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Ask Americans what it means to “make it,” and the answers rarely
begin with a salary.

Instead, they describe milestones: owning a home, building a family, taking a
vacation, saving enough to retire, paying bills without constant stress and still
having money left over. For generations, these were the hallmarks of the American
middle class—not just income, but financial security.

Today, that status feels increasingly out of reach. Even households earning middle-
class incomes often say they do not feel financially secure. They worry about buying
a home, paying for childcare, saving for retirement, managing debt and keeping up
with everyday costs.

This disconnect is one of today’s defining economic paradoxes.

By many objective measures, Americans are better off than previous generations
after inflation. Household incomes and net worth have risen, and the share of adults
living in upper-income households is larger today than in the early 1970s. Yet survey
after survey shows widespread financial anxiety, including among households
traditionally considered middle class.

How can both be true?

The answer lies in the definition of the middle class. Economists continue to
measure it primarily by income, but households increasingly define it by financial
security.

That difference helps explain why housing affordability, retirement preparedness,
childcare costs, consumer debt and wealth inequality have become central
economic and political issues. The middle class has not disappeared, but the
threshold for feeling middle class has moved higher.
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Defining the Middle Class
The Pew Research Center classifies middle-income
households as those earning between two-thirds and twice
the median household income, adjusted for household size
and local cost of living. Based on national median household
pre-tax income of roughly $84,000 in 2024, that translates
to approximately $55,000–$168,000 annually.

By that definition, about half of American adults belong to
the middle class. Although this share has declined from 61%
in 1971, the middle class remains the country's largest income
group (see Exhibit 1). The decline has not been driven solely
by households moving into the lower-income bracket; more
households now sit at both ends of the income distribution.

Exhibit 1: The Middle Class Has Shrunk

Source: Pew Research Center, Morgan Stanley Wealth Management Global
Investment Office as of May 31, 2024

What Does the Average Household
Look Like?
Another way to think about the middle class is consumer
units, or households, near the middle of the income
distribution—the 40th to 60th percentiles.

According to the Bureau of Labor Statistics’ Consumer
Expenditure Survey, households in the middle-income quintile
earn on average $74,000 in pre-tax income and $67,000 in
after-tax income annually.  The typical household has 2.5
people and 1.4 earners. It spends approximately $65,500 per
year—including about $9,000 on food, $4,100 on cars and
$1,600 on clothing—leaving implied annual savings of about
$1,100.

Roughly 62% own their homes, while the remaining 38% rent.
Among homeowners, the average home is worth
approximately $247,000; among renters, average rent is
around $1,300 per month. The Federal Reserve’s Survey of
Consumer Finances estimates median household net worth of
$171,000 for the middle percentiles as of 2022, with housing
representing the largest asset. For many households, the
home is the primary vehicle for wealth creation. Home equity

often becomes the foundation of the household balance
sheet, supporting retirement security, access to credit and
intergenerational wealth transfer.

This helps explain why renters and first-time buyers may feel
much further from middle-class security than their income
alone suggests. Income measures current cash flow;
homeownership often determines whether that cash flow
becomes long-term wealth.

Why the Numbers and the Feeling
Diverge
Middle-income households are better off in real terms than in
1971. Yet many Americans do not feel better off.

A June 2025 Gallup poll found that only 16% of US adults feel
financially fulfilled, meaning their finances actively support
the life they want. Meanwhile, 32% report consistent financial
stress, including difficulty meeting obligations, making
tradeoffs and feeling a lack of control (see Exhibit 2).
Financial insecurity is more prevalent among younger and
unmarried individuals who don’t have the financial cushion
that comes with a dual-earning household (see Exhibit 3).

Exhibit 2: Most Households Experience Financial Stress

Source: Gallup, Morgan Stanley Wealth Management Global Investment Office
as of June 2, 2026

Exhibit 3: Financial Stress Felt Even Among the
Highest-Income Groups

Source: Gallup, Morgan Stanley Wealth Management Global Investment Office
as of June 2, 2026
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The responses are revealing. When people describe financial
fulfillment, they rarely begin with luxury. They talk about
freedom to pursue passions, to make a better life for
themselves and their families, and to withstand unforeseen
events. If financially fulfilled, respondents often point to
experiences, relationships and meaningful activities.

