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Executive Summary

Increasing numbers of recent college graduates are ending up in relatively low-skilled jobs that, historically, have

gone to those with lower levels of educational attainment. This study examines this phenomenon in some detail,

concluding:

About 48 percent of employed U.S. college graduates are in jobs that the Bureau of Labor Statistics (BLS)
suggests requires less than a four-year college education. Eleven percent of employed college graduates
are in occupations requiring more than a high-school diploma but less than a bachelor’s, and 37 percent
are in occupations requiring no more than a high-school diploma;

The proportion of overeducated workers in occupations appears to have grown substantially; in 1970,
fewer than one percent of taxi drivers and two percent of firefighters had college degrees, while now more
than 15 percent do in both jobs;

About five million college graduates are in jobs the BLS says require less than a high-school education;

Comparing average college and high-school earnings is highly misleading as a guide for vocational suc-
cess, given high college-dropout rates and the fact that overproduction of college graduates lowers recent
graduate earnings relative to those graduating earlier;

Not all colleges are equal: Typical graduates of elite private schools make more than graduates of flagship state
universities, but those graduates do much better than those attending relatively non-selective institutions;

Not all majors are equal: Engineering and economics graduates, for example, typically earn almost dou-
ble what social work and education graduates receive by mid-career;

Past and projected future growth in college enrollments and the number of graduates exceeds the actual
or projected growth in high-skilled jobs, explaining the development of the underemployment problem
and its probable worsening in future years;

Rising college costs and perceived declines in economic benefits may well lead to declining enrollments
and market share for traditional schools and the development of new methods of certifying occupation
competence.
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Introduction

olitical leaders, prominent foundations, and college presidents have argued that the nation must
P increase the proportion of adults with college degrees in order for America to remain competitive in
the global economy. President Barack Obama, for example, in his first Address to a Joint Session of Con-
gress, declared that, “by 2020, America will once again have the highest proportion of college graduates
in the world.”! Subsequently, that goal was more precisely stated as the goal of achieving, by 2020, a 60
percent college attainment rate for workers, aged 25 to 34.2 The Lumina and Gates Foundations have also,
with some prominence, announced similar goals that the respective organization is pursuing.> Arthur
Hauptman traces the recent history of policy goals for specific educational attainment rates to the work
done by Jobs for the Future a decade ago, which issued a call to “identify policies and practices that lead
to doubling the number of low-income students gaining quality postsecondary degrees and credentials.”
Eminent national figures like Federal Reserve Board Chairman Ben Bernanke have argued that high col-
lege attainment is necessary both for global economic leadership and the preservation of the American
egalitarian ideal that allows for high levels of intergenerational income mobility—poor persons becom-
ing rich.>

Supporting those positions, economists, especially those at Georgetown University (and financed in
part by the Lumina and Gates Foundations), have issued studies demonstrating that there is a significant
earnings premium associated with the possession of a college degree. That is, college graduates tend to
earn more in the labor market compared with those with only a high-school education, a differential that
is large enough to justify the expenditure of increasingly large sums of money necessary to finance a col-
lege degree.6 Those studies are an extension of studies published regularly by the College Board or data
published by the U.S. Bureau of Labor Statistics.” Not only is more higher education in the national inter-
est, we are told, but it is usually in the private self-interest of student recipients of that education. More-
over, we are told by the Pew Mobility Project that having a degree has reduced somewhat the vulnerability
of college graduates to becoming underemployed or not getting a job during the recent downturn and
sluggish recovery.® All of those claims do, to varying degrees, have some merit and validity, but the argu-
ment in this report is that those claims fail to tell the full story.

A less optimistic story points out that, while there are undoubtedly many who benefit—even quite sub-
stantially economically, from higher education, a not inconsequential number of Americans who obtain
higher education do not achieve the economic gains traditionally accompanying the acquisition of college-
level credentials. Andrew Sum and associates at Northeastern University and elsewhere have suggested a
meaningful number of college graduates do not take jobs appropriate to their skills.” An Associated Press
report in mid-2012 suggests that a large portion—probably a small majority—of recent college graduates
are, in fact, underemployed—either not working, employed only part-time and/or working in positions
that historically have been predominantly occupied by those with relatively low levels of educational
attainment.!0 The senior author of this report has made similar arguments in a number of public writings
stretching back several years.!! In late 2010, the present authors (along with colleagues) found that, using
data from the U.S. Department of Labor, one measure of underemployment of college graduates was as
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high as 38 percent in 2008.12 Still others have joined in the fray reinforcing that perspective.!3 Those dif-
ferent perspectives have attracted national attention, with one major television network even airing
nationally a debate of the efficacy of encouraging more and more students to attend college.!# All of those
writings, to varying degrees, call into question “the belief in a simple, direct relationship between the
amount of education in a society and its future growth rate,” particularly with respect to employment
prospects for the young which are commensurate with their educational achievements.!>

This study uses empirical evidence relating to labor markets to argue that a growing disconnect has
evolved between employer needs and the volume and nature of college training of students, and that the
growth of supply of college-educated labor is exceeding the growth in the demand for such labor in the
labor market. We suggest that this problem is more pronounced today than in the past, though it is
assuredly true that during the past several decades, a small number of writers and researchers have noted
it.16 Tt puts meat on the bones of those, including ourselves, who argue that we might well be over-
credentialing the population through formal education programs. Indeed, it can be argued that we may
well be “over—invested” in higher education.1”

In this study we show that there are many jobs that have not changed in nature much over time but for
which the educational attainment of job holders has indeed increased meaningfully. In other words, we are
using more resources to prepare these individuals for employment than was the case a generation or more
ago. We show that in some categories of occupations historically almost completely shunned by college
graduates, recent college graduates are effectively crowding out those with lesser education for jobs.18

How can average college-graduate earnings be relatively so high and yet persons like George Leef, Jack-
son Toby, and ourselves show skepticism about the move to increase college enrollments? Looking at the
financial dimensions, there are two factors at work. First, there are enormous risks to attending college
not picked up in earnings data. For example, 45 percent or so of those entering college fail to graduate
within six years. Related to that, not everyone earns the average—maybe one-third of those who gradu-
ate make at least 20 percent less than the average, so the high school-college earnings differential for them
is quite different than the average differentials reported by Anthony Carnevale and associates at George-
town University, a point Carnevale himself has acknowledged. To be sure, those who fail to graduate from
college often derive some earnings benefits from partial college attendance, but the wage differential data
are clear that a large proportion of the earnings gains associated with attending college come only upon
completion of the college degree.l?

Elaborating, in 2011 full-time year-round male workers with high-school diplomas averaged $46,038
in earnings, compared with $80,508 for holders of bachelor’s degrees.20 The average college graduate
made $34,470 a year more. Looking at college dropouts—those who started but did not finish a bache-
lor’s degree—the earnings averaged only $7,590 more than for high-school graduates. The huge payoff
from college comes at the end in order for one to derive large financial benefits from university atten-
dance. We examine the reasons for that shortly.

