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The "Skills Premium"

During reseach and literature review, several ecnomics articles were discovered
which introduced the term "skill s premium.” To paraphrase these articles, "skill s premium™
[SH isthat amount above a common baseline or minimum hourly wage which the
"average" employer must pay to obtain aworker with given set of skill s, knowledge,
attitudes, talents, etc. The baseline hourly wage can le egablished through common

usage or by legidation asisthe cagin the United States by minimum wage aws.

Because these were articlesfrom ecoromicsjournds, theexistence and béaviors o
the SP were examined using the tods of classcal andneocksscal ecoromics, which for
our purposesisthe same asfree narket and freetrade economics. Inde al, several of
these journal articles overtly posited that SP was the samesany other economic good
and was subject © the same economic forces and effeds. It should be rotedthat
eonomicsisan "amoral" scienceor disciplinein that it isvalue freeand that the topics of
investigation are how various parameters of an ecnomy change when other parameters
arevaried. Assoon asmord vauesand ethics erter thedisausgon, thedisciplineis no
longer economics but ideology or theology. In this context, when the word value is used
in the following sedion it is specificdly limited to themoney sense. With this caution, let
me summarize the results of assuming that the SPis anecoromic goal usingthe free

market / freetrade ecoromic theory.

1. Itispossbleto have a negtive SP.If aperson has or exhibitstraits,

charaderistics, attitudes, etc., undesired by their employer or society, thaniit is

likely that they will find only the most marginal empoyment with compensation
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below the acceted minmum, possbly outside of mainstream economic adivity,

for example picking up bottlesand cans dong the roadsdefor the dgpogts.

If the SPisan eaconomic good that the employer mus purchase or pay for, then
thereis an incentive for the emgoyer to redwceits cost li ke the cost of any other

economic good or inpLt.

The value of a SPdepends on the suppy of the particular skill vs. the demand for

that particular skill .
A high SPmotivates people to aqquire that particular sKill .

As more people aqquire the particular skill, the suppy relative to the demand

increases, thus the value of the SPisreduced.

When enough people aaquire the particular skill, the SPbecomeszero, and

therefore a component or charaderistic of the baseline or minimum wage

While not strictly part of classcd ecnomic theory, the extremay fluid and
dynamic nature of current job markets causes rapid changesin the vdue of the SP.
For example, the "skill premium” for COBOL programming was high for many
yeasaslong as most American businesses had centralized daia processng
departments and mainframe computers which generdly used COBOL. Theshift
to distributed computing through the use of networked PCsresulted in a
substantial oversupdy of COBOL programmers relative to the demand with a
dramatic reduction in the "skill s premium," which in many cases became zeroin
that no jobs were avaibble. With managerant realization ( andin some caes

panic) over the year 200Qroblem with theolder COBOL program which used
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only the last two digits of the yea such that the prayram would interpretthe dae
2001as 1901, the SPfor COBOL programming suddenly increased to the extent
that schoolsand institutes are agin offering COBOL programming courses

because of student demand resulting from the gredly incressed SP.

Let us examine what theeitems imgiesfor VOTE in the praditionerand policy maker

context .

First, when an economist (or a person using the perspedives of ecnomics, that isan
employer) makes the statement that alabor shortage existsin a particular cakgory, what is
probably meant isthat the SP which is currently necessary to aaquire or retain an
employeewith the desired skill sis"excessve." In (too) many casa "excessve' is defined
asbeing greaer thanzero. Thisingghthe ps to explain or resolve the "problemaique” of
having the National Science Foundation trumpeting an existing large and growing
shortage of scientists, engineas and technicians simutaneoudy with the public
announcements of professonal acaediting organizaions such as the Tednology
Accreditation Commisson / Accreditation Board for Engineeing and Tecdhnology
[TAC/ABET] and their member organizations such as the Nationd Society of Professona
Enginees[NSFE] that there is currently a grossoversupdy of scientists, engneesand
technician with schoals currently producing two graduates for every available job,not
counting those currently unemgoyed (in therr professon) but qualified candidatesand
international employeesin the United States on spedal work visas. Theresolution is that
these groups are talking about two quite differentthings. The NSF is doserving, from the

eonomic and empoyer perspedive, that the SPis still "excessve" (thatis above zero) for
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the positions of interest, while TAC/ABET and NSFE is observing, from the perspedive
of the empgoyeeor worker, that the "skill s premiums' for these positions are rapidly

falling.