Viewed in that way, financial fulfillment is less about
maximizing income than minimizing uncertainty. This
distinction is essential. Income measures what comes in each
year, while financial security depends on accumulated wealth,
debt burdens, fixed costs, family obligations, housing status
and confidence that today's standard of living can be
sustained tomorrow.

That is why two households with the same income can have
very different financial realities. One may own a home, have a
fixed mortgage rate, hold retirement assets and have family
support. The other may rent, carry student loans, pay for
childcare and have limited emergency savings. Both may be
middle class by income, but only one may feel secure.

The Middle Class Is More About the
Balance Sheet
For much of the 20th century, earning a middle-class income
often meant living a middle-class life: a home, children, a car,
occasional vacations and a secure retirement. The key shift
over the past several decades is that income alone is less
likely to be enough to meet these goals.

Today, households increasingly judge whether they have
"made it" not just by what they earn but also what they own
and how resilient they are. Financial assets like a home,
retirement savings, an emergency fund, college savings and
investment accounts, along with manageable debt, provide
optionality, allowing households to absorb job losses, medical

expenses, higher interest rates, market downturns or family
emergencies without dramatically changing their standard of
living.

In other words, income pays bills, but wealth provides
resilience.

This is why the middle class increasingly looks less like a
single income group and more like a financial-security
spectrum. At one end are households with stable incomes,
assets, savings and manageable debt. At the other are
households with similar incomes but limited wealth, high
fixed costs and little margin.

In this sense, the middle class has shifted from an income
concept to a balance-sheet concept, raising the bar for
"making it."

The Changing Cost of Making It 
As the bar has risen, so too has the cost: The big-ticket items
that have historically defined middle-class status—
homeownership, childcare, higher education, health care and
retirement security—have grown more expensive relative to
income and the broader inflation basket.

Shelter inflation has risen roughly 6.6 times since 1978,
compared with an approximately 4.8-fold increase in broader
consumer prices over the same period. Childcare costs have
followed an even steeper trajectory, rising 14 times, and
health care costs are up 10 times (see Exhibit 4). Childcare is
now literally the second mortgage: The cost of childcare for
two children exceeds average mortgage payments in 45 states
and rent in 49 states, as we discuss in our March 19, 2026
report, "The SHEconomy: A Structural Shift in Economic
Power".

Exhibit 4: Middle-Class Costs Have Risen Faster than Broader Inflation and Wages

Source: Bureau of Labor Statistics, Bureau of Economic Analysis, Morgan Stanley Wealth Management Global Investment Office as of July 8, 2026
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The cost of entering the middle class has thus risen faster
than the incomes of many households trying to get there.

Headline inflation captures the average price of a
representative consumption basket. Households, however, do
not experience the middle class through an average basket.
They experience it through their financial milestones: a
downpayment, a mortgage payment, a daycare bill, a college
tuition payment, an emergency fund and a retirement
account.

When the cost of achieving the most important milestones
rises faster than wages, households can earn middle-class
incomes without feeling middle-class security.

The effect is especially acute for younger households and
first-time homebuyers. If the primary path to wealth creation
runs through homeownership, then households that bought
homes when prices and mortgage rates were lower start with
a large advantage. As discussed in our May 14, 2026
“Economy Explained” on the first-time homebuyer squeeze,
households trying to buy today face a bigger downpayment
hurdle, higher monthly payments and a more uncertain path
to building equity.

The same logic applies to childcare and education. These are
often necessary inputs to labor-force participation and
upward mobility. When they become more expensive, they
reduce the income available for savings and asset
accumulation.

The result is that many households are spending more not
simply to maintain a middle-class lifestyle, but to enter it.

The Goalposts Keep Moving
Middle-income households feel like they are falling behind for
another important reason: The benchmark has changed.

People do not evaluate financial success in isolation. They
compare themselves with neighbors, coworkers, family
members, peers and the lifestyles they see online. When the
top of the distribution pulls away, the reference point for
"making it" shifts upward.

This is where inequality matters.

In 1963, the top 1% held approximately $1.8 million in wealth,
compared with roughly $55,000 for the median household—
a gap of about 33 times. By 2022, the top 1% held
approximately $13.6 million, compared with about $193,000
for the middle 50%. The gap had widened to roughly 70
times (see Exhibit 5).

