wright
announced, “I understand the optics, but there was no alternative.
The amount of capital we needed wasn’t available locally.”18
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The “optics” are indeed bad, especially when one considers what
happened when Citigroup and Goldman Sachs, key actors respon-
sible for the financial crisis, were exposed to severe losses during the
2008 financial crisis: the government bailout restored 100 percent of
their shareholder value. Their shareholders lost nothing. The same
Wall Street banks that were enriched by pushing black families into
subprime loans now owned one of the few remaining black banks
that were working to serve rather than exploit the community.
And the reason they now owned the bank was that they survived the
crisis they helped create through a taxpayer bailout, while Carver
did not. Goldman was saved because it was deemed too big (in
reality, too important) to fail. Carver was not.

The transformation of Carver from a struggling black bank to a
Wall Street—-owned bank mirrors exactly the transformation of the
neighborhood it serves. Indeed, Harlem is experiencing something
of areal estate renaissance, which looks more like a transformation.
Instead of a smattering of small-scale businesses, Harlem now has
large retail outlets, hotels, and businesses that have followed the
wave of more prosperous residents. Many black residents are being
priced out of Harlem as Manhattan’s booming population begins to
overflow uptown. Carver is also being priced out of the new Harlem.
When the largest new residential property, a twenty-eight-story con-
dominium, was built in Harlem, large banks downtown did all the
financing. Carver sat out the monumental transformation of Harlem
because it did not have enough capital to participate.

The bank’s current management remains committed to helping
the black community with their distinctive business needs. In 2015,
Carver’s CEO Michael Pugh, a Detroit native who worked as a bank
teller in college and became a Capital One executive, outlined a plan
for meeting Harlem’s small business needs. Pugh proposed offering
the community loans of $10,000 or less, which most banks consider
too small to be worthwhile. Pugh explains, “If a person who'’s running
a kiosk on 125th Street came looking for a loan, another bank might
offer him a credit card—or nothing. We're going to provide some-
thing better.” The bank is starting to turn a profit, but has a very
small margin.!*9 Carver is being told to carry on with a commitment
to the community. In a recent meeting at Carver’s headquarters, the
head of the U.S. Small Business Administration, Maria Contreras-
Sweet, praised the bank for its history of creating opportunities for
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the community. “We need more like you,” she told the Carver man-
agement. “Thank you for being here. I know it hasn’t been easy.”
Pugh responded, “No argument there.”!5°

Another pillar of the black banking industry, OneUnited, has faced
struggles of its own. OneUnited Bank is the new name for Unity
bank, which formed in Boston in 1968 as the “bank with a purpose;”
the purpose being to demonstrate “constructive black power.” The
bank has since grown into a nationwide operation and defines its
mission today as helping the black community by focusing on
“financial literacy” as well as “originating and purchasing mort-
gage loans—with a focus on urban and low-to-moderate income
communities.”!5!

The bank was on the brink of failure during the financial crisis
when it was revived by bailout funds. The bank received $12 million
out of the $700 billion TARP bailout as a result of a specificaddendum
sponsored by Barney Frank and Maxine Waters in December 2008.1%2
The special provision was necessary because TARP bailout funds
were reserved for healthy banks, and OneUnited would not have
qualified. The bailout sparked outrage in the press, with the Wash-
ington Post calling it “special treatment” of a bank that was too weak
to deserve a bailout. Waters was charged with ethics violations for
her intervention—charges that have since been dropped.!> The de-
nunciations in some quarters were much more vitriolic for this $12
million bailout than they had been for the billions of bailout dollars
that had been directed at Wall Street, demonstrating yet again the
aversion to government funds being directed toward the black com-
munity. The National Review called Maxine Waters a corrupt “swamp
queen,” a “corporate-welfare fixer,” and proclaimed that “Mad
Maxine Waters’s cronyism of color can’t be whitewashed.”1%