Items 1 through 6 have the following implicaions for VOTE policy malkers,

praditioners and participants:

1. While there is no ulterior motive in the sense of a plot or scheme to defraud, the
employer has every incentive to obtain labor at the clegpest possble pricejust as
they do for their other inputs such asmachnery, matrialsand caitd. These
inputsinterad. For example highly skill ed labor, with an accompanying large
"sKkill s premium,” can be used to compensate for lesor or variable quality
meaterials, obsolescent macdhinery, and they can do thiswith minimal supervision,
thus eanomizing on the neal for cgpital investments and indired labor such as
supervisors and inspedors. Conversely, the empoyer may dedde to minmize or
even eliminate their neal to pay a SPfor dired labor by work simplification,
madinery / methods improvements such asautomation, standardization of
materials and close supervision / ingpedion. Thistrend isespedaly clea in
organizationsin the later stagesof emmnomic and institutional evolution where
institutional ownership has become indired and fragmented, management has
become professona (impersonal) and autput has become abstraded into a banch
of number theory. An additional fador isthe discovery by Demming and many
other investigatorsin the field of Statisticd Quality Control that one of the more

productive and effedive dnques to standardize, improveand maintain high
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product quality isto eliminate any way for the worker to diredly affec the
operation. For example, if the operation isto drill aholein aworkpiece the speed
and feal rate of the drill should not be urder manua operator control but should
be madhine controll ed so that these remain constant from part to part, day today,
operator to operator. Indeal, Demming and many others would ailvise that not
only should the feed rates and speeds of the drilli ng operation ke standardized but
also the type and manufacurer of the drill bit, frequemy of tod change, thejigs
and fixtures, the drill press the codant, and any other item that is possille to
control, in order to reduce and as possibleeliminate variation in the parts
produced. Thesetwo objedives, (1) reduction and as possble dimination of the
"sKkill s premium,” and (2) minimization of product variation, combine to cause
most employersto structure their operations so that only minimal empoyeeskills
are required and desired other than the abili ty to follow instructions exadly. It can
be, and frequently is, argued that this is only partially trueand is corred only for
routine and repetitive job elements, however as the routine and repetitivejob
elements are what generates profit for the vast mgjority of employers, employees
and adivities, then it iscorred in the vast majority of cases. Accordingly,

athough there dways will be exceptions to this general principal, VOTE

participants, either as praditioners or leaners, must assime that any occupation or

speddlizaion which is primarily conducted or performed in aemgoyee /emgoyer

relationship, will be ardyzed, suldividedand mecharnzed / automated to the

extent necessary to minimize and as possibleeliminate any skill s premium and to

standardizethe output. Most appaent exceptions tothis gened rule ae due to
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the (possbly unstated and even unconscious inclusion) addition of non-traditional
adivities such as supervision, training, andinnoveation to the"normal" routine and
repetitive job elements. Even this apparent exception disappeaswhen amore
holistic or inclusive view is taken of the entire process because thes higher level
adivities such as supervision, training andinnovation which traditiondly judified a
higher SP are now being conducted by individuals with alower a even no SP.

Thusthe generd ruleisthat all wage occupations, spedalizaions and professons

tend to become standardized minimum wage adivities over time, subjed to the

conditions and exceptionsin the item 2 discusson be ow.

The principal of thisitem isthat theexistence and size of the SPdepends entirely

on the interadion of two fadorstotally outside of the control of theindividual,

spedficdly: (1) how many people currently have_ad willi ng to apply the particular

skill; and (2) how largeisthe current denmand for that skill relative to the supdy.

Thusit isentirely possble to possessarare skill or knowledge, such asthe abili ty
to play the Chinese nose flute, but to seaure no SPfor that skill or knowledge
because of aladck of demand. This seemingly simgde rektiondhipis comdicatedin
that thereisnetherafixed «ill supdy nor afixed skill demand at any given point
intime, but rather a supgy that tends toincreaseasthe SPoff ered increassesand a
demand that tends toincreaseasthe SPdeaeases. Thusthere are threepossble
conditions for any given SP. (A) The number of people who currently possessa
given skill and are willi ng to apply it at thislevd of SP are fewr than thenumber
of people currently needel (or desired); (B) Thenumber of people who currently

possessa given skill and are willi ng to apply it at thislevel of SP ae about equal to
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the neal / demand; and (C) more people possessthe particular skill and are willi ng

to apply it at thislevel of SP. Subjed to the continuing eff ort of employers to

reducethe SPto zero as discussed above, FreeMarket Economics 101 (and

experience) indicate the following likely outcomes for these conditions:

a) The SPoffered by the empoyer will i ncreas tothe levd necesary to
cause enough workerswho possesthe desired «ill to apply it to meetthe
percaved nedls of the empoyer, (a thenumber of people thought to be

required will be reevaluated and desires will be separat from needs).

