




America’s Skills Gap:
Why It’s Real, And Why It Matters 

The same dynamic exists in other high 
demand areas like nursing and cybersecurity. 
Because few faculty members study or 
research the topic, few if any nursing 
programs train students on Electronic 
Records Management Systems. And the 
skills required for cybersecurity require some 
computer science curriculum, but are a 
distant relative from learning C++. At Texas 
A&M University, cybersecurity courses have 
been offered by engineering as well as 
agriculture and life sciences departments.

Higher education’s interface of choice to 
employers is career services. But not only is 
career services well outside the academic 
chain-of-command, the concept of “career 
services” as a separate office, distinct from 
every other part of the institution, conveys to 
students that they aren’t expected to think 
about employment until senior year. Not 
surprisingly, only half of all students ever visit 
career services.  27

28

P8

When they do, they’re not meeting with 
professionals in their fields of interest (with 
relevant experience and networks), but rather 
with career services lifers, who may be best 
positioned to help students get jobs working 
in career services.

Even if they were interested in engaging with 
employers, colleges and universities wouldn’t 
be able to do much about the frictions 
sustaining America’s yawning skills gap. And 
as employers are simply presented with the 
decision to hire or not hire graduates, colleges 
remain poorly positioned to do anything 
about Hiring Friction.

Total spending on education and training is 
heavily weighted to the first 25 years of life. 
According to the Council of Economic 
Advisers, most spending is exhausted by age 
17, and more than 90 percent of spending is 
complete by age of 25.   The prevailing view 
has been to position postsecondary 
education as a kind of “all you can eat in one 
sitting” buffet: get it done, then get to work.



America’s Skills Gap:
Why It’s Real, And Why It Matters 

America’s colleges and universities have cap-
tured the lion’s share of non-employer spending 
on human capital development beyond high 
school, to the tune of over $500 billion annually.   
In contrast, public spending on workforce 
development falls far short. In terms of formal 
spending on education and training, in 2016, the 
federal government spent over $139 billion 
through Title IV financial aid, the GI Bill, and 
other sources. Of this total, only $19 billion – 
14 percent – was allocated to career education 
and training.   Department of Labor funds don’t 
add much. Federal spending on workforce 
development through the Workforce 
Opportunity Investment Act (WIOA) is only 
about $1 billion (the remainder of the $3.3 billion 
in WIOA spending is allocated to disability and 
youth programs).

Where the workforce development spending 
goes is also problematic. As defined in WIOA, 
funds are allocated to state and local workforce 
development or investment boards. These 
organizations are responsible for spending 
federal and state workforce dollars on “one 
stop” services to help job seekers find jobs. And 
while they are ostensibly charged with human 
capital development and maintain long laundry 
lists of training programs operated by nonprofit 
organizations and traditional colleges and 
universities, they are measured based on 
speed-to-placement, not on value added. As a 
result, workforce boards find themselves in a 
vicious circle of attracting only low skill workers, 
and employers listing the lowest skill positions; 
there’s little opportunity or rationale for value 
add.

While workforce solutions typically have no 
financial cost to candidates, like free college, 
they don’t eliminate Education Friction: no 
one-stop guarantees jobs, and particularly not 

HIRING FRICTION: How employers 
aren’t helping themselves

good jobs. And as with higher education, 
workforce boards aren’t well positioned to 
eliminate Hiring Friction for employers.

At the same time that skills shortages are 
real, employers are handicapping themselves 
in their hunt for qualified candidates. 
Recruitment and hiring practices have also 
not been immune to digitalization, but the 
result has been an over-emphasis on digital 
skills at the top of the hiring funnel, which 
serves to shut out qualified candidates 
whose résumés lack the magic words to get 
them in the door.

