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The latest economic data show a modestly expanding economy that does not work for
most Americans. Gains in both economic growth and job creation are modest, while
inequality is high and the rich are pulling away from the rest. The disproportionate
income gains of the very wealthy are largely due to substantial capital market gains,
notwithstanding the recent stock market turmoil. Those capital market gains follow
from very high corporate profitability and corporations’ prioritization of spending
money on shareholders through dividend payouts and share repurchases over making
longer-term investments and hiring more workers. On the other end of the spectrum,
communities of color, those with less education, and young workers are especially

struggling in a meek economy.

The good news is that the economy is growing and federal and state governments have
the resources to invest in helping those who have been left behind, as long as there is the
political will to do so. Key policy steps should focus on strengthening economic growth
and making sure that faster growth also translates into job gains, especially for those
who are most vulnerable in this economy. Making investments in infrastructure, such as
roads, bridges, and education; revising regulatory policies that shift corporate priorities;
and requiring higher minimum wages, in addition to badly needed paid time off, would
go along way toward achieving these goals." America’s middle class deserves a shot at

real economic security, and policymakers can make it happen.

1. Economic growth, while positive, has been uneven and lackluster for years.
Gross domestic product, or GDP, increased in the second quarter of 2015 at an
inflation-adjusted annual rate of 3.7 percent, after an increase of 0.6 percent in the
previous quarter. The economy has expanded at an average annual rate of 2.1 percent
since the recession ended in June 2009. This is far below the historical average
growth rate of 3.4 percent from December 1948—when the first recession after
‘World War II started—to December 2007, when the last recession started.>
Personal consumption increased at an annual rate of 3.4 percent, and spending on
housing rose 7.8 percent—a rather modest rate, considering that the housing

market still has a lot of catching up to do. Business investment, on the other hand,
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increased 3.2 percent, highlighting one of the economy’s persistent weak spots.
Exports increased a reasonable 5.2 percent in the second quarter of 2015, and
imports grew as well, at a rate of 2.8 percent. Government spending—which is
crucial for infrastructure spending on roads, bridges, and schools, as well as for
public services, such as education, public safety, and transportation—continues to
be another weak spot in the economy. Federal government spending held steady in
the second quarter, and state and local government spending increased a modest 4.3
percent.’ The economy needs to maintain and even accelerate its momentum in
order to create real economic security for America’s families, especially in light of
increasing headwinds, most notably economic weaknesses overseas, that could

result in weaker exports in the future.

2. U.S. competitiveness is increasing very slowly. Productivity growth, measured as
the increase in inflation-adjusted output per hour, is key to strong economic growth
over the longer term and to increasing living standards for American families
because it means that workers are getting better at doing more in the same amount
of time. Slower productivity growth thus means that new economic resources
available to improve living standards and to pay for a wide range of services, such as
the retirement of Baby Boomers, are growing more slowly than would be the case
with faster productivity growth. U.S. productivity rose a total of 5.9 percent from
June 2009, the end of the Great Recession, to June 2015.* This is an average annual-
ized quarterly growth rate of 1.0 percent in annual terms, far below the quarterly
average of 2.2 percent from December 1948—when the first recession after World
War I started—to December 2007, when the last recession started.’ This slow
productivity growth—together with high income inequality—contributes to the
widespread sense of economic insecurity and slowing economic mobility because
the economic resources for families to get ahead are increasing slowly and are very

unequally distributed.

3. The housing market still operates at a low level. New-home sales amounted to an
annual rate of 482,000 in June 2015—an 18.1 percent increase from the 408,000
homes sold in June 2014 but well below the historical average of 698,000 homes sold
before the Great Recession.® The median new-home price in June 2015 was
$281,800, down from one year earlier.” Existing-home sales increased 2 percent in
July 2015 from one year earlier, and the median price for existing homes was up 5.6
percent during the same period.® Home sales have a lot further to go, given that
homeownership in the United States stood at 63.4 percent in the second quarter of
20185, down from 68.2 percent before the start of the recession at the end of 2007.
The current homeownership rates are similar to those recorded in 1996, well before
the most recent housing bubble started.” A strong housing market recovery can boost
economic growth and household economic security, and there is still plenty of room

