Texas Leads Nation in Creation
of Jobs at All Pay Levels

By Melissa LoPalo and Pia M. Orrenius

} Even while the state is
adding a disproportionate
share of jobs, its record
of robust employment
growth has been clouded
by questions concerning
the quality of the new
positions.

exas was among the first states

to emerge from the 2007-09

Great Recession, surpassing its

prerecession employment peak
in late 2011. Meanwhile, the nation as a
whole has yet to regain the jobs lost in
the recession—as of December 2013, the
U.S. remained over a million jobs short of
its prerecession high.

Even while the state is adding a
disproportionate share of jobs, its record
of robust employment growth has been
clouded by questions concerning the
quality of the new positions. Echoing
what appears to be a common percep-
tion, one Texas state representative
quipped in 2011, “If you want a bad job,
go to Texas."!

There are several reasons casual ob-
servers conclude that Texas creates “bad
jobs” Average wages have historically
been lower in Texas, along with median
household income. The state also has a
large share of workers earning the federal
minimum wage. According to the Bureau
of Labor Statistics, 7.5 percent of hourly
workers in Texas in 2012 were paid at
or below the federal minimum wage,
compared with 4.9 percent nationally.?

Employment Change by Wage Group Since 2000

Change in employment
(thousands of jobs)

Wage quartile

Hourly wages

Texas U.S. minus Texas

Lowest

Less than 11.42

Lower-middle

11.42-16.92

Upper-middle

16.93-26.04

Highest

Above 26.04

Total

Total percent change

NOTE: Wages are in real December 2013 dollars.
SOURGE: Authors’ tabulations of Current Population Survey Merged Outgoing Rotation Groups 2000, 2013.

Texas’ share was second only to Idaho’s,
at 7.7 percent.

Furthermore, Texas has the ninth
highest Gini coefficient—a common
measure of income inequality’*—and the
highest share of residents without health
insurance in the U.S.*

Given this mixed record on wages
and income, it might seem surprising
that household survey data indicate
Texas creates more high-wage than low-
wage jobs and that average wages have
risen slightly in real (inflation-adjusted)
terms since 2000. The nation’s record
is markedly less positive and points to
labor market polarization, described by
labor economists as a long-run trend that
erodes job opportunities for those in the
middle of the wage distribution.

Job Growth by Wage Group

There are many ways to measure
the quality of a job. Wage rate is one way;
fringe benefits and hours worked are
two others. Jobs can also be evaluated on
working conditions and opportunities for
advancement. This analysis focuses on
hourly wages (for salaried jobs, weekly
earnings divided by hours worked) and
uses the Bureau of Labor Statistics’ Cur-
rent Population Survey (CPS) data to
measure hourly wages among workers
age 16 and older.” Wages were ranked
in ascending order, and the resulting
U.S. wage distribution was divided into
quartiles for the base year (2000) (Table
1). Employment changes between 2000
and 2013 were then calculated for each
quartile.

Texas experienced stronger job
growth than the rest of the nation in all
four wage quartiles from 2000 to 2013,
even in the middle two wage quartiles,
where growth in the rest of the nation
was negative and zero, respectively
(Chart 1).5 In Texas, the two upper wage
quartiles grew at 28 and 36 percent,
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Texas Creates Jobs Across the Wage Distribution
(Job growth by wage quartile, 2000—13)

Percent change in employment

40
| Texas

351 M U.S. minus Texas

301
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10 1

Lower-middle
wage quartile

Lowest wage
quartile

Upper-middle
wage quartile

Highest wage
quartile

SOURCE: Current Population Survey Merged Outgoing Rotation Groups 2000, 2013.

respectively, over the 13-year period,
corresponding to average annual rates of
2.1 and 2.7 percent. The 13-year figures
for the rest of the nation were 0 and

13 percent, corresponding to average
annual rates of 0 and 1 percent. In sum,
the data show Texas has experienced far
greater growth of “good” jobs than the
rest of the nation has since 2000.

Texas has also created more “good”
than “bad” jobs. Jobs in the top half of
the wage distribution experienced dis-
proportionate growth (Chart 2). The two
upper wage quartiles were responsible
for 55 percent of net new jobs. A similar

pie chart cannot be made for the rest of
the U.S., which lost jobs in the lower-
middle quartile over the period. Between
2000 and 2013, Texas household survey
employment overall grew 24.9 percent,
while employment in the rest of the U.S.
expanded just 4.7 percent.’

Lahor Market Polarization

Job growth trends in Texas break
with the national pattern. Texas has suc-
ceeded in producing broad-based job
growth in the context of job and wage
polarization nationally. According to the
Massachusetts Institute of Technology’s

Upper Wage Quartiles Account for Over Half

of New Texas Jobs

Highest wage quartile

Upper-middle wage quartile

Lowest wage quartile

Lower-middle wage quartile

SOURCE: Current Population Survey Merged Outgoing Rotation Groups 2000, 2013.

} The data show Texas has
experienced far greater
growth of ‘good’ jobs
than the rest of the nation
has since 2000.
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David Autor and other leading labor
economists, the American middle class
has been “hollowed out” over the past
three decades because job growth is in-
creasingly concentrated at the high and
low ends of the wage distribution.®

The prospects of those at the upper
end of the skill distribution continue to
improve, while growth in menial, low-
paying positions has remained steady.
Meanwhile, middle-income job oppor-
tunities are shrinking. Explanations for
this phenomenon include globalization
and technological change, leading to the
outsourcing and automating of routine,
middle-income jobs® as well as a deceler-
ation in the supply of educated workers,
driving an increase in the wage premium
for high-skilled workers.'® Studies suggest
that the situation is not limited to the
U.S., but s also present in Europe and
other advanced countries.