The bailout also became a point of controversy within the black
community, though through a different lens. OneUnited was caught
in one of the oldest struggles facing black banks—the tension be-
tween their mission and their bottom line. The clash occurred pub-
licly when St. Charles Street AME Church, a two-hundred-year-old
church and Boston’s most prominent black institution, defaulted on
aloan.!®® The AME Church was founded in 1818 and was a hub for
the early abolition movement, connected to leaders such as William
Lloyd Garrison, Frederick Douglass, and Sojourner Truth. It had been
a haven on the “freedom trail” and a leading voice against the 1850
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Fugitive Slave Act. OneUnited had been the church’s primary lender,
and in 2006 it made a $3.6 million construction loan to the church
to build the Roxbury Renaissance Center. The church fell on hard
times during the financial crisis, and by 2012 it began to miss loan
payments. The loan was backed by the church building, and
OneUnited decided to foreclose on the property. The result was
akin to an ugly public divorce—a heated and highly publicized clash
between two of the pillars of the community. The auction was sched-
uled to occur on the steps of the church, a move the church’s pastor,
Rev. Gregory G. Groove, said was “as mean-spirited and as godless
as you can get.”!%6

Predictably, in the post-crisis environment, the bank lost the PR
battle. Cheryl J. Sanders, professor of Christian ethics at the Howard
University School of Divinity, called the foreclosure a “callous disre-
gard for people’s lives and livelihood.” She urged the bank to have
“compassion” and to “give people a break.”!>” The press, public, and
community leaders joined forces to decry the bank and to persuade
it not to foreclose. Hundreds organized in rallies against the bank
and urged a national boycott. “We are calling on all black people to
withdraw every dime they have in OneUnited if they don't resolve
this issue,” said one minister. Mayor Thomas M. Menino said during
a protest, “You've shown the whole country we're not going to stand
for this corporate, greedy individual to take away one of the bedrocks
of the city of Boston.”158

In an interview with the Washington Post, another pastor analo-
gized the predicament to the biblical parable of the ungrateful ser-
vant. The story concerns a servant whose debt is mercifully forgiven
by his creditor, a powerful king. This servant, having just been for-
given, turns around and sends his own debtor to prison for not
paying him. The king then severely punishes the servant for his in-
gratitude. In the analogy, OneUnited was the ungrateful servant who,
having received bailout funds from the king (or here the more
powerful Treasury Department), had turned around to cruelly fore-
close on the nation’s oldest black church. “We forgave the banks
and bailed them out, and now they’re coming after the little bor-
rower,” said Pastor Ryan Bell.!>® But the bailout was not quite a
biblical wiping out of debt. The bank still had to pay back the federal
government, and it was struggling to do so while facing heat for
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having received possibly “unethical” and certainly unearned “spe-
cial treatment.” 16

The perception was that not only was the bank acting immorally,
but it was going against its own mission. Black City Councilor Ayanna
Pressley said in a statement, “I am shocked that OneUnited, which
claims to be fulfilling the civil rights dream by investing in urban
areas, would treat the foreclosure of one of Boston’s most historic
black churches as simply the cost of doing business.” She called the
bank’s apparent unwillingness to restructure the loan “sadly ironic.”
Pressley quipped, “Apparently, OneUnited’s commitment to urban
communities only lasted until their $12 million check from the fed-
eral government cleared.”'6!

What is sadly ironic is that the bank was being blamed for its very
commitment to the community. If the bank had not been committed
to “fulfilling the civil rights dream,” it would not have lent money to
the black church or drawn nearly as much criticism as it did when it
decided to foreclose on the loan. The black community expected its
black bank to save its black church. And because it couldn’t or
wouldn’t, the bank, like many black banks and businesses before
it, was seen as a traitor. Indeed, the Boston Globe asked pointedly,
“What purpose can a minority institution serve when its own com-
munity is turning against it?”162

In fact, one of the purposes of black banks is to lend to black
churches. Broadway Federal Bank, another of the pillars of the black
banking sector, explained in its 2011 public disclosures that “[o]rigi-
nating loans secured by church properties is a market niche in
which we have been active since our inception.” Like most black-
owned banks, roughly 25 percent of its loans went to black churches.
“We believe that the importance of church organizations in the
social and economic structure of the communities we serve makes
church lending an important aspect of our community orienta-
tion.”!63 Jim Willis of M&F explained that his bank had been lending
to black churches for over 150 years, and that in 2016 the bank had
over $175 million in church loans. In fact, 55 percent of all of the
bank’s loans were to black churches. But these loans present specific
problems for black bankers.!64

Broadway Federal suffered so much in losses on its church loans
that in 2011 federal regulators labeled the bank as “troubled” and
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barred it from issuing any more church loans. The bank admitted
that its loan losses “raise substantial doubt about the company’s
ability to continue as a going concern.” The bank had seven church
loans in default, but when it tried to foreclose on properties held as
collateral, they faced a protest by a coalition of black churches.!6°

