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Because the primary source of support for most nonelderly
adults comes from their employment and earnings, un-
derstanding the jobs and wages available to less-educated
workers is key to understanding changes in the well-being
of low-income populations.! Expansions and contractions in
the macroeconomy influence unemployment rates, wages,
and overall economic growth, all of which are important
determinants of the economic circumstances facing low-
income families.

Low-income families are more reliant on jobs and earnings in
the 2000s than they were in past decades. This is particularly
true for less-skilled single mothers, who greatly increased
their earnings following welfare reform in the mid-1990s.
Maintaining a high employment economy, with stable or
growing wages and jobs that are readily available to less-
educated workers, continues to be the most important anti-
poverty policy for this country. The deep recession that began
in 2008, with unemployment rates at their highest levels in
25 years, is likely to cause significant increases in poverty.

Work behavior among less-educated persons

The economy primarily affects individuals who are working
or actively looking for work. Trends in labor force participa-
tion since 1980 have differed between less-educated men
and women. Employment declined markedly among less-
educated men between 1979 and 2007, although more of this
decline occurred between 1979 and 1995 than in the more
recent decade. Figure 1 shows the trends over this period by
education level in the share of men between the ages of 18
and 54 who report themselves as either working or looking
for work.? Men with more than a high school degree have
always been highly likely to work, with about a 90 percent
labor force participation rate throughout this period. (The
slight decline is due to growing years of school and earlier
years of retirement within this group.) In contrast, men with
only a high school degree or less have experienced substan-
tial declines in labor market involvement.

Juhn indicates that virtually all of the decline in less-skilled
men’s labor force participation over the 1980s can be ex-
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plained by declining wages.> More recent declines are less
easily understood. While labor force participation has risen
slightly among the least-educated, it continues to decline
among those with just a high school education. This is true
even though unemployment rates remained relatively low
throughout the 1990s and early 2000s. Increased incar-
ceration (making men less employable upon release) and
increased child support enforcement (making work less
lucrative) explain some, but not all, of the decline in labor
force participation among young black men.* There appears
to have been a behavioral change in labor market involve-
ment among less-skilled young men, especially black men,
that was unrelated to measurable economic variables. It is
unclear whether the deep recession that started in 2008 will
exacerbate these trends as even fewer jobs are available.

Figure 2 shows labor force participation changes among
women between 1979 and 2007, differentiating between the
same three education groups as in Figure 1. In general, all
women increased their labor force involvement since 1979,
although the patterns differ across groups. Women with post-
high school training show steady increases in work, from
1979 to 1998, after which the rate falls slightly. High school
graduates show a similar pattern.

In contrast, women who are high school dropouts have labor
force participation rates just over 44 percent from 1979 to
1994. Their rate increases to over 50 percent by 2000, then
declines slightly. The increase in work among the least-
educated women in the mid-1990s was related to the policy
changes in welfare and in work subsidies that were enacted
at that time. Cash welfare support became much less avail-
able and those on welfare were required to participate in
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Figure 1. Male labor force participation by skill level, 1979 to 2007.

Source: Author’s tabulations from Current Population Survey Outgoing
Rotation Group data. Based on all noninstitutionalized civilian adults ages
18-65.
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Figure 2. Female labor force participation by skill level, 1979 to 2007.

Source: Author’s tabulations from Current Population Survey Outgoing
Rotation Group data. Based on all noninstitutionalized civilian adults ages
18-65.

welfare-to-work programs. A very large number of single
mother families left welfare and increased their earnings.
At the same time, expansions in the Earned Income Tax
Credit made work more lucrative. Research has linked work
expansions among less-skilled women with both these EITC
expansions and with the welfare reform changes.’

A growing number of women have left welfare but have not
found employment. Blank and Kovak document increases in
the number of “disconnected women,” single mothers who
are neither working nor on welfare.® A high share of these
women face barriers to employment, such as learning dis-
abilities, mental and physical health problems, past histories
of domestic violence or sexual abuse, or other issues that
limit their ability to hold full-time steady employment. This
population will require much more extensive interventions in
order to move them to economic self-sufficiency.

