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T       ,      

economy a sharp blow. While the most pressing concern was, of course, the deaths

in New York, Virginia, and Pennsylvania, the nation as a whole would soon feel the

economic aftermath. With travelers’ nerves on edge, air travel and tourism plum-

meted, hospitality workers were laid off, and an already slipping economy started to

slide. California, with its important tourism and entertainment sectors, was hard-hit.

But while September 11 and its effects dominated economic commentary at the time,

the state had been edging into a recession well before the attacks, largely because of

the collapse of the Silicon Valley “dot.com” bubble and its ripple effects on the rest

of the California economy.1

Although the recession has affected business and labor alike, workers and their

communities have had special reason to be concerned. The downturn followed a

decade-long drift toward rising economic inequality, a disturbing trend that had

been challenged only recently by the combination of a buoyant economy, a bolder

labor movement, and new public policies of the late 1990s. Unfortunately, the slip-

page in employment through 2001 removed one of the upward pressures on wages

and the rapidity of the layoffs after 9/11 made clear the extent of restructuring in the

California economy. An emerging bifurcated system of core and temporary employ-

ees had provided valued “economic flexibility” to employers in the upswing, but it

also tended to shunt the burden of market volatility onto a vulnerable group of

workers. Even as the economy has started to pull out of the depths of joblessness in

summer 2002, the outlines of the current recession offer lessons about how the

California labor market has changed—and what Californians will need to do if they

are to restore the promise of equality and opportunity that have marked the state’s

unique version of the American Dream.

In this chapter we review the effects of the current recession and discuss prospects

for the future. We begin with a brief description of long-run trends in the California

economy that set the stage for the recession, with particular attention to changes in
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patterns of income distribution. We then explore the downturn itself, finding that

the triggering factor was the dot.com crash and the slowdown in high-technology

spending, not the aftershocks of September 11. We go on to analyze the impact of

9/11 on employment in the state, underscoring the profound effects on travel and

tourism and the disproportionate effect on unionized jobs, as the hardest hit sectors

have relatively high union density. We also briefly consider the likely impacts of the

recession on income distribution, partly through the effects of revenue shortfalls in

the state budget. Finally, we compare the current recession with the recession of the

early 1990s, assessing the implications for the short- and long-term future of eco-

nomic opportunity in California.

In considering the future, we suggest that the recession has affected not only the

state budget but also the state’s political calculus: In times of recession voters tighten

their belts, and politicians lose interest in such social “luxuries” as a living wage,

unionization of homecare workers, and expanded health insurance for low-wage

workers. Efforts to secure such social goods, many of which took root at the peak of

the 1990s boom, have become endangered—just when they had begun to reach sig-

nificant numbers of workers. Improving the future for California’s working families

will require maintaining the momentum of labor and community-based movements

to reduce inequality even as policymakers and others work to restore the long-term

growth of the state’s economy.

B U I LD I NG ON TH E BOOM: ECONOM IC TR E N D S 

I N TH E N I N ETI E S

After a sharp recession in the early 1990s, the California economy rebounded in the

second half of the decade. The state’s unemployment rate, which had risen dramat-

ically above that in the rest of the nation, tapered back down toward the national

level (see Figure 2.1). Employment growth was impressive, with nearly 2.7 million

jobs added over the 1993–2001 period.2 The strength of the boom convinced even

long-time skeptics. In March 1998, after years of bemused condescension toward the

“Left Coast,” The New Yorker magazine published a two-part article, “The Come-

back” (Cassidy 1998), teasing readers with the blurb “A few years ago, California’s

economy was a study in decline. Now it’s the model of the future.” Figure 2.1 after here

As Figure 2.2 shows, there were reasons for both the earlier pessimism and the later

optimism. The national recession sparked the 1991–93 dip in California employ-

ment, but employment stagnation lingered in the state, partly because of sharp cuts

in federal spending on defense and the aerospace industry. Still, the second half of

the decade was surely a boom. It was California’s high-tech firms that launched the

the state of california labor /  200238

2. The data on unemployment and employment composition used in Figures 2.1, 2.2, and 2.3 are

from the State of California Employment Development Department (EDD), Labor Market

Information Division; see www.edd.ca.gov.
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new Internet economy; labor shortages became the rule in many parts of the state;

and housing prices surged to new highs, particularly in the rip-roaring Silicon Valley.

As Figure 2.2 suggests, the real growth came in service industries—transportation,

trade, finance, business services (which includes software and other computing serv-

ices as well as personnel supply or temporary agencies), and government—as

California moved into a new postindustrial economy. Figure 2.2 after here

Figure 2.3 provides a more detailed sectoral breakdown of employment growth.

