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Summary

The United States faces major challenges in sustaining a strong middle class in the
decades ahead. Rapidly changing, often volatile economic conditions are making it
more difficult to enter the middle class—and stay there. Even as the bar to a middle
class life is raised higher, economic opportunity is fading. As a result, the most rapidly
growing groups in the U.S.—particularly African Americans and Latinos—face growing
obstacles to entering, and staying in, America’s middle class.

The United States has a history of successfully incorporating individuals from diver-
gent backgrounds and circumstances into the security and quality of life associated
with being middle class. Public policy had a definitive hand
in building America’s middle class in the years following World
War II. This success enabled many, including Eastern and
Southern European immigrants, to integrate more fully into
American life and realize the American Dream. Educational
attainment rose as the GI Bill and Higher Education Act of
1965 increased college access and affordability.
Homeownership increased as government programs enabled
more people to obtain home loans, made mortgage interest
tax deductible, promoted suburban housing development
and enacted reforms targeting discriminatory lending practices. Income and wealth
grew as legislation raised the minimum wage to a historic high in 1968 and policy bol-
stered the economy, ensured a tight labor market and facilitated union organizing. 

While these post-war policy efforts created an infrastructure of opportunity that
lifted millions into the middle class, they did so in an uneven fashion. Anti-discrimi-
nation policies arrived late to the process of constructing the middle class and have
been incomplete in their achievement. African Americans and Latinos, the two largest
racial and ethnic groups in the country, have made strong economic progress since
the late 1960s and early 1970s and now have a greater presence in the middle class
than ever before. Yet the incorporation of these two groups into the American Dream
is far from complete. Educational attainment, homeownership, income level and wealth
are still significantly lower among African Americans and Latinos than among whites. 

Meanwhile, America’s infrastructure of opportunity has begun to erode. The post-war
emphasis on increasing educational attainment, homeownership and wages has given
way to dramatic gaps between rich and poor—and stagnant, even declining, mobility. 

The combination of persistent racial inequities and an eroding opportunity infra-
structure raises questions about the ability of the fastest growing groups of Americans
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to move into the middle class. Over the next five decades, the white population will
grow 7 percent while the African American and Latino population will increase 129
percent. By 2050, African Americans and Latinos will make up about 40 percent of
the United States population. With growth proceeding at a rate 18 times greater than
the white population, African Americans and Latinos should constitute a large portion
of the future middle class—but this end result is far from certain. In fact, since 1984,
Latinos have actually lost ground on major indicators of motion toward the middle
class. African Americans have gained ground in the last three decades, but only slightly
and far less in comparison to initial gains experienced by whites in the post-war years.
Even with past gains that helped open access to the middle class, dramatic disparities
still exist between the economic circumstances of Latinos and African Americans and
those of the white population. Add to this a universal evaporation of affordable health-
care, declining real wages and skyrocketing education costs, and there is real cause for
concern about our nation’s future. 

Drawing on recommendations from a previous Demos report, Millions to the Middle,
we advocate policies that reinforce educational and economic opportunity for all
Americans as the building blocks of a representative middle class. Foremost among
these efforts should be developing programs that make college affordable, that foster
homeownership and asset building and that ensure that work pays a living wage. We
also advocate addressing discriminatory lending practices head on as one way to attack
America’s ongoing legacy of racial discrimination. We must bolster our existing oppor-
tunity infrastructure to prepare for the future middle class.

Introduction

The ability to progress economically is part of the American Dream. Yet this ability is
not solely governed by individual effort. In the years following World War II, govern-
ment programs built an infrastructure of opportunity by making higher education and
economic opportunity available to a larger group of people than ever before. The GI
Bill made college possible for many veterans. The Higher Education Act of 1965 pro-
vided need-based aid for low-income students and helped close both class and race
gaps in college enrollment. Federal housing policy and government-backed programs
helped would-be homebuyers amass down payments, enabled more people to get mort-
gages, made mortgage interest tax deductible and encouraged suburban housing devel-
opment. Labor and economic policies raised the minimum wage to a historic high in
1968, bolstered the economy, ensured a tight employment market, facilitated union
organizing and helped grow incomes and build wealth. 

Such post-World War II policies lifted millions into the middle-class and the finan-
cial security and ability to support families and save for the future that it represented.
However, these efforts were imperfect and incomplete. They did not extend opportu-
nity equally to all Americans and in some cases excluded nonwhite Americans by
intent or implementation. As a result, the expansion of the middle class in the post-
war years occurred at an uneven pace and was much stronger among whites than
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among other groups. It took the Civil Rights Act, anti-discrimination reform in lending
and education practices, anti-redlining measures and affirmative action to increase
access to the middle class for the nonwhite population. As a result of these efforts,
African Americans and Latinos now have a greater presence in the middle class than
ever before. But educational attainment, homeownership, income and wealth are still
significantly lower among these two groups than among whites. 

After decades of post-war growth, the infrastructure of opportunity built between
the 1940’s and 1960’s has begun to weaken. College is becoming less affordable and
accessible. Housing and healthcare costs are rising sharply.
Secure and good paying jobs with benefits are becoming
scarcer. Financial industry deregulation has helped saddle
Americans with heavy burdens of high-interest debt. All of
these trends have made it increasingly difficult for Americans
to enter and remain in the middle class. 

The net result of these trends is stagnating mobility and
rapidly growing inequality. 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 20 to 40 percent of earners to move up
to the next income quintile has declined steadily over the last few decades. Meanwhile,
the ability of the highest earners to move even higher has increased.1 Between 1979
and 2000 the incomes of households in the lowest fifth of earners grew by only 1 percent.
In the same time frame, the incomes of households in the top fifth of earners grew by
70 percent, and those of the top 1 percent of earners grew by 184 percent.2

Current trends pose a serious threat to core American values about the importance
of opportunity. These values include: 

• Work should be rewarded and enable a secure life with basic protections against
medical disasters or impoverished old age.

• Self-improvement and upward mobility should be possible, particularly by sending
new generations to college.

• Thrift and planning should be encouraged, not just through help in owning a
home and building savings, but also through protection of financial assets
from usurious practices.

