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Introduction

Politicians court the middle class. Pundits reference it. Sociologists study it. Most people
think they belong to it. But we don’t really know what it is. 

What we do know is that the modern American middle class did not just appear. It was
built by postwar public policy and a particular set of economic circumstances that favored
U.S. labor and products in a growing global market.

In the postwar years, educational attainment rose as the GI Bill and Higher Education
Act of 1965 increased college access and affordability. Homeownership expanded as gov-
ernment programs enabled more people to get mortgages, made mortgage interest tax
deductible, and promoted suburban housing development. Incomes grew as lawmakers
raised the minimum wage to an historic high and as the global dominance of U.S. man-
ufacturing bolstered the economy, ensuring a tight labor market. Federal laws that pro-
tected the right to organize led to strong labor unions, which ensured workers a generous
share of corporate profits, as well as pensions and health benefits. 

These postwar policies and conditions created an infrastructure of opportunity that lifted
millions solidly into the middle class. By and large, whites were the greatest beneficiaries
of these efforts. It took the Civil Rights Act, anti-discrimination reform in lending and edu-
cation practices, anti-redlining measures, and affirmative action to increase access to the
middle class for the nonwhite population. Today, nonwhites have a larger place in the
middle class than ever before. But the benchmarks of being middle class in areas such as
educational attainment, homeownership, income, and wealth are still less likely to be found
among nonwhites than among whites.

Over the last three decades, America’s infrastructure of opportunity has begun to erode
for whites and nonwhites alike. The activist policies of the postwar era that built the middle
class have given way to more a laissez-faire approach to the economy and dramatic gaps
between rich and poor. Global competition has grown fiercer and unions have grown
weaker. Many of the good jobs that ensured widespread prosperity in the past are migrating
overseas. The cost of basic elements of a middle class life – a home, health insurance, a
college education – have soared in recent years, outpacing the growth in incomes. 

As a result of these changes, it is becoming increasingly difficult for Americans to enter
and remain in the middle class.

But how difficult is it?
Research suggests that economic mobility has declined in recent decades. Family wealth

is becoming an ever greater predictor of a child’s future station in life — more strongly
correlated than anything else with academic attainment, college attendance, and access to
future economic opportunity. Yet this head start is more unevenly distributed than in the
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past – thanks in part to soaring levels of personal debt that have sent many families into
the red over the past decade even as overall national wealth has increased. The richest fifth
of households now owns ninety-one percent of familial household wealth in America.1

The number of hours the average American family works has increased eleven percent
since the 1970s. But these extra hours of labor have not produced commensurate increases
in financial well-being. Between 1979 and 2000 the incomes of households in the lowest
fifth of earners grew by only six percent. In the same time frame, the incomes of house-
holds in the top fifth of earners grew by seventy percent. Those of the top one percent of
earners grew by 184 percent.2

More and more families remain stuck in the same income rut, unable to build wealth
and improve their position through hard work and thrift. The ability of the bottom forty
percent of earners to move up to the next income quintile has declined steadily. Meanwhile,
the ability of the highest earners to move even higher has increased.3 While the highest
earners and wealthiest Americans see ongoing financial windfall, middle income Americans
continue to lose ground.

But how much ground have middle income Americans lost?
The questions “How difficult is it for Americans to enter and remain in the middle class?”

and “How much ground have middle income Americans lost in recent decades? are vitally impor-
tant, but difficult to assess.

These questions are vitally important because the existence of a vibrant middle class is a
cornerstone of America’s quality of life. These questions are difficult to assess because we
lack a concrete definition and consistent measurement of what it means to be middle class.

Self-identification is a common tool used by sociologists and researchers to assign people
to the middle class. But self-identification can be confusingly inclusive. The majority of
Americans consider themselves middle class in some way. Polls have found have found
that nearly ninety percent of Americans define themselves as middle class or say they
ascribe to middle class thinking. In 2002, the General Social Survey found that one out of
two Americans described themselves as middle class. This trend remains unchanged since
the GSS began in the 1970s.

When researchers try to describe the middle class, they usually employ one of several
characteristics. Two common examples are household income within a certain range or
income that is two times the poverty level. Occupation, educational attainment, and home-
ownership are other examples.

The limitation of the traditional approach to assigning individuals to the middle class
based on just one characteristic is that each characteristic captures only part of the picture.
When we speak of the middle class, what we are really getting at is a way of life. Being
middle class connotes a level of financial security and stability. This security and stability
means we can support our families, afford the things everyone has, provide our children
with a quality education, put them through college, assure intergenerational mobility, be
cared for when we’re sick, and retire in comfort. Today, ensuring this stability and secu-
rity has grown more complex and cannot be guaranteed by only one characteristic.