Exhibit 5: Wealth Inequality Has Risen Significantly 

Source: Urban Institute, Survey of Consumer Finances, Morgan Stanley Wealth
Management Global Investment Office as of Oct. 18, 2023

Income gains show a similar, though less extreme, pattern.
From 1970 to 2022, real income for upper-income households
increased by 78%, compared with 60% for middle-income
households and 55% for lower-income households (see
Exhibit 6). As a result, the middle-class share of US household
income has plunged over the last half-century (see Exhibit 7).

Exhibit 6: Upper-Income Households Have Experienced
Stronger Income Growth

Source: Census Bureau’s Current Population Survey, Morgan Stanley Wealth
Management Global Investment Office as of July 6, 2026

Exhibit 7: Middle-Income Households Have Seen Their
Share Decline

Source: Census Bureau’s Current Population Survey, Morgan Stanley Wealth
Management Global Investment Office as of July 6, 2026

ALPHACURRENTS: THE ECONOMY EXPLAINED

Please refer to important information, disclosures and qualifications at the end of this material. Morgan Stanley Wealth Management  4

https://linkback.morganstanley.com/web/sendlink/webapp/f/ockqs7ng-3sc5-g000-be9e-db6b82aaca68?store=0&d=UwBSZXNlYXJjaF9NU1NCADA5MTM2M0Y5LUE5NTAtNEU3RC05NkU0LTQ0N0JBMjcwOTg2QQ%3D%3D&user=ib_2_18c0v3zxh5ez_Y2NhMzllNzNfamFpcHJAbXMuY29t&__gda__=1879328869_da25603e0ff8e5b1b5cb27baf7b5f0f1


With the distance between the middle and the top widening,
the promise of upward mobility feels weaker. Even if the
median household is better off in absolute terms, it may feel
worse off because the visible markers of success have moved
further away.

The widening wealth gap changes access to housing,
education, risk-taking and intergenerational support. Families
with assets can help children with downpayments, absorb
income disruptions, pay for education and invest earlier.
Families without assets face higher borrowing needs, greater
vulnerability and fewer opportunities to compound wealth.

That is how inequality can reshape the middle-class
experience even when median incomes are rising.

What It Takes to Make It Today
A household earning $100,000 but renting in an expensive
city, paying for childcare, carrying student loans and lacking
emergency savings may feel less secure than a lower-earning
homeowner with a fixed mortgage and meaningful retirement
assets.

This is why the middle class increasingly depends on four
pillars:

1. stable income: enough cash flow to cover recurring
expenses without relying on debt

2. affordable fixed costs: especially housing, childcare, health
care and transportation

3. asset ownership: home equity, retirement savings and
financial investments that can compound over time

4. financial resilience: emergency savings, manageable debt
and the ability to absorb shocks

The more of these pillars a household has, the more likely it
is to feel middle class; the fewer it has, the more fragile that
status becomes.

This framework also explains why the middle class feels so
different across geographies and generations. A middle-class
income in a low-cost metro area can support savings and
homeownership; the same income in a high-cost metro area
may barely cover rent, childcare and transportation.

Similarly, older households that bought homes before the
post-COVID housing reset may feel much more secure than
younger households earning similar incomes. The difference is
not just income; it is timing, asset ownership and accumulated
wealth.

The bar to make it to the middle class is higher today, and it
feels higher too. That is one of today's defining household-
finance paradoxes: Many Americans still qualify as middle
class, but fewer feel they have made it.

Notes
 Median household income, which was referenced earlier, is
higher than the average income for the third quintile
consumer units due to definitional differences.
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Disclosure Section

For index, indicator and survey definitions referenced in this report please visit the following: https://www.morganstanley.com/wealth-
investmentsolutions/wmir-definitions

Risk Considerations

Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment.

Growth investing does not guarantee a profit or eliminate risk. The stocks of these companies can have relatively high valuations. Because of
these high valuations, an investment in a growth stock can be more risky than an investment in a company with more modest growth
expectations. 

Value investing does not guarantee a profit or eliminate risk. Not all companies whose stocks are considered to be value stocks are able to turn
their business around or successfully employ corrective strategies which would result in stock prices that do not rise as initially expected. 

Because of their narrow focus, sector investments tend to be more volatile than investments that diversify across many sectors and companies.
Health care sector stocks are subject to government regulation, as well as government approval of products and services, which can
significantly impact price and availability, and which can also be significantly affected by rapid obsolescence and patent expirations.

