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HOW MUCH MORE CAN AMERICAN FAMILIES
BE SQUEEZED BY STAGNANT WAGES, SKY-
ROCKETING HOUSEHOLD COSTS, AND FALL-
ING HOME PRICES?

WEDNESDAY, JULY 23, 2008

CONGRESS OF THE UNITED STATES,
JOINT EcoNoMIC COMMITTEE,
Washington, DC.

The committee met at 10:00 a.m. in room 608 of the Dirksen
Senate Office Building, The Honorable Charles E. Schumer, Chair-
man, presiding.

Senators present: The Honorable Amy Klobuchar and Robert
P. Casey, Jr.

Representatives present: The Honorable Carolyn B. Maloney,
Maurice D. Hinchey, Lloyd Doggett and Jim Saxton.

Staff present: Christina Baumgardner, Heather Boushey, Nate
Brustein, Stephanie Dreyer, Tamara Fucile, Nan Gibson, Colleen
Healy, Israel Klein, Ted Boll, Chris Frenze, Tyler Kurtz, Rachel
Greszler and Jeff Wrase.

OPENING STATEMENT OF HON. CHARLES E. SCHUMER,
CHAIRMAN, A U.S. SENATOR FROM NEW YORK

Chairman Schumer. The Committee will come to order. I
apologize to the witnesses and my colleagues for being late.

Let’s begin. Now, before I read my opening statement on this
very important topic, the middle class squeeze, I've been asked to
just say a few words, because the President lifted his veto threat
on the Housing Bill.

That is good news. It comes at last. The bottom line is, the Presi-
ilent had no choice, but it’s better that he did it sooner, rather than
ater.

He had no choice, because his own Treasury Secretary proposed
remedies for Fannie and Freddie, which are at the heart of the
housing dilemma and the mortgage market, and to have vetoed
that would have said, I don’t give a hoot about the economy or even
what my Treasury Secretary thinks about the economy, and he
couldn’t have done that.

But it is good that he came off the sort of ideological horse that
you shouldn’t spend any money on CDBG. On the merits, CDGB
1s needed.

We have large numbers of vacant homes in cities and suburbs
throughout America, and for the CDBG funding to allow localities
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to buy these homes will help put a floor on the housing market
that would be much worse without it.

So, the CDBG component of this proposal is every bit as essential
as any of the others, and simply an aversion to government pro-
grams, no matter what, shouldn’t get in the way of us trying to re-
cover from the housing crisis that we have.

So we welcome the President’s dropping of his veto threat, and
hopefully, finally, he will get off his ideological high horse and
come work with us to solve this problem, because that’s what we’re
trying to do.

Okay, I'll let Jimmy say a few words on the other side on this,
or anyone who wants to, on this issue, as well.

Now, let’s talk about the issue at hand, which is the fundamental
issue plaguing our economy, and that is the middle class squeeze.
We convene today’s Joint Economic Committee hearing to examine
this tightening middle class squeeze, the serious impact of rising
household costs and stagnant wages and a slumping economy, and
we’re very fortunate to have a distinguished panel of experts to dis-
cuss the strangle-hold these tough times have on middle class
households.

There’s a silent cry going out as middle class families gather
around the dinner table Friday night after dinner and talk about
how they are ever going to pay their ballooning bills.

Middle class families are the engine of our economy, but their
earning power and economic security has declined significantly in
the last seven years. It declined during the times of prosperity, and
now it’s declining even further during times of recession.

What are most American families talking about around their din-
ner tables? They're talking about gas prices, which have more than
doubled since 2001. They’re talking about how much more their su-
permarket trip costs each week, or how theyre paying so much
more for college tuition or childcare or healthcare, and they’re say-
ing that their wages, their salaries, have not kept up with these
increasing prices, in a way that they haven’t seen and the Amer-
ican economy hasn’t seen over the long term since World War II.

We have worked on many of these issues in the last year, and
here at the Joint Economic Committee, we’ve been holding hear-
ings on rising food prices, the energy crisis, unemployment, the eco-
nomic costs of the Iraq War, and countless other kitchen table
issues facing the American middle class.

And what we've learned is that all of these problems are serious,
all affect real people every day. We had a baker from Long Island
talk about rising wheat prices and dwindling profit margins for his
small business.

We've heard from folks who have firsthand experience with the
subprime mortgage mess, and have seen the rash of foreclosures in
Slavic Village in Cleveland, and we've had Veterans testify to the
serious economic and health consequences of the War in Iraq.

I can tell you one thing that Americans are not doing: Americans
are not whining about the mental recession they’re experiencing, as
John McCain’s top economic advisor, former Senator Phil Gramm,
might have you believe.

This year’s Republican Presidential campaign isn’t the only place
to find questionable economic commentary. Just last week, Presi-
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dent Bush said, “I'm not an economist, but I do believe that we're
growing. I can remember this press conference here, where people
yelling recession this, recession that, as if you’re economists.”

“And I'm an optimist,” the President said, “I believe there’s posi-
tive things for our economy.”

This is the same President who was caught by surprise when he
was asked about predictions of $4 gas. He said, “That’s interesting;
I haven’t heard about it.”