To create a more realistic picture of the middle class, we need to examine the range of
factors that contribute to financial stability and economic opportunity. Homeownership,
assets, education level, income, and health insurance coverage are all crucial components
of the financial security and stability associated with being middle class. If we want to under-
stand the extent to which it is becoming more difficult to enter and remain in the middle
class, and to assess the progress that groups are making toward this goal, we need to
examine the interaction of these factors. 

To achieve this more complete understanding of how the middle class is evolving, who
is entering into it, and who is failing out, Demos has begun developing a Middle Class
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Security Index. This index seeks to represent the extent to which characteristics crucial to
middle class security are present in a given population.

This paper is the first step in a larger endeavor to track and measure America’s middle
class. In this paper, we outline the characteristics that contribute to middle class access
and stability — such as homeownership and education level. To begin assessing the major
trends affecting America’s middle class, particularly the ability of households to enter into
it, we offer a rudimentary Middle Class Security Index.

The trends shown in this paper provide cause for concern. Expansion of the middle class
– arguably the great American project – has stalled in recent decades, while historic dispar-
ities between whites and nonwhites endure in many areas. And, among those who have
reached the middle class, overall security seems to be slipping in several important ways. 

This is not how America is supposed to be, or how it needs to be. We conclude this paper
with a set of commonsense policy recommendations that Demos has developed to strengthen
the middle class.

Measuring the Middle in a Time of Change

Two macro forces make it imperative that we begin to track middle class security more
closely. These forces are exerting dramatic pressure on America’s self-image as an “oppor-
tunity for all” society.

demographic change
Shifting demographics pose challenges to the future of the middle class. The Black and
Hispanic populations are two of the fastest growing and most significant portions of the
population. Demographically, these Americans should form the backbone of the future
middle class – assuming they can count on help to move up the economic ladder through
the kind of investments that built the postwar middle class. 

Forecasts say that the Black and Hispanic populations will make up nearly forty percent
of the population by 2050. By 2050, the white population will grow seven percent. The Black
population will grow seventy-one percent, and the Hispanic population will grow 188 percent.
These fast growing groups are behind on major indicators of economic well-being. Blacks
are thirty-seven percent less likely and Hispanics fifty-nine percent less likely to hold a college
degree than whites. For every dollar in income earned by white households, Black house-
holds earn 62 cents, and Hispanic households earn 69 cents. For every dollar in wealth
owned by white households, Black and Hispanic households hold as little as ten cents.

Meanwhile, baby boomers are aging, creating the largest over-65 population in the nation’s
history. Between now and 2030, the 65-plus population is projected to grow faster than any
other age group.4 The under-24 population is growing at a rate set to surpass the previous
baby boomer highs. Support for retirement is necessary to ensure the continuation of finan-
cial security for the older generation. Educational investment is necessary to ensure that the
next generation can pursue financial security. These two efforts compete for the same increas-
ingly scarce resources. If we want to invest in the education of our youth and in the support
of our retirees, we will need to make well-informed choices. Defining what most impacts
American’s ability to enter and remain in the middle class will provide us with insight into
how to make these choices, as well as take other steps that will ensure a robust and secure
middle class in the decades ahead that matches the country’s emerging demographics.
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economic change
Lower wages, fewer benefits, and less stable employment all threaten the ability of fami-
lies to enter and remain in the middle class. There is debate about the overall impact of
offshore manufacturing and the migration of American jobs overseas. One school of
thought suggests that the migration of jobs spawns cost efficiencies that bring new resources
to American industry and creates new opportunities for American workers to retrain and
be better suited for a future, information-oriented economy. Another school of thought is
that the migration of jobs destroys the livelihood of company towns and leaves an irre-
versible void. Offshoring may result in better bottom lines and future opportunities, but
rarely in the towns where factories have closed and for the generations who have lost jobs.

As companies go global and price pressures rise, the employment conditions that allowed
previous generations of workers to be middle class, to have long term jobs and to be able
to support a family with a high school education or solid work experience, have nearly
faded. The trend of global competition for U.S. jobs is not limited to manufacturing. It is
becoming increasingly common for Americans calling tech support, making airline reser-
vation, and doing business with large retail banks – to name just a few industries – to speak
with well trained workers located in places such as India and the Caribbean.

