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zona, and Florida—had dramatic increases in rates of foreclosures. Fore-
closure rates in those states went from less than 0.5 percent at the begin-
ning of 2006 to almost 3 percent of all mortgages by 2008. Foreclosure 
rates increased across the country, but not as dramatically as in those 
four states. 

The increase and subsequent drop in housing prices might not have 
had such a large overall effect on the economy if it had not been for the 
way mortgages were being sold and financed in this period. Between 
2003 and 2007, the number of mortgages issued that were subprime 
went from being about 30 percent to almost 70 percent of the total. 
These subprime mortgages were more likely to have adjustable rates 
that would reset to dramatically higher rates after twenty-four to thirty-
six months. People who had such mortgages made it a practice to refi-
nance their mortgages before these resets occurred, and they did so 
mainly on the basis of the appreciation in the value of their homes. But 
the appreciation in the value stopped and the values started to fall just 
as mortgage rates adjusted, and now people found themselves with un-
sustainably high payments for houses that were not worth as much as 
their mortgages (Bhardwaj and Sengupta 2009a, 2009b). Figure 2.3 cap-
tures this dynamic by comparing the rates of adjustable-rate mortgages 
either in arrears or in default alongside an index of the increase in hous-
ing prices. Subprime adjustable-rate mortgages had relatively high de-
fault rates of around 8 to 10 percent. In 2006, when the appreciation in 
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Figure 2.1  �I  nflation-Adjusted National House Price Index (1995 = 100).

Source: Wilcox (2008).
Note: Prices are based on the Case-Shiller Home Value Index from 1950 to 1974 and the Of-
fice of Federal Enterprise Oversight (OFHEO) Index from 1975 to 2007. Prices are deflated 
using the Consumer Price Index.



Figure 2.2  �H  ousing Price Appreciation and Foreclosures, by Region
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house prices slowed dramatically, the default rates skyrocketed to over 
20 percent.

Banks who were heavily exposed to mortgage-backed securities 
based on subprime mortgages came under financial pressure beginning 
in the spring of 2007. New Century Financial, the largest subprime 
lender in the country, filed for bankruptcy on April 2, 2007. Over the next 
year the Federal Reserve began to intervene in the market to help banks 
refund and reorganize themselves. In the spring of 2008, the investment 
bank Bear Stearns was forced into a merger with JP Morgan. The finan-
cial crisis accelerated in the summer of 2008. IndyMac, one of the largest 
savings and loans banks, went bankrupt in July, and the federal govern-
ment took over the two government-sponsored housing enterprises, 
Freddie Mac and Fannie Mae, in August. Instead of calming the markets, 
events accelerated in September with Bank of America’s purchase of 
Merrill Lynch and Wells Fargo’s of Wachovia, and of course, the collapse 
of Lehman Brothers on September 15, 2008. The federal government 
began to support AIG on September 17, 2008. As the crisis gathered mo-
mentum, the federal government undertook a set of dramatic moves, 
including passing the legislation known as the TARP (Troubled Asset 
Relief Program), which authorized the use of $700 billion to help resolve 
the crisis. In late 2008, both the automobile and large insurance compa-
nies requested access to the TARP money, and eventually many of these 
companies were granted monies. 

Figure 2.3  �  Mortgage Delinquency Rates (left scale) and House Price 
Appreciation (right scale)

Pe
rc

en
ta

ge
 C

ha
ng

e

Pe
rc

en
ta

ge
 C

ha
ng

e

25

20

15

10

5

0

16
14
12
10
8
6
4
2
0

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Delinquency rates, subprime ARMs (left scale)
Delinquency rates, prime ARMs (left scale)
OFHEO Index, four-quarter
growth (right scale)

Year

Source: Furlong (2008).
Note: Delinquency rates here combine mortgages two months and more delinquent and 
mortgages in foreclosure.
ARM = adjustable-rate mortgage
OFHEO = Office of Federal Enterprise Oversight



Roots of the Great Recession      27

Of course losses were not confined to investors and the large banks 
that had caused the meltdown. Even before the historic implosion and 
hasty bailout of the financial system in September 2008, the rising tide of 
foreclosures and financial-sector losses was beginning to put downward 
pressure on the real economy. The severity of the resulting recession re-
flected the fact that it was not a typical business cycle downturn but a 
major crisis in an economy that had become increasingly centered on fi-
nancial markets. According to the National Bureau of Economic Re-
search’s Business Cycle Dating Committee, the recession officially began 
in December 2007, midway through the financial meltdown. 

Figure 2.4 displays two indicators of the downturn’s reverberation 
through the real economy: consumer sentiment and job losses. The 
darker line plotted on the right axis shows the index of consumer senti-
ment, which is based on a monthly survey and often viewed as a leading 
indicator that presages more systemic economic trends. The index 
peaked in July of 2007 and began a steady freefall thereafter. By the sum-
mer of 2008 it had reached its lowest level in twenty-eight years. The 
lighter line shows that the economy began shedding jobs six months 

Figure 2.4  �R  ecession Indicators: Monthly Net Job Growth and Consumer 
Confidence
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business basically is organized to make fees as an intermediary broker, 
not, as an old-fashioned banker would, by collecting a modest interest 
on the mortgage. Instead, they sell the mortgages, thus recapturing their 
capital so they have the money they need to move back into the market 
by making further loans. If they were to hold on to the mortgages, they 
would be unable to lend money again and generate more fees. 

The mortgages are bought by the GSE or private banks, who “pack-
age” them into a type of bond called a “special-purpose vehicle.” By 
being packaged into this “vehicle” the pools of mortgages are trans-
formed into an asset that pays a fixed rate of return generated from in-
come streams on the underlying mortgages. These bonds are then rated 
by bond-rating agencies in terms of their riskiness and sold by invest-
ment banks to various classes of investors. Once issued, mortgage-
backed securities are managed by trustees, who perform administrative 
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underlying loans

The underwriter may
arrange for additional

credit enhancement
for the pool of assets
held by the SPV. This
may include a letter of
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Figure 2.5  �A   Mortgage Securitization Package

Source: Authors’ adaptation of Kendall (1996, 3).
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increasingly prominent role in putting these packages together and help-
ing the government to sell them. 

Then a new twist came along: subprime and other unconventional 
mortgages. The nonconventional mortgage market contained a number 
of products that allowed people with less-than-perfect credit or who 
needed help in qualifying for loans to get mortgages. Such mortgages 
included those that required less than 20 percent down payment, had 
variable interest rates, or had different term lengths. Because of regula-
tory restrictions, the GSEs could not enter the subprime market. That 
market started small, but after 2003 the big private banks created a mas-
sive market segment for those unconventional mortgages that the GSEs 
could not back.

It is useful to document the growth of the mortgage origination mar-
ket since the early 1990s. Figure 2.6 presents data on total loan origina-
tions from 1990 to 2008 and breaks down the loan types into various 
products. The American mortgage market was about $500 billion in 
1990. In the course of the 1990s it went up to nearly $1 trillion, in 1993, 
and peaked at around $1.5 trillion, in 1998. In 2000, it stood at $1 trillion. 
The real surge in the mortgage market began in 2001 (the year of the 
stock market crash). From 2000 to 2003, residential originations in the 
United States climbed from about $1 trillion to almost $4 trillion. About 

Figure 2.6  �R  esidential Mortgage Origination in the United States by 
Type, 1990 to 2008
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Table 2.1  �  Dominant Firms in Selected Mortgage Finance Segments, 1996 and 2007

Top Overall Mortgage Originators and Their Market Share Top Subprime Originators and Their Market Share

1996 2007 1996 2007

Norwest 6.6 Countrywide Financial 16.8 Associates Capital 7.0 Citibank 10.2
Countrywide 4.9 Wells Fargo 11.2 Money Store 4.3 Household Finance 9.3
Chase 4.3 Chase 8.6 ContiMortgage 3.5 Countrywide 8.8
Fleet Financial 2.3 Citibank 8.1 Beneficial Mortgage 2.8 Wells Fargo 8.0
Bank America 2.0 Bank of America 7.8 Household Finance 2.6 1st Franklin 7.0
NationsBank 1.5 Washington Mutual 5.7 United Co. 2.3 Chase 6.0
WaMu 1.4 Wachovia 4.0 Long Beach Mortgage 2.2 Option 1 5.8
Standard Federal 1.3 IndyMac 3.9 Equicredit 2.1 EMC 4.1
FT Mortgage 1.3 Residential Capital 3.2 Aames Capital 2.0 Ameriquest 3.3
 

Top Nonagency Mortgage-Backed Securities Issuers  
and Their Market Share

Top Subprime Mortgage-Backed Securities Issuers  
and Their Market Share

1996 2007 1996 2007

GE Capital 8.4 Countrywide                      13.6 Money Store 10.3 Merrill Lynch                  10.1
Independent National 5.0 Wells Fargo                         7.8 United Co. 6.4 Countrywide                      7.9
NW Assets 4.5 Lehman Brothers                7.1 ContiMortgage 5.3 Morgan Stanley                7.8
Merit 3.6 Bear Stearns                       6.8 Beneficial 5.0 Lehman Brothers              5.5
Prudential 3.3 Washington Mutual           5.7 AMRESO 4.5 Bear Stearns                     4.3
Salomon Bros. 3.3 JP Morgan                         5.7 Aames 4.3 Barclays                           3.4
Merrill Lynch 3.1 Merrill Lynch                     5.6 Household Finance 4.2 Citibank                            3.3
Donaldson et al. 2.0 Morgan Stanley                 4.8 Residential Finance 4.2 Deutsche Bank                 3.2
Structural Assets 2.0 Deutsche Bank                  4.4 Associates Mutual 4.1 Washington Mutual         2.7

Source: Authors’ calculations based on data from Inside Mortgage Finance (2009).
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nificant portion of the bonds. Second, they were rapidly increasing their 
positions even as the bubble grew. IndyMac, which shows the lowest 
increase on the graph, actually increased its holdings by over 50 percent 
per year on average during this period. Citibank increased its MBS hold-
ings by almost 400 percent, to $41 billion, during 2007. The company 
subsequently took a $35 billion loss on these assets. Although consistent 
company-level data for investment banks are not available, the same 
pattern of growth is evident among them. As a group they increased 
their nonconventional-mortgage holdings from $5 billion in 2002, to $60 
billion in 2005, to $180 billion by June 2008 (Inside Mortgage Finance 
2009). 

The Housing Bubble

The massive growth of unconventional-mortgage securitizations fueled 
and fed on an unprecedented housing price bubble during this period. 
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special investment vehicles, which were usually linked to a larger insti-
tution but funded themselves through short-term debt. As the price of 
their mortgage-backed securities and CDO assets fell, they needed cash 
to post as collateral with creditors, but since the credit markets were 
weary of extending them emergency money, they generally had to be 
rescued by their parent firms and placed back on the parent’s balance 
sheet. 

Two hedge funds affiliated with Bear Stearns were the first major 
shadow banking institutions to fail, in July of 2007. A similar crisis soon 
afflicted Citigroup, which would take over $55 billion in write-downs on 
mortgage-related assets (“Banks’ Subprime Losses Top $500 Billion on 
Write Downs,” Bloomberg News, August 12, 2008). The problem, as Gil-
lian Tett (2009) and others have dramatically documented, was that the 
elaborate system of accounting vehicles banks built to hide their lever-
age from regulators and the elaborate network of credit default swaps 
they created to hedge their risks made it impossible for the market to 
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Figure 2.8  �C  redit Downgrades of Mortgage-Backed Securities, by Month, 2008

Source: Authors’ tabulation, based on ratings actions reported by Bloomberg Professional Term
inal.
Note: Downgrades include all negative ratings actions on private-label mortgage-backed securi-
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1960, ups have won out over downs; periods of growth have lasted lon-
ger while the recessions have been far less frequent; the average time 
span from trough to peak is almost six years (seventy-one months). Mac-
roeconomic policy, regulatory powers to carry out that policy, and the 
ever-greater sophistication of the scientific management tools available 
to the Federal Reserve Board (an institution created by New Deal re-
forms) tamed the boom-bust tendencies of market capitalism. During 
this era of macroeconomic policy, the unemployment rate rose above 10 
percent only twice: from November 1982 to June 1983 (except May 1983), 
and then from January to March 2010. 