And, you know, the comments of Phil Gramm about whining, re-
mind me of the interchange my wife had with a very wealthy, very
conservative friend of ours, who inherited a load of money. And he
talked about freedom, how he wanted freedom to do whatever he
wanted.

And my wife said to him, in front of his wife and children, said,
sir—said his name, but I don’t want to give it here—come back and
talk to me about freedom after you live on $60,000 a year for two
years and your kid is sick and you can’t afford the health bills.
Then you come back and talk to me about freedom.

And that says it all. The middle class, the solid middle class that
has marched forward since World War II, is now having the most
serious trouble that they have faced, and that’s what our panel is
going to explore.

And Americans hear President Bush, and, frankly, Senator
McCain, address serious economic issues and it’s like they’re on a
different planet. It’s like they’re that friend of ours, talking about
freedom, when he’s worth multi millions of dollars.

It’s no wonder that American families today are feeling increas-
ingly anxious about their jobs, their wages, and their economic se-
curity, because every day we learn bad news about the economy,
and I have a whole bunch of statistics here, which I'm just going
to ask to be added to the record, so we can move on.

Now, we're in danger for the first time, of seeing the economy—
now, for the first time, we’re seeing danger in the economy on both
sides: Growth is too slow, and inflation is too high.

And who’s squeezed in the middle? Once again, the middle class.
So it isn’t time for us to throw up our hands and say forget it; it
isn’t time to attach ourselves to some ideological nostrum like, oh,
government is to blame, or freedom for all.

In fact, your testimonies, while shedding light on the difficult
economic times at hand for most American families, suggests we
can do better. Of course, we need freedom, but we need other
things, as well, and that’s what America’s all about.

[The prepared statement of the Honorable Charles E. Schumer
follows in Submissions for the Record on page 38.]

Chairman Schumer. I'm now happy to turn to the Ranking Re-
publican, Jim Saxton, from New Jersey, for an opening statement,
and he will be followed by Vice Chair Maloney, who just released
a terrific JEC report on Women in the Recession, and I'm going to
encourage—I will encourage all members to make brief opening
statements here. Senator Sanders asked if he could sit in on this
hearing, even though he’s not a member of the Committee, and
he’ll have the opportunity to ask questions, as well.

Ranking Member Saxton.
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OPENING STATEMENT OF HON. JIM SAXTON, RANKING
MINORITY, A U.S. REPRESENTATIVE FROM NEW JERSEY

Representative Saxton. Mr. Chairman, thank you. It’s a pleas-
ure to join in welcoming the panel of witnesses before us today.
Thank you all for being here. We are concerned about the increases
in (iche cost of living to threaten to erode the American living stand-
ards.

I just returned from a weekend at home, and as I talked to my
constituents in New Jersey, it won’t surprise anyone here, that the
number one thing on their mind, is the high cost of gasoline and
other petroleum products.

This year, the oil price has risen 40 percent so far, with further
price increases a distinct possibility.

These higher energy costs leave families with less money to cover
their expenses, such as food. Of course, rising food prices also re-
flect higher costs for fertilizer, transportation, packaging, and the
impact of our ethanol tariff, among other things.

As a first step, Congress might look at repealing the ethanol tar-
iff. It would help all Americans, and also seek to produce more en-
ergy here in the United States.

With gasoline prices and food prices soaring, it’s no wonder that
income and wages, adjusted for the cost of living, are staggering.
Unfortunately, Congress has done little, except to pass more farm
subsidies, which actually increase the price of food, because farm
subsidies pay farmers not to produce food.

As supplies remain stable and demand increases, food prices go
up. Many American families are experiencing economic stress, due
to high energy and food prices, but Congress is not acting to ad-
dress their concerns, either.

On household income there are a number of different measures
of household income and different ways to interpret them. The non-
partisan Congressional Budget Office, CBO, of course, publishes a
comprehensive measure of household income trends, as well as
taxes.

I recently asked the CBO to supplement these data, by providing
a measure of real median after-tax household income. This is after
tax. The most recent year available for CBO, is 2005, and this
measure shows a gain of 5.3 percent since 2000, and 26 percent
since 1980.

In 2005, the level of after-tax median household income, is
$55,900, including various benefits, as well as the effects of tax
changes. The moderate increase since 2000, does not mean that
many families are not experiencing hardship, but it does put per-
spective into the other data.

It’s also important to recall that there’s quite a lot of income mo-
bility in the economy. A recent Treasury study on income mobility,
found that the median income of all taxpayers, increased by 24 per-
cent between 1996 and 2005, after adjustment for inflation.

Other measures of income show less positive results. The ref-
erence period chosen, can be important.

For example, Census Bureau data can be used to suggest that
median income began to stagnate between 2000 and 2006, however,
the stagnation in this measure, actually started in the 1999-2000
period.
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In other words, the trend started during the last year of the Clin-
ton Administration, and not for the first year of the Bush Adminis-
tration.

Neither Administration had much to do with causing it, but
those unaware of the facts, might think the trend was triggered by
the current Administration’s economic policies, when actually they
started during the last year of the Clinton Administration.

Another issue that often arises, is the increase in income in-
equality and suggestions that this worsened significantly in recent
years. However, the CBO data show that inequality rose rapidly
during the 1990s. For example, between 1992 and 2000, the income
share of the top one percent surged from 12.3 percent to 17.8 per-
cent, a startling increase of 5.5 percentage points.

