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Executive Summary

The purpose of this report is to assess the eco-
nomic health and well-being of the workers
and families in Massachusetts. The recent past,
at least in broad economic terms, has been
positive in many respects. In early 2000, the
U.S. economy achieved the longest continuous
economic expansion in its history. The eco-
nomic news in Massachusetts was also positive
in many respects. Since 1992, the state has
added 525,000 jobs. By 2000, the unemploy-
ment rate had dropped to 2.6 percent, our
lowest rate in the last thirty years. Productivity
increases, measured by gains in output per
worker, were among the highest in the coun-
try over the last decade.

These facts give us an overall sense of the
progress of the Massachusetts economy, but
they tell us little about how ordinary workers
and families have fared. Much has been writ-
ten nationally about how the New Economy
is affecting working-class and middle-class
families, but there is little information at the
state level. MassINC has published a number of
studies on related topics, including our inau-
gural report, The State of the American Dream in
New England (1996). Other MassINC research
has analyzed the contribution of immigrants,
the types of skills needed to succeed in the New
Economy, changes in the state’s labor force, and
factors determining the state’s high cost of living.

This research project finds that most
middle-class families are working harder today
than ever to hold onto their standard of living,
despite the economic prosperity of the last
decade. In arriving at this conclusion, we exam-
ined the economic data of the last twenty years
and used the most up-to-date information
available from a wide variety of government
and other data sources. It is worth noting,
however, that the purpose of this study is not
to advocate for specific policy prescriptions or
recommendations. Rather, our goal is to pres-
ent the facts in the most comprehensive and
straightforward way possible. We hope that by
objectively laying out the facts, this report will
be a catalyst for a more informed and thought-
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ful public dialogue. As will become clear, there
are a lot of challenging questions for opinion
leaders, decision-makers and concerned citizens
in the public, private, and non-profit sectors
to address. We also hope that this report will
help place in larger context the changes that
we all are experiencing within our families and
at our workplaces.

To begin, we find that there are four key
factors at work in shaping the economic con-
dition of Massachusetts families:

1. The Changing Family

» Over the past two decades, high rates of
divorce and births outside of marriage have
changed the way people form families. Today,
there are fewer married couples in the Com-
monwealth. At the same time, there has been
arise in single-parent families, which has had
a number of negative economic conse-
quences for families in general.

» Within married couples, the economic role
of women has changed substantially. Two-
income families are now the rule, and these
families have increasingly come to depend upon
the earnings of the woman to maintain and
improve their standard of living. Not only are
more wives working outside the home, they
are also working more hours than ever before.

* A large part of a family’s economic success
depends on how many hours the family mem-
bers work. Not surprisingly, those who work
more hours do better financially. We find that
most families at the low end of the income
ladder do not work very many hours. In con-
trast, middle- and upper-middle-income fam-
ilies work a tremendous number of hours in
order to achieve and maintain their high
standards of living.

2. The Growing Importance of Education
and Skills
* Over the past twenty years, formal education
with a strong base of literacy skills has become
the economic fault line, dividing those who
enjoy economic success from those who do



not. While workers with higher levels of edu-
cation continue to have more and higher pay-
ing opportunities, those with limited educa-
tion have been losing ground, with fewer
chances to succeed.

* The earnings premium for additional years
of schooling has grown. As a consequence, the
income gap between the least and the most
educated families has widened considerably.

3. The Geography of Success

» The New Economy has affected geographic
regions of our Commonwealth quite differ-
ently. There are at least three stories to tell.
First, the economic fortunes of Greater Boston
(Essex, Middlesex, Norfolk, Plymouth, and
Suffolk Counties) and Central Massachusetts
(Worcester County) are largely stories of
success.

* Second is a mixed story for Southeastern
Massachusetts (Barnstable, Bristol, Dukes,
and Nantucket Counties). Although the
region has created many jobs, these jobs often
pay less than the new jobs in other regions.

* Finally, this report tells the story of Western
Massachusetts (Berkshire, Franklin, Hamp-
shire, and Hampden Counties)—a story that
is as sobering as it is stark. The state’s eco-
nomic growth of the mid to late 1990s largely
bypassed the entire western half of the state.
Today, the economic divide between different
regions of Massachusetts is larger than it has
been at any time over the last thirty years.
A core element of the American Dream is
the ability to own one’s home.Yet, Massachu-
setts has one of the lowest home ownership
rates in the country. Our high housing costs
wipe out the advantages of our state’s above-
average incomes. While most of our analysis
of home ownership pertains to the state as a
whole, the problem of high housing costs is
particularly acute in Greater Boston. In
Eastern Massachusetts, these high housing
costs have also become an issue of economic
competitiveness. They contribute to the out-
migration of workers and exacerbate labor
shortages, increasing difficulties in attracting
and retaining workers.

WHAT DO WE MEAN WHEN WE SAY....

American Dream—The ideal of freedom
and opportunity that motivated the Found-
ing Fathers. At its simplest, the American
Dream is the notion that success is within
reach of anyone—regardless of one’s cir-
cumstances of birth—through one’s own
hard work. The core material elements of
the American Dream include: the ability to
improve one’s earnings over time through
hard work, a family income that provides
a reasonably secure middle-class stan-
dard of living, and the opportunity to own
one’s home.

Families—For the purpose of this research,
we rely on the Census Bureau’s definition
of a family household, which is any house-
hold that includes two or more individuals
who are related by blood, marriage, or
adoption. Note that according to this def-
inition a family may or may not include
children. By this definition, about two-
thirds of all households in Massachusetts
are families. This standard definition is

incomplete, most notably because it does
not include domestic partners (gay or het-
erosexual) if they do not have children.
However, this widely used definition is the
best available option for our analysis.

Median Income—The median is the mid-
dle point of the income distribution. One
half of the families (or households) will
have an income below the median, while
the other half will have an income above
the median. We often use the term “typi-
cal” to refer to the median family or house-
hold income. (This report also looks at the
median earnings of workers.)

Middle Class—There are a number of
ways that people define the middle class.
For the purpose of our analysis, we define
the middle class as families in the middle
three quintiles (i.e. the middle 60%) of
the income distribution. Under this defi-
nition, families in Massachusetts who earn
$24,000 to $103,000 would be consid-

ered part of the middle class. It is impor-
tant to note that if we considered the
three middle quintiles of the country, New
England, or specific regions of the state,
the income boundaries would be differ-
ent. Some researchers prefer an absolute
standard, arguing that families are middle
class if they are within fixed income
boundaries that correspond with a certain
standard of living.

*Important Note About Comparing
Incomes and Earnings Over Time
In order to adjust for the effects of infla-
tion and to compare the purchasing power
of workers or families over time, we have
converted dollars into real terms. Unless
otherwise specified, all of our compar-
isons are in real terms. In addition, when
we use the Current Population Surveys
(CPS) after 1994, we rely on two-year
averages because of the reduced sample
size.
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1 Single-spouse families (with and without
children under age 18) have increased by
94,000. Single-spouse families include
single parents with children, siblings who
live together, and adult children who live
with their parents or grandparents.

2 Some scholars argue that the problem is
not one of marriage but rather one of early
child-bearing. Most scholars also argue
that helping prevent out-of-wedlock
births, especially in the teen years, would
be the best anti-poverty measure.
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4. A Transformed Economy

* The nature of work is fundamentally differ-
ent today than it was twenty years ago. In not
even the span of a generation, the Massachu-
setts economy has fundamentally changed its
industrial and occupational structure. The
shift from a goods-producing to a primarily
services-providing economy has had pro-
found implications for the types of jobs avail-
able and for the demand for workers. There
has been a substantial loss of semi-skilled
blue-collar jobs that have traditionally paid
good wages to workers with limited educa-
tion. From 1979 to 2000, the only workers
who improved their real earnings were pro-
fessional, technical, and service workers.
Workers in all other occupations actually lost
ground, although each occupation was affect-
ed differently. Opportunities today for work-
ers with limited education are narrower than
ever before, while there are many more job
options, and better paying ones, for college
graduates.

* The conventional wisdom says that the Massa-
chusetts economy diversified substantially
after the recession of the early 1990s. Our
analysis of recent data on job growth since
1992, however, indicates that job creation in
our economy has not been evenly distributed
across a broad array of industries. To the con-
trary, the economic recovery since 1992 has
been led by strong growth in a relatively small
number of industries, especially business serv-
ices and other private services industries.

1. THE CHANGING FAMILY

Over the last twenty years, there have been a
number of changes in how people form families
and in the economic role of married women.
These changes have had dramatic implications
for the economic condition of families. In order
to analyze the data, we rely on the Census
Bureau’s definition of a family household: a
household that includes two or more individu-
als who are related by blood, marriage, or
adoption. This definition is incomplete because
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it does not include domestic partners (gay or
heterosexual) if they do not have children.
However, this widely used definition among
researchers is the best available one for our
analysis. This report examines the important
developments of the changing family in great
detail, and we have organized the findings into
three general categories: 1) changes in family
composition, especially the decline in married
couples; 2) the expanded economic role of
women within married couples; and 3) the
long hours of work needed to attain a middle-
class standard of living.

