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KEY FINDINGS

This Labor Day marks approximately one year since the US
economy began to grow again, leading most experts to declare
that the Great Recession had ended. Yet the past year has
been an economic recovery in name only. California’s workers
and their families have seen little improvement in the indicator
that matters most to them: jobs. Recent job growth has been
tepid and largely driven by temporary positions; the state’s
unemployment rate remains near the record high reached

only months ago; and the number of “long-term jobless” —
those who have been looking for work for more than half a
year — continues to increase. Even more troubling, the latest
economic indicators suggest that the nascent “recovery” could
be running out of steam. Stuck Between a Recession and a
Recovery: California’s Workers Face the Toughest Job Market in
Decades examines recent employment, wage, and income data
in order to assess how California’s workers and their families
have fared since the beginning of the downturn.

Stuck Between a Recession and a Recovery

California and the nation are stuck between a recession and
recovery. While the Great Recession may be over, the job market
remains deeply entrenched in the most severe downturn in the
post-World War Il era. Modest employment gains in early 2010
did little to fill the massive hole in California’s labor market. In
July, nearly 2.3 million Californians remained unemployed, and
the average jobless individual had spent a record-high eight
months searching — unsuccessfully — for work in June. For the
vast majority of California’s workers and their families, whose
economic well-being is directly linked to the strength of the
job market, the economic pain caused by the Great Recession
continues to be a daily reality. Given that forecasts project that
the state’s unemployment rate will remain high for the next
several years, this pain will likely endure for many years to
come.

e Modest job growth in early 2010 was largely driven by
temporary positions that are not expected to lead to
permanent positions. California added a total of 98,700
nonfarm jobs in the first five months of 2010. As many as
82.0 percent of these jobs were temporary positions, most of
which were related to the 2010 Census and are expected to
end in coming months. In fact, California lost a total of 33,400
nonfarm jobs in June and July 2010 — the first job losses this
year — largely due to the fact that many temporary Census
jobs ended.

¢ Job gains in early 2010 did little to fill the massive
hole in California’s job market. The 98,700 nonfarm jobs
California gained in the first five months of 2010 were a drop
in the bucket considering the 1.4 million jobs lost between
July 2007, when employment last peaked, and December
2009, when employment reached its lowest point during
the recession — the equivalent of more jobs lost than the
population of the city of San Diego.

¢ While many Californians renewed their search for
work in early 2010, more dropped out in June and July.
California’s jobless rate declined only modestly from a peak
of 12.6 percent in March 2010 to 12.3 percent in July 2010
because 235,900 Californians returned to the labor force
to search for work during the first five months of the year,
adding to the ranks of the unemployed. In June and July,
however, this trend reversed: a substantial 68,800 individuals
dropped out of the labor force — the first decline in the
workforce this year.

¢ The average length of the workweek reached a 25-year
low in the first half of 2010. The average length of the
workweek dropped from 39.0 hours per week in the first
half of 2006 to 38.0 hours per week in first half of 2010.
This decline represents a substantial loss of hours when
multiplied across all of California’s workers. In fact, restoring
the average workweek for all of California’s workers from
38.0 hours to 39.0 hours is the equivalent of hiring an
additional 386,000 workers.

¢ The average unemployed Californian has been searching
for work for a record-high eight months, and nearly
1 million Californians have been out of work for more
than half a year. In July 2010, 980,000 Californians had
been looking for work for more than half a year — up nearly
sevenfold from July 2007. The number of these “long-term
jobless” now far exceeds the number of residents of San
Francisco.

¢ Jobs remain scarce, in spite of recent signs of recovery.
National data show that there were five job seekers for
every job opening in June 2010 — the most recent month for
which data are available. This means that for four out of five
unemployed individuals, there are literally no jobs.

¢ The long-term unemployed are the least likely to find
work. National data show that the probability of finding a
job declines significantly the longer individuals go without
work. Fewer than one out of 10 long-term jobless individuals
(9.8 percent) found work in an average month in late
2009, compared to more than three out of 10 “short-term”



jobless individuals (31.9 percent) — those who had been
unemployed for four weeks or less.

¢ The adverse effects of job loss are likely to persist for
many years. A substantial body of research suggests that
unemployment can have lasting negative consequences on
workers’ earnings, their health status, and their children.
Given the severity of the Great Recession, its adverse
consequences for workers and their families may be even
more significant and longer-lasting than those documented
during other, milder downturns.

Coming of Age During the Great Recession

The Great Recession has been particularly devastating for
16-to-24-year-olds who are not enrolled in high school or
college — those most likely to want to work. The share of these
young Californians who were working dropped precipitously
during the downturn, more than for any other age group. In
fact, in 2009, for the first time on record, a smaller share of
out-of-school youth were working than were Californians
approaching the traditional retirement age. The recession also
meant that record-high numbers of young graduates have had
to postpone starting their careers, delaying the acquisition

of skills and experience necessary to advance in the future.
These delays could have significant and lasting consequences:
Research shows that young adults who graduate when the job
market is weak earn substantially less than their peers who
graduate in better economic times — both initially and over the
long term.

¢ Young Californians were the “last hired and first fired”
during the Great Recession. The share of 16-t0-24-year-
olds not enrolled in school who were working fell by 9.1
percentage points between 2006 and 2009 — nearly twice
the decline in employment for adults age 25 to 54 and seven
times that of adults age 55 to 64.

e The 2000s represented a lost decade for out-of-school
youth. The significant drop in employment for young
Californians during the Great Recession compounded
declines earlier in the decade when the job market was
weak due to the 2001 downturn. In total, the share of out-
of-school youth with jobs declined by a substantial 12.1
percentage points between 2000 and 2009. In contrast,
the share of Californians age 55 to 64 who were working
increased by 1.7 percentage points during this period.

In fact, a larger share of adults nearing the traditional
retirement age (60.1 percent) were employed in 2009 than
out-of-school youth (58.4 percent) for the first time on
record.

