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I would like to make five major points today about manufacturing employment, the broader labor
market in the US, and the relevance of the nation’s education and workforce development
systems to these issues.

1. Despite the loss of over 2 million jobs in manufacturing during the past four years
and high unemployment among these workers, employers still have difficulty filling
jobs in the industry, at least partly due to a lack of workers with the appropriate
skills.

So far, net new job creation during the recovery has accounted for less than ten percent of all
jobs lost in manufacturing during the Great Recession. Yet, the ratio of job vacancies to new
hires in manufacturing is higher than we find in any other major industry group, suggesting that
employers are having some difficulty filling their newly created jobs. Descriptive evidence from
several sources reinforces this view.!

2. More broadly, in order for America’s prosperity to be widely shared, and in order
to help reduce currently high levels of unemployment, the skills that American
workers bring to the labor market will have to increase.

At over 9%, today’s high unemployment still mostly reflects cyclical factors (or a shortage of
jobs relative to workers), but a piece of it is also structural — with employers having some
difficulty filling vacancies in jobs requiring particular skills.? The large fraction of our currently
unemployed workers who have been permanently dislocated from their jobs and without work
for six months or longer no doubt will reinforce the structural component of unemployment
during the next several years. Over the longer term, the gaps between the skills demanded by
American employers in good-paying jobs and those supplied by workers also contribute to our
enormous levels of earnings inequality in the US.® Unemployment could thus be reduced and

! Data from the most recent Job Openings and Labor Turnover Survey (JOLTS) from the Bureau of Labor Statistics

show a vacancy rate of 1.9 percent and a new hires rate of 2.1 percent in manufacturing. No other broad industry
grouping shows such a high ratio of vacancies to total hires. More informal evidence on the difficulties employers
have filling these jobs has been reported by Uchitelle (2009) and Fletcher (2011).

> See Elsby et al. (2010) and Dickens et al. (2011).

* See Goldin and Katz (2008) and Carnevale and Rose (2011).



prosperity more widely shared if more Americans had the postsecondary credentials that our
employers seek and reward in both “middle-skill” and “high-skill” jobs.*

3. While the public and private systems of higher education in the US, along with
private sector on-the-job training, contribute importantly to the skills of the nation’s
workforce, a very robust public workforce development system is also necessary for
meeting these needs.

On its own, our system of higher education will not produce enough of the skills needed by
American works to prosper. Dropout rates at our 2-year and 4-year colleges are quite high, and
too many students obtain credentials that are not highly rewarded in the labor market.® At least
partly, this is because our education and workforce systems largely operate in isolation from one
another, with too few students gaining access to career counseling and other employment
services.® Not all workers can attend or succeed in college, and many need other forms of job
training that prepare them for good-paying occupations and sectors. Private employers also
provide some of the training they need, but they are reluctant to provide general skills or
occupational training for a variety of reasons.’ So a strong publicly funded workforce
development system is still needed to provide employment services and training to all those who
need it.

4. Though it clearly provides employment services and training cost-effectively, the
publicly-funded workforce development system already has too few resources to be
fully effective. These resources should not be further reduced.

A strong body of rigorous research indicates that our publicly funded workforce system provides
core and intensive services to job-seekers as well as very limited training quite cost-effectively.®
But its funding has already declined by as much as 90 percent over the past three decades. Title |
of the Workforce Investment Act (WIA), the primary source of federal funding for employment
services, now provides under $3B of funding for over 150 million workers in a $15T economy.
And recent concerns (based on a report by the General Accounting Office) over duplication in

* “Middle-skill” jobs include those requiring postsecondary training short of a bachelor’s degree. See Holzer (2010)
for a response to claims that the middle of the labor market is collapsing.

> See Bailey et al. (2005) for evidence on noncompletion rates at community colleges and Turner (2007) for
evidence at colleges more broadly. Jacobson and Mokher (2009) document the various high variance in returns to
community college degrees and certificates for young people while Carnevale et al. (2011) show this for four-year
college graduates. The recent report by the Center for Best Practices at the National Governors Association (2011)
also argues for better targeting college credential achievement to areas of labor market need.

® See Soares (2009). The fact that community and four-year college revenues are largely independent of the kinds
of courses students take and the labor market rewards to the credentials they receive also limits the incentives of
these institutions to be responsive to labor market demands.

71t is well known (Becker, 1975) that employers will be reluctant to fund any training for workers who might soon
leave, whereby other employers would gain the returns on their training investments. More broadly, several
“market failures” such as imperfect information and liquidity constraints might further limit employer willingness
to make these investments.

® See Heinrich and King (2010) and Uhalde (2011) for reviews of this evidence.



service delivery have been overstated, with many programs using very small sums to target
detailed worker populations. Even including all of these funding sources, virtually no other
industrial nation spends as little on employment services and preparation as a percentage of GDP
as we do in the US.°

5. The US needs to develop a set of more coherent education and workforce systems, at
the state level but with federal support, that is better integrated with the demand
side of the US economy and labor market.

Performance of the WIA system could be improved along a number of dimensions. For instance,
performance measures could be simplified, with greater weight placed on the earning of
credentials by workers; and services both for youth and hard-to-employ workers could be
strengthened.™® Also, WIA could provide more support to localities and states that use “sectoral”
efforts and career pathways to target workers for industries with strong demand and actively
engage employers or industry partnerships along the way. Indeed, the evidence on the cost-
effectiveness of sectoral programs for both adults and youth is very compelling.** Furthermore,
several states (such as Pennsylvania, Michigan, Oregon, Washington and Wisconsin) have made
enormous strides in tying their education and workforce systems to industry demand. A major
new competitive grants program to fund such state activities, perhaps modeled in some ways on
the Race to the Top fund in education, could be enormously helpful in encouraging more states
to develop well-integrated education and workforce systems along these lines. But any such
program should represent a net addition to, and not a carving out, of current WIA funding.
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