• We are all in this together, with those Americans who have achieved success
pledging to ensure that the ladder of opportunity remains intact. 

The growing betrayal of these values would be troubling under any circumstances.
What is especially alarming, however, is that new obstacles to entering the middle class—
and staying there—are growing at the same time that the United States is undergoing
profound demographic changes that demand a commitment to shared economic oppor-
tunity. One-half of the U.S. population will be nonwhite by 2050. (Nonwhite is used
in this report to refer to both individuals who are Latino and individuals who are non-
Caucasian.) Between 2000 and 2050, the white population will grow 7 percent. In con-
trast, the African-American population will grow 71 percent, the Latino population will
increase 188 percent and the Asian population will grow 213 percent.3
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While the Asian population will see the greatest percentage growth, this paper
focuses on the trajectory of African Americans and Latinos into the middle class as a
particularly important area for study and policy intervention. Data on the Asian pop-
ulation shows that in relation to economic opportunity this group has a much stronger
position than African Americans and Latinos. Not only are Asian median incomes dra-
matically higher than African American and Latino incomes, they are in fact higher
than white incomes.4 Members of the Asian population are also significantly more
likely than whites, African Americans or Latinos to hold a four-year college degree.5

Another reason to focus on the African American and
Latino populations is that African Americans and Latinos
are the largest racial and ethnic groups in the country today.
This will continue to be case as both groups grow more dra-
matically than the white population and increase to 39
percent of the country. By size and growth rate, African
Americans and Latinos should figure prominently in the
future middle class. However, with vast disparities in eco-
nomic opportunity still in place, and threats to past progress
in plain evidence, it remains an open question whether this
will be the case. 

In fact, if current economic gaps hold or grow as is expected, there will be ramifications
for the country as a whole. Projections suggest that within 15 years the gaps in opportu-
nity experienced by African Americans and Latinos today will result in declining educa-
tion and income levels that will affect the overall productivity and economy of the country.6

The U.S. has a history of successfully incorporating individuals from divergent back-
grounds and circumstances into the American Dream. Between the late 19th and early
20th century, millions of immigrants speaking a wide range of different languages
entered the U.S. Many of these immigrants, and their sons and daughters, became
the post-war middle class. Today, and in the decades ahead, we face a similar challenge
of creating an inclusive and expanding middle class, but one even larger in scope and
set against the backdrop of seismic economic shifts that make it harder to succeed. 

the impact of discrimination on growing the middle class
In building the middle class of tomorrow, the United States must contend with a legacy
of past discrimination that will structure patterns of wealth and opportunity well into
the 21st century. After World War II, programs such as the GI Bill, subsidies for first-
time home buyers and funding for suburban development enabled the movement of
millions into the middle class. (For further discussion of policies and programs that
helped build the modern middle class, see two previous Demos reports: Millions to the
Middle and Measuring the Middle.) However, because of discriminatory practices in
their implementation, large scale post-war investment in building the middle class
overwhelmingly benefited the white population and proceeded in many cases to the
detriment of other groups. Many programs conceived in theory to support all Americans
were limited in practice to helping whites find and keep well-paying jobs, achieve eco-
nomic security and build assets.7 For example, many African Americans were prevented
from taking advantage of the hallowed GI Bill because numerous all-white universi-
ties denied them admission and African American universities had a very limited
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number of slots. For another example, low-cost loans for businesses were generally
not extended to African American neighborhoods until anti-discrimination policies
were enacted in the 1960s and 1970s. 

Inequities were particularly pronounced in the area of housing. Many white fami-
lies moved into secure middle-class status because of significant financial assets built
on real estate gains. Most nonwhites were unable to share in these gains because of
discriminatory practices that initially denied them low-interest government loans and
barred them from investing in homes in booming suburban areas. These circum-
stances are part of the reason that even well-educated nonwhites today have a far lower
net worth that their white counterparts. Much research now shows that financial assets
are a linchpin of middle class security—providing a cushion against adversity and also
giving the next generation a head start. (See below.) The lack of assets among non-
whites not only makes it harder for many families to secure a position in the middle
class. It also affects the ability of their children, and their children’s children, to secure
such a position in the coming decades.8

Moreover, discriminatory practices still persist in areas directly related to economic
opportunity. Many very clear examples are found in the financial services industry. In
2002 qualified African Americans applying for mortgage and refinance loans were
more than twice as likely as whites to be rejected—even when comparing individuals
of the same income level. Latinos were nearly two times as likely to be rejected.9,10

When it comes to auto loans, African Americans and Latinos are more likely than whites
to be assessed a finance markup charge by lenders. Comparing individuals in similar
credit categories who are charged finance markups, African Americans and Latinos
pay charges that are nearly double those paid by whites.11

The policies discussed in this paper seek to strengthen access to the middle class
by attacking structural problems that limit opportunity for all Americans, particularly
those on the lower end of the income spectrum. Efforts to help all low- and moderate-
income Americans enter the middle class can play an important role in improving the
mobility of African Americans and Latinos who are starting out disproportionately behind.
Such policies are not, however, a full remedy for bolstering access to the middle class
for African Americans and Latinos. Therefore we also propose several steps to directly
attack discriminatory lending practices. 

Demographic Change

The United States has entered a period of unprecedented demographic change, and
this change will only accelerate in the coming decades. While much has been made
of the looming retirement of the Baby Boomers, changes in the ethnic and racial com-
position of the U.S. population are equally profound. Census Bureau forecasts tell us
that by 2050 39 percent of the population will be African American or Latino. Between
2000 and 2050, the white population will grow just 7 percent. In contrast, the African
American population will grow 71 percent and the Latino population will grow 188
percent. Latinos are already the largest minority group in the U.S. and will continue
to be so. By 2050 the number of Latinos in the U.S. will reach 103 million—that’s 24
percent of the population, or nearly one in four Americans.12



Projected US Population, in Millions

2000 2050

African American alone 35,818 61,361

Latino (of any race) 35,622 102,560

White 195,729 210,283

Total 282,125 419,854

Source: U.S. Census Bureau, 2004, “U.S. Interim Projections by Age, Sex, Race, and Hispanic
Origin,” Internet Release March 2004. 