The Changes in How People Form Families
Over the last two decades, high rates of divorce,
births outside of marriage, and decisions to
marry later in life have changed the composi-
tion of families. In 1970, 85 percent of all fam-
ilies in Massachusetts were married couples.
Today, only about 74 percent of all families
consist of married couples, and Massachusetts
has a slightly lower proportion of married
couples than the nation (74% compared to
77%). There are 38,000 fewer married cou-
ples (with and without children) today in the
Bay State than there were in 1980. At the same
time, there are more single-parent families in
Massachusetts and in the country. In our state,
single-parent families have increased by approx-
imately 39,000 since 1980.* These changes in
family formation have had a number of nega-
tive consequences for the financial well-being
of families and have contributed to growing
family inequality and poverty.2 Due to the pres-
ence of two earners and higher levels of edu-
cation, married couples are more likely to be
able to achieve the American Dream.

Trends in Income and Family Composition

Married couples tend to have considerably higher
incomes than families headed by a single par-
ent. Over the last twenty years, in our state,
the typical married couple’s income has in-
creased by $11,000, to an income of $70,000.
(Throughout this report, unless otherwise



specified, we have converted dollars into real
terms in order to adjust for the effects of infla-
tion and to be able to compare the purchasing
power of workers or families over time.)* In
contrast, the typical female-headed family’s
income did not change at all in real terms,
instead remaining at $25,200. By 1999-2000,
the typical married couple earned $45,000
more than the typical female-headed family.
Not surprisingly, a single-parent family is more
than six times as likely to be at the bottom of
the income ladder (bottom quintile) than at
the top.

While married couples in Massachusetts
earn 19 percent more than their national peers,
our female-headed families earn the same in-
come as their national peers. Depending on
the methodology, the cost of living in the Bay
State is estimated to be 10 to 26 percent high-
er than the national average. This means that
our female-headed families are worse off than
their national counterparts in terms of their
standard of living. Single-parent families are
likely to struggle with limited incomes, with
few making their way into the middle class.

Growing Family Income Inequality

Massachusetts, like the country, has seen a
substantial rise in income inequality between
families over the last twenty years. By the end
of the 1990s, the degree of household and
family income inequality in Massachusetts
generally exceeded that of the nation. Based
on a range of inequality measures, our state
frequently ranked as one of the top ten most
unequal states, together with other Northeast
states such as Connecticut, New York, New
Jersey, and Rhode Island. At the end of the
1990s, Massachusetts families in the top 20
percent of the income distribution earned 3
times as much as families in the middle, and 11
times as much as families in the bottom quin-
tile.* The gap between families at the top and
families at the bottom has grown even wider.
One exception to this general trend was that
the gap narrowed slightly between families in

CHART 1

Incomes of Married Couples and Female-headed Families in the U.S. and
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the middle and families at the bottom. On this
measure of inequality, Massachusetts was in the
middle of 50 states, while on other measures
our state ranked near the top.

Family Composition, Education, and Poverty
Both family composition and educational attain-
ment are important to economic success, and
looking at them together tells a dramatic story.
Consider this: Among Massachusetts families
headed by a single woman who lacked a high
school diploma, nearly 55 percent are poor.
That number drops to 26 percent if the woman
has a high school degree and drops to only 5
percent if she has a four-year college degree.
Among married couples, only 2.4 percent of
those families headed by a person with a high
school degree are poor, and the poverty rate
falls close to 1 percent if the family head holds
a bachelor’s or higher degree. In Massachu-
setts, family poverty has essentially been elim-
inated among married couples with a college
education and has come close to being elimi-
nated among married couples headed by a high
school graduate since the earnings of wives
strongly supplement those of their husbands.
Family poverty remains a dire problem for
families headed by a single parent, especially
for those with low levels of education.

1999-00

3 As is the standard procedure for convert-
ing nominal dollars into real dollars, we
use the Consumer Price Index for All
Urban Consumers (CPI-U) for the U.S.
and for Massachusetts we use the CPI-U
index for Greater Boston.

4 The report also assesses household
income inequality, which is greater than
family income inequality, bath nationally
and in our state. The very limited incomes
of many non-family households, especially
those in the bottom quintile of the
distribution, create greater income
disparities between the top and bottom
of the household income distribution.
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5 This analysis is based only on married
couples in which the hushand is under
age 65. Our earlier analysis looked at
all families, which explains the slightly
different income figures.

6 We measure the education of the family by
the education of the husband in a married
couple. However, since people tend to marry
others with similar educational back-
grounds, a well-educated hushand is
often married to a well-educated woman.

71,800 hours is the number of hours that
economists consider “full-time, year-round.”
This assumes a person works 35 hours
per week for 52 weeks.
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The Changing Economic Role of Women
within Married Couples

Over the past two decades in Massachusetts,
the income of the typical married couple
(with a husband under age 65) increased by 23
percent to almost $76,000.° The fact is that
this gain would not have occurred if it were
not for the changing economic role of the
women in these families. More married
women have started working outside the
home, working wives have begun logging in
more hours at work, and the real earnings of
the typical woman have increased over the past
two decades. As a result, the income gains
enjoyed by married couples are overwhelm-
ingly the result of increased earnings by the
wives in these families.

More Wives Are Working
Outside the Home
Two-income families are now the rule, not the
exception, both here and across the nation. By
1999-2000, three out of every four wives in
Massachusetts worked outside the home.
While women without children have been
working outside the home for many years, the
biggest change has occurred in families with
children. In the last twenty years, the number
of mothers with children under 18 who work
outside the home increased from 61 to 75 per-
cent. The result is that today women with chil-
dren and women without children work out-
side the home at essentially the same rate.
There are also substantial differences in
work behavior depending on the family’s edu-
cation. Women in more educated families are
more likely to work outside the home than
women in less educated families. In Massa-
chusetts today, 80 percent of wives in couples
where the hushand has a graduate degree
work.® That number drops to 57 percent in
families where the hushand is a high-school
dropout. These gaps have widened over the
last twenty years, as more wives in well-
educated families have entered the labor
market.
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CHART 2
Proportion of Massachusetts Families with
Both Husband and Wife Employed
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Wives Work More Hours

Not only do more wives work, but they also
work more hours than in previous generations.
Consider that a full-time, year-round worker
will work a minimum of 1,800 hours per year.”
Over the last two decades, working wives in
Massachusetts have added an extra 456 hours
of work outside the home. The typical working
wife now works 1,976 hours per year. That is
more than the equivalent of a full-time job.
Moreover, because that number refers to the
median hours worked, it also means that half
of all working wives actually work even more
than 1,976 hours. Today, the typical wife with-
out children present in the home works 2,080
hours in a year. But it is mothers with children
who have added the most hours of work to their
days. In 1979, the typical mother with chil-
dren worked about 20 hours per week. Twenty
years later, mothers with children work about
30 hours per week (1,560 hours per year).

The Gender Earnings Gap Narrows

Over the last twenty years, the typical full-
time, year-round Massachusetts worker’s
annual earnings increased by about 7 percent,
from $33,000 to $35,000. That story, howev-
er, is different for male and female workers.
During this period, male workers struggled to



keep pace financially, losing just under 2 per-
cent of their earnings, while female workers
improved their earnings by 22 percent.
Women, however, still earn less than men. In
2000, the typical woman earned $30,000 per
year, while the typical man earned $40,000.
If we control for differences in years of work
experience, occupation, and other human
capital characteristics, employed men earn
about 16 percent more than women. Because
of the larger gains of women, the earnings
gap between men and women has narrowed
considerably.

What Would Have Happened

If Wives Had Not Worked?

As more wives have worked more outside the
home and made gains in their earnings, they
have contributed a larger share of their family’s
income. In 1999-2000, wives’ earnings in
Massachusetts accounted for almost one third
of the total earnings of both spouses, while in
1979 wives’ share of the total earnings was
only 13 percent. Families have increasingly
come to depend on wives’ earnings to main-
tain and improve their living standards.

Remember that the lion’s share of the
$14,000 gain that married couples enjoyed
was a result of the increased earnings of wives.
What would have happened if wives had not
worked? In the absence of wives’ earnings, the
income of married couples in Massachusetts
would have increased by only $3,200 (6.5%)
over the past two decades.® Wives’ earnings
accounted for more than three-quarters of the
income gains that married couples made over
the last twenty years.

Married couples with children benefited
the most from wives’ earnings. In these fami-
lies, 93 percent of the increased income came
from wives’ earnings. Their income increased
by $15,000 (25%); without the wives’ earn-
ings, their income would have increased by
only $1,100 (2%). The impact of the earnings
of wives was also substantial among married
couples without children. Their median

CHART 3

Median Hours of Work Among Working Married
Women in Massachusetts, 1999-00
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CHART 4

Wives’ Share of Total Family Income in Massachusetts
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13%

income increased by $13,000 (20%). Without
the wives’ earnings, their income would have
increased by $6,200, only half the actual
amount.

Only married-couple families headed by
high school dropouts did not enjoy a higher
income relative to twenty years ago. In these
families, even the wives’ earnings could not
prevent their incomes from declining by
$6,000, but without the wives’ earnings,
they would have lost even more ground. The
typical married couple in which the husband
was a high school graduate needed the wife’s
earnings to boost its incomes by $4,000; with-
out her earnings, the family income would have
declined by $4,200. Wives of college gradu-
ates contributed significantly to their families’
$16,400 gain. Without the wives’ earnings,
these families would have gained only $2,500.
The gains were even larger in families with
education beyond a bachelor’s degree.

32%

8 This analysis assumes that hushands work
the same number of hours independent of
their wives’ earnings. Empirical evidence
generally supports this assumption.
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hours of work

CHART 5
Average Hours of Work Among All Family Members by Quintile, 1999

Working Long Hours to Join the

Middle Class

In Massachusetts, in 1999, the average family,
including all adults, worked 2,850 hours—
the equivalent of about one and one-half full-
time workers. This average number of hours
does not tell the whole story, however, because
of the big differences among families and, not
surprisingly, those who work more hours do
better financially.

