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Sagging Income Signals Tough Road Ahead 
By Tim Logan 
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Tuesday, August 10 2010 

 

Robert Cohen Aug. 9, 2010 - Brian English, right, joined his sister Jillian English at 

a steamy open house Monday afternoon at Brown Shoe Company in Clayton. Brian is looking 

for a position in digital media and Jillian just graduated from college and was looking for 

something in marketing or advertising. While not calling the event a job fair, the company's 

talent acquisition staff was on hand to meet potential employees and take resumes. (Robert 

Cohen rcohen@post-dispatch.com)  

 

Something very unusual happened last year. 

The total amount of money earned by everyone in the St. Louis area — all 2.8 million of us — 

fell. It dropped 3.5 percent, according to new numbers out Monday, to a little more than $114 

billion. 

It's not really unexpected — all those layoffs, furloughs and pay cuts we have been suffering 

through were bound to add up. Nor is our region unusual — income fell in 45 of the nation's 50 

biggest cities last year. 
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But it is unprecedented. Never before in the 40 years the government has kept track of these 

things has actual income fallen in St. Louis; and even when inflation is taken into account, it's 

the second-steepest drop on record. 

Yes, Monday's report from the Commerce Department served as the latest reminder of just how 

brutal last year was, and it highlights the challenges that we face in digging out of this so-called 

Great Recession. 

Cash in the hands of consumers, after all, is the juice that powers the economy. With less of it to 

go around, growth will be hard to come by, said Steven Fazzari, an economics professor at 

Washington University. 

"The economy is weak. Incomes are falling. People are spending less," he said. "That's what 

makes this so difficult to turn around." 

It is striking, said Fazzari, that nominal income is shrinking, even if inflation is also low. There 

have been times — during the price spikes of the '70s and the recession of the early '90s — that 

growth in costs has outpaced growth in income. This is different. 

"It's not only that people aren't keeping pace with inflation," he said. "They're actually falling 

behind." 

Much of the decline stemmed from job losses. 

St. Louis-area employers shed about 45,000 people last year, with companies from Pfizer to 

Chrysler to Sara Lee Corp. knocking hundreds off of their payrolls. Nonwage income fell, too, 

because of lower dividend and interest payments and cuts to benefit programs. Then there was 

that new favorite tool of cost-cutting employers: the furlough. 

Even those who haven't taken a pay cut have likely felt the impact, too, said Lea-Rachel 

Kosnick, a professor of behavioral economics at the University of Missouri-St. Louis. Most 

everyone knows people who have lost a job or taken a pay cut. That can have subtle effects on 

the way they spend money, too. 

"There's a bandwagon effect, I think," she said. "People respond to context, to their environment. 

It's bound to have an impact." 

Indeed, even as income has fallen, more money is being stashed for rainy days. The savings rate 

has surged, to 6.4 percent in May, compared with 1 to 2 percent back in the heady days of the 

middle of the decade. 

This newfound thrift bodes well for our long-term economic health, notes Kevin Kliesen, an 

economist at the Federal Reserve Bank of St. Louis, as those savings should fuel more business 

investment. But it is the short term that has people worried. 
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Concern about a double-dip recession has grown lately, particularly as job growth has slowed 

since early this year. Some experts, including St. Louis Fed president James Bullard, have begun 

to warn about the prospect of deflation — a downward spiral of prices and wages — if the 

economy suffers more negative shocks. 

Barring the unforeseen, Kliesen said, a nasty bout of deflation remains unlikely. Energy prices 

are rising. So are prices for imports. Those sort of trends will at least keep more money flowing, 

even if they don't signal a strong recovery. 

And at this point, he said, no one is really predicting one of those. 
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