¢ The length of time young Californians spent jobless
doubled during the recession. The average number of
weeks unemployed 16-to-24-year-olds who were not
enrolled in school went without work doubled from 11.4
weeks in 2006 to 23.0 weeks in 2009. In contrast, the
average number of weeks unemployed Californians age 25
to 54 went without work increased by 8.5 weeks during
this period, reaching 27.1 weeks in 2009, while the average
length of unemployment for jobless adults age 55 to 64
increased by just 3.9 weeks to 32.3 weeks in 2009.

¢ Young men fared worse than young women during the
recession. The share of out-of-school 16-to-24-year-old
men with jobs fell by 13.5 percentage points between
2006 and 2009 — more than three times the decline in
the share of young out-of-school women with jobs (4.0
percentage points). This trend reflects the fact that job
loss was concentrated in sectors of the economy, such as
construction and manufacturing, that disproportionately
employ men.

¢ Young Latinos’ employment fell the most during the
recession, but young blacks were worse off before the
downturn began. The share of young out-of-school Latinos
with jobs fell by 11.4 percentage points between 2006
and 2009, compared to a 9.8 percentage point drop for
their white counterparts. In contrast, the employment rate
for young out-of-school black Californians fell by just 1.8
percentage points during this period. However, even before
the recession began, fewer than half of young blacks who
were not enrolled in school (48.8 percent) were employed
— 16 to 22 percentage points fewer than other racial and
ethnic groups.

¢ College degrees offered little protection for young
graduates during the Great Recession. The share of
recent college graduates who had jobs dropped by 8.4
percentage points between 2006 and 2009, compared to
a 2.5 percentage point drop in the share of older college-
educated adults with jobs. In fact, recent college graduates
were less likely to be employed than older individuals with
bachelor’s degrees in 2009 — a reversal from 2006.

e Record-high numbers of young graduates were unable
to achieve their full potential in the job market during
the Great Recession. More than two out of five young
high school graduates (43.0 percent) were “underutilized”
in 2009, meaning either that they were not working, but
wanted jobs, or were working part-time, but wanted full-
time employment. A smaller, but still substantial, share of
recent college graduates were underutilized in 2009 (25.2
percent).



¢ Graduating from college in a weak economy can have
lasting negative consequences. Many young college
graduates have been forced to postpone starting their
careers due to the recession and this could put them at a
significant disadvantage in the future. Research suggests
that workers who graduate during downturns in the
economy earn less per hour — both initially and over the
long term — than their peers who graduate when the job
market is stronger.

The Gap Between Low-Wage and
High-Wage Workers Has Widened

The weak job market depressed wage growth across the
earnings distribution in early 2010. Persistent high levels of
unemployment and underemployment mean workers’ wages
will likely gain little — if any — purchasing power in coming
years. This prospect does not bode well for workers at the

low end and middle of the earnings distribution, whose hourly
earnings have seen little to no growth over the past generation.

e The weak job market put the brakes on wage gains.
The inflation-adjusted hourly wage of the typical California
worker — the worker exactly at the middle of the earnings
distribution — declined by 2.5 percent between the first half
of 2009 and that of 2010. In contrast, the hourly earnings
of the state’s low-wage workers — those with wages at the
20th percentile of the distribution — and the state’s high-
wage workers — those with wages at the 80th percentile of
the distribution — were essentially flat, up by just 0.2 percent
and 0.4 percent, respectively, after adjusting for inflation.

¢ High-wage workers’ wage gains have far outpaced those
of workers at the low end and middle of the earnings
distribution for at least a generation. The inflation-
adjusted hourly wage of California’s low-wage workers
declined by 8.1 percent between 1979 and 2009, while that
of the typical worker increased by a modest 3.9 percent. In
contrast, the hourly wage of California’s high-wage workers
rose by 21.5 percent, after adjusting for inflation — five and a
half times the increase of the typical worker’s wage.

¢ Uneven wage gains over the past generation have
widened the gap between California’s high-wage
workers and those at the low end and middle of the
earnings distribution. The state’s high-wage workers
earned 3.2 times as much per hour as the state’s low-wage
workers in 2009, compared to 2.4 times in 1979. In addition,
high-wage workers earned 1.8 times as much per hour as
the typical California worker in 2009, up from 1.5 times
30 years earlier. The gap between low-wage workers and

those in the middle of the earnings distribution also widened
during this period. The typical California worker earned 1.8
times as much per hour as low-wage workers in 2009, up
from 1.6 times in 1979.

¢ Earnings gaps in the US as a whole have widened by a
smaller margin than in California — or not widened at
all - over the past 30 years. For example, the gap between
the nation’s typical worker and low-wage US workers has
not changed: the typical US worker earned 1.6 times as
much as low-wage workers in both 2009 and 1979. These
trends are notable because wage gaps in the state and
the nation were identical in 1979, but are now wider in
California.

Income Gains Have Not Been Broadly Shared

California’s job market was weak throughout most of the
2000s due to recessions at both the beginning and end of
the decade, as well as an unusually weak economic recovery
in the mid-2000s. Since middle-income Californians derive
the vast majority of their incomes from earnings from work,
the weak job market significantly eroded the purchasing
power of their incomes, erasing nearly all of their gains

from the late 1990s when the labor market was strong.

The wealthiest Californians, on the other hand, have made
significant income gains for more than a decade, reflecting
the fact that investment income, including earnings from
interest, dividends, and capital gains — which reflect changes
in the value of assets such as stocks and real estate — has
become increasingly concentrated among the top 1 percent
of taxpayers. As documented in prior California Budget Project
reports, these uneven gains have substantially widened the
gap between the state’s wealthiest and all other Californians.’

¢ Middle-income Californians have lost ground since
2000. The average adjusted gross income (AGI) of taxpayers
in the middle of the income distribution dropped by a
substantial $4,485 (10.9 percent) between 2000 and
2008, after adjusting for inflation — a decline that almost
fully erased the gains made during the boom years of the
late 1990s. In fact, the average middle-income taxpayer’s
inflation-adjusted AGI was just $765 higher in 2008 than in
1995. While more recent income data are not yet available,
it is likely that middle-income taxpayers’ income declined
further in 2009 when the recession deepened.

