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On November 15-16, 2007, the Federal Reserve Bank of Chicago’s Economic Research
Department and Consumer and Community Affairs Division, along with the W. E. Upjohn

Institute for Employment Research, will cosponsor a conference to present research on
policies, practices, and initiatives affecting low-wage workers.

Conference speakers include
Alan S. Blinder, Princeton
University; Alex Kotlowitz,
author and journalist; and
Edward P. Lazear, Council
of Economic Advisers. For
more information, including
the agenda, visit www.
chicagofed.org/news_and_
conferences/conferences_
and_events/2007_strategies_
improving_economic_mobility_
announcement.cfm.

By almost all measures, American
workers overall have gained economic
ground over time. However, it has also
been well documented that inequality
in economic outcomes has increased:
Wages for those in the bottom (10th
percentile) of the income distribution
have not growth as quickly as those in
the top (90th percentile). In fact, the
wages for those at the bottom may even
be stagnating. These trends imply that
the economic mobility of some segments
of the labor force is relatively limited.
How can the economic opportunities
for low-wage workers be improved? And
how effective are existing policies at
helping low-wage workers gain more
skills or improve them? In this Chicago
Fed Letter, I provide a brief review of key
issues related to low-wage earners and
policy prescriptions, as a preview to our
conference, Strategies for Improving
Economic Mobility of Workers.

Trends in poverty, wages, and income
mobility

The adverse consequences of substan-
dard wages and poverty on individuals,
families, and communities are numer-
ous and interconnected. Families with
low to moderate income generally have
little in savings to deal with unantici-
pated events, such as the loss of a job
or a serious health problem. They are

less likely to have a bank account or be-
come homeowners, and they have much
lower than average household wealth.'
Children in poor families receive lower-
quality child care and health care, and
they are exposed to a less stimulating
learning environment in the home.?

Living in a poor family increases the
chances of living in a poor neighbor-
hood. As research by the Brookings
Institution suggests, nationwide about
one in ten individuals below the pov-
erty line in 2000 lived in communities
with geographically “concentrated pover-
ty,” where at least 40% of the population
is poor.® Forty-six of the nation’s 50 larg-
est cities contained at least one such
neighborhood. Many of these neigh-
borhoods lack adequate housing, jobs,
business and financial services, and
transportation infrastructure. As a re-
sult, residents tend to face higher local
prices for goods and services. Living in
distressed neighborhoods also increas-
es one’s exposure to health hazards
and violence. Given these trends, how
can economic opportunities be im-
proved for workers and households in
poor communities?

Researchers have focused on three im-
portant empirical questions in study-
ing low-wage workers. They measure
the size of the low-wage labor market,
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identify the characteristics of low-wage
earners, and gauge the extent to which
they experience income growth. They
have used several different approaches
to define the “low-wage” labor market
and to evaluate the material well-being
of the poor.* One approach defines a
low-wage worker as one who works at
least 37 weeks per year, but whose total
family annual income falls below the fed-
eral poverty level (an annual threshold
based on U.S. Census data)—$15,735
in 2005 for a family of three. Using this
definition, figure 1 depicts the poverty
rate among individuals aged 18-64 years
old for each year since 1980. The figure
shows that the percentage of individuals
with income below the poverty line has
remained relatively stable over time,
hovering around 11% and 12%. More
than half of those individuals work
during the whole year, and over one-
quarter work full time the whole year.

Another approach is to consider the
relative position of workers in different
quartiles of the income distribution. This
approach is illustrated by figure 2, which
shows the average real hourly wages of
workers by quartile from 1979 through
2006. Real hourly wages for workers at
the 10th percentile and below have re-
mained stable—at about $7.00. Most of

What figure 2 does not
show is the income
mobility of workers,
1.e., the extent to which
workers are moving up (or down) the
income ladder over the course of their
lifetimes or across generations. Data
limitations make this question harder
for researchers to address. However,
the few studies that focus on mobility
suggest that, in general, families in the
U.S. experience upward mobility over
the life-cycle and across generations.®
Not surprisingly, mobility largely de-
pends on the income and education
level of the family. One study suggests
that over the past 25 years, a child born
into a low-income family had a 20% to
25% chance of earning above the median
income as an adult and less than a 5%
chance of moving into the highest fifth
of the income distribution. Another
study shows that, among families who
started in the bottom fifth of the income
distribution in 1988, more than half
remained there in 1998, and fewer
than one-quarter managed to achieve
at least middle-income status by the
end of the decade.”

