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Many policy ideas on how to reduce income inequality and improve the upward
mobility of low-income Americans are gaining popularity, on both sides of the
political aisle. As usual, Republicans suggest that tax cuts heavily tilted towards
the rich can address these problems, though many of their proposals would actu-
ally worsen inequality and mobility. Populist Democrats’ proposals include mini-
mum wage increases, gender pay equity and the like—which deserve support but
would have very modest effects on overall inequality and mobility into the middle
class. If we want to have large impacts on these problems, and create systemic
rather than mostly symbolic effects, there is only one place to go: postsecondary
education or other skills by low-income workers, and whether they get the kinds
of jobs that reward these skills in the job market.

Most job training in the United States now occurs in community and for-profit

colleges, as well as the lower-tier of four-year colleges. We send many young peo-

ple to college, even among the disadvantaged, but completion rates are very low
These proposals should and earnings are uneven for graduates. The public colleges that the poor attend
lack not only resources but also incentives to respond to the job market. Ap-
proaches like sectoral training and career pathways, which combine classroom
of education and job and work experience, show promise but need to be scaled, while employers need
market choices for greater incentives to create middle-paying jobs.

help create a better set

today’s disadvantaged This report proposes a three-part strategy for equipping more Americans with

populations, with more new tools for economic mobility and success: 1) A “Race to the Top” program in
higher education, where the federal government would help states provide more
resources to their community (and perhaps four-year) colleges but also require
jobs that will pay them to provide incentives and accountability for the colleges based on their stu-
enough for them to dent completion rates and earnings of graduates; 2) Expanding high-quality ca-
reer and technical education along with work-based learning models like appren-
ticeship; and, 3) Giving employers incentives to create more good jobs.

gaining “middle-skill”

enter the middle class.

Other supportive policies, like minimum wage increases and provision of paid
leave, should also be implemented. Together these proposals should help create a
better set of education and job market choices for today’s disadvantaged popula-
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tions, with more gaining “middle-skill” jobs that will pay enough for them to enter
the middle class.

How Policy Fails U.S. Workers

For decades, we have known that the U.S. labor market rewards higher education
degrees very well. We also know that, for low-income youth and adults, the surest
way to escape poverty and enter the middle class is to earn a college degree of
some sort, whether it is a bachelor’s degree (BA) or an associate’s degree (AA).
Indeed, workforce policy for the poor now consists primarily of handing out Pell
grants to the poor and sending them to college, with little other support once they
are there.

At the same time, our higher education outcomes have been disappointing in oth-
er respects. While college degree attainment has risen over time in the United
States, so has the gap between the poor and non-poor in college attainment. Low-
income students attend college in large numbers, though they are much more
likely to attend community and for-profit colleges (as well as lower-tier four-year
schools) than those from non-poor families. They are also much less likely to fin-
ish their degree programs, especially at the four-year schools. These gaps reflect a
number of barriers and liabilities that limit success of poor students—including
weaker academic (K-12) preparation, the mounting financial costs of better
schools (and their own families’ lack of liquid resources), low information (espe-
cially among first-generation college-goers) and pressure to work to support fami-
lies while being enrolled.:

The weaker institutions that poor students attend also hurt their educational out-
comes, both because of the limited resources of these institutions and their weak
incentives to respond to labor market forces. The last factor, in particular, occurs
because public institutions usually get the same subsidies from the states for stu-
dent “seat time”—regardless of whether or not students complete their programs
of study and regardless of what they study. The kinds of programs and credentials
that the labor market rewards for AA or even certificate recipients—like health
technology or other technicians, for example—are often costlier for the colleges to
offer (due to expensive equipment or instructors). For that reason, higher educa-
tion institutions fail to greatly expand teaching capacity in those areas, despite
strong labor demand. Instead, too many students at these colleges enroll in and
obtain generic AA degrees (in “liberal studies” or “general studies,” for example)
with virtually no market value.2