Middle-class families work long hours—
about 2,000 to 3,900 hours per year. They rely
on more than the equivalent of a full-time
worker. Upper-middle-class and most affluent
families rely on more than the equivalent of
two full-time workers. While higher wages
certainly help middle-class families achieve
their standard of living, it is also clear that
their long working hours also make a big
difference. Working long hours is a necessary
part of the strategy to hold onto a middle-class
standard of living.
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4,000 us. |
Massachusetts
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2,000 —

1,000 |

0
Bottom 2nd Lowest Middle 2nd Highest Top
Quintile Quintile Quintile Quintile Quintile
Families at the top of the income ladder

(the top 20%) work the most hours—a major
factor in their economic success. These fami-
lies work an average of 4,384 hours a year—
substantially more than the equivalent of
two full-time, year-round workers. Families at
the bottom of the income ladder (the bottom
20%) work an average of 992 hours—sub-
stantially less than the equivalent of one full-
time worker. In other words, the most affluent
Massachusetts families worked 4.4 times as
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many hours as the poorest families.

How hard do Massachusetts families work
compared to their national peers? Again, this
varies significantly depending upon the income
bracket. Even though middle-class families in
Massachusetts work many hours, they actually
work slightly fewer hours than their national
peers. The difference is more striking though
at the bottom of the income ladder. The poor-
est families in our state work far fewer hours
than their national peers (992 compared to
1,235 hours). The opposite is true for families
at the top of the income ladder. Upper-income
families in Massachusetts work more hours
than their national peers (4,384 hours com-
pared to 4,101 hours).

A variety of demographic and economic
factors influence how many hours a family
works. One key reason that families in the top
quintile work more hours is because the vast
majority of these families are married couples
who are highly educated. Having two working
adults helps families log the necessary hours to
achieve financial security. Significant educa-
tional differences also separate the families in
the top quintile from those in the bottom
quintile. The limited schooling of families at
the bottom (many of whom lack a high school
diploma) makes it difficult for them to secure
stable, well-paying jobs. They are more likely
to be out of the labor force, unemployed, or
underemployed. In addition, child-care diffi-
culties and health problems further complicate
their ability to work more hours. Finding ways
to help these families more actively participate
in the labor market is critical.

2. THE GROWING IMPORTANCE
OF EDUCATION AND SKILLS

Increasingly, formal education has become the
fault line dividing those who enjoy economic
success from those who do not. The earnings
premium from additional years of schooling
has grown steadily as the demand for better
educated workers has increased. At the same
time, the Massachusetts economy has become



less forgiving, sharply penalizing those with
limited education and literacy skills.®

As the demand for workers has changed,
so has the educational composition of the
workforce. Today, there are 415,000 more
workers who have at least a four-year college
degree than there were twenty years ago.
During this same time period, the number of
full-time workers with a high school diploma
or less has decreased by 156,000. Because of
more limited opportunities for work and low
wages, some high school dropouts have with-
drawn from the labor force, others have
retired early, and still others have left the state.
By 2000, 37 percent of the workers in Massa-
chusetts held a bachelor’s or higher degree.

CHART 6

Changes in the Education of Full-Time
Workers in Massachusetts Since 1979
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Over the last twenty years, workers with
a college degree or higher saw their real annual
earnings increase, while those with a high school
degree or less suffered substantial declines in
their real earnings. In Massachusetts, families
headed by high school dropouts lost consider-
able economic ground. Their incomes declined
by almost $7,000, a 21 percent decline. Families
headed by high school graduates struggled to
keep pace, and their incomes declined by 1
percent. Even families headed by someone
with some college education lost 10 percent of
their incomes. In sharp contrast, families head-
ed by four-year college graduates enjoyed an

CHART 7

Change in Family Income by Education in Massachusetts Since 1979
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increase of almost $8,000 (11%), and families
headed by someone with a master’s degree or
higher were the big winners, increasing their
incomes by $24,000 (30%).

Not surprisingly, families with more edu-
cation are clustered at the top of the income
ladder. The majority of families in the top 20
percent are headed by someone with at least a
college degree, and less than 2 percent of these
families are headed by a high school dropout.
Moreover, the difference in income between
the best and least educated families has widened
considerably. In 1979, Massachusetts families
headed by a college graduate earned 2.2 times
as much as families headed by a high school
dropout. By 1999-2000, that factor had in-
creased to 3.1. A four-year college degree, or
at least a two-year college degree, has become
more of a necessity in order to achieve the
material elements of the American Dream,
especially in the Commonwealth.

3. THE GEOGRAPHY OF SUCCESS

The story of how the middle class in Massa-
chusetts has fared is really two stories. One is
the story of the great economic disparities
across the geographic regions of our state and
the second is about the high cost of living, in
particular the cost of housing, in our state
compared to the rest of the country. First, we

Post-
baccalaureate
Degree

9 For more discussion on the role that a
person’s basic skills play in shaping
his or her economic success, see John
Comings, Andrew Sum, and Johan Uvin,
New Skills for a New Economy: Adult
Education’s Key Role in Sustaining
Economic Growth and Expanding
Opportunity, Boston: MassINC, 2000.
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CHART 8
The Regions of Massachusetts
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consider job creation, incomes, and earnings
across the different regions and counties with-
in the state. There are large differences bet-
ween regions and even within regions. The
successes of our economy have most definite-
ly not been shared evenly across the state. In
fact, the economic growth of the late 1990s
largely bypassed the entire western part of
Massachusetts. The result is that the economic
divide between different regions of Massachu-
setts is larger today than it has been at any
time over the last thirty years.

To tell the second story, we compare the
cost of housing in Massachusetts to the rest of
the country. Housing costs are the primary
determinant of a state’s cost of living, and our
high housing costs account for much of our
state’s high cost of living. Our state’s low rate
of home ownership is primarily the result of
our high housing costs.

Job Creation Across Regions

Job creation in the 1990s varied widely across
the different regions. Each of the four regions
of the state lost jobs at roughly the same rate
during the recession of the early 1990s. As the
state recovered from the recession, though, the
rates of new job creation were quite different
from region to region. Southeastern Massachu-
setts led the state, increasing the number of its
jobs by 27 percent—although some analysts
have voiced concern about the relatively low
wages of these jobs. Greater Boston and Central
Massachusetts added jobs at a rate of about 20
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percent.Western Massachusetts, however, lagged
far behind, increasing the number of its jobs by
only 11 percent. By 2000, despite a period of
strong economic expansion within the state,
Western Massachusetts still had not recovered
all of the jobs it had lost during the recession.

TABLE 1

Growth in Job Creation and Wages, by Region
1991-2000
Job Creation (%)  Wages (%)

Central Mass. 20 20
Greater Boston 21 27
Southeastern Mass. 27 12
Western Mass. 11 6

There were even more significant differ-
ences across the counties, and even within
counties there are vast differences. For instance,
the city of Lawrence has been plagued by one
of the highest unemployment rates in the
state, but Essex County, where Lawrence is
located, has been able to expand its jobs by 20
percent. Nantucket led the state in job cre-
ation, adding 61 percent new jobs from 1991
to 2000. Other leading counties included Barn-
stable, Bristol, Dukes, Middlesex, Plymouth,
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and Suffolk. Even Hampshire County in West-
ern Massachusetts was able to expand its jobs
by 21 percent during the economic boom. It
was Berkshire and Hampden counties that
really struggled. Both counties expanded their
jobs by less than 10 percent during the recent
economic prosperity. These findings challenge
policymakers, both state and local, to find
ways to help those areas of the state that have
not shared as fully in the state’s economic
prosperity.

Earnings and Incomes Across Regions

In the last ten years, average wages and salaries
per employee have grown in each of the state’s
four regions, but there were great disparities
in the rate of growth. The wages and salaries
per employee in Greater Boston increased
more than four times as much as in Western
Massachusetts (27% versus 6%).* There are,
however, important unanswered questions
about the degree to which these real earnings
increases in Greater Boston were shared across
workers. Earning inequalities appear to have
increased. There are even larger differences
across the state’s counties and more differ-
ences within counties. At the very top, our
wage increases were among the best in the
country. The typical worker’s earnings in
Middlesex County increased by 36 percent.

During this same period, the average worker’s
earnings in Hampshire County increased by
less than 1 percent. As most of the state surged
forward, workers in Western Massachusetts
struggled to keep pace financially.

Over the last twenty years, the gaps
between the incomes of families and residents
in different counties have become more pro-
nounced. In 2000, the typical families in
Middlesex and Norfolk Counties earned about
$75,000. In Suffolk (Boston) and Hampden
(Springfield) Counties, the two poorest coun-
ties, the typical family earned $45,000 to
$48,000. Some of these differences in incomes
are offset by the differences in the cost of
living. In particular, the cost of housing is
much less in the western part of the state.
Suffolk County, one of the poorest counties as
measured by family income, is also located in
Greater Boston, the region with the highest
cost of living. Overall, a family’s economic
opportunities and well-being are increasingly
being shaped by where the family lives within
the state.