While growth of the Latino population will be a large part of population change over
the next decades, the African American population is also projected to grow signifi-
cantly to more than 60 million by 2050. Together, African Americans and Latinos cur-
rently make up one-quarter of the population. This will grow to nearly two-fifths of the
population by mid-century.

Projected US Population, Percentage By Group

2000 2050

African American 12.7 14.6

Latino (of any race) 12.6 24.4

White 69.4 50.1

Source: U.S. Census Bureau, 2004, “U.S. Interim Projections by Age, Sex, Race, and Hispanic Origin.”

Racial and ethnic diversity is already more prominent in the under 24 population.
Among individuals 24 years of age or younger, 33 percent are African American or
Latino. This will grow to 45 percent by 2050.

African American and Latino US Population, Percentage by Age

24 Years & Under

2000 33

2010 36

2020 39

2030 41

2040 43

2050 45

Source: U.S. Census Bureau, 2004, “U.S. Interim Projections by Age,
Sex, Race, and Hispanic Origin”

The greater expansion of the African American and Latino populations is already
underway. The Latino population grew by 4 percent between July 2003 and July 2004.
The African American population grew by 1 percent. Meanwhile, the white population
grew by only 0.3 percent. Latinos accounted for nearly one-half of national population
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growth between July 2003 and July 2004. For the first time in the last two decades, more
than half of Latino population growth came from births, rather than from immigration.13

Such demographic trends have ramifications for America’s future as a middle class
nation. Simply put, nearly all the U.S. population growth over the next five decades
will be among groups who are not yet solidly established within the middle class and
who face significant obstacles in climbing into the middle class in a postindustrial era. 

Trends in the African American 
and Latino Middle Classes

The question of how quickly African Americans and Latinos are moving into the middle
class cuts to the heart of what kind of nation America will become in the 21st century.
However, researchers and policymakers know far less about the rate of such progress
than one might hope. 

Much of the research on economic opportunity among African Americans has tar-
geted the topics of poverty and income disparity. Discussions of the African American
middle class have focused on sociological and political dynamics within the African
American community rather than on trends in economic opportunity and what they
suggest for the future.14 The sociological and political dynamics that have been ana-
lyzed include the African American community’s ongoing suspicion of government
institutions and the impact of this distrust on civic engagement, tensions between members
of the community who have moved up economically and those who have not, and the
pressures middle class African Americans feel to straddle African American and white
culture. Dynamics such as these hold implications for the transition of African Americans
into the middle class. But in this paper we choose to focus on the uncovered territory
of what current trends in economic opportunity suggest for the future.

Policy and market research organizations have provided more consistent data on
an emerging Latino middle class.15 These studies provide an interesting look at dif-
ferences between recent Latino immigrants and second- and third generation Latinos.
They also suggest that length of time in the country and level of assimilation are two
factors that influence the likelihood of Latinos to enter into the middle class. These
types of studies are laying the foundation for more consistent reporting and data on
the long-term transition of Latinos, and more generally immigrants of all ethnicities,
into the middle class. 

When considering the progress African Americans and Latinos have made in
entering the middle class, some measures show dramatic growth. Others show more
modest gains. Below we review data relating to the growth of the African American
and Latino middle classes from the post-war years to present times. Information
sources, particularly Census data prior to 1980, are inconsistent regarding the mea-
surement and definition of race and ethnicity. Here we review existing data from a
range of sources and attempt to give evidence of broad trends despite such inconsis-
tencies. We also use this data to illustrate the gaps that still exist between the white,
African American and Latino populations.



While both age and immigration status influence disparities among these popula-
tions, the bulk of available data comparing economic well-being and stability among
whites, African Americans and Latinos does not take age and immigration status into
account. The median age of the Latino population is 26, for the African American pop-
ulation it is 30 and for whites it climbs to 38.16 Forty percent of the Latino population
and 6 percent of the African American population are foreign born. Only 4 percent of
the white population is foreign born.17 Younger individuals and individuals born outside
of the U.S. are more likely to have lower income levels, less net worth and lower rates
of homeownership than those whose age is higher and who are native born. The res-
idency status of immigrants has a direct impact on whether or not individuals are able
to even apply to attend public higher education institutions, let alone have access to
the financial aid almost necessary to attend college. 

Yet differences in income, assets and opportunity that are related to immigration
status far from account for the disparities between whites, African Americans and
Latinos overall. The available data that does control for age and immigration status indi-

cate that Latinos and African Americans have lower levels of
attainment than whites of similar age and immigration status.18

Another data limitation in understanding African
American and Latino access to the middle class is the fact
that there is no consistent standard by which to measure
movement toward the middle class. There is also no stan-
dard definition of what it means to be middle class. This
makes it extremely difficult to evaluate access to and rela-
tive size of the middle class in any absolute sense. To address
this limitation, Demos is developing a Middle Class Security
Index. We introduced a preliminary index in a recent working

paper called Measuring the Middle. Though the Demos Middle Class Security Index
is still a work in progress, we present it here to illustrate the dramatic differences
between the security of whites, African Americans and Latinos in being middle class.
(See box on pages 16 and 17.) 

This index will be particularly important in providing insight into what influences
the ability of African Americans and Latinos to become the future middle class. Our
initial index is built on two assumptions: First, that being middle class means having
a level of financial security; Second, that several factors combined, rather than a single
characteristic, are necessary to ensure this security. In this paper, we highlight trends
regarding several components of middle class security: income, assets and education.
These are not the only measures incorporated in our initial index or the only factors
needed to ensure financial security. We highlight them here because they are the areas
where available data offer historical perspective on the progress African Americans
and Latinos have made in moving toward the middle class.