Another reason that labor market rewards to postsecondary degrees have been so
strong is because high school preparation for the job market is so weak. Indeed,
the earnings of male high school graduates have dropped by roughly 20 percent
since the early 1970s and those of females have been stagnant.3 Employers have
little reason to believe that high school graduates bring any serious skills to the
labor market that they should reward with higher pay (though they do not bring
the huge stigma of being a high school dropout, at least among the native-born
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workers). This perception stands in contrast to those of many European employ-
ers—for example, those in Germany—who reward high school graduates more
handsomely because they know these workers bring solid cognitive plus technical
skills to their jobs.4

In Europe, career and technical education (CTE)—including apprenticeships—
prepares high school graduates not going to college for well-paying jobs. In Amer-
ica, however, “vocational education” historically has been very weak. Starting in
the 1960s, minority and low-income parents (as well as advocates) began com-
plaining about “tracking” their students away from college and into very low-
paying sectors of the economy.

Today, there are much higher-quality examples of career and technical education
in the United States—like Career Academies, apprenticeships, Linked Learning or
High Schools That Work—which equip high school graduates for both college and
the job market. Indeed, these schools often offer students “contextualized” or ap-
plied learning, which might be more successful for those whom the traditional
classroom model does not serve well. But the CTE schooling models have not
been expanded as much as they could in the United States, with our current near-
exclusive focus on academic achievement and higher education.5

While these issues limit the supply of workers with middle-class skills, are em-
ployers creating enough jobs requiring these skills on the demand side of the la-
bor market? As Diana Carew of the Progressive Policy Institute has shown, the
average earnings of young full-time workers with just a BA have fallen 12 percent
over the last decade, and have continued to decline during the recovery.6 Perhaps
this reflects a rising supply of young BAs in the labor market, especially at a time
when overall labor market demand is weak. But the returns to a BA, on average,
are still very strong relative to having only high school or AA degrees.”

Moreover, many economists have noted growing “polarization”—or a shrinking of
the middle of the labor market—with jobs growing more rapidly at the lower and
higher ends in recent years.8 This shrinking in the middle is most notable when
we measure jobs by average wages earned (as opposed to those requiring some
postsecondary education or training below the level of a BA). But the employment
trends in middle-wage jobs are not all the same. The traditional middle-wage jobs
in the labor market—mostly for clerical, production, and construction workers—
often went to those with high school diplomas only (or even high school drop-
outs). These jobs have been disappearing since the 1980s, and just since the Great
Recession began their share of jobs in the U.S. labor market has fallen by about 10
percent.9

A newer set of middle-wage jobs is taking their place—in health care, technical
jobs, and the high end of the service and retail sectors. These jobs generally do not
require BA degrees, though they often require some type of postsecondary educa-
tion or training and credentialing (in the form of an AA degree or a certificate).10
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This “newer middle” of the labor market has grown by over five percent since
2000.!1 Also, many jobs that traditionally required few skills now require more.
For example, truck drivers must now be able to track packages through computer-
ized systems, and precision welders must operate numerically-controlled equip-
ment, and even auto mechanics must be able to use computerized diagnostic
tools. This newer middle of the job market is growing, but perhaps not as rapidly
as the older one is shrinking. Hence, the middle of the market overall seems to be
declining quite consistently.

It also appears that employers are building fewer internal labor markets than in
earlier years, and perhaps investing less than before in worker training—despite
the growing importance of skilled workers in the economy. They are clearly more
likely than before to outsource human resource functions to other firms, and to
engage in other cost-minimizing (rather than productivity-maximizing) behav-
iors—in other words, to take the “low road” in human resource practices to profits
rather than the “high road.”2

Perhaps there are “market failures” driving these decisions—such as imperfect
information among employers on the productivity benefits of training, or rigid
wages that keep them from sharing the costs of general training with workers, or
“coordination failures” across smaller firms in the same industries that keep them
from sharing the startup costs of training. Or perhaps employers are right that the
best way of maximizing profits is simply to minimize labor costs—a set of deci-
sions that reward shareholders but at the expense of the working public, which
could enjoy higher earnings while being very productive under “high road” man-
agement practices.