Low wages and weak labor market
attachment

A growing body of research investigates
the causes of low earnings and the char-
acteristics of those likely to experience
relatively limited economic mobility.

Focusing on the “working poor,” research-
ers have found determinative factors to
include age, education, skill, and de-
mographic and racial characteristics.®
Blacks and Hispanic immigrants are
twice as likely as whites to be among
the working poor.

Having a high school diploma or high-
er education significantly lowers one’s
risk of being poor. For example, in
2004, according to the U.S. Bureau of
Labor Statistics, among workers with a
college degree, only 1.7% were among
the working poor, compared with 15.2%
of those with less than a high school
diploma. Along with lower levels of for-
mal education, the working poor popu-
lation has a higher level of individuals
with weak cognitive, written, and verbal
communication skills than the rest of
the working population.’

For particular demographic groups,
such as former welfare recipients or
black males in inner-city neighborhoods,
research suggests that access to stable,
relatively well paying jobs is limited be-
cause of a lack of information, informal
contacts, or networks. The working poor
also tend to have high turnover rates
and greater job instability owing to poor
work performance or frequent absences,
perhaps related to problems finding
child care or appropriate transporta-
tion." Certain segments of the working
poor are considered “hard to employ,”
including individuals with substance
abuse problems, those who have served
time in jail, and those with mental and
health disabilities."

Creating more economic opportunities

In a February 2007 speech, Federal
Reserve Chairman Ben S. Bernanke
pinpoints three general principles that
are broadly accepted in our society:
The first is that economic opportunity
should be as widely distributed and as
equal as possible; the second, economic
outcomes need not be equal but should
be linked to the contributions each
person makes to the economy; and

the third, people should receive some
insurance against the most adverse
economic outcomes, especially those
arising from events largely outside
their control.’
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Policies to address poverty and labor mar-
ket distributional disparities fall into two
broad categories. The first category in-
cludes direct “redistributive” policies,
including increased minimum wages,
progressive taxation, and special tax
provisions for low-income workers (e.g.,
the Earned Income Tax Credit).!® The
second type comprises social policies
addressing access to health care, child
care, job retraining, and educational
opportunities. It is worth noting that at
the core of all policy debates involving
income transfers, there remains one
central and difficult question: What is
the right trade-off between upholding
market-based incentives, which encour-
age labor market flexibility and firms’
ability to invest in technology, and provid-
ing social insurance to workers against

economic and financial risks?'*

Given the increasingly high returns to
education, most economists agree that
investment in early childhood educa-
tion is one of the most potent means to
promote the skills necessary to adapt
to a changing labor market.” Techno-
logical changes have increased the skill
requirements for jobs that offer better
salaries and benefits (health care, etc.).!®
This suggests that additional job training
and vocational education opportunities
for adult workers may also be worth

shoring of skilled jobs,
downsizing, and job dis-
placement.” Research
shows that in their new positions, dis-
placed workers are more likely to be
downgraded relative to their previous
earning levels and job quality. Increased
income instability and associated loss of
lifetime income affect the welfare of
individual workers, lead to declines in
living standards, and raise personal
debt. Federal programs such as Trade
Adjustment Assistance are in place to
help cushion the impact of job losses."

Programs such as Moving to Opportu-
nity—a U.S. Department of Housing
and Urban Development program that
offers housing vouchers to families in
public housing—are among the other
initiatives developed to help resolve the
spatial mismatches between residents
in poor neighborhoods and areas with
job growth.? In addition, a number of
work force development initiatives are
targeted at populations with specific
needs. For example, some programs pro-
vide or improve access to transportation
and housing, and some offer job train-
ing and placement to former welfare
recipients. Finally, there are community-
based programs that assist ex-offenders
reentering the job market.?!

Conclusion

The net effects to date of policies and
practices aimed at improving the labor

force outcomes of the working poor
and enhancing labor force participa-
tion overall are unclear.? Accordingly,
this area remains ripe for further research.
Our November 15-16 conference at the
Federal Reserve Bank of Chicago, co-
sponsored by the W. E. Upjohn Institute
for Employment Research, will discuss
policies and initiatives related to spatial
mismatch, income assistance or transfers
to the poor, and work force development
programs, drawing on the expertise of
national researchers, community devel-
opment professionals, and policymakers.
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