The High Costs of Home Ownership

The ability to own one’s home is a core ele-
ment of the American Dream. For most work-
ing-class and middle-class families, the home
is the most important part of their economic

10 The ES202 data are based on the loca-
tion of the jobs, not the place of resi-
dence of the worker. For instance, work-
ers at a firm in Greater Boston might
commute to work from another region.
Therefore it is important to interpret
these findings with a certain degree of
caution. This is particularly true for
Suffolk County, where a high fraction of
jobs are held by people who commute
from other counties or even other states.
In addition, the ES202 wage and salary
data do not include income earned by
self-employed workers.
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TABLE 2

wealth. During the last twenty years, Massa-
chusetts has made modest improvements in
the rate of home ownership, with 62 percent
of all households owning their own home by
2000. These gains have narrowed a historic gap
between our state and the U.S., but Massa-
chusetts still has the fifth lowest rate of home
ownership among the 50 states, despite our
state’s above-average incomes. The gaps in home
ownership rates between U.S. and Massachu-
setts households are the largest for households
with incomes below $55,000.

The lower rates of home ownership in
Massachusetts are primarily a result of the high
cost of housing. In 1980, the median home in
our state cost roughly twice as much as the
median household’s income. By this measure,
housing was more affordable than the national
average, and Massachusetts ranked in the mid-
dle of the pack of the 50 states. During the
1980s, home prices shot up more rapidly in
Massachusetts than in any other state. In 1990,
the median house cost 4.41 times as much as
the typical household’s income, a tremendous
increase in only ten years.

A Measure of Housing Affordability* in the U.S. and Massachu-

setts, 1980-2000

Massachusetts Rank

Year U.S. Massachusetts Among 50 States
1980 2.22 1.99 26th
1990 2.63 4.41 3rd
2000 2.92 3.89 3rd

*The ratio of median housing price to median household income.

In 2000, the median house cost 3.9 times
as much as the median household’s income—
a slight improvement from ten years earlier.
Nonetheless, this ratio was well above that of
the nation as a whole (2.9) and ranked 3rd
highest among the states. In recent years, home
prices in Massachusetts also rose far more rap-
idly than in the nation. Our research finds that
if median home prices in Massachusetts in

The Massachusetts Institute for a New Commonwealth

2000 had been equal to those of states in the
middle of the pack—where Massachusetts was
just twenty years ago—an additional 160,000
Massachusetts households would own their
homes.

The failure to build more housing in
Massachusetts is a critical factor in the high
cost of housing. The rate of new home con-
struction in Massachusetts during the 1990s
was one of the lowest in the country. The lim-
ited supply of new housing combined with the
very high average prices of new homes has
contributed to growing affordability problems
and increased housing burdens on renters and
home owners. We believe there are several
reasons to be concerned about the high hous-
ing burden in our state, both for families and
for our state’s economic competitiveness.
High housing costs increase inequality among
families. They also contribute to the outmigra-
tion of workers and exacerbate labor short-
ages, including difficulties in attracting and
retaining skilled workers.

4 . A TRANSFORMED ECONOMY

Over the last two decades, the Massachusetts
economy has fundamentally changed, shifting
from a goods-producing to primarily a servic-
es-providing economy. These changes have had
profound impacts on the types of jobs and
opportunities that are available to Massachu-
setts workers. The nature of these changes
becomes evident as one analyzes three distinct
economic periods: the 1980s expansion, the
recession of 1989 to 1991, and the recovery
and job boom of the 1990s. As the economy
has changed, the opportunities for economic
success have narrowed for those workers with
limited education and skills.

The 1980s Expansion

After the national recession of the early
1980s, which affected our state less than many
other states, Massachusetts was well positioned
for an economic expansion. At that time, the
state’s jobs were concentrated in three key



sectors: manufacturing, trade, and private
services. Manufacturing industries, tradition-
ally the source of many good-paying blue-col-
lar jobs, accounted for one in four jobs in our
state. During the 1980s expansion, Massachu-
setts added many new jobs, but the jobs were
not distributed evenly across sectors. Employ-
ment in some sectors surged ahead rapidly.
The private services sector, the leading source
of new jobs, expanded by more than 190,000,
accounting for 44 percent of all the new jobs
created between 1983 and 1988. Wholesale
and retail trade also experienced large gains in
employment. And although the construction
sector represented a small portion of the
economy, it was an important source of new
jobs, adding nearly 60,000. The only major
sector to shrink during this period of econom-
ic prosperity was manufacturing. By 1988,
manufacturing jobs had declined by 7 percent
(44,000 jobs).

The Recession of 1989 to 1991
The prosperity of the 1980s ended abruptly in
December 1988, and for almost four years,
the Commonwealth experienced substantial
job losses, more severely than in any other
part of the country. Massachusetts lost 11 per-
cent of its wage and salary jobs, a decline not
seen since the Great Depression. Overall, the
recession cost Massachusetts 335,000 jobs.
The recession wiped out much of the job
gains that the state had made in the 1980s. Job
losses were concentrated in specific sectors,
most notably manufacturing, construction,
and wholesale and retail trade. The state’s
manufacturing sector entered the recession in
a weakened position (having lost jobs during
the 1980s expansion), and during the reces-
sion, one out of every five manufacturing posi-
tions was lost (118,000 jobs). Construction
industry jobs fell by nearly half between 1988
and 1992. Together, manufacturing and con-
struction jobs accounted for 55 percent of all
jobs lost in Massachusetts. These severe job
losses had a huge impact on blue-collar work-

ers. But these losses did not happen in isola-
tion. Employment in other sectors, such as
trade, retail, and construction, also dropped
considerably.

The only major sector that did not lose
jobs during the recession was the private serv-
ices sector. Despite the economic hard times,
firms in services were able to add 17,000 net
new jobs. These jobs were in industries such as
health services and computer software and data
processing services. Even during the reces-
sion, the mix of jobs continued to change.
Many of the growth industries in the services
sector employed large numbers of college
graduates. Thus, during the recession, college
graduates were more insulated from the job
losses that plagued less educated workers.

The Recovery and Job Boom of the 1990s
Beginning in 1992, the Massachusetts (and
New England) economy began to recover. The
recovery was steady but slow. It took until late
1997 for the state to fully recover all the jobs
that had been lost during the recession. Bet-
ween 1992 and 2000, the state added 525,000
new jobs—recovering the 335,000 jobs that
had been lost and gaining 190,000 new jobs.
The Massachusetts economy continued to
fundamentally change its industrial structure.
Many of the new jobs were created in different
industries than the jobs that had been lost, and
this latest round of job creation further shifted
the Massachusetts economy toward jobs that
require college degrees.

The rates of job creation again varied con-
siderably across industry sectors. The new jobs
were heavily concentrated in the state’s private
services, trade, and construction industries.
The services sector created 295,000 new jobs.
It alone accounted for 56 percent of the new
jobs. The trade sectors also added many new
jobs. Together, the services sector and the trade
sector accounted for three-quarters of the new
jobs created from 1992 to 2000. The construc-
tion sector grew rapidly as well, although in
2000 it still had not recovered all of the jobs it
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11 The job growth of the late 1990s ended

in the last quarter of 2000. In early 2001,

the economy began to show signs of an

economic slowdown. Preliminary indica-

tors include rising layoffs, reductions in
jobs, hiring freezes, increasing unem-
ployment, and a marked slowdown in

wage and benefits growth. Since the fall
of 2000, unemployment in Massachusetts
has risen by nearly two percentage points
to 4.5 percent. The job losers in this eco-

nomic downturn include many college

graduates in information technology and

telecommunications industries as well

as production workers in manufacturing.

Nationally, younger workers between the
ages of 16 and 24 have been hit much
harder by the job losses. While it will
take some time to know the full scope
and dimensions of this downturn, many
workers and families are already feeling
its effects.
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had lost during the recession. Other sectors,
such as finance, insurance, real estate (FIRE) and
transportation, communications and utilities
(TCU) also added jobs. As the economy accel-
erated toward full employment, however, the
manufacturing sector continued to lose jobs. In
the past eight years, the Massachusetts econo-
my shed another 30,000 manufacturing jobs.

As a consequence of this strong job
growth and very limited labor force growth,
from 1991 to 2000, the state’s unemployment
rate fell from 9.1 to 2.6 percent—the lowest
rate recorded in the past thirty years. The com-
bination of strong job growth and extraordi-
narily low unemployment rates led to labor
shortages in a growing number of industries
and occupations across many skill levels. In
addition, the absence of any growth in the sup-
ply of native-born workers made Massachu-
setts employers highly dependent on new for-
eign immigrants to meet their needs.*

Slow Labor Force Growth and the Out-
migration of Young, Well-Educated Workers
Massachusetts has built its economic success
on the brains and skills of its workers. Human
capital is our most important resource. Yet
over the entire decade of the 1990s, our resi-
dent labor force grew by less than 2 percent,
while the nation’s labor force grew by nearly
14 percent. Our state had the fourth lowest
rate of labor force growth in the country in
the 1990s. In fact, our state’s extraordinarily
low unemployment rate at the end of the 1990s
was partially a reflection of the lack of growth
in the labor force. The slow growth in the size
of the state’s labor force poses a serious threat
to the state’s ability to sustain a healthy econ-
omy. The lack of adequate labor supply may
prevent new companies from locating in
Massachusetts and prevent existing firms from
expanding their operations in our state.

The limited growth in the labor force is
partially explained by the fact that Massachu-
setts has been losing workers to other states,
even during the economic boom years of the
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late 1990s. Every year in the 1990s, more peo-
ple moved out of Massachusetts than moved
into it. In the recession of the early 1990s, we
lost about 60,000 people each year. Even dur-
ing the boom, we lost people. In 2000, the
peak of the economic cycle, Massachusetts is
estimated to have lost 20,000 people. What is
also important to realize is that many of the
people who leave Massachusetts are adults of
prime working-age, and many are college-
educated. Their departure is a double threat
to a state with both a limited labor force
growth and an aging population. Developing
strategies to stop the outmigration of young,
well-educated workers is a promising way to
expand our labor force.