Income, assets and education are interlinked. Gains in one area will in turn affect
others. For example, gains in education will enable a group to seek better paid employ-
ment. This in turn will raise incomes, which contributes to greater assets and likeli-
hood of homeownership. As we discuss in this paper, the gains of past generations
result in opportunities for future generations, but it is not the case that gains in edu-
cation and income translate to similar gains in assets and intergenerational wealth. In
fact, as we will see, disparities between whites and nonwhites are most dramatic and
most difficult to mitigate when it comes to assets. 
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income
Income range is a common criterion for assigning households to the middle class.
Assuming that being in the $35,000 to $74,999 income range means being middle-
class, 33 percent of American households are middle class. Twenty-eight percent of
white households have incomes ranging between $35,000 and $74,999. For Latino
households, this figure is 34 percent, and for African American households it stands
at 30 percent. The lower percentage of white households in this moderate income
range does not show that white households have lower incomes or are financially
weaker than African American or Latino households. In fact, one of the things it sug-
gests is that white households might be more likely to be above this income range
(which is in fact the case).19

Income ranges tell part of the story of the growth of the middle class over time. In 1967,
about 20 percent of African American households had a yearly income between $35,000
and $74,999 (in 2001 dollars). That grew to one in four by 1972, but climbed only 1 per-
centage point, to 26 percent, through 1992. Between 1992 and 2001, the figure grew to its
present level of 30 percent. Judged strictly by this income crite-
rion, the share of African Americans in the middle class has
increased by more than 50 percent over the past several decades. 

In 1972, the first year for which data is available, 31 percent
of Latino households were in the $35,000 to $74,999 range
(again, in 2001 dollars). By 1982, that figure had grown to
30 percent, where it remained through 1992. Between 1992
and 2001, the figure grew to its current level of 34 percent.20

Despite decades of growth and movement toward the
middle-income range, gaps between African American and
white and between Latino and white incomes still loom large.
In fact, these gaps have actually grown since the 1970s.

In addition, while all American families now work more
hours per year, the number of hours that African American
and Latino families work has grown more than the number
of hours worked by white families. Between the late 1970s
and 2000, the hours worked per year by the average white
family grew by 11 percent. In the same time frame, the hours
worked by the average African American family increased
by 15 percent and the hours worked by the average Latino family increased by 14 percent.
In 2000, middle-income African American families actually worked nearly 12 full-
time weeks more than white families to maintain the same income level.21

Even with these extra hours and extra effort, African American and Latino incomes
have remained significantly lower than white incomes over the past three decades.
In 2004, the median income of an African American household was $30,134 and the
median income Latino household was $34,241. During the same period, median
income for a white household was $48,977. For every dollar in median income earned
by a white non-Latino household in 2004, an African American household earned
62 cents, and a Latino household earned 69 cents.22 While African-American and
Latino incomes have grown over the past decades, they are still significantly lower
than white incomes. (See Figure 4.)
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assets
Because assets have what has been called a “transformative power” in transmitting
financial stability and security across generations, they play a crucial role in helping
people be secure in the middle class.23 This transformative power gives current gen-
erations an important safety net and future generations a head start. A family with
assets is better able to support children through college, to make a down payment on
a house, to invest and to weather unpredictable economic circumstances, such as job
loss or illness. In addition, some studies suggest that asset ownership leads people to
develop attitudes that are commonly associated with being middle class, such as par-
ticipating more in civic life and expecting that one’s children will go on to college.24

While asset ownership may well be the single most important determinant of middle
class security, it also an area where African Americans and Latinos trail most badly
behind whites. Even when comparing individuals of equal education and income levels,
we see remarkably different levels of wealth. In fact, “the net worth of African American
and Latino college graduates is similar to the net worth of white high school graduates,
and the net worth of African American and Latino high school graduates is similar to
the net worth of white high school dropouts.”25 This deficit in assets among African
Americans and Latinos is not just an immediate problem for those families trying now
to gain a secure position in the middle class. It is also a challenge that will reverberate
over the decades to come. This is because familial assets are transferred across gen-
erations and help determine life choices for children. In the absence of dramatic public
policy initiatives, disadvantages in wealth that are present today are likely to still be
present 50 years from now. 

net worth and ownership of financial products
In 2002, the median net worth of Latino households was $7,932. For African American
households it was $5,988, and for white households it was $88,651. This translates to
9 and 7 cents of net worth for Latinos and African Americans, respectively, for every
dollar of net worth held by white households.26 (See Figure 5.)

0 $10k $20k $30k $40k $50k

Figure 4: Median Household Income

White: $48,977

African American: $30,134

Latino: $34,241

Source:  U.S. Census Bureau, Income, Poverty, and Health Insurance Coverage in the United States: 2004, August 2005.
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Looking at distribution of assets and investments, we see a similar pattern of dis-
parity. Eighty-nine percent of those who reported interest income in 1998 were white.
Only 5 percent were Latino, and slightly less than 7 percent were African American.
Of persons who reported income from dividends in that same year, 93 percent were
white, but only 3 percent were Latino, and only 4 percent were African American.27

African Americans and Latinos are less likely than whites to own interest bearing
assets, stocks, mutual funds, rental properties, or IRAs, Keoghs or 401Ks. Sixty-seven
percent of whites hold interest earning assets at financial institutions. Only 42 percent
of African Americans and 45 percent of Latinos do. Twenty-six percent of whites own
an IRA or Keogh account. In contrast, only 7 percent of African Americans and 8
percent of Latinos own such accounts.28

Among those individuals reaching age 65 over the next decade, the retirement
resources (assets, pensions and Social Security benefits) of African Americans and
Latinos are projected to be just a fraction of those of white retirees. In fact, the average
African American or Latino retiree will have to survive on less than half of the eco-
nomic resources of the average white retiree. The retirement resources of the average
African American retiree are projected to be just 54 percent of the average white retiree.
For the average Latino entering retirement, that figure drops even further to 44 percent.29

The retirement squeeze faced by African Americans and Latinos is an example of
how a lack of assets can reverberate across generations. Elderly African Americans
and Latinos without adequate savings are more likely to rely on their children for assis-
tance. Young families seeking to get into the middle class, or stay there, may be forced
to divert crucial resources to care for ailing parents—which in turn may mean not
investing in home ownership or a child’s education. Such decisions further compro-
mise long-term wealth building efforts. These pressures will likely intensify in the decades
to come as the country sees a dramatic rise in the retirement age population.
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Figure 5: Median Household Net