The unrelenting financial depression that hit the black commu-
nity infected the churches too, linking the fates of the black church
and the black bank together, sometimes uncomfortably. Often a
preacher advises his parishioners to deposit funds at a black bank.
Martin Luther King did this. Black churches in turn borrow money
from black banks. These loans, which are meant to further the goals
of each institution and of the community, can nevertheless put the
bank and the church at cross purposes. The bank needs to foreclose
on aloan if it is to remain profitable, and the church usually asks for
mercy instead of the cold justice of debt collection that is one of the
bank’s core duties. Mercy can come in the form of a loan modifica-
tion, which can save a church from bankruptcy, but that comes at a
cost to the bank. The bank must sacrifice its own profits under a
modification. Black banks that are already operating with a sliver of
a profit margin may not be able to afford the mercy.'%6

In interviews, black bankers explained that they try to offer mod-
ifications to black churches whenever possible. Jim Sillis of M&F re-
counted that in 108 years of lending to black churches, the bank
had seen only two failures because the bank always tried to work
with the church first. Other mainstream banks are not so merciful.
Bankruptcy law expert Pamela Foohey’s research revealed that
black churches made up around 75 percent of bankrupt congre-
gations over the last decade. This number is astonishing because
black churches represent only 21 percent of churches nation-
wide.'5” Foohey uncovered a stunning case of discrimination by
creditors. Lenders not only charged black churches more for credit,
but disproportionately denied their loan modification requests,
pushing these churches toward bankruptcy. Foohey rejected other
possibilities that might account for the disparity, such as type of
denomination, location, financial resources, management struc-
ture, financial decisions, or views on bankruptcy. This finding cor-
roborates empirical research showing that black borrowers are also
steered toward more costly Chapter 13 bankruptcy than the more
borrower-friendly Chapter 7.168
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Indeed, the demise of black banks mirrors the fall of the other pil-
lars of the black community, including the black press, historically
black colleges and universities (HBCUs), and black churches. Five
HBCUs have closed over the past twenty years. In the 1970s, HBCUs
educated 75 to 85 percent of the black population; today only
9 percent of blacks attend them. Black newspapers have all but col-
lapsed, whereas they were once the “primary means of group expres-
sion,” and “the strongest, most influential institution among blacks
was its crusading press.”!%® On the one hand, this could be seen as a
sign of racial progress because blacks are being included in histori-
cally white spaces. Black institutions are no longer needed, like black
water fountains. On the other hand, the country remains racially
divided, especially with regard to subterranean economic forces.
While the black community is legally entitled to entry at any college,
bank, or neighborhood, these institutions remain practically out of
reach for many in the black community, who simply cannot afford
to pay the entry fee.

Moreover, unlike other black institutions, black banks have held
the additional promise of controlling and multiplying the black
dollar. Policymakers have built an entire framework to support black
banks based on this premise, and community groups continue to
advocate for the industry. Yet after hundreds of years of trying to en-
rich their customers, black banks are still serving customers with
low incomes and “very limited asset holdings,” according to a Boston
Federal Reserve study.'”® The areas served by black-owned banks still
suffer from “deep poverty,” meaning that the majority of residents
live below the poverty line. Black banks are actively engaged in
closing these gaps, or at least drawing attention to them. Black banks
were created to bridge the wealth gap, but they are dying before the
goal has been achieved, before the black community has gotten
safely to the other side.

The industry is still not strong enough to be a source of strength
for the community it serves. “They have survived everything, in-
cluding world wars and Jim Crow, but this has been one of the most
difficult periods of all,” said NBA President Michael Grant. However,
if the future is anything like the past, the black banking industry will
likely bounce back from this seemingly inevitable doom. The in-
dustry, like the community it serves, has rebounded many times
and continues to find hope against the odds. The NBA president



276 The Color of Money

remained resolute in 2016 despite widespread failure. “Doom and
gloom? No, and hell no,” he said. “It’s resolve, it’s ‘we are more de-
termined than ever to preserve these banks.’”!"! Black bankers and
advocates claim that black banks are needed now more than ever
because these are institutions of last resort.!”> Black banking advo-
cate Michael Cunningham explained why black banks have become
even more appealing after the financial crisis: “the conclusion I draw
is that you can't rely on the financial system itself to protect your in-
terests. Now that’s a lesson that everybody learned, but it’s espe-
cially relevant for African-Americans. Nobody’s going to protect you
but you. And that’s justification, rationalization enough for the cre-
ation, maintenance, expansion of black-owned banks.”!”® Black
banks still promise and offer refuge from exploitation.