As it shows, while employment was rising in the other major sectors, manufactur-

Y

1985 1990 1995 2000

12

10

8

6

4

2

0

P
er

ce
nt

 U
ne

m
pl

oy
ed

California

U.S.

Figure 2 . 1 U.S. and California Unemployment Rates, 1983–2001
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ing employment fell during the early 1990s. Indeed, even after some recovery in the

latter part of the decade, by 2000 employment in manufacturing was still below the

1991 level, and the recession that began in 2001 brought yet another absolute de-

cline. Moreover, California was trading off higher wage manufacturing work for

low-wage manufacturing. As shown in Figure 2.4, the ratio of the average hourly

manufacturing wage in California to the average for the United States overall fell
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Figure 2 .3 Sectoral Employment in California, 1983–2001

Figure 2 .4 Ratio of the California Manufacturing Wage to the U.S.

Manufacturing Wage, 1983–2001
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sharply over the 1990s, and by 2000 the average in California had dropped below

the U.S. average.3
Figures 2.3 & 2.4 after here

Meanwhile, the service sector was growing dramatically, accounting for nearly 85 per-

cent of job growth in the state over the 1993–2001 period and over 90 percent of net

job growth from 1983 to 2001 (see Figure 2.2). But as Figure 2.3 shows, not all subsec-

tors in services grew at the same rate. Government and wholesale and retail trade es-

sentially followed the trend in total employment. The fastest increases came in business

services (which, again, includes both software services and personnel supply), with em-

ployment growth of over 80 percent during the 1993–2000 period—far above the total

employment increase of about 20 percent during that period. Nonetheless, even as

total employment continued to rise in 2000–2001—albeit by an anemic 1.3 percent—

business services led the way into the recession with a 3.2 percent decline in jobs.4

Low-wage jobs in the service sector have often accompanied high-tech growth,

most notably in the case of personal services for the new technological elite: Software

engineers working 16-hour days generate high demand for restaurants, dry cleaners,

and childcare. But many other low-wage service jobs are also an integral part of pro-

ducing high-tech goods and services. The proliferation of low-wage workers at call

centers servicing Internet service providers, for example, is a direct outgrowth of the

high-tech revolution. Moreover, low-wage work linked to high-tech sectors is not lim-

ited to service jobs. Although much of the manufacturing necessary to make high-

tech equipment now takes place overseas, Silicon Valley and other parts of California

are still home to numerous low-wage manufacturing and assembly facilities that need

to be near the heart of the computer industry. Thus, despite the “new economy”

mantra touting the rise of Internet pioneers and network engineers, part of the real-

ity of the changing labor market has been an accompanying increase in low-end jobs.

Furthermore, the volatile markets of the new economy have led firms to rely more

and more on temporary workers. Employment growth in California’s personnel supply

industry—which for the most part comprises temporary agencies—rose 37 percent be-

tween 1997 and 2000, far outpacing the 10 percent rise in total employment over those

years. As noted earlier, this sector proved itself a source of flexibility for employers dur-

ing the subsequent downturn, posting a 7.2 percent decline in jobs in 2000–01.5

pastor & zabin /  recess ion and reaction 41

3. The data on California and U.S. wages are from the State of California (2001).

4. These data are from the California EDD; see www.edd.ca.gov.
5. These data are from EDD; see www.edd.ca.gov. In her analysis of the state’s temp sector Baru

(2001) expressed surprise that temporary employment grew so dramatically during the recent

boom, arguing that one would instead have expected it to rise in recessionary conditions, when

workers lose the power to demand permanent jobs. Other observers have tried to explain the up-

ward trend long into the boom portion of the business cycle by suggesting that companies were

seeking to avoid wage pressure in the light of low unemployment (see Houseman, Kalleberg, and

Erickcek 2001). In any case, the recession of 2001–02 has brought a rapid contraction in tem-

porary employment. For more on the changing pattern of temporary employment at the na-

tional level—from countercyclical growth during the recessions of the 1980s and 1990s to a sharp

cyclical downturn during the most recent recession—see Theodore and Peck (in press).
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This new economic structure—with traditional manufacturing employment

stagnant, higher technology sectors cycling high then low, and low-wage service sec-

tors on a steady rise—has fundamentally reshaped patterns of economic inequality

in the state.6 Figures 2.5 and 2.6 show the changes in median income for the top 20

percent and the bottom 40 percent of California households during three recent pe-

riods: the 1991–94 recession, the 1995–98 recovery, and the 1999–2000 boom.7 The

upper 20 percent experienced steady and substantial gains over the entire decade. In

contrast, the bottom 40 percent, after enjoying a meager $355 increase in inflation-

adjusted income (in 2000 dollars) over the first two periods, saw significant gains

only at the end of the period, as the recovery turned to boom, labor markets tight-

ened, and wages and employment rose.Figures 2.5 & 2.6 after here 

Of course, part of the improvement in household income was simply due to rising

employment and longer working hours. There is some evidence, though, that the wage

distribution actually tightened as well. Figure 2.7 shows the increase in hourly wages at

the 25th, 50th, and 75th percentiles of the wage distribution between 1998 and 2001.8

6. For other analyses of the growing inequality in California during this period, see Reed (1999),

Galpern (1998), and Milkman and Dwyer (this volume).