Either way, there are potential public policy responses in our public systems of
education—both secondary and postsecondary—and in dealing with employers,
that can potentially more middle-class jobs and middle-level skills among work-
ers to fill them.

Education and Workforce Policy:

Some New Directions and Developments

How has the policy environment in the United States responded to these changing
labor market and education developments?

Since the 1960s, the federal government has used job training (or “workforce de-
velopment”) programs funded by the Department of Labor to try to generate
moderately skilled workers, especially among those who are disadvantaged or
have been displaced from good-paying jobs by economic forces. The first such
effort, the Manpower Development and Training Act (MDTA) of the early 1960s,
was then replaced by the much larger and better-funded Comprehensive Em-
ployment and Training Act (CETA) of the 1970s, the Job Training Partnership Act
(JTPA) of the 1980s and 1990s, and the Workforce Investment Act (WIA) of the
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late 2000s, which was reauthorized as the Workforce Innovation and Opportunity
Act (WIOA) last year. Many evaluations show that the impacts of these programs
on worker earnings have been mixed, and modest at best.13

But, since 1980, the federal resources invested in these programs have shrunken
dramatically (though the workforce services provided in Job Centers are still use-
ful to workers while state and local workforce boards still partner with local col-
leges and help allocate WIOA funds).14 Because the labor market rewards college
credentials much more generously than in the past, federal efforts have shifted to
the realm of higher education, and funding through Pell grants has risen. Accord-
ingly, most “job training” for the disadvantaged now takes place at community
colleges and for-profit schools, in AA or certificate programs (where the latter
usually take one year or less and are sometimes for academic credit, and some-
times not).

To ensure that the programs offered by higher education fit the needs of the labor
market, and especially employers, newer models of collaboration between colleges
and industry are being developed and widely implemented. In one approach,
called “sectoral” training, a workforce intermediary brings together training pro-
viders (usually community colleges) and employers in an industry with lots of
employment growth and good-paying jobs (below the BA level) so that the train-
ing is well-targeted to the needs of employers in that industry; this model has
been used most frequently in health care, advanced manufacturing, IT, and some
service fields. Rigorous evaluation efforts show that these programs can have
quite large impacts on the earnings of the working poor.15

In another approach, “career pathways” are developed in which workers combine
classroom training and work experience through a sequence of jobs, within or
across firms in an industry, and a sequence of credentials that signal their grow-
ing skill levels. For instance, unskilled nursing aides can first get CNA certificates,
and ultimately go on to get certificates or AAs that enable them to become li-
censed practical nurse (LPN).

Much activity at the state and regional level is now occurring to develop and im-
plement these models, a process encouraged by WIOA and their local and state
workforce boards. The Obama Administration has also encouraged them (refer-
ring to the sectoral approach as “job-driven” training) through a series of compet-
itive grant programs, like the Trade Adjustment Assistance Community College
and Career Training (TAACCCT) and Workforce Innovation grants administered
by the US Departments of Education and Labor.1¢ More such programs have been
proposed in the President’s FY2016 budget.

Despite all this activity, major questions remain about the success of these efforts.
The federal grant programs are many in number, but they are small and frag-
mented, and the agencies implementing them remain quite “siloed” from one an-
other. While partnerships in key industries are proliferating at the state and re-
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gional level, we have no data on their scale, much less their quality. Low-income
students or workers may lack the basic academic skills to be trained in the tech-
nical work often needed, especially in the well-compensated STEM fields; and
remediation efforts at community colleges for students with weak academic prep-
aration very frequently fail, leading to high dropout rates.