¢ Income gaps have widened, reflecting significant gains
among the wealthiest Californians. The average AGI
of the top 1 percent of California taxpayers increased by
77.8 percent between 1993 — the earliest year for which



data are available — and 2008, after adjusting for inflation,
widening the gap between middle-income Californians and
the wealthiest 1 percent. The average taxpayer in the top 1
percent of the income distribution had an AGI of $1.4 million
in 2008 — 39 times that of the average middle-income
taxpayer ($36,600), up from 21 times the AGI of the average
middle-income Californian seventeen years earlier.

The wealthiest households’ share of income has
reached historic levels. Half of total US household income
(49.7 percent) went to the top 10 percent of households in
2007 — the highest share since 1917 — and nearly one-
quarter of total income (23.5 percent) went to the top 1
percent of the nation’s households in 2007 — the second-
highest share in history, nearly matching the highest share
ever recorded (23.9 percent in 1928).



STUCK BETWEEN A

RECESSION AND A RECOVERY

California and the nation are stuck between a recession
and a recovery. While the Great Recession may technically
be over, the job market remains deeply entrenched in the
most severe downturn in the post-World War Il era. Modest
employment gains in early 2010 did little to fill the massive
hole in California’s labor market. In July, nearly 2.3 million
Californians remained unemployed, and the average
jobless individual had spent a record-high eight months
searching — unsuccessfully — for work in June. For the vast
majority of California’s workers and their families, whose
economic well-being is directly linked to the strength of
the job market, the economic pain caused by the Great
Recession continues to be a daily reality. Given that
forecasts project that the state’s unemployment rate will
remain high for the next several years, this pain will likely
endure for many years to come.

Modest Job Growth in Early 2010 Was
Largely Driven by Temporary Positions

California’s job market began to show signs of recovery in early
2010. The state added a total of 98,700 nonfarm jobs during
the first five months of 2010 — an average gain of 19,700 jobs
per month (Figure 1). After more than two years of job loss,
these gains, while modest, marked a significant shift. Yet this
level of growth may not be sustained in subsequent months
given that the vast majority — as much as 82.0 percent — of
the jobs created during this period were temporary positions.2
Traditionally, growth in temporary jobs following a downturn
has been a harbinger of permanent hiring. However, most of
the temporary jobs created in recent months were related to
the 2010 Census and are not expected to lead to permanent
positions. In fact, California lost 16,700 nonfarm jobs per
month, on average, in June and July 2010 — the first job losses
this year — largely due to the fact that many temporary Census
jobs ended.3

Job Gains in Early 2010 Did Little To
Fill California’s Massive Jobs Hole

Job gains in early 2010 did little to fill the massive hole in
California’s job market. California lost nearly 1.4 million
nonfarm jobs between July 2007, when employment last
peaked, and December 2009, when employment reached its

lowest point during the recession — the equivalent of losing
more jobs than the population of the city of San Diego.# In fact,
the magnitude of job loss was so great that California ended
2009 with approximately the same number of jobs it had in
February 1999, when the state was home to 3.8 million fewer
working-age individuals.® Given that the state’s working-

age population grows each year, adding to the number of
individuals who want jobs, California will need to create far
more than the 1.4 million jobs lost since mid-2007 for the
state to fully recover from the recession.®

The Great Recession Decimated
the Construction and Financial
Activities Sectors

While nearly every major sector of the economy lost

jobs during the downturn, three sectors — construction,
manufacturing, and financial activities — ended 2009 with
fewer jobs than in 1990, the first year for which comparable
data are available. California had 24,800 fewer construction
jobs (3.8 percent), 24,800 fewer financial activities jobs

(3.0 percent), and 683,500 fewer manufacturing jobs (34.8
percent) in 2009 than in 1990. Yet California had 5.4 million
more working-age adults in 2009 than in 1990. The significant
drop in the state’s construction and financial activities jobs
occurred in just three years — between 2006 and 2009 — as
a result of the housing bust and subsequent financial crisis.
In contrast, California’s manufacturing jobs have generally
declined for more than two decades, and the Great Recession
accelerated that decline.”

While Many Calitornians Renewed
Their Search for Work in Early

2010, More Dropped Out of
the Labor Force in June and July

California’s unemployment rate declined only modestly from
a peak of 12.6 percent in March 2010 to 12.3 percent in
July 2010, in spite of recent job growth, because hundreds
of thousands of Californians returned to the labor force to
search for work, adding to the ranks of the unemployed.8
The state’s labor force — which includes the employed, as
well as the unemployed who are looking for jobs — increased
by 235,900 between December 2009 and May 2010 (Figure
2).% This increase almost fully offset the 260,600 decline
that occurred between January 2009 and December 2009,
when Californians who had become too discouraged by job
prospects to continue searching for work “dropped out” of the



Average Monthly Change in the Number of Seasonally Adjusted Nonfarm Jobs

Figure 1: California Gained Jobs During the First Five Months of 2010, Then Lost Jobs in June and July
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Figure 2: California’s Labor Force Began To Rebound in Early 2010,
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labor force. Although the return of many Californians to the
workforce early in the year was a sign of rising optimism about
the economy, a substantial 68,800 individuals dropped out of
the labor force in June and July 2010 — the first decline in the
workforce this year. It is unclear whether this drop is a two-
month setback or the beginning of another downward trend.

The Average Length of the
Workweek Reached a 25-Year
Low in the First Half of 2010

California’s workers worked fewer hours per week, on average,
during the first six months of 2010 than at any point since
1985. The average length of the workweek dropped from 39.0
hours per week in the first half of 2006 to 38.0 hours per week
in first half of 2010.70 This decline represents a substantial loss
of hours when multiplied across all of California’s workers. In
fact, restoring the average weekly hours for all of the state’s
workers from 38.0 to 39.0 hours is the equivalent of hiring

an additional 386,000 workers.!" Economists anticipate that
hiring may not pick up substantially until existing workers’
hours are restored.

The Average Jobless Californian Has Been
Searching for Work for Eight Months

One indicator that sets the Great Recession apart from prior
downturns is the length of time many of the jobless have
gone without work. In June 2010, the average unemployed
Californian had been searching for work for eight months — a
record high — and nearly half of all jobless individuals (46.0
percent) had been seeking employment for more than six
months.'2 In fact, the number of “long-term unemployed” —
those who have searched for work for more than half a

year — increased nearly sevenfold, from 143,600 in July 2007
t0 980,000 in July 2010 (Figure 3).13 The number of long-term
unemployed now far exceeds the number of residents of San
Francisco.