CHART 10
Labor Force Growth, 1989-2000
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Foreign immigrants have helped to fill the
gap, playing a key role in our state’s economic
success in the 1990s. Massachusetts and several
of our neighboring states have become almost
entirely dependent on immigrants to meet
their needs for workers. New immigrant work-
ers accounted for all of the net growth in the
state’s labor force over the past decade. With-
out these immigrant workers, the state’s labor
force would have actually shrunk. These work-
ers allowed us to expand our labor force, and
other states are waging active campaigns to
attract new immigrants for precisely this rea-
son. While some immigrants are highly skilled,
many of the newer immigrants do not speak
English well and also have limited formal
schooling. As our state relies more and more
on immigrant workers, we face the associated
challenges of making certain they have the



skills needed to succeed in and contribute to
today’s economy.

The size of a state’s labor force depends
on the rate of participation of residents in the
labor force—that is, how many of the working-
age residents are either working or actively
looking for work (unemployed). In terms of
labor force participation, our comparative
ranking has deteriorated since the late 1980s,
and Massachusetts now ranks 32nd out of the
50 states. Thus, there is plenty of room for
improvement. In Massachusetts, the labor
force participation rate peaked in the late
1990s with 69 percent of the state’s working-
age population working or actively looking for
work. Consider that the average participation
rate of the top ten states in the country is 72.8
percent. If Massachusetts could have matched
this rate, the state would have added 260,000
workers to its labor force in 2000. Depending
on the educational and occupational back-
grounds of these potential workers, the state
could have effectively addressed many of the
labor shortages it faced at the end of the 1990s.
It is clear that we need to identify and remove
barriers that discourage our working-age resi-
dents from seeking employment.

The Outcome: An Economy with Narrowed
Routes to Success

During the past two decades, the composition
of industries and jobs in Massachusetts has
dramatically changed. Since 1983, Massachu-
setts has gained 623,600 new jobs. During this
same period, the state lost 193,100 manufac-
turing jobs. In 1983, manufacturing jobs rep-
resented almost one quarter of all jobs. By
2000, they had shrunk to 13 percent of the
jobs in our state. In sharp contrast, the private
services sector expanded from about one
quarter of the state’s jobs to 36 percent of all
jobs in the Commonwealth by 2000.

How Diverse was the Recovery?
The conventional wisdom says that the Massa-
chusetts economy diversified substantially

CHART 11
Distribution of Employment by Sector
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after the recession of the early 1990s and
would now be better able to generate long-
term economic growth and withstand another
economic downturn. An analysis of recent
data on job growth since 1992, however, indi-
cates that job creation in our economy was not
evenly distributed across a broad array of
industries. To the contrary, the recovery was
led by strong growth in a relatively small num-
ber of industries.

For instance, the business services sector
(a subsector of private services) created more
than 134,000 jobs. Although this sector rep-
resented only 6 percent of all jobs in the early
1990s, it accounts for more than 25 percent of
the new jobs in the 1990s. The business serv-
ices sector consists of a diverse array of indus-
tries, and much of the growth came from tem-
porary-help firms and the computer software,
computer services, and data processing indus-
tries. Another strong source of job growth was
within the specialty trades construction indus-
try. These workers engage in activities such as
plumbing, painting, electrical work, and car-
pentry work that is often associated with resi-
dential and commercial construction and is
less associated with the heavy construction of
Boston’s “Big Dig.” The health services sector
was also an important source of job growth,
adding 37,000 new jobs. These jobs were
mostly concentrated in outpatient services,
such as home health care, physicians’ offices,
and nursing homes. Because of the narrowness
of the jobs recovery, the Massachusetts econo-
my might be more vulnerable to economic
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12 If we were to include workers in high-level
sales occupations (sales representatives,
stock brokers, buyers) which often
require college degrees, that number
would rise to above 40 percent.
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downturns than has been widely assumed.
Equally important are the implications for
today’s workers. The evidence suggests just
how difficult it is for families to succeed if they
are not connected to one of the handful of job-
creating sectors. In addition, it highlights the
need for better education and job-training
opportunities.

Labor Productivity

Over the last decade, real output per worker
—a key measure of labor productivity—grew
at a strong rate, although well below our per-
formance in the 1980s. Even during the reces-
sion of the early 1990s, output per worker in
Massachusetts increased. Overall, from 1989
to 1999, real output per worker in Massachu-
setts increased by 24 percent, surpassing a ris-
ing national rate by 10 percentage points. On
this measure, Massachusetts ranked 5th high-
est among the 50 states in the 1990s. The
growth in output, however, varied consider-
ably among different industries. A very high
share of the output growth occurred in a few
key industries (electrical and electronic equip-
ment, industrial machinery, stockbroker and
mutual fund industries, business services, and
real estate). This relatively small number of
industries also saw very high rates of growth in
real wages and salaries per worker. Thus, the
very large gains in labor productivity in Massa-
chusetts were specific to a few industries and
not widespread across all industries.

Changing Demand for Workers

Shifts in employment across industries have
contributed to powerful changes in the demand
for workers by education and occupation. In
addition, the skills requirements of jobs have
changed considerably. As the state has shifted
from a goods-producing to primarily a servic-
es-providing economy, the increase in demand
for workers has been almost exclusively for
occupations dominated by college graduates.
But lower-skilled jobs in service occupations
have also increased at an above-average rate.
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Employment in executive and managerial
positions has grown tremendously since the
early 1980s. Professional employment has also
increased strongly, and jobs in technician occu-
pations grew modestly as well. The jobs with-
in these occupations generally require workers
to have a college education. In 1983-84, 30
percent of all jobs in the state were concen-
trated in occupations that generally require a
college degree. By 1999-2000, that number had
increased to at least 38 percent.*? According to
employment projections, the future likely holds
more of the same: more demand for workers
with four or more years of college.

CHART 12
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At the same time that the demand for col-
lege graduates has grown, there have been
large declines in clerical and semi-skilled blue-
collar jobs. Between 1983 and 1999-2000,
largely because of the shrinking manufacturing
industry, the state lost 103,000 semi-skilled
blue-collar jobs. It also lost 48,000 administra-
tive support/clerical jobs. Unskilled blue-col-
lar employment fell by another 8,000 jobs.
These declines substantially reduced the num-
ber of well-paid opportunities for high school
dropouts and even for high school graduates.
As the demand for workers has changed, so
has the educational profile of workers. Many
workers without a high-school degree have
withdrawn from the labor force. They also
experience relatively high rates of unemploy-
ment and underemployment when they seek
to enter the labor market.

The economy’s demand for certain types
of workers is reflected in the willingness of



employers to pay them more, while reducing
the pay of workers not in demand. From 1979
to 2000, only workers in a few occupational
groups saw their earnings increase, while most
other workers actually lost ground. In our
state, the only workers who improved their
earnings were professional, technical, and
service workers. Technical workers gained the
most, increasing their salaries by 25 percent.
The median earnings of executives and man-
agers stayed the same, but earnings for those
in the higher management ranks increased
sharply. All other workers lost ground.
Lower-level sales workers and unskilled blue-
collar workers saw their earnings decline the
most. Laborers, helpers, and cleaners have lost
more than one third of their earnings since
1979. As a consequence of these divergent
trends, the occupational salary structure in
Massachusetts and across the country has be-
come more unequal over the past two decades.

Concluding Thoughts

The routes to economic success have narrowed
over the last two decades. Nowhere is this truer
than in our state. While there are no iron-clad
guarantees to achieving economic success, as
the above analysis makes clear, certain behav-
iors make success more likely, while others fore-
cast economic troubles. In fact, increasingly
there appears to be a straightforward formula
that enables families to achieve a middle-class
standard of living. It is essential to understand
the “rules of the game” for success in today’s
economy, whether one agrees with them or not.
The families that are getting ahead financially
look alike in key respects. Most are college-
educated with two income earners who both
work a substantial number of hours. Virtually
every family who fits this description can be
expected to achieve economic success.

How people choose to form families makes
an important difference in their economic life
chances. Getting into and staying in the middle
class today tends to require two incomes, which
for most people means being a married couple

or being in a stable, long-term relationship. It
turns out that families with two adults have
a substantially better chance of being able to log
the necessary hours to achieve financial security.

For much of the last twenty years, a key
strategy that married couples have used to
increase their income has been to work more
hours, and they have accomplished this by hav-
ing the women in these families work outside
the home and work for more hours per year.
This is particularly true for families with chil-
dren. While we have come to understand the
degree to which our economy rewards work-
ers with advanced skills and college degrees,
what we have not appreciated enough is the
extent to which married couples have had to
expand their working hours to increase their
family incomes. What is most troubling at this
point is that most middle-class families have
few, if any, hours left for the adults to add to
their work-days. One of the principal strate-
gies of working-class and middle-class families
has come close to being exhausted.

In addition, as most people now know: a
good education with a solid base of literacy
skills is indispensable for economic success.
With each educational degree—high school,
associate’s, bachelor’s, and master’s—a per-
son’s opportunities expand. In addition,
extensive formal and apprenticeship training
programs of employers also help a person’s
ability to succeed. The labor market continues
to increase its rewards for highly educated
workers. At the same time, the routes to suc-
cess have narrowed for those who do not have
some post-secondary education or who have
limited basic skills. Some would even say that a
college education, or at least a two-year degree,
has become necessary to achieve the American
Dream in the Commonwealth today.