Even more crucially, the claim that “college is worth it” because there are high economic returns asso-
ciated with possession of a college degree often ignores the role other factors play in determining employ-
ment and wages. A failure to account for other factors would cause one to misattribute to education the
effect on labor market outcomes that in actuality is caused by other factors. For instance, Frederic Pryor
and David Schaffer, in their book, Who’s Not Working and Why, observed that the solution to the appar-
ent paradox of rising underemployment of college graduates coupled with an increasing educational pay-
off through the mid-1990s is that “economic returns to cognitive skills, independent of education, have
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increased. That is the most important manifestation of what many call ‘skill-biased technical change.”?!
Omitting from the analysis a measure of what Pryor and Schaffer call “functional literacy” causes one to
overstate the returns to education because of the positive correlation that exists between education and
the cognitive skills associated with functional literacy.22 Furthermore, it is not just the failure to control
for cognitive skills that confounds the perceived effect of education on labor market outcomes; as we dis-
cuss in the section on college degrees as signaling devices, there are many factors which are positively cor-
related with education that conceivably are the reason (rather than education, per se) that college
graduates, on average, have better employment rates and earnings than their less educated peers.

Second, there is a difference between looking at the entire college graduate working population, many
of whom graduated 30 or more years ago, and looking at the new graduates. In economics, it is at the
margin where most important decisions are made, and the margin is where you find the new, incremen-
tal college graduates. It may be the graduates of 1990 have good paying jobs but the graduates of 2012 do
not, and might not ever get them. Indeed, as Neeta Fogg and Paul Harrington have found, not only are
younger college graduates more likely than their older counterparts to be employed in non-college level
jobs but also the “sharpest increase in the mal-employment rate between 2000 and 2010 occurred among
the youngest college graduates.”2> Much of this present study is about the margin, and about the histor-
ical evolution that has led the newest generation of college students and graduates to be at greater eco-
nomic risk than preceding ones.
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Three Different Perspectives or Motivations
for Attending College

n assessing whether too many or too few persons go to college, we need to step back and ask: What is
Ithe purpose of a college education? For the purposes of this report, we will largely ignore the research
function, not because it is unimportant but because it is usually not directly relevant to the issue of edu-
cating young persons.?4 Looking at the instructional function of universities, we find three economic
arguments for attending college. We will call them the human capital argument, the screening/signaling
argument, and the consumption argument.

Higher Education and Human Capital Formation

Educators often argue that the reason college graduates earn so much more on average than those with
lesser education is that colleges impart skills that enhance labor productivity. Higher education is about
forming human capital—making students more productive workers.2> No one seriously denies that some
skills are clearly learned through higher education. Engineers acquire knowledge from their collegiate
studies that makes them far better at solving practical problems than if they never received that training.
That idea holds for a host of other occupational areas as well, for example, accounting, architecture,
and nursing. Moreover, to the extent colleges develop critical-thinking skills, the generalized knowledge
imparted in college might make it easier for people to gain human capital faster in their future careers;
that is, even though the skills a student gains in college may not be directly applicable to a given job, the
college graduate nevertheless gains an improved capacity to learn the specific skill set one needs for the
particular job in which one is employed. A good thinker can grasp solutions to problems never con-
fronted before, and these solutions become part of our human capital stock.

Yet there is a tendency, sometimes, to give higher education credit where it is not due. The students
attending college are on average brighter, more disciplined, and probably more creative than high-school
graduates who do not go on to school. A good bit of the productivity/earnings advantage of college grad-
uates is probably related to human personality traits not directly tied to college education.

Once, with the help of a colleague, the senior author tried to estimate the human capital stock of the
U.S., and determine what portion was related to pre-college training (human capital of those not going
to college plus that part of the human capital of college-trained workers not related at all to their college
education), what portion is truly high-education created, and what portion is related to on-the-job train-
ing and other post-schooling forms of human capital formation. The estimation is tricky and subject to
many assumptions, but we found that the college-related component of our human capital stock is a
distinct minority of the total, and that learning by doing is particularly underrated in the contribution
it makes to raising the productivity of American workers. That fact mainly explains why experienced
50-year-old workers make vastly more on average than workers half that age with precisely the same level
of educational attainment.26
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Higher Education as a Signaling/Screening Device

Private employers try to maximize profits by reducing expenditures. A very costly expense relates to hir-
ing good staff—the national-income accounts data published regularly by the Bureau of Economic Analy-
sis tell us that over 60 percent of income payments associated with creating goods and services relates to
personnel costs.2” How does one know which potential workers will be good? It takes time and resources
to explore the talents of those applying for jobs. Moreover, public policy actions taken in this country sev-
eral decades ago severely limit the ability of employers to learn much about their potential employees. In
particular, the Griggs v. Duke Power decision by the U.S. Supreme Court and subsequent related court cases
or legislative action have made employers extremely cautious about using testing as a means of measuring
potential competence.28 Bryan O’Keefe and the senior author have argued this court decision and related
legislation was a factor in the rising college/high-school earnings differential after the mid-1970s.2°

College diplomas convey information, since, on average, the typical college graduate is moderately
intelligent (usually with an IQ above the 100 average of the general population) and is persistent (being
part of the 55 percent of students entering college who graduate within six years rather than the 45 per-
cent who drop out).30 Independent of any learning, the college graduate has desirable attributes from the
perspective of the employer.3! Those wanting sharp, relatively reliable employees can require a bachelor’s
degree as a qualification for employment and dramatically increase the chances that the individual will
be a good employee. Therefore, many employers are willing to pay a significant wage premium to acquire
the services of college graduates. As Catherine Rampell put it recently, “it seems as if more employers are
using bachelor’s degrees as a signal of drive or talent, regardless of the relevance of the skills actually
learned in college.”32 Talking to Burning Glass, a company that looks at job advertisements, Rampell
noted large increases in the number of ads over the last five years requiring a B.A. degree for a given task;
for example, only 12 percent of 2007 ads for dental laboratory technicians required a degree, compared
with 33 percent of 2012 ads, suggesting the possibility of even rapid credential inflation in recent years.

According to that argument, then, college is really more of a screening device that helps separate the
sharp, disciplined applicants from the dullards and slackers.33 If the college from which students gradu-
ates has a selective admissions policy, the employer is doubly reassured that the college graduate is sharp,
and thus is willing to pay an even larger wage premium. Harvard graduates, on average, make a good deal
more than graduates of, say, the University of Nebraska at Omaha. The college degree is a signal to
employers, and one that they aggressively utilize.

From the employer’s perspective, the best thing about relying on diplomas to help narrow the pool of
job applicants is that the potential employee bears the bulk of the search-related costs—he or she pays
for the college training. The employer in effect pays them back for those costs through a salary differen-
tial that ultimately might cover the training/screening costs, but in the short run the employer does not
lay out huge sums of money to learn of the potential employee’s competence. In addition, employers may
also value the fact that their employees are certified by third-parties who specialize in the general educa-
tion of young students, an expertise that many employers lack.