Calling the recent recession of 2007 to 2009 “the Great Recession” at-
tests to how exceptional it has been in both the suddenness of the eco-
nomic collapse and the long duration of its employment consequences. 
Unemployment more than doubled, from 4.5 percent to 10.6 percent, in 
twenty-six months from the onset of recession in November 2007 to the 
peak unemployment of January 2010. In the only other period of unem-
ployment greater than 10 percent, between November 1979 and January 
1983, it took thirty-eight months for unemployment to double from 5.6 
percent to 11.4 percent. A year after the peak unemployment of the re-
cent recession, the rate was only 1.5 percentage points below the peak, 
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Source: Authors’ compilation. Annual data for 1900 to 1930, Romer (1986); 1931 to 1947, Fischer and 
Hout (2006); 1947 to 1967, King et al. 2010. Monthly data since March 1967, five-month cubic mov-
ing average, shown for men and women separately (U.S. Bureau of Labor Statistics 2011c).
Notes: Vertical gray lines show recession periods, as identified by the National Bureau of Economic 
Research’s Business Cycle Dating Committee.
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Women’s historic rise in employment throughout the postwar period 
halted during the first decade of the twenty-first century and fell sharply 
during the 2007-to-2009 recession. Women’s prime-age employment 
ratio rose from 33 percent in 1948 to 74 percent in late 1999 and early 
2000. Recessions during that half-century led to brief pauses in the up-
ward trend, and growth periods resulted in gains beyond women’s pre-
vious high points. Comparing Januaries at the beginning of each decade, 
we see that women’s prime-age employment ratio rose six percentage 
points from January 1950 to January 1960, eight percentage points in the 
1960s, twelve percentage points in the 1970s, nine percentage points in 
the 1980s, and three percentage points in the 1990s. In its first reversal in 
sixty years, women’s prime-age employment ratio decreased four per-
centage points between January 2000 and January 2010. 
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Double-digit unemployment rates among construction workers are 
not unprecedented. The recessions in 1973 to 1975, 1980 to 1982, and 
1990 to 1991 brought construction unemployment rates over 15 percent. 
Reviewing those in some detail can be instructive. After cresting at 19 
percent in March 1975, the last month of the 1973-to-1975 recession, un-
employment in the construction industry eased somewhat, to 12 percent, 
by the fall of 1978. It then began rising again, even though the economy 
as a whole was in a growth period, and reached 14.6 percent in January 
1980. Then the first dip of the 1980-to-1982 recession drove construction 
unemployment higher, to a peak for this time frame of 21.9 percent in 
February 1983. The lengthy 1980s recovery cut construction unemploy-
ment in half, but not below 10 percent. Then the next recession began in 
July 1990. Construction unemployment went back up to 14.5 percent 
during that recession and continued upward after it. Construction em-
ployment finally began to recover in the summer of 1991, embarking on 
a long period of improvement that ended with 7.7 percent unemploy-
ment in March 2001. Now we know that the relatively good times in 
construction reflected, at least partly, the false growth of the housing 
bubble. But it was most welcome at the time. 
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sions gleaned from examining industry differences (see figure 3.5). But 
whereas industry data cover everyone who works in an establishment 
that makes a given kind of product or provides a specific kind of service, 
occupation data combine people who do similar things regardless of 
where they do them. Thus, although a plant manager, skilled worker, 
and janitor at an auto factory are all in a goods-producing industry, they 
are classified in three different occupations. In some recessions, the rank 
order of unemployment rates corresponds to the socioeconomic status—
the pay and credentials—of the occupations. In the 2007-to-2009 reces-
sion, the rank order of unemployment in the skilled building trades and 
of that in goods production reorder switched. Skilled construction and 
repair workers and skilled and semiskilled production workers were 
laid off in significantly greater proportion than were less-skilled workers 
in sales, clerical, and manual services such as driving, cleaning, land-
scaping, and personal services. Managers, professionals, and semipro-
fessionals experienced a rise in unemployment, from 2.5 to 5.3 percent 
between March 2008 and March 2010. The managerial and professional 
workers were largely exempt from the initial spike in unemployment at 
the beginning of the recession. Unemployment among high-status work-
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unemployment rate for each educational category rose more or less pro-
portionally. But the baseline levels of unemployment were initially so 
high that the proportional increases raised unemployment most for the 
least-educated and least for the most-educated. So even though unem-
ployment rose for the college-educated and even for people with mas-
ter’s degrees in business and other advanced degrees, high school grad-
uates and high school dropouts bore a much greater unemployment 
burden. We repeated the analysis for men’s and women’s prime-age em-
ployment and found very similar patterns. In good times and bad, since 
data first became available in March 1967, prime-age employment has 
been significantly higher for college graduates than for people with less 
education.  

An exception to the rule that education benefits workers showed up 
when we turned to the data on duration of unemployment. The pub-
lished data do not include tabulations of duration of unemployment by 
education, so we made our own calculations from the public-use micro 
samples (King et al. 2010). In March 2010, unemployed college graduates 
had been looking for work an average of thirty-five weeks (eight and a 
half months), one week longer than high school graduates had been 
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looking.8 In March 2009, college graduates and high school graduates 
alike had been searching on average for twenty-two weeks. 

Race, Region, and Immigration 

Unemployment among African Americans was substantially higher 
than among other racial and ancestral groups prior to the 2007-to-2009 
recession and rose to the greatest height as the recession progressed (see 
figure 3.7). African Americans are the only group for which unemploy-
ment continued to rise through the last quarter of 2009 and into 2010. 
Unemployment data omit people who do not reside in households, 
which is important for assessing racial and ancestry differences because 
these groups differ a great deal in the propensity to live somewhere 
other than a household. According to the sociologist Bruce Western 
(2006), that is especially true of the prison population. Roughly 80 per-
cent of prisoners would be in the labor force if they were not incarcer-
ated. African American men, in particular, are affected (Western 2006). 
So these data, stark as they are, understate how exceptionally high black 
non-employment is.
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Figure 3.7  �  Unemployment Rate by Year and Race and Ethnicity, 1967 to 2011

Source: Authors’ calculations based on data from King et al. (2010) and U.S. Bureau of Labor Statis-
tics (2011c).
Notes: Vertical gray lines show recession periods, as identified by the National Bureau of Economic 
Research’s Business Cycle Dating Committee. Time line is number of months since March 1967, 
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million in January 2008 to 10.8 million in January 2009. This is consistent 
with how undocumented immigrants behaved during previous reces-
sions (Massey 2003). The demographer Douglas Massey argues, though, 
that this response is far less vigorous than it would be if the border were 
not so hard to cross. He argues that immigration reform could make it 
easier for Mexican immigrants to respond to hard times by returning to 
Mexico if they felt they could more easily return to the United States to 
work when the economy recovered. Under current immigration policy, 
unfortunately, they choose to scrape by on the U.S. side of the border for 
fear of not being able to get back into the United States. Ironically, a con-
sequence of current policy is a larger unauthorized resident population 
than would be the case if the border were easier to cross legally. 

Conclusions 

The Great Recession of 2007 to 2009 was a jobs disaster that took unem-
ployment to historic heights—a total of 8.5 million jobs lost, and an un-
employment rate of 10.1 percent in October 2009. Any recession brings 
some job loss and boosts unemployment, but the number of jobs lost, the 
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Figure 3.8  �  Unemployment Rate of Persons with High School Education or Less 
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Figure 4.1  �  Percent Change in U.S. Full-Time Employment, by Occupation, 2000 to 2005 Compared with 2005 to 2009

Source: Authors’ calculations based on Autor (2010a, 2010b).
Note: The correlation between employment share changes from 2000 to 2005 and 2005 to 2009 is 0.67.
Manage=management; Biz=business; Admin=administrative; Svc=services
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Figure 4.2  �O  fficial Poverty Rates and Ratio of Poverty Line to Median Income Across Recessions, 1960 to 2009

Source: Authors’ calculations, based on DeNavas-Walt, Proctor, and Smith (2010), Smeeding (2006), and U.S. Census Bureau (2011).
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(DeNavas-Walt, Proctor, and Smith 2010, table 4). And official poverty 
rates continued to fall among the elderly, reaching a fifty-year low of 8.9 
percent in 2009. Numerous factors led to this result, including (but not 
limited to) indexation of Social Security benefits and higher employment 
levels among older workers.

Poverty Among Younger Adults

Most especially, poverty rates among young, single males increased dur-
ing the recession, whereas rates for their female counterparts slightly de-
creased (DeNavas-Walt, Proctor, and Smith 2010). This trend closely cor-
responds with the unemployment and joblessness trends for men versus 
women in this recession. The increases were greatest among those who 
were not high school graduates, reflecting the joblessness figures and the 
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In 1995 the NAS published a report, “Measuring Poverty,” which ar-
gued for both a more up-to-date poverty line and an expanded income 
definition that included noncash benefits and refundable tax credits. Fol-
lowing the NAS report, the Census Bureau provided a consistent series 
of “experimental” poverty rates from 1999 to 2009 that followed these 
guidelines.5 The experimental rates, which cover only the current and 
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2009.xls). For glossary of abbreviations used see the appendix, “Definitions of Income 
Measures.”
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income Americans’ consumption expenses and the cost of earning in-
comes, will produce a more accurate and policy-relevant picture of 
poverty than does the official poverty measure.

The Longer-Term Effect of Taxes and  
Transfers on Poverty 

Over the past thirty years, governments have reduced income taxes on 
the poor and have increased negative taxes like the Earned Income Tax 
Credit (EITC) and benefits such as Food Stamps. But low-income work-
ers also pay payroll taxes. The census after-tax and near-cash benefit 
data did not begin until 1979 and, following the lead of Daniel R. Meyer 
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states and double-digit unemployment in thirty-six of the fifty states at 
the end of 2009. These effects led to a substantial increase in poverty in 
2009. There is widespread agreement that the official poverty rate will 
rise in 2010 and, we expect, again in 2011. But by how much will it rise? 

Emily Monea and Isabel Sawhill (2010), using a methodology devel-
oped by Rebecca Blank (2009), forecast official poverty rates by looking 
at recent and projected unemployment rates in conjunction with eco-
nomic and unemployment forecasts by the Congressional Budget Of-
fice, the Office of Management and Budget, and the Economist Intelli-
gence Unit. Using this methodology, they were able to forecast official 
poverty rates from 2010 to 2016 based on actual 2009 and earlier rates 
(see figure 4.6). The projection is that the official poverty rate for 2010 
in this model will be 15 percent (compared to the actual 14.3 percent 
rate in 2009) and poverty will continue to rise in 2011 and 2012, peak-
ing at about 15.5 percent.
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bottom of the income distribution, only partially offset by increased in-
come transfers, especially UI.

The losses in the bottom three income quintiles in this recession are of 
great concern and, compared to the rise in the top income share, suggest 
a hollowing out of the money income distribution. By any of these mea-
sures, inequality has increased in this recession. The top income share 
has risen, driven mostly by the highest income centiles; the bottom 
shares are dropping as a result of joblessness.11 

Other more inclusive time series for income inequality, for example 
the Congressional Budget Office (CBO; 2010) series, allow us to trace the 
effects of past recessions but are available only up to 2007 and thus do 
not show the effect of the current recession. Like the broader income 
definition used in the new census poverty measures, the CBO series in 
figure 4.10 help confirm the trends shown in figure 4.9, while at the same 
time capturing much more of all types of cash and noncash income, em-
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ployee benefits, realized capital gains, and the burden of all taxes, in-
cluding tax rebates. When the census data are statistically matched to 
Internal Revenue Service (IRS) tax return data, they show much more 
realized property income than does the Census Bureau series mentioned 
earlier. Moreover, they show an even larger rise in inequality up to 2007 
than the Census Bureau series, especially driven by changes in incomes 
at the very top of the distribution. The full definition of CBO household 
enriched income is found in the appendix “Definitions of Income Mea-
sures.” 