In the past, unions helped to ensure that work paid, that jobs provided a consistent measure
of economic security, decent benefits, and stability. The ability of unions to play this role
has been under attack in recent decades. One out of three workers was unionized in the
1950s. Today that figure is around one in ten. When it comes to the salaries and benefits
that contribute to being middle class, a less unionized working America is much less well
off. Total compensation for non-unionized workers is twenty-eight percent lower than for
unionized workers. Non-unionized workers are also significantly less likely than union-
ized workers to have health insurance and pensions.

With the weakening of unions and an ongoing compromise of workers’ right to orga-
nize, employees are left with little bargaining power. As job competition has increased,
both blue and white collar workers have had to lower their expectations for wages, bene-
fits, and job stability. The result is a tighter squeeze on the U.S. labor market and a less
secure middle class. Measuring the middle class is a way to understand how tightly American
workers are being squeezed and to illustrate how less secure we are as a result.

Markers of Middle Class Security

Before we present our first version of a Middle Class Security Index, we discuss key areas
that influence middle class stability. Some of these have traditionally been considered cri-
teria for being part of the middle class. Others have not been considered criteria in any formal
sense, but are nonetheless important aspects of middle class financial stability.

income
Income is one of the most common criteria for assigning American households to the
middle class. One approach is to break households into income quintiles, or fifths, and to
call quintiles two to four or three and four “middle income.” This measurement does not
tell us anything about the percentage of Americans who are middle class. If we say that
quintiles two, three, and four are middle income, then sixty percent of households are middle
class. If we say that quintiles three and four (or two and three, for that matter) are middle
income, then forty percent of households are middle class. 
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Where the quintile approach is useful is in comparing income growth, particularly among
various populations. Looking at the second and third quintiles of Black and Hispanic earners,
middle class incomes have grown steadily over the past 30 years. For Black households in
the second and third quintiles, incomes have grown twenty-five percent. For Hispanic house-
holds in the same quintiles, incomes have grown twelve percent. In comparison, incomes
for white households in the second and third quintiles grew fifteen percent.

Another way to use income level as a criterion for being middle class is to pick an income
range and look at the percentage of the population falling into that range. If we assume
that having a household income in the $35,000-$74,999 range is middle income, then
thirty-three percent of Americans are middle class. However, using an income range can
be misleading when it comes to assessing the health of the middle class.

Twenty-eight percent of white households have incomes ranging between $35,000 and
$74,999. For Hispanic households, this figure is thirty-four percent, and for Black house-
holds it stands at thirty percent. The lower percentage of white households in this mod-
erate income range does not show that white households have lower incomes or are
financially weaker than Black or Hispanic households. In fact, it suggests that white house-
holds are more likely to be above this income range (which is in fact the case).5

Income ranges are perhaps most useful in comparing growth of the middle class among
groups over time. In 1967, about twenty percent of Black households had a yearly income
between $35,000-$74,999 (in 2001 dollars). That figure grew to thirty percent, its current
level, by 2001. In 1972, the first year for which data is available, thirty-one percent of
Hispanic households were in the $35,000-$74,999 range (again, in 2001 dollars). By 1982,
that figure had slipped to thirty percent, slightly below current levels.6

homeownership
Most of us associate homeownership with being middle class. Judging by this character-
istic alone, most white Americans and many nonwhites are doing reasonably well. But the
role of homeownership in supporting middle class security may be waning.

Prior to World War II, homeownership in the U.S. was around forty-four percent overall,
forty-six percent among whites and only twenty-four percent among nonwhites.7

Homeownership grew considerably in the postwar years and has continued to increase in
the last decade. Nearly seven out of ten Americans overall now own their homes.
Homeownership is seventy-four percent among whites, forty-nine percent among Blacks,
and forty-eight percent among Hispanics.8

While a traditional sign of being middle class, homeownership in today’s market is becoming
increasingly perilous as a route to financial stability. American households cashed out a
record $458 billion worth of home equity between 2001 and 2004 and actually own less
of their homes today than they have at any point in the last thirty years.

The median price of an existing single-family home increased twenty-nine percent
between the end of 2002 and May 2005.9 On the surface many homeowners seem to have
benefited from today’s record level increases in real estate prices. But this record-setting
market is also filled with growing concern about inflated property values and the prospect
that a fall in home prices could financially ruin many Americans. Higher prices also mean
potential home buyers take on greater risk, stretching financially to afford homes and
leaving little margin for weathering financial setbacks, like the loss of a job. 

The percent of buyers taking on adjustable-rate mortgages has tripled since 2003. Sixty-
three percent of all mortgages originated in the second half of 2004 were for adjustable-
rate and interest-only loans.10 If interest-rates go up and housing prices stagnate or fall –
both likely scenarios according to many economists – buyers who have taken on risk will
see their financial foundations shaken.