for the housing market to provide more stimulation to the economy more broadly.
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4. The outlook for federal budgets improves, which creates breathing room for
policymakers. The nonpartisan Congressional Budget Office, or CBO, estimated in
March 2015 that the federal government will have a deficit—the difference between
taxes and spending—of 2.7 percent of GDP for fiscal year 2015, which runs from
October 1, 2014, to September 30, 2015."° This deficit projection is slightly down
from the deficit of 2.8 percent of GDP for FY 2014." The estimated deficit for FY
2015 is much smaller than deficits in previous years due to a number of measures
that policymakers have already taken in order to slow spending growth and raise
more revenue than was expected just last year. The improving fiscal outlook should
generate breathing room for policymakers to focus their attention on targeted,
efficient policies that promote long-term growth and job creation, especially for

those groups disproportionately impacted by high unemployment.

S. Moderate labor market gains follow in part from weak public-sector growth.
There were 11.1 million more jobs in July 2015 than in June 2009.* The private sector
added 11.8 million jobs during this period. The loss of some 587,000 state and local
government jobs explains the difference between the net gain of all jobs and the
private-sector gain in this period. Budget cuts reduced the number of teachers, bus
drivers, firefighters, and police officers, among others."> The average monthly annualized
employment growth rate from June 2009 to July 2015 was just 1.3 percent, well below
the long-run average of 1.9 percent from December 1948—when the first recession
after World War II started—to December 2007, when the last recession started. Faster
economic growth and an end to ill-advised austerity are necessary to generate more

labor market momentum and more well-paying jobs for American families.

6. Some communities continue to struggle disproportionately from unemploy-
ment. The unemployment rate was 5.3 percent in July 201S. The African American
unemployment rate fell to 9.1 percent, the Hispanic unemployment rate decreased to
6.8 percent, and the white unemployment rate held steady at 4.6 percent. Meanwhile,
youth unemployment decreased to 16.2 percent. The unemployment rate for people
without a high school diploma increased to 8.3 percent, compared with 5.5 percent
for those with a high school degree, 4.4 percent for those with some college educa-
tion, and 2.6 percent for those with a college degree.'* Amid the weak labor market,
population groups with higher unemployment rates have struggled disproportion-

ately more than white workers, older workers, and workers with more education.

FIGURE 1
July 2015 unemployment rate by race

Hispanic

African American

Source: Bureau of Labor Statistics, Current Population Survey (U.S. Department of Labor, 2015).
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7. Therich continue to pull away from most Americans. Incomes of households at the
95th percentile—those with incomes of $196,000 in 2013, the most recent year for
which data are available—were more than nine times the incomes of households in
the 20th percentile, whose incomes were $20,900. This is the largest gap between the
top S percent and the bottom 20 percent of households since the U.S. Census Bureau
started keeping records in 1967. Median inflation-adjusted household income stood
at $51,939 in 2013, its lowest level in inflation-adjusted dollars since 1995."

FIGURE 2
Median household income remains far below prerecession levels
Median family income by income, 2013 dollars
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Note: Shaded bar indicates recessions as defined by the National Bureau of Economic Research.
Source: U.S. Bureau of the Census, "Table H-6. Regions by Median and Mean Income," available at http://www.census.gov/hhes/www/income/-
data/historical/household/ (last accessed September 2014).

8. Corporate profits stay elevated near pre-crisis peaks. Inflation-adjusted corporate
profits were 119.2 percent larger in March 2015 than in June 2009. The after-tax
corporate profit rate—profits to total assets—stood at 3.18 percent in March 2015.
Corporate profits recovered quickly toward the end of the Great Recession and have
stayed high since then. These gains have translated into disproportionate income
gains from financial investments for wealthy households, contributing to the massive
income inequality that has characterized the economy for the past few decades. Tax
reform is a crucial policy priority to address income inequality that arises from the
rich receiving outsized benefits from their wealth, especially in the form of capital

income from their financial investments.