The CBO data show that inequality contracted in the 1990-to-1993 and 
2001-to-2002 recessions but exploded after 2002. The top quintile’s share 
is 52.5 percent of after-tax net income in 2007, according to the CBO se-
ries, compared to 49.4 percent in the census money income inequality 
series employed earlier (compare figure 4.9 to figure 4.10). The trend to-
ward inequality is driven by the top 1 percent share (which rises by 228 
percent, from 7.5 percent in 1979 to 17.1 percent in 2007) but also by a 
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15.2 percent increase in the share of the next 4 percent of household 
units, with no change in the share of the next 10 to 15 percent. Hence, 
inequality in the CBO data since 1993 and through 2007 is driven almost 
exclusively by gains in the income of the 95th and higher percentiles of 
households. We also note that the CBO share of net income in the bottom 
quintile is 4.9 percent by their measure in 2007, compared to 3.7 percent 
in the 2007 census income data used in figure 4.9. And so the poor have 
a slightly larger share of the pie using the CBO’s more comprehensive 
data, but the trends in both series are the same, with the CBO showing 
declining income shares for all of the bottom four quintiles since 2002, 
though especially for the bottom two quintiles.12 

However, even these enriched CBO data exclude the vast majority of 
capital income that is not realized in a given year, including imputed 
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rent on owner-occupied homes as well as accumulated financial and 
business wealth and changes in such incomes over the 2007-to-2009 re-
cession and earlier recessions. These are the issues we turn to next.

Income from Wealth and Income from 
Labor: Stocks, Flows, and More Complete 
Measures of Well-Being 

Most of the recent income gains have gone to the richest 1 percent to 5 
percent of households, especially since 2002 (see figure 4.10). These in-
come measures have included earnings, taxes, transfers, and other ben-
efits but use only cash property actually received in the form of interest, 
rent, and dividends (as well as realized capital gains in the CBO data). It 
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and imputed rents for owner-occupiers are largely missing from census, 
IRS, CBO, and other income distribution calculations (table 4.1). Even 
these streams of capital income, however, only represent a portion of the 
accrued gains, since most assets are not sold in a given year. A more thor-
ough accounting of income from wealth—whether realized or not—is an 
important part of understanding the full distribution of economic re-
sources, particularly in understanding the dynamics at the very top of 
the income distribution in this recession and in earlier recessions. 

Methods

We employ the 1989-to-2007 SCF to develop new estimates of “more 
complete income” (MCI), meaning income accrued from the ownership 

Table 4.1  �R  elation of Gross Domestic Product, Gross National Product, 
and National Income, Including Those Accounted for in this 
Chapter, in Billions of Dollars (Quarters Seasonally Adjusted at 
Annual Rates)

2006-III Share 2009-IV Share

National income 12,093.0 12,465.6
Compensation of employees 7,484.1 61.9% 7,773.1 62.4%
Wage and salary accruals 6,075.4 50.2% 6,266.3 50.3%
Supplements to wages and 
salaries 1,408.7 11.6% 1,506.8 12.1%

Proprietors’ income with 
inventory valuation and capital 
consumption adjustments 1,131.2 9.4% 1,060.3 8.5%

Rental income of persons with 
capital consumption 
adjustment 140.3 1.2% 286.7 2.3%

Corporate profits with inventory 
valuation and capital 
consumption adjustments 1,655.1 13.7% 1,467.6 11.8%

Net interest and miscellaneous 
payments 661.6 5.5% 782.6 6.3%

Taxes on production and 
imports less subsidies 991.6 8.2% 1,034.1 8.3%

Business current transfer 
payments 83.6 0.7% 128.2 1.0%

Current surplus of government 
enterprises –4.7 0.0% –6.5 –0.1%

Source: Authors’ calculations based on data from U.S. Department of Commerce, Bureau of 
Economic Analysis (2009).
Note: We account for supplements to wages and salaries only insofar as they appear as 
part of defined contribution pension plans. Health care and other employer subsidies are 
not counted as labor income (Smeeding and Thompson 2011).
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Table 4.2  �A  djustments Made to SCF Income and Asset Categories for 2009 
Projection

Income

Matching Source 
Table (Row 
Number)

Source  
Detail

Percentage 
Change 2007 
Q3/4 to 2009 
Q3/4 Change

Interest NIPA. 2.1(14)   –5.8%
Dividends NIPA. 2.1(15)   –28.6%
Non-taxable investment 
income

NIPA. 2.1(14) SCF detail refers 
to bonds*

–5.8%

Other 
Business/investment/rent/
trust

NIPA.1.12 (9, 39) Combined rental 
and proprietor

5.7%

Earnings Analysis of CPS 
ORG, Jan. to 
Nov. 

Varies by 
industry, 
education

Proprietor’s income NIPA. 2.1(9)   –4.4%
Capital gains CBO Jan. 2009 

Budget Outlook
Anticipated tax 
revenue decline 
of 40 percent

–40.0%

Public transfers (excluding 
Social Security)

NIPA. 2.1(17 less 
18)

36.2%

Retirement income (including 
Social Security)

NIPA. 2.1(18) 15.3%

 
Assets
Certificates of deposit FOF. B.100(12) Time and 

savings 
deposits

4.9%

Stocks FOF. B.100(24) Corporate 
equities

–21.6%

Stock mutual funds FOF. B.100(25) Mutual fund 
shares

–12.6%

Bonds FOF. B.100(18) Treasury 
securities

404.2%

Other bond mutual funds FOF. B.100(21) Corporate and 
foreign bonds

21.9%

Savings bonds FOF. B.100(17) Savings bonds –2.5%
Government bond mutual 
funds

FOF. B.100(19) Agency and 
GSE-backed 
securities

–83.7%

Tax-free bond mutual funds FOF. B.100(20) Municipal 
securities

9.2%

Combination and other 
mutual funds

FOF. B.100(25) Mutual fund 
shares

–12.6%

Other (trusts, annuities, and 
so forth)

FOF. B.100(30) Miscellaneous 10.8%

(Table continues on p. 110)
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Income

Matching Source 
Table (Row 
Number)

Source  
Detail

Percentage 
Change 2007 
Q3/4 to 2009 
Q3/4 Change

Home equity FOF. B.100(49) Owner’s equity 
in household 
real estate

–41.0%

Quasi-liquid retirement Urban Institute 
Analysis of 
FOF

www.urban.
org/
retirement_
policy/url.
cfm?ID=411976

–14.0%

Transaction accounts FOF. B.100(11) Checkable 
deposits

140.1%

Life insurance FOF. B.100(27) Life insurance 
reserves asset

3.8%

Nonresidential real estate FOF. B.100(49) Owner’s equity 
in household 
real estate

–41.0%

Other residential real estate FOF. B.100(4) Modify in same 
way as 
residential real 
estate

–21.4%

Debt for other residential 
property

FOF. B.100(33) Home 
mortgages

–1.3%

Other financial assets FOF. B.100(30) Miscellaneous 
assets

10.8%

Other nonfinancial assets FOF. B.100(7) 
and (30) 
combined

Consumer 
durables or 
miscellaneous 
assets

9.8%

Business with active or 
nonactive household interest

FOF. B.100(29) Equity in non-
corporate 
business

–23.6%

Vehicles FOF. B.100(7) Consumer 
durables or 
miscellaneous 
assets

9.6%

Total debt FOF. B.100(31) Total liabilities –1.4%
Mortgages and home equity 
loans

FOF. B.100(33) Home 
mortgages

–1.3%

Home equity lines of credit FOF. B.100(33) Home 
mortgages

–1.3%

Source: Authors’ compilation based on data from Smeeding and Thompson (2011).
Note: NIPA = National Income and Product Accounts; FOF = Flow of funds; SCF = Survey of Con-
sumer Finances; CBO = Congressional Budget Office; GSE = government-sponsored entreprise; CPS-
ORG = Current Population Survey, Original Data
*The SCF equivalant of the MIPA category Nontaxable Interest is captured by Bonds in our measure.
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though relatively low returns in interest income have reduced this real-
ized income flow (Gustman, Steinmeier, and Tabatabai 2010). 

On the basis of these and other studies, we feel that the assumptions 
behind the MCI estimates are reasonable and that our measures are more 
durable and permanent than those of others based on annual “high-in-
come” measures, or on annuitized wealth distributions, which also turn 
stock values into flows but tend to overvalue flows to older households 
owing to a shorter remaining lifetime. Our estimates reflect the effects of 
past recessions as well as the drop in wealth in 2008 and partial recovery 
in 2009 and the full flow value of assets including the ongoing housing 
crisis during the Great Recession. 

Results

We compare the 2006-to-2007 estimates to other periods and note that 
imputing income flows to assets increased the real incomes of almost all 
households, and most by a substantial amount: a 31 percent increase at 
the mean and 16 percent at the median in 2006-to-2007. Of course, the 
top percentiles of the MCI distribution saw larger income from wealth 
gains of 32 percent to 41 percent at the 90th percentile and 95th percen-
tile (see table 4.4). But by 2009 these increases had shrunk to 27 percent 
at the mean and 15 percent at the median. In 2008-to-2009, our simulated 
MCI at higher percentiles also fell because of asset declines in 2008, but 
still they increased incomes by 26 percent at the 90th percentile and by 
32 percent at the 95th percentile. Because of the declines in asset values 
in 2008, all of the changes in MCI in 2008-to-2009 are smaller than were 

Table 4.3  �S  hort-Run (Three-Year Average) and Long-Run (1988 to 2007) 
Rates of Return (Percents)

Housing  
Index  
(HI)

Stock  
Indices (SI)

Bond  
Indices (BI)

Inflation  
(Consumer 
Price Index)

A. “Short-Run”
1989 6.0% 14.7% 8.6% 4.3%
1992 2.3 7.0 7.8 4.0
1995 2.5 15.2 6.5 2.6
1998 4.1 21.0 6.0 2.1
2001 6.4 4.4 5.5 2.5
2004 7.4 3.6 4.3 2.6
2007 7.0 7.3 4.5 3.5

B. “Long-Run” 6.0% 7.0% 5.0% 3.0%

Source: Authors’ calculations based on Smeeding and Thompson (2011).
Note: Rates used in simulation for all years in this chapter.



Table 4.4  �I  ncreases in Income Using MCI Compared to After-Tax SCF Income, in 2009 Real Dollars

Mean Median P10 P90 P95

Dollar  
Change

Percent 
Change

Dollar  
Change

Percent 
Change

Dollar 
Change

Percent 
Change

Dollar  
Change

Percent 
Change

Dollar  
Change

Percent 
Change

2003 to 2004 $21,639 30.6 $6,937 16.1 $1,059 9.4 $37,170 28.7 $65,823 35.6
2006 to 2007 $26,003 30.9 $7,709 16.3 $2,057 16.7 $45,005 31.9 $84,133 40.7
2008 to 2009 $22,005 26.7 $7,072 15.3 $1,284 9.5 $36,179 26.1 $66,451 32.3

Source: Authors’ calculations based on data from Smeeding and Thompson (2011). 
Note: For abbreviations, see income definitions appendix.
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the gains in MCI in 2006-to-2007, just as was the case in the 1991-to-1992 
recession and the aftermath of the 2001 recession reflected by MCI in-
equality in 2003-to-2004, also shown in figure 4.11. All results are mea-
sured in 2009 real dollars as holdings in cash (demand deposits) and re-
flect a loss due to long-run average inflation for holding cash.

The major source of income from wealth gains at the median is home
ownership. Of course, homeowners suffered major losses in 2008 and 
2009 (and especially compared to the 2001 recession, where housing val-
ues continued to rise), reducing the flow value of their housing equity 
(or imputed rent) on average by at least 10 percent in 2008 alone (Case 
and Shiller 2010; Carson and Dastrup 2009). Ownership of financial as-
sets, other investments, and the value of businesses all increased income 
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Our 2008-to-2009 predictions are for a modest decline in the capital 
share. Hence in 2008-to-2009, the labor share surged higher compared to 
2006-to-2007, as the capital share receded, but only to levels slightly 
above the 2003-to-2004 level. Even in 2008-to-2009, income from capital 
was 38 percent of total income and the labor share was less than 58 per-
cent.

The capital share is concentrated among near-retirees, retirees, and 
the richest segments of the population: financiers, lawyers, athletes, and 
celebrities (Kaplan and Rauh 2010). A recent article by Tyler Cowen 
(2011) explains why workers in the financial sector make risky bets that 
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smaller percentage of their net worth invested in the market, or that their 
market assets did better, on average, than those of their slightly less 
wealthy peers. Furthermore, the figure shows that the very richest are 
also recovering more quickly than those who are less well off. The aver-
age wealth of the richest ten Americans gained 9.8 percent from 2009 to 
2010 and that of the top 50 grew by 11.4 percent; in contrast, the average 
wealth of the top 200 and that of the top 400 actually went down. 