Since 2000, this income share has edged up by only three tenths
of one percent. In summary, the increase in inequality during the
1990s, was much, much greater than it has been since 2000.

The ongoing decline of housing prices, is something that many
American families are very right to be concerned about. Govern-
ment policies promoting home ownership may have been useful up
to a point, but they contributed to a giant housing bubble that has
now burst, causing widespread problems for many American fami-
lies.

For example, the regulations finalized in 2000 by HUD, encour-
aged Fannie Mae and Freddie Mac to finance more subprime mort-
gages, and this is only one part of a much larger policy failure.
Both institutions are too highly leveraged and have manipulated
the political system to a point that an expensive taxpayer bailout
may unfortunately be the only alternative ahead of us.

In closing, American families face a number of challenges. Unfor-
tunately, Congress has failed to help address them.

The Congress has acted to support high food prices, and not
acted to reduce high oil prices. Congress has coddled Fannie Mae
and Freddie Mac institutions and contributed to creating a housing
bubble that now threatens to cost taxpayers and families many bil-
lions of dollars to fix.

The economic problems now confronting the country have their
origins in mistakes made by both public officials, as well as private
parties, so there is plenty of blame to go around.

The truth is that the government policy has contributed to the
challenges currently faced by American families, and ill-considered
policies that are capable of doing even greater damage. Thank you,
Mr. Chairman.

[The prepared statement of the Honorable Jim Saxton follows in
Submissions for the Record on page 40.]

Chairman Schumer. Vice Chair Maloney.

OPENING STATEMENT OF HON. CAROLYN B. MALONEY, VICE
CHAIR, A U.S. REPRESENTATIVE FROM NEW YORK

Vice Chair Maloney. Thank you, Senator Schumer, for arrang-
ing this important hearing, and all of the panelists. I'm particularly
pleased to learn the President has decided that he will not veto the
housing package, so that we can move forward to help American
families and help the economy recover.
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While my District, New York’s 14th, is lucky enough to rank the
highest on the American Human Development Project’s Well Being
Index, economic insecurity lurks on all corners of the nation during
this downturn.

Families are being squeezed from all sides: Unemployment is ris-
ing and private employers have shed over half a million jobs so far
in this year alone.

We learned from a report of the Joint Economic Committee, re-
leased yesterday, which I requested, that both men and women
were hurt in the most recent recession in 2001, and that the weak
recovery led women’s employment rates to stop rising, a sharp de-
parture from the trend over the latter half of the 20th century.

The report was interesting to me, because we have struggled so
hard for equal pay for equal work, but what it showed is that
women had achieved, regretfully, equal job loss, not equal pay for
equal work, but equal job loss.

Wives and mothers may no longer be able to shelter their fami-
lies from the economic storm that’s hitting now. Over the past
three decades, only families who have a working wife, have seen
real increases in family income.

Higher job losses for women will be devastating for families. Ris-
ing job losses are occurring alongside rising prices and falling of
real wages.

Families are spending more and more on the rising cost of basic
necessities like gasoline and milk, leaving little left for much of
anything else.

Annual wage growth has fallen for the past eight months. Ad-
justing for higher prices, wages are lower today than they were
over a year and a half ago.

Too many families have lost ground on President Bush’s watch.
The weak recovery has left families heading into the current down-
turn with income that is about $1,000 lower than it was when
President Bush took office.

Families coped with the lack of income gains by taking on more
debt, but this is no longer an option. As Professor Warren will
speak about today, over the economic recovery of the 2000s, fami-
lies took on more debt of all kinds. Much of it was mortgage debt,
but there were also sharp increases in consumer debt.

Now families are seeing lower home values, rising foreclosures,
and tightening credit conditions. Millions have little to fall back on
if the economy continues to deteriorate.

The Federal Reserve has now joined me in recognizing that
greater consumer protections are needed so that the credit card
house of cards does not come crashing down next.

Congress has already taken steps to help blunt the effects of the
downturn on families by passing the first stimulus package and by
extending unemployment benefits to the long-term unemployed.

We can see the boost from the recovery rebates in the upticks in
personal income and retail sales last month, but the data show
that we still must do much more to help American families.

The President should work with Congress to enact a second stim-
ulus package of aid to the states and infrastructure investment, to
get the economy back on track.
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Over half of the states are projecting budget shortfalls for fiscal
year 2009, and this will lead not only to cutbacks in necessary
services, but likely higher unemployment, especially for women,
who disproportionately work in social service agencies in states,
and in education.

Mr. Chairman, I would like to take this opportunity to thank you
once again for holding this important hearing, and I look forward
to gaining insights from our witnesses today. Thank you.

[The prepared statement of the Honorable Carolyn B. Maloney
follows in Submissions for the Record on page 42.]

Chairman Schumer. Congressman Hinchey.

Representative Hinchey. Well, thank you very much, Mr.
Chairman. The first thing I would like to do, is express my deep
gratitude and appreciation to you for the way in which you’ve han-
dled this very important Joint Committee of both Houses.