7. This analysis is based on data from the March Supplement of the U.S. Current Population

Survey (CPS).

8. The 2001 wage distribution for total employment shown in Figure 2.7 is slightly different

from the official state figures in the Occupational Employment Statistics Survey (available at
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Figure 2 .5 Changes in Median Household Income in

California among the Top 20 Percent and Bottom 40 Percent;

Bust, Recovery, and Boom Periods, 1991–2000 
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Figure 2 .6 Changes in Median Household Income in

California among the Top 20 Percent and Bottom 40 Percent,

Bust to Recovery and Recovery to Boom, 1991–2000 
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Figure 2 .7 The Flattening of the California Wage Distribution

during the Boom, 1998–2001

http://www.calmis.ca.gov/htmlfile/subject/occup$.htm). We calculated the estimates in the figure

using employment weights—that is, by taking the quartile estimates for each occupation and

weighting each one by that occupation’s percentage share of total employment (dropping any

occupation for which either employment estimates or confirmed wage markers for the deciles

were not available). As a result, our estimates exclude 6 percent of total employment. We fol-

lowed these procedures to maintain consistency with the 1998 estimates, since no aggregate data

were available for that year, and we had to follow a similar strategy using employment weights.
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In these final years of the long recovery and boom, workers at the bottom end of the

wage distribution fared better (in percentage terms) than those at the top did.Figure 2.7 after here

Figure 2.8 provides evidence that there was also a narrowing of the wage distribu-

tion by region as well by the end of the recovery. At the start of the 1990s poverty

rates sharply diverged among the three regions shown. But by the end of the decade

prosperity was beginning to spread more evenly in the state, as indicated by the more

rapid declines in poverty rates in Los Angeles County and the Central Valley, which

had lagged far behind San Francisco earlier in the 1990s.9

The recovery seems to have had less impact on inequality among racial and eth-

nic groups in California, except at the very end of the decade. Figure 2.9 shows

household income from 1991 to 2000 for the four major ethnic groups in the state.10

On average, the annual income of Anglo households was flat during the early 1990s

but began to rise by mid-decade and continued on a generally upward trajectory.

Latino households, however, had declining incomes, on average, through the mid-

dle of the 1990s; and although they finally began to fare better starting in 1996, the

Anglo-Latino gap remained large.11 Figure 2.9 after here
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Figure 2 .8 Poverty Rates in California, Selected Regions,

1991–2000 

9. The estimates of regional differences in poverty are from the March Supplement of the CPS.

The “Bay Area” refers to the San Francisco, Oakland, San Jose, Santa Rosa, and Vallejo PMSAs

(Primary Metropolitan Statistical Areas); “Los Angeles” refers to the Los Angeles–Long Beach

PMSA; and the “Central Valley” refers to the Bakersfield, Fresno, Merced, Modesto, Stockton,

and Visalia MSAs (Metropolitan Statistical Areas).

10. We use the term “Latinos” for people the CPS calls “Hispanics” and the term “Anglos” for those the

CPS calls “non-Hispanic whites,” as Latinos may be of any race. Our use of “African Americans”

and “Asians” refers to what the CPS calls “blacks”, and “Asians and Pacific Islanders,” respectively.

11. Many analysts attribute the Anglo-Latino earnings gap to immigration. Although immigrant

Latino households do earn only about 56 percent of households headed by U.S.-born Anglos, 
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The trend for African-American households mirrors that for Latinos, with some-

what greater volatility during the recession of the early 1990s.12 Asian households did

well on average over the 1990s, with their increases outpacing those of Anglos. It is

important to remember that this is a very diverse group, with some Asian subgroups

experiencing poverty rates that rival those of inner-city African Americans and

Latinos, while others have earnings comparable to or higher than those of Anglos.

Still, the higher figures for Asian household income shown here are consistent with

national data and reflect both larger average household size (with more employed

members per family) as well as the good fortune of Asian immigrants who came as

high-tech workers in the late 1990s. 