Data from the World Wealth Report (figure 5.2) also show that the 
number of ultrarich individuals, defined as those who hold at least $30 
million in investable assets—excluding primary residence, collectibles, 
consumables, and consumer durables—fell dramatically between 2007 
and 2008. In 2007 there were 41,200 ultrarich individuals in North Amer-
ica. In 2008, that number dropped to 30,600, a 26 percent decrease. Simi-
larly, the number of high-net-worth individuals, defined as individuals 
with at least $1 million in investable assets, excluding primary residence, 
collectibles, consumables, and consumer durables, fell sharply between 
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2007 and 2008. There were 3.3 million high-net-worth individuals in 
2007 and only 2.7 million in 2008, an 18 percent decline.2

So how much wealth did these groups lose in just one year? The an-
swer, from the Capgemini and Merrill Lynch World Wealth Reports, is a 
stunning $2.6 trillion! Our own estimates of the fortunes of the rich are 
derived from the 2007 SCF. We first update asset values to the end of 
2009 (December 31, 2009, to be exact) on the basis of asset price changes. 
All figures are in 2007 dollars on the basis of the change in the Consumer 
Price Index (CPI), which increased by 4.2 percent from mid-2007 to the 
end of 2009.3 We use the National Association of Realtors (NAR) series 
on the median sales price of existing homes to gauge the change in hous-
ing prices.4 The average price decline in real terms for housing over this 
period for the nation as a whole was 26.3 percent.5 All other price changes 
are derived from the Federal Reserve Board’s Flow of Funds.6 By our 
calculations, the value of non-home real estate plunged by 42.0 percent, 
that of equities (corporate stock) by 24.5 percent, unincorporated busi-
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time.9 The trends clearly show that home values greatly depreciated 
after the Great Recession, particularly in the West, where a sharper pre-
recession housing bubble resulted in a more dramatic collapse. How-
ever, it appears that the housing market may have bottomed out in Janu-
ary 2010. The median sales price was up by 11.4 percent nationwide 
between January and June 2010, and it advanced in all regions of the 
country except the Northeast (where declines had been less dramatic). 
The collapse in home values has led to a huge uptick in the number of 
families “underwater,” with negative home equity. Table 5.1 shows the 
percentage of homeowners with negative home equity by household 
type. In 2007, only 1.8 percent of homeowners reported that their net 
home equity was negative on the basis of the 2007 SCF. By the end of 
2009, however, we estimate that 16.4 percent of homeowners were “un-
derwater.” An even more recent estimate puts the figure at 20 percent 
(see David Streitfeld, “U.S. Plans Big Expansion of Aid to Homeown-
ers,” New York Times, March 26, 2010, p. A1).

We might expect that the poorest households have the greatest inci-
dence of being underwater, but this is not always the case. Although 
minorities had a much higher incidence of negative home equity than 
(non-Hispanic) whites—28 percent for African American homeowners 
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Table 5.1  �S  hare of Homeowners Who Have Negative Home Equity and Are 
Delinquent on Their Mortgages, by Household Characteristic 
(Percentages)

Projected  
Share of 

Homeowners 
with Negative 
Home Equity, 

2009

Decline In 
Average Value 

of Home 
Equity by 

Group, 2007  
to 2009

Share of 
Home-
Owners 

Delinquent 
on Their 

Mortgage, 
2009

Share of 
Home-Owners 
Likely Behind 

on Their  
Mortgage, 

2009

All households 16.4 39.1 5.1 14.1
Race or ethnicitya  
Non-Hispanic white 14.5 36.9 3.4 9.9
African American 27.9 48.0 11.0 21.2
Hispanic 23.2 44.6 15.4 44.4

Family type  
Married couples 17.4 39.2 4.6 13.6
Single males 16.7 37.8 3.7 12.9
Single females 12.9 34.2 7.8 16.5

Educationb  
Less than twelve years of 
schooling 7.0 33.4 11.8 25.5

Twelve years of schooling 16.5 38.8 6.0 14.8
Thirteen to fifteen years 
of schooling 18.8 40.3 5.0 12.0

Sixteen or more years of 
schooling 17.7 38.0 1.6 7.1

Age groupc  
Under thirty-five 49.9 68.3 4.6 13.2
Thirty-five to forty-four 25.5 49.7 6.5 17.3
Forty-five to fifty-four 11.7 40.1 5.6 15.6
Fifty-five to sixty-four 7.2 35.4 4.7 13.0
Sixty-five to seventy-four 6.5 30.9 1.0 4.1
Seventy-five and over 0.9 27.5 3.9 12.2

Income class  
Under $15,000 5.3 31.1 7.7 22.6
$15,000 to $24,999 8.6 31.2 5.5 21.4
$25,000 to $49,999 18.0 36.6 8.4 20.9
$50,000 to $74,999 22.8 42.2 6.4 14.0
$75,000 to $99,999 20.6 42.4 4.2 11.7
$100,000 to $249,999 15.3 40.6 2.7 10.6
$250,000 and over 7.2 34.4 0.4 2.7

Source: Columns 1 and 2 authors’ calculations based on data from the Survey of Consumer Finances (Board of 
Governors of the Federal Reserve System 2007). 
Columns 3 and 4: Authors’ calculations, based on data from the Panel Study of Income Dynamics (2009).
a. Asian and other races are excluded from the table because of small sample sizes.
b. Households are classified by the schooling level of the head of household.
c. Households are classified by the age of the head of household. 



138      The Great Recession

matically since the beginning of the recession, affecting more and more 
households. The figure shows the numbers and percentages of house-
holds experiencing foreclosure proceedings in a certain year. Between 
2006 and 2010, the number of foreclosure filings increased by a factor of 
4, and the share of households in the midst of foreclosure proceedings 
rose from 0.5 percent to over 2.0 percent. In 2010, close to 4 million 
households, or one in forty-five, were affected. More recent data from 
RealtyTrac indicate that foreclosure rates are at their highest point in 
thirty years. Payments on 5 percent of loans nationwide are ninety 
days in arrears or more, and 2.9 million loans were foreclosed in 2010. 
Not surprisingly, an increasing percentage of housing sales (more than 
30 percent, compared to less than 5 percent in 2006) are distressed 
properties—real estate owned (REOs) properties and short sales—
rather than new homes. (REOs are properties owned by lenders, usu-
ally banks. Short sales refer to properties sold for less than the out-
standing mortgage balance. The lender agrees to these properties being 
sold at a loss.)

According to data from RealtyTrac (see Renae Merle, “Foreclosure[s] 
Continue to Rise as Banks Work on Backlogs,” Washington Post, May 14, 
2010, online), the number of homes repossessed nationwide was 94,432 in 
April 2010. This was up only 1 percent from March but represented a jump 
of 45 percent from April 2009. Using the same data source, the Los Angeles 
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Times (Alejandro Lazo, “US Home Foreclosures Reach Record High in 
Second Quarter,” Los Angeles Times, July 15, 2010, online) indicated that 
the number of U.S. homes taken back by banks through foreclosure hit a 
record high in the second quarter of 2010. U.S. bank repossessions in-
creased 38 percent between the second quarter of 2009 and of 2010.

Not all types of loans are equally likely to be foreclosed. The Mort-
gage Bankers Association (MBA), in their national Delinquency Survey, 
began distinguishing between prime and subprime loans in 1998.13 Be-
tween 1998 and 2009, the rate of foreclosure filings in subprime loans 
was many multiples of the rate of prime loans (see figure 5.5). Beginning 
in 2006, however, the increase in foreclosure filing among subprime 
loans began rising dramatically. By the close of 2009, the rate of foreclo-
sures for subprime loans was 15.6 percent of all filings, while that for 
prime mortgages was 3.3 percent. 

The increase in the rate of subprime loans in default is partly driven 
by the increase in subprime loans’ market share.  Between 1998 and 2001, 
subprime loans only accounted for about 2.4 percent of all mortgages. 
By 2006, this share had increased to 13.5 percent. The percentage of loans 
in foreclosure was actually quite similar for prime (about 860,000) and 
subprime (about 900,000) loans in 2008 (U.S. Department of Housing 
and Urban Development 2010a).

Pe
rc

en
ta

ge
 o

f L
oa

ns
 in

 F
or

ec
lo

su
re 18

16
14
12
10
8
6
4
2
0

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Prime loans
Subprime loans
Federal Housing Administration loans

Year

Figure 5.5   �  Percentage of Loans in Foreclosure by Market Segment, 1998 
to 2009

Source: Authors’ compilation of data from U.S. Department of Housing and Urban Devel-
opment, Office of Policy Development and Research (2010a, figures 5.6, 7).
Note: Yearly data based on quarterly averages.



How Much Wealth Was Destroyed?      143

institutions have cut back on credit cards issued and lines of credit and 
lowered credit limits (exact figures on this are difficult to come by).

Bankruptcy

With the recession hammering away at Americans’ economic outlook, it 
stands to reason that personal bankruptcies might be on the rise. And 
despite new laws in 2005 making bankruptcy much harder to claim, that 
is exactly what we are seeing. It is first of interest to see what the figures 
from the SCF show. According to our calculations and our projections to 
2009, the share of households with negative net worth rose from 15.5 
percent in 1983 to 17.7 percent in 2001 and then increased moderately to 
18.6 percent in 2007. After that, as a result of the stock market and hous-
ing market collapses, by the end of 2009 the share of households with 
negative net worth had skyrocketed to 24.8 percent. This likely set the 
stage for the rash of bankruptcies that have occurred.

There has been a striking rise in the number of total filings since the 
1980s.22 Figure 5.7 shows the number of total bankruptcy filings in the 
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U.S. since 1980. Bankruptcies surged to a bit over 2 million in 2005 as 
individuals hurried to file for bankruptcy before the new bankruptcy 
law took effect, and then fell to about 600,000 in 2006. Since then the 
number of bankruptcies has been steadily climbing; in 2009 it reached 
1.3 million and in 2010, 1.6 million. The number of bankruptcies in 2010 
became the fourth highest on record, behind 2003, 2004, and 2005.23 

 There have also been a host of stories in the media documenting the 
surge in bankruptcies in 2008 and 2009. Mike Barber (“Bankruptcies 
Surge 32 Percent in 2009,” Associated Press, January 4, 2010) reported 
that bankruptcies increased 32 percent between 2008 and 2009 on the 
basis of data collected by the Associated Press from the country’s ninety 
bankruptcy districts. The Associated Press calculated that there were 
1.43 million bankruptcy filings in 2009 and 116,000 recorded bankrupt-
cies in December 2009, which was an increase of 22 percent over Decem-
ber 2008. As we suggested earlier, part of the increase is due to families 
adapting to the new bankruptcy law introduced in 2005. However, the 
evidence still points to a correlation between the increase in bankrupt-
cies and areas hit hard by the recession. For example, western states saw 
the fastest increase, with Arizona reporting the largest percentage in-
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an average loss of 22.4 percent on the value of retirement accounts. The 
rational response to a sharp decline in retirement wealth is to save more, 
work longer, and consume less in retirement. The extent to which work-
ers are absorbing a portion of the loss by saving more and working lon-
ger is thus critical for assessing their economic prospects at retirement. 

To examine these issues, in the summer of 2009 the Center for Retire-
ment Research (CRR) surveyed a nationally representative sample of 
1,317 workers age forty-five to fifty-nine and thus approaching retire-
ment on changes in their retirement saving and expected retirement 
ages. The investigators’ major findings were that two-thirds of working 
people in this age group said that they now have less retirement savings 
than they did before the recession, 40 percent expected to retire on aver-
age four years later than they had earlier planned, and many reported 
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Personal Consumption and  
Personal Disposable Income

We start by asking whether trends in consumption spending during the 
Great Recession are similar to trends in personal disposable income.1 
Economic theory predicts that the link between income shocks and con-
sumption is strongest in the case of permanent or unpredictable income 
shocks. Hence, consumption may fall as a direct consequence of a fall in 
income induced by job loss, reduced hours or productivity, and negative 
returns from assets—even more so if these are long-term changes to a 
household’s economic resources. 