The share of the less-skilled labor force that is composed of
immigrants rather than the native-born has also increased.
Among those without a high school degree, the share of men
who are immigrants increased from 11 percent to 41 percent
between 1980 and 2000; among similar women, the immi-
grant share rose from 12 percent to 35 percent.” While the
groups with more education also show substantial increases in
immigrant share, the numbers are much lower. For both men
and women with a high school degree or with higher levels
of schooling, the immigrant share was around 10 percent in
2000. Most of these immigrants are Hispanic workers; a much
smaller share are Asian, black, or white. All else equal, rising
immigration has helped to raise labor force participation over
time. Of course, all else may not be equal. Labor force partici-
pation among natives may be reduced by immigration.®

Similar to less-skilled men, immigrants are a growing share
of women without a high school degree. In 2000, 35 percent
of these women were born outside the country. Immigrant
shares remain lower among women than among men, in part

because single men are more likely to immigrate. Immigrant
women are also less likely to be in the labor force than are
native-born women.

Since 1979, men’s labor force participation has fallen, but
women’s has risen. A primary reason for this is different
wage trends among less-skilled men and women. We turn to
that issue after a discussion of job availability.

Job availability, unemployment, and the
business cycle

Labor force participation measures the share of the popula-
tion that is working or looking for work. If a high share of
those in the labor force is without a job, but searching, this
indicates lower well-being than when employment is high.
Thus, the overall unemployment rate is an important indi-
cator of economic well-being, particularly for lower-wage
workers, who generally face higher unemployment rates
than more-skilled workers.

Changes in unemployment

Figure 3 plots unemployment rates by education level be-
tween 1979 and 2007.° Unemployment rates were relatively
low from the mid-1990s to the mid-2000s, in contrast to the
early 1980s when unemployment rose steeply. Even as over-
all unemployment fell, unemployment rates among the less
skilled exceeded 8 percent in every year between 1979 and
2007, even during the booming years of the 1990s. Those
with less than a high school degree had an unemployment
rate of nearly 9 percent in 2007, well above the 5 percent for
high school graduates and the 3 percent for those with post-
high school training. Unemployment rose sharply over 2008
as the economy moved into recession, and overall unemploy-
ment rates in 2009 are expected to rival or exceed those of the
early 1980s. The historical pattern is clearly being repeated
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Figure 3. Unemployment rates by skill level, 1979 to 2007.

Source: Author’s tabulations from Current Population Survey Outgoing
Rotation Group data. Based on all noninstitutionalized civilian labor force
participants ages 18-65.
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in the recession of the late 2000s, as unemployment among
the least skilled is rising much more rapidly than unemploy-
ment among more highly skilled workers.

Changes in jobs and job availability

Since the mid-1980s, the labor market has absorbed a large
increase in less-skilled immigrant workers and a large in-
crease in less-skilled native-born women workers, while
experiencing relatively low and stable unemployment rates
through most of this period. Even with some decline in male
labor force participation among less-educated workers, dis-
cussed above, the U.S. economy has been the envy of many
other countries that have faced much higher unemployment
and lower labor force participation over the past two decades.
This reflects strong overall U.S. economic growth during
these decades, which created a growing number of jobs.

There has been much concern about the declining number
of “good jobs” that pay high wages and fringe benefits for
less-educated workers. Manufacturing jobs have declined
dramatically—among all male workers, the share employed
in manufacturing has fallen from 29 percent in 1985 to 17
percent in 2007.'"° Among less-educated men, this decline
has been even faster, from 34 percent in 1985 to 20 percent
in 2007. Women have always been less likely to work in
manufacturing; by 2007, less than 10 percent of all women
workers were in this industry. The manufacturing employ-
ment of less-educated women declined from 22 percent to
12 percent between 1985 and 2007.