Because nearly every good job is posted 
online and generates hundreds of résumés, 
employers utilize keyword-based filters 
called Applicant Tracking Systems to 
determine which résumés are actually seen 
by a human. If you don’t have sufficient 
keyword density, you’re not visible. Faced 
with the deluge of résumés over the past 
decade, HR and hiring managers have 
sought to tighten the screen and have done 
so by adding skills to job descriptions. Which 
skills have they added? Unfortunately, there 
are only so many ways to say “critical 
thinking,” or “problem solving.” So the skills 
that have been added to job descriptions are 
digital and software skills. Across virtually 
every industry, technical skills now 
outnumber all other skills in job descriptions, 
particularly for entry-level jobs.   Without the 
digital skills employers are increasingly 
listing in entry-level job descriptions, too 
many college graduates are invisible for 
exactly the positions they want (and need in 
order to make student loan payments).
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Nevertheless, fixing digital hiring practices will 
not make the skills gap go away. If anything, 
current trends will only accelerate. Anyone 
who’s spent any significant time inside large 
and mid-size American businesses in recent 
years will recognize that the alphabet soup of 
business software represents the present of 
work. And anyone who’s been reading dire 
predictions about the future of work – from 
one of the many “future of work” centers at 
foundations and think tanks that have emerged 
in the past few years – will tell you that it’s 
going to get worse. Predictions about artificial 
intelligence and robotic process automation 
spell doom for tens of millions of lower skill 
positions, while simultaneously creating tens of 
millions of new digital-centric jobs. Based on 
the booming “future of work” business, it 
sometimes seems like our kids have two 
choices for gainful employment: (1) Digital 
skills; or (2) Develop skills to predict the future 
of work. And while it may be silly to predict that 
half of all current jobs will disappear, it’s not 
silly or extreme to believe, as at least one 
presidential candidate does, that we’re about to 
“experience the greatest technological and 
economic shift in human history.”

Perhaps taking inspiration from the growing 
“deficits don’t matter” crowd, some skeptics 
shrug their shoulders at the skills gap. But 
that’s a dangerous approach. There are few 
challenges more consequential to America’s 
future than the skills gap. The skills gap is 
impeding economic growth, promoting 
generational inequity, and destroying the 
American Dream. 

THE SKILLS GAP MATTERS

ECONOMIC GROWTH

FAILURE TO LAUNCH

If we could close the skills gap, it’s likely we’d 
experience faster economic growth. In a recent 
survey of U.S. hiring managers, 90 percent 
reported it difficult to find and hire the right tech 
talent and 83 percent said the shortage of tech 
talent is slowing company revenue growth.   As a 
result, most Americans are experiencing 
negative repercussions of the skills gap. But the 
biggest casualties are the 10 million workers 
who have stopped seeking work and dropped 
out of the workforce in the last decade – many 
because they didn’t have the skills employers 
were seeking.   And don’t forget the tens of 
millions of Americans who remain employed, but 
whose real wages have remained stagnant 
because they are out of position relative to the 
jobs and sectors of the future.

While these casualties are disparate and hard to 
measure, the most distinct and visible victims of 
the skills gap are Millennials, who have been 
poorly positioned for employment, and are 
performing worse on virtually every economic 
metric than prior generations. Millennials are 
earning 20 percent less than Baby Boomers did 
at the same stage in their lives.   They are 
increasingly unable to afford their own 
residences.   And in an era when it’s easier than 
ever to launch a new business, Millennials are 
remarkably unentrepreneurial.
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America’s colleges and universities have cap-
tured the lion’s share of non-employer spending 
on human capital development beyond high 
school, to the tune of over $500 billion annually.   
In contrast, public spending on workforce 
development falls far short. In terms of formal 
spending on education and training, in 2016, the 
federal government spent over $139 billion 
through Title IV financial aid, the GI Bill, and 
other sources. Of this total, only $19 billion – 
14 percent – was allocated to career education 
and training.   Department of Labor funds don’t 
add much. Federal spending on workforce 
development through the Workforce 
Opportunity Investment Act (WIOA) is only 
about $1 billion (the remainder of the $3.3 billion 
in WIOA spending is allocated to disability and 
youth programs).

Where the workforce development spending 
goes is also problematic. As defined in WIOA, 
funds are allocated to state and local workforce 
development or investment boards. These 
organizations are responsible for spending 
federal and state workforce dollars on “one 
stop” services to help job seekers find jobs. And 
while they are ostensibly charged with human 
capital development and maintain long laundry 
lists of training programs operated by nonprofit 
organizations and traditional colleges and 
universities, they are measured based on 
speed-to-placement, not on value added. As a 
result, workforce boards find themselves in a 
vicious circle of attracting only low skill workers, 
and employers listing the lowest skill positions; 
there’s little opportunity or rationale for value 
add.