To us, that screening device function is the main factor in allowing colleges to raise their prices (tuition
fees) dramatically over time. With the passage of time and the deterioration in the quality of the skill lev-
els of high-school graduates, employers have bid up the college/high-school earnings differential, allow-
ing the schools to raise prices more and still leave college a good personal investment for those who
successfully complete higher education programs. That is a theme that will be developed in greater detail
in a forthcoming book by Bryan Caplan, an economist at George Mason University.34
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The rise in the importance of a college education as a signaling device is a beautiful example of Say’s
Law that says, very crudely, “Supply creates its own demand.”3> Suppose in 1970, a bar owner advertised
for a bartender and received 15 applicants, most or all of whom had high school diplomas. He would
most likely choose the bartender on criteria unrelated to educational credentials. Suppose today, another
bar owner likewise advertises for a bartender, and also gets 15 applicants, but four have bachelor’s
degrees. The owner, to minimize time and resources devoted to interviewing a long line of applicants,
might restrict interviews to the four holders of degrees, since it is likely a priori that these persons will on
average be a little smarter, a little more reliable, etc., than the other applicants. Education, heretofore not
much of a screening device, has become one in terms of hiring the most qualified person for jobs for
which skill requirements are relatively modest and learned on the job quickly. The existence of an ample
supply of college graduate bartenders has created a demand for them, sometimes explicitly stated in min-
imal education qualifications required for the job.

Say’s Law comes in because the supply of college graduates has soared. In 1970, a little over one-tenth
of the population over 25 had college degrees; that proportion has nearly tripled to over 30 percent
today.3¢ As we will demonstrate below, the proportion of college graduates has grown faster than the
demand for high-skilled jobs. Employers previously would not dream of explicitly or implicitly requiring
a college degree for a bartender’s job, but they now have the luxury of imposing that requirement. The
vast increase in the supply of college graduates has created a demand for them that has nothing to do with
the technical proficiencies for the job acquired in college.

The empirical analysis below suggests that for many who enter college, the ultimate payoff in terms of
employment is disappointing in a financial sense. As the cost of the piece of paper—the college diploma—
grows over time, and the financial gains to having it stagnate or even decline (as more graduates take
lower-paying unskilled jobs), the private rate of return on a college education falls for many, and people
start looking for alternative ways to certify worker competence. One approach, of course, is to offer a very
low cost online education centered around high-quality open-source courses. Someone, of course, needs
to certify that the packaging of these courses together constitutes the equivalent of a bachelor’s degree, a
job normally performed by traditional colleges and universities. An alternative approach is to develop
more of an examination option, not dissimilar to the GED diploma equivalency for high-school gradu-
ation. Thus, there are substitutes, albeit ones seldom used today, to the traditional residentially based
degree at a four-year college.

Proponents of “college for all” fail to mention, in general, that the signaling value of a bachelor’s degree
declines as a larger proportion of the population achieves it. When the senior author graduated from col-
lege 50 years ago in 1962, a single-digit proportion of the adult population had bachelor’s degrees or
more. People with such degrees were among a relatively small, even elite, proportion of the population
believed to have, for example, very high levels of erudition, intelligence, and discipline. Even graduates of
mid- to low- quality institutions were viewed as somewhat special. If in, say, 2025 close to half of adults
have such degrees, by mathematical necessity, some graduates are at best just about average, not endowed
with relatively high levels of the productive attributes desired by employers.

That plausibly explains the “arms race” with regards to college admissions. Students are clamoring to
attend the 25 or 50 top universities and liberal arts colleges in America. Applications are soaring for those
schools, while applications for lesser colleges are stagnating as the number of 18-to-22 year-old Ameri-
cans (particularly those expected to attend college) plateaus.3” In response, new signaling devices are aris-
ing to broadcast true excellence: attendance at a high quality institution, such as Ivy League schools,
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Stanford, M.LT., Duke, Northwestern, Chicago, Amherst, Williams, Swarthmore, etc., or getting even
higher degrees, such as a master’s or even a doctorate.

But all of thas is extremely expensive, and the irresolvable conflict between employer aspirations for the
productive elite and the egalitarian impulses to educate the masses can have unintended consequences,
such as the denigration of the value of a bachelor’s degree, a lowering of collegiate academic quality, a
growing reputational inequality among colleges, etc. We do not think it is coincidental that the rise in the
proportion of adults with degrees has been accompanied by a growing reputational gap between the top
private schools and state universities. In 1988, eight of the top 25 research universities in the US News &
World Report rankings were public institutions; today, only three are.3® With the Forbes rankings, the
results are similar: of the top 50 schools (including both universities and liberal arts colleges), only eight
are public institutions, and of these, three are national military academies (Army, Navy, and Air Force).3?

Higher Education as a Consumption Good/Socialization Device

For a large portion of the college-going population, attendance is only partly motivated by human capital
investment criteria, namely a desire to ultimately obtain a good job and a ticket to a relatively affluent mid-
dle class (or better) life. Those students go to college also to have fun—to meet new friends, to use top-of-
the-line exercise machines to relax, to party, to get drunk, and have sex. The “country-clubization” of
higher education, to use a term the senior author coined several years ago, is important to many, particu-
larly for the relatively affluent families who can afford to let their kids indulge in such activities.#0 Some
schools explicitly cater to students for whom this social/consumption dimension is very important.!

To be sure, the lines between the socialization and the financial investment motives for attending col-
lege often become blurred. “Networking” involves social interaction between students, their parents,
alumni, etc., and much of that goes on in colleges. That networking is an informal, though often highly
effective, way that employers learn about employees. In some respects, networking goes against the Amer-
ican egalitarian grain, as people with connections have an advantage in getting good jobs over equally-
or better-qualified individuals lacking those connections. But that is a reality of life, always has been, and
maybe always will be. At elite schools like Princeton, students vie to get into prestigious social clubs with
rich traditions but where the resultant intergenerational connections often become good vocational
investments for the undergraduates. At less elite schools, fraternities, sororities, or various club or sport
activities serve a similar role.

Some of the socialization dimensions of college do have a broader “educational” purpose. During col-
lege, adolescent children become young adults, and much of that transition involves students learning
through the choices that they make—about their friends, their management of time and financial
resources, and their work and play habits. The residential college experience deepens and quickens that
child-to-adult transition compared with those commuting to school or studying online. Some clearly
non-vocationally related learning, such as studying Shakespeare or Plato, might impart both intellectual
satisfaction (“consumption”) and some relatively stealth skill qualities that add to maturity, judgment,
and discipline in later life that might even have positive financial implications. All of this is why it is
exceedingly unlikely that the better residential colleges and universities will die anytime in the next gen-
eration or so, despite advances in the technology of learning. Even if most of the existing higher educa-
tion system were thoroughly transformed by revolutionary educational technology, there will always be
a segment of the population willing and able to pay for the elite diploma offered by Harvard University
or Williams College.
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From a public policy perspective, however, the socialization dimension of college raises questions:
Why should taxpayers in general, many of whom are relatively poor, subsidize the partying and “fun” of
kids from mostly moderately affluent families? The educational benefits of socialization, while not zero,
are truly secondary to having fun. We do not subsidize families joining country clubs, so why should we
subsidize kids attending country club-like institutions that sometimes almost seem like they are mas-

querading as institutions of higher learning?