An interesting turn of events occurred in 2016. Lack of trust in the
banking industry, coupled with an uptick in racial violence, led to a
revival of black banking, or #BankBlack, as an expression of protest.
Rapper Killer Mike was the most forthright advocate: “We don’t have
to burn our city down,” he said. “But what we can do is go to your
banks tomorrow. . . . And you can say ‘Until you as a corporation
start to speak on our behalf, I want all my money. And I'm taking all
my money to Citizen’s Trust.” . . . What we're gonna do is start to di-
vert money away from the system. . .. I ain’'t saying march, hold
hands, speech. ... I'm saying take your money out of this dog’s
hands. Out of their paws. Take your money. . . . Don't allow a dollar
of your money to leave your community again until these dogs that
ask for your vote, ask for your money, come begging for you to get
back into their economic system. Don’t you spend a dollar for a dog
who don'’t speak up for you.”17*

In February 2016, Killer Mike put his money in Citizens Trust Bank
in Atlanta. He was joined by Usher and Jermaine Dupri, and the well-
publicized event kicked off Black History Month and spurred a na-
tional movement. Other celebrities including Solange Knowles, Jesse
Williams, Alicia Keys, and Queen Latifa all endorsed the #BankBlack
movement.!”® The movement was dubbed Black Money Matters, in
sync with the national Black Lives Matter movement. As the Black
Lives Matter movement expanded beyond protests over police
shootings, the organization led a renewed focus on black businesses
with a newly formed coalition called Backing Black Business. Its
website urged the black community to support black business, in-
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voking the words of both Malcolm X and Martin Luther King.!"
American Banker reported that executives at the top black-owned
banks in the country all reported a huge surge in deposits. Thomas
McLaurin, chief operating officer of Industrial Bank, remarked, “I've
been in banking since 1989 and I've never experienced anything
like this.”7

These deposits have breathed life into a dying industry. OneUnited
had just announced plans to close two California branches when the
Black Money Matters drive brought in $3 million in deposits in 2016.
“We've seen a big influx of applications online, and the lines have
been out the door,” said the bank president Teri Williams. “We didn’t
see this coming.” Carver also attracted $2.4 million in deposits after
having reported a loss in 2015. A Carver representative explained,
“We attribute this growth to the deep relationships we have built
with our customers and community partners at a time when mes-
sages of social justice, community, and diversity have taken on
renewed importance.” This movement is in the spirit of Garvey,
Carter Woodson, Malcolm X, Dr. King, and others. In the face of dis-
crimination and powerlessness, these leaders, now joined by a new
movement, have urged their community toward protest through
control of their dollars. When the climate is hostile, what can a
community do but resort to self-help and protest? But can black
banks offer effective protest or self-help? If history is any guide, the
answer is, unfortunately, no. Or at least, not yet.!”®
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A history of racism institutionalized through slavery, sharecropping,
Jim Crow, white affirmative action, redlining, job discrimination,
and white flight created self-reinforcing cycles of segregation and
poverty. These institutions were often violent, extractive, and openly
condoned, but their lingering effects are quiet, subtle, and hard to
detect. They are no less destructive for that. But because they op-
erate under the surface and on complicated bank balance sheets,
they have been misunderstood, and this misunderstanding has
caused perverse social policies. Instead of recognizing that white-
run institutions have been complicit in and even benefited from
black America’s poverty, the state has repeatedly placed the burden
of closing the wealth gap on the black community itself.

Yet the history of black banking remains a story of struggle rather
than triumph. The dilemma these banks face in the twenty-first
century mirrors almost exactly what plagued them in the nineteenth
century. Black banks are hamstrung by small and volatile deposits.
Their loans are smaller and riskier than other banks’. Their assets are
pulled out of the community, either through overinvestment in gov-
ernment securities or through national pools of mortgages. The
magic of banking is that banks can create money by lending, but the
money multiplier is broken for black banks because they have tra-
ditionally operated in a segregated economy.