Consistent with these observations, many employers complain about their inabil-
ity to fill “middle-skill” jobs, even after wages in them have risen substantially,
and worry especially about what will happen after their Baby Boomer employees
retire from them.” On the other hand, small- and medium-sized employers in
many industries do not participate in sectoral or career pathway efforts - perhaps
because they are not familiar with them, or they do not want to invest their lim-
ited time and resources in such efforts (if they feel the workers will still be poorly
skilled or have high turnover), or they feel that their needs can be met elsewhere
(by outsourcing or offshoring work in such jobs, and organizing their workplaces
in ways that eliminate them). Perhaps because of these alternatives, wages have
not been rising, even in high-demand jobs or sectors, and on-the-job training
overall has not yet rebounded.

Based on the discussion above, what is needed are effective proposals to help or
incentivize employers to create more middle-wage jobs and to create viable
pathways for workers to obtain the skills needed to fill them, especially at the sub-
BA level and with employer involvement. Indeed, having a wider and more visible
set of sub-BA pathways into middle-wage jobs might reduce the numbers of aca-
demically under-prepared students who pursue generic AA or especially BA de-
grees at high public cost and high failure rates (due to dropping out of college).
Furthermore, it should be a clearly stated policy goal to generate both middle-
paying jobs and worker skills—to address the growing reality that
skills/credentials alone won'’t help anyone if employers aren’t willing to create
middle-skill jobs that require them and pay middle-level wages to workers that
have them.

Three Ways to Create Middle-Class Skills and Jobs

1. Create A “Race to the Top” in Higher Education

As noted above, community (and lower-tier public four-year) colleges need more
resources targeted at services and supports for disadvantaged students, as well as
stronger incentives to expand capacity in high-demand fields. Both can be accom-
plished through a new version of “Race to the Top” (or RttT), which strongly re-
warded states for undertaking K-12 reforms in the past decade. Such a proposal
would entail a one-time cost of several billion dollars to the federal government—
as did the original RttT program - but would generate improved higher education
outcomes and reduced expenditures over time on programs for the poor (more of
whom would enjoy earnings above the poverty level).18

The new version would target public colleges at both the two-year and four-year
levels and would be administered by the Departments of Education and Labor.
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States that create more accountability for their colleges—by partially tying their
subsidies for colleges to student outcomes in the classroom and job market -
would receive new federal funding. Within federal guidelines, the states would
choose which measures to reward and how to do so. But additional federal fund-
ing would only go to schools that serve many disadvantaged students, and only for
expanding teaching capacity in high-demand fields (like health care or other
technician work) or providing better services to these students, such as academic
“coaching” and career-counseling as well as more effective “developmental” or
remediation services.19

The new accountability measures would be based on academic success (measured
by credits or diplomas earned or successful transfers to other schools) and also on
the subsequent earnings of their students. Data systems are now available for the
states to measure both (see the Workforce Data Quality Campaign and state ef-
forts to build Statewide Longitudinal Data Systems with federal support). Many
states have begun to experiment with such accountability, though most efforts to
date are based only on academic rather than employment outcomes. And incen-
tives must be structured to avoid “creaming” by the colleges, who might simply
raise their admission requirements and avoid at-risk students to make their out-
come numbers look better. This problem can be addressed either by having at
least some of the accountability measures defined separately for minorities or dis-
advantaged students, or by using “value-added” measures of academic success
that reward schools not for outcome levels but for improvements among students
who might start with a low base level of academic outcomes.2°

There are other ways to provide new resources plus incentives for the public col-
leges. For example, Congress could use the reauthorization of the Higher Educa-
tion Act to strengthen academic requirements in the Pell grant program while also
requiring more services for poor students.2! Any of these approaches will likely
generate political and legal pushback from the higher education community, both
public and private, who might prefer the status quo to a new system based on ac-
countability, though the additional resources provided to them could help limit
their opposition.

Similar approaches could also be used to reward public colleges that limit tuition
growth rates, or that provide more affordable ways of paying for college to lower-
and middle-income students—such as replacing tuition increases with long-term
loans and repayment based on future income.