While workforce solutions typically have no 
financial cost to candidates, like free college, 
they don’t eliminate Education Friction: no 
one-stop guarantees jobs, and particularly not 

Millennials aren’t starting new businesses for the 
same reasons that few of them are unemployed: 
because most take the first job that allows them 
to make payments on their student loans. But 
although not unemployed, a surprising 
percentage are underemployed as a result of a 
lack of digital skills.

Ironically – because they’re most comfortable in 
a digital world – the digital skills gap might be 
hitting Millennials hardest. As a result of higher 
education’s failure to adapt to employer 
requirements for entry-level jobs, too many new 
and recent graduates find themselves working in 
retail jobs they could have attained without the 
investment of time and debt.

Underemployment is a lot harder to define than 
unemployment. The Rockefeller Foundation 
found that 49 percent of recent college 
graduates reported they didn’t need to go to 
college to do their current jobs.   Accenture found 
51 percent of 2014 and 2015 graduates 
considered themselves to be underemployed.   
Avenica, a provider of career pathways for new 
college grads, found that 86 percent of brand 
new college graduates reported having no job 
offers.   More authoritatively, the National Bureau 
of Economic Research has found that the 
unemployment rate of recent college graduates 
spiked at 7 percent post-recession and remains 
north of 5 percent, while underemployment 
remains near an all-time high of around 45 
percent.

In his 2016 book There Is Life After College, Jeff 
Selingo found that only about a third of all new 
graduates were successfully launching careers. 
Two-thirds were suffering through what the 
media has taken to calling Millennials’ “failure to 
launch.”    
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This has led to satirical headlines in The Onion 
like “Company Immediately Calls Job Applicant 
Upon Seeing ‘B.A. In Communications’ on 
Résumé.”   And it has further led to a cottage 
industry for journalists writing articles like this 
one in Cosmopolitan: “10 Reasons Why You 
Shouldn’t Freak Out if You’re Graduating Without 
a Job (You are so not alone).” Among the silver 
linings: you don’t have to deal with coworkers 
you don’t like, moving back home is the best 
living situation you’ll have for a long time, and 
you can sleep all you like.

More frustrating is that wages haven’t improved 
for college graduates since the Great Recession. 
In fact, they’ve continued to fall, even for 
students who majored in STEM. In 2015, new 
graduates who majored in biology had average 
salaries of $31,000, down from $35,000 in 2010. 
Even computer science and engineering grads 
saw a decline.   This helps explain why only 41 
percent of recent graduates have been able to 
pay down any principal on their student loan 
balances in the first three years after leaving 
school    and why the Federal Reserve Bank of 
New York found that the bottom 25 percent of 
new college graduates are incurring debt but 
earning no more than high school graduates.

We also know that lower wages for new 
graduates tends to result in “wage scar-
ring”—lower wages that persist for decades.  
A new study from the Social Security 
Administration and a number of researchers, 
including Fatih Guvenen, an economist at the 
University of Minnesota, attributes the increase 
in lifetime inequality over the past fifty years to “a 
result of lower incomes at younger ages.” 
According to Guvenen, “It all starts at age 
twenty-five,” or with suboptimal first jobs.
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ECONOMIC ALIENATION

The skills gap has created another, arguably 
more damaging gap. America’s employers love to 
signal near-unlimited potential for employment 
and career advancement. With all the well-paid, 
high-skill jobs on offer, job seekers who visit 
indeed.com or another leading job site may be 
forgiven for thinking the world is their oyster. 

But these opportunities are effectively closed to 
millions who don’t have the skills on their résumé 
to make it past the Applicant Tracking System 
screen, let alone a risk-averse human resources 
manager. This gap between the promise of 
opportunity and the reality of inaccessibility 
creates what the UK Labour Party MP Paul 
Sweeney called in this spring’s Brexit debate 
“economic alienation,”which “has caused many of 
the problems and anger in the UK.”