National data, which are available over a longer period, show
that long-term unemployment rose more during the Great
Recession than during any other downturn in the post-World
War Il era. Long-term jobless individuals as a share of all

of the nation’s unemployed peaked at 46.0 percent in May
2010 — nearly twice the highest share reached following the
severe recession of the early 1980s (26.0 percent).'* This fact

Figure 3: The Number of Long-Term Unemployed Increased
Nearly Sevenfold Between July 2007 and July 2010
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is even more striking given that a smaller share of the nation’s
workforce was jobless at the height of the Great Recession
than at the peak of the early 1980s downturn.® This means
that the nation’s workers were somewhat less likely to be
unemployed as a result of the Great Recession, but those who
did lose their jobs faced significantly longer periods without
work.

Jobs Remain Scarce

The substantial number of long-term unemployed reflects

the fact that jobs remain scarce, in spite of recent signs of
recovery. National data show that there were five job seekers
for every job opening in June 2010, the most recent month
for which data are available.'® This means that for four out of
five unemployed individuals, there are literally no jobs. While
this figure is down from its peak in November 2009, when
more than six people were looking for work for every available
job, the odds of finding employment in June 2010 remained
significantly lower than in 2006 — the year before the recession
began — when the number of individuals looking for work only
slightly exceeded the number of available jobs.1”

Permanent Job Loss Became More
Common During the Great Recession

A record-high share of layoffs during the Great Recession
resulted from the permanent elimination of jobs. In July 2010,
more than eight out of 10 US workers who involuntarily lost
their jobs (86.1 percent) were laid off because their positions
were permanently eliminated, while the remainder were laid
off temporarily, meaning that their employers had agreed to
eventually recall them to their former jobs.8 In other words,
more than six jobs were permanently eliminated for every
temporary reduction in July — more than in any prior downturn
for which data are available. Temporary layoffs reflect “cyclical”
declines in industries — declines due to lulls in demand for
companies’ products and services. In contrast, permanent
layoffs are more likely to result from “structural” declines

in industries — declines due to fundamental changes in the
economy. The significant share of permanent layoffs as a
result of the Great Recession may reflect a structural decline
in construction and financial activities due to the housing
bust.’® Some experts believe these structural changes have
contributed to the unusually high numbers of long-term
unemployed. Workers laid off from declining sectors of the
economy must look for jobs in other sectors, and that process
can take a long time, particularly if it requires that workers
obtain additional training or education.20

10

The Housing and Financial Crises
Make It Difficult for the Unemployed
To Move in Search of Work

Record-long periods of unemployment during the Great
Recession may also reflect the fact that the housing bust and
financial crisis make it difficult for jobless homeowners to sell
their homes in order to move in search of work. The share of
Americans who changed residences between 2007 and 2008
was the lowest level on record.2! Researchers have attributed
this to the fact that some homeowners who want to move
have been unable to find financing to purchase new homes
or buyers for their existing homes, while others owe more on
their mortgages than their houses are worth and are unwilling
to relocate if it means selling their homes at a loss.?2 These
factors suggest that many homeowners who are unemployed
are “locked in” to their current residences and unable to move
to obtain work.2?

The Long-Term Unemployed Are
the Least Likely To Find Work

The long-term unemployed face the greatest obstacles to
finding employment. National data show that the probability
of finding a job declines significantly the longer individuals

go without work. Fewer than one out of 10 long-term jobless
individuals (9.8 percent) found work in an average month

in late 2009, compared to more than three out of 10 “short-
term” jobless individuals (31.9 percent) — those who had

been unemployed for four weeks or less.24 The long-term
unemployed may be less likely to secure employment
because their skills wane over time or because long periods
without work make them appear less desirable to employers.
Alternatively, the long-term jobless may lose touch with
informal job networks the longer they go without work, or they
may become so discouraged that they put less effort into their
job search.z

The Adverse Effects of Job Loss Are
Likely To Persist for Many Years

A substantial body of research has documented the long-

term negative effects of job loss during prior downturns in

the economy. Studies have found that workers who lost their
jobs in past recessions earned considerably less when they
subsequently found a job and continued to earn less even 10 to
15 years after their initial job loss.26 Some evidence suggests



that the long-term jobless experience the largest reductions

in earnings upon returning to work.2” Research also suggests
that job loss results in lower health status and, in particular, an
increase in stress-related health problems that may ultimately
shorten one’s life.28 In addition, some studies have shown that
parents’ job loss can adversely affect their children’s academic
performance and future earnings.2® The Great Recession may
have even more significant and longer-lasting consequences
for workers and their families given that it was far more severe
than any other downturn in recent history.

COMING OF AGE DURING

THE GREAT RECESSION

The Great Recession has been particularly devastating for
16-to-24-year-olds who are not enrolled in high school or
college — those most likely to want to work.3 The share

of these young Californians who were working dropped
precipitously during the downturn, more than for any other
age group. In fact, in 2009, for the first time on record, a
smaller share of out-of-school youth were working than
were Californians approaching the traditional retirement
age. The recession also meant that record-high numbers of
young graduates have had to postpone starting their careers,
delaying the acquisition of skills and experience necessary
to advance in the future. These delays could have significant
and lasting consequences: research shows that young
adults who graduate when the job market is weak earn
substantially less than their peers who graduate in better
economic times — both initially and over the long term.