b) Because there isa match between the numbers of workers available and the
number of workersrequired the SP wil remain constant. A stable SP for
one particular skill does not necessarily indicae a stable labor market. For
example, aparticular occupational niche may require a combination of
skill s, which include those necessary for several others, thus a stable SPin
one particular category may coexist with shortages or surplusesin others.
Thisis particularly true for the increasingly common multi-occupational or

multi-professonal employee

C) Becaise asurpls of workerswith the given skill and who are willi ng to
apply it for the SPoffered exists, the emgoyer can redwce the SPuntil the
number of workers avail able matches the number of workersrequired.
This can result in either an increase in the total number of workersin that
caegory for the same cost (worker banking) or the overall cost can be

reduced for the same number of employees. (cost avoidance)
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Because most individuals objedives for vocaional education isincreased income,
that is higher individual SPs, thereis a predictable tendency for VOTE
praditioners, policy-makers and participantsto concentrate on skill sand
occupations with high percaved SPs, subjed to otherfadors such asthe
participants interests, parental guidance/ prejudice, opportunities for locd

employment, social acceptability, etc. _The general principal isthat this resultsin

VOTE concentration on afew, currently high SPoccupations, subjed to two

qualificaions. First, high isarelative term, asin high compared to what. Seaond,
the perception of high SFsisnot the same astheexistenceof high SPs, which are
frequently assumed to exist because of apublicized “shortage” in a particular
spedalty. Asprevioudly indicated, the word “shortage” is used in the emgoyment
context with very different meanings by economists/ managers and the general
public. The efeds of thefree narket discussed wunder the following item indicate
that this cyck of “creaming” or concentrating on “high” SP occugations will

continue until NO occupations will have asgnificant SP.

Most VOTE programs have become highly efficient and highly effedive in the
context of rapid education and training in spedfic job skills and occupations.
What may have required four years or more under the traditional master /
apprentice procedures can frequently be acaomgishedin one year aless Indea,
traditional baccdaureae programsin technicd areas such ascomputer
programming have been reduced from four or five yeasto one year @ lessby
many proprietary schools. This“compresson” has both good and bad effeds. It

isgood in that demands by the market economy can be rapidly met, that is
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whenever an occupational niche exhibitsa“high” SP, a brge number of qualified
workerswill berapidly trained to med this demand, howewver thisdso has a
downside. The rapid training posside by current VOTE means that high SPs will
exist only for avery limited amount of time because the excessof demand over
supdy can be met so quickly, unlessnon-emnomic fadors (restrictions) such as
licensure or union membership restrictions prevent operation of the freemarket.

The genera principal isthat any significant SP which currently exists will rapidly

disapped.

By definition, as SPs approac zero, these become skill s expeded in the general
population and thus required for employment at the basline or minimum hourly
wage. An example of thisisthe ability of driveaca. At onetimethiswas askill
which few people possessd, and therefore a hauffeur had arelatively large SP
when carswere ill new and somewhat hard to operae. As carsbecane common
and the operations were “automated” asin theintroduction of “automatic”
transmissons and “automatic” chokesany SPfor the specific ability to drive a ca
becane minimal. While this example is corred for the grea majority of people,
exceptionsdo exist. For example, successul racecar divers are ery well
compensated, and drivers d spedalty vehiclessuch as large tucks and busss do
continue to command a dlight SP, which is affeded by both economic forces (that
isexcessof demand over suppy) and non-economic forces such aslicensure
requirements (CDL) and union membership. The very limited rumber of pad
positionsfor racecar drivers, a most afew hundred world wide, excludesthis

from serious VOTE consideration. The extremdy high driver turnover in the
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trucking industry (which is the proximate causefor the continuing demand)
indicates that while the SPis percaved to be high enough to attrad large numbers
of new applicants, in redity the SPis inadequate to compensate for undesirable

working conditions such aslong and frequent family sepaations. _The principal is

that theamount of skill s recessry for minimum or baselire enploymert

continually increases without a corresponding increase in the minimum or baseline

compensation.

The extremdy unstable and unpredictable nature of the current ecnomy,
combined with the current abili ty of VOTE to rapidly produce galified workers
for dmost any occupational niche, meansthat it isno longer possble, except in the
most general sense, to engage in meaningful carea or occupational planning,
espedally in the context of aoquinng and mantaining ahigh SP. Indeal, the
current situation resembles abingo game in which the players (workers) have a
number of genetic and aqured charaeristics, andif the ecmnomy by chance
happensto neal the combination of characéristics that only a few workers pssss
then these “win” and dl the restlose,at least until the net roll of thedice (It
should be noted that if many workers have the required / desired combination of
charaderistics, then there isno SPbecaise thisis a general or baseline
occupational niche.) In this seise, VOTE hasbecane more like a &ll er of lottery
tickets where the more tickets a person buys the better their chances are to win,
than the traditional perception of VOTE as a savings bank into which you invested
your money (time) and which would then pay you interest indefinitely. Although

the old adage “The harder | work, theluckier | get” may ill apgy, the
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operational principal of thisitem isthat the aqyuisition and maintenance d ahigh

personal SPis now mainly a matter of chanceor luck.