And I think it is clear to anyone who is looking at this or inter-
ested in the economic circumstances that our country confronts, re-
alizes that the job that you've done as Chairman, has been much,
much more effective than this Committee has been over the course
of the last many years, so I deeply appreciate that and I appreciate
this opportunity to be here today with these very wonderful people,
and to listen to them closely, and to learn more about the dire cir-
cumstances that the American people are confronting with regard
to the economic conditions, nationally.

And those conditions are getting worse and worse. We now have
a national debt, for example, which is $9.5 trillion and running up
to $10 trillion.

That national debt is driven by a number of things that could
have been prevented, like tax cuts, for example. A huge percentage
of that national debt, is driven up these tax cuts, and those tax
cuts have driven more and more income into the hands of a hand-
ful of people.

We now have a situation in the United States where nearly 60
percent of the wealth of America, is in the hands of five percent
of Americans.

We haven’t seen anything like that since a very significant year,
1929. We've also seen a very substantial decline in the median-in-
come population of our country, and that decline has been driven
a lot by a number of things, including the decline of the economy,
increase in inflation, and a decline in the number of jobs, particu-
larly manufacturing jobs, but now service jobs, as well are dropping
at a dramatic rate.

We have lost more jobs over the course of the last six years, than
at any time since the Great Depression, in that similar period of
time.

So there’s an awful lot of adverse circumstances that we’re con-
fronting now as a government, and it’s interesting that this Presi-
dent has threatened to veto any piece of legislation passed by the
Congress, which would engage in investment internally in our own
country, at the same time that he’s very comfortable spending more
than $10 billion every month on this illicit military occupation of
Iraq and on these tax cuts that he’s been pushing and now would
like to make permanent. Happily, that’s not going to happen.
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We've got a lot of issues to confront, unemployment among them.
The official rate of unemployment is 5.5 percent now, but the fact
of the matter is, if you look at the real number of people who are
not really employed, who are working maybe a couple of days a
week, at most, or who have run out of the unemployment insurance
and they’ve dropped off the picture here, then you see the unem-
ployment rate in this country, is almost double that 5.5 percent.

So, again, Mr. Chairman, these are issues that we have to deal
with as a Congress and that we’ve got to force this Administration
to try to address, before they leave office, so that people can stop
the suffering that they have been experiencing over the course of
the last six or seven years.

And the attention that you have focused on this issue, has been
very, very productive, and I'm deeply grateful to you for the work
that you’ve done. I thank you for joining us today.

[The chart entitled “Annual Change in Real Earnings” appears
in the Submissions for the Record on page 44.]

Chairman Schumer. Thank you, Congressman Hinchey. Sen-
ator Casey.

Senator Casey. Mr. Chairman, thank you very much. I want to
reiterate what the Congressman said about your leadership on this
Committee and also the important issues that you’re bringing be-
fore the American people today, by way of the panel, the members
of the House and Senate who are here, but especially today, our
witnesses, who can bring insight and wisdom and knowledge and
data to the debates we’re having here in Congress, as it pertains
to the struggles of the American family in this difficult economy.

I think the best—and I'll refer to some data, but probably the
best summation of what families are facing, came from, in my judg-
ment—and I'm a little biased, because she’s from Pennsylvania—
came from a mother in Pleasant Gap, Pennsylvania, and a story in
the Centre Daily Times newspaper, just about two weeks ago. I
don’t have the date in front of me, but—and I quoted her in front
of Chairman Bernanke last week, just to focus his attention on
these issues.

This is Tammy May, a single mother from Pleasant Gap, Penn-
sylvania, and she said, and I quote, “Pretty much, we have
reprioritized . . .” for she and her two children, “the house pay-
ment is first, then daycare, then we worry about gas, then food.”

She summarizes, I think, the struggles that a lot of families face.
I think it’s interesting and noteworthy, but also depressing in some
ways, that she notes that food is number four, that she can only
worry about food, after paying those other three costs in her life
and the life of her family.

We know the data that undergirds that statement: 438,000 jobs
lost, that’s the low end. I've seen numbers as high more than
480,000 jobs, but let’s just say it’s 438, just in six months. Just
today, the New York Times and others, are reporting that the aver-
age interest rate for a 30-year, fixed-rate mortgage, rose to 6.71
percent on Tuesday, from 6.44 percent on Friday.

That’s good news about the President lifting his veto threat. We
have to get housing legislation passed. It’s the foundation of all of
our trouble.



9

I think that the earnings chart that the staff prepared is signifi-
cant. If you look from June 07 to June 08, in terms of hourly earn-
ings and weekly earnings, it’s going right in the wrong direction,
right down.

And I think also, in the Committee, the Committee staff pre-
pared a great report on earnings from a couple of different vantage
points. One of them was earnings versus productivity.

In the first quarter of 08, output per hour in the non-farm busi-
ness sector, grew at a 2.6 percent average annual rate. So you have
output per hour going up, and at the same time, real hourly com-
pensation, pay plus benefits, of workers producing that output, in-
creasing by only 0.6 percent.

So, over and over again, this year, last year, for the last several
years, you have output or productivity going up, and wages, at
best, flattening out or maybe increasing just a little bit, at best, but
mostly going down or not nearly increasing.