Young Californians Were the
“last Hired and First Fired”
During the Great Recession

When the economy is weak, young adults tend to be the

“last hired and first fired.” Indeed, employment for young
Californians fell far more than for older individuals during the
Great Recession. The share of 16-to-24-year-olds not enrolled
in school who were working dropped by 9.1 percentage points
between 2006 and 2009, from 67.5 percent to 58.4 percent — a
record low (Figure 4).3' This decline was nearly twice that of
prime-working-age adults — those age 25 to 54 — and seven
times that of older adults — those age 55 to 64. Employment for
young adults as a whole — including those enrolled in school

— also dropped substantially during the downturn. The share

of all 16-to-24-year-olds who were working declined by 8.4

1

percentage points between 2006 and 2009, from 49.9 percent
to 41.5 percent — the lowest employment rate for this age
group in at least 30 years.32

A Lost Decade; Employment
for Young Adults Was Low Even
Before the Recession Began

The 2000s represented a lost decade for out-of-school

youth. Employment for California’s young adults who

were not attending school never fully rebounded from the
downturn of the early 2000s before the Great Recession
began. Consequently, young adults entered the recession with
relatively low levels of employment. The share of out-of-school
16-to-24-year-olds with jobs declined by 3.8 percentage points
between 2000 and 2003 — a period when the job market was
weak due to the 2001 downturn (Figure 5).3% Qver the next
three years, job growth in the state picked up, but employment
for out-of-school youth was essentially flat, increasing by just
0.8 of a percentage point. Together, the significant drop in
employment for these young adults during the Great Recession,
coupled with declines earlier in the decade, reduced the share
of out-of-school youth who were working by a substantial 12.1
percentage points between 2000 and 2009.

Employment trends for young Californians during the 2000s
stand in stark contrast to those of adults nearing the traditional
retirement age. The share of Californians age 55 to 64 who
were working held steady when the job market was weak

in the early 2000s, increased more than for any other age
group between 2003 and 2006, and then fell only modestly
during the Great Recession. The combination of these trends
meant that the share of older adults with jobs increased by 1.7
percentage points between 2000 and 2009. In fact, the share
of Californians age 55 to 64 who were employed in 2009 (60.1
percent) exceeded that of out-of-school youth (58.4 percent)
for the first time on record.3*

Young Californians Remained Jobless
Longer During the Downturn

The average length of time young Californians spent jobless
doubled during the recession, increasing far more than the
average time older Californians were unemployed. The average
number of weeks unemployed 16-to-24-year-olds who were
not enrolled in school spent without work doubled from 11.4
weeks in 2006 to 23.0 weeks in 2009 (Figure 6).% In contrast,
the average number of weeks unemployed Californians age 25
to 54 went without work increased by 8.5 weeks during this
period, reaching 27.1 weeks in 2009, while the average length
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of unemployment for jobless adults age 55 to 64 increased

by just 3.9 weeks to 32.3 weeks in 2009. While young adults
still tended to spend less time without work in 2009 than their
older counterparts, who are typically unemployed for longer
periods even when the job market is strong, the gap narrowed
considerably during the downturn.

Coping with long periods without work can be challenging for
young adults, who tend to face significant financial pressure
while unemployed. Young adults are more likely to lack
sufficient work histories to qualify for Unemployment Insurance
(U benefits, and they often have limited savings to live off
while jobless.36 Young adults also tend to have significant
amounts of debt — both school-related and otherwise.3”

Young Men Fared Worse Than Young
Women During the Recession

The Great Recession had a disparate impact on young men,
reflecting the fact that job loss was concentrated in sectors of
the economy, such as construction and manufacturing, that
disproportionately employ men.38 The share of men age 16
to 24 who were not enrolled in school and were working fell
by 13.5 percentage points between 2006 and 2009 — more

than three times the decline in the share of young out-of-
school women with jobs (4.0 percentage points) (Table 1).3°
Unemployed young men were also more likely to stop looking
for work and “drop out” of the labor force.*? The share of
young out-of-school men in the workforce declined by 2.8
percentage points between 2006 and 2009. In contrast, the
share of young out-of-school women in the labor force
increased by 1.7 percentage points during this period.

Employment Among Young Latinos
Fell the Most During the Recession,
But Young Blacks Were Worse 0ff
Before the Downturn Began

Employment dropped substantially for young Latinos and
whites during the recession, but only modestly for young
Asians and blacks.#! The share of young out-of-school Latinos
with jobs fell by 11.4 percentage points between 2006 and
2009, compared to a 9.8 percentage point drop for their white
counterparts. In contrast, the employment rate for young
Asians who were not enrolled in school declined by just 1.3
percentage points during this period.*2 This small decline

Figure 6: The Average Number of Weeks Young Adults Went
Without Work More Than Doubled During the Recession
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meant that young Asians were more likely than young adults

in other racial and ethnic groups to be employed in 2009. The
employment rate for young out-of-school blacks also fell
modestly between 2006 and 2009 — by just 1.8 percentage
points. However, young blacks were far less likely than other
groups to be employed even before the recession began. Fewer
than half of blacks age 16 to 24 who were not attending school
(48.8 percent) were working in 2006 — approximately 16 to 22
percentage points lower than other racial and ethnic groups.

In 2009, just 47.0 percent of young out-of-school blacks had
jobs. Young blacks were also more likely than other groups of
young adults to drop out of the labor force during the recession,
suggesting that young blacks perceived their employment
prospects as particularly bleak.

College Degrees Offered Little
Protection for Young Graduates
During the Great Recession

While having a bachelor’s degree has traditionally provided
greater job security when the labor market is weak, it provided
less of an advantage for young college graduates during the
Great Recession. The share of young Californians with four-
year college degrees, but no further education, who were
employed dropped by 8.4 percentage points between 2006
and 2009, from 85.7 percent to 77.3 percent — the lowest rate
for this group on record (Figure 7).43 In contrast, the share

of older college-educated adults with jobs fell by just 2.5
percentage points.#4 The substantial drop in employment for
young graduates is particularly noteworthy. In 2006, recent
college graduates were more likely to be employed than older
individuals with bachelor’s degrees: 85.7 percent of young

graduates had jobs in 2006 compared to 81.0 percent of their
older counterparts. However, the Great Recession reversed this
trend: 77.3 percent of young adults with college degrees had
jobs in 2009 — 1.2 percentage points /ower than older college-
educated adults. This reversal suggests that young graduates
faced significant competition for jobs during the recession,
perhaps because individuals with greater work experience
were more willing to take the entry-level jobs that ordinarily go
to younger individuals.