While the tight labor market of the late 1990s was probably a key factor in help-

ing low-skilled workers bid up wages, some California policymakers, labor unions,

and others were successful in efforts to improve employment conditions during this

period. One of the most important policy changes was a long overdue series of in-

creases in the state minimum wage, which rose from $4.25 to its present rate of $6.75

per hour, a 59 percent increase, between 1996 and 2001. Although still not enough

to provide a decent standard of living in California’s high-cost cities, the increase did

raise wages for a large number of workers at the bottom. Reich and Hall (2001) esti-

mate that the 1996–98 increase from $4.25 to $5.75 per hour benefited roughly 1.33
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Figure 2 .9 Median Household Income in California,

by Race and Ethnicity, 1991–2000

U.S.-born Latino households still earn less than 80 percent of their Anglo counterparts’ annual

wages—and the gap has not narrowed much over the 1990s. We discuss immigration later,

when we consider the effects of the recession.

12. Because the sample sizes for African Americans and Asians are much smaller than those for

Anglos and Latinos (the latter are the state’s two largest subpopulations), the annual differences

for those groups may not be as statistically reliable. We are therefore cautious about placing too

much emphasis on the volatility of African Americans’ household income during the early 1990s.
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million workers; and although no precise figures are available for the later increases,

hundreds of thousands of workers likely gained.

California has also been a leader in the national living-wage movement. Eleven liv-

ing-wage ordinances have been passed by local government entities around the state,

and nine other living-wage campaigns are now under way. Living-wage laws affect

fewer workers than a minimum wage does, as they usually apply only to employers

that do business with or receive assistance from the local government. But for work-

ers who are covered, living-wage laws set much higher standards than do minimum

wage laws—ranging in California from about $8 to close to $12 an hour, not in-

cluding provisions for health care benefits (ACORN 2002). Living-wage initiatives

cover an estimated 20,000 workers in San Francisco and another estimated 18,000

workers in Los Angeles.13 Living-wage laws also signal the power of community and

labor groups to monitor and regulate business behavior, with potentially important

side effects for both union bargaining and community-level bargaining to secure em-

ployer commitments to living-wage policies when public subsidies for real estate de-

velopment are involved.

Several important union victories also benefited low-wage workers in specific

sectors and regions during the 1999–2001 boom. The 2000 janitors’ strike in Los

Angeles reaped a harvest of significant improvements in wages and benefits for some

8,000 janitors, 10 years after their initial bargaining agreement of 1990.14 The union-

ization of about 145,000 homecare workers over the past decade brought significant

wage gains in that industry as well. Although homecare workers in southern

California have yet to realize those gains, over 40,000 homecare workers in north-

ern California have won higher wages, ranging from $8.50 hourly in Sacramento and

San Mateo counties to $10.00 hourly in San Francisco, in addition to health insur-

ance benefits.15

These numbers are relatively insignificant in the context of California’s labor force

as a whole, but the living-wage and unionization campaigns have helped build

awareness of the widening income inequality in the state and the need for structural

change. As a result, and together with the pressure of a tight labor market, earnings

finally began to improve for workers at the bottom of the labor market in the late

1990s. The events of 2001, however, put those advances in both public consciousness

and worker income at risk. 

the state of california labor /  200246

13. Ken Jacobs, organizer with the Bay Area Organizing Committee, provided the San Francisco es-

timate; Carolina Briones, of the Los Angeles Alliance for a New Economy, provided the Los

Angeles estimate. The Los Angeles figure includes the roughly 13,000 workers covered under

city contracts with employers that have low-wage workers, as well as another 5,000 workers cov-

ered under negotiated agreements with developers.

14. Stephanie Arellano, of the UCLA Center for Labor Research and Education, provided the

number of covered workers.

15. The California Homecare Council provided these estimates.
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TH E CU R R E NT R ECE SS ION AN D ITS D I SCONTE NTS

The current national recession officially began in March 2001, 16 sparked by a sharp

decline in business investment, particularly in the computer equipment, software, and

Internet industries. The slowdown, along with the earlier slippage in the stock mar-

ket, led to growing nervousness on the part of consumers—many of whom began to

worry about their job security and to struggle to make payments on the debt they had

accumulated over the boom years. Developments in international trade also played a

role, with export sales declining in response to the world economic slump. Thus, what

started as a drop in business investment became a more generalized recession, with the

economy in the doldrums well before the attacks of September 11.

