
“Workforce development” encompasses a broad 
set of activities that generally may be viewed as 
trying to achieve one of three goals: providing for 
the economic security of an individual; creating a 
highly skilled workforce that will attract employ-
ers to a region; or ensuring that an organization 
has the workers it needs to remain competitive.1 
Workforce development programs are off ered by 
a range of public and private organizations at the 
federal, state, and local levels. These programs 
may include skills assessment, job-search assis-
tance, counseling, job training, or even lessons
in “soft skills,” such as self-presentation and time-
liness. Recipients include new entrants to the 
workforce, displaced workers, veterans, youth, 
and people with disabilities, among others.

This Economic Brief focuses on workforce devel-
opment from the perspective of the individual 
worker, drawing both on economic research and 
on fi ndings from focus group meetings orga-
nized by the Richmond Fed with educators and 
workforce development professionals in diff er-
ent regions of Virginia. More specifi cally, this 
Economic Brief examines workforce development 
through the lens of human capital theory, which 
studies individuals’ investments in knowledge or 
skills that contribute to their productivity. Human 
capital theory suggests that young people might 
be an important area of focus for workforce de-
velopment programs. Arguably the most crucial 
investment in human capital—post-secondary 
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Workforce development eff orts often are geared toward adult workers.

But examining workforce development from the perspective of human

capital theory suggests that earlier interventions may yield high returns. 
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education—is typically made when people are 
young. But research suggests that many young 
people are not well-informed about the returns 
to educational or career paths. As a result, there 
may be signifi cant gains from including informa-
tion dissemination within the scope of workforce 
development to equip young people to make 
well-informed choices about this investment.

Workforce Development Programs

At the state and local levels, a signifi cant portion 
of public funding for workforce development 
comes from the federal Workforce Investment Act 
of 1998 (WIA). This Act consolidated numerous 
programs into “one-stop” employment centers 
and sought to give more control to states and lo-
calities by creating workforce investment boards 
composed of local business, education, and labor 
leaders. The WIA funds programs for three main 
constituencies: displaced workers, economically 
disadvantaged adults, and young people from 
low-income families who face specifi c barriers 
to employment, such as being a parent, a high 
school dropout, or a juvenile off ender.

Apart from a temporary increase in WIA funding 
through the American Recovery and Reinvest-
ment Act of 2009, WIA appropriations have 
declined since the early 2000s, from $3.3 billion 
in program year 2001 to $2.5 billion in program 
year 2013. About two-thirds of the funding goes 
toward programs for adults, including displaced 
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workers, and one-third goes toward programs for 
youth. Money is allotted to each state according to a 
formula based on the state’s unemployment rate and 
the number of economically disadvantaged people 
who reside there. In program year 2013, the Fifth 
District states and Washington, D.C., received a total 
of $220 million.2

In addition to local workforce investment boards, 
eleven federal agencies off er dozens of diff erent pro-
grams targeted toward specifi c populations, such as 
veterans or former off enders. Including WIA funding, 
the federal government spends about $16 billion an-
nually on employment and training programs.

In the private sector, in addition to providing on-the-
job training, a growing number of employers are 
partnering with community colleges or other organi-
zations to fi ll specifi c workforce needs. In Charlotte, 
North Carolina, for example, eight manufacturing 
companies off er apprenticeship programs in con-
junction with Central Piedmont Community College. 
These programs train high school students for spe-
cifi c careers, such as welding fabrication or machin-
ing, while the student earns an associate’s degree.3

Human Capital Theory

In the early 1960s, recognizing that people are not 
endowed with their full economic capabilities at 
birth, economists began formally studying the forces 
and decisions that lead people to diff er in those capa-
bilities. The knowledge or characteristics that make a 
worker more productive—the worker’s set of market-
able skills—can be thought of as a form of capital. 
Workers acquire this “human capital” by making in-
vestments, for example by attending school, getting 
on-the-job training, or even receiving medical care.4 
Human capital is similar to tangible capital in that it is 
a durable asset that yields useful outputs over time, 
but unlike tangible capital, it can’t be separated from 
the person in whom it resides in the same way a piece 
of equipment can be removed from a factory.