The clear message that emerges from the history of black banks
is that relying on these banks to do the work of achieving wealth
equality without changing the economic environment in which they
operate is unfair, cynical, and fruitless. Insofar as there is segrega-
tion and widespread poverty in the black community, banks that ex-
clusively serve this community cannot be successful. The black
community needs banks to grow and prosper, but the banks cannot
achieve that growth and prosperity alone. Self-help microfinance
cannot overcome macro inequality and systemic racism. Policy-
makers have been placing the weight and responsibility of centu-
ries of wealth inequality on these tiny economic engines, and the
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results have been failure and frustration. Banks reflect the eco-
nomic conditions of a community; they cannot change them. Yet
we continue to rely on black banks to control the black dollar, to
empower the community, to sow prosperity. This is a fundamental
misunderstanding of what banks do.

Although black banks are unable to fulfill the promise of pros-
perity in the climate of poverty and segregation, they are the only
institutions focused on the particular economic problems facing the
black community and so their preservation is essential. They know
what it takes to overcome financial obstacles, and they are the only
institutions focused solely on closing the wealth gap. They are a place
of refuge, banks of last resort, and institutions committed to the
community. Unlike the contract sellers, payday lenders, and sub-
prime mortgage brokers, they are not motivated purely by profits at
all costs. The fact that they often lend at a loss means that they are
lending to institutions and people who would otherwise not get
loans, including black churches and other pillars of the black com-
munity. The banks’ mixed mission of community-building and prof-
itable lending has occasionally led to combustible situations, as
demonstrated by the foreclosures on black church properties. Such
conflicts have historically attracted the scorn of black socialist
leaders who have derided black banks as exploiters of the black pop-
ulation. However, the dual mission of the black banks makes them
at least half concerned about the community and sets them apart
from the lenders whose sole mission has been profit-taking.

If policymakers are committed to closing the wealth gap, black
bankers must be seated at the head of the table. The point is that they
should not be the only ones in the room. Black bankers have a
firsthand understanding of the headwinds affecting black pros-
perity. While black banks cannot close the wealth gap alone, their
specialized focus and expertise must play a role in any plan to ad-
dress this problem. The fact that black banks have not yet met their
goal is not an indictment of them. Rather, it reflects an enduring
ecosystem of economic forces that perpetuate black poverty and
resist efforts to create black wealth.

A 2016 study glibly predicted that, based on the current racial
wealth gap, it would take 228 years for blacks to have as much wealth
as whites do today. The prediction is inaccurate on two dimensions.!
If nothing changes, no amount of time will close the wealth gap
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because of the self-perpetuating cycles of poverty and lack of wealth.
However, heretofore untried strategies might close the wealth gap
very quickly. In 1894, a London newspaper predicted that “in
50 years, every street in London will be buried under nine feet of ma-
nure.” This dire outcome did not consider that horses would not
be the primary mode of transportation in fifty years and that the
automobile, an invention that was right around the corner, would
transform life. Once people are motivated to deal with the wealth
gap, radical solutions may emerge. There is no reason to believe
that the future is just more horse manure.

There have been major political and social roadblocks to dealing
effectively with the wealth gap, and each of history’s potential
reformers has faced them. The biggest roadblock is inherent in
majoritarian democracy itself. If reform is seen as zero-sum, the in-
stitutional structure of American government resists any wealth
transfer viewed as a benefit to a minority of the population. How-
ever, there is a way to overcome the resistance by convincing the
majority that reforms aimed at a segment of the population will
benefit the entire population. For example, passage of civil rights
laws was made easier when policymakers became aware that
communists and other foreign enemies were exploiting Jim Crow
and using it in propaganda against the United States. When civil
rights came to be seen as a matter of critical foreign policy import, it
was actively pursued. To point this out is not to cast doubt on the
sincerity of the individuals or groups pursuing reforms or to throw
an overly cynical taint on monumental changes, but it is to ac-
knowledge the reality of human nature and democratic gover-
nance. Then, as now, the public must be convinced that their own
interests are aligned with the advancement of racial minorities or
that they will not suffer when others are promoted.