The decline in manufacturing jobs has not meant fewer
available jobs for less-skilled workers; rather it has meant
that different jobs are available. For instance, the share of
less-educated men in retail trade and selected service jobs,
including hotels, restaurants, and entertainment/tourism
grew from 24 percent to 28 percent between 1985 and 2007,
the share of less-educated women in these jobs grew from
36 percent to 40 percent. There has also been substantial
employment growth among less-educated workers in health
care and in clerical jobs. These industry shifts, reducing
manufacturing jobs but increasing other job opportunities,
can cause severe short-term disruptions for individuals who
find themselves seeking work in very different sectors of
the economy. Particularly among less-educated men, the
jobs they used to hold have become much less available. In
aggregate, however, there have been jobs available to less-
skilled workers over the past three decades. The problem has
not been job availability, but the wages that these jobs pay.

The effect of the economic cycle on less-skilled workers

Less-educated workers are more affected by cyclical move-
ments in economic growth than are more-educated workers.
When unemployment rises, less-educated workers are more
likely to lose their jobs, to move into part-time work, or to
leave the labor force entirely. A glance at unemployment
trends among more and less-educated workers (Figure 3) in-
dicates that unemployment among the less-educated is much
more cyclical than among more-educated workers.
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An interesting question is whether the economic situation
of less-educated workers has become more or less sensitive
to changes in unemployment over time. One group that has
become more vulnerable to economic fluctuations, in part
as a result of welfare reform, is low-income single-mother
families. Prior to welfare reform, unmarried women with
children were less affected by unemployment because they
had ready access to cash assistance. As this has changed,
their reliance on the labor market has risen and, hence, their
exposure to unemployment and economic cycles has grown.

A mild recession in 2001 appeared to have little effect
on single mothers, but this recession was concentrated in
manufacturing and traded good industries, sectors where
few less-skilled women are employed. In 2001, consumer
spending remained strong, continuing to create demand for
low-skilled workers in retail trade and in hotel and food
services. Unfortunately, the recession that started in 2008
is much more widespread and has affected all sectors of the
U.S. economy. By the end of 2008, unemployment among
women had risen sharply and cash public assistance casel-
oads began to rise for the first time since the welfare reforms
of the 1990s. Food stamp usage increased sharply as well.
This recession will test whether states are able or willing to
provide cash assistance to growing numbers of non-working
single mothers when unemployment is high, and it will test
the federal government’s willingness to assist states in fund-
ing caseload increases during a recession.

What do less-educated workers earn and why
has this been changing?

The U.S. economy has long been praised for its very flexible
labor market, which has led to substantial job creation and
relatively low unemployment rates in comparison to many
European nations. This flexibility also means a larger num-
ber of lower wage jobs. Figure 4 graphs the trends in real me-
dian weekly wage rates among men between 1979 and 2007,
by level of education.!! As has been widely noted, substantial
wage losses for less-skilled men occurred after 1979. Among
those with post-high school education, wages rose slightly
from 1979 to 1994 (there were much larger increases among
men with a college education). Since the early 1990s, wages
have risen at all skill levels. By 2007, full-time weekly wages
were $439 for high school dropouts, $619 for high school
graduates, and $934 for those with more than a high school
degree. For the two less-educated groups, these levels are
still well below where they were in 1979, however.

In contrast to less-educated men, less-educated women
experienced little drop in wages over the 1980s. Figure 5
shows trends in real median weekly wages for full-time
work among women by education group between 1979 and
2007. High school graduate women experienced significant
wage increases over this period, whereas wages grew much
less among those with less than a high school degree. More
skilled women experienced quite steep growth. These chang-
es narrowed the wage gap between less-educated women
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Figure 4. Real median weekly wages among men by skill level, 1979-
2007.

Note: Adjusted to full-time equivalents. Inflation adjusted to 2007 dollars
using the PCE deflator from the Bureau of Economic Analysis.

Source: Authors’ tabulations from Current Population Survey Outgoing
Rotation Group data, 1979 to 2007. Based on all noninstitutionalized civil-
ian labor force participants ages 18-65.

and men from 59 percent in 1979 to 78 percent in 2007. The
wage gap among more-skilled men and women narrowed as
well because more-skilled women’s wages are rising faster
than equivalent men’s wages.

Explaining these wage shifts

The period since 1979 has been a period of rising wage in-
equality. There is general agreement that the rise in inequal-
ity (and the decline in real wages) in the bottom half of the
wage distribution occurred primarily in the 1980s. Little
change in relative wages in the bottom part of the distribution
occurred after that decade. In contrast, inequality in the top
half of the wage distribution has risen steadily throughout
this period, as wages among the highest-skilled workers
continue to rise rapidly.'