So there’s that dichotomy of wages and output, so our workers
are doing their jobs, and theyre struggling, just to make ends
meet, but our policymakers, in what we’re doing in Congress, what
the Administration is doing, is not compensating for or taking into
consideration, that dichotomy.

I'll end with one note, rural America. I come from a state that
is largely rural, outside of our major cities like Pittsburgh and
Philadelphia, and all of these issues that we just talked about,
wages, or the cost of—the impact of the housing crisis, childcare
costs, gasoline costs, hit rural America at least as hard as urban
America, and sometimes much harder.

The Oil Price Information Service, which is a fuel analysis—has
done fuel analysis, talks about the impact of fuel prices in parts of
Pennsylvania, and then their data was reviewed by a Penn State
Professor, and they say, in part, that rural populations generally
have lower incomes, drive longer distances to work, and have less
access to public transportation than their urban counterparts.

Rural America is being hit hardest, in some ways, by the cost of
gasoline, and, in Pennsylvania, this news article was pointing out
that among the 67 counties in Pennsylvania, Forest County, a very
small county in northwestern Pennsylvania, which has its name for
a reason—it’s a vast wilderness, in some ways, a very low popu-
lation as compared to the rest of the state—the pain-at-the-pump
rating, which others have come up with, is highest in that county
than any other county in Pennsylvania.

So when you talk about these problems, this isn’t just the prob-
lem of some big cities and some populations in urban areas of
Pennsylvania or any other state; this is a problem, whether it’s the
cost of gasoline, the cost of childcare, the cost of healthcare, the
cost of food, which hits rural America very hard.

So, Mr. Chairman, we'’re grateful for this opportunity today, and
we look forward to the testimony of our witnesses and the ques-
tions. Thank you.

Chairman Schumer. Thank you once again, Senator Casey, for
your passion and your erudition at the same time.

Senator Sanders is not a member of this Committee, but has
shown a long-term interest in this area and has asked to come
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here, and we welcome him, we’re glad he did, and I'm going to ask
him to make a brief opening statement.

I have to go make a quorum in the Finance Committee. I'm not
upset with any of the witnesses or anything like that. I'll be back
as quickly as I can. It’'s downstairs, but in the meantime, Vice
Chair Maloney will introduce our witnesses. Thank you. Senator
Sanders?

Senator Sanders. Senator Schumer, thank you very much for
holding this hearing, and I want to thank our panelists for being
with us, especially, perhaps, Professor Warren, who came to
Vermont, Mr. Chairman, to do two hearings on the economy, which
brought out many, many hundreds of people, and thank you, Eliza-
beth, for doing that.

I concur with much of what the members of Congress have said
this morning, except for one thing: The title of this hearing is “The
Squeeze of the Middle Class.” I don’t think it’s a squeeze; I think
it’s a collapse, and I think this is one of the most under-reported
issues in the last ten years.

The reality today, is that in many respects, the middle class of
this country is collapsing. The vast majority of our people have
seen a decline in their standard of living.

Another point that has not been made often enough, is, it’s not
everybody who is hurting. The people on top, are doing, in many
ways, better than has been the case since the Great Depression,
and what we are looking at is a gap between the very, very rich
and everybody else, as Congressman Hinchey has pointed out, that
we have not seen since just before the Great Depression.

This is the reality of life that we’re seeing in America today.
Since President Bush has been in office, some five million Ameri-
cans have slipped into poverty. We don’t talk about poverty very
much, but that’s the reality. Since Bush has been President.

I think I would have some disagreements with the information
that Congressman Saxton put out there, but my understanding is
that for working families, for working-age Americans, median
household income has declined by nearly $2,500.

We don’t talk about it within the context of this hearing, but we
have to. Eight and a half million people in the last seven years,
have lost their health insurance. Millions more are paying higher
and higher rates for, in many cases, inferior coverage.

Senator Casey has mentioned the loss of manufacturing jobs, and
three million, good-paying manufacturing jobs are gone; nearly four
million American workers have lost their pensions; 35.5 million
Americans struggled to put food on the table last year—hunger in
America, the United States of America, and the number of the
hungriest Americans keeps going up.

College students are graduating school very, very deeply in debt,
and many of them cannot even go into the professions that they
want, because they have to make money to repay those debts.

Home foreclosures, as we all know, are now the highest on
record. And here’s something that we have got to understand and
not be proud of: The United States has the highest rate of child-
hood poverty in the industrialized world. Almost one out of five our
kids is living in poverty.
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We have the highest infant mortality rate in the industrialized
world, the highest overall poverty rate, the largest gap between the
rich and the poor, the largest incarceration rate, which, to my
mind, has a lot to do with the highest childhood poverty rate, and
we are the only country in the industrialized world not to have a
national healthcare program.

That’s what’s going on, so when people tell you how great the
economy is doing, I don’t know who they are talking to; certainly
not to working families.

Now, here’s the story: In preparation for the town meetings that
Professor Warren had with me in the State of Vermont, we sent
out an e-mail to people in Vermont and said, tell me how is life
going for you? What’s going on in the middle class.

We expected to get a few dozen responses, but, in fact, we got
800 responses and we ended up publishing them and they are on
our website. And the responses were so heartbreaking, were so
powerful, it just blew me away, and it was difficult to read.