Finally, increasingly, a family’s economic
fortunes are being shaped by where that family
lives within Massachusetts. The economic pros-
perity of recent years has not been shared
evenly across the Commonwealth. While aver-
age earnings per worker in most of Greater
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Boston and Central Massachusetts increased
considerably over the last decade, workers in
Western Massachusetts struggled to make
gains. Workers in Southeastern Massachusetts
made gains but the wages of many of the jobs
there are below the wages in other regions of
the state. As a consequence, the income gaps
between families in different counties of the
state have widened considerably.

Overall, residents in our state have a hard
time buying a house. Our state has one of the
lowest rates of home ownership, and this is
primarily due to high housing costs. High
housing costs are a particular problem within
Greater Boston. In addition, working-class and
middle-class families bear the burden of high
housing costs. The ability to own one’s home is
a central element of the American Dream and
an important way for families to build wealth.

As we enter a new century, the rules for
economic success are unmistakable. To be clear,
we are not arguing that these are what the
rules should be. Rather, we have presented the
economic evidence of what it takes to succeed
in today’s economy. This study examines long-
term economic trends, and the challenges raised
are not ones that can be solved tomorrow.

Our findings raise interesting questions
about the appropriate roles of the public, pri-
vate and non-profit sectors. It is true that the
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government has an important role to play in
expanding economic opportunity, especially
through strategic investments in education,
training, and infrastructure. As the government
makes these investments, it is critical that it
also play a role in reforming practices and
measuring outcomes so that people and pro-
grams are held accountable for their perform-
ance. In some areas, the government’s role may
simply be to disseminate information and use
the bully pulpit to spur actions by others.

While highlighting the important role that
government can and should play in addressing
many of the issues raised in this analysis, we
must also acknowledge that many of our most
innovative problem-solving efforts are taking
place outside of government in the private and
not-for-profit sectors. It is essential that we
leverage the capacity of these sectors to con-
tribute proactively to address our economic
challenges.

It is our hope that by documenting the
new economic reality—and especially what
it takes to achieve a middle-class standard of
living—an informed and ongoing public dia-
logue can take place. Middle-class families are
at a crossroads. The time is ripe to engage in a
thoughtful discussion of these issues, for the
sake of the health and well-being of our fami-
lies and our commonwealth.



Key Findings

*Important Note About Comparing
Incomes and Earnings Over Time—In
order to adjust for the effects of inflation and
to compare the purchasing power of workers or
families over time, we have converted dollars
into real terms. Unless otherwise specified, all
of our comparisons are in real terms. In addi-
tion, when we use the Current Population
Surveys (CPS) after 1994, we rely on two-year
averages because of the reduced sample size.

0 THE CHANGING FAMILY

Family Composition

In Massachusetts and the U.S., the fraction of
families that are married couples has declined.
In Massachusetts, in 1970, 85 percent of all
families were married couples. In 2000-01, 74
percent of all families were married couples.

Since 1980, the number of married couples
(with or without children) in Massachusetts
has decreased by 38,000, and the number of
single-parent families has increased by 39,000.

Fewer Massachusetts families have children under
18 present in the home. There were 119,300
more childless families in the state in 2000-01
than in 1980 (17.3% increase). . . .page 105

Family Income and Family Composition

In 1999-00, median family income in Massa-
chusetts was $59,597. Median family income
was still below its 1989 peak level of $62,382.

Since 1979, the median income of married cou-
ples increased by $11,468 (19.6%) to $70,015.
During this same period, the median income
of female-headed families stayed virtually the
same at $25,200. In 1979, married couples
earned 2.4 times as much as female-headed
families. In 1999-00, married couples earned
2.8 times as much as female-headed families.

Of the families in the top income quintile, 91
percent are married couples, even though mar-
ried couples account for only 74 percent of all
families. A married couple is more than two
times as likely to be in the top quintile than in
the bottom quintile. .......... page 132

Of the families in the bottom income quintile,
60 percent are single-adult families (with or
without children), even though they account
for only 25 percent of the state’s families. A
single-adult family is more than six times as
likely to be in the bottom quintile than in the
topquintile. ................ page 132

Only 2.5 percent of married couples are poor
compared to 27 percent of female-headed
households. The “feminization of poverty” has
been more severe in Massachusetts than in the
nationasawhole. ............ page 150

If the family composition in Massachusetts had
been the same in 1999-00 as it was in 1980,
then the state’s family poverty rate would have
been only 6.6 percent rather than nearly 8
percent. .................. page 152

Growing Income Inequality

The degree of household income inequality in
Massachusetts as measured by the difference
between the mean and the median was nearly
twice as high in 2000 as it was in 1979 (34%
vs.18%). ... page 122

In 1998-99, on each of our five measures of
household income inequality, Massachusetts
had a higher degree of income inequality than
thenation. ................. page 125

During 1999, the top 10 percent of house-
holds received nearly one third of all income
in the state, 32 times as large a share as the bot-
tom 10 percent, which received only 1 percent
of the income pie. . ........... page 127
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In-kind transfer programs of federal and state
government and the federal EITC program
helped to reduce the degree of family income
inequality. The federal and state tax system
reduced the relative size of the income gap
between the top and bottom quintiles of the
family income distribution in Massachusetts
from 10 to 1 to 8.2 to 1 in the late 1990s.

Since 1993, individual poverty rates have de-
clined sharply in the nation but have remained
essentially unchanged in Massachusetts, ranging
from 10 to 11 percent. In 1997-99, the state’s
poverty rate was only 1.7 percentage points
below the nation’s and ranked 20th lowest.

Poverty rates vary substantially by racial and
ethnic group. Both Hispanics and Blacks face
poverty rates in the thirty-percent-plus range,
four to five times as high as the poverty rate of
White, non-Hispanics. ......... page 149

In Massachusetts, poverty rates for families
with children rise continuously with the num-
ber of children under 18 in the home. Children
are the most poverty prone age group in Massa-
chusetts. The poverty rate for families with one
child was 6.5 percent, and it increased to 13.4
percent in families with two children and to
20.1 percent in families with three or more
children. .................. page 156

The Changing Economic Role of Women

Since 1979, the number of Massachusetts women
employed full-time, year-round has increased
by 44 percent. By 2000, women accounted for
nearly 40 percent of the state’s full-time, year-
round workers, up from 35 percent in 1979.

The Massachusetts Institute for a New Commonwealth

Women in Massachusetts have enjoyed a 22
percent gain in annual earnings since 1979. In
2000, the median annual earnings of women
was $30,000. The median annual earnings of
men has fallen 1.5 percentage points to
$40,000 during the same period. . . .page 86

In 1979, wives’ earnings accounted for 13 per-
cent of the total earnings of both spouses. By
1999-00, wives’ earnings accounted for 32
percent of the total earnings. . . . . . page 118

In 1999-00, 75 percent of all married women in
Massachusetts worked outside the home. In
1979, 64 percent of all married women worked
outside the home. . ........... page 115

The group whose economic role changed the
most in the last twenty years was wives with
children. In 1979, 61 percent of wives with
children worked outside the home, and 68 per-
cent of wives without children worked outside
the home. Today, 75 percent of wives with
children work outside the home, nearly iden-
tical to 76 percent of wives without children
who work outside the home. ... .page 115

Over the last twenty years, wives have sub-
stantially increased the annual number of hours
that they work outside the home. Today, the typ-
ical working wife works 1,976 hours per year.
Again, the biggest increases have occurred
among wives with children. Over the last twen-
ty years, their median hours of work increased
from 1,040 to 1,560. They now work about 30
hours per week. Wives without children work
2,080 hours annually. (In chapter 5, we also in-
clude hours of work for all married women.)



Wives with more education are more likely to
work outside the home. In 1999-00, 77 per-
cent of wives worked in families in which the
hushand is a college graduate compared to 57
percent of wives in families in which the hus-
band is a high school dropout. More educated
women also work more hours than less edu-
catedwomen. . .............. page 115

The typical (nonelderly) married couple was
able to increase its income by $14,200 (23.1%)
since 1979.The bulk of this increase was due to
the increased earnings of wives in these families.
In the absence of wives’ earnings, the median in-
come of married couples in Massachusetts would
have increased by $3,200 (6.5%). . . .page 114

Among married couples with children, the medi-
an family income increased by $15,000 (25%)
since 1979.Without the wives’ earnings, the medi-
an income of these families would have increased
by only $1,100 (2%). Among married couples
without children, their income increased by
$13,000 (20%). In the absence of wives’ earn-
ings, the median income of these families would
have increased by only $6,200 (13%).page 114

Wives in more educated families contributed
more to family incomes. In Massachusetts, since
1979, the typical income of married couples
with husbands who were high school dropouts
would have declined by $7,700 (-21%) if wives’
earnings were excluded—compare this to the
actual decline of $6,000 (-14%). The median
income of married couples in which the hus-
band was a high school graduate would have
fallen by $4,200 without the wives earnings.
Instead, their incomes rose by $4,000 (7%).
The median income of married couples with
hushands holding a bachelor’s degree rose by
$16,400 compared to a gain of only $2,500 if
wives’ earnings were excluded. The median in-
come among married couple families with a hus-
band holding a post-baccalaureate degree rose
by $40,200 compared to a gain of $13,900 if
wives’ earnings had been excluded. page 114

Working Long Hours to Join the

Middle Class

In 1999, in the U.S., the average annual num-
ber of hours that families worked was 2,875.
In Massachusetts, the average family worked
2,850 hours (These averages include all fami-
lies, including those with no paid workers).