10
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Educational Attainment and the World of Work:
Some Evidence

ith the help of our colleague Harrison Cummins at the Center for College Affordability and Pro-

ductivity, we gathered evidence on how, over time, credential inflation has led to growing propor-
tions of workers in some distinctly lower-skilled occupations having significant exposure to higher
education, including the possession of baccalaureate degrees. We will start with relatively recent evidence
using broad categories of job skills, and later broaden the discussion to include historical trends. As we
proceed, we will narrow our scope, looking at some very specific occupations and the occupational
attainment and financial success of job occupants.

BLS Statistics on Jobs and Educational Attainment

The Bureau of Labor Statistics (BLS) in the U.S. Department of Labor currently catalogs all occupations
using a tripartite classification system on the basis of “typical entry-level education, related work experi-
ence, and typical on-the-job training.” For the purposes of this report, we are interested solely in the edu-
cational classification component, which are assigned by the BLS on the basis of either legally mandated
education requirements for particular occupations (e.g., lawyers and physicians) or by an analysis reveal-
ing “the typical path to entry for an occupation.” This approach, however, precludes the BLS from
accounting for the possibility of multiple entries to particular occupations as it considers only the path
deemed to be typical by the occupational-level analysis (the BLS does make a note of different occupa-
tional paths in its Occupational Outlook Handbook). Furthermore, some error in the educational data,
derived from faulty interpretations of the survey questions or inaccurate response coding may exist. Nev-
ertheless, despite these imperfections, the tripartite classification system is an improvement to the past
methodology employed by the BLS which classified all occupations on the basis of a single category
reflecting the “most significant source” of education or training for each occupation.*2

It is critical, particularly in the context of our analysis of labor misallocations and underemployment
of college graduates, to explain accurately (albeit succinctly) the categorization methodology that the BLS
uses. In fact, in the past a number of analysts have incorrectly described the approach taken by the BLS.43
A proper understanding of the methodology the BLS uses is a prerequisite to making any interpretation
of the data related to the underemployment of college graduates. After all, as the BLS itself notes, one of
the reasons that actual employment in various occupations does not perfectly match the typical educa-
tional requirements is precisely the phenomenon of highly educated persons finding employment in
occupations requiring less education. Despite the fact that the BLS data are not perfect (have any data
been s0?), in our view they are the superior to the approach taken by Carnevale and his colleagues. As
Andrew Sum and Paul Harrington pointed out more than two years ago, the fatal flaw underpinning the
analysis used by Carnevale, ef al, is that they “assume a world where no under-employment... of college
graduates exists. Indeed, they expressly acknowledge this choice and reject the idea that college graduates
could become underutilized or malemployed.”44 Paul Barton reinforces that avoidance of this error is
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crucial because we will necessarily exaggerate the labor market’s demand for college graduates if we con-
flate “the percentage of the workforce that has gone to college... [with] the percentage of jobs that require
college-level learning—or when the assumption is made that the knowledge gained in college is required
to perform that job.”#> Because the possibility of underemployment of college graduates is intuitively
obvious, we are more confident of using the BLS data (which allow for the possibility of underemploy-
ment) rather than data based on the supposition that underemployment by definition cannot exist.

Empirical Findings

We can now look at working American college graduates, and see how their training matches the educa-
tional level that the BLS thinks is appropriate. Figure 1 presents 2010 data for 41.7 million working col-
lege graduates and illustrates that barely half of college graduates are in occupations requiring bachelor’s
degrees or more. Some 37 percent, in fact, are in jobs requiring a high-school diploma or less, and about
11 percent in jobs typically requiring some postsecondary training, usually an associate’s degree. That
estimate for college graduate underemployment is somewhat different from the estimates others have
derived, in part due to differences in the data we use as well as how precisely one defines “underemploy-
ment” or “mal-employment.”46

The basic problem is that the stock of college graduates is far greater than the number of jobs requiring a
bachelor’s degree or more (see Figure 2).47 There are over 13 million more working college graduates than
jobs requiring a bachelor’s degree or more (several million jobs requiring bachelor’s degrees are in fact
filled with those with lesser education, so the actual number of college graduates in jobs requiring less
than a college degree is over 20 million), according to these data.

FIGURE 1
EpucatioN RequIREMENTS oF OccuPATIONS HELD BY COLLEGE GRADUATES
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or Less

Bachelor’s
or Higher

11.1%

More than High School,
Less than Bachelor’s

Source: U.S. Bureau of Labor Statistics, authors’ calculations
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FIGURE 2
JoBs REQuUIRING A CoLLEGE DEGREE vS. NUMBER OF COLLEGE GRADUATES
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FIGURE 3
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FIGURE 4
EMPLOYMENT FOR THE LARGEST OcCUPATIONS IN THE UNITED STATES, May 2011
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The proportion of the adult population with degrees has dramatically increased with the passage of
time. Figure 3 shows that the proportion of adults with degrees in 2010, 30 percent, was five times what it
was 60 years earlier. In 1950 or 1960, college graduates constituted a single digit proportion of the adult
population—almost by definition, an elite group. As we will soon demonstrate, what has happened over
time is that the proportion of the workforce with college degrees has grown far faster than the proportion
needing those degrees in order to fulfill the needs of their jobs, forcing a growing number of college grad-
uates to take jobs which historically have been filled by those with lower levels of educational attainment.

The reality is that many jobs in the United States do not require a lot of education to perform, even
though they may require on-the-job training, sometimes in considerable amount. The skills needed for
such jobs are highly specific, and seldom offered in generalized postsecondary programs. Figure 4 shows
the 10 occupations with the most workers as of May 2011. Note that most of them require no postsec-
ondary education at all (jobs like retail salespersons, cashiers, or office clerks). While registered nurses
need an associate degree or more, and arguably some secretarial positions require some postsecondary
training, the vast majority of jobs in these top occupations do not require much formal educational train-
ing beyond a bachelor’s degree.

The BLS data identify 22 major occupational categories, with the percentage of total employment in each

»

of these categories shown in Figure 5. The three largest categories, “office and administrative support,” “sales

14
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FIGURE b
Masor OccupATIONAL GROUPS AS A PERCENT oF US ToTAL EMPLOYMENT, May 2011
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and related,” and “food preparation and service related” employ over 35 percent of all workers and are
dominated by positions not requiring degrees. Note that the job categories rich with positions that the
BLS believes requires college degrees, such as “architecture and engineering,” “legal,” “management,” and
“life, physical and social science,” are among the smallest in terms of proportion of workers.