 



House prices have increased dramatically relative to incomes. The number of metro-
politan areas where median house price is four times median household income has more
than tripled since 1999. The number of areas where the median house price is five or even
six times median household income has also grown sharply.11 Families with children are
particularly hard hit by increasing housing prices. Homeownership among working fam-
ilies with children is actually ten percent lower now than it was in 1970s. This decline has
also hit moderate income, and two-income families, two groups whose footing in the
middle class we would expect to be much stronger.12

college education
As the difference in earnings between high school and college graduates hits record levels,
a college degree is becoming a minimum requirement for the middle class. Over the course
of a lifetime, a graduate of a two-year college earns about $275,000 more than someone with
only a high school diploma. Someone with a degree from a four-year college earns nearly
double. A four-year degree translates to around a $1,000,000 more in lifetime earnings.13

Greater earning potential means greater likelihood one will be able to own, save, and
invest - in short, to pursue middle class security. The correlation between education level,
income and ownership will undoubtedly continue in the future.

In the past, a worker with a high school diploma, solid work experience, and stable employ-
ment could support a family and know middle class security. Because of changes in the
labor market, this is rarely the case today. It is difficult to imagine that workers holding only
high school diplomas will be able to support families and know security within twenty years. 

Today about a quarter of the overall population holds a four-year college degree. Twenty-
eight percent of the white population holds a four-year college degree. In comparison, only
seventeen percent of the Black population and eleven percent of the Hispanic population
hold a four-year degree.14

As a college education becomes increasingly essential to being middle class, pursuing
that education is becoming less affordable for many Americans. The cost of tuition and
fees at an average four-year state college grew fifty-six percent between the ‘83-‘84 and ’03-
’04 school years – using inflation-adjusted dollars. Tuition and fees are up another eleven
percent this year. Average student loan indebtedness increased sixty-six percent between
1997 and 2003.

Federal aid has not kept up with the rising college costs or applications. As a result, gaps
in enrollment by income and race are the same or larger than they were three decades ago.
Students from lower income families remain significantly less likely than higher income
students to enroll in and finish four-year college degree programs. The gaps in college
enrollment between whites and Blacks and between whites and Hispanics have actually
risen since 1972.15

assets
Financial security is greatly influenced by the reserves a family has available to get through
hard times. However, level of assets, or wealth, has not traditionally been employed as a
criterion for being middle class. Our view is that it should be – at least in a more com-
prehensive measure that defines being middle class as being financially stable. 

Given the rising cost of college, today’s uncertain labor market, and threats to the tra-
ditional pillars of retirement security, assets are a crucial component of middle class sta-
bility. In groundbreaking work on disparities in white and Black opportunity, Thomas
Shapiro talks about the transformative power of assets, particularly in transmitting finan-
cial stability and security across generations.16 This transformative power gives current
generations an important safety net and future generations a head start.
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While the need for assets grows in importance, alarming trends are surfacing regarding
debt. Between 1989 and 2001, credit card debt of the average American family rose fifty-
three percent. Debt among middle class families rose seventy-five percent. About two out
of three middle income families report carrying credit card debt.17

The increase of credit card debt is correlated with a change in Americans’ financial
outlook. Between January and May 2005, the percentage of Americans rating their own
financial situation as good has dropped from fifty-one percent to forty-four percent. One in
four Americans now say they owe more in debt than they can afford.18 Nearly seven out of
ten middle income Americans report living paycheck to paycheck some or all of the time.19

Level of assets remains an area of extreme disparity between white and nonwhite house-
holds. This disparity is another threat to the ability of nonwhites to have a secure foothold
in the middle class. The median wealth of Hispanic households in the U.S. in 2003 was
$11,450. For Black households, it was $19,010. For white households it was $86,100.20 For
Hispanics, this translates to 13 cents in wealth for every dollar in wealth held by white house-
holds. For Black households, this translates to 22 cents. Research released in 2004 shows
that Black and Hispanic households have as little as ten cents for every dollar in wealth
owned by white households.21

Even whites and nonwhites of equal education and income levels show remarkably dif-
ferent levels of wealth. In fact, “the net worth of Black and Hispanic college graduates is
similar to the net worth of white high school graduates, and the net worth of Black and
Hispanic high school graduates is similar to the net worth of white high school dropouts.”22

health insurance
Unexpected illness can drive uninsured families into financial ruin. The need to pay medical
expenses is a growing reason why middle class families are taking on unprecedented levels
of credit card debt. Nearly half of the families who filed for bankruptcy in 2001 did so
because of health related expenses. Most of those filing for medical bankruptcy and of those
suffering from financial hardship due to medical expenses were middle class.23

That a middle class worker has health insurance seems almost a given. But it is actu-
ally becoming less the case. The number of middle class families turning to public health
insurance due to a loss of private coverage or the inability to pay high premiums is growing.24

Between eight and ten million Americans lost their employment-based health insurance
coverage in the last three years alone.25 More than 20 million working adults currently lack
health insurance.26 According to the 2004 Current Population Survey, sixty percent of
Americans still have health insurance through their employers. But this is down from sixty-
four percent in 2000.