Employment among recent high school graduates who were
not pursuing further education also fell far more during the
recession than it did for older adults with the same level of
educational attainment. The employment rate for young adults
with a high school degree, but no further education, fell by 11.1
percentage points between 2006 and 2009, from 67.2 percent
to 56.1 percent — a record low.*5 In contrast, the employment
rate for older adults with a high school degree alone declined
by less than half that amount (4.3 percentage points).46 These
trends show that even among individuals without a college
degree, those with greater work experience had a substantial
advantage during the downturn.

Lost Potential: Record-High Numbers of
Young Graduates Were “Underutilized”
During the Recession

Record-high numbers of young graduates were unable to
achieve their full potential in the job market because of the
Great Recession. More than two out of five young high school
graduates who were not pursuing further education (43.0
percent) were “underutilized” in 2009, meaning either that they

Table 1: Employment Dropped Substantially for Young Men and Latinos, 2006 to 2009

Californians Age 16 to 24, Not Enrolled in School
Percentage Point Percentage Point
Percent Employed Change Percent in Workforce Change
2006 2009 2006 to 2009 2006 2009 2006 to 2009

Gender

Men 74.7% 61.2% =183 83.6% 80.8% -2.8

Women 59.4% 55.4% -4.0 66.9% 68.6% 1.7
Race/Ethnicity

Asian and Other 64.7% 63.4% -1.3 71.2% 75.5% 4.3

Black 48.8% 47.0% -1.8 71.0% 65.7% -5.3

Latino 68.3% 56.9% -11.4 75.6% 75.3% -0.3

White 70.8% 61.0% -9.8 78.0% 76.2% -1.8
All 67.5% 58.4% -9.1 75.7% 75.0% -0.7

Note: The workforce is equal to the number of individuals who are employed plus the number who are unemployed who have searched for work within the past month.

Source: CBP analysis of US Census Bureau data
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were not working, but wanted jobs, or were working part-time,
but wanted full-time employment (Figure 8).4” This was more
than double the share of underutilized young high school
graduates in 2006 (20.9 percent). A smaller, but still substantial,
share of recent college graduates who were not enrolled in
school were underutilized in 2009 (25.2 percent), up from 10.7
percent in 2006. These trends mean that large numbers of
young graduates have been forced to postpone starting their
careers. This could put them at a significant disadvantage

in the future. Young adults who are unable to find work after
graduating, or who can only find dead-end jobs, delay the
acquisition of skills and experience necessary to advance in
their desired fields of work. As a result, they will likely be less
competitive candidates for jobs in the future, which could
diminish their employment prospects even after the labor
market recovers.*8

Graduating From College in a
Weak Economy Can Have Lasting
Negative Consequences

Research suggests that graduating from college when the
economy is weak can have a lasting impact on workers’

earnings. One study found that the initial hourly wage of white
male college graduates was 6 percent to 7 percent lower

for each 1 percentage point increase in the national jobless
rate the year that young graduates entered the labor force.*®
Even more than a decade and a half after graduating, hourly
earnings were lower for those who had joined the workforce
when the job market was weak.50 Qver time, the cumulative
effect on workers’ earnings was substantial: seventeen years
after graduation, white men who had graduated in 1982, when
the national jobless rate was 9.7 percent, earned hourly wages
that were 20 percent lower, on average, than those of their
counterparts who graduated in 1989, when the national jobless
rate was 5.3 percent. Other studies, including one examining
trends for women and blacks, have found similar results.5!
These findings suggest that some college graduates who enter
the job market during recessions are unable to fully catch up
to their peers who graduate when the economy is stronger.
Given that the Great Recession was more severe than prior
downturns, its adverse impact on young adults’ earnings may
be even greater and longer-lasting.

Figure 7: The Employment Rate Dropped Substantially for Young Graduates Between 2006 and 2009
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Figure 8: More Than Two Out of Five Young High School Graduates and
One Out of Four Young College Graduates Were Underutilized in 2009
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THE GAP BETWEEN LOW-WAGE

AND RIGH-WAGE
WORKERS HAS WIDENED

The weak job market depressed wage growth across the
earnings distribution in early 2010. Persistent high levels of
unemployment and underemployment mean workers’ wages
will likely gain little — if any — purchasing power in coming
years. This prospect does not bode well for workers at the
low end and middle of the earnings distribution, whose hourly

earnings have seen little to no growth over the past generation.

The Weak Job Market Put the
Brakes on Wage Gains

California’s workers saw little to no wage growth in early 2010.

The inflation-adjusted hourly wage of the typical California
worker — the worker exactly at the middle of the earnings

distribution — declined by 2.5 percent between the first half of
2009 and the first half of 2010 (Figure 9). This drop followed
a period of essentially no growth in the typical worker’s wage
between 2007 and 2009.52 In contrast, the inflation-adjusted
hourly earnings of the state’s low-wage workers — those with
wages at the 20th percentile of the distribution — and the
state’s high-wage workers — those with wages at the 80th
percentile of the distribution — were essentially flat between
the first half of 2009 and the first half of 2010, up by just 0.2
percent and 0.4 percent, respectively.>3 For many workers, a
shorter workweek has compounded declines — or diminished
minimal gains — in hourly wages. For example, the typical
California worker’s inflation-adjusted weekly earnings dropped
by 2.5 percent between June 2009 and June 2010.54

The Gap Between Low-Wage and
High-Wage Workers Widened
During the Past Generation

High-wage workers’ wage gains have far outpaced those of
workers at the low end and middle of the earnings distribution
for at least a generation. The inflation-adjusted hourly wage of




the state’s low-wage workers declined by 8.1 percent between
1979 and 2009, while that of the typical worker increased by

a modest 3.9 percent (Figure 10). In contrast, the hourly wage
of California’s high-wage workers rose by 21.5 percent, after
adjusting for inflation — five and a half times the increase of the
typical worker’s wage.