The data on large categories of jobs fail to fully convey the extent to which more and more college
graduates have drifted to jobs requiring vastly less than college level education. Table 1 shows the 17 spe-
cific occupations that the BLS believes requires less than a high-school education, but which have at least
50,000 college graduates employed in them. In the three occupations “retail sales person,” “cashier,” and
“waiters and waitresses” there are more than 1.7 million college graduates employed, and the other four-
teen occupations listed in the table employ almost one million more college graduates. There are, of
course, many other occupations requiring little education with significant numbers of college graduates,
such as taxi drivers (36,945 have college degrees—15.4 percent of the total), and parking lot attendants
(16,138 have at least a bachelor’s degree—12.9 percent of the total).

15
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TaBLE 1

JoBs REQUIRING LESS THAN A HigH-ScHooL DipLoma
BUT EmpPLOYING MoORE THAN 50,000 CoLLEGE GRADUATES, 2010

Percentage With

Occupation B.A. or More Number
Retail Sales Persons 24.60% 1,048,352
Cashiers 10.2 342,985
Waiters and Waitresses 14.3 323,223
Stock Clerks and Order Fillers 8.5 151,929
Food Preparation and Serving Workers 5.4 144,833
Janitors and Cleaners 5 115,520
Laborers, Freight, Stock, Material Movers 5.2 107,552
Personal Care Aides 10.5 90,405
Bartenders 16.5 83,028
Home Health Aides 8 81,416
Landscaping and Grounds-Keeping workers 6.8 78,302
Amusement and Recreation Attendants 23.5 61,406
Maids and Housekeeping Cleaners 43 61,374
Counter and Retail Clerks 145 60,828
Miscellaneous Agricultural Workers 4.8 56,959
Construction Laborers 5.6 55,933
Telemarketers 18 52,326
Total 2,916,371

Source: U.S. Department of Labor, Bureau of Labor Statistics
Notes: Numbers are calculated by multiplying the percent with a college degree by the total number employed, resulting in
some rounding error.

Table 2 is similar, showing the number of college graduates working in 14 occupations for which the
BLS says a high-school diploma or equivalent is needed for the position in question. The 14 listed occu-
pations had more than 5.2 million college graduates working in them—while millions more were work-
ing in other jobs not listed. Immense financial resources are going to train millions of Americans for
college, and if a major part of the reason we do so is to prepare those students for the world of work, then
arguably a sizable amount of funds is not being utilized in an efficient fashion. To be sure, it is a judg-
ment call as to whether a job requires a high-school or college diploma—and some jobs within a given
occupation might truly demand more educational preparation than others. Nonetheless, the BLS classi-
fications, which make a reasonable effort to properly classify occupational requirements, suggest the
labor market disconnect problem is very real.

One objection that could be raised is that many the fastest-growing occupations of the future, accord-
ing to BLS projections, are areas like biomedical engineering (the STEM disciplines) and other highly
skilled occupations. Yet that assertion is, at the minimum, exaggerated. It is true that sometimes these

16
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TABLE 2:

FourTEEN JoBS REQUIRING A HIGH-ScHooL DipLomA
BUT EmpLOYING MoRE THAN 200,000 CoLLEGE GRADUATES, 2010

Percentage With

Occupation B.A. or More Number
Sales Representatives, Wholesale, Manufacturing 47.10% 673,530
Office Clerks, General 17.6 519,323
Business Operations Specialists, All Other 48.4 515,073
Customer Service Representative 22 481,206
Managers, All Other 54.1 448,002
First-Line Supervisors, Food Prep. And Serving Workers 13.5 415,525
First-Line Supervision, Retail Stales Workers 24.6 398,397
Secretaries and Administrative Assistants 16.8 341,410
Bookkeeping, Accounting, Auditing Clerks 15 284,745
Sales Representatives, Services, All Other 46.5 261,005
Farmers, Ranchers, and Other Agricultural Managers 21.2 254 930
Teacher Assistants 18.2 234,452
Police and Sheriff’s Patrol Officers 32.2 213,776
Executive Secretaries and Executive Admin. Assistants 16.8 207,665
Total 5,249,039

Source: U.S. Department of Labor, Bureau of Labor Statistics
Notes: Numbers are calculated by multiplying the percent with a college degree by the total number employed, resulting in
some rounding error.

highly skilled occupations are projected to have a relatively large percentage increase in jobs—biomedical
engineering, for example, is predicted by the BLS to face a 62 percent growth in the decade 2010 to 2020,
the third highest of any occupation (lower, however, than personal care or home health aides, neither of
which require a college degree). While that sounds impressive, the number of biomedical engineers in
2011 was 16,590, so a 62 percent increase means roughly 10,000 new jobs, a relatively small number.48 By
contrast, a mere 21.3 percent increase in the projected number of construction laborers means 212,400
new jobs—21 times as many new jobs as in biomedical engineering.

It is instructive to examine the 30 jobs with the largest projected growth in numbers from 2010 to 2020
(see Table 3). The most noticeable characteristic for our purposes relates to educational training. Of the
30 jobs, only seven are positions requiring any postsecondary education whatsoever, and only four require a
bachelor’s degree or more. Indeed, more positions (10) require, in the BLS estimation, less than a high-school
education, than require any form of postsecondary training.

Even those statistics somewhat overstate the importance of more education in meeting the skill require-
ments of new jobs in the future. The 30 occupations listed in the table are expected to add nearly 9.3 mil-
lion jobs in this decade, but barely 900,000 (or less than 10 percent) are in fields where the BLS believes
a bachelor’s degree or more is required. Even if one adds in the three other occupations requiring some

® N
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TABLE 3
THIRTY OccupaTioNs ProJecTep To HAVE THE LARGEST GRowTH, 2010-2020

Occupation Projected Job Growth Education Requirement
Registered Nurse 711,900 Associates’ Degree

Retail Salespersons 706,800 Less Than High School
Home Health Aides 706,300 Less Than High School
Personal Care Aides 607,000 Less Than High School
Office Clerks, General 489,500 High-School Diploma
Food Preparation and Serving 398,000 Less Than High School
Customer Service Reps. 338,400 High-School Diploma
Heavy, tractor-trailer truck drivers 330,100 High-School Diploma
Laborers, transportation 319,100 Less Than High School
Postsecondary teachers 305,700 Doctorate or Prof. Degree
Nursing aides, orderlies, attendants 302,000 Postsecondary non-degree
Childcare workers 262,000 High-School Diploma
Bookkeeping, accounting clerks 259,000 High-School Diploma
Cashiers 250,200 Less Than High School
Elem. School teachers exc. Special Ed 248,800 Bachelor's Degree
Receptionists and information clerks 248,500 High-School Diploma
Janitors and cleaners 246,400 Less Than High School
Landscaping, grounds-keeping workers 240,800 Less Than High School
Sales representatives, except scientific 223,400 High-School Diploma
Construction laborers 212,400 Less Than High School
Medical secretaries 210,200 High-School Diploma
Supervisors of office, support workers 203,400 High-School Diploma
Carpenters 196,000 High-School Diploma
Waiters and waitresses 195,900 Less Than High School
Security guards 195,000 High-School Diploma
Teacher assistants 191,100 High-School Diploma
Accountants and Auditors 190,700 Bachelor's Degree
Licensed practical, vocational nurses 168,500 Postsecondary non-degree
Physicians and surgeons 168,300 Doctorate or Prof. Degree
Medical Assistants 162,900 High-School Diploma

Source: Bureau of Labor Statistics

postsecondary training (most importantly registered nurses), the total jobs in occupations requiring some
higher education experience rises to slightly fewer than 2.1 million, less than 23 percent of the total pro-
jected employment increase in the largest-growing occupations.
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Underemployment Will Likely
Continue During the Next Decade

t is undeniable that job growth generally has been sluggish in the past five years as a consequence of
Ithe downturn in 2007 greatly aggravated by the 2008 financial crisis, and the subsequent very slow rate
of recovery from that. No doubt, slow increases or actual decreases in employment have aggravated an
already-existing phenomenon of underemployment for college graduates, but any thought that this is a
temporary problem related to the business cycle is wishful thinking.