An Initial Middle Class Security Index

The opportunity to enter into the middle class and to know the financial well-being and
stability we associate with it is one of America’s signature strengths. If this opportunity is
in fact declining, one of the country’s defining qualities is disappearing or changing dra-
matically. We have little hope of preventing this disappearance or dramatic change if we
do not understand what is causing it and how it is playing out.

Demos is developing a Middle Class Security Index as a tool to identify not only who is
middle class, but how securely or insecurely that status is held. The Index will help us rep-
resent the obstacles and pillars necessary to ensuring a healthy middle class. It will also
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be a tool to understand and communicate what influences both entry into and slippage
out of the middle class.

Demos’ initial version of a Middle Class Security Index is presented below. In this
version, we examine how homeownership, assets, education level, income, and health
insurance coverage can be used to represent middle class status and security. Work in the
upcoming months will refine the initial index. 

Limitations of the Initial Index and Future Work Needed 
Measuring the middle class is essential, but complex. Through this paper, we hope to start
a dialogue about the most appropriate and useful ways to develop and employ a Middle Class
Security Index. There are many questions that need to be answered in this development. 

An index should differentiate between those who face difficulties in entering into the
middle class, those who are in the middle class but at risk to fall out, and those whose
status is more permanent and less influenced by unforeseen economic events. 

We must seek the best representation of factors that influence middle class security.
Those employed in the sample measurement presented in this paper may not be the most
influential factors or the most consistently tracked in available data sets. For example, if
we determine retirement security or ability to pay for children’s college education to be
important factors in middle class stability, what should be measured to capture them?

Key questions in devising a more sophisticated measurement of the middle class
include, How much income is needed to be middle-class? How much in assets? What level of
educational attainment? 

Similarly, there are important questions about whether to select ranges or set upper
bound limits on variables such as income or asset accumulation. For example, in the sample
Middle Class Security Index, we use a household income of $35,000 or above as an indi-
cator of middle class stability. We could also have chosen an income range, and imposed
a cut-off point at $75,000 or perhaps as high as $100,000, for example. But incorporating
such cut-off points would artificially lower the percentage of individuals making a solid
salary. This could inadvertently give the false impression that fewer individuals were earning
middle class incomes. The limitation of not employing an upper limit, however, is that it
could also falsely give the impression that American security is stronger than it is. 

We have given each criterion in our sample index equal weighting. However, a final
index must weight the impact of criteria on financial security. This is to avoid the possi-
bility of having a less meaningful set of “all or nothing” categories. Weighting will help
ensure that the overall measure does not oversimplify the contribution of each criterion
or create too stringent of a measure. If we require an individual to have all of the criteria,
then the number of Americans being defined as middle class and secure could be small
or too unrealistic to be useful.

Weighting will also help us capture gradations of security. Part of what pushes us to
study the middle class is that individuals today are more likely than ever to be middle class
on paper, but be on the brink of financial disaster in practice. Particularly when we con-
sider young families, it is more common than ever for one or both parents to have college
degrees and earn $40,000 a year, for example, but to be in debt and unable to afford a
home, save, or have health insurance. A Middle Class Security Index will bring attention
to such situations.

We also have to look more closely at whether lack of homeownership among higher
income individuals is by choice, rather than financial limitations. Especially given the
dynamics of today’s housing market, we should also consider what level of home equity
captures financial security.
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Particularly among older generations of workers, it is still possible for highly trained
workers with high school diplomas to earn middle incomes. With each succeeding gen-
eration, this is becoming significantly less the case. But, if we factor in workers’ age, we
may want to consider a certain education level, or a certain level of income as sufficing to
meet a criterion we define as “income security and earning potential.” 

It also is worth considering whether an index should focus on a specific age range to
capture those whose earnings and resources are at prime levels. If we do determine that
focusing on an age range is appropriate, what should that are range be?

Other population characteristics may need to be considered as well. An index will be useful
in looking at the opportunity and security of the fastest growing populations in the country.
With immigration, and particularly its impact on the Hispanic population, a measure may
want to factor in characteristics such as foreign vs. native born and length of time in the country.