The reality is, the middle class is hurting, and we have got to
address those problems and we’ve got to be bold and aggressive in
addressing it, and we also have to understand that there is some-
thing wrong in this country, that while the middle class shrinks
and poverty increases, the people on top, in many instances, are
making out like bandits.

In 2006, the top one percent of Americans, received the largest
share of national income since 1928; in 2005—and I would like peo-
ple to hear this—the top one percent earn more income than the
bottom 50 percent—one percent, 50 percent, and there are some
people who think, by the way, that that gap is even larger.

That is a disgrace, to my mind, and a real threat to American
democracy. The collective net worth of the wealthiest 400 Ameri-
cans, increased by $290 billion last year, to $1.5 trillion. Let me re-
peat that: Wealthiest 400 Americans saw their wealth increase by
$290 billion last year, so the point is not just collapse of the middle
class and the increase in poverty; it is that the people on top are
making out very, very well.

So if people ask me, have Bush’s economic policies worked? Yeah,
I think they have worked; they have worked and done exactly what
they are supposed to do, is to make the richest people in this coun-
try, richer; they have worked fantastically.

Unfortunately, the question remains, whether we will have a
middle class and whether, in fact, for the first time in American
history, we will see our younger people have a lower standard of
living than their parents, a reverse of the American dream. Madam
Chairman, thank you very much.

Vice Chair Maloney [presiding]. Thank you, Senator, and we
miss you in the House. I would now like to recognize Senator
Klobuchar.

Senator Klobuchar. Thank you very much, Madam Chair,
thank you for holding this hearing, and thank you to our witnesses.
I have quoted Professor Warren so much in the last few months,
about the great work that she’s done on statistics, that I'm very
pleased to see her and hope I've been quoting her correctly.
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I will tell you that in my home state of Minnesota, I have just
heard over and over again, how difficult it is for middle class peo-
ple to get by.

You know, I remember going to a cafe a while back, and it was
in an area where I didn’t think a lot of people would show up for
a Democratic Senator, and there were about a hundred people
there, squeezed in. We had set up one table for eight chairs, so it
doesn’t look bad if people don’t show up, and there were a hundred
people that showed up in a rural part of our state, and I remember
thinking to myself, you know what this is about, when you've got
less disposable income, like so many of our citizens in rural areas,
and the tuition at the University of Minnesota goes up 100 percent,
like it has in just the last ten years, you feel it first in your pocket-
book.

And when the healthcare premiums go up 100 percent as they
have in our state, even though we have one of the highest coverage
rates for people in the country, the healthcare premiums are up
100 percent, and you’re in rural Minnesota and you’ve got less dis-
posable income, you feel it first in your pocketbooks.

And when gas is up over four bucks a gallon and you've got a
long way to drive and there is no—you know, you’re not going to
have a lot of bus service out there in Pipestone, Minnesota, you feel
it first.

And when it’s your kids going to war and your neighbor’s kids
and your cousins that are in the National Guard and thought they
were going to come home in three months, and then they have left
a job behind and left a family behind, you feel it first in your pock-
etbook and you feel it first in your heart.

And that’s what’s been going on, and, time and time again, fami-
lies would talk to me, parents, and say, I feel like it’s my fault. You
know, my parents were able to afford to send me to college, and
how come I can’t afford to send my kid to college? Or howcome my
kid, after they have a job, a pretty job, can’t even afford to buy a
house?

And that’s what’s been going on in this country. I know that Pro-
fessor Warren and other witnesses have the statistics to back that
up.

The New York Times did an article just this week, about a
woman who had fallen farther and farther behind. I like the arti-
cle—Senator Schumer, whose home is New York—because she
wasn’t the perfect citizen. She had, you know, done things she
shouldn’t have, she had run up credit card debt. She had done
things she shouldn’t have, she bought too much stuff, but at the
same time, she was paying something like $20,000 a year in inter-
est.

When I think of Professor Warren’s study showing about how the
average middle class family has lost about a thousand bucks at the
same time their expenses have gone up something like 4,000 bucks,
a lot of them have been putting it on the credit card in my state
and across the country, so, in some ways, we’re just seeing the tip
of the iceberg with this crisis.

The most thing that I remember from that article, Senator Schu-
mer, was this woman hid her telephone in the dishwasher, because
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the bill collectors were calling all the time, so she couldn’t hear
that phone ring.

And we can no longer hide this problem in the dishwasher, and
that’s why I'm so grateful that we’re doing this hearing today, and
we start talking about some sensible solutions.

I mean, I have mine about rolling back some of these tax cuts
on the wealthiest and putting the money into the middle class, an
energy policy that looks to the future, and healthcare reform, which
I hope will be one of the first things on a new President’s agenda.

But I want to thank you for taking on this issue and I look for-
ward to hearing the testimony.

Chairman Schumer. Congressman Doggett.

Representative Doggett. Thank you, Mr. Chairman, for con-
vening this hearing. You identified a number of problems in your
written testimony, that deserve our immediate attention. If we're
unable to address them immediately this year, we clearly will ad-
dress them next year.

And hopefully, you can identify in your oral testimony and in re-
sponse to our questions, specific steps that you think we should or
should not take.