White: $88,651

African American: $5,988

Latino: $7,932

Source: Rakesh Kochhar, “The Wealth of Hispanic Households,” Pew Hispanic Center, 2004.
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homeownership
Homeownership has traditionally been a leading sign of middle class status. It is also
a particularly critical pathway to financial security for African Americans and Latinos
as these Americans are far more dependent than whites on homeownership to facili-
tate asset accumulation. While property values are typically lower in nonwhite neigh-
borhoods, home equity constitutes the majority of wealth for the subset of nonwhites
who own their homes. Estimates suggest that two-thirds of the wealth of African American
homeowners is tied to housing equity. In contrast, home equity represents only about
a third of white homeowner wealth.30 Despite its importance in building wealth for African
Americans and Latinos, these groups have far less home equity than whites. Median
net equity for white homeowners is $80,000; for African American homeowners it is
$52,882 and for Latino homeowners it is $60,000.31 (See Figure 6.)

Housing provides a vivid example of how public policy influences entry into the
middle class. Homeownership grew at a greater rate for whites than for nonwhites in
the 1950s.This was due to financial incentives and subsidies that were more accessible
to whites and discrimination that actively made it more difficult for nonwhites to
acquire the financial services needed to own homes. It was only after the civil rights
movement gave fast roots to anti-discrimination legislation in the 1960s, and consis-
tent monitoring and legal enforcement of anti-redlining measures took hold in the
1970s, that nonwhite homeownership grew more than white homeownership.32

African American, Latino and white homeownership rates have grown at a similar
pace since 1975. Between 1975 and 2004, African American homeownership increased
by 12 percent, Latino homeownership increased by 10 percent and white homeown-
ership increased by 11 percent.33 However, the gap between the homeownership rates
of African Americans and Latinos and that of whites has grown as well. 
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Figure 6: Median Home Equity

White: $80,000

African American: $52,882

Latino: $60,000

Source: Lauren Joy Krivo and Robert L. Kaufman, “Housing and Wealth Inequality: Racial-Ethnic Differences in
Home Equity in the United States,” Demography, 41 (3), August 2004, pgs. 585-605.
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There was a 25 percentage point gap between the homeownership rates of African
Americans and Latinos and that of whites in 1975. By 2004, that gap had increased to
27 percentage points between African Americans and whites and 28 percentage points
between Latinos and whites.34

In 2004, 76 percent of whites owned their homes. At the same time, African
American homeownership stood at 49 percent and Latino homeownership stood at
48 percent.35 (See Figure 7.) 

Looking forward, African American and Latino households are projected to grow in
number and size, making these groups a large source of potential housing consumers.36

Yet, the rate at which these groups own their homes continues to be far below that of
whites, and the signs of this changing are not encouraging. Gaps between white and
Latino and white and African American homeownership have continued to grow, and
ongoing discriminatory practices in the mortgage industry continue to erect barriers to
African American and Latino homeownership. Without action to address these gaps
and discriminatory practices, we must wonder what the repercussions on housing afford-
ability, housing prices and sales, and overall market health will be in the near future.

education
Increasingly, a college degree has become a minimum entry requirement to the middle
class. In this area, African Americans and Latinos have made significant progress. The
biggest gains were in the 1970s, thanks in large part to the Higher Education Act of
1965, which focused on ensuring college affordability for low income students, as well
as addressing discrimination. In the 1980s and 1990s, however, educational progress
for African Americans and Latinos slowed amid decreased funding for higher educa-
tion by federal and state governments, a waning emphasis on aiding low and mod-
erate income students, and growing ambivalence about affirmative action. Trends
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Figure 7: Homeownership

White: 76 percent

African American: 49 percent

Latino: 48 percent

U.S. Census Bureau, Housing Vacancies and Homeownership (CPS/HVS), Housing Vacancy Survey, Annual Statistics: 2004.
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suggest that we were much more successful in attacking the lower hanging fruit and
massive structural issues governing educational inequality in the 1970s than we have
been at addressing much more persistent and intractable forces such as disparate
school funding and quality over the last 25 years.

The number of African American college graduates grew by 91 percent between 1970
and 1980. The number of Latino college graduates grew by 69 percent in the same time
frame. Growth slowed to 35 percent for the African American population and 21 percent
for the Latino population between 1980 and 1990. The slowdown continued between
1990 and 1999, when growth was 36 percent for the African American population and
18 percent for the Latino population. Growth between 1999 and 2004 slowed even further
to 12 percent for African Americans and 5 percent for Latinos.37 (See Figure 8.) While it
is tempting to accept this declining growth as a natural evolution after several decades
of dramatic progress, we must not be so shortsighted.

Even though many barriers to higher education for Latinos and African Americans
have been removed through anti-discrimination and affirmative action measures, prac-
tical barriers—perhaps much more intractable—still exist. Though segregation is in
theory a thing of the past, the K-12 educational settings and experiences of white and
African American and Latino students remain vastly separate. African American and
Latino students, especially in our cities, are still much more likely to attend the nation’s
worst performing, least funded, most crowded and most violent schools. Unsurprisingly,
students attending these schools are the least prepared for college.

African American and Latino students, particularly from low income families, who
are able to overcome poorly performing schools and who set their sights on obtaining
a college degree are still hurt by the fact that federal financial aid has not kept pace
with an increase in the number of college applicants and with rising college costs. As
a college education becomes increasingly essential to being middle class, pursuing
that education is becoming less affordable. The cost of tuition and fees at an average

Figure 8: Growth in Number of Four-Year College Graduates, 1970-2004

African American

Latino

Source: U.S. Census Bureau, Statistical Abstract of the United States, 2004.
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four-year state college grew 56 percent between the 1983-1984 and 2003-2004 school
years (using inflation-adjusted dollars). 

