
Students  Increasingly  Are
Pursuing Degrees with Better
Job Prospects, Data Show
When  it  comes  to  employment  data,  most  economists  and
commentators  today  mainly  concentrate  on  the  unemployment
rate.  Many  seem  to  ignore  another  important  measure:  the
underemployment rate. The Federal Reserve of New York defines
the underemployment rate as “the share of graduates working in
jobs that typically do not require a college degree.”

Underemployment  and  Its
Consequences
The graph below shows the underemployment rate for college
graduates  from  1990-2019.  Strikingly,  underemployment  rates
have been high and are still high even at a time of good
economic growth. We are currently close to the next peak in
the  economic  business  cycle,  yet  41.3  percent  of  recent
graduates are underemployed. This is puzzling since the labor
market is very tight and the unemployment rate is 3.6 percent,
the lowest since 1969.
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Still, underemployment in and of itself may not be a problem.
If recent graduates accept jobs with lower required levels of
training than what they have acquired so they can get started
and  then  find  a  better  fit  within  the  organization,
underemployment is not an issue. For instance, many companies
have  internship  positions  that  can  translate  to  full-time
jobs.

If this were the case, then being temporarily underemployed
would not be problematic. However, the graph above shows that
the underemployment rate is high not only for recent graduates
but also for college graduates. This suggests that those who
start underemployed continue to be so for a long period.

Recent  research  shows  support  for  this  claim.
A  paper  published  in  the  American  Economic  Journal:
Macroeconomics  finds  that  70  percent  of  those  who  are
underemployed when they start a job are still underemployed
one  year  later.  What  is  more,  this  paper  finds  that  the
earnings of those who are underemployed are about 30 percent
less than if they had a job that was appropriate for their
training. Considering these facts, it is important to further
investigate the causes of underemployment.

Causes of Underemployment
As argued above, if one were underemployed only temporarily,
then this would not be a big problem. Yet the graph above
shows that this is not a problem only for recent graduates.
The underemployment rate for college graduates has been quite
high,  as  well  (roughly  35  percent  for  about  30  years).
Glassdoor chief economist Andrew Chamberlain argues that part
of the problem here can be explained by increased competition
in the labor market because we have more graduates now.

While  this  is  true,  given  the  labor  shortages  we  are
experiencing, this does not tell the whole story. As the graph
below shows, in 2018, for the first time in recent history we
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had more job openings than unemployed people, so having more
graduates should not be a problem in and of itself.

Chamberlin also argues that part of the reason for these high
underemployment rates may be that schools have been slow at
matching the skills required in the market. One way this could
be happening is that jobs exist for all graduates, but the
skills they have are not adequate for those jobs. Another
explanation is that some fields are in higher demand than
others, and too many students are graduating with degrees that
have low demand. For instance, it is well known that there are
shortages in the STEM fields in the US.

If it were true that some fields produce too many degrees and
others  too  few,  then  one  would  expect  to  see  different
underemployment rates for different fields. The idea here is
that if for a certain degree we produce too many graduates
(supply is greater than demand) then we can expect more of
these graduates to be employed in fields outside of their own,
and it is more likely that they will be underemployed.

College Students Are Responding to
Market Forces
This seems to align with the findings of a study by Jaison R.
Abel and Richard Deitz, who predict that jobs in the STEM
field,  especially  engineering,  have  the  lowest  predicted
underemployment rate. The table below is a short version of
Table 6 from the study and only shows the ten fields with the
highest and lowest underemployment rates. As can be seen from
this table, underemployment rates vary quite a lot, ranging
from  70  percent  for  criminal  justice  to  9.5  percent  for
nursing.
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Source: Abel, J. R., & Deitz, R. (2016). Underemployment in
the early careers of college graduates following the Great
Recession (No. w22654). National Bureau of Economic Research.

 

Since  the  vast  majority  (86.1  percent)  of  students  go  to
college so they can get a better job, it is not clear why many
students  are  choosing  fields  that  do  not  have  good  job
prospects. Normally, one would expect that with time, fewer
people  would  major  in  the  fields  where  there  is  high
underemployment  because  this  suggests  that  the  demand  for
these fields is low.

Underemployment and the Market at
Work
A study by the American Historical Association suggests that
students are, in fact, responding to these data. The table
below shows that the number of students who study engineering,
computer science, and nursing is increasing. As can be seen
from the table above, these fields have some of the lowest
underemployment rates. On the other hand, fields like history
or  anthropology  have  been  experiencing  a  decrease  in  the
number of degrees awarded even though more students graduated
in 2017 than in 2011.

Yet,  students’  responses  are  not  perfect.  For  example,
criminal  justice,  the  major  with  the  highest  predicted
underemployment chances at graduation, between 2011 and 2017
experienced a 25 percent increase in the number of degrees
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awarded. Nonetheless, the table below shows that there is a
shift  in  the  choices  students  are  making,  and  while  not
perfect, the trend is headed in the right direction.

This shift seems encouraging since this may lead to lower
underemployment if it continues. Also, this shows that more
needs  to  be  done  to  provide  information  to  high  school
students and early college students so they can make better
decisions about what they choose to study.
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This article was originally published on FEE.org. Read the
original article.
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