It is interesting to compare the educational requirements for projected future jobs with projections as
to the number of employable college graduates. That comparison shows that the problem outlined above
will worsen in the coming years if past trends and stated projections regarding the training of college stu-
dents come true. More and more, a college degree will become far less than a sufficient condition for
receiving an occupational ticket toward living a comfortable, affluent, middle-class life.

Figure 6 shows the BLS projected growth in jobs from 2010 to 2020 by the level of education required.
Note that there is not a surge in jobs requiring a bachelor’s degree or more, relative to jobs requiring lesser

FIGURE 6
AcTuAL AND ProJECTED NUMBER OF JoBS BY EpucaTioNAL REQUIREMENTS, 2010-2020
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Source: U.S. Bureau of Labor Statistics, author’s calculations
Notes: Figures for 2010 are actual while figures for 2020 are projected.
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FIGURE 7
AMERICANS WITH A BACHELOR’S DEGREE OR MoRE, 2010 anp 2020
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educational attainment. Indeed, there is a slightly larger numerical increase projected in jobs requiring a
high-school diploma or less, relative to jobs requiring a bachelor’s degree.

At the same time that there is a projected modest growth in the number of jobs requiring a bachelor’s
degree, the number of Americans with such degrees is projected to rise by over 30 percent, going from
just more than 61 million in 2020 to just more than 80 million by 2020 (Figure 7). The aggregate growth
of 19 million new college graduates by 2020 that we estimate is within 10 percent of the U.S. Department
of Education’s own projection of 20.5 million new bachelor’s degrees awarded between 2010-11 and
2020-21.49 According the U.S. Department of Education, the annual compound growth rate in bachelor’s
degree recipients will be 1.5 percent from 2010-11 to 2020-21, about half the annual rate of increase
from 1999-2000 to 2009-10.%0

It should be pointed out that our projections in degree growth are essentially based on past growth
patterns. If President Obama’s attainment goal were to be met (or similar goals by others, such as the
Lumina Foundation’s attainment goal), the degree growth will be greater than indicated in Figure 7
(indeed, as Arthur Hauptman has pointed out, reaching President Obama’s 2020 attainment goal will
require a quadrupling in the annual growth rate in the attainment rate).5! In other words, the growing
mismatch between the number of college graduates and the actual number of jobs requiring such an edu-
cation is conservatively stated here, as it assumes the Obama-Lumina goals are not fully achieved.

Therefore, according to our estimates, we project that the number of adult Americans with bachelor’s
degrees will grow over 31 percent during the current decade, more than double the percentage growth
(14 percent) in jobs requiring at least a bachelor’s degree (see Figure 8). We are essentially creating a glut
of overeducated persons who will be forced to perform relatively simple unskilled tasks requiring little in
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FIGURE 8

ProJECTIONS IN COLLEGE GRADUATE GROWTH VS. JoBS REQUIRING A COLLEGE DEGREE GROWTH,
2010 10 2020
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the way of educational skills. Why? Is there, as we suspect, a huge knowledge gap, with students implic-
itly assuming that no gap exists between job availability and college graduates applying for jobs? Worse,
does the educational system, beginning with high-school guidance counselors and then by college admis-
sions officers, paint an overly rosy picture? Are colleges trying to maximize admissions and tuition rev-
enues, even though the very students those institutions are supposed to help are the ones who will be left
with the tab? Obviously, some kids have enormous potential, both academically and vocationally—some
graduates are still getting good jobs. Grades, test scores, student leadership skills, and other good predic-
tors of success should give school personnel knowledge necessary to more appropriately counsel students
into educational settings that would more clearly match their ultimate vocational potential.

Figure 9 summarizes the information from the previous three graphs. The number of college gradu-
ates is expected to grow by 19 million, while the number of jobs requiring a bachelor’s degree is expected
to growth by fewer than 7 million. We are expected to create nearly three new college graduates for every
new job requiring such an education. Currently, more than 20 million college graduates are underem-
ployed—working in jobs requiring less education than they have, but that number will likely soar to
nearly 30 million in the coming decade as a consequence of the number of graduates growing by 12 mil-
lion more than the number of jobs.>2
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FIGURE 9

GROWTH IN THE NUMBER OF COLLEGE GRADUATES VS. JoBS REQUIRING A CoLLEGE DEGREE,
2010 10 2020
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Is The College Graduate Underemployment
Problem A Recent Development?

t would at least be possible, mathematically, that the discussion above misstates things a bit—perhaps
Ia significant portion of college graduates have always decided to take relatively less-skilled, lower-pay-
ing jobs for less stress, greater job security, better geographic area, etc.” There are college graduates who
have extolled the virtues of blue collar jobs requiring less than a college degree, and even written books
about it.>3 One of us knows a college graduate who recently gave up a good-paying, white-collar job to
become an electrician. Perhaps we are making too big of a deal of the “labor market disconnect hypoth-
esis.” It could be that college graduates actually want to do those relatively unskilled kinds of jobs,
although if this is true, it still raises the issue of whether the taxpayers should heavily subsidize the costs
associated with providing a degree that has little vocational relevance.

In order to test the hypothesis that underemployment is not a recent phenomenon, we used the 1970
Census of Population to look at occupations by educational attainment of the workers. There were a
number of problems that posed challenges for matching the results to contemporary data, but we believe
that our methods allow for an appropriate comparative analysis. For example, in 1970, the Census had a
category for those with “four years or more” of college, rather than “bachelor’s degree or more.” We
assumed, usually but not always accurately, that the two terms mean roughly the same thing. Also, the
descriptions of some occupations changed a bit over time. A further complication is the fact that some
data were available for only one gender in 1970, because some occupations still were largely single sex in
nature in that era.

Those caveats aside, we took six occupations that have not changed dramatically in the skills required
during the past 40 years or so—jobs like taxi drivers, sales clerks in retail trade, firefighters, and bank
tellers. Figure 10 shows the percentage of occupants of those positions with four years or more of college
in 1970, as well as those with bachelor’s degrees or more in 2010. Note in every case there was, at the very
least, a quadrupling in the proportion of college trained workers. The phenomenon of the college-
educated person holding a job requiring little formal education training appears on the basis of this type
of evidence, at least for the occupations we examine, to have arisen mostly in the past four decades or so.
It was rare for even three percent of jobs in fields requiring no postsecondary education in 1970 to be held
by college graduates, whereas today there are a number of such occupations with 15 percent or more col-
lege graduates.