Uneven wage gains were particularly pronounced in the
1980s and 1990s. The inflation-adjusted hourly earnings of
California’s high-wage workers increased by 6.4 percent
between 1979 and 1989 and by another 6.1 percent
between 1989 and 2000, while the typical worker’s inflation-
adjusted hourly wage was essentially flat in the 1980s —
down by 0.8 percent — and rose by a modest 1.2 percent in
the 1990s (Table 2). Low-wage workers’ hourly earnings, on
the other hand, lost significant purchasing power during both
of these periods, declining by 6.1 percent between 1979

and 1989 and another 5.2 percent between 1989 and 2000.
The drop in the latter period reflects the fact that low-wage
workers’ earnings were slow to recover from the severe
downturn of the early 1990s: their earnings lost purchasing
power through 1997, in spite of strong job growth in each

of the prior four years. However, once low-wage workers’
earnings began to rebound in 1998, they continued rising
well beyond 2000 — the height of the economic boom, when

the state’s unemployment rate fell to a record low.5% In

fact, low-wage workers’ inflation-adjusted hourly earnings
increased by a substantial 4.4 percent between 2000 and
2006 — nearly matching the 4.7 percent increase in high-
wage workers’ earnings.5® In contrast, the typical California
worker’s hourly wage was essentially flat during this period,
up by just 0.8 percent.5”

Uneven wage gains over the past generation have widened the
gap between California’s high-wage workers and those at the
low end and middle of the earnings distribution. The state’s
high-wage workers earned 3.2 times as much per hour as
the state’s low-wage workers in 2009, compared to 2.4 times
in 1979. In addition, high-wage workers earned 1.8 times as
much per hour as the typical California worker in 2009, up
from 1.5 times 30 years earlier. The gap between low-wage
workers and those in the middle of the earnings distribution
also widened during this period. The typical California worker
earned 1.8 times as much per hour as low-wage workers in
2009, up from 1.6 times in 1979.

Earnings gaps in the US as a whole have widened by a smaller
margin than in California — or not widened at all — over the
past 30 years. The nation’s high-wage workers earned 2.8
times as much per hour as low-wage workers in 2009, up from

Figure 9: The Hourly Wages of California’s Workers Were Flat or Lost Purchasing Power in the First Half of 2010
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Figure 10: The Gap Between Low-Wage and High-Wage Workers Widened, 1379 to 2009
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2.4 times in 1979. In addition, high-wage US workers earned

Lalst 23 it Gl i Gl s Bllghrbiage tiones 1.7 times as much per hour as the typical worker in 2009,

Have Far Outpaced Those of Workers at the Low End . ;
and Middle of the Earnings Distribution Since 1979 compared to 1.5 times 30 years earlier. On the other hand, the

gap between the nation’s typical worker and low-wage US
workers has not changed: the typical US worker earned 1.6

Hourly Wage (2009 Dollars)

20th Percentile Median 80th Percentile times as much as low-wage workers in both 2009 and 1979.
1979 $11.43 $18.30 $27.63 These trends are notable because wage gaps in the state
1989 $10.73 $18.16 $29.39 and the nation were identical in 1979, but are now wider in
2000 $10.16 $18.38 $31.17 California.
2006 $10.61 $18.53 $32.65 Earnings gaps widened to a lesser extent in the US as a whole
2009 $10.51 $19.01 $33.57 over the past generation because workers at the low end of

Percent Change the wage distribution fared better nationally than they did in

1979 to 1989 -6.1% -0.8% 6.4% California, while_ high-wage workers did not fare.quite as well.
1989 t0 2000 500 1.2% 6.1% The hourly earnings of low-wage US workers gained modest

purchasing power between 1979 and 2009 (3.9 percent), while

0, 0, 0,
2000102006 44% 0.8% 4% their counterparts in California lost substantial purchasing
2006 to 2009 -0.9% 2.6% 2.8% power. In fact, as a result of these trends, the gap between
1979 to 2009 -8.1% 3.9% 21.5% low-wage workers in California and the US as a whole closed

Source: CBP analysis of US Census Bureau data



during this 30-year period. In 2009, the nation’s low-wage
workers earned $1.01 for every dollar earned by California’s
low-wage workers, up from just 90 cents for each dollar in
1979. The typical worker has also fared better in the nation

as a whole than in California over the past generation. The
inflation-adjusted hourly wage of the nation’s typical worker
increased by 7.6 percent between 1979 and 2009 — nearly
twice the gain of the typical California worker’s wage. This
disparity somewhat narrowed the gap between workers at

the middle of the distribution in California and the US. In 2009,
the nation’s typical worker earned 92 cents for every dollar
earned by his or her counterpart in the state, up from 89 cents
for every dollar in 1979. High-wage workers in the US as a
whole have not gained as much as those in California over the
past generation. The hourly earnings of the nation’s high-
wage workers rose by 19.3 percent between 1979 and 2009,
after adjusting for inflation — slightly less than the increase

for similar California workers. As a result, the gap between
high-wage workers in the state and the US as a whole widened
slightly by 2009. The nation’s high-wage workers earned 89
cents for every dollar earned by California’s high-wage workers,
down from 90 cents for each dollar 30 years earlier.

INCOME GAINS HAVE NOT

BEEN BROADLY SHARED

California’s job market was weak throughout most of the
2000s due to recessions at both the beginning and end of
the decade, as well as an unusually weak economic recovery
in the mid-2000s. Since middle-income Californians derive
the vast majority of their incomes from earnings from work,
the weak job market significantly eroded the purchasing
power of their incomes, erasing nearly all of their gains

from the late 1990s when the labor market was strong.

The wealthiest Californians, on the other hand, have made
significant income gains for more than a decade, reflecting
the fact that investment income, including earnings from
interest, dividends, and capital gains — which reflect changes
in the value of assets such as stocks and real estate — has
become increasingly concentrated among the top 1 percent
of taxpayers. As documented in prior California Budget
Project reports, these uneven gains have substantially
widened the gap between the state’s wealthiest and all other
Californians.>8
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Middle-Income Californians
Have Lost Ground Since 2000

The incomes of California taxpayers in the middle of the
income distribution have declined substantially since 2000.
During the first three years of this decade, when California’s
job market was weak due to the 2001 downturn, the average
adjusted gross income (AGI) of taxpayers in the middle fifth

of the income distribution fell by $2,020 (4.9 percent), after
adjusting for inflation (Figure 11).5° Qver the next three years,
the unusually weak economic recovery meant that middle-
income taxpayers were unable to regain that lost income
before the onset of the Great Recession. In fact, middle-income
taxpayers’ average inflation-adjusted AGI declined slightly — by
$187 (0.5 percent) — between 2003 and 2006. Then, between
2006 and 2008 — the most recent year for which data are
available — middle-income Californians’ average AGI fell by
another $2,278 (5.9 percent) as the labor market weakened
once again. In total, the purchasing power of middle-income
taxpayers’ average AGI dropped by a substantial $4,485 (10.9
percent) between 2000 and 2008 — a decline that almost

fully erased the gains made during the boom years of the

late 1990s.50 In fact, the average middle-income taxpayer’s
inflation-adjusted AGI was just $765 higher in 2008 than in
1995. While more recent income data are not yet available, it is
likely that middle-income taxpayers’ income declined further in
2009 when the recession deepened.