Indeed, greater wealth equality will benefit not just the poor, but
the entire society. Drastic inequality is a drag on economic growth
and has pernicious effects on society such as eroding trust, in-
creasing illness, and leading to excessive consumption.? Chicago
economist Richard McAdams found that “economic theory and em-
piricism suggests that material inequality increases crime, in-
creases corruption, and, at some levels, decreases growth.” Lifting
people out of poverty can have trickle-up economic effects and raise
all boats.* Research conducted by prominent economists, including
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Thomas Picketty, demonstrates that the postwar era may have been
aunique time in terms of economic growth and that the modern era
(post-1970s) is a period of stagnant economic growth and possibly
of decline. This stagnant economy is at least in part caused by acute
wealth inequality, which must be remedied in order to spur the
economy toward growth and increased production.’ In other words,
to make America great again we should look at the redistributive
government programs that made America great during the postwar
era and emulate them in a more inclusive way.®

Proposals to address the wealth gap directly by providing some
form of reparations will be met with powerful political resistance. A
2016 Marist / PBS poll found that 81 percent of white Americans op-
posed reparations (58 percent of blacks supported the idea).” Yet
economic equality must proceed down a path that acknowledges
past wrongs and provides compensatory damages.® An essential first
step in dealing with the wealth gap is to acknowledge that it was cre-
ated through racist public policy. Full justice demands a recogni-
tion of the historic breach of the social contract between America’s
constitutional democracy and black Americans. And contract breach
requires a remedy. Without that recognition, the Constitution itself
stands as a roadblock to redress because it demands that all individ-
uals be neither harmed nor benefited based on group characteris-
tics. But it is unfair to be held to a contract that has already been
violated. Blacks have been harmed in direct contradiction to the
Constitution’s promise of equal treatment, yet they have still have
to contend with its requirement for equal treatment in seeking a
remedy. It is indeed time for a new social contract with black Amer-
icans that deals honestly with the past breach.

We must confront history directly, to recognize the breach, and
provide compensation. There are a few examples of how such a reck-
oning might take place and what it could achieve. In 2016, George-
town University admitted that it had purchased 272 slaves in 1838
and promised to give each descendant of these slaves preferred
treatment in admissions.? The university is planning a “Mass Rec-
onciliation” where it will recognize and apologize for its history. Uni-
versity President John DeGioia explained, “We cannot do our best
work if we refuse to take ownership of such a critical part of our his-
tory.”!? Another example involves private companies that benefited
financially from the convict labor system. The spoils of the system
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have enriched some of the largest southern companies, including
the First Atlanta Bank, which held the fortune of one of the largest
convict-slave holders in the South, James English. After Wachovia
acquired First Atlanta, the bank decided to formally recognize its
ill-gotten gains. In 2005 Wachovia issued a formal apology to “all
Americans and especially to African Americans and people of Af-
rican descent” and established a scholarship for minorities. Ken
Thomas, former CEO and a white southerner, explained that he
was “overwhelmed by the emotional impact our apology had . . . for
African American employees.” After the apology and internal group
discussions with employees, “workers cried, held hands, embraced
one another regardless of company rank, and, in an unprecedented
way, began speaking to one another.”!' A formal apology and a
scholarship fund do not erase the injustice of the past, but at Wa-
chovia it represented tentative first steps to healing and harmony.

Beyond a formal apology, however, designing a compensation
program would present significant practical and legal hurdles. The
recently created myth of color-blindness is so doggedly defended by
the courts and the American public that it would prove difficult to
dismantle. Yet it is clearly worth the effort to try to untangle some of
these complexities. As Al Brophy explains in Reparations: Pro and
Con, “the cost of a meaningful program of reparations—and racial
justice—will be colossal, though so will the benefits.”!?

The point of this book has not been to propose a particular pro-
posal, but rather to demonstrate that past efforts of economic inclu-
sion have fallen short and that any plan to bridge the wealth gap
must include integration or a means to acquire capital. Based on
these findings, there are many policy designs worth considering. A
reparations program could take many forms from simple cash pay-
ments or baby bonds to more complex schemes such as subsidized
college tuition, basic income, housing vouchers, or subsidized mort-
gage credit. Evaluating each of these programs is outside the scope
of this book, but nonprofits, academics, and policymakers should
be encouraged to propose creative proposals that garner full and
meaningful financial inclusion that reverse the effects of historic
exclusions from wealth creation.

One possibility is to just follow the redlines and focus on home-
ownership. Most of the neighborhoods that were initially redlined
in 1934 have been perpetually denied credit and thus remain pockets
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of poverty. Racial ghettos, once created, have had remarkable staying
power. Across the country, these ghettos are still the areas where the
wealth and well-being gaps are most dramatically visible. These are
the districts where poverty is still concentrated, schools are segre-
gated, and properties continue to be devalued. By focusing a repa-
rations program on geography as opposed to identity, policymakers
can avoid the sacred cow of color-blindness and link reparations
with combatting segregation. Moreover, a program focused on
homeownership has the potential to lead to long-term intergenera-
tional benefits as the home and land are passed down. A home can
also be used as collateral for other life-enhancing loans, like con-
sumer or student loans. Such a program might also be more palat-
able to policymakers and the public because there is sound historic
precedent. Because land grants and mortgage subsidies were the
instruments through which white Americans gained a wealth advan-
tage over black Americans, it would be apt to use land grant or mort-
gage credit programs as the means to level the playing field.