The evidence suggests that wages among the least-skilled
and the most-skilled have grown slightly faster over the past
15 years, while wages in the middle have stagnated. Lemieux
indicates that wages grew most rapidly below the 20" per-
centile and above the 60" percentile of the wage distribution
between 1989 and 2004.!* This pattern is particularly no-
ticeable for men. Thus, while less-skilled men lost earnings
power over the 1980s, they experienced more wage growth
in recent years, even if this more recent wage growth has not
brought them back to the same level of real wages.

The wage losses among less-skilled workers in the 1980s
appear to stem from numerous forces.'* A primary factor is
what economists call “skill-biased technological change,” or
SBTC, which occurs when changes in technology increase
labor demand for workers at a particular skill level.!> Tech-
nological changes in the 1980s led to SBTC, with increased
computer use in a growing number of applications, from
robotics to just-in-time inventory systems. This increased de-
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Figure 5. Real median weekly wages among women by skill level,
1979-2007.

Note: Adjusted to full-time equivalents. Inflation adjusted to 2007 dollars
using the PCE deflator from the Bureau of Economic Analysis.

Source: Authors’ tabulations from Current Population Survey Outgoing
Rotation Group data, 1979 to 2007. Based on all noninstitutionalized civil-
ian labor force participants ages 18—65.

mand for more-skilled workers outstripped supply increases,
driving up wages. At the same time, demand for less-skilled
workers fell. SBTC continues to affect the labor market
in the 1990s and 2000s, but is primarily driving widening
wages in the top half of the wage distribution as informa-
tion technology continues to increase demand for the most-
skilled workers, while displacing moderately skilled workers
who perform more routine tasks.!'®

The popular discussion of stagnating wages often em-
phasizes growing trade and the internationalization of the
economy. Less-skilled workers in less-developed countries
typically earn much lower wages than less-skilled workers
in the United States. Outsourcing production components
that require only limited skill inputs can save a company
money and will reduce their demand for less-skilled labor
in the United States. The research literature has downplayed
the importance of trade in rising wage inequality and falling
wages among less-skilled workers, suggesting that declining
wages would have occurred even without growth in global
markets.!” Recent work does suggest that trade in intermedi-
ate inputs, leading to changes in industrial organization, can
be important.'® Krugman provides reasons why trade shifts
since the mid-1990s (particularly the rise of China) might
make trade a more important factor for the evolution of less-
skilled wages in the United States, although this effect is
very difficult to measure. '

Some researchers have noted that institutional changes con-
tributed to the declining wages of less-skilled workers, in
addition to changes due to trade or technology. For instance,
Card notes that the rapid decline in unions over this period
explains about 20 percent of the wage decline among the least
skilled.?’ Unions often raise wages at the bottom of the distri-
bution, and the decline of unions has left less-skilled jobs that
previously were somewhat protected by union bargaining ef-
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Figure 6. Pre-tax and post-tax income for a single mother working at
the minimum wage, 1979-2007.

Notes: This single-mother family is estimated to have one full-time worker
at the minimum wage (for a total of 2000 annual hours of work) and two
children. Federal income tax, FICA payroll taxes, and Earned Income Tax
Credit included in post-tax calculations. Figures inflated to 2007 dollars
using the PCE deflator.

Sources: Minimum wage data from the Department of Labor, History
of Federal Minimum Wage Rates Under the Fair Labor Standards Act,
1938-2007, available at http://www.dol.gov/esa/minwage/chart.htm. Tax
liabilities and credits for all years calculated using the NBER TAXSIM
Model, Version 8.0, available at http://www.nber.org/~taxsim/.

forts more open to market vicissitudes. Unionization declined
rapidly among all workers between 1985 and 2007, but fell
faster among the less-skilled. Among less-skilled men, col-
lective bargaining coverage declined from 28 percent to 15
percent between 1985 and 2007. Fewer women are in jobs
covered by bargaining—their coverage decline over the same
period was from 14 percent to 9 percent by 2007.2!