Human capital theory yields several insights that 
are particularly relevant for workforce develop-
ment programs. First, optimally, intensive human 
capital formation in the form of formal schooling is 

undertaken by the young because the earlier work-
ers invest, the longer they have to recoup and profi t 
from their investments. In addition, because income 
tends to be higher later in life, the opportunity cost 
of time spent in school is lower for young people. 
Human capital theory also suggests that higher edu-
cation is necessarily correlated with higher wages, 
even if more education doesn’t necessarily make a 
worker more productive. Because education is costly 
to acquire, it typically off ers people a return on their 
investment in the form of higher expected wages. 
Finally, workers must consider the risks and rewards 
of human capital investment just as they would for 
any other investment.

Education and the Labor Market

Workers with diff erent amounts of human capital, 
especially diff erent levels of education, face very dif-
ferent labor market conditions. Following the 2007-09 
recession, for example, the unemployment rate for 
workers with only a high school diploma peaked at 
11 percent versus a peak of just 5 percent for workers 
with a college degree. Workers who had not gradu-
ated from high school confronted an unemployment 
rate of 15.8 percent. Currently, the unemployment 
rate for high school-educated workers, 6.3 percent, 
is about twice the rate for college-educated workers, 
3.3 percent. (See Figure 1 on page 3.)

Education also has a signifi cant eff ect on earnings. 
The median weekly wage for a worker with a bach-
elor’s degree or higher in 2012 was $1,165, com-
pared with $652 for a worker with only a high school 
diploma. Over a lifetime, the median worker with a 
bachelor’s degree can expect to earn $2.3 million, 
based on 2009 earnings data, compared with just 
$1.3 million earned by the median worker with a high 
school diploma.5 The “college premium,” as this earn-
ings gap is known, has increased signifi cantly since 
1980. (See Figure 2 on page 4.)

It is important to note that lower unemployment 
rates and higher earnings are benefi ts that appear to 
accrue to students who graduate from college; the 
payoff  obtained by those attending for only a few 
semesters without earning a degree is relatively low. 
While the unemployment rate for college graduates 
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bodies more than just years spent in school or on
the job. Research suggests that non-cognitive skills
—such as following instructions, patience, and 
work ethic—lay the foundation for mastering more 
complex cognitive skills later in life and may be just 
as important a determinant of future labor market 
success.8 These basic emotional and social skills are 
learned very early in life, and it can be diffi  cult for 
children who fall behind to catch up. Gaps in skills 
that are important for adult outcomes are observable 
by age 5 and tend to persist into adulthood.9

Workforce development professionals at each of 
the locations visited by Richmond Fed researchers 
reported that a lack of soft skills is a major obstacle 
to employment for their adult clients. Employers who 
participate in the Richmond Fed’s industry round-
tables also have shared that many job applicants do 
not have the necessary soft skills. This suggests that 
interventions well before adulthood—even as early 
as preschool—can reasonably be considered part of
a comprehensive workforce development program. 
An early focus on critical non-cognitive skills may 
help improve labor market outcomes later in life.

is about 50 percent of the rate for high school gradu-
ates, the rate for students with some college but no 
degree is about 90 percent of the rate for workers 
with only a high school degree. And while students 
who have attended some college do earn about 15 
percent more than high school graduates, on average 
college graduates earn 80 percent more. Despite the 
large payoff  to college completion, however, the col-
lege dropout rate is around 40 percent.6

Completion is an issue at the high school level as 
well, even though workers who have not graduated 
from high school face high unemployment rates and 
low earnings. Nationwide, about 25 percent of high 
school students fail to graduate within four years; 
the rate is as high as 40 percent in some large urban 
school districts. About 7 percent of students nation-
ally never earn a high school diploma or a certifi cate 
of high school equivalency.7

Implications for Workforce Development

Human capital theory suggests that human capital 
investment is likely to yield the highest return when
it occurs early in life. In addition, human capital em-

Figure 1: Unemployment Rates by Education Level, 2000–2014
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to succeed in college. Representatives from four-year 
colleges and community colleges in the Hampton 
Roads area noted that many students are surprised 
to learn upon entering college that they lack the 
basic math skills necessary for college-level work. 
High school teachers and administrators in counties 
in southern and northern Virginia shared that many 
students did not know how to self-direct or self-
motivate, skills that are critical for college success. If 
students do not have an accurate assessment of their 
own readiness for college, they may be more likely to 
drop out after they get there.