In figure 6.1 we plot trends in per capita personal consumption expen-
diture and personal disposable income over the Great Recession period. 
Unless noted otherwise, all data are expressed in per capita terms, de-
flated using the CPI (Consumer Price Index), and deseasonalized.2 Both 
the consumption and income series are set equal to 100 in the quarter im-
mediately preceding the start of the 2007 recession. What is remarkable 
about this graph is that although per capita consumption declines mono-
tonically until the middle of 2009, disposable income is relatively stable.3 
The breakdown of disposable income into its three components (trans-
fers, wages, and financial income) reveals that the stability in per capita 
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sion, which began with the burst of the housing bubble and the global 
financial crisis that ensued, is characterized by a decline in real terms in 
all consumption components. Throughout 2008 the fall is substantial for 
expenditures on nondurables and precipitous for durables. To be sure, 
consumption growth recovered in the second half of 2009, but the recov-
ery is likely due in no small part to government intervention. The growth 
in spending on durable goods coincides with the July and August gov-
ernment stimulus policy for car purchases, or “cash for clunkers”; 
growth in spending on nondurables and services may be due partly to 
the effects of the Obama stimulus (the American Recovery and Reinvest-
ment Act of 2009, or ARRA) and partly to rising consumer confidence 
(itself probably induced by the recovery in the stock market). 

Third, the Great Recession is substantially longer than its predecessor. 
In fact, it is one of the longest on record. To put this in perspective and to 
appreciate the popular reference to this recession as the “Great Reces-
sion,” we plot in figure 6.3 the Great Recession next to all the U.S. reces-
sions that have occurred since the early 1970s. We first illustrate changes 
in terms of quarterly growth rates of per capita personal consumption 
expenditure (top left graph) and repeat the comparison for the three 
main consumption components, durables (top right), nondurables (bot-
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tom left), and services (bottom right). In each graph, consumption is 
plotted over twelve quarters from the onset of the recession (normalized 
to be 100 in the quarter immediately preceding the start of each reces-
sion). We also present the post-recession data in a dashed pattern.7 
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Figure 6.3  �C  onsumption During Great Recession Versus Previous 
Recessions, by Quarter from Start of Great Recession

Source: Authors’ calculations based on U.S. Department of Commerce, Bureau of Eco-
nomic Analysis (2011; tables 2.1, 2.3.4, 2.3.5).
Note: Figures track twelve quarters from onset of given recession, normalized to be 100 in 
the quarter immediately preceding the start of each recession.
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Since the early 1970s, the U.S. economy has experienced six reces-
sions: the 1973-to-1975 recession (related to the 1973 oil shock and re-
membered as the stagflation recession), the 1980 recession (induced by 
money supply restrictions), the 1982-to-1983 recession (which resulted 
from the combination of the energy crisis and the tight monetary policy 
of the Federal Reserve), the 1990-to-1991 recession (the “Bush recession,” 
which resulted from the combination of the 1990 oil price shock, the debt 
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Figure 6.3  �  (continued)
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Figure 6.4  �C  onsumption Growth, Consumer Confidence, and 
Heterogeneity
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Reason Why Worse in 2009, By Income Groups By Age Groups By Race-Ethnic Groups
Thirty or younger Thirty-one toTop 25 percent Bottom 25 percent
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Other

Proportion worse off
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Figure 6.5  �  Perceptions of Worsening of Financial Situation

Source: Authors’ calculations based on data from the University of Michigan Surveys of Consumers (Curtin 2010).
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might explain the actual decline in consumption experienced by the 
wealthy. Panel B repeats the exercise for medians and confirms qualita-
tively these findings. We also find qualitatively similar results if we con-
sider a measure of wealth that excludes housing.

Although individuals in the bottom part of the consumption distribu-
tion were less likely to be affected by the wealth effect, another potential 
explanation for the moderate negative consumption growth of the bot-
tom decile of the wealth distribution during the Great Recession is the 
large increase in transfer payments that took place during the recession. 
Since transfer payments are more likely to be channeled to the poor, the 
increase in transfer payments during this recession might have helped 
individuals with less wealth to smooth consumption to a larger extent 
than individuals with more wealth. To address this point, we compare 
inequality trends between the Great Recession and the 1990-to-1991 re-
cession, in which there was a milder increase in transfer payments. We 
find that in the 1990-to-1991 recession, the top and bottom deciles of the 
wealth distribution were moving together, both showing large declines 
in consumption between the second half of 1989 and the first half of 
1991. Although we cannot establish a causal relation between the in-
crease in transfer payments and the stability of consumption at the bot-

Table 6.1  �  The Wealth Effect for the Top Decile of Financial Assets

Panel A: Weighted means (1) (2) (3)

Estimate of the wealth effect from the literature 0.01 0.04 0.07

Average annual consumption 2009 $59,528
Average annual consumption 2007 $69,718
Average total wealth 2009 $717,349
Average total wealth 2007 $926,280

Predicted annualized consumption growth –1.50% –5.99% –10.49%
Actual annualized consumption growth –7.30%

Panel B: Medians (1) (2) (3)

Estimate of the wealth effect from the literature 0.01 0.03 0.07

Median annual consumption 2009 $48,814
Median annual consumption 2007 $52,243
Median total wealth 2009 $517,082
Median total wealth 2007 $673,439

Predicted annualized consumption growth –1.49% –5.98% –10.48%
Actual annualized consumption growth –3.30%

Source: Authors’ calculations based on data from the Consumer Expenditure Survey (U.S. 
Department of Labor, Bureau of Labor Statistics, various years).
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event linked to the recession is hard to determine with our limited data, 
and hence we leave it to further inquiry with better and more extended 
microdata.

Another aspect of redistribution one can look at is mobility. The dis-
tinction between consumption inequality and consumption mobility is, 
in effect, a distinction between static and dynamic features of a distribu-
tion. Inequality refers to the dispersion of consumption at a point in 
time. Mobility describes movements within the consumption distribu-
tion over time. A direct implication for welfare analysis is that stability in 
consumption inequality may mask a great deal of mobility in the distri-
bution. 

The first step of our analysis is to construct an empirical transition 
matrix of consumption. This requires panel data. The CEX is a quarterly 
rotating panel, and hence it can be used to construct a measure of mobil-
ity. Our preferred measure is the Shorrocks index.33 This is an approxi-
mate measures of the fraction of individuals moving across the distribu-
tion; a higher value of the index (which ranges from 0 to 1) is associated 
with a higher degree of mobility from one year to the next. In figure 6.8 
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we plot the monthly Shorrocks indexes as well as the local regression 
smoothed version (the solid line). Overall, there seems to be a general 
declining trend in the amount of mobility in consumption. What can ex-
plain this trend?

Tullio Jappelli and Luigi Pistaferri (2004) argue that under full con-
sumption insurance (that is, in an economic environment in which 
households can purchase insurance against all possible shocks they 
face), individual consumption growth is independent of idiosyncratic 
shocks, and it varies only in response to aggregate consumption growth. 
It follows that the cross-sectional distribution of consumption of any 
group of households is constant over time. Of course aggregate con-
sumption can increase or decrease, so that the growth of consumption 
for any household can be positive or negative, but the relative position 
of each household in the cross-sectional distribution of consumption 
does not change over time. Hence, consumption insurance implies ab-
sence of consumption mobility between any two time periods, regard-
less of the nature of the individual income shocks and the time frame 
considered. To be sure, this framework is clearly unrealistic in its pure 
formulation, but the idea behind it is not. An improvement in the amount 
and nature of insurance available to households (such as through a pro-
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the share of Americans agreeing that their financial situation has wors-
ened increased by five to ten percentage points in each of the previous 
four recessions. The rise spurred by the Great Recession is about twice 
that size. A Pew item on satisfaction with how things are going for the 
respondent financially also suggests that the increase in financial dissat-
isfaction has been larger than in prior downturns (online appendix fig-
ure 7A.3).

Figure 7.1b summarizes the impact of recessions on all six survey 
questions. For each question, it shows the average change in public 
opinion given an increase of one percentage point in the unemployment 
rate. For instance, the “estimated change” for the item “my financial sit-
uation has been getting worse” is approximately 2.5. This means that as 
unemployment rose by 5 percentage points during the Great Recession 
(from 4.7 percent in late 2007 to 9.7 percent in early 2010), we would ex-
pect the share of Americans saying their financial situation has been get-
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Figure 7.1a  �  Do Americans Notice and Feel Adversely Affected by 
Economic Downturns?

Source: Authors’ compilation based on data from General Social Surveys (National Opin-
ion Research Center 2010).
Note: Response: “My financial situation has been getting worse during the last few years.” 
Other response options: “Better”; “Stayed the same.” Gray bars represent recession peri-
ods.
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ting worse to have increased by about 12.5 percentage points. In this 
chart and analogous ones in subsequent sections, we show the re-
sponse—“Agree,” “Disagree,” “Satisfied,” “Dissatisfied,” and so forth—
whose incidence we expect to increase as the unemployment rate goes 
up during a recession.

For five of the six survey items we observe that recessions definitely 
affect Americans’ perceptions of their financial well-being and the state 
of the country. Americans clearly do notice the impact of recessions.

Note that a large “estimated change” in public opinion in response to 
unemployment does not indicate a change that lasts. In fact, it often sug-
gests the reverse: public attitudes shift when the unemployment rises 

Estimated change with a one-percentage-
point increase in the unemployment rate

My financial situation has been getting
worse during the last few years.a

Not satisfied with family's present
financial situation.a

Disagree I am satisfied with the way things
are going financially.b

Agree I often don't have enough money
to make ends meet.b

Not easy to find a job with another
employer with approximately the same
income and fringe benefits I now have.c

Dissatisfied with the way things are in
the country today.d

−1··········0·····················2···  ··············4
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Figure 7.1b  �  Do Americans Notice and Feel Adversely Affected by 
Economic Downturns?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix.
a. GSS, 1972 to 2010, 28 data points
b. Pew, 1987 to 2009, 14 data points.
c. GSS, 1977 to 2010, 20 data points.
d. Pew, 1988 to 2010, 96 data points.
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atively modest increases during most economic downturns—with two 
major exceptions. One is the early-1990s recession, when the share 
jumped nearly fifteen percentage points. That was likely a product of the 
savings and loan crisis, which had already caused a significant rise in 
hardly-any-confidence responses even before the recession. The other 
exception, not surprisingly, is the Great Recession. The share expressing 
hardly any confidence in banks and financial institutions rose seven per-
centage points between 2006 and early 2008. The financial crisis hit in the 
fall of 2008, and by 2010 the hardly-any-confidence share had risen by an 
additional twenty percentage points.

Pew asks four questions about corporations’ fairness and power. For 

Hardly any confidence in major
companies.a 

Hardly any confidence in banks and 
financial institutions.b

Disagree business corporations generally 
strike a fair balance between making profits
and serving the public interest.c 

Agree business corporations make too 
much profit.c

Agree there is too much power
concentrated in the hands of a few
big companies.c

Disagree the strength of this country
today is mostly based on the success of
American business.c

Estimated change with a one-percentage-
point increase in the unemployment rate
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Figure 7.2a  �  Do Attitudes Toward Business and Finance Sour?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix.
a. GSS, 1973 to 2010, 26 data points
b. GSS, 1975 to 2010, 24 data points.
c. Pew, 1987 to 2009, 14 data points.
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three of the four, we observe little or no impact of economic recessions 
(figure 7.2a and online appendix figures 7A.9 to 7A.12). The one for 
which shifts are apparent asks for responses to the statement “Business 
corporations generally strike a fair balance between profits and the pub-
lic.” Here we see a sizable increase in disagreement during and after the 
early-1990s and early‑2000s downturns. As of April 2009, however, the 
same was not true of the Great Recession. The particular characteristics 
and media portrayal of recessions are likely to have mattered here. The 
early-2000s recession, for instance, was identified with the collapse of 
the dot-com bubble and was followed by the Enron scandal. The Great 
Recession, by contrast, has been blamed primarily on large financial 
companies.

If public opinion toward business and finance has correlated only 
modestly with changes in unemployment (see figure 7.2a), is that be-
cause public opinion has shifted during recessions and then endured? 
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Figure 7.2b   �  Do Attitudes Toward Business and Finance Sour?

Source: Authors’ compilation, based on General Social Survey (National Opinion Research 
Center 2010).
Note: A: “Hardly any confidence in major companies.” Other response options: “A great 
deal”; “Only some.”
B: “Hardly any confidence in banks and financial institutions.” Other response options: “A 
great deal”; “Only some.” 
Gray bars represent recession periods.
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Do People Perceive Less Fairness,  
Less Opportunity, More Inequality?

Recessions bring poverty, inequality, opportunity, and justice into stark 
relief. Mass layoffs, empty store fronts, and stories in the media of lines 
at food banks are among the consequences of recessions that might 
heighten Americans’ perception of economic suffering. The GSS and 
Pew surveys have six items that help us to gauge shifts in attitudes about 
fairness, opportunity, and inequality.