Taxi drivers and firefighters are prime examples of the phenomenon we are describing. Only one in
every 100 taxi drivers in 1970 was a college graduate—today at least 15 are. In 1970, a fire department
with 50 firefighters would typically have one college graduate (the chief?); today, a similarly sized depart-
ment would have around nine such graduates. One in four sales clerks in retail trade have college degrees
today, compared with fewer than one in 20 in 1970.

It is possible, by relying on the previous work of others to generalize this trend of rising underemployment
of college graduates across the labor market. Daniel Hacker, using aggregated data from the Current
Population Survey (CPS), has calculated that, while 10.8 percent of college graduates in the labor force in

23



Underemployed_Report 1/24/13 8:04 PM Page 24 @

Why Are Recent College Graduates Underemployed?

Figure 10

PERCENTAGE OF EMPLOYEES IN SELECT OCCUPATIONS WITH A BACHELOR’S DEGREE OR MORE,
1970 anp 2010
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Notes: *1970 data only available for working males. **1970 Data only available for working females. The “salesmen and
sales clerk, retail trade” definition in 1970 becomes “retail salespersons” in 2010: the “shipping, receiving clerk” classifi-
cation of 1970 becomes “shipping, receiving, and traffic clerks” in 2010.

1967 were employed in jobs not requiring a degree, the proportion had risen to 17.5 percent by 1990.54
Pryor and Schaffer, using less aggregated CPS data, also documented a rising trend in the employment of
college graduates in high-school jobs from 1971 to 1995 (they also found that the underemployment
trend over time is partly dependent upon the precise definition one uses to define a high-school job).>>
Further, as our previous research with our colleagues suggested, the underemployment of college gradu-
ates is higher today than it was twenty, thirty, or forty years ago.>®
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Not All College Degrees Are Created Equal

n most of our analysis of college graduates and labor markets, we compare broad aggregates, such as
I“college graduates and high-school graduates.” Yet there are vast variations in labor-market perform-
ance within and among colleges and universities. Two forms of disaggregation of the data are particularly
essential: by field of study (major) and by the institution awarding the degree or credential. Graduates in
some occupations do vastly better than in others—with starting salaries of some majors being roughly
double those for others. Moreover, the graduates of prestigious private and even high-quality flagship
state universities typically have a better career trajectory (as measured by earnings) than do those attend-
ing mid- or lower-quality state schools, institutions from which only a minority of those entering the
school even get a degree.

Table 4 presents the earnings of university and college students for 32 different major fields.>” An
examination of beginning salary shows that whereas social work majors start at under $34,000 a year on
average, for electrical engineers, the corresponding figure is over $60,000. Mid-career (10 to 19 years after
graduation) disparities are even larger. While electrical engineers and economists average over $100,000
a year, those in social work average under $42,000. We would note, however, that some humanities type
majors actually do rather well; for example, the mid-career earnings of philosophy majors exceed those
of business administration majors, and history majors do nearly as well.

Similarly, Figure 11 gives average mid-career earnings for 21 schools in three cluster, a sample com-
prised of seven elite private schools (Harvard, Columbia, Northwestern, Stanford, and Duke universities,
and Williams and Pomona colleges), seven flagship state universities (Rutgers, Michigan, Virginia,
California-Berkeley, Iowa, Colorado, and Georgia), and seven mid- or lower-tier state schools (San Jose
State University, Boise State, University of Texas at San Antonio, Chicago State University, Slippery Rock
State University, Kent State University, and the University of North Carolina at Charlotte). Again, signif-
icant differences exist among the schools, although the differences are muted somewhat by using the
averages for the three clusters of institutions.”® The bottom line, however, is clear: Majors studied and
schools attended do matter in the labor market.
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TABLE 4
STARTING AND Mip-CAREER SALARIES, 32 COLLEGE MAJORS

Major Average Starting Salary Average Mid-Career Salary
Accounting $46,500 $77,600
Anthropology 37,600 63,200
Art History 36,300 62,400
Biology 39,500 71,800
Business Administration 42900 73,000
Chemistry 42,900 82,300
Communications 38,700 68,400
Computer Science 56,400 97,400
Drama 35,600 56,600
Economics 50,200 101,000
Education 36,200 54,100
Electrical Engineering 60,200 102,000
English 37,800 66,900
Finance 48,500 89,400
Geography 40,400 69,300
History 38,800 70,000
Hospitality and Tourism 37,000 54,300
Interior Design 35,700 59,900
International Relations 41,400 80,500
Journalism 36,300 65,300
Mathematics 47,000 93,600
Mechanical Engineering 58,900 98,300
Music 34,000 52,000
Nursing 54,900 69,000
Philosophy 40,000 76,700
Psychology 36,000 61,000
Radio and Television 34,000 67,000
Religious Studies 35,300 57,500
Social Work 33,400 41,600
Spanish 35,600 52,600
Statistics 48,600 94,500
Zoology 37,000 74,400

Source: Philip Coelho and Tung Liu, “The Returns to College Education,” based on 2009 data from Payscale.com.
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FiGure 11

AVERAGE Mip-CAREER SALARIES: THREE TYPES OF SCHOOLS
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Two Possible Scenarios: Falling College Enroliments
or Master’s in Janitorial Studies Degrees?

uman beings respond to changing circumstances. As the number of students facing relatively low-
Hpaying jobs and relative high student-loan debt grows, one possibility is more and more of them will
simply say they cannot afford this, and college enrollments will start declining, or at least stop growing.
When the value of an investment declines, people shun it and invest their resources elsewhere. Entrepre-
neurs, seeing that trend, may start offering lower-cost ways that people can certify employment competence.
One possibility is low-cost degrees heavily utilizing online learning and incorporating a good deal of mas-
sive open online courses (MOOCs) available for minimal-to-no cost to the student. Organizations such as
Udacity, Coursera, edX, StraighterLine, and the Saylor Foundation would see exponential enrollment
growth in their courses, and ways would be devised, possibly despite accrediting agency opposition, to package
these courses into degrees or some alternative form of certification. Another possibility is that someone—
ACT, SAT, Underwriters Laboratories, some foundation or state government—might come up with a
standardized American College Equivalence Test (ACET) that correlates well with the intellectual and
knowledge attributes of actual college graduates, offering a non-degree way of demonstrating competency.

In the first scenario, the very high-quality, expensive selective admission schools would probably
survive—most are well endowed, in any case. The former blanket use of a college degree per se as a screen-
ing device would become less frequent, but the quality of college would remain an important way of iden-
tifying superlative future workers. There would continue to be a frenzied attempt to get into the million or
so slots available at the elite and quasi-elite private and public universities whose graduates are perceived
to be a cut above the average college graduate attending a second- or third-tier institution. Indeed, some
of those less-distinguished, less-endowed institutions might be forced to close down, as cash-strapped state
legislatures and an even more financially strained federal government reduce subsidies.