Middle-class families in Massachusetts work
2,000 to 3,900 hours per year. (This is the
range of hours for the middle three quintiles).
At the bottom end of the range, these hours
are slightly more than the equivalent of one
full-time worker. Upper middle-class families
work more than the equivalent of two full-
timeworkers. . .............. page 135

Families in the middle quintile work 3 times as
many hours as families in the bottom quintile
(2,998 hours compared to 992 hours). Families
in the top quintile work 4.4 times as many hours
as families in the bottom quintile (4,384 hours
per year compared to 992 hours). .page 135

The poorest families in Massachusetts work
fewer hours than their national peers (992
hours compared to 1,235 hours). In contrast,
the wealthiest families in Massachusetts work
more hours than their national peers (4,384
hours compared to 4,101 hours). . .page 135

The average hourly wage for families in the
bottom quintile was $7.29, while the average
wage for families in the top quintile was $35.30.
Average hourly wages for middle-class families
ranged from $11.68 to $20.58. . . .page 135
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The employment rates of poor families in our
state are lower than those of their national
counterparts. Only 41 percent of poor families
in Massachusetts worked at some point during
1998-99 compared to 55 percent of their
national counterparts.Work rates of poor fam-
ilies in our state varied considerably across
age and educational level. The oldest (65 and
older) and the youngest (under 25) family
heads had the lowest employment rates, and
poor high school dropouts were employed at
only one-half the rate of poor high school
graduates. ................. page 157

During 1998-99, the typical poor family in
Massachusetts worked 15 weeks and 478
hours. . ........... ... ..... page 157

One third of Massachusetts families who were
jobless in the late 1990s were poor compared to
21 percent of those who worked 1-1000 hours
per year and only 1.5 of those who worked
1800 or more hours. . ......... page 158

0 THE GROWING IMPORTANCE OF
EDUCATION AND SKILLS

The educational composition of the workforce
has changed markedly over the past two de-
cades. The state has added 415,000 full-time,
year-round workers who have at least a four-
year college degree, and the number of full-
time, year-round workers with a high school
degree or less has decreased by 156,000.

In Massachusetts, the proportion of full-time,
year-round workers with a bachelor’s or higher
degree increased from 26 percent in 1979 to
37 percent in 2000. During that same time
period, the proportion of full-time, year-round
workers with a high school degree or less
decreased from 58 percent to 38 percent.

The Massachusetts Institute for a New Commonwealth

The biggest difference between Massachusetts
families and their U.S. counterparts is in level
of education. The heads of families in Massa-
chusetts are considerably more likely to be
college graduates who have completed 16 or
more years of schooling. ........ page 83

In 1983-84, 30 percent of employment in our
state was concentrated in jobs that generally
require a college degree. By 1999-2000, that
figure had increased to 38 percent. .page 73

Since 1979, the earnings of full-time, year-
round workers who lack a high school degree
declined by $7,491 (27%). Full-time workers
with a high school degree gained $468 (1.6%).
Full-time workers with a four-year college
degree gained $1,702 (3.8%), and those with
more than a college degree gained $6,419
(12%). As a result, the gap in earnings between
the most educated and less educated workers
widened. . ........... .. ... page 89

In Massachusetts, over the last twenty years,
the median income of families headed by high
school dropouts declined by almost $6,966
(-21%). The median income of families head-
ed by high school graduates declined by $566
(-1%). In sharp contrast, families headed by
college graduates gained $7,924 in additional
income (11%), and families headed by some-
one with a master’s or higher degree gained
$24,630 (30%). . ............ page 110

In 1979, the typical family headed by a person
with a bachelor’s degree earned 2.2 times as
much as the typical family headed by a high
school dropout. By 1999-00, this factor had
increasedto 3.1. . ............ page 110



Of the families in the top quintile, 62 percent
have at least a four-year college degree,
although this type of family accounts for only
33 percent of the state’s families. Only 1.4
percent of families at the top are high school
dropouts, even though this type of family
accounts for 15 percent of the state’s families.

In the bottom quintile, 39 percent of families
are headed by high school dropouts, even
though this type of family accounts for 15 per-
cent of the state’s families. In contrast, only 6
percent of families in the bottom quintile are
headed by someone with a college degree or
higher, while this type of family accounts for
33 percent of the state’s families. . .page 133

In Massachusetts, 21.7 percent of families head-
ed by a high school dropout are poor, com-
pared to only 8.3 percent of those headed by a
high school graduate, and 2.7 percent of those
headed by a college graduate. . .. .page 153

The employment rates of Massachusetts 20-
64-year-old workers increase strongly with
their amount of education, ranging from 66
percent for those adults lacking a high school
diploma to 91 percent for those holding a
bachelor’s degree or higher. .. .... page 55

The average annual weeks of employment
among 20-64-year-olds in Massachusetts ranges
from 31 weeks for high school dropouts to 45
weeks for those who have completed at least
four years of college. . .......... page 55

The average annual number of hours worked
by all 20-60-year-olds (including the unem-
ployed) varies widely by educational group,
ranging from 1,200 hours for high school
dropouts to 1,888 hours for four-year college
graduates. .................. page 56

Less educated workers are also more likely to
be underemployed and members of the labor
forcereserve. .. .............. page 57

0 THE GEOGRAPHY OF SUCCESS
Earnings, Income, and Poverty Rates

Across Regions and Counties

From 1980 to 2000, the total amount of wages
earned in Greater Boston (Essex, Middlesex,
Plymouth and Suffolk Counties) increased
from $44.8 billion to $95.3 billion (112%),
while in Western Massachusetts (Berkshire,
Franklin, Hampden, and Hampshire Counties)
it increased from $6.7 billion to $8.9
billion (33%). In Southeastern Massachusetts
(Barnstable, Bristol, Dukes, and Nantucket
Counties), it increased from $4.6 billion to $8.4
billion (83%), and in Central Massachusetts
(Worcester County), it increased from $6.0
billion to $10.4 billion (73%). . . . . page 166

The growth of aggregate wage and salary pay-
ments was much more uneven in the 1990s
than the 1980s. From 1989 to 2000, the total
amount of wages and salaries paid to workers
in Greater Boston increased eight times as much
as inWestern Massachusetts (40% versus 5%).
In Southeastern Massachusetts and Central
Massachusetts, it increased 26 percent and 28
percent, respectively. . ......... page 167

Annual pay per employee grew in all regions
of the state but at substantially different rates
between 1989 and 2000. In Greater Boston,
the average earnings per employee increased
from $29,754 to $47,969 (61%). In Western
Massachusetts, they increased from $26,057
to $30,474 (17%). In Southeastern Massa-
chusetts, they increased from $22,587 to
$29,650 (31%), and in Central Massachusetts,
they increased from $26,906 to $37,667
(40%). ......... ... ... ... page 171
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The income disparities between different
counties are large. In the 1990s, average earn-
ings in all of the state’s 14 counties increased,
but at vastly different rates. The earnings per
private sector employee in Suffolk County
increased by 39 percent, while earnings in
Hampshire County increased by less than 1
percent. Other leading counties in terms of
increased earnings include: Middlesex, Norfolk,
Nantucket, and Essex Counties. . . .page 173

Over each of the past three decades, the rate of
growth of the per capita incomes of Massachu-
setts residents varied widely from county to
county. During 1999, the per capita incomes
ranged from lows of $26,000 to $27,000 in
Hampshire and Franklin Counties to highs of
$42,000 to $46,000 in Norfolk, Middlesex, and
Nantucket Counties. In 1979, the per capita
income of the highest-income county (Norfolk
County) was 39 percent higher than that of the
lowest-income county (Hampshire County).
By 1999, the per capita income of the highest-
income county (Nantucket County) was 75 per-
cent higher than that of the lowest-income
county (Hampshire County). . . ... page 176

The gaps between the incomes of families in
different counties have also increased. In 2000,
the median families in Middlesex and Norfolk
Counties earned about $75,000. In Suffolk and
Hampden Counties, the two least affluent coun-
ties in terms of family income, the median fam-
ily earned $45,000 to $48,000. . . .page 179

The poverty rates of residents in different
counties vary considerably. With a rate of 17.3
percent in 2000, Suffolk County has the
highest poverty rate. Norfolk County has the
lowest, with a rate of 4.9 percent. Over the
last decade, poverty has increased the most in
Hampden, Plymouth, and Worcester Counties.