Estimated change with a one-percentage-
point increase in the unemployment rate

Hardly any confidence in the executive 
branch of the federal government.a

Hardly any confidence in Congress.a 

Unfavorable opinion of Congress.b 

Disagree government is really run for the 
benefit of all the people.c

Disagree most elected officials care what 
care what people like me think.d

Agree elected officials in Washington 
lose touch with the people pretty quickly.d

Agree people like me don't have any say 
about what the government does.d

Disagree voting gives people like me some
say about how government runs things.e
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Figure 7.3a  �  Do Attitudes Toward Government Sour?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix.
a. GSS, 1973 to 2010, 26 data points
b. Pew, 1985 to 2010, 50 data points.
c. Pew, 1987 to 2009, 13 data points.
d. Pew, 1987 to 2009, 14 data points.
e. Pew, 1987 to 2009, 12 data points.
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Figure 7.4a reveals nontrivial responsiveness to recessions on three 
of the four items that ask about beliefs concerning fairness and oppor-
tunity. When the economy turns bad, more Americans tend to view 
hard work as a weak guarantee of success, to believe that success is  
determined by forces beyond our control, and to be pessimistic about 
their family’s likelihood of improving its living standards. However, 
the two questions on inequality offer a mixed story. The share of Ameri-
cans thinking the rich are getting richer and the poor, poorer seems to 
have been affected by recessions, whereas the share believing the coun-
try is more and more divided between the haves and the have-nots 
doesn’t.

Figure 7.4b offers a closer look at the trends for three of these survey 
items. It shows that in each of the five downturns since the early 1970s 
there has been an increase in the share of GSS respondents saying that 
people get ahead as a result of lucky breaks or help from others rather 
than from hard work. However, this rise is always small—five percent-
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Figure 7.3b  �  Do Attitudes Toward Government Sour?

Source: Authors’ compilation based on data from General Social Surveys (National Opin-
ion Research Center 2010).
Note: A: Hardly any confidence in the executive branch of the federal government. Other 
response options: “A great deal”; “Only some.”
B: Hardly any confidence in Congress. Other response options: “A great deal”; “Only 
some.”
Gray bars represent recession periods.
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age points or less. A GSS question included semiregularly since the late 
1980s more directly addresses people’s perceptions of economic oppor-
tunity, asking whether the respondent believes the statement “People 
like me and my family have a good chance of improving our standard of 
living.” This too is included in figure 7.4b. Here we do observe shifts 
during or shortly after each of the past three recessions, with the share 
disagreeing rising by five to ten percentage points. Following the early-
1990s and early-2000s recessions, however, the share returned to essen-
tially the pre-recession level.

Estimated change given a one-percentage-
point increase in the unemployment rate

People get ahead by lucky breaks or help 
from others as much or more than by hard
work.a

Agree hard work offers little guarantee of 
success.b

Agree success in life is pretty much 
determined by forces outside our
control.c

Disagree people like me and my family
have a good chance of improving our
standard of living.d

Agree today the rich just get richer while 
the poor get poorer.e

Agree American society is divided into the 
the haves and the have-nots.f
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Figure 7.4a  �  Do People Perceive Less Fairness, Less Opportunity, More 
Inequality?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix.
a. GSS, 1973 to 2010, 23 data points
b. Pew, 1987 to 2009, 13 data points.
c. Pew, 1987 to 2009, 12 data points.
d. GSS, 1987 to 2010, 10 data points.
e. Pew, 1987 to 2009, 14 data points.
f. Pew, 1987 to 2009, 13 data points.
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Between September 2007 (just before the Great Recession) and April 
2009 the share of respondents agreeing with the statement “American 
society is divided into the haves and the have-nots” fell by nearly fifteen 
percentage points (see figure 7.4b). This is surprising, given that both the 
media and policymakers have put a sizable portion of blame for the eco-
nomic crisis on overpaid bankers and financial players. Perhaps Ameri-
cans feel that the sharp declines in stock and home values have had a 
leveling effect.

What the survey data suggest, then, is that Americans have tended to 
view recessions as curtailing economic opportunity, but only temporar-
ily, and as having no enduring impact on economic justice or inequality.

There also are no significant differences across sociodemographic 
groups in reactions on these issues.
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Figure 7.4b  �  Do People Perceive Less Fairness, Less Opportunity, More 
Inequality?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009). 
Note: A: GSS: “People get ahead by lucky breaks or help from other people.” Other re-
sponse option: “Hard work.” 
B: GSS: “Disagree [that] people like me and my family have a good chance of improving 
our standard of living.” Other response option “Disagree.”
C: Pew: “Agree American society is divided into the haves and the have-nots.” Other re-
sponse option: “Disagree.”
Gray bars represent recession periods.
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Estimated change with a one-percentage-
point increase in the unemployment rate
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Disagree government regulation of
business usually does more harm than
good.a

Disagree the federal government should
run only those things that cannot be run 
at the local level.b

Disagree when something is run by the 
government it is usually inefficient and
wasteful.c

Disagree the federal government controls 
too much of our daily lives.c

Disagree we have gone too far in pushing 
equal rights in this country.c

Agree we should make every possible
effort to improve the position of blacks
and other minorities, even if it means
giving them preferential treatment.c

Agree our society should do what is
necessary to ensure that everyone has
an equal opportunity to succeed.c

Agree the government in Washington
should do everything to improve the
standard of living of all poor Americans.d

Spending on assistance to the poor is too 
little.a

Agree it is the responsibility of the 
government to take care of people who
can't take care of themselves.f

Figure 7.5a  �  What Do Americans Think Government Can and Should Do?
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sion periods; hence recessions are not likely to have much impact on 
attitudes among this group. A downturn that hits the middle class may 
well produce a shift in its attitudes, since during normal times this group 
tends to be less supportive of government regulation and management. 
Even while increasing their support for government intervention, though, 
middle-class victims of recessions may be no more inclined than usual to 
support enhanced help for the disadvantaged.

Another (not incompatible) possibility is that welfare reform in 1996 
and perhaps the economic boom in the second half of the 1990s altered 
the way Americans think about what is needed from government in bad 
economic times. Whereas formerly the default policy response was as-
sistance for the less fortunate, it may now have shifted to (temporary) 
government activism aimed at righting the economic ship.

Once again we observe few noteworthy differences across socio- 
demographic groups. One exception is that during the Great Recession 

Agree the government should help more 
needy people even if it means going
deeper in debt.g

Agree the government should guarantee 
every citizen enough to eat and a place to
sleep.g

Agree the government in Washington
ought to reduce the income differences
between the rich and the poor.h

−1·······  0····················2·····················4

−1··········0  ·················2·····················4

−1·······  0····················2·····················4

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix. 
a. Pew, 1987 to 2009, 11 data points
b. Pew, 1987 to 2009, 9 data points.
c. Pew, 1987 to 2009, 14 data points.
d. GSS, 1975 to 2010, 19 data points.
e. GSS, 1984 to 2010, 18 data points.
f. Pew, 1987 to 2009, 12 data points.
g. Pew, 1987 to 2009, 13 data points.
h. GSS, 1978 to 2010, 20 data points.

Figure 7.5a  �  (continued)

Estimated change with a one-percentage- 
point increase in the unemployment rate
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the share of African Americans favoring government action to reduce 
income differences has increased much more than among whites. This 
too may be an Obama effect rather than a product of the economic 
downturn.

Do Party Allegiances and  
Political Orientations Shift?

Economic recessions should tend to reduce support for the party in 
power and increase support for the other party. Whether such changes 
will endure is less obvious. The same considerations hold for the politi-
cal views of conservatism and liberalism, though any shifts in these 
deeper-seated orientations are likely to be smaller than for party alle-
giances. We examine standard survey measures of party identification 
and political orientation in the GSS and Pew surveys (see figure 7.6a).
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Figure 7.5b  �  What Do Americans Think Government Can and Should Do?

Source: Authors’ compilation based on data from General Social Surveys (National Opin-
ion Research Center 2010).
Note: A: “Disagree government regulation of business usually does more harm than 
good.” Other response options: “Agree completely”; “Agree mostly.”
B: “Disagree when something is run by the government it is usually inefficient and waste-
ful.” Other response options: “Agree completely”; “Agree mostly.”
Gray bars represent recession periods.
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In measuring party identification, both surveys offer seven choices to 
respondents. Those who respond “independent” are allowed to reclas-
sify themselves, if they wish, as “weak” identifiers with one of the two 
parties or as “leaning” toward one of them. We count the weak and lean-
ing identifiers as Democrat or Republican, rather than as independent 
(Keith et al. 1992; Sides 2009).

The over-time patterns for party identification and political orienta-
tion are shown in figures 7.6b and 7.6c, respectively. In figure 7.6b we 
combine the GSS and Pew data, using the GSS through early 2008 and 
Pew since then.

Whereas recent recessions seem to have had little impact on individual-
issue attitudes we have examined up to now, a case can be made that 
some recent recessions have had a lasting impact on both political views 
and party identification.  Figures 7.6b and 7.6c show that there were sig-
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Figure 7.5c  �  What Do Americans Think Government Can and Should Do?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: A: Pew: “Agree it is the responsibility of government to take care of the people who 
can’t take care of themselves.” Other response options: “Agree completely”; “Agree 
mostly.”
B: GSS: “Agree the government ought to reduce the income differences between the rich 
and the poor.”
Response options on a scale from 1 to 7. Gray bars represent recession periods.
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I think of/consider myself a Democrat.a

Estimated change with a one-percentage-
point increase in the unemployment rate
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My political views are liberal.b −1······  0·····················2·····················4

Figure 7.6a  �  Do Party Allegiances and Political Orientations Shift?

Source: Authors’ compilation based on General Social Surveys (National Opinion Research 
Center 2010) and Pew Research Center for the People and the Press (2009).
Note: Estimated change is from a regression of the survey response on the unemployment 
rate and a time variable; the data are monthly. For more details, see the online appendix.
a. GSS and Pew, 1972 to 2010, 51 data points.
b. GSS, 1974 to 2010, 26 data points.
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Figure 7.6b  �  Do Party Allegiances Shift?

Sources: Authors’ compilation based on General Social Survey (National Opinion Research 
Center 2010) 1972 to 2010; Pew Research Center for the People and the Press (2009) 2008 to 
2010.
Note: On a seven-point scale ranging from “strong Democrat” to “strong Republican.” 
Gray bars represent recession periods.
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nificant shifts from Democratic identification to Republican and from 
liberal to conservative following the early-1970s and early-1980s reces-
sions. Arguably these movements were causally connected (Kenworthy 
et al. 2007). The recession of the early 1970s, coupled with the ensuing 
period of stagflation, contributed to growing disenchantment with the 
Democratic Party, which had dominated American politics since the 
1930s. Republicans argued that the Democrats had overreached and that 
liberal policies had gone too far. Ronald Reagan pressed this argument 
as a presidential candidate in 1979 and 1980, and as president he attrib-
uted the early-1980s recession to the same cause. These shifts in party 
identification and political orientations surely were products of a num-
ber of factors, but the recessions very likely contributed.

Conversely, the early-1990s downturn, occurring after more than a de-
cade of Republican occupation of the White House, may have contributed 
to ending the rise in Republican identification. Around the same time 
there were two important foreign policy successes under Republican 
presidents that should have boosted their popularity: the collapse of the 
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Figure 7.6c  �  Do Political Orientations Shift?

Source: Authors’ compilation based on data from General Social Surveys (National Opin-
ion Research Center 2010).
Note: On a seven-point scale ranging from “extremely liberal” to “extremely conserva-
tive.” Gray bars represent recession periods.
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the timing of this reversal is generally consistent with the hypothesis 
that people are responding to the recession by curtailing or postponing 
births.1

Moving to earlier periods, figure 8.1 shows the effects of previous re-
cessions on fertility. As in other chapters we show recession periods by 
shaded rectangles where the width of the rectangle indexes each reces-
sion’s duration. Using the TFR as the key fertility measure to assess the 
effects of these prior recessions, note that the TFR consistently responds 
to recessions by downward deflections of the fertility trend (that is, by 
reversing an upward trend or, as in the case of the 1990, halting the in-
crease). 