Alarmingly, students from lower income families remain significantly less likely than
students from higher income families to enroll in and finish four-year college degree
programs. Likewise, African American and Latino students remain significantly less
likely than white students to enroll in and finish four-year college degree programs. In
fact, gaps in college enrollment by income and race are the same or larger than they
were three decades ago.38

These gaps are influenced by the effect of immigration. About 65 percent of Latino
and 11 percent of African American high school students come from immigrant fam-
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Forecasting the Impact of Demographic Change: 
A View from the State Level

We need not look very far into the future to see the combined impact of growth in the African

American and Latino populations and the disparities in opportunity experienced by these two

groups. Projections show that unless a concerted effort is made to ensure parity of opportunity

between these groups and whites, by 2020, we will have a population that is less educated and

experiences lower per capita income. While these declines have consequences for the nation at

large, ten states will feel the impact most strongly. 

By 2020 By 2020, the By 2020, the
the combined percentage of the percentage By 2020

African American overall population* of the overall per capita
By 2020 the and Latino with some college population* with a personal

white* population population* education Bachelor’s degree income+
will grow by will grow by will grow by will grow by will grow by

Arizona 5% 72% –4% –9% –$ 265

California –1 62 –7 –7 –$2,476

Colorado 2 60 –3 –6 –$ 662

Connecticut –4 57 –2 –4 –$ 1,056

Massachusetts –7 66 –3 –4 –$ 1,138

Nevada –3 76 –7 –9 $ 221

New Mexico 5 53 –1 –11 –$ 158

New York –10 21 –2 –2 –$ 1,182

Rhode Island –3 78 –3 –5 –$ 845

Texas 3 52 –4 –8 –$ 955

*Among working age adults between 25-64 years old

+In 2000 Dollars

Author’s calculations based on data reported in Patrick J. Kelly, As America Becomes More Diverse: The Impact of State Higher Education Inequality, (National
Center for Higher Education Management Systems, 2005).
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Comparing Middle Class Security

Researchers have traditionally assigned individuals to the middle class based on one or two characteristics such as

income or occupation. Demos believes that we need to broaden this definition. Being middle class is more than

having a certain income or a specific type of job. Being middle class instead refers to a way of life and a level of

financial security and stability—the security and stability to do things such as support families, provide children

with a quality education, assure intergenerational mobility, be cared for when we’re sick and retire in comfort. Today,

ensuring this stability and security has grown more complex and cannot be guaranteed by only one characteristic.

Having a more comprehensive picture of the middle class is growing increasingly important because expan-

sion of the middle class—arguably the great American project—has stalled in recent decades, while historic

disparities between whites and nonwhites endure in many areas. Defining what most impacts American’s

ability to enter and remain in the middle class will help us set priorities and balance supporting a record number

of retirees, providing educational opportunity for a resurgent young population and promoting access to the

middle class for the African American and Latino populations—groups who are projected to grow more rapidly

than others but are starting out from a position of great economic inequality.

In the working paper Measuring the Middle, (available for download at www.demos.org), we offer a prelimi-

nary Middle Class Security Index to fuel discussions about the best way to develop and employ a measure of

middle class security. The Demos Middle Class Security Index is a tool to understand who is living in the middle

class and how securely or insecurely that status is held. It is also a tool to identify what influences entry into,

and slippage out of, the middle class. 

Below we use our initial index to compare middle class security among whites, African Americans, and Latinos

in 2000 and 1984. Our initial index, which uses data from the Census Bureau’s Current Population Surveys and

Surveys of Income and Program Participation, is a work in progress. Its origin and limitations are discussed in

the full Measuring the Middle working paper. 

Demos’ initial Middle Class Security Index is a numerical score derived from summing the percentages of

a population that exhibits the characteristics we see as crucial to middle class stability. 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 opportunity and financial stability.

Middle Class Security in 2000 African 
Total Pop White American Latino

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, while the African American population received a substantially lower 2.8 and the Latino



ilies.39 With higher poverty rates, these students are more dependent on financial aid
and hence more susceptible to decreasing aid opportunities than their non-immigrant
counterparts. In addition, immigrant students with undocumented status pay substantially
higher out-of-state tuition at public universities in most states, are rendered ineligible
for any type of federal financial aid, and are unable to find legitimate “above the table”
employment to save for or support themselves in attending college.40

Poor quality K-12 education and college preparation, declining college affordability,
and immigration status all contribute to continuing dramatic gaps between white and
African American and Latino educational attainment. Twenty-eight percent of the
white population over age 25 holds a four-year college degree. Only 17 percent of the
African-American population and 11 percent of the Latino population holds a four-year
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population a lower still 2.7. None of these indices indicate sure footing for any group in terms of economic sta-

bility. The indices for each group also represent dramatic disparities between white and nonwhites.

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 experienced a modest 0.1 gain in middle class security. The white

and African American populations have seen a similar 0.1 modest gain. The Latino population actually saw a

decrease of 0.1 between 1984 and 2000.

Middle Class Security in 1984 African 
Total Pop White American Latino

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 improvement in income,

homeownership and education levels over the last two decades. African Americans 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, Latinos and the population overall have also contributed to instability

and slow growth in the middle class as represented in our index. During the time frame examined, the median age

of the Latino population has decreased, meaning that this population has grown younger than the African American

and white populations. Age and immigration status have likely contributed to a declining index for Latinos. 
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degree.41 (See Figure 9.) African Americans are 24 percent and Latinos are 43 percent
less likely than whites to enroll in college.42

Of those who enter college as full-time freshmen, only 46 percent of African
Americans and 47 percent of Latinos graduate within six years.43 Only 23 percent of
Latinos and 30 percent of African Americans who enroll in college under any status
finish by age 26. Overall, African Americans and Latinos who are enrolled in college
are half as likely to graduate as whites.44

Current chasms between white and African American and white and Latino edu-
cational attainment spell trouble for the future of the country as a whole. Forecasts
show that if current disparities remain, the overall percentage of the U.S. working
age population (age 25-64) that has at least some college education will decline by
about 2 percentage points within the next 15 years.45 The cascading effects of this—
a less prepared workforce, declining wages, a reduced tax base and less funding for
the retirement of a record number of baby boomers—are not ones that we can afford.
They would make it much harder for us to stay competitive in a global knowledge
economy. They would also place the nation at a new level of financial risk as we
struggle to meet the financial responsibilities of caring for a record number of retirees
while the nation’s earning ability and workforce preparedness decline.
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Figure 9: Four-Year College Graduates Among Adults Age 25 or Older, 2003

White: 28 percent

African American: 17 percent

Latino: 11 percent

Source: U.S. Census Bureau, Educational Attainment in the United States:  2003. Released June 2004.