Household size and marital status may be other population characteristics worth taking
into account. An index should not overlook the possibility that one of the only ways to
achieve the level of income and assets required for middle class security may be to live in
a multiple-income household.

It is also important to find a data set that provides historical perspective, insight into as
many indicators as possible, and the opportunity for consistent updates going forward. A
Middle Class Security Index will only be useful if it can be a tracking tool over time.

Sample Measure
The initial calculations below are for Middle Class Security Indices for 2000 and 1984.
These initial indices use data from the Census Bureau’s Current Population Surveys and
Surveys of Income and Program Participation. We have attempted to minimize the number
of data sources involved in this initial measure, thus the limitation in the years covered.

Our initial security index is a numerical score derived from summing the percentages
of each population which exhibits the characteristics we see as crucial to middle class sta-
bility. A population enjoying a consistent degree of economic opportunity and financial
stability across each category would have a perfect score of six. The difference between the
scores below and six represents how far each group is from achieving full economic oppor-
tunity and financial stability.

Middle Class Security in 2000
Total Pop White Black Hispanic

Homeownership 0.67 0.71 0.47 0.48

Households Owning Interest Bearing Accts 0.65 0.69 0.42 0.45

Households With Positive Net Worth 0.85 0.87 0.71 0.72

Households With Members 
Holding Four-Year College Degree 0.26 0.26 0.17 0.11

Household Income ($35K or above) in 2000 dollars 0.58 0.61 0.43 0.48

Health Insurance (Persons) 0.74 0.77 0.59 0.48

2000 Middle Class Security Index 3.8 3.9 2.8 2.7

The Middle Class Security Index for the overall U.S. population in 2000 was 3.8 out of
a possible six. The white population received a 3.9. The Black population received a sub-
stantially lower 2.8, and the Hispanic population a lower still 2.7. None of these indices
indicate sure footing for any group in terms of economic stability. The indices for each
group also represent dramatic disparities between white and nonwhites.
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The index can also be used to capture movement toward the middle class over time.
Comparing 2000 to 1984, we see that the population overall has seen a modest .1 gain in
middle class security. The white and Black populations have seen similar .1 modest gains.
The Hispanic population actually saw a decrease of .1 between 1984 and 2000. 

Middle Class Security in 1984
Total Pop White Black Hispanic

Homeownership 0.64 0.67 0.44 0.40

Households Owning Interest Bearing Accts 0.72 0.75 0.44 0.51

Households With Positive Net Worth 0.89 0.92 0.70 0.76

Households With Members 
Holding Four-Year College Degree 0.19 0.20 0.10 0.08

Household Income ($35K or above) – in 2000 dollars 0.52 0.54 0.31 0.40

Health Insurance (Persons)* 0.75 0.75 0.70 0.64

1984 Middle Class Security Score 3.7 3.8 2.7 2.8

* Based on 1987 data due to report availability.

What influenced this movement (or lack thereof)? Each group has seen marked improve-
ment in income, homeownership, and education level over the last two decades. Blacks
have seen additional slight improvement in net worth. However, these gains have been
offset by losses in ownership of interest-bearing accounts and health insurance coverage.
Declines in positive net worth for whites, Hispanics, and the total population overall have
also contributed to instability and slow growth in the middle class as represented in our
index. During the time frame examined, immigration has meant that the median age of
the Hispanic population has decreased, meaning that this population has grown younger
than the Black and white populations. Age and immigration status have likely contributed
to a declining index for Hispanics.

Policies to Grow the Middle Class

A review of the data and our preliminary Middle Class Security Index expose threats to the
future of the middle class. Debt is increasing. Jobs providing health insurance coverage are
declining. The ability for homeownership to generate wealth seems to be waning. A college
education is becoming more essential, but less affordable. Important aspects of middle class
stability seem to be in decline. Dramatic disparities still exist between nonwhites and whites
on major indicators of opportunity. These disparities are a great challenge as population
change continues and nonwhites transition to becoming the majority of Americans.

While these circumstances raise formidable challenges, our nation has a history of suc-
cessfully supporting and expanding the middle class. Public policy played a key role in the
rise of America’s middle class in the postwar years. Four policies can help us replicate this
success in a new century:
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1. expanding access to higher education
Education is a key to middle class security in an economy where most of the good jobs require
at least some college. Yet as tuition has soared, rising faster than both inflation and family
income, more students can’t afford college. In the 2001-02 school year, over 400,000 college-
qualified high school graduates from low- and moderate-income families did not enroll in
a four-year college, and 168,000 did not enroll in any college at all. These statistics trans-
late into frustrated dreams today and a weaker middle class tomorrow. America needs bold
new efforts to increase access to higher education, particularly 4-year institutions. 