But note that the TFR change is modest in response to both recessions 
and most other factors in the post-1975 period. The TFR has varied in a 
relatively narrow range, from about 1.75 to 2.1. The lower TFR rates prior 
to 1990 reflect pervasive postponement of childbearing that is less dra-
matic in recent years; controlling for this pervasive postponement would 
raise fertility to replacement levels (a TFR of approximately 2.1) across 
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Figure 8.1  �  The First Drop in Fertility Rate Since 2003

Source: Authors’ compilation based on data from the National Center for Health Statistics (Martin 
et al. 2010; Hamilton, Martin, and Ventura 2010a, 2010b).
Note: The vertical bars shaded gray show recession periods. The vertical bars outlined by dotted 
border show a nine-month lag to the recession period.
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almost all of the 1975-to-2006 period (see Bongaarts and Feeney 1998). 
Compared to the dramatic shifts earlier in the century, the changes asso-
ciated with recent recessions (shown in figure 8.1) are modest. For ex-
ample, the TFR changed by over one birth in response to the Great De-
pression (decline), the baby boom (increase), and the baby bust (decline; 
see Morgan 1996 for data). In comparison the TFR only declined by about 
0.1 in response to the most recent recessions (about 5 percent). The 2001 
recession was associated with a 2 percent decline in the TFR. Taken all 
together the evidence consistently points to a modest 2 to 5 percent de-
cline in fertility associated with the initial stages of the Great Recession.

Of course, it is difficult to conclude that a simple 2008 reversal in fer-
tility rates is truly a response to the recession, no matter how suggestive 
the timing. We must look for other ways to test whether the observed 
declines are sensitive to changes in economic conditions (or perceptions 
thereof). Figure 8.2 provides the first piece of evidence—a focus on 
monthly levels of the GFR compared to the unemployment rate nine 
months earlier. Changes in these indicators show a clear inverse associa-
tion; increases in unemployment (a near doubling from roughly 4.5 to 9 
percent) are associated with fertility declines of approximately 5 percent 

G
en

er
al

 F
er

til
ity

 R
at

e
72

70

68

66

64

62

Pe
rc

en
t U

ne
m

pl
oy

ed
(la

gg
ed

 n
in

e 
m

on
th

s)

10

9

8

7

6

5

4

3
Jan.
2007

Jul.
2007

Jan.
2008

Jul.
2008

Jan.
2009

Jul.
2009

General fertility rate
Unemployment

Figure 8.2  �  Trends in Fertility and Unemployment

Source: Authors’ compilation based on data from U.S. Bureau of Labor Statistics (2011a) and the 
National Center for Health Statistics (Martin et al. 2010; Hamilton, Martin, and Ventura 2010a, 
2010b).
Note: Figure shows the general fertility rate published by the National Center for Health Statistics 
in their monthly National Vital Statistics Report and the official unemployment rate from the Bu-
reau of Labor Statistics (lagged nine months).
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(2006, 2009) show strong associations between state-level measures of 
the TFR and the percentage of citizens who voted for Democratic versus 
Republican presidential candidates. For instance, using data for 2000, 
the state-level correlation of the TFR and the percentage voting for Bush 
in 2000 was +0.78 (Lesthaeghe and Neidert 2006, figure 8.8); fertility is 
substantially higher in red states. So, do red and blue states vary in their 
response to the Great Recession? This question has broad and important 
implications. For example, is the behavioral response to a recession 
caused or perpetuated by a set of material circumstances or by a percep-
tual frame that interprets these material conditions as problematic or 
threatening? The most reasonable answer is that these two factors inter-
act to produce a response to the Great Recession (see Sewell 1992, 2005). 
A community of individuals, through a process of interaction and com-
munication, mutually construct a recession from material conditions 
and shared perceptual frames. We know that economic downturns occur 
periodically; our observations, experiences, media accounts, and official 
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Source: Authors’ compilation based on data from the U.S. Bureau of Labor Statistics (2011a) 
and the National Center for Health Statistics (Martin et al. 2010; Hamilton, Martin, and 
Ventura 2010a, 2010b).
Note: The fertility ratio is the ratio of the general fertility rates for 2009 and 2007, as re-
ported by the National Center for Health Statistics. Values less that 1.00 indicate lower 
fertility in 2009, and values greater than 1.00 indicate higher fertility in 2009. The unem-
ployment ratio is the ratio of the unemployment rates from June of 2009 and 2007, as cal-
culated from the Current Population Survey. Values greater than 1.00 indicate higher un-
employment in 2009 than in 2007. 
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vere in red states. In figure 8.4 we show that across all states a doubling 
of the unemployment rate lowers fertility by an average of .025 (or 2.5%). 
In comparison, the reddest state, Wyoming, has an effect approximately 
50 percent larger. This model predicts that the bluest state, Vermont, will 
have no fertility decline. These precise predictions (expected values for 
particular cases) are only meant to be illustrative; the broader conclusion 
is that partisan perceptions seem to condition the effects of the recession 
on fertility, at least in the recession’s earliest stages. To repeat our sub-
stantive conclusion: the fertility of those in blue states was less affected 
by a given severity of the recession; we suggest that this is because of 
their populations’ greater optimism regarding the recession: that it 
would be of modest duration and severity and the recovery would be 
robust. 

This narrative is consistent with these data, and so are many other 
stories that we or others could develop.9 Why believe this one? S. Philip 
Morgan’s collaborators can attest that Morgan predicted this scenario 
prior to looking at the data, drawing on personal experiences of Repub-
lican versus Democratic responses to the Great Recession at—yes—a 
family event! The perceptual biases reflected in the coverage of contem-
porary events by MSNBC and Fox News are striking. So this hypothesis, 
though arising partly from personal experience, is a “real test” based on 
full national data and is not a post-hoc rationalization. 

Recent survey data also provide evidence that supports these claims 
(Gallup 2010). Specifically, survey data show a blue-red difference in 
perceptions of the Great Recession. We found these survey results fol-
lowing the tests just described, and they provide powerful evidence of 

Table 8.1  �R  ecession Effects by State Voting Pattern (Blue Versus Red)

Selected State
Observed Voting 

Pattern
Predicted Recession 

Effect

Wyoming 0.50 –0.05
Arkansas 0.75 –0.04
North Carolina 1.00 –0.03
Minnesota 1.25 –0.02
California 1.50 –0.01
Vermont 2.20 0.01

Source: See online appendix 8A.1 for source details.
Note: The observed voting pattern is the proportion voting for Barack Obama divided by 
the proportion voting for John McCain in the November 2008 presidential election. The 
predicted recession effect is the percent change in fertility that results from a doubling  
of the unemployment rate. See online appendix 8A.1 (http://www.russellsage.org/great 
recession_onlineppendix.pdf for full details of analysis. 
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Marriage, Divorce, and Cohabitation

The recession might also influence people’s likelihoods of getting mar-
ried. One could imagine either greater or fewer numbers of couples de-
ciding to tie the knot. On the one hand, marriages can be costly affairs, 
such that couples may defer getting married if they plan on having a 
relatively costly wedding. Also, if financial strains disrupt relationships 
and cause more tension and fighting in relationships, couples might also 
defer marriages. Research shows that one of the most consistent and ro-
bust predictors of marriage is men’s employment and economic poten-
tial (Smock and Manning 1997; Sweeney 2002; Xie et al. 2003; Sobotka, 
Skirbekk, and Philpov 2010). In many samples covering many time peri-
ods, those who are employed and who demonstrate greater economic 
potential have been shown to be more likely to enter into marriage. 
Thus, in times of economic uncertainty such as a recession, we might 
expect the number of marriages entered into to decline. On the flip side, 
getting married confers some tax benefits to couples and also allows 
couples to create so-called “economies of scale,” for two can live together 
more cheaply than each alone. So entering into marriages might increase 
during recessions.

What do the data show? Figure 8.6 shows the marriage rate since 
1998. Since the start of the Great Recession, the marriage rate has de-
clined, but that rate was already declining prior to the recession. Con-
trary to some accounts in the media, there seems to be no major inflexion 
of the trend in the Great Depression “window” (shaded area in figure). 
This result indicates that neither of these scenarios seems to be playing 
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creases in cohabiting relationships during the recession are risky. To 
date, research on this topic is virtually nonexistent, perhaps because of 
the recentness of the secular rise in cohabiting relationships and the rela-
tive scarcity of good time series data on entries into and exits from co-
habiting unions. A full analysis of how such entries and exits vary with 
the business cycle is beyond the scope of this chapter, but we are able to 
provide a glimpse of how cohabitation levels are changing, or not chang-
ing, in the current downturn.

Figure 8.6 shows trends from the Current Population Survey in the 
percentage of people living with an unmarried partner (right axis) from 
1998 to 2009. The observed increase in cohabitation would at least partly 
offset the decline in marriage documented above (also see Bumpass, 
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Figure 8.6  �A  pparent Lack of Recession’s Effect on Marriage Rate, Divorce Rate, 
and Proportion of Those Age Sixteen and Older Cohabiting

Source: Authors’ compilation, based on National Center for Health Statistics (1998–2009) and U.S. 
Bureau of Labor Statistics (2011b).
Notes: The marriage (divorce) rate is the number of marriages (divorces) per 1,000 total population. 
The estimates shown here are provisional estimates published by the National Center for Health 
Statistics in their monthly National Vital Statistics Report. Each point represents the average of the 
marriage (divorce) rates for all twelve months in each year.  The cohabitation rate is the proportion 
of people age sixteen and older living with unmarried partners. Estimates are based on the monthly 
Current Population Survey. Anyone who is either a household head with an unmarried partner in 
the household or an unmarried partner of the household head is counted as “cohabiting.”  (If nei-
ther partner in a cohabiting couple is the household head, then they are not included in the mea-
sure.)  We calculated the proportion cohabiting each month and then averaged the monthly esti-
mates for twelve months, from January to December of each year. 
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years to estimate the effects of background factors (race and ethnicity, 
gender, and education) for the four age and marital status groups. We 
were looking for evidence of differential change and sought to deter-
mine whether these differential patterns are consistent with expecta-
tions, given the assumed role of the Great Recession. Specifically, it is 
usually assumed that rising unemployment and other aspects of a reces-
sion affect the more vulnerable—lower socioeconomic—groups most. 
But for those under thirty-five, the Great Recession increased unemploy-
ment rates at all educational levels and for all racial and ethnic groups 
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Figure 8.7  �  Proportion of Population Living with Their Parents, by Age and 
Marital Status

Source: Authors’ compilation based on data from U.S. Bureau of Labor Statistics (2011b).
Notes: Estimates are calculated from the basic monthly Current Population Survey con-
ducted by the U.S. Bureau of Labor Statistics (1998–2009). In the Current Population Sur-
vey, each household has a designated reference person, which is someone whose name is 
on the lease or deed. This figure shows the proportion of nineteen-to-twenty-four-year-olds 
(logged) who are the children or grandchildren of the reference person. We calculated the 
proportion for each month and then averaged the monthly estimates for March through 
September. 
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Figure 9.1  �N  et Income Replacement in the First Year After Job Loss in 
Twenty-one Countries, 2005a

Source: Authors’ calculations, based on data from Organisation for Economic Co-operation 
and Development (2007).
a. Average replacement rate of workers earning the national average wage in four types of 
family situations: single and married, with and without children. The estimates reflect in-
come replacement during the first six months after job loss.
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Figures 9.2  �N  et Income Replacement in the First Five Years After Job Loss 
in Twenty-one Countries, 2005a

Source: Authors’ calculations, based on data from Organisation for Economic Co-operation 
and Development (2007).
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sures of real per capita income as well as the trend in real per capita 
consumption expenditures. The first income measure shows the trend in 
gross private income, that is, total pre-tax private personal income, ex-
cluding government social benefits. This measure includes gross wage 
and salary income; the profits of farms and small businesses; and inter-
est, dividend, royalty, and rent payments (in other words, all the pre-tax 
private income received by U.S. households). The second income mea-
sure subtracts the current income and payroll taxes paid by households 
but adds the government social benefits they receive, including Social 
Security, Medicare and Medicaid benefits, unemployment compensa-
tion, and means-tested income payments. The effects of the deep reces-
sion can be clearly seen in the sharp decline of gross private income after 
the first quarter of 2008. By the first quarter of 2010, per capita private 
income was 7.6 percent below what it had been at the end of the previ-
ous economic expansion. Because of automatic stabilizers and the stimu-
lus packages, however, the trend in disposable personal income differs 
markedly from the trend in private income. Per capita disposable in-
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come hardly declined at all in any quarter after the onset of the reces-
sion. The extraordinary stability of disposable income in the face of steep 
losses in private income is a testament to the powerful effect of auto-
matic stabilizers and the stimulus packages on the after-tax incomes of 
U.S. households. 