Evidence of the economic downturn showed up some months earlier in California

than elsewhere in the nation, not surprisingly given the state’s large share of high-tech

employment and its globally integrated economy. In Silicon Valley unemployment

had begun to rise in January 2001, at first reflecting the normal post-holiday trough,

but then just continuing to climb. With the region’s Santa Clara County leading the

plunge, California as a whole began to experience the downturn by March 2001, along

with the rest of the nation. Figure 2.10 shows the number of California workers filing

for unemployment insurance benefits from January 1999 through June 2002. The first

jump in claims was in March 2001, followed by a second jump right after the

September 11 attacks. (There was a sharp decline in December 2001, but its immedi-

ate reversal in January suggests that the the blip was largely due to a change in unem-

ployment insurance legislation that increased benefits for those who applied starting

in January 2002, which led some claimants to delay their filing.) Figure 2.10 after here

Two other indicators—changes in unemployment and employment—tell a sim-

ilar story about the timing of the recession. The state’s unemployment rate, which

had hit a low of 4.7 percent in February 2001, began to rise in March and continued

on that path through January 2002; at this writing (summer 2002) it seems to be

holding steady at about 6.4 percent. A substantial net drop in the employment level

occurred during the second quarter of 2001, followed by an even bigger net decline

in the quarter after September 11. Figure 2.11 breaks down these net changes in em-

ployment into gross job loss and job creation. It shows that many jobs were lost in

both the second and fourth quarter of 2001, but that fewer jobs were created in the

fourth quarter, accounting for the larger net job loss in the latter period. Job loss

began to abate and job creation rose in the first quarter of 2002, signaling the possi-

ble end of the downturn. But in the second quarter of the year job creation fell again,

16. The Business Cycle Dating Committee of the National Bureau of Economic Research (NBER)

defines the beginning of a U.S. recessions using a series of indicators measuring a significant de-

cline in activity spread across the economy that has lasted longer than a few months and that

is evident in industrial production, employment, real income, and wholesale and retail sales.

See http://www.nber.org/cycles.html.
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leading once more to a net loss in jobs. Over the entire period from January 2001 to

June 2002, California had a net loss of 69,600 jobs. Figure 2.11 after here

A Sectoral and Regional Look at the Downturn

The recession has not affected all sectors and regions in California evenly. Figure

2.12 shows the five sectors (at the two-digit SIC level) that experienced the greatest
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Figure 2 . 10 Initial Unemployment Claims, January 1999 to June 2002: 
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First Quarter of 2001 to Second Quarter of 2002
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absolute job loss during the year 2001 and the first half of 2002.17 The business serv-

ices sector suffered by far the largest losses, partly because it includes the computer

services industry, which alone lost 35,000 jobs.18 Two of the other sectors shown—

electronic equipment and industrial machinery manufacturing, which lost 43,100

and 26,900 jobs, respectively—also include large numbers of high-tech firms. In

contrast, the three sectors most directly affected by 9/11—air transportation and (not

shown in the figure) the amusement and hotel sectors—accounted for a relatively

small portion of the overall recessionary job loss. Of those three, air travel experi-

enced the largest loss, at 17,700 jobs. Figure 2.12 after here

Of course, even during a recession there is considerable job creation. Key growth sec-

tors in California between January 2001 and June 2002 included health services, which

added 45,100 jobs, eating and drinking establishments, which added 51,200 jobs, and

local government, which added 113,000 jobs (mostly public school teachers).19

Not surprisingly given the disproportionate importance of the high-tech sector in

the state’s overall job loss, this recession has had a much more pronounced impact
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Air Transportation: 17,700 Jobs Lost
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Figure 2 . 12 The Five California Industries with the Largest Net Job Loss, 

January 2001 to June 2002

17. The data in Figure 2.12 are from EDD; see www.edd.ca.gov.

18. The estimate of 35,000 jobs lost in the three-digit SIC computer services industry is not sea-

sonally adjusted, because such job-loss data are available only at the two-digit level. The esti-

mate is thus not strictly comparable to the job-loss estimates for the two-digit sectors shown in

Figure 2.12. 

19. EDD data; see www.edd.ca.gov.
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on the San Francisco Bay Area than on the rest of the state, as Figure 2.13 shows.20

In the north employment fell precipitously in Santa Clara County, home to the

Silicon Valley, while San Francisco County was only somewhat better off (although

Alameda County was more stable).21 In contrast, San Diego and Orange Counties,

in the south, actually saw healthy job growth throughout 2001 and the first half of

2002. Los Angeles County was also nearly immune to the recession until the begin-

ning of 2002, although it has experienced major job losses since then. Figure 2.13 after here

From High-Tech to Shipwreck?

During the recession Californians have focused most of their concern on the col-

lapse of Internet-based businesses in the Silicon Valley. But in fact the downturn

there has affected many industries in the information technology sector, as shown in

Figure 2.14.22 Several factors converged to produce the general collapse. 

