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A WELL-EDUCATED
WORKFORCE IS KEY TO STATE
PROSPERITY

BY NOAH BERGER AND PETER FISHER

What can state governments do to boost the economic
well-being of their people? That is the central question
of state economic policy. Incomes and wages can
increase across an economy when productiv-
ity—production per capita— increases. States have
many tools in their arsenal to increase productivity,
including investments in public infrastructure, in tech-
nological innovation at public universities and other
institutions, and in workers through the education and
training systems. But many states have been retreating
from their responsibility to ensure state economic
growth that benefits all residents in favor of a short-
sighted approach to economic development. In these

states, the focus is on luring employers from other

states with strategies that do not lead to rising incomes
because they do not make the workforce more product-
ive. Even worse, the focus drains resources from the
most important, proven, path to increasing productiv-

ity: investments in education.
Major findings of this report include the following:

B Overwhelmingly, high-wage states are states with
a well-educated workforce. There is a clear and
strong correlation between the educational attain-
ment of a state’s workforce and median wages in
the state.
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B States can build a strong foundation for economic
success and shared prosperity by investing in edu-
cation. Providing expanded access to high quality
education will not only expand economic oppor-
tunity for residents, but also likely do more to
strengthen the overall state economy than anything

else a state government can do.

m Cutting taxes to capture private investment from
other states is a race-to-the-bottom state economic
development strategy that undermines the ability to

invest in education.

B States can increase the strength of their economies
and their ability to grow and attract high-wage
employers by investing in education and increasing

the number of well-educated workers.

B Investing in education is also good for state
budgets in the long run, since workers with higher
incomes contribute more through taxes over the

course of their lifetimes.

Introduction: Education suffers as
state economic development
wars escalate

Historically, U.S. economic growth and prosperity
have been achieved through an implicit partnership of
federal, state, and local governments, a partnership that
worked astonishingly well for a period after World War
II. The federal government provided overall economic
stability and sought to ensure that the economy never
veered too far from full employment.1 State and local
governments assumed primary responsibility for the
education system that produced a more skilled and pro-
ductive workforce. Federal and state governments both
invested in infrastructure, and in basic research that
provided enormous long-term benefits for the private
sector. The end result was a long period of postwar
productivity growth, the prerequisite for growth in the

standard of living.

During the 1970s and 1980s, state and local govern-
ments across the country became convinced that they
should play a more aggressive and expansive role in
economic policy (Fisher and Peters 1998). Economic
development became accepted as a major function of
state and local government, and came to mean the dir-
ect promotion of private investment within the borders
of a state or city. This led to escalating competition for
a limited supply of private capital investment through

increasingly generous incentive packages.

While cutting costs to business has become the prin-
cipal focus of economic development policy in many
states, more and more states are cutting programs
across the spectrum to lower state taxes. In many cases
these ideas are promoted as a way to attract employers
from other states—to steal jobs by offering incentives
to business leaders. But the preponderance of evidence
has shown that in the long run these strategies are inef-
ficient and ineffective (Fisher 2013; Mazerov 2013;
Lynch 2004). State and local taxes on business are
simply too small a share of total business costs to
play a significant role in location decisions; other
factors—Ilabor skills, wages, access to inputs and mar-
kets—are much more important. Yet business tax
breaks are expensive, and take money from invest-
ments in education and infrastructure that increase pro-

ductivity and support growth.

And as public resources are squandered on unproduct-
ive state efforts to capture private investment at the
expense of other states, it becomes more difficult to
fund the kind of education system innovations needed
to raise U.S. educational performance up to the levels
of other advanced industrial societies. Furthermore,
investments in public research universities are import-
ant to enhancing the nation’s rate of innovation as
basic research is spun off in new private ventures, and
to maintaining or recapturing our leadership role in
new technologies. Inadequate investments in education

weaken the ability of a state to develop, grow, and
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attract businesses that offer high-skilled, high-wage
jobs.

Strong state education systems are good not just for
the national economy; they are good for the citizens
of the state. Ultimately, state economic policies seek
to improve the lives of the people in the state, which
means creating conditions in which people can get jobs
that pay enough to support a family and provide eco-
nomic security. This leads to a virtuous cycle, as work-
ing people who can afford to buy goods and services

support local businesses and the local economy.

The connection between education and income is
strong. A high school diploma, technical college certi-
ficate, or college degree not only increases one’s skills
and productivity, but signals to employers that the indi-
vidual is motivated and completes tasks. A more edu-
cated individual is more likely to participate in the job
market, to have a job, to work more hours, and to be
paid more, and less likely to be unemployed (French
and Fisher 2009). But the benefits of education go bey-
ond the economic returns. Higher levels of education
also correspond to improved health and lower rates
of mortality, and lower rates of crime (Grossman and
Kaestner 1997; Lleras-Muney 2005; Lochner and Mor-
etti 2004).

Research has also shown that greater parent education
correlates positively with children’s health, cognitive
abilities, and academic achievement (Wolfe and
Zuvekas 1995; Haveman and Wolfe 1995; Smith,
Brooks-Gunn, and Klebanov 1997). The children of
more highly paid workers are also less likely to grow
up in poverty, less likely to be poor as adults, and more
likely to be better educated and paid as adults, and
therefore less likely to rely on food stamps or other
public assistance (French and Fisher 2009; Duncan,
Kalil, and Ziol-Guest 2008). The benefits of a more
educated population accrue not just to the more edu-
cated workers, but to future generations and to the

broader society.

The productivity-education link

The best way to measure whether an economy is work-
ing is to look at whether the incomes of average people
are increasing. To achieve rising incomes for average
people, two things need to happen: productivity needs
to increase (creating more income overall), and new
income generated from their increased productivity
needs to be returned to workers in the form of higher

wages.

Ensuring the fair distribution of the rewards of pro