A third income line in figure 9.5 shows what the trend in disposable 
personal income would have been in the absence of the tax cuts and ben-
efit improvements that were authorized by the 2008-to-2010 stimulus 
packages. This estimate is obtained by subtracting the net income gains 
that households obtained as a result of the tax cuts and benefit hikes au-
thorized by the stimulus laws. In the first quarter of 2010, for example, 
our estimates imply that absent the stimulus, real disposable personal 
income would have been lower than pre-recession disposable income by 
2.6 percent.5 Because households received larger transfers and paid 
lower taxes as a result of the stimulus laws, their actual disposable in-
comes were only 0.2 percent lower than their pre-recession incomes.

Note that our estimate of the impact of the stimulus on disposable 
income understates its full effect. Our calculations assume households’ 
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Figure 9.6 shows the allocation of resources in the ARRA in these 
three broad categories, and it further divides the budget totals between 
two periods, 2009 to 2010 and 2011 to 2019. In much of the discussion up 
to now we have emphasized the time-limited nature of many of Con-
gress’s actions. In the case of the ARRA, most tax concessions were lim-
ited to the tax years 2009 and 2010. Nearly all the transfer program ben-
efit increases in ARRA were scheduled to terminate by the end of 2010.6 
Even counting the extensions in tax cuts and unemployment benefit 
hikes enacted in 2010, all the benefit increases and tax cuts are expected 
to be phased out in 2011 or 2012. Nonetheless, a surprisingly large per-
centage of the total costs of the ARRA package will be incurred after 
2010. An overwhelming fraction of the late-period costs of ARRA are for 
infrastructure and technology investment projects. In the case of tax con-
cessions, benefit increases, and state fiscal relief packages, it is straight-
forward for the federal government to start spending and to stop it. It is 
much harder to obtain worthwhile results from an investment in infra-
structure or a research and development project if the government is 
committed to obtaining results within a very short period of time. It 

Bi
lli

on
s o

f D
ol

la
rs

 (2
01

1)

700

600

500

400

300

200

100

0
2009 to 2010 2011 to 2019

Fiscal Year

Fiscal relief for state governments
Direct income assistance and services
to households
Infrastructure and technology
investment

$129

$390

$65

$46 $22

$141

Figure 9.6  �  Predicted Stimulus Spending Under the American Recovery 
and Reinvestment Act, 2009 to 2019

Source: Authors’ calculations based on Elmendorf (2009).



278      The Great Recession

takes time to plan a well-designed project and even more time to as-
semble and carefully manage the resources needed to complete it. A rule 
of thumb is that only one-quarter of spending on an infrastructure proj-
ect occurs within its first year. Indeed, this is one of the traditional argu-
ments against infrastructure as economic stimulus. In the 2008-to-2009 
recession, however, this argument was weakened by policymakers’ ex-
pectation that the downturn would be severe and long-lasting.

The different time horizons of the three kinds of stimulus activities 
are plain in figure 9.7. It shows predicted stimulus spending in the years 
between 2009 and 2015 measured as a percentage of the U.S. Congres-
sional Budget Office’s estimate of potential GDP in those years (U.S. 
Congressional Budget Office 2009). At the peak of the funding autho-
rized by the ARRA, in fiscal year 2010, total spending was expected to be 
slightly more than 2.5 percent of potential GDP. Only a small portion of 
the funds in that year were to be spent on infrastructure or research and 
development projects. An overwhelming share was devoted to direct in-
come assistance and to state fiscal relief. The funding for infrastructure 
and research and development projects will be spread fairly evenly over 
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growth coming from increases in the number of insured children (Kaiser 
Family Foundation, Kaiser Commission on Medicaid and the Uninsured 
2010, 2011). Enrollment also climbed in K–12 and public postsecondary 
institutions, especially community colleges. The result was massive state 
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strong demand for places in entering classes throughout the recession. 
In fall 2009, almost two years after the recession began, college enroll-
ment rates of new high school graduates reached a record high (U.S. Bu-
reau of Labor Statistics 2010a). Community college enrollments in-
creased 17 percent between fall 2007 and fall 2009, and they increased 
another 3 percent in fall 2010 (Phillippe and Mullin 2011). School enroll-
ment data published by the Census Bureau show accelerated growth in 
enrollment rates between 2007 and 2009 for every age group past age 
seventeen. The gains were particularly impressive for young adults be-
tween age eighteen and twenty-four.9 The ARRA provisions that helped 
Americans pay for college and helped fund states’ higher-education 
budgets evidently strengthened both demand for and supply of postsec-
ondary schooling.

The most tangible sign of a payoff from the government’s stimulus 
program was the comparative strength in consumer spending. The se-
verity of the recession caused private incomes to plunge (see figure 9.5). 
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Estimates in giving to each subsector are derived from the method 
used to determine individual levels of giving. The estimate is based on 
the projected change in giving based on personal income, the S&P 500 
index, lagged giving from previous years, and previous subsector contri-
butions. The estimate is then combined with the previous year’s data to 
determine the 2009 total estimated giving per subsector. Taken together, 
the Giving USA data provide the most comprehensive and reliable data 
available on long-term trends in charitable giving. Though individual 
assumptions used to generate estimates may be debated, these data nev-
ertheless represent the most accurate picture of changes over time in 
overall giving, giving by source, and giving by recipient type. We turn to 
these results now.

Trends in Overall Giving

The economic downturn of 2008 has given rise to one of the largest year-
over-year declines in charitable giving since the late 1960s (see figure 
10.1). Total giving in 2008 fell by 7 percent in inflation-adjusted dollars, 
from $326.57 billion to $303.76 billion. In 2009, things got yet worse, with 
charitable giving dropping another 6.2 percent, to approximately $284.85 
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Source: Authors’ compilation based on data from Giving USA Foundation (2010).
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billion. Estimated giving in 2010 was $290.89 billion, a modest uptick 
reflecting, we suspect, a modestly improved economy. Overall, charita-
ble giving has dropped 4.2 percent between 2008 and 2010. Despite this 
drop, charitable giving remains at extraordinarily and historically high 
levels, with only 2005 to 2007 showing higher levels of overall giving.

Such a large reduction might not indicate that Americans are giving a 
smaller proportion of their income than they used to. Can this reduction 
in giving be understood as merely reflecting the economic decline and 
hence the smaller amount of money that is available for charitable pur-
poses? Are we giving the same proportion of (declining) GDP to chari-
table causes? 

The answer is a resounding “almost.” Giving as a percentage of GDP 
has fallen only slightly in the last year, declining from 2.1 percent in 2008 
to 2.0 percent in both 2009 and 2010, declining from an all-time high of 
2.3 percent in 2005 (see figure 10.2). Thus, the recent decline in absolute 
giving is tracking overall downward trends in the broader economy. Fig-
ure 10.2 shows that total charitable giving as a percentage of GDP has 
fluctuated within a relatively narrow band, from 1.7 percent to 2.3 per-
cent, over the past forty years. Although not shown here, the stability of 
relative giving levels is further indicated by trends in charitable dona-
tions as a percentage of either individual disposable income or essential 
personal outlays. In both cases, there is little or no change over the past 
two years, again suggesting that declines in giving are attributable to 
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The decline up to 2009 extends a trend that has played out since the 
major spike in donations following the Indian Ocean tsunami in 2004. 

Although giving by foundations inched upward from 2007 to 2008, 
foundation giving dropped by 2.4 percent in 2009 and continued an es-
timated modest decline of 1.8 percent in 2010. Foundation spending is 
governed by strict payout and operating rules that typically reflect 
changes in market conditions across multiple years rather than an im-
mediate reaction to developments in any single year. Although such av-
eraging formulas likely served to protect against a sudden drop in 2008, 
they offered less protection as the downturn protracted into 2009. As we 
show later, many of the nonprofits relying on foundation funding have 
found 2009 to be even more challenging than 2008, which is consistent 
with the portrait painted by the Giving USA data. The Foundation Cen-
ter has noted that things could have been much worse in 2009 if not for 
the Bill & Melinda Gates Foundation increasing its giving to cope with 
the recession, and for other foundations slashing their operating funds 
in order to maintain as high giving levels as possible. 

While foundation funding dropped in 2009, some research suggests 
that foundations also shifted strategy as the recession deepened, and in 
ways that intelligently directed resources to areas hardest hit by the cri-
sis (see Preston 2010). Douglas Holtz-Eakin, the former director of the 
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Congressional Budget Office, and Cameron Smith, harnessing data 
from a sample of 2,672 foundation grants made between 2008 and 2010, 
found that in 2009 and 2010 foundations directed a greater proportion 
of their grants to areas with high levels of unemployment and high lev-
els of mortgage delinquency rates (Holtz-Eakin and Smith 2010). For 
example, in 2008, 563 grants totaling $126 million went to low-unem-
ployment states, while high-unemployment states received only 422 
grants worth $29.9 million. But in 2009 the pattern reversed, with high-
unemployment states receiving 803 grants worth $200 million and low-
unemployment states receiving 706 grants worth $112 million. In gen-
eral, as the recession deepened, states and localities with larger problems 
began receiving a larger share of foundation funding, suggesting a cer-
tain level of adaptiveness among American foundations (Preston 2010).

It appears that charities are also being hurt by reduced giving from 
cash-strapped state and local governments. According to a recent report 
by the National Council of Nonprofits (2010) that examined state and 
local budget trends, governments are increasingly cutting programs 
similar to programs that nonprofits run and expecting nonprofits to 
pick up the slack, withholding contract payments for services already 
rendered by nonprofits, and imposing new fees and taxes on nonprofits 
that further drain these nonprofits’ operating funds. Thus, in addition 
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to receiving less from all forms of donors, nonprofits are also being chal-
lenged by the actions of strapped state and local governments.

Have All Recipients Been Equally  
Harmed by the Recession? 

So far, we have seen that giving has dropped across the board from all 
sources, but we can also look at whether all types of recipients have ex-
perienced comparable declines in funding. In other words, are some 
types of recipient organizations more protected than others in recession-
ary times? Figures 10.5, 10.6, and 10.7 show that seven out of nine sub-
sectors tracked by the Giving USA Foundation (2010) saw declines in 
funds raised between 2007 and 2008. As can be seen in figure 10.5, giving 
to health-related organizations (hospitals, clinics, and other institutions) 
fell 10 percent from the previous year, to $21.55 billion, before rebound-
ing a bit in 2009. Donations to arts and humanities organizations also 
saw a decline of 10 percent, to $12.59 billion, and fell a more modest 2 
percent in 2009. Contributions to environment and animal-welfare and 
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in our sample was able to provide roughly 4.87 million additional meals 
in 2009 thanks to increased levels of contributions.

The Great Recession  
Versus Prior Downturns

It is perhaps unsurprising that overall giving levels have declined dur-
ing the current recession. Have these declines been more or less extreme 
than those experienced in past severe economic downturns? One way to 
approach this question is to look at what happened during the greatest 
economic collapse in modern American history, the Great Depression. In 
1950, in Philanthropic Giving, a pioneering study of philanthropy, Frank 
Emerson Andrews (1950) published data on philanthropic giving by liv-
ing donors from 1929 to 1949 (Andrews was the director of publications 
at the Russell Sage Foundation). This compilation helped shed light on 
the question of earlier giving patterns. Though the data must be inter-
preted with caution given changes in income tax reporting over this pe-
riod, Andrews shows that giving dropped substantially during the early 
years of the Great Depression before recovering as the economy exited 
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Figure 10.8  �  The Surge in Total Food Bank Donations in Forty of the 
Largest U.S. Cities, 2009
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recession, only to fall again as the country experienced a “double dip” in 
1937 (Andrews 1950). Giving also declined in the economic slump after 
1973, following the economic crisis spurred by the food and oil crises of 
that year. On the flip side, neither the severe recession of the early 1980s 
nor the milder recession of the early 1990s led to dips in giving, but dips 
in giving followed the Savings and Loan crisis in the late 1980s and the 
recession of the early 2000s. In general, then, it appears that charitable 
giving does contract substantially in recessionary years, especially in re-
cessions generated by large shocks to the economy and the market.

Figure 10.9 provides a closer look at three severe downturns in the 
economy: 1930 (following the stock market crash of 1929 that sent the 
United States into the Great Depression), 1974 (following the food and 
oil shocks of 1973), and 2008 (following the turmoil generated by the 
subprime mortgage crisis and near collapse of the financial industry). In 
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