Income Gaps Widened Through 2001,
Reflecting Significant Gains Among
the Wealthiest Californians

The decline in the incomes of middle-income Californians
stands in stark contrast to trends for the wealthiest sliver of
the population, whose incomes have skyrocketed since at
least the early 1990s. The average AGI of the top 1 percent
of California taxpayers increased by 77.8 percent between
1993 - the earliest year for which data are available — and
2008, after adjusting for inflation (Figure 12).8' This increase
reflects a substantial 139.3 percent increase in the average
AGI of the wealthiest 1 percent of taxpayers between 1993
and 2007, followed by a 25.7 percent decline between 2007
and 2008. Since wealthy taxpayers derive a large share of
their incomes from capital gains, their incomes tend to fall
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when stock values decline, as they did in 2007 and 2008.82
As a result of these trends, the gap between middle-income
Californians and the top 1 percent narrowed in 2008, but
remained substantially wider than in 1993. The average
taxpayer in the top 1 percent of the income distribution had
an AGI of $1.4 million in 2008 — 39 times that of the average
middle-income taxpayer ($36,600). This was down from 51
times the AGI of the average middle-income Californian in
2007, but still nearly twice the gap in 1993.53 Emmanuel Saez,
an economist at the University of California, Berkeley and a
leading national expert on income trends, anticipates that the
recent narrowing of income gaps will only be temporary. He
explains:

Based on the US historical record, falls in income
concentration due to economic downturns are
temporary unless drastic regulation and tax policy
changes are implemented and prevent income
concentration from bouncing back. Such policy
changes took place after the Great Depression during
the New Deal and permanently reduced income
concentration until the 1970s. In contrast, recent
downturns, such as the 2001 recession, lead to only
very temporary drops in income concentration.54

The Wealthiest Households” Share of
Income Has Reached Historic Levels

National data, which are available since 1913, show that the
concentration of income among the wealthiest US households
in 2007 nearly topped records set early in the previous
century. Half of total household income (49.7 percent) went
to the top 10 percent of US households in 2007 — the highest
share since 1917 — and nearly one-quarter of total income
(23.5 percent) went to the top 1 percent of the nation’s
households in 2007 — the second-highest share in history,
nearly matching the highest share ever recorded (23.9
percent in 1928).5 National data also show that a small
sliver of the top 1 percent — the wealthiest 400 households in
the US — have made phenomenal gains in recent years. The
AGI of the typical US household in the top 400 quintupled
between 1992 and 2007.56 This substantial growth meant
that the typical household in the top 400 had an AGI that was
6,900 times that of the typical four-person family in 2007.
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CONCLUSION

With the job market neither getting worse nor much better,
California appears to be stuck between a recession and a
recovery. Barring further efforts to bolster job creation, the
state will likely continue to languish for several more years with
recession-like high levels of unemployment. The consequences
of such pervasive and persistent joblessness for California’s
workers and their families will be great, and the longer the
weak labor market persists, the deeper the scars will be. Even
past downturns, which were shorter and milder than the Great
Recession and were followed by stronger recoveries, had
significant and lasting impacts on workers’ earnings, their
health status, and their children. This suggests that it will take
many years for families to recover from the devastation caused
by the longest and most severe recession in recent history.
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ENDNOTES

T The gap between the wealthy and all other Californians has been widening for at least a generation and has continued to widen in recent years. See California
Budget Project, A Generation of Widening Inequality: The State of Working California 1979 to 2006 (August 2007) and California Budget Project, New Data Show That
California’s Income Gaps Continue To Widen (June 2009).

CBP analysis of Employment Development Department data. More than half (55.2 percent) of the total 98,700 nonfarm jobs California gained during the first five
months of 2010 were in federal government, and it is likely that nearly all of these gains were temporary jobs related to the 2010 Census. Another 26.8 percent of
recent job gains were jobs in the administrative and waste services industry, which includes temporary help agencies. It is likely that a large share of these newly
created jobs were in temporary help agencies. Temporary help jobs typically represent more than four out of 10 jobs in administrative and waste services, and they
could make up an even larger share of new jobs given that temporary help hiring tends to increase when the economy begins to recover from a recession. Seasonally
adjusted data for temporary help agencies alone are not available. See also Employment Development Department, May 2010 California Employment Highlights:
Unemployment Rate Falls to 12.4 Percent; Nonfarm Payrolls Grew by 28,300 Jobs, downloaded from http://www.calmis.ca.gov/file/Ifmonth/Employment-Highlights.
pdf on June 30, 2010.

In early August 2010, the US Census Bureau still had 196,000 temporary employees on its payroll; these jobs are expected to end in coming months. Heidi Shierholz,
A Labor Market Stuck in Neutral (Economic Policy Institute: August 6, 2010).

Employment Development Department.

5 Working-age individuals are those age 16 or older who are not on active duty with the Armed Forces and do not live in institutions, such as prisons.

One recent forecast projects that California will gain back only one-fifth of the total jobs lost during the recession by July 2011 and that it will take until the first
quarter of 2015 before the state gains back all of the jobs lost during the recession. However, these projections do not account for the additional jobs needed because
of growth in the working-age population. University of the Pacific, Eberhardt School of Business, California and Metro Forecast: July 2010 (July 15, 2010).

7 According to one forecast, 2011 could mark the first annual increase in manufacturing jobs in a decade. The state’s construction sector, on the other hand, is not
expected to begin to rebound until 2012. In fact, construction is projected to lose a total of 10,000 jobs by the end of 2010. University of the Pacific, Eberhardt School
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