REITs investing risks are similar to those associated with direct investments in real estate: property value fluctuations, lack of liquidity, limited
diversification and sensitivity to economic factors such as interest rate changes and market recessions.

Annuities are long term tax-deferred retirement savings vehicles. Annuities are generally subject to surrender charges. A surrender charge is a
penalty you have to pay if you sell or withdraw money from an annuity before it matures. The time before an annuity’s maturity is called the
surrender period and usually lasts for several years after purchase. Surrender charges reduce the value of your annuity and its returns. Early
withdrawals will reduce the death benefit and cash surrender value. 

Under current law, a nonqualified annuity that is owned by an individual is generally entitled to tax deferral. IRAs and qualified plans—such as
401(k)s and 403(b)s—are already tax-deferred. Therefore, a deferred annuity should be used only to fund an IRA or qualified plan to benefit
from the annuity’s features other than tax deferral. These include lifetime income and death benefit options.

Variable annuities are sold by prospectus only. The prospectus contains the investment objectives, risks, fees, charges and expenses, and other
information regarding the variable annuity contract and the underlying investments, which should be considered carefully before investing.
Prospectuses for both the variable annuity contract and the underlying investments are available from your Financial Advisor. Please read the
prospectus carefully before you invest.

Variable annuities are long-term investments designed for retirement purposes and may be subject to market fluctuations, investment risk, and
possible loss of principal. All guarantees, including optional benefits, are based on the financial strength and claims-paying ability of the issuing
insurance company and do not apply to the underlying investment options.

Optional riders may not be able to be purchased in combination and are available at an additional cost. Some optional riders must be elected at
time of purchase. Optional riders may be subject to specific limitations, restrictions, holding periods, costs, and expenses as specified by the
insurance company in the annuity contract.

If you are investing in a variable annuity through a tax-advantaged retirement plan such as an IRA, you will get no additional tax advantage from
the variable annuity. Under these circumstances, you should only consider buying a variable annuity because of its other features, such as
lifetime income payments and death benefits protection.

Taxable distributions (and certain deemed distributions) are subject to ordinary income tax and, if taken prior to age 59 ½, may be subject to a
10% federal income tax penalty. Early withdrawals will reduce the death benefit and cash surrender value.

Morgan Stanley Smith Barney LLC offers insurance products in conjunction with its licensed insurance agency affiliates.

Environmental, Social and Governance (“ESG”) investments in a portfolio may experience performance that is lower or higher than a portfolio
not employing such practices. Portfolios with ESG restrictions and strategies as well as ESG investments may not be able to take advantage of
the same opportunities or market trends as portfolios where ESG criteria is not applied. There are inconsistent ESG definitions and criteria
within the industry, as well as multiple ESG ratings providers that provide ESG ratings of the same subject companies and/or securities that
vary among the providers. Certain issuers of investments may have differing and inconsistent views concerning ESG criteria where the ESG
claims made in offering documents or other literature may overstate ESG impact. ESG designations are as of the date of this material, and no
assurance is provided that the underlying assets have maintained or will maintain and such designation or any stated ESG compliance. As a
result, it is difficult to compare ESG investment products or to evaluate an ESG investment product in comparison to one that does not focus
on ESG. Investors should also independently consider whether the ESG investment product meets their own ESG objectives or criteria. There is
no assurance that an ESG investing strategy or techniques employed will be successful. Past performance is not a guarantee or a dependable
measure of future results. 

Hyperlinks
This material may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the material refers to website
material of Morgan Stanley Wealth Management, the firm has not reviewed the linked site. Equally, except to the extent to which the material
refers to website material of Morgan Stanley Wealth Management, the firm takes no responsibility for, and makes no representations or
warranties whatsoever as to, the data and information contained therein. Such address or hyperlink (including addresses or hyperlinks to
website material of Morgan Stanley Wealth Management) is provided solely for your convenience and information and the content of the
linked site does not in any way form part of this document. Accessing such website or following such link through the material or the website
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of the firm shall be at your own risk and we shall have no liability arising out of, or in connection with, any such referenced website.