To evaluate future reforms, we must absorb the lessons of the past
and make sure we are not repeating the same mistakes. We might
want to apply the following short litmus tests to any policy proposal:
does the program require some collective sacrifice or does it place
the burden of closing the wealth gap entirely on the black commu-
nity? If the latter, this is a cop-out that refuses to acknowledge that
the black community did not create the problem in the first place.
Like black capitalism, such programs are trying to get something for
nothing and not acknowledging that there was a benefit gained by
the white majority as a byproduct of segregation and exclusion. Po-
litical expediency should not be the impetus for policymaking.
Rather, policy design should proceed out of an honest accounting
of the problem at hand and its history. The reality is that any pro-
gram aimed at compensatory wealth creation will be unpopular. It
will have problems and downsides and complications. And it will
take time. But the alternative of allowing the wealth gap to continue
to grow and perpetuate suffering is unacceptable and unjust.

In contemplating the possibility of change, it is crucial to keep in
mind that social and political evolution is possible and has indeed
been made already. Decidedly, we do not live in a postracial society,
but it is important to step back and note the undeniable progress in
social, scientific, and political thought. Take the case of interracial
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marriage. Fears of miscegenation were the backdrop to the Jim Crow
framework and the fuel that fed much of the violence toward black
men. In 1958, only 4 percent of Americans approved of interracial
marriage. By 2013 a Gallup poll found that 87 percent of Americans
approve.!3 Having mapped the human genome, modern science has
now fully dispelled the myth that race is a meaningful genetic trait.!*
Racial division has never been a biological fact, but rather a political
weapon, and our shared humanity will soon become an obvious fact,
hopefully leading to more inclusive policymaking. Politically, Amer-
icans are much more tolerant and pluralistic than before, even
when it seems as though things never change. The majority of the
American public elected Barack Obama to office twice. Putting aside
the ugly racist backlash engendered by his presidency, a black pres-
ident would not have been possible in any previous era.

Racism is not only harmful to blacks; it is a corrosive influence on
white culture. Frederick Douglass explained that he watched his
white mistress change as she became a slave master. Her ownership
of a human being warped and corrupted her previously decent
character and turned her into hateful person.!® C. Vann Woodward
describes how the South lost its soul in its obsessive and pervasive
enforcement of Jim Crow.!® James Baldwin worried about “the
death of the heart” that racism had wrought on American culture,
for “whoever debases others is debasing himself.”!” Baldwin also un-
derstood that the “future of the Negro in this country is precisely as
bright or as dark as the future of the country.”*® The sooner Ameri-
cans recognize that the fate of black America is tied to the fate of
white America, the faster it can achieve true democracy and shed the
weight of historic injustice.

Americans must decide whether to keep embracing our history
of racial tribalism or to shed these divisions and go forward as one
people, indivisible. Can America’s majoritarian democracy support
a program intended solely to benefit the black minority? It certainly
did not in 1870, 1930, or 1960. However, there is reason to hope that
this is more likely now than ever. We are facing another pivot point.
The racial détente of the 1960s has fallen apart. The myth of postra-
cial America has been dispelled, and renewed tensions have erupted
on the national stage as well as in segregated pockets of poverty in
America.
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Modernity will inevitably bring us closer together, which can lead
to either greater resentment or greater cooperation. Perhaps more
people will realize that what benefits a minority will also benefit the
majority. Full racial integration will eventually remove pockets of
blight, crime, and deprivation across the country. This will advance
the entire American population. Integrated schools will improve ed-
ucation for all students, and increased equality will spur economic
growth.!® We must shed the destructive myths that separate can be
equal, that a segregated economy will reach prosperity on its own,
or that black banks can lead to black prosperity without fundamental
economic changes. We cannot deflect the responsibility of economic
equality onto black communities alone. W. E. B Du Bois declared in
1948 that the problem of American democracy was that “we have not
tried it.”?° Perhaps it is time to try.
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