Economic alienation explains why so many 
Americans feel left behind and disenfranchised. 
Far too many of our fellow citizens feel that 
participation in the dynamic economy – and the 
American Dream – is now out of reach. 
America’s economy is increasingly divided 
between haves and have nots.

On one side, the skills gap may be prompting 
Millennials to give up on capitalism, or at least to 
say they are. In “Why Young Voters Love Old 
Socialists,” Sarah Leonard, a twenty-nine-year-old 
editor at The Nation, wrote in the New York Times 
that “Millennials are worse off than their parents 
were . . . they are loaded with college debt (or far 
less likely to be employed without a college 
degree).”   She concluded that “the post-Cold War 
capitalist order has failed us.” But fear not, there’s 
a great alternative: “Because we came to political 
consciousness after 1989, we’re not instinctively 
freaked out by socialism.” 

How to close the skills gap
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She went on to cite a 2016 Harvard poll that 
showed 51 percent of eighteen to twenty-nine 
year olds rejected capitalism.   According to 
Richard Wolff, a Professor of Economics at the 
New School University and one of America’s few 
remaining Marxist economists, due to growing 
awareness that wages have been unable to keep 
up with the cost of living, younger Americans 
“are getting closer and closer to understanding 
that they live in an economic system that is not 
working for them, and will not work for their 
kids.”

On the other end of the political spectrum, 
Donald Trump was prescient enough to exploit 
this vulnerability, raging against elites who 
dominated America’s economy and politics, and 
higher education in particular. As former 
Secretary of State and now Stanford University 
professor Condoleeza Rice said in a May 2017 
interview, “One of the things that broke down and 
one of the reasons we got the election we 
did—as my friend calls it, the ‘Do You Hear Me 
Now’ election—is too many people have felt that 
the American Dream isn't there for them.”

Secretary Rice’s solution is a national project on 
education and job skills.    But economic 
alienation has given rise to a surprisingly wide 
range of policy proposals. Free college is 
becoming progressive orthodoxy, and a 
surprising number of progressives (and some 
conservatives and libertarians) are toying with 
universal basic income (UBI). But these ideas 
haven’t been tested along the following lines:

• Do they eliminate Education Friction?
• Do they eliminate Hiring Friction?
• Can they scale to tens of millions of
individuals?
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Even if we could figure out how to pay for it, free 
college isn’t actually free. Tuition might be free, but 
what about the tens of thousands of dollars of 
living expenses required to support a college 
student? Even for a “free college” student, there is 
no such thing as a free lunch. Furthermore, 
because free college says nothing about 
employment outcomes (let alone employment 
guarantees), it only has a marginal impact on 
Education Friction. Likewise, it also completely 
fails to address Hiring Friction. 

UBI is the bluntest instrument being proposed in 
that it does nothing to eliminate either friction. 
With its sledgehammer approach, UBI might help 
close the skills gap, but only by reducing the 
relevance of skills – probably not a winning 
proposition. Moreover, like free college, the scale of 
UBI is a direct function of government spending, 
and any effort to implement such a program will 
likely substantially worsen the nation’s already 
severe fiscal woes. 

While the search for solutions to close the skills 
gap becomes ever more urgent, it’s most 
important that we not give up. In the Washington 
Post, CUNY’s Cathy Davidson rejected higher 
education’s responsibility for the skills gap, saying 
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“the most relevant education in the world cannot 
change a labor market rigged against the middle 
class. This is a social problem, not a higher 
education problem.”   

But even if she’s right (and at best, she’s only 
partially right), mission-driven public and 
not-for-profit colleges universities ought to be 
motivated to try to solve this “social problem” 
rather than sit there throwing stones at capitalism. 
To paraphrase Donald Rumsfeld, we're sending 
young people out into the labor market we have, 
not the labor market we might want or wish to 
have at a later time.

In my next paper, leveraging this framework, I 
propose a series of models for closing the skills 
gap: models with the promise of eliminating both 
Education Friction and Hiring Friction. While these 
models are led by private sector intermediaries 
with a commercial incentive to scale to provide 
frictionless pathways to good jobs for tens of 
millions of Americans, the public and nonprofit 
sectors will play a key role in accelerating 
adoption.
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