As others have indicated, the crisis that we now face, is the nat-
ural product of the last seven and a half years of the Bush-Cheney
Administration, and, as we begin to dig out of the disastrous poli-
cies and the effects of those policies, we need your guidance as to
the specific steps we should take. Thank you.

Chairman Schumer. Thank you, Congressman Doggett. I want
to thank every one of the members for excellent opening state-
ments.

Now,let me introduce the four witnesses. Elizabeth Warren is
currently the Leo Gottlieb Professor of Law at Harvard Law
School, and has co-authored several books, including the recently-
published, “All You're Worth,” which is a bestseller.

Professor Warren is the Vice President of the American Law In-
stitute and is on the Executive Committee of the National Bank-
ruptcy Conference. Former Chief Justice Rehnquist appointed Pro-
fessor Warren to the Judicial Education Committee of the Federal
Judicial Center, from 1990 to 1999.

Dr. Jared Bernstein is the Director of the Living Standards Pro-
gram at the Economic Policy Institute. Dr. Bernstein’s areas of re-
search include: Income inequality, poverty, and the analysis of fed-
eral and state economic policies.

He, too, is the author of several books. His latest is titled
“Crunch: Why Do I Feel So Squeezed and Other Unsolved Eco-
nomic Mysteries,” which is apropos for this hearing.

Dr. Bernstein has been published extensively in the New York
Times, Washington Post, American Prospect, and is a contributor
to the Financial News Station, CNBC.

Kristen Lewis is the Co-Director of the American Human Devel-
opment Project, a new, independent, nonprofit initiative which just
released “The Measure of America: A First Ever Human Develop-
ment Report for the United States,” that introduces to our country,
a well-honed international tool for measuring people’s well being
and opportunity.
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Prior to the American Human Development Project, Ms. Lewis
worked in international development for 15 years, and was a co-au-
thor of “The Water and Sanitation Report of the Jeffrey Sachs Mil-
lennium Project.”

Finally, last, but certainly not least, Dr. David Kreutzer—did I
pronounce that correctly, sir?

Dr. Kreutzer. Yes.

Chairman Schumer. Dr. Kreutzer is the Senior Policy Analyst
in Energy, Economics, and Climate Change at the Heritage Foun-
dation’s Center for Data Analysis.

Before joining Heritage in February of 2008, Dr. Kreutzer was an
economist at Berman & Company, a Washington-based public af-
fairs firm, and from 1984 to 2007, he taught economics at James
Madison University in Virginia, and also served as Director of the
International Business Program.

To each of the witnesses, your entire statements will be read into
the record, and please proceed. We all tried to limit our statements
to five minutes. If you can sort of stick to that, that would be great.

Professor Warren, you may begin.

STATEMENT OF PROFESSOR ELIZABETH WARREN; LEO GOTT-
LIEB PROFESSOR OF LAW; HARVARD LAW SCHOOL; CAM-
BRIDGE, MA

Ms. Warren. Thank you very much, Senator Schumer, for the
invitation to come here today, and to the Committee members. I'm
here to do whatever I can to be helpful.

I've done some numbers to try to look at middle class America,
the median American family, comparing that family in 2000 with
that family in 2007. I've tried to be very conservative with the
numbers and everything I will talk about today has been adjusted
for inflation.

I'm not looking for anything fancy to try to shake and stir the
data, but just what’s happened to middle-income Americans. There
are two key things we need to look at on the income side and the
expense side:

On the income side, what’s happened is that income is down. Ad-
justed for inflation, the median American family in the United
States is making somewhere in the neighborhood of about $1200
less than they were making just back in 2000.

On the expense side, however, this family that’s got to make up
a gap on the income side, has been hit hard with basic expenses.
The current story, obviously, is gasoline. I'm going to use numbers
only up to May, because those are the ones that are clearest.

The average family is spending about $2200 more than they were
spending on gasoline back in 2000, and, as you rightly point out,
for rural families, this vastly understates what they’re spending.
They are out of options in rural America.

Increases in mortgage took another big bite, about $1700 annu-
ally. Now, with the falling housing market, many have mortgages
they can neither refinance nor can they move. These are families
headed for default, as surely as the next car in the train wreck.

Increases in health insurance, in food, in basic telephone, the
land lines—this is the one I did the comparison on—and appli-
ances, knocked about another $730 out of the family budget.
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Altogether, just on these basic expenses, adjusted for inflation,
American families are spending—are asked to spend about $4700
more. And I want to pause here. That’s the average American fam-
ily.

That’s a family who doesn’t have to spend a penny on their chil-
dren. Now let’s talk about a family with children. Childcare costs
for a child under five, in this seven-year period, increased by
$1,508. That’s $125 a month.

Chairman Schumer. Excuse me, but there’s a chart right here.
I know my colleagues can’t see it.

Ms. Warren. That’s right. It’s a chart that just puts these to-
gether, but I want to be clear. I don’t think childcare is on there.

Chairman Schumer. Yes, it is.

Ms. Warren. Is it on there? Good.

And I want to draw a line under this again, $125 a month, not
total expense; $125 a month more than they were spending to keep
a child in daycare back in 2000.

For those with an older child, a school-age child, just one child,
an additional $622 a year, and all parents have watched with
alarm, as the Senator pointed out, as costs for college have spiraled
upwards.

