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FALLING BEHIND: CALIFORNIA WORKERS AND THE NEW ECONOMY

In California, income inequality and the decline in rewards for those at the bottom of the
distribution occurred along with an increase in the fraction of the population residing in

those categories.  In the rest of the U.S., the incomes of those at the bottom declined, while
the incomes of those at the top increased, but a larger fraction of the population experienced

the gains than experienced the losses.1
Federal Reserve Bank of San Francisco economists

Mary C. Daly and Heather N. Royer

KEY FINDINGS

• The income of the median four person California family – the family exactly at the midpoint of the
income distribution – was lower than that of the nation in 1998.  Moreover, the purchasing power of
four person California families declined by $1,069 between 1989 and 1998, while that for the U.S. as a
whole increased by $2,477.2

• The drop in inflation-adjusted California incomes reflects stagnating hourly earnings.  Despite a
booming economy, median hourly California wages dropped 6.6 percent between 1989 and 1999
after adjusting for inflation.  Hourly wages at the 20th percentile fell by 7.5 percent, while those at the
80th percentile outpaced inflation by just 2.0 percent.

• More Californians earned poverty level wages in 1999 than in 1989 (28.7 percent in 1999 as com-
pared to 24.0 percent in 1989).  Moreover, the share of California workers earning poverty level
wages exceeded that for the nation as a whole (26.8 percent) in 1999.

• The Bay Area’s wage growth exceeded that of Los Angeles County and the state as a whole over the
past decade.  The purchasing power of wages at the 20th percentile declined in the Bay Area, Los
Angeles County, and in the state between 1989 and 1999.  Median hourly wages rose in the Bay
Area, but declined in Los Angeles and in the state as a whole.  Wages at the 80th percentile rose in
the Bay Area and the state overall, but dropped by 7.4 percent in Los Angeles.

INTRODUCTION

For decades, the economic well-being of Californians surpassed that of the nation as a whole across a
range of indicators.  Californians enjoyed higher incomes, faster job growth, and a standard of living
that was the envy of the nation.  During the 1990s, Californians fell behind.  Between the late 1980s and
late 1990s, California dropped below the national average with respect to a number of key indicators of
economic well-being.

California’s relative decline occurred despite an economic expansion that by many measures has sur-
passed all expectations.  Since 1994, the state has added over 1.5 million jobs and total personal income
has risen by more than a third.3  Yet, the rewards of the strong economy have not been broadly shared
among the state’s workers and families.  Despite falling unemployment and tight labor markets, aver-
age incomes and hourly wages are lower than they were a decade ago, after adjusting for inflation.
California’s poverty rate and the share of the workforce employed at poverty level wages were higher
in 1998 than a decade before.  The percentage of families earning middle and above middle incomes
declined from 1989 to 1998, while the share of families with below middle incomes rose.4
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The story of California’s “new economy” is also one of growing disparities between the rich and poor
and north and south.  Over the past two decades, a widening gap has emerged between California’s
rich and poor.  Among the eleven largest states, only New York has a wider gap between the wealthiest
five percent and lowest 20 percent of families.  The gap between high- and low-wage earners has also
widened over the past two decades.  During the 1990’s, the San Francisco Bay Area, led by high technol-
ogy sectors, has outperformed the remainder of California.  Conditions in Los Angeles County, on the
other hand, reflect the aftermath of the defense build-down of the 1980s and a growth in light manufac-
turing and service jobs at much lower rates of pay.  While comparable wage data is not available for
California’s smaller metropolitan and rural areas, available information suggests that these areas have
fared less well, too.  Fourteen of the state’s 58 counties – all either rural or in the Central Valley – had
double-digit unemployment rates in June of this year.5

EMPLOYMENT GROWTH REMAINS STRONG

Since the end of the recession, job growth has exceeded expectations.  While employment gains have
moderated since 1997, job gains averaged in excess of 40,000 per month during the first four months of
2000.6  However, the state’s rate of job growth for the decade of the 1990s lagged that of the nation as a
whole and California’s unemployment rate remains more than a percentage point above that of the U.S.

THE COMPOSITION OF THE STATE’S ECONOMY IS CHANGING

The changing composition of the California economy helps explain the wage and income trends of the
past decade.  The service sector accounted for over two-thirds of the state’s job growth over the past
decade, followed by state and local government and retail trade.7  Manufacturing employed 184,200
fewer persons in 1999 than it did in 1989.  Higher waged durable goods manufacturing accounted for
the entire decline, losing 203,000 jobs over the past decade.  While computer-related services are often
held out as a source of high wage job growth, these jobs accounted for just 6.4 percent of all service
sector jobs and 2.0 percent of the state’s total employment in 1999.  Personnel supply – temporary help

Employment Growth Remains Strong
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agencies – accounted for nearly twice as many jobs in 1999 and posted even stronger gains than com-
puter-related services between 1997 and 1999 (80,900 for personnel supply as compared to 65,400 for
computer-related services).