In addition, the minimum wage remained constant through-
out the 1980s, and its declining real value was an important
factor in pushing wages downward among the less-skilled.??
Female workers were particularly affected, since a dispro-
portionately large number of them work in minimum wage
jobs.?* Of course, changes in minimum wages and in union-
ization may not be completely independent from changes
in technology or in trade. Increasing global competition in
U.S. manufacturing was one cause of declining unionization.
Falling demand for less-skilled workers may have strength-
ened resistance to minimum wage increases over the 1980s.

The declines in minimum wages in the 1980s were partially
made up by minimum wage increases in 1989 and 1996, and,
for workers with children, by increases in the Earned Income
Tax Credit (EITC). The EITC was greatly expanded in 1993
so that a growing share of low-wage workers could receive
tax refunds, even if they owed no taxes. Figure 6 shows
pre-tax and post-tax income, inflation adjusted, for a single
mother with two children working full time at a minimum
wage job from 1979 through 2007. During the 1980s, her
real wages fall steadily with inflation erosion in the minimum
wage. The minimum wage increases of 1989, 1996, and 2006
are clearly visible in the graph. Even more important, how-
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ever, is the expansion in the EITC, which by 2007 increases
her income by over three thousand dollars.?* It is clear that
policy (a non-inflation-indexed minimum wage) worked to
lower wages in the 1980s, but minimum wage increases and
EITC expansions helped raise earnings in the 1990s.

Lemieux describes the 1980s as a “perfect storm,” in which
multiple factors resulted in an expansion in inequality across
the wage distribution.?> This includes technological, institu-
tional, and policy changes. These forces, however, appear to
be more quiescent in the past 15 years. Since the early 1990s,
changes in demand and wages have benefited highly-skilled
workers and flattened wages for middle-range workers. Less-
skilled workers have experienced moderate wage gains.

Of course, wage changes have to be compared to price
changes. If prices are falling, then lower wages may not
leave families worse off. A recent paper by Broda and Ro-
malis argues that increased trade over the past three decades
has resulted in substantive price declines in the non-durable
goods bought by lower-income families.?® This paper,
however, does not look at the total market basket of goods.
Housing prices, which constitute a substantial share of lower
income family budgets, have risen substantially over the past
three decades in many areas and the share of budgets going
to housing has increased.?’

The long-term wage outlook for less-skilled workers is not
rosy. All predictions for the future suggest that global demand
for more-skilled workers will increase; it is hard to tell a story
in which the demand for less-skilled workers increases within
the United States. The labor market for the less-skilled has
been relatively robust for the past 15 years, however, with
low unemployment and slowly rising wages. At best, one
can hope that demand does not fall and that a growing U.S.
service sector continues to need workers in low-skill jobs.

Poverty and the macroeconomy

A family of four with an income below $21,000 is considered
poor in 2007 in the United States. Analysis of data through the
1970s indicated a very large effect of rising unemployment
on rising poverty; however, this relationship deteriorated in
the 1980s, with unemployment and poverty becoming more
disconnected. Recent evidence suggests the link between
unemployment and poverty strengthened again in the 1990s.

I revisit the question of “how is poverty related to the
macroeconomy?”?® Overall, I find that poverty remains
very responsive to the economic cycle. Although falling
unemployment in the mid- to late-1980s had little effect on
poverty because of an offsetting decline in real wages, lower
unemployment in the 1990s and 2000s significantly reduced
poverty for most groups. In contrast, inflation has virtually
no effect on poverty.

The recession that began in 2008 promises to be extremely
deep. As this is written in early 2009, many economists are
predicting that unemployment will reach 10 percent. The



most recent poverty data we had available was for 2007,
when the poverty rate for all persons was 12.5 percent and
the average unemployment rate was 4.6 percent. If the un-
employment rate rises from 4.6 percent to 10.0 percent and
everything else remains unchanged, poverty could increase
from 12.5 percent to 14.8 percent over the long term. This
would be just below the high poverty rates that followed the
recessions of 1990-1991 and 1980-1982. While many other
factors could limit such a sharp rise in poverty, this estimate
provides evidence of how important the labor market is to the
economic well-being of low-income families.