Taking the most conservative measure of costs in college, net of
all scholarships and grants, we’re talking again about an increase
of about $1,050.

With a median household budget of about $48,200, these costs
are tearing a hole in the family that they simply can’t make up.
And so I want to just say briefly, the next time you look at debt
figures, the next time you look at home mortgages, keep in mind
that some of that home mortgage debt was used to purchase
houses, some of it was used to refinance houses in home equity
lines of credit, where people have tried to pay off credit cards or
to pay medical bills that they otherwise could not afford.

The next time you look at the mortgage debt numbers, the next
time you look at credit card debt numbers, the next time you look
at revolving debt numbers, the next time you look at consumer
debt numbers, and see that they have all gone up, please pause to
understand the income and expense side of this calculation.

Families are not laying down the credit cards because it’s fun;
they’re laying down the credit cards because it’s the only way to
put food on the table.

Families are stressed, and what this is creating, that does not
appear in the government statistics, is that families are creating an
additional expense category. For the 44 percent or so of American
families that are revolving their debt, that is, they cannot pay their
%redit card debts, we're talking about an average debt load of about

8,400.

They would have to take three months of their before-tax income
and they would have to not eat, not pay rent, not pay interest on
the debt, in order to be able to pay off the balances on their credit
cards, and that’s at the average for these families.

So, I will pause. I see I'm out of time, but I thank you so much
for having this hearing today, and so much for talking about these
families. They’re in trouble.
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[The prepared statement of Elizabeth Warren follows in Submis-
sions for the Record on page 45.]

Chairman Schumer. Dr. Bernstein.

And thank you so much, Professor Warren. I think your numbers
here have influence, because some of us have heard your discus-
sions before. That’s why I wanted you to be here. They have influ-
enced so many people around here.

Dr. Bernstein.

STATEMENT OF DR. JARED BERNSTEIN; SENIOR ECONOMIST
AND DIRECTOR, LIVING STANDARDS PROGRAM; ECONOMIC
POLICY INSTITUTE; WASHINGTON, DC

Dr. Bernstein. Chairman Schumer, Ranking Member Saxton, I
thank you for the opportunity to testify today, and I applaud your
focus on the economic difficulties facing middle-income families.

My remarks this morning stress two points: First, middle-income
families made considerable contributions to our economy’s growth
over the past business cycle, yet they have little to show for it.

As Senator Casey said, our workers are doing their job. The pro-
ductivity of the American workforce grew a stellar 19 percent be-
tween 2000 and 2007, but the typical family’s income, after infla-
tion, fell about a percent over those years.

And since 2000, as this Committee well knows, the economy, in
general, the job market, in particular, has weakened, further un-
dermining the economic security of these families.

Second, I offer both short- and long-term policy solutions tar-
geted at this historically unprecedented gap between overall eco-
nomic growth and the living standards of middle-income families.

In the short term, a second stimulus package is necessary. While
some of the package should again include direct payments to
strapped households, more of the stimulus should be targeted to di-
rect spending on relief to states and infrastructure investment.

Longer-term steps need to be taken to address the market bub-
bles that have caused the last two, and, arguably, three recessions.
In this regard, I recommend a return to common-sense regulation
in mortgage and financial markets.

Some of this involves enforcing rules already on the books but ig-
nored, and some involves creating new rules designed to bring
greater transparency and stability to these markets.

One key reason for the stagnant growth in incomes was the weak
rate of job growth in the 2000s. Middle class families depend on
their paychecks, not their stock portfolios, and their living stand-
ards thus depend on robust job and wage growth.

On net, the number of jobs expanded by six million in the 2000s
cycle, compared to over 22 million in the 1990s. Annualized, jobs
grew at a rate that was one-third that of the historical average.

More recently, the job market has, of course, begun shedding
jobs, over 400,000 this year, and as job growth stalls and unem-
ployment rises, wages for many workers have shifted from stagna-
tion to decline. This June, real weekly earnings for most workers
are 2.4 percent lower than last June; average hourly compensation
for all workers, the broadest measure of wages and benefits, is
down 2 percent in real terms over the past year.
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In other words, while people, understandably, identify high
prices, especially at the pump, as being at the heart of this
squeeze, the wage side of this equation is also crucial. It’s not just
that prices are rising, it’s that they’re rising so much faster than
pay.

What are the most effective interventions to offset these negative
trends? Given the protracted nature of the current downturn, Con-
gress is beginning to discuss a second stimulus package. For rea-
sons I articulate in my written testimony, I suggest that this next
round again includes direct payments to families, but I strongly
recommend that the resources in this second package be heavily
weighted toward fiscal relief to states and toward infrastructure in-
vestment.

Both of these options would yield considerable stimulative bang
for the buck, relative to other options right now. Many states are
strapped, and since they are required to balance their budgets,
they are forced to undertake service cuts or tax hikes, both of
which push exactly the wrong way in terms of family budgets and
the macro economy.

Given the deficits in much of the nation’s public capital, along
with the need to create quality jobs, infrastructure investment also
deserves consideration.

However, it’s commonly argued that such projects have too long
of a lead time to serve as effective stimulus. I think this argument
is overplayed.

In my testimony, I identify many current infrastructure needs
tha