• We propose a dramatic expansion of investments that will give millions of young
people a shot at middle class success by doubling the percentage of college-
qualified students from low- and moderate-income families who enroll and
complete degrees at 4-year colleges. 

2. boosting homeownership and savings
Homeownership and savings have historically been pivotal to securing a place in the middle
class. That will remain true in the decades ahead. Today, however, between twenty-five percent
and forty percent of US households have little or no wealth. While homeownership rates
are at an historic high point, nearly a third of Americans still don’t own their own home.
Many who do have virtually no equity in their homes. We propose several steps to renew
this core pillar of the American dream: 

• Make the mortgage interest deduction refundable for families making under
$50,000 and create other new incentives that would double the rate of
homeownership for low-income working families within the next five years. 

• Within ten years, provide each newborn child with an asset account endowed with
$6,000 at birth — money that will ensure that everyone has a better chance of
becoming a middle class asset-holder earlier in life.

3. closing the gap between wages and the cost of living
As many as a third of working Americans are not earning enough money to meet basic
economic needs for themselves or their family. The earnings gap has been worsening in
recent years. With more good jobs going overseas, the situation is likely to get worse. Our
plan to solve this problem builds on two existing policies with bipartisan support, the
minimum wage and the Earned Income Tax Credit. We also advocate legislation that
strengthens the rights of workers to form unions. 

• Eliminate poverty among full-time workers by 2010 by raising the minimum wage
and indexing it to inflation.

• Replace the Earned Income Tax Credit with a more generous Working Families Tax
Credit to assure by 2015 that most full-time workers earn enough to provide a
minimally decent life for themselves and their families, as measured by the true
cost of living where they reside. 

• Create a Federal Office of Living Standards to assess the income needs of
households in different parts of the U.S. and set guidelines for policymakers.
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• Pass the Employee Free Choice Act (S. 842 and H.R. 1696), which requires
employers to recognize a union when a majority of workers have signed cards
authorizing union representation. The act also provides for arbitration and
mediation of first-contract disputes and enacts stronger penalties for violations of
the law that occur when workers seek to unionize.

4. reducing personal debt
Americans are struggling with record levels of personal debt. Heavy credit card debt and other
high-interest loans stand as obstacles to joining the middle class — or threaten to destroy the
security of those already in the middle class. While high debt levels are symptoms of an
economy where many workers don’t earn enough to make ends meet, this problem is greatly
exacerbated by the unfair and often deceptive policies of major lenders, particularly credit
card companies. We propose short-term and long-term remedies to help reduce debt burdens.

• Restore controls on the interest rates that lenders can charge. Index these rates to
the prime rate to ensure flexibility and industry profitability while protecting
consumers from usury. Prohibit excessive late fees and penalties.

• Expand matched savings accounts, such as Individual Development Accounts, to
help working families weather a reduction of income and plan for the future. 

1 8 T h e  I n e q u a l i t y  E c o n o m y



1. Edward N. Wolff, “Changes in Household Wealth in the 1980s
and 1990s in the U.S: Working Paper No. 407,” The Levy
Institute, May 2004. http://www.levy.org/modules/pubslib/
files/wp407.pdf

2. Lawrence Mishel, Jared Bernstein, and Sylvia Allegretto, The
State of Working America 2004/2005, (Ithaca, NY: Cornell
University Press, January 2005).

3. Jared Bernstein, Heather Boushey, Elizabeth McNichol, and
Robert Zahradnik, “Pulling Apart: A State-by-State Analysis
of Income Trends,” Economic Policy Institute, 2002.
http://www.epinet.org/studies/Pulling_Apart_2002.pdf See
also The Economist, “Meritocracy in America,” December 29,
2004 online edition.

4. U.S. Census Bureau, “State Interim Population Projections by
Age and Sex: 2004-2030,” April 2005. http://www.census.gov/
population/www/projections/projectionsagesex.html

5. U.S. Census Bureau, “Selected Characteristics of Households,
by Total  Money Income in 2003,” June 2004.
http://pubdb3.census.gov/macro/032004/hhinc/
new01_000.htm

6. U.S. Census Bureau, “Money Income in the United States: 2001,”
September 2002. http://www.census.gov/prod/2002pubs/
p60-218.pdf

7. George S. Masnick, “Home Ownership Trends and Racial
Inequality in the United States in the 20th Century,” Harvard
University Joint Center for Housing Studies, February 2001.
http://www.jchs.harvard.edu/publications/homeownership/
masnick_w01-4.pdf Calculations are based on the data pre-
sented from both the decennial Census and annual Current
Population Surveys.