All of these ideas differ substantially from the Obama Administration’s recent
proposal for free community college. Though well-intentioned, that proposal
would likely take us in the wrong direction by encouraging more students to en-
roll in two-year rather than four-year colleges or in other pathways to labor mar-
ket success. Such students would likely see their degree attainment rates fall, and
they would displace poorer students from the better programs that are already
capacity-strained.22
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2. Expand High-Quality Technical and Work-Based Learning

The logic of technical and work-based learning is to create high-quality pathways
into the labor market for young people—especially for those not ready to go
straight into higher education—through which they could gain valuable education
credentials as well as strong early work experience. Many young people, especially
the disadvantaged, now have trouble gaining both.

The contextualized and applied learning in these programs can be more effective
for some students who did not do well in traditional classroom settings. Low-
income and young people especially value work-based learning because they are
paid while learning—in fact, this can be especially important for young parents
who must continue supporting their families while in school. Workers can gain
the kinds of AAs or certificates with high labor market value while apprenticing,
giving them both specific skills relevant to a given employer or occupation as well
as more general ones that are portable across firms and industries. And employ-
ers also like the apprenticeships, which provide them with workers appropriately
skilled and experienced for the work they need (though they might not provide
enough of them on their own due to a lack of information about them, or other
market failures described above).

The Obama Administration has spawned a number of grants programs to encour-
age high-quality career and technical education, starting at high schools but per-
haps continuing into community colleges, as well as apprenticeships and other
models of work-based learning. These include the small Youth Career Connect
and American Apprenticeship Grants programs that are already in place, plus a
proposed new Technical Training Fund for community colleges. Tax credits for
employers who create apprenticeships, such as one South Carolina provides,
should be considered as well, at a cost of roughly $1,000 per new apprentice.23
Such an initiative might cost as much as $1 billion (assuming a goal of one million
new apprenticeships), though this could be offset by savings on the smaller pro-
grams mentioned above.

Technical assistance and other efforts to promote high-quality technical educa-
tion and apprenticeships could also be incorporated into a new and expanded ver-
sion of the Carl Perkins Act, which currently provides about $1 billion in funding
for secondary and postsecondary career education. Past efforts to reform the Per-
kins Act (by the Obama and Bush 43 administrations) by using more of these
funds for competitive grants have always met political opposition from the career
education community. To be successful, new efforts might need to fund grants in
addition to current funding, rather than in place of it. And a broader and more
comprehensive approach within one program is preferable to a series of small and
fragmented programs. In addition, efforts to expand the higher education part of
technical and work-based learning (and also pathways into higher education that
begin in secondary school) could also be included in the Higher Education Act as
well as the new “Race to the Top” program described above.
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However, it is also important to remember that, in a dynamic labor market such
as the one we now have (and likely to grow only more so), workers trained for
specific occupations and sectors might find their skills become obsolete, as the
high-demand fields today are no longer high-demand in the future. This will re-
quire sector-based and career education approaches to provide students with
strong general skills, which can be portable across firms and sectors. And it will
be important to make retraining more available to those workers whose previous
occupational training might now become obsolete.

3. Encourage Employers to Create More “Good Jobs”

Merely participating in a sectoral partnership or a career pathway network should
help employers create more good jobs, by making it easier to fill them with highly-
skilled workers. But policymakers should take additional steps to directly encour-
age employers to create more middle-wage jobs, and to participate in efforts to
generate the needed skilled workers.

Unfortunately, we have less experience with or evidence on what might work in
this area. Still, here are some approaches worth trying:

* Tax credits for incumbent worker training (or apprenticeships) that generate
higher compensation for less-educated workers;

*  Grant programs for firms (either individual or part of an industry network)
that choose from a wider range of compensation and training policies to
achieve this goal;

* Technical assistance to firms attempting to change their human resource pol-
icies in this direction;

*  Preference for such firms in government contract procurement and/or re-
quirements on those receiving federal funds (especially Medicare and Medi-
caid) to create better-paying jobs and career pathways; and

*  Moral suasion that provides good publicity and reputations to employers who
make such changes.