Surveys have shown that this happens with some 
frequency. Entering college students say they are 
highly optimistic about their grades and that they 
intend to graduate within four years. But as they take 
classes and exams, they revise their assessments of 
future performance, and these updated beliefs play 
a large role in their dropout decisions.11 As noted 
above, there is relatively little economic benefi t to 
attending a year or two of college, but the costs can 
be large: the average debt burden among college 
dropouts who took out loans is more than $14,000.12 

There may also be large gains from including infor-
mation dissemination in workforce development 
programs. Specifi cally, successfully transmitting 
information to high school students about diff erent 
career and post-secondary education options and 
about the level of preparedness necessary for college 
success could improve the labor market outcomes of 
students at risk of dropping out of high school.

A host of socioeconomic variables infl uence the high 
school dropout rate, but one important factor may be 
the increasing focus of most high schools on college 
preparation, to the exclusion of other options. Some 
students may not wish to attend college or may 
perceive large barriers to doing so. If these students 
believe that the only reason to complete high school 
is to attend college, then they might not see much 
value in graduating. For such students, learning about 
alternative career and educational opportunities that 
also require a high school degree could increase the 
perceived value of high school completion.10

Many students also are likely to benefi t from more 
information about the level of preparedness required 

Figure 2: Median Weekly Earnings by Education Level, 1980–2012
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who don’t apply to college might appear myopic or 
impatient, unwilling to wait to realize a return on the 
investment. But many students, particularly low-
income students, overestimate the costs of college 
and underestimate their opportunities for fi nancial 
aid. Students also might face social norms that cause 
them to underestimate their potential benefi ts or 
their likelihoods of success. In these cases, what looks 
like impatience may simply be a lack of information.17

Northern Virginia and southern Virginia illustrate 
these diff erent information needs. In northern Vir-
ginia, home to several high-income counties, admin-
istrators report that high school students receive little 
information about options other than attending a 
four-year college and that there is a stigma associated 
with technical or community college. But many of 
the students who enroll in a four-year school end up 
bouncing back into community colleges. Administra-
tors say that these students needed more information 
about other options up front.

In rural southern Virginia, where several generations 
of workers earned good wages in textile mills that are 
now closed, school workers reported the opposite 
problem: many students do not believe that college 
is necessary or feasible for them. These students are 
likely to require more information about the potential 
returns to college attendance and the availability of 
fi nancial aid and academic assistance.

Conclusion

As evidenced by the disparity in unemployment 
rates and earnings, the most-skilled workers are the 
most protected from both individual and aggregate 
shocks, such as job losses. Many workforce develop-
ment eff orts aim to provide adult workers with more 
skills after a shock has occurred, for example by re-
training displaced workers. But examining workforce 
development through the lens of human capital the-
ory suggests that workers will realize higher returns 
on their investments in human capital when those 
investments occur early. For this reason, programs 
directed toward young people, particularly programs 
that provide information about the risks and returns 
of multiple career and educational options, may be 
especially fruitful.

These students could benefi t from learning about 
options other than enrolling directly in four-year col-
leges. Community colleges, for example, are a venue 
where students can learn more about their interests 
and aptitudes and hone the skills that are required
for success at four-year schools.13

In addition, there is a large diff erence between the av-
erage return to college and the return likely to accrue 
to any individual student. For example, not all college 
majors are created equal. The median salary for work-
ers who majored in engineering is $75,000, compared 
with $42,000 for workers who majored in psychology 
or social work.14 And students may vary in other ways 
that aff ect their labor market chances irrespective of 
major. But many students do not seem aware of the 
diff erence between the average return and their own 
likely return, as college teachers and administrators 
in the Hampton Roads area noted. Their perception 
is supported by research that fi nds college freshmen 
are misinformed about earnings prospects in general 
and about the prospects for specifi c majors.15 Work-
force development thus could include providing stu-
dents with the information they need to weigh their 
relative risks and rewards of college attendance.

Other students might know that attending college is 
not their desired path. These students would benefi t 
from learning about other post-secondary-education 
options that could improve their labor market 
outcomes relative to only completing high school 
or dropping out of college. For example, a growing 
number of vocational or apprenticeship programs 
off er specialized training in areas that are in high 
demand, such as health care and advanced manufac-
turing. Jobs in these areas may be less vulnerable to 
automation or off shore competition than many tradi-
tional white-collar jobs, although specialized training 
may increase the risk that workers will be less able to 
adapt to future technological changes.16

The fl ipside of providing information to students who 
do not wish to attend college, or who might not be 
prepared to attend, is ensuring that well-prepared 
students don’t forgo college because of perceived 
obstacles such as cost or lack of knowledge about 
the payoff . At fi rst glance, high-achieving students 
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