Policies to Grow the Middle Class

As the United States undergoes major demographic changes in the decades ahead, we
must ensure that all Americans have an opportunity to join the middle class. This chal-
lenge is comparable to post-World War II efforts to expand the middle class. But the
challenges today and the economic conditions are more daunting—while the stakes
could hardly be higher. A failure to incorporate America’s most rapidly growing groups
into tomorrow’s middle class would not just represent a profound betrayal of the core
American values of opportunity and economic security, it would also jeopardize the
nation’s economic competitiveness and civic cohension.
Neglecting these new facts about American life will guar-
antee that a past legacy of discrimination and disadvantage
set along racial lines becomes a permanent social reality.

Data on African American and Latino incomes, assets
and educational attainment, as well as the initial Demos
Middle Class Security Index, show that the U.S faces a serious
challenge in building the future middle class. There are
major gaps between African American and Latinos and
whites in access to the economic opportunity and security
that support entry into the middle class. These disparities
must be addressed by public policy if America hopes to retain
its strength as a middle class nation and to prevent expan-
sion of an already epidemical race-based inequality.

Public policy played a key role in the rise of America’s
middle class during the post-war years. But many of those
policies were flawed in their implementation and did not extend
opportunity equally to all Americans. African Americans
and Latinos were almost wholly left out of the investments
that built America’s middle class. We cannot afford to be similarly shortsighted and
exclusive when extending opportunity to future generations of Americans. Providing
accessible routes to educational and economic opportunity for all is essential to ensuring
a middle class that is fully representative of the rapidly changing U.S. population. 

Below we propose a set of policy recommendations that aim to widen access to eco-
nomic opportunity as well as combat ongoing discrimination. For specific detail on
many of these recommendations, including cost projections, see the previously released
Demos report Millions to the Middle.

1. Expanding Access to Higher Education
Education is key to middle class security in a 21st century economy where most of the
good, living-wage jobs require at least some college. America needs bold new efforts
to increase access to higher education, particularly to four-year institutions. 

Long before college enrollment or even college application, financial aid awareness
can have a large impact on whether African American and Latino families, particu-
larly those of lower incomes, consider college a viable option. For those African
Americans and Latinos who are in school, financial pressures and fear of large student
loan debt mean more part-time attendance, entry into the lowest cost schooling options—
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even if those options do not provide the best learning environment—and greater attri-
tion when student loan indebtedness is too high. 

Devoting resources to promote awareness of college options and to help lessen the
financial burden of college attendance for African American and Latino students,
whose familial incomes and assets are far below those of whites, is essential to increasing
educational attainment among these two groups. 

With 65 percent of Latino students and 11 percent of African American students
coming from immigrant families, policies aimed at increasing higher education access
for these groups must also address the additional barriers these students face.

• We propose the dramatic expansion of investments to give millions of young
people a real chance at entering the middle class. These investments would focus
on removing barriers that low- and moderate-income families face in paying for
college. We also support legislation at the state and national level that guarantees
in-state tuition to qualifying students, regardless of immigration status.

• We advocate providing each college-qualified student with a comprehensive
and guaranteed federal student aid package that covers a percentage of the full-
cost of college attendance—including tuition, fees, books, and room and
board—based on the student’s family income. The aid package would be a
mixture of grants, loans and work study with grants providing the bulk of aid
for students from low- and moderate-income families.

• Federal student loans should be implemented through the Direct Student
Loan Program, phasing out the Federal Family Education Loan Program
(FFELP) which relies on private lenders and requires federal subsidies to
ensure the lenders’ profitability. Switching to the Direct Loan Program will
allow the loan system to offer income-contingent repayment options and
eliminates the additional cost of providing subsidies to private lenders.
Switching all federal loans to the Direct Loan Program will result in an
estimated savings of over $4.5 billion per year for the federal government.

• We must also ensure that families have early knowledge of the financial
resources available to their children to attend college. Beginning in eighth grade,
all students should receive an estimate of their potential college aid package
using the average cost of attendance at public four-year institutions. Educating
students and parents about the amount of student aid available will help increase
the expectation that attending and completing college is a realistic goal.

• Lastly, in conjunction with supporting more effective financial aid options for
eligible students, we also support legislation that allows public institutions to
charge in-state tuition to all qualifying students, regardless of immigration status.

2. Boosting Homeownership and Savings
The importance of wealth in ensuring economic security, a stable place in the middle
class, and the educational and economic opportunity of future generations cannot be
overstated. While homeownership rates among African Americans and Latinos are
still significantly lower than among whites, home equity is still the largest part of
African American and Latino wealth. Increasing homeownership among African
Americans and Latinos remains essential to building wealth for future generations. 
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Policies must also focus on developing additional means of wealth to diversify assets
for these groups. Latinos and African Americans are disproportionately large among
the number of low-income working families trying to gain entry to the middle class.
Expanding homeownership while also developing means to grow and protect addi-
tional, diversified assets will greatly assist these two groups in moving into and staying
in the middle class. To achieve this, we propose the following: 

• Create new incentives to increase the rate of homeownership for low-income
working families within the next five years. These include matched savings
accounts to help low-income families save for a down payment for a first home
as well as tax incentives for low-income home buyers. While mortgage interest
is currently tax deductible, nearly ninety percent of the mortgage interest
deduction benefit accrues to tax filers with adjusted gross income over
$50,000. Wealthy homeowners are even able to deduct mortgage interest on a
second residence. We propose making mortgage interest refundable, rather
than just deductible, for families making under $50,000 a year.

• 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.