While the benefits of any one such policy might be modest, doing all of them to-
gether should help create synergies between them, as the effects of a comprehen-
sive and clearly articulated strategy are likely greater than the sum of its individu-
al parts.

Many states offer tax credits for incumbent worker training, though these some-
times decline during recessions. The costs can be contained by limiting the tax
credits only to front-line employees without BAs.24 The tax credits for apprentice-
ships described above would be fairly similar. Grants could also be provided to
firms or industries that propose to upgrade workers through a wider range of ap-
proaches—including career pathways, profit-sharing, job redesign, and even more
stable hours of work for its employees. For example, the state of Michigan ran a
successful grants program for training for small- and medium-sized manufactur-
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ers in the late 1980s, which generated positive impacts on productivity for partic-
ipating firms.25 Technical assistance for firms trying to restructure and create bet-
ter-paying jobs and training can be provided through a program modeled after
the Manufacturing Extension Partnership (MEP), which helps manufacturers (of-
ten small- and medium-sized ones) make organizational changes to improve their
output and productivity.

The federal government should announce its intention to reward firms that adopt
such high-road practices with more federal contracts—assuming they meet other
criteria for demonstrating their qualifications for such work. It could also require
that hospitals and nursing homes receiving federal Medicare or Medicaid funds
raise wages and create career pathways for its lowest-paid nursing assistants. And
moral suasion can be valuable too. The Obama Administration is attempting to
use its Upskill America campaign to highlight the practices of firms engaging in
positive human resource practices, though the entire effort could also be given a
higher profile that would make more use of the “bully pulpit.”

Other Supportive Policies and Practices

Marketable skills are the best source of security for working Americans who are

struggling to adapt to a technology-intensive, globalized economy. The three-part

strategy proposed here would dramatically widen pathways into the middle class

and help to reverse the erosion of middle-income jobs. Still, there are additional

steps federal and state lawmakers can take to reinforce this new strategy. They

include:

*  Minimum wage increases and stronger enforcement of wage and hour provi-
sions;

*  “Paid leave” for all workers (financed at the state level with federal assis-
tance);

e Labor law reform, including provisions allowing “work councils” at nonunion
firms to give workers more of a voice in management decisions.

Minimum wage increases at the federal or state levels should be large enough to
meaningfully raise earnings for less-skilled adult and youth workers, while not
substantially generating employment losses for these groups. The Congressional
Budget Office (CBO) suggests that a federal minimum wage of $10.10 an hour
meets these conditions.26

While the Family and Medical Leave Act of 1993 (FMLA) requires employers with
50 or more workers to provide leaves of absence to employees, these leaves are
unpaid—and too many low- or moderate-income simply cannot afford to take
these leaves. Paid leave—which would help working mothers to remain attached
to the labor market and to their better-paying jobs—remains one of the most im-
portant employee benefits that many workers do not have. While a few localities
(e.g., San Francisco and New York) have mandated that employers provide a
small number of such days each year, the publicly-financed provision of such
benefits (which are now available in California, Hawaii, New Jersey, New York,
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and Rhode Island) will be more generous without raising labor costs, and thus
unemployment.

In addition, progressives should favor reform of the National Labor Relations
Act—which now governs certification elections for unions—to allow work coun-
cils, through which employees could have more voice in management decisions,
and make the preferences of workers better known.

Finally, workers whose skills will remain too low to participate in any such ap-

proaches would benefit from the minimum wage and paid leave policies above

and also:

*  Expanding the Earned Income Tax Credit (EITC), especially for childless
adults;

*  More support for child care for low-income working parents; and

* A subsidized job creation program in the private and public sectors, along the
lines of the Emergency TANF program that quickly created 250,000 jobs for
very unskilled workers.27

Together, these policies would generate more middle-class jobs for U.S. workers,
along with the skills workers now need to fill them. They would lead to higher
earnings for millions of working families, and better productivity in our work-
places. And they would reduce inequality the right way—by enabling more Ameri-
cans to climb the economic ladder of success.
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