
Underemployment: The American
Economy’s  Biggest
Underreported Story
Both  economists  and  the  media  constantly  monitor  the
unemployment rate. And for good reason. It says a lot about
the health of the economy.  

But it isn’t the only significant one. The underemployment
rate provides a different, but very important, look into the
labor market. Underemployed is defined as an individual with a
college degree who has a job that only requires a high school
diploma.

A recent paper published in the American Economic Journal:
Macroeconomics analyzes the growth of underemployment in the
U.S. in the last three decades. The graph below plots the
unemployment (blue line) and underemployment (red line) rates
over the period 1983-2013. The first thing we observe is that
unemployment and underemployment move together. Particularly,
both tend to increase after economic crises.
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Between 2008 and 2012, unemployment increased by seven million
people, whereas underemployment went up by three million. This
may be due to the fact that, in slack labor markets, high-
skill workers tend to accept low-skill jobs as competition for
high-paid  job  surges.  Furthermore,  data  shows  that
underemployment tends to be persistent: around 70 percent of
those who find a job for which they are overqualified continue
to be underemployed a year later.
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If  underemployed  workers  found  jobs  in  line  with  their
education, they would earn a substantially higher wage, around
30  percent  more.  On  the  other  hand,  underemployed  high-
educated workers tend to earn more than their low-educated
counterparts for doing the same job.

Curiously,  even  in  periods  of  economic  growth,  the
underemployment rate seems to be relatively high. In 2008,
before the Great Recession impacted the U.S. labor market, the
underemployment rate hovered at 38.5 percent. Astoundingly,
almost four out of 10 workers were overqualified.

The  dramatic  increase  in  college  graduates  over  the  last
decades  may  be  an  important  factor  which  can  explain
underemployment.  This  might  have  caused  an  oversupply  of
graduates, pushing many of them to accept jobs for which they
are overqualified. Yet some argue that the opposite is true:
the U.S. has actually underproduced college-educated workers
for decades. This would help explain the increase in the wage
premium (the wage differential between skilled and unskilled
labor) since 1980.

Be  that  as  it  may,  policymakers  will  need  to  pay  more
attention to the phenomenon of underemployment in the upcoming
years as it provides valuable information about the dynamics
of  the  labor  market  not  contained  in  the  traditional
indicators.
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