4 Center for American Progress | Economic Snapshot: August 2015



FIGURE 3
Corporate profits stay elevated near prerecession peaks

After-tax corporate profit rate
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Note: Shaded bars indicate recessions as defined by the National Bureau of Economic Research.

Source: Profit rates are calculated based on data from Board of Governors of the Federal Reserve System, “Z.1 Release—Financial Accounts of
the United States” (2015). Inflation adjustments are based on the Personal Consumption Expenditure Index from Bureau of Economic Analysis,
National Income and Product Accounts (U.S. Department of Commerce, 2000-2015).

9. Corporations spend much of their money to keep shareholders happy. From
December 2007—when the Great Recession started—to March 2015, nonfinancial
corporations spent, on average, 92 percent of their after-tax profits on dividend
payouts and share repurchases.® In short, almost all of nonfinancial corporate
after-tax profits have gone to keeping shareholders happy during the current busi-
ness cycle. Nonfinancial corporations also held, on average, 5.3 percent of all of their
assets in cash. Nonfinancial corporations spent, on average, 163.3 percent of their
after-tax profits on capital expenditures or investments—by selling other assets and
by borrowing. This was the lowest ratio since the business cycle that ended in 1957.
U.S. corporations have prioritized keeping shareholders happy and building up cash
over investments in structures and equipment, highlighting the need for regulatory
reform that incentivizes corporations to invest in research and development,

manufacturing plants and equipment, and workforce development.

FIGURE 4
Dividend and share repurchases as a share of after-tax profits

Average share of after-tax profits
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Source: Average of dividend and share repurchases as a share of after-tax profits are calculated based on data from Board of Governors of the
Federal Reserve System, “Z.1 Release—Financial Accounts of the United States”(2014). Inflation adjustments are based on the Personal
Consumption Expenditure Index from Bureau of Economic Analysis, National Income and Product Accounts (U.S. Department of Commerce,
2000-2014).
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10. Poverty is still widespread. The poverty rate was 14.5 percent in 2013, down from
15 percent in 2012. This change, however, was statistically insignificant. Moreover,
the poverty rate for this recovery increased at a rate of 0.2 percentage points, com-
pared to an average decrease of 0.7 percentage points in previous recoveries of at least
equal length. Some population groups suffer from much higher poverty rates than
others. The African American poverty rate, for instance, was 27.2 percent, and the
Hispanic poverty rate was 23.5 percent, while the white poverty rate was 9.6 percent.
The poverty rate for children under age 18 fell to 19.9 percent. More than one-third of
African American children—37.7 percent—Ilived in poverty in 2013, compared with
30.4 percent of Hispanic children and 10.7 percent of white children."”

11. Household debt is still high. Household debt equaled 102 percent of after-tax
income in March 2015, down from a peak of 129.7 percent in December 2007."* But
nonrevolving consumer credit—typically installment credit such as student and car
loans—has outpaced after-tax income growth. It has grown from 14.5 percent of
after-tax income in June 2009 to 18.4 percent in March 20135. This is the highest
share of such debt to after-tax income on record, dating back to 1968."” A return to
debt growth outpacing income growth—which was the case for total debt prior to
the start of the Great Recession—from already-high debt levels could eventually
slow economic growth again, as people would have to focus on repaying loans and
financial instability would take its toll. This would be especially true if interest rates
also rise from historically low levels due to a change in the Federal Reserve’s policies.
Consumers would have to pay more for their debt, and they would have less money

available for consumption and saving, slowing economic growth and job creation.

FIGURE 5
Household debt to after-tax income, 1952 to 2015

Household debt as a percentage of after-tax income
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Source: Household debt to after-tax income is calculated based on data from Board of Governors of the Federal Reserve System, “Z.1
Release—Financial Accounts of the United States” (2015). Inflation adjustments are based on the Personal Consumption Expenditure
Index from Bureau of Economic Analysis, National Income and Product Accounts (U.S. Department of Commerce, 1952—2015).
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* Correction, September 22, 2018S: This issue brief incorrectly stated the job rate. There were
11.1 million more jobs in July 2015 than in June 2009.
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