There is another scenario, one that fits well with the actual historical experience of the last several
decades. While people will become increasingly aware that a bachelor’s degree is no longer a very assured
ticket to success, more and more people will try to get a competitive edge in the labor market by obtain-
ing master’s or even doctoral degrees to demonstrate competence. We jokingly predict that colleges will
offer a master’s degree in Janitorial Studies within a decade or two and anyone seeking employment as a
janitor will discover no one will hire unless proof of possession of such a degree is presented. If education
correlates well with positive character and intellectual traits from the standpoint of employment, more
education will enhance the probability that a student can become employed in a well-paid job. Just as a
bachelor’s degree gives current applicants for bartender jobs an edge over those with just a high-school
diploma, so a master’s degree holder will have an advantage over those with a mere bachelor’s degree.

At the same time, the pursuit of the second scenario will be very expensive. Obviously, five or six years
of college cost more than four. But from a broader societal perspective, it is also a costly scenario owing
to future demographic trends. Our nation, along with most others in the industrialized world, faces a
daunting problem arising from population aging. The proportion of Americans aged 65 or older (tradi-
tionally the age cohort that retires and exits the labor market) is growing rapidly, as Figure 12 shows. In
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FIGURE 12
ProsecTeEp NumBER oF AMERICANS OVER 65, 2010-2030
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such a situation, Americans face a tremendous financial strain owing to the extremely high cost of pro-
viding for those individuals. We will change our behavior to meet that challenge—for example, more
Americans in their late 60s or even early 70s will continue to work. But that also means the luxury of
allowing younger Americans to delay their entry into the labor force to, say, 24 or 25, might need to be
curtailed to give the relatively smaller proportion of Americans of working age a chance to maximize
their work effort to sustain a larger number of older as well as younger Americans.
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Conclusions: Underemployed and Overinvested

he mismatch between the educational requirements for various occupations and the amount of edu-

cation obtained by workers is large and growing significantly over time. The problem can be viewed
two ways. In one sense, we have an “underemployment” problem; College graduates are underemployed,
performing jobs which require vastly less educational tools than they possess. The flip side of that,
though, is that we have an “overinvestment” problem: We are churning out far more college graduates
than required by labor-market imperatives. The supply of jobs requiring college degrees is growing more
slowly than the supply of those holding such degrees. Hence, more and more college graduates are crowd-
ing out high-school graduates in such blue-collar, low-skilled jobs as taxi driver, firefighter, and retail
sales clerks.>® Credential inflation is pervasive. And, as Hernstein and Murray noted nearly two decades
ago, one by-product of this phenomenon is a dumbing down of the college curriculum; as they put it
“credentialism... is part of the problem, not the solution.”®0

That suggests the earnings advantage associated with a bachelor’s degree will change over time. By one
way of looking at it, the college degree becomes less worthwhile financially: If one compares earnings of
those with bachelor’s degrees with that of all workers (not merely high-school graduates), the day may
come when the bachelor’s degree will pay less than that of all workers, as the proportion of workers with
more than bachelor’s degrees comes close to approximating that of those with less than a four-year
diploma. The college degree will be the new normal, and the credential inflation leading to more and
more college-educated taxi drivers will continue to escalate. Yet this is not to say going to college is unnec-
essary: Indeed, it would be almost impossible to get a job without a degree. Vocational success would
require even more education.

But at what cost? Can we afford to expend $100,000 or more in resources giving kids a college degree,
only to see them take taxi driver jobs for which the college education added hardly a scintilla of employ-
ment skill? Can we afford to lose the labor services of 18-to-22 year olds going to college for little employ-
ment advantages, persons who could start driving a taxi or working as a bank teller at 18 instead of 22?
In an era where the worker-to-dependent ratio is rapidly falling, the underemployed college graduate is
an expensive luxury we can ill afford as a nation. To be sure, given wide variations in earnings by college
attended and by major, generalizations are dangerous, and maybe some forms of college training and
some institutions deserve greater support than others. Besides, it is not as if reducing societal investment
in higher education would necessarily adversely affect national output; as Paul Barton observes, despite
the handwringing in the past about an emerging shortage of highly educated workers in the U.S., “since
1995, productivity has accelerated, with no demonstrable improvement in workforce skills or accelera-
tion in job requirements during the period.”®!

All of this calls into question the wisdom of the “college for all” movement. Does it make sense to
become the world’s leader again in the proportion of young adults with college degrees? Is the goal of
individuals like President Obama or groups like the Lumina Foundation to increase college degree attain-
ment desirable? Should we look for new and cheaper ways to assure employee competency? Should we
invest less in four-year degree programs and more in cheaper training, including high-school vocational
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education that once was fashionable?62 Perhaps the federal government should reduce its involvement in
the higher-education business, much like some states seem to be starting to do out of fiscal imperatives
imposed by balanced-budget requirements that the federal government does not face. If fewer students
could get Pell Grants or subsidized student loans, enrollments might very well fall, an outcome we per-
ceive not to be a bad thing from a labor-market perspective.63

That raises questions that go beyond higher education. As the number of years of education of work-
ers rises in virtually all non-professional and technical jobs, is the reason ultimately that really it takes,
say, 14 or 15 years of schooling to offer the same learning that previously was accomplished in 12 years?
Is the deterioration in the quality of our primary and secondary education a contributing factor in the
credential inflation obvious at the postsecondary level? That suggests there may be two major economic
issues facing higher education. First, it is too costly, too inefficient, too shielded from the useful market
forces of “creative destruction.” Second, because of massive overinvestment reflecting indifference to
labor-market realities, we are vastly wasting scarce resources, both public and private.

To be sure, if left alone, market forces will likely solve the problem. Reading stories of underemployed
college graduates with massive debt, more will start rejecting the mantra that everyone should go to col-
lege. Enrollments will fall, and in time the rate of return on college investments will increase again as the
labor-market disconnect problem is reduced. There are already signs that is beginning to happen. The
Wall Street Journal recently proclaimed, “demand for four-year college degrees is softening.”** Yet public
policies such as massive federal loan subsidies often distort outcomes and prevent a stable and econom-
ically effective equilibrium position from being reached. As someone once joked, “when we see light at
the end of the tunnel, the government adds more tunnel.”

A decade ago, while contemplating calls in Britain for increased public investment in education
(rhetoric that is very similar, if not identical, to the rhetoric today in the United States), the British edu-
cator Alison Wolf perceptively opined,

Education is big because it is seen as the engine for economic growth, a sure-fire route
to future prosperity and victory in a global competition... the belief in education for
growth runs deep and wide beyond our political classes, replacing socialism as the great
secular faith of our age.”6>

Economists for generations have long accepted the law of diminishing returns—when one adds more and
more resources, at some point the marginal contribution to output falls. The law applies to education as
to almost everything in life. One manifestation of it in American university life is the underemployment
of college graduates; we might be seriously overinvested in higher education. This study adds to that con-
cern, and further suggests the common assumption that increased investment in higher education pro-
motes economic growth is highly questionable.
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