20. Ibid.
21. In Santa Clara County, unemployment grew almost sixfold, from an all-time low of 1.3 percent

in December 2000 to 7.6 percent in June 2002. 

22. The industries shown in the figure follow Steven Levy’s (2002) definition of the information

technology sector. The data are from EDD; see http://www.calmis.ca.gov/htmlfile/subject/
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Figure 2 . 13 Employment Change in Key Bay Area and Southern California Counties,

January 2001 to June 2002 
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One was a sharp reduction in the supply of venture capital for Internet busi-

nesses, as their promised profits failed to materialize and some firms went belly-up.

Another was the implosion of the telecommunications industry, a problem that is

ongoing and recently intensified with the announcements of futher accounting

scandals. The telecom industry had spent billions of dollars building fiber-optic

networks for Internet connections, but when the projected demand for so much

bandwidth did not materialize, many Internet service providers went out of busi-

ness (O’Brien 2002). Domestic and international sales of high-tech equipment

have also slowed with the national recession and the world economic slump.

Capital spending on technology fell 17 percent nationally in just the last quarter of

2001, and California’s exports of computers and electronic equipment—which

make up about half of the state’s total exports—fell 30 percent in 2001 (Leiser

2002: 6). Figure 2.14 after here

At least part of the decline has been cyclical. As the national economy began to re-

vive in the spring of 2002, employment in the Silicon Valley started to level off, and

some forecasters were predicting a resurgence of strong growth in the high-tech in-

dustries (Lieser 2002; Levy 2002). But the recent news is not all good. In the words

of one business reporter, the “high-tech hangover isn’t over” (O’Brien 2002). With

sales of networking and other equipment lagging, unemployment is likely to persist

in the Silicon Valley area, and possibly the wider San Francisco Bay Area or even the

entire state. As both the main engine of economic growth in northern California and

indtable.htm. Note that since these are three-digit SIC industries, the only data available are sea-

sonally unadjusted. 

Instruments and Related Products: 6,600 Jobs Lost

Computer Programs and Other Services: 35,000 Jobs Lost

Electronic Components: 29,900 Jobs Lost

Communications Equipment: 4,900 Jobs Lost
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Figure 2 . 14 Employment and Net Job Losses in Information Technology Industries,

California, January 2001 to June 2002 
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the creator of the state’s highest paying jobs, the Silicon Valley, if its slump contin-

ues, is likely to be a drag on the state as a whole.

The corporate accounting scandals that broke across the nation in 2002 and the

sharp reaction they have provoked from the stock market have led some analysts to

raise the spectre of a double-dip recession, in which the tepid national recovery stalls

because of a drop in consumer confidence. Of particular concern in California are

the corporate bankruptcies now under way in the telecommunications industry,

which might curtail business investment in related high-tech industries in California

over the near term.

The Economic Ripples of 9/11

As noted earlier, although the aftermath of September 11 affected only a small por-

tion of California’s overall job loss in this recession, it did hit a few sectors particu-

larly hard. Air travel was the most obvious victim, as 80,000 workers in the industry

nationwide were immediately laid off. The decline in air travel then affected tourism

as a whole. The hotel sector experienced an immediate drop in demand as trips and

conventions were cancelled. The amusement and recreation sector also suffered,

though to a lesser extent, as the public avoided potential terrorist targets such as

theme parks and sports stadiums. Approximately 24,600 jobs were lost in air travel,

hotels and other lodging, and amusement and recreation services in the last quarter

of 2001 immediately after the attacks, as Figure 2.15 shows. Together, these sectors

comprised only 4 percent of all jobs in California in 2001, but they accounted for

about one-third of the job loss in the three-month period immediately following the

attacks. The amusement and recreation industry has almost completely recovered to

pre-9/11 levels, but air travel and hotels have not yet done so. Cutbacks in each of

these sectors had ripple effects throughout the economy, as well, as suppliers lost cus-

tomers and workers reduced expenditures. Figure 2.15after here

However, not all the problems in either the air travel or the hotel sector can be

traced to the attacks. Before September 11, the commercial airlines were already in

trouble, because of both unresolved, longstanding structural problems and the na-

tional and global economic slump (Belobaba 2002). Similarly, hotel occupancy rates,

particularly in the large and more expensive hotels, had started falling as early as

February 2001 in the Silicon Valley and other parts of the Bay Area, due to the de-

cline in business travel there (Strasburg 2001) 