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

3. Closing the Gap Between Wages and the Cost of Living
Twenty-eight million American jobs provide no benefits and do not pay enough to keep
a family of four living above the poverty level, set at $19,350 in 2005.46 More than one
in four working families does not earn enough to survive financially. Nonwhite working
families are twice as likely as white families to be low income.47 African Americans
and Latinos make up about a quarter of the population today, but represent one-third
of American workers earning federal minimum wage or less.48

Millions of workers of all races who are putting in more hours of work than ever find
themselves either unable to ascend to the middle class—or hard-pressed to stay there.
Restoring the value of work will benefit all Americans and have a strong impact on the
ability of African Americans and Latinos to enter and remain in the middle class. 

Our plan to restore the value of work builds on two existing policies with bipar-
tisan support—the minimum wage and the Earned Income Tax Credit. 

• Ensure that anyone who works full time does not fall below the poverty line by
phasing in an increase of the minimum wage to $8.40 an hour by 2010, a level
that will ensure that a full-time working parent with two children will not fall
below the projected federal poverty line. In addition, index the new minimum
wage to inflation so that workers’ wages keep up with the cost of living.

• Replace the Earned Income Tax Credit with a more generous Working Families
Tax Credit to assure by 2015 that full-time workers earn enough to provide
minimally decent lives for themselves and their families. Create a Federal Office
of Living Standards to assess the income needs of households in different parts
of the U.S. and measure the true cost of living where they reside. 
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4. Stopping Discriminatory Lending Practices
Nonwhite applicants are more likely to be turned down for loans than white applicants.
When nonwhite applicants do receive loans, they frequently suffer from inflated interest
rates and abusive terms and conditions. Such practices mean credit is less available or
costs more for African Americans and Latinos than for whites. This has a significant
impact on the ability of these groups to build wealth and develop assets through ven-
tures such as launching small businesses and investing in real estate. The high cost
of credit also increases the debt burden of African Americans and Latinos, turning
even essential expenses such as a car to get to work into hardships.

Qualified African-American and Latino applicants are about twice as likely as whites
to be rejected for mortgages and refinance loans.49 Latinos are nearly two times as
likely to be rejected. These disparities are found even when comparing individuals from
the same income level.50

African Americans and Latinos have become special targets for brokers and lenders
selling costly sub-prime home financing products. The Department of Housing and
Urban Development has found that subprime loans are three times more likely in low
income neighborhoods than in high-income neighborhoods and five times more likely
in African American neighborhoods than in white neighborhoods.51 African Americans
and Latinos are more likely to pay higher interest rates and have less favorable loan
terms than whites even when credit scores among the groups are held constant.52

African Americans and Latinos are also more likely than whites to be assessed finance
markup charges on auto loans. Comparing individuals in similar credit categories who
are charged finance markups, African Americans and Latinos pay charges that are nearly
double those paid by whites.53

We propose several remedies to address unfair lending practices. 

• Develop clear guidelines about what constitutes a predatory loan and regularly
audit the loan portfolios of financial firms against these criteria. 

• Enhance the quality of Home Mortgage Disclosure Act data to enable more
regular and comprehensive scrutiny of fairness in lending 

• Require mortgage lenders to be fully transparent and disclose to applicants the
range of products for which they are eligible based on credit score qualification.

• Require automotive lenders to disclose finance markup charges and dollar costs. 

• Expand Community Reinvestment Act mandates to cover a broader range of
institutions engaged in lending practices, especially those—such as
pawnshops and retailers—not traditionally considered financial institutions.

5. Reducing Personal Debt
High-interest loans and heavy credit card debt are large obstacles to the ability of African
Americans and Latinos to enter and remain in the middle class. Between 1992 and
2001, average credit card debt increased 22 percent among African Americans and 20
percent among Latinos. Eighty-four percent of African American credit card holders
carry a balance, and 75 percent of Latinos carry a credit card balance. In contrast, 50
percent of white cardholders carry a balance.54
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We propose several remedies to help reduce debt burdens. 

• Require card companies to provide a reasonable late-payment grace period to
protect responsible debtors from being unduly penalized by a run-of-the mill tardy
payment. Limit rate increases to 10 percent above the card member’s original rate.

• Ensure card companies are accountable to the original contract with the card
member for all purchases up to any initiated change in terms. Any change to
the annual percentage rate should be limited to future activity on the card.

• Require disclosure of the full costs of only paying the minimum payment,
including the number of years and total dollars it will take to pay off the debt.
Raise the minimum payment requirement to 5 percent of the total balance for
new cardholders to curtail excessive debt loads and interest payments.

Conclusion

America’s demographic profile is undergoing rapid change. The African American
and Latino populations are growing at a rate that far outpaces the white population,
yet these two groups remain behind on key measures of financial security and eco-
nomic opportunity. America has a history of investing in a thriving middle class, but
this history has not benefited African Americans and Latinos to the same extent that
it has benefited whites. Partly as a result, today’s middle class is disproportionately
white—far out of balance with the current and projected demographics of the country—
and nonwhites face significant obstacles in climbing into the
middle class. This reality is dramatically out of sync with where
we as a nation need to go in the future. If today’s trends con-
tinue unabated, the demographic makeup of the middle
class will only grow more radically, and racially, skewed. Such
divisions will compromise both America’s economic com-
petitiveness and its social cohesion. 

This bleak future is far from inevitable. We can choose to
invest in programs and policies that advance opportunity for
African Americans and Latinos and secure the future middle
class. These investments will not come cheap. And they must
be made at the same time that another demographic trend—the retirement of the Baby
Boomers—begins to severely limit the resources available to policymakers. 

However, far from preventing the U.S. from making necessary investments, the
aging of the population should be a catalyst for them. Without a strong, well-educated
and prosperous future middle class in the 21st century, the United States will not gen-
erate enough national wealth to afford to meet its entitlement obligations to seniors
and other critical public needs. 

Our nation has a history of supporting the middle class through public policy that
encourages economic opportunity and rewards hard work. We must build on that history
as well as improve upon it. We can do this by renewing our focus on supporting a strong
middle class and ensuring that our efforts are extended equally to all Americans. It is
only through such efforts that we can make the American Dream fully inclusive. u

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 2 3
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