8. U.S. Census Bureau, “Housing Vacancies and Homeownership
(CPS/HVS) 1994 to 2004,” February 2005.
http://www.census.gov/hhes/www/housing/hvs/annual04/
ann04t20.html

9. National Association of Realtors, “Housing Affordability
Index,” May 2005. http://www.realtor.org/research.nsf/
pages/HousingInx?OpenDocument

10. Mortgage Bankers Association, “Mortgage and Market Data,”
June 2005. http://www.mbaa.org Reported in Kirstin Downey,
“Market Driving Risky Mortgages,” Washington Post, June 3,
2005, p. DO1.

11. Joint Center for Housing Studies of Harvard University, “The
State of the Nation’s Housing 2005: Executive Summary,” 2005.
http://www.jchs.harvard.edu/publications/markets/son2005/
son2005_executive_summary.pdf Dow 

12. Center for Housing Policy, “Working Families with Children:
A Closer Look at Homeownership Trends,” May 2004.
http://www.nhc.org/pdf/pub_cp_05_04.pdf

13. Jennifer Cheeseman Day and Eric C. Newburger, “The Big
Payoff: Educational Attainment and Synthetic Estimates of
Work-Life Earnings, ” U.S. Census Bureau, July 2002.
http://www.census.gov/prod/2002pubs/p23-210.pdf

14. U.S. Census Bureau, “Educational Attainment in the United
States: 2003,” June 2004. http://www.census.gov/prod/
2004pubs/p20-550.pdf

15. Thomas R. Wolanin, ed. Reauthorizing the Higher Education
Act: Issues and Options, (Washington, DC: Institute for Higher
Education Policy, 2003). http://www.ihep.com/Pubs/PDF/
ReAuthHEA.pdf

16. See Thomas M. Shapiro, The Hidden Cost of Being African
American, (New York: Oxford University Press, 2003).

17. Tamara Draut and Javier Silva, “Borrowing to Make Ends
Meet: The Growth of Credit Card Debt in the ’90s,” Demos,
September 2003. http://www.demos-usa.org/pubs/
borrowing_to_make_ends_meet.pdf

18. “Economic Concerns Fueled by Many Woes,” Pew Research
Center for People and the Press,  June 2005. 
http://people-press.org/reports/display.php3?ReportID=245

19. “CFA Research Reveals Most Americans Have Built Little
Wealth,” Consumer Federation of America, February 20,
2001.  http://www.consumerfed.org/asavespr.pdf

20. “New Analysis Reveals Wealth Gap Between Hispanic and 
Other Americans,” Consumer Federation of America,
November 17, 2003. http://www.consumerfed.org/
hispanicamericasaves111703.pdf

21. Rakesh Kochhar, “The Wealth of Hispanic Households,” Pew
Hispanic Center, October 2004. http://www.pewhispanic.org/
site/docs/pdf/The%20Wealth%20of%20Hispanic%20
Households.pdf 

22. Kathryn M. Neckerman, ed, Social Inequality, (New York:
Russell Sage Foundation, 2004), p 898.

23. David U. Himmelstein, Elizabeth Warren, Deborah Thorne,
and Steffie Woolhandler, “Illness And Injury As Contributors
To Bankruptcy,”  Health Affairs ,  February 2,  2005.
http://content.healthaffairs.org/cgi/content/full/
hlthaff.w5.63/DC1

24. See “Middle-Class Families Strain Public Health Insurance
Plans,” Wall Street Journal, February 15, 2005, p. A1 
and “More Middle-Class Families Enrolling Children in
Public Health Insurance Programs,” Medical News Today,
February 17, 2005. http://www.medicalnewstoday.com/
medicalnews.php?newsid=20110

25. “Uninsured Rose in 2003 as Number of Americans with
Employment-Based Health Benefits Declined,” Employee
Benefits Research Institute, 2004.  http://www.ebri.org/
EBRI_Notes_10-2004.pdf

26. “Working But Uninsured: Millions of Employed Americans
Uninsured and Unable to Get Medical Care,” Robert Wood
Johnson Foundation, April 27, 2005.  http://www.rwjf.org/
newsroom/newsreleasesdetail.jsp?id=10347

De-m o s :  A  N e t w o r k  fo r  I d e a s  &  A c t i o n 1 9

Notes

 



De-mos: A Network for Ideas & Action
220 Fifth Avenue
5th Floor
New York, NY 10001
Phone: 212.633.1405
Fax: 212.633.2105

www.demos.org
De-mos

A N E T W O R K F O R I D E A S &  A C T I O N

 