The Massachusetts Institute for a New Commonwealth

Job Creation Across Regions

The rate of job creation has varied considerably
across the different regions. All parts of the
state lost jobs at about the same rate during
the early 1990s. As the state recovered and
then surpassed its previous employment peak,
Southeastern Massachusetts led the state in job
creation, increasing its jobs by 27 percent.
Greater Boston and Central Massachusetts also
added jobs, at a rate of 21 percent and 20 per-
cent, respectively. Western Massachusetts in-
creased the number of its jobs by only 11 per-
cent. In 2000, Western Massachusetts had still
not recovered all of the jobs it had lost during
the recession of the early 1990s. . .page 169

Among the counties, Nantucket led the state
in job creation, adding new jobs at a rate of 61
percent from 1991 to 2000. Other leaders
in terms of job creation included Barnstable,
Dukes, Bristol, and Plymouth. Even Hampshire
County in Western Massachusetts was able to
add new jobs at a rate of 21 percent during
the economic boom. Berkshire and Hampden
Counties lagged the rest of the state, adding
new jobs at a rate of less than 10 percent during
the recent economic prosperity. . .page 172

High Housing Costs

In 2000, with a rate of 62.2 percent, Massa-
chusetts had the sixth lowest rate of home
ownership in the country. ... .... page 184

Home ownership rates of households in
Massachusetts have consistently lagged behind
those of their U.S. counterparts over the entire
1940-2000 period, although this gap has nar-
rowed since the 1980s. By 2000, the gap bet-
ween the home ownership rates of the nation
and state had narrowed to 4 percentage points
(66.2% compared to 62.2%). . .. .page 184



Across the 14 counties, home ownership rates
varied considerably in 2000. Home ownership
rates varied from a low of just under 34 per-
cent in Suffolk County to a high of nearly 78
percent in Barnstable County. Three of the
state’s counties (Dukes, Plymouth, and Barn-
stable) had home ownership rates above 70
percent, ten had home ownership rates bet-
ween 61 and 69 percent, and one, Suffolk
County, ranked far behind at the very bottom
of the distribution at 34 percent. . .page 187

Since 1996, home prices have risen sharply in
each of six large metropolitan areas, with
Boston, Lawrence and Lowell experiencing a
two-thirds increase in their housing prices bet-
ween 1996 and 2001. In contrast, home prices
only rose by 26 percent in the Springfield met-
ropolitan area, reflecting the lower growth rates
of jobs and incomes in the western part of the
state during the 1995-2000 period. page 189

For homeowners in the Boston metro area,
the median housing burden (monthly owner-
ship costs as a percent of gross income) was 19
percent, versus 17 percent for the U.S. These
housing burdens vary widely by income group,
with the highest burden for lower middle and
middle income families. Boston’s median hous-
ing burden ratio ranked 7th highest among 21
metro areas across the country. . . .page 194

In Massachusetts, home prices more than
tripled between 1980 and 1990, while they in-
creased by only 71 percent in the U.S. over the
same decade. Massachusetts led all 50 states
on home price increases over the decade.
During the first half of the 1990s, the prices of
existing homes in the Commonwealth were
basically stagnant, declining by 0.4 percent
between 1990 and 1996. Following 1996, home
prices in Massachusetts once again experienced
explosive growth, rising by 62 percent between
1996 and 2001 while home prices increased
by 36 percent in the U.S. over the same time
period. ................... page 188

In 1980, in Massachusetts, the median home
cost roughly twice (1.99 times) as much as the
median household’s income. During the 1980s,
the extraordinarily rapid rise in home prices in
our state far outstripped the growth in median
household income. As a consequence, the rel-
ative housing affordability ratio more than dou-
bled to 4.41. In 2000, the ratio decreased
slightly to 3.89, but the state continued to
have the 3rd highest housing burden in the
country. . ............ ... page 190

If the housing burden in Massachusetts in 2000
had been equal to the value for the median state
(2.79), the home ownership rate in Massachu-
setts in 2000 would have been 68.2 percent,
six percentage points higher than the actual
rate of home ownership. This would have
increased the number of homeowners in
Massachusetts by 150,000 during that year.

Massachusetts has largely failed to add new
houses to its housing stock. The number of
housing permits in our state fell in the early
1990s and increased only modestly from 1992
onward; however, the relative size of the
increase was considerably smaller than in the
U.S. overall. In 2000, there were only 10 per-
cent more housing permits in Massachusetts
than there were in 1990. ....... page 192

Of the 115.7 million housing units in the U.S.
in 2000, 17.1 percent had been built between
1990 and 2000. In contrast, only 8 percent of
all of the housing units (rental and owner occu-
pied) in Massachusetts in 2000 had been built
in the prior decade. The percentage of “new”
housing units in Massachusetts was less than
one-half as high as that of the nation, and our
performance ranked 48th among the 50 states.
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0 A TRANSFORMED ECONOMY

Over the period of 1983 to 2000, Massachu-
setts lagged well behind the nation in the rate
of new job creation. During this period, the
number of jobs in the U.S. increased by 46
percent. In Massachusetts, the number of jobs
increased by 23 percent. ........ page 62

The 1980s Expansion

In 1983, manufacturing industries accounted for
nearly one in four jobs (24%) in the state. The
private services sector was slightly larger and
was the state’s largest employer, accounting for
26 percent of all jobs in the state. . .page 64

During the expansion of the 1980s, the private
services sector was the leading source of new
job creation. The services sector accounted for
44 percent of all net new jobs. Construction
jobs increased by nearly 60,000, a growth rate
of 72percent. ............... page 65

The Economic Recession of 1989 to 1991

Between 1988 and 1992, wage and salary jobs
declined by 335,000 jobs (10.7%) in Massa-
chusetts. ................... page 66

Between 1988 and 1992, the state’s manufac-
turing sector lost one out of five positions
(118,000 jobs). Construction jobs declined by
more than 68,000 positions. During the same
time period, the private services sector added
17,000 net new jobs. . . ......... page 66

The Economic Recovery and Job Boom of
the 1990s

It was not until late 1997 that the state fully
recovered the jobs lost during the recession of
1989-1992. Overall, between 1992 and 2000,
the state added 525,000 jobs—recovering the
335,000 jobs lost during the recession and
gaining an additional 190,000 jobs. .page 69

The Massachusetts Institute for a New Commonwealth

The job expansion was led by the private serv-
ices sector, which added 295,000 new jobs.
The private services sector by itself accounted
for 56 percent of the net increase in wage and
salary employment from 1992 to 2000. During
the recovery, manufacturing jobs continued to
decline, losing 30,000 more jobs. . .page 69

Only one of every 500 labor force participants
in Massachusetts experienced a hard-core un-
employment problem in 2000 (unemployed for
27 or more weeks) compared to one out of
every 33 workersin 1992. .. ... .. page 52

The Outcome: An Economy with Narrowed
Routes to Success

Since 1983, Massachusetts has gained 623,600
new jobs. During this same period, the state
lost 193,100 manufacturing jobs. In 1983,
manufacturing jobs represented almost one
quarter of all jobs. By 2000, they had shrunk
to 13 percent of the jobs in our state. In sharp
contrast, the private services sector expanded
from about one quarter of the state’s jobs to
36 percent of all jobs in the Commonwealth
by2000. ................... page 69

The economic recovery was led by strong
employment growth in a relatively small num-
ber of industries. The business services sector
by itself created more than 134,000 jobs. In
1992, the business services sector accounted
for only 6 percent of private sector employ-
ment, yet it accounted for more than one in
four net new private sector jobs in Massa-
chusetts. Another strong source of new job
creation was the specialty trade construction
industry. .......... . ... ... page 70



Slow Labor Force Growth

From 1989 to 2000, the Massachusetts resident
labor force increased by only 57,000 workers
—less than 2 percent—while the country’s
labor force increased by almost 14 percent.

During the 1990s, the working-age population
of Massachusetts increased by 2 percent, while
the working-age population in the nation in-
creased by just under 11 percent. . . page 45

The proportion of 20-34-year-olds in Massa-
chusetts declined by nearly 18 percent bet-
ween 1990 and 2000. .......... page 50

In 2000, the labor force participation rate in
Massachusetts was below the national average.
Our state’s ranking fell to 32nd place. The
labor force participation rate of men in Massa-
chusetts declined by nearly 4 percentage points
over the last decade. ........... page 46

Labor Productivity

From 1991 to 1999, real output per capita in
Massachusetts increased by 32 percent. Massa-
chusetts ranked 6th highest among the 50
states. . ... ... page 75

From 1991 to 1999, real output per worker in-
creased by 19.5 percent. Massachusetts ranked
5th highest among the 50 states. . . .page 76

Changing Demand for Workers

The changes in the industrial structure of
employment in Massachusetts have led to
marked shifts in the demand for workers by
occupation and educational attainment. Em-
ployment in executive and managerial posi-
tions grew by 61 percent since the early 1980s.
Employment in semi-skilled, blue-collar jobs
fell by 41 percent. ............ page 72

The occupational characteristics of full-time
workers in Massachusetts have changed over
the past two decades and are different in a
number of respects from the occupational
characteristics of the country. In Massachu-
setts, a higher share of the full-time, year-round
workforce is composed of professional and
managerial workers than in the nation (39% vs.
36%); the state also contains more service
workers (12% vs. 10%). On the other hand,
the shares of Massachusetts workers in admin-
istrative support/clerical occupations and in
semi-skilled blue-collar occupations were below
the U.S. average (11.8% vs. 13.1% and 7.8%
vs. 10.3%, respectively). ........ page 84

In 2000, the median earnings of full-time,
year-round workers in Massachusetts ranged
from $16,000 for lower level sales workers to
$26,500 for administrative support workers
to $50,000 for professional workers. Similar
to developments across the country, the occu-
pational earnings structure has become char-
acterized by a higher degree of inequality over
the past two decades. .. ......... page 91

At the end of the 1970s, earnings inequality
both in Massachusetts and in the U.S. was lower
than it was at the end of the 1990s, and the
degree of earnings inequality in Massachusetts
was generally lower than it was in the nation as
a whole. During the last two years, however,
earnings inequality in Massachusetts has been
essentially identical to that of the nation.

29

The State of the American Dream in Massachusetts, 2002



30

The Massachusetts Institute for a New Commonwealth