Worker Characteristics

In Texas, as in the rest of the U.S,,
workers on the lower end of the wage
distribution have much different demo-
graphic characteristics than their highly
paid counterparts. Those in the lower-
income quartiles are much younger,
especially in the lowest wage quartile,
where nearly a third of workers in Texas
were under the age of 26 in 2013 (Chart
3). This suggests that many workers in
the lowest wage quartile in Texas as

well as the rest of the nation are just get-
ting their start in the labor market and
may subsequently move up as they gain
experience.

Low-wage workers in Texas also
have low educational attainment, though
many of them may not yet have com-
pleted their educations, given their age.
However, workers in the lowest wage
quartile in the U.S., excluding Texas, are
more educated on average than their
Texan peers; 28 percent of Texas work-
ers in the lowest wage quartile lacked
a high school diploma or GED in 2013,
compared with 19 percent in the rest of
the U.S.

In contrast, Texans in the highest
wage quartile have more similar educa-
tional attainment to their counterparts in
the rest of the nation; over 60 percent of
workers at the top of the wage distribu-
tion hold a bachelor’s or postgraduate
degree.

Those in the highest wage quartile
in Texas and the rest of the nation are
concentrated in jobs requiring extensive
training, such as management and legal
occupations, while workers in the lowest
wage quartile primarily occupy posi-
tions in labor-intensive jobs such as food
preparation.

Workers in the middle two quartiles
in the state and nationally are concen-
trated in office, administrative sup-
port and sales jobs. However, in Texas,

Low-Wage Texas Workers Much Younger Than

High-Wage Counterparts

Age

>75 Highest wage quartile
71-75
66-70
61-65
56-60
51-55
46-50
41-45
36-40
31-35
26-30
21-25
16-20

Lowest wage quartile

NOTE: Quartiles based on 2000 U.S. wage distribution.

Percent

SOURCE: Current Population Survey Merged Outgoing Rotation Groups 2013.

they are much more likely to work in
construction and oil and gas extraction
than their counterparts in the rest of the
nation, indicative of Texas” expansive
energy industry.

Finding the ‘Good Jobs’

Most Texas economic sectors
contributed to the expanding numbers
of “good jobs” since 2000. Employment
growth in sectors paying above the me-
dian wage reflects the state’s expanding
population and need for more schools
and hospitals, the recent strength of the
energy sector and the diversification of
the Texas economy.

Education and health services con-
tributed 42 percent of net new high-wage
jobs due to growing demand for teach-
ers, doctors, nurses and other positions
requiring a college degree (Chart 4).

The mining industry, which in Texas
consists mainly of oil and gas extraction
and support activities, also contributed
strongly (15 percent) to expansion in the
top half of the wage distribution between
2000 and 2013. Payroll employment in oil
and gas extraction and support activities
for mining in Texas more than doubled
between 2000 and 2013, according to

the Bureau of Labor Statistics’ Current
Employment Statistics. Interestingly, the
oil and gas sector pays above-average
wages although many oil and gas jobs do
notrequire a college degree.

The category of finance, insurance
and real estate together with the profes-
sional and business services sector are
ranked third and fourth in contributing
to high-wage job growth in Texas since
2000. They include jobs in high-paying
service sector occupations such as con-
sulting, banking, accounting, legal and
engineering. They serve the booming
construction and housing industries and
support energy activity and expanding
health and high-tech industries.

Lessons Learned

Critics of the Texas economic model
often contend that Texas’ exceptional job
growth has not produced a high standard
of living for its residents due to the low
quality of the new positions. However,
Texas’ job growth since 2000 has been
much more proportional than in the rest
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High-Wage Texas Employment Growth Is Broad-Based
(Contribution to job growth above the median wage by sector, 2000-13)
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SOURCE: Current Population Survey Merged Outgoing Rotation Groups 2000, 2013.

of the nation, where net new jobs have
been concentrated at the bottom and top
of the wage distribution and the middle
has shrunk further.

Texas still has a high share of mini-
mum wage jobs, partly due to the state’s
relatively low minimum wage (set equal
to the federal minimum wage). A low
minimum wage and plenty of low-skilled
workers ensure that Texas will have a
high share of minimum wage jobs. On
the other hand, a relatively low cost of
living in Texas ensures that workers’
earnings here will go further than in
other large states.

Texas has produced hundreds of
thousands of well-paying jobs across
most industries since 2000, making Texas
the top destination for domestic migrants
since 2006."? That said, the same broad
trends—globalization, technological
change, a slowdown in educational at-
tainment—that are causing the national
labor market to polarize are also present
in Texas. Until now, a combination of
other factors has prevailed, and the state
has outperformed the rest of the nation
in every category of employment growth.

To the extent that these “other fac-
tors” include some growth engines that
may sputter in the future, however, the
state would do well to make the changes
now—such as investing in higher educa-
tion—that will bolster economic oppor-
tunity down the road.

LoPalo is a research analyst and Or-
renius is a vice president and senior
economist in the Research Department
at the Federal Reserve Bank of Dallas.
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