Finally, it is worth commenting that growth in the macro-
economy alone will not eliminate poverty. Even when the
economy recovers, unemployment is not likely to fall below
its level in the late 1990s and early 2000s, when it was be-
tween 4 percent and 5 percent. Hence, rises in unemployment
above this level will increase poverty, but unemployment is
not likely to fall to a level that pushes poverty down substan-
tially below where it was in 2000 at 11.3 percent. Declines in
poverty below this level are likely to require targeted efforts
to expand resources for those who can’t work and to expand
earning opportunities for less-skilled workers.

Conclusions

There is both good news and bad news regarding the effects
of the economy on the earnings opportunities of less-skilled
workers. The good news is that low unemployment rates
continue to benefit low-income persons. Poverty rates in the
2000s appear to be highly responsive to lower unemploy-
ment. Unemployment has been relatively low over the past
two decades. Furthermore, at least since the early 1990s,
wages have not fallen among less-skilled workers and have
even risen somewhat. Wages among less-skilled women are
higher than at any previous point in history.

The bad news is that wages among less-skilled men remain
below where they were in the 1970s. And overall wage
growth among all less-skilled workers has been limited.
Although the economy has been in a period of sustained
growth, this has benefited higher-skilled workers much more
than less-skilled workers. And the period of growth has
ended with a serious economic recession, with much worse
economic prospects for low-income families, especially
female-headed families who now rely more heavily on earn-
ings and less on cash welfare.

These results suggest several important policy issues in the
years ahead. Maintaining a strong economy and low un-
employment is most important for the long-term economic
well-being of low-wage workers. I have written previously
and have documented in this article that the best policy we
can pursue for the poor is to keep unemployment low and the
economy strong.?’

Given the forces that have shifted demand toward higher-
skilled workers, however, economic growth by itself may

not be enough to reduce poverty or substantially improve the
economic well-being of low-income families. Maintaining
a reasonable level of the minimum wage is also important.
When the minimum wage deteriorated in the 1980s, the real
earnings of less-skilled workers declined. The decline of
unions has also accelerated wage losses among lower-wage
workers, suggesting that effective forms of worker organiza-
tions in a global economy may also prevent wage losses for
some groups of workers.

We must also maintain the level of the Earned Income Tax
Credit as a subsidy to lower-wage workers in low-income
families. At present the EITC is primarily available to fami-
lies with children. Expanding this to other low-wage workers
in low-income families without children would help reduce
poverty, as others have noted.’* Such an EITC expansion
might help reverse the falling labor force participation of
less-skilled men shown in Figure 1. Other articles in this
issue discuss other relevant policies, such as available child
care and health insurance, or revisions to the unemployment
insurance system.

Finally, any long-term solution to these problems will re-
quire increasing skill levels. Reforming and improving the
public school system is critical, as is increasing opportunities
for post-secondary education. Given the rapidly growing im-
migrant population among the less-skilled, the educational
achievements of the children of these immigrants will be
quite important for the future of the economy. If these chil-
dren are able to reach higher educational levels than their
parents, this adds to intergenerational mobility and assures
that these families escape poverty over time.

The labor market has had a plentiful supply of low-wage jobs
available, but the long-term outlook for jobs is uncertain. At
best, there will continue to be a large low-wage employment
sector; at worst, depending on broader trends in technol-
ogy and economic globalization, the number of these jobs
could shrink relative to the supply of low-wage workers. Or
the wages on these jobs could fall, as they did in the 1980s.
There is little prospect, however, that there will be substan-
tial wage gains in low-skill jobs. Shifts in demand away
from less-skilled work, combined with the large supply of
less-skilled workers, will keep wages down.

Nonetheless, most families headed by less-skilled adults rely
primarily on earnings. Assuring these families of stable and
sufficient incomes is important in order to keep poverty low
and to keep these families attached to the labor market rather
than idle or engaged in less-socially-desirable activities. This
requires ongoing public subsidies to less-skilled workers
and ongoing attention to the problems faced by low-wage
workers.H
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