By providing links to third-party websites or online publication(s) or article(s), Morgan Stanley Smith Barney LLC (“Morgan Stanley”) is not
implying an affiliation, sponsorship, endorsement, approval, investigation, verification with the third parties or that any monitoring is being done
by Morgan Stanley of any information contained within the articles or websites. Morgan Stanley is not responsible for the information
contained on the third-party websites or your use of or inability to use such site. Nor do we guarantee their accuracy and completeness. The
terms, conditions, and privacy policy of any third-party website may be different from those applicable to your use of any Morgan Stanley
website. The information and data provided by the third-party websites or publications are as of the date when they were written and subject
to change without notice.

Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States.
This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security or other financial instrument or to participate in any trading strategy.  Past performance is not necessarily a guide to future
performance.

The author(s) (if any authors are noted) principally responsible for the preparation of this material receive compensation based upon various
factors, including quality and accuracy of their work, firm revenues (including trading and capital markets revenues), client feedback and
competitive factors.  Morgan Stanley Wealth Management is involved in many businesses that may relate to companies, securities or
instruments mentioned in this material.

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its
own independent investigation of the securities, instruments or transactions, and received all information it required to make its own
investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument.  That
information would contain material information not contained herein and to which prospective participants are referred. This material is based
on public information as of the specified date, and may be stale thereafter.  We have no obligation to tell you when information herein may
change.  We make no representation or warranty with respect to the accuracy or completeness of this material.  Morgan Stanley Wealth
Management has no obligation to provide updated information on the securities/instruments mentioned herein.

The summary at the beginning of the report may have been generated with the assistance of artificial intelligence (AI).

The securities/instruments discussed in this material may not be appropriate for all investors.  The appropriateness of a particular investment or
strategy will depend on an investor’s individual circumstances and objectives.  Morgan Stanley Wealth Management recommends that investors
independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial advisor. The value of and
income from investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions of companies and other issuers or other factors.  Estimates of
future performance are based on assumptions that may not be realized.  Actual events may differ from those assumed and changes to any
assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur and may significantly
affect the projections or estimates.  Certain assumptions may have been made for modeling purposes only to simplify the presentation and/or
calculation of any projections or estimates, and Morgan Stanley Wealth Management does not represent that any such assumptions will reflect
actual future events.  Accordingly, there can be no assurance that estimated returns or projections will be realized or that actual returns or
performance results will not materially differ from those estimated herein. 

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This
information is not intended to, and should not, form a primary basis for any investment decisions that you may make. Morgan Stanley Wealth
Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under section 4975
of the Internal Revenue Code of 1986 as amended in providing this material except as otherwise provided in writing by Morgan Stanley and/or
as described at www.morganstanley.com/disclosures/dol.

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice.  Each client should
always consult his/her personal tax and/or legal advisor for information concerning his/her individual situation and to learn about any potential
tax or other implications that may result from acting on a particular recommendation.

This material is disseminated in Australia to “retail clients” within the meaning of the Australian Corporations Act by Morgan Stanley Wealth
Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813).  

Morgan Stanley Wealth Management is not incorporated under the People's Republic of China ("PRC") law and the material in relation to this
report is conducted outside the PRC. This report will be distributed only upon request of a specific recipient. This report does not constitute an
offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors must have the relevant qualifications to invest in such
securities and must be responsible for obtaining all relevant approvals, licenses, verifications and or registrations from PRC's relevant
governmental authorities.

If your financial adviser is based in Australia, Switzerland or the United Kingdom, then please be aware that this report is being distributed by
the Morgan Stanley entity where your financial adviser is located, as follows: Australia: Morgan Stanley Wealth Management Australia Pty Ltd
(ABN 19 009 145 555, AFSL No. 240813); Switzerland: Morgan Stanley (Switzerland) AG regulated by the Swiss Financial Market Supervisory
Authority; or United Kingdom: Morgan Stanley Private Wealth Management Ltd, authorized and regulated by the Financial Conduct Authority,
approves for the purposes of section 21 of the Financial Services and Markets Act 2000 this material for distribution in the United Kingdom.

Morgan Stanley Wealth Management is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of
Section 15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be,
and do not constitute, advice within the meaning of the Municipal Advisor Rule.

ALPHACURRENTS: THE ECONOMY EXPLAINED

Morgan Stanley Wealth Management  7



This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC.  

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data
they provide and shall not have liability for any damages of any kind relating to such data.

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney
LLC.

© 2026 Morgan Stanley Smith Barney LLC. Member SIPC.
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