While the headlines focus on growth in technology-related jobs, most of California’s job growth is
expected to occur in traditional, “old economy” occupations.8  The state’s most recent forecast projects
that the largest number of job openings will occur in retail sales, followed by cashiers and general office
clerks.  Only three of the fifteen occupations with the largest number of projected openings require a
four-year degree.9  Ten out of the fifteen occupations with the largest number of openings pay the
median worker – the worker at the midpoint of the wage distribution for that occupation – less than $10
per hour, equivalent to $20,800 per year for a full-time, full-year worker.

FAMILY INCOMES LOWER AT THE END OF THE 1990S THAN A DECADE BEFORE

Prior to 1989, the California economy had consistently produced incomes and earnings that surpassed
those of the rest of the nation.  The state’s economy diverged from this historical trend during the 1990s.
Not only did the purchasing power of the median four person California family decline between 1989
and 1998, it fell below that for the nation as a whole.

Not only have incomes declined for the “average” California family, they have become more unequal.
The state’s low and middle income families have lost ground over the past two decades while high
income families have made substantial gains.  Here, too, California departs from the national trend.
Nationally, researchers attribute widening inequality to growth at the high end of the income distribu-
tion.  In California, growing inequality is largely attributable to an increase in the number of low income
households and the erosion in the purchasing power of low to middle income families.10  By the late
1990s, the gap between the richest and poorest fifth of California’s families was the 5th widest in the
nation, while the gap between the wealthiest and middle fifths was the 6th widest in the nation.11
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Median Income of a California Family of Four Now 
Below that of the Nation
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HOURLY WAGES DOWN AFTER ADJUSTING FOR INFLATION

Hourly earnings for California’s low wage workers, those at the 20th percentile, and the median fell after
adjusting for inflation between 1989 and 1999.  The earnings of high wage workers, those at the 80th

percentile, outpaced inflation by 2.0 percent.

Inflation adjusted hourly wages rose for low wage workers, those at the 10th and 20th percentile between
1996-99, largely due to a succession of increases in the state and federal minimum wage.  The purchas-
ing power of hourly earnings fell for workers at the 30th and 40th percentile and at the median, despite
strong economic growth.  Hourly wages were lower in 1999 for workers at the 10th through 70th percen-
tile than they were in 1979 after adjusting for inflation.

California’s wage trends differ significantly from those of the nation as a whole.  Nationally, the hourly
earnings of low wage workers increased significantly from 1989 to 1999 (from $6.97 to $7.35) in inflation
adjusted dollars.  The earnings of California’s low wage workers fell from $7.62 to $7.05, after adjusting
for inflation, a shift from substantially above to below the nation as a whole.  California diverged from
the national trend for workers at the midpoint of the hourly wage distribution, as well.  Nationally, the
earnings of the median worker outpaced inflation by 2.4 percent, while the earnings of the median
California worker fell by 6.6 percent between 1989 and 1999.

California Incomes Failed to Keep Pace with Inflation in the 1990s
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SHARE OF WORKERS EARNING POVERTY LEVEL WAGES RISES IN CALIFORNIA, FALLS IN U.S.

Stagnation in the low wage labor market over the past two decades has increased the share of California
workers earning poverty level wages.  One measure of the adequacy of wages is their ability to lift a
full-time worker and his or her family out of poverty.  A full-time worker needed to earn in excess of
$8.19 per hour in 1999 dollars to rise above the federal poverty line.  Since 1979, the share of the Califor-
nia workforce earning poverty level wages has increased by 56 percent.  Nationally, the share of poverty
level earners rose between 1979 and 1989, but declined between 1989 and 1999.  In contrast, California’s
share of poverty level workers has increased steadily over the past two decades to 28.7 percent of the
state’s hourly wage earners.
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CALIFORNIA’S ECONOMIC RECOVERY MARKED BY REGIONAL DISPARITIES

The statewide trends discussed thus far mask important regional differences in the performance of the
California economy.  By virtually every measure, the Bay Area economy outperformed that of the rest
of the state during the 1990s.12  In contrast, Los Angeles County’s economy lagged behind with respect
to wage and job growth.  The differences between the state’s two major metropolitan areas are striking.
While the purchasing power of low wage worker wages fell in both regions, middle and high wage
workers’ wages outpaced inflation in the Bay Area.  In Los Angeles, however, wages declined between
1989 and 1999 even for workers at the 80th percentile after adjusting for inflation.
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Hourly Wages Down Significantly in Los Angeles
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The overall weakness of the Los Angeles labor market is reflected in a decline in the purchasing power
of hourly wages, higher unemployment rates (5.9 percent in 1999, as compared to 5.2 percent for the
state overall), slower job growth, and a significantly larger poverty-wage workforce.13  The share of Los
Angeles County workers earning poverty level wages was twice that of the Bay Area in 1999 (34.4
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percent as compared to 17.6 percent).  Moreover, the share of poverty level workers in Los Angeles
increased between 1994 and 1999.

CONCLUSION

In what is often described as the best of all economic times, many California families are falling behind.
The new economy’s failure to bring broadly shared prosperity to the majority of California’s workers
and families raises questions of what the future will bring.  Will California regain its status as a state
where the standard of living for an average family surpassed that of rest of the nation?  Or will the
share of the state’s workforce trapped in poverty level wages continue to rise, leading to a two-tier
economy of rich and poor and a hollowed out middle class?
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