A disproportionate number of the jobs that were eliminated in the wake of 9/11

were unionized jobs. Air travel, hotels, and amusements are much more heavily

unionized than the economy as a whole, with an average union density, weighted by

the number of jobs, of 25 percent, compared to about 10 percent for all private sec-

tor workers in California. Using a simple calculation of average union density mul-

tiplied by the number of layoffs in each of these industries, we estimate that air

Labor-FO2.qxd  10/29/02  11:35 AM  Page 52



pastor & zabin /  recess ion and reaction 53

transportation lost about 6,000 union jobs, and the hotel and amusement sectors

each lost about 1,700 union jobs over 2001.23 For hotels this is a highly conservative

estimate, since layoffs occurred mostly in the highly unionized large hotels in the

major downtown tourist markets of San Francisco and Los Angeles, rather than in

the less often unionized hotels and motels in other parts of the state. The Hotel

Employees and Restaurant Employees International Union (HERE) reported that

after September 11 about one-third of its members lost jobs in San Francisco, and

about 40 percent of its members in Los Angeles County were either on layoff or

working reduced hours. In both cities HERE set up food banks and other services for

laid-off hotel workers (Silverstein et al. 2001; Kasler 2001). 

Job loss and underemployment are not the only consequence of downturn, of

course. In addition to layoffs, airlines have been asking their employee unions for

wage and benefit concessions, often as part of their application for federal loan guar-

antees. US Airways, for example, recently negotiated $465 million per year of cuts in

wages and benefits for its pilots and $77 million per year of cuts for its flight atten-

dants (San Francisco Chronicle 2002).
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Figure 2 . 15 Employment and Net Job Losses/Gains in Key Sectors Affected by the 9/11

Attacks, California, January 2001 to June 2002

23. The data on employment are from the EDD; see http://www.calmis.ca.gov/file/ lfother/fig8.htm.
The estimates of union density were calculated from the CPS.
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Distributional Consequences of the Recession

The consequences of the current recession for the patterns of income distribution

in California are complex, and detailed data on wages and income are not yet avail-

able. The crash in Silicon Valley affected the upper echelons of the income distribu-

tion and eliminated wealth in the form of overinflated stock holdings and options.

That may temporarily narrow the gap between the rich and the middle class, but it

is hardly a sign of economic health. In contrast, for those at the bottom of the labor

market, the effects have been more clearly negative. Figure 2.16, for example, charts

the 12-month moving average for unemployment rates by race and ethnicity.24 As it

shows, the gap between African Americans and Anglos narrowed at the end of the

boom but widened again in the recession. Latino unemployment has been more sta-

ble, albeit several points higher than that experienced by Anglos.25 Figure 2.16 after here

The terrorist attacks also affected workers of color by triggering a resurgence of

anti-immigrant sentiment. The most dramatic illustration is the case of airport bag-

gage screeners. Considerable media coverage highlighted baggage screening as a weak

link in airport security, exposing the 400 percent turnover at Boston’s Logan Airport,

where two of the hijackings had taken place. This high turnover is a consequence of

the airlines’ practice of subcontracting security services to the lowest bidder, which

routinely depressed workers’ pay to the minimum wage (Reich et al. 2002). The de-

cision to federalize these jobs will lead to wage improvements, but the new require-

ment that screeners be citizens will freeze out large numbers of the current work-

force, many of whom are immigrants, especially in California.

In addition to the particular difficulties facing immigrants and people of color,

low-wage workers in general will be hurt by the recession. The tight labor market of

the late 1990s has disappeared, and long-term trends in wage inequality may soon re-

assert themselves. Moveover, the state’s budget crisis will affect the distribution of re-

cessionary “pain” among different groups in California. The downturn has caused a

huge contraction in two major sources of state tax revenues: the personal income tax,

and the even more volatile capital gains tax, which yielded enormous revenues dur-

ing the boom but has collapsed in the last two years. Although the governor had not

yet signed the state’s 2002–03 budget at this writing, the deficit is now close to $24

billion, and the shortfall is expected to last a number of years. A California Budget

Project analysis (2002) estimates that over one-third of the proposed budget cuts will

disproportionately affect low-income families.

24. Because of the averaging in the state’s reported estimates (to remove excess volatility stem-

ming from seasonality and limited sample sizes and thereby focus on medium-term trends),

the effects of the first quarter 2001 increase in unemployment do not show up until summer

2001.

25. The estimates on unemployment rates by race and ethnicity are from EDD; see http://www.
calmis.ca.gov/file/lfother/fig8 .htm. Unfortunately, comparable data on Asians are not available.
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What’s Different about This Recession?

This recession differs from the recession of the early 1990s in ways that may have

important implications for the future. Figures 2.17a and 2.17b allow a comparison of

the unemployment rates for the state and three of its key counties over the course of

the two recessions.26 Unlike during the worst of the earlier recession, the current

statewide unemployment rate is relatively low, and the turnaround—which some

observers believe is occurring now—may be more rapid. Los Angeles led the state’s

downturn in the earlier period, but Santa Clara County is the leader in the current

recession. Unemployment there, in the Silicon Valley, soared much more rapidly

than it did a decade earlier in Los Angeles. In general, there seems to be greater re-

gional variation in the current period, regarding both the recession overall and the

specifics of employment losses and gains. Figures 2.17a and 2.17b after here, paired closely if possible

The previous recession was a lengthy one: While the trough of the national reces-

sion occurred in March 1991, California and especially Los Angeles suffered linger-

ing joblessness for several years after that. This was largely because that recession co-

incided with a permanent decline in durable goods manufacturing (particularly

aerospace), as the California economy adjusted to the end of the Cold War and to

the ongoing shift of traditional manufacturing overseas. 
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Figure 2 . 16 Unemployment Rates in California, by Race and Ethnicity, January

2000 to July 2002

26. In each case, the estimates are for the period starting a year before the official beginning of the

recession. (July 1990 and March 2001 are the official starting dates for the respective national

recessions, and so we begin at July 1989 and March 2000.) For comparability, each graph has

space for five and a half years of estimates, which allows us to the cover the whole recession and

recovery of the early 1990s. Of course, in the case of the current recession, data are not yet avail-

able for the full period.
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What about the future? Some analysts have suggested that because the key nodes

of employment loss in the current recession—high technology and the sectors af-

fected by 9/11–are cyclical, the prospects for a long-running slowdown are slim. In

this view the state’s leading growth sectors, particularly high tech, are still well posi-

tioned to be the engine of growth in the coming years, and tourism is already com-

ing back. The unemployment rate has declined somewhat in recent months.

Nevertheless, the previous recession also showed signs of an early recovery, but those

signs turned out to be short-lived (Figure 2.17a).

The current recovery, particularly in the technology sectors, is still uncertain, and,

as noted above, the recent turmoil in the nation’s stock markets is doing little to help

with business and consumer confidence. Even the most bullish prognosticators are

pointing to a jobless recovery, at least in the early phases, as firms hesitate to hire new

employees while product demand remains uncertain and instead force their incum-

bent employees to work longer hours.

Thinking to the Long Term

As always, California will eventually emerge from the current doldrums. While

the state has been hurt in the short run by its disproportionate share of jobs in com-

puter services and high-tech manufacturing, its strength in these sectors is likely to

constitute a competitive advantage over the long term. In addition, tourism, hotels,

and entertainment are likely to rebound as nerves calm and travel continues to re-

cover; and agriculture, manufacturing, and construction will likely contribute their

share to any recovery. But the fundamental asset that attracts new investment and

production to the state, in these industries and elsewhere, is the diversity and skill of

the California labor force.

This crucial asset may be at risk. While the boom may have convinced many of

the tremendous vitality and potential of the new economy, the recession has exposed

its downside for many workers. Labor market flexibility helped businesses respond

quickly to competitive challenges on the way up, but the temporary workers who

made that flexibility possible have found the ride down a bumpy one. Not only have

they been laid off with ease, they are enjoying less access to public and private safety

nets than their counterparts with permanent jobs. And while the last few years of the

1990s finally began to improve the lot of those at the bottom of the California in-

come distribution, recession has already put those gains in jeopardy. 

Improving worker outcomes during both boom times and recessions is not a lux-

ury. Recent research suggests that high levels of inequality erode the worker produc-

tivity and social cohesion necessary for economic growth (Pastor et al. 2000).

Specific worker-friendly policies—such as higher minimum wages, living-wage

laws, expanded health care coverage, improved job training, and reform of unem-

ployment insurance and other social insurance programs—can serve not only as im-

mediate relief but also as tools for navigating the longer-term changes in the state’s
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new economy. Such strategies, which spread the risks of the new economy and widen

the circle of its beneficiaries, can in turn help sustain long-term growth. 

The immediate impact of the current recession and the state’s fiscal crunch seem

to point in the opposite direction: creating pressures for cuts in wages, employment,

and public investment. Labor and community groups have encountered new obsta-

cles in pressing for the social policies, such as living-wage laws, that were on the

agenda only a year ago. But letting the equity issue fade would be extremely short-

sighted. It is now more critical than ever to ensure that both short- and long-run pol-

icy decisions remain focused on the state’s historic commitment to providing access

to opportunity for all its working families and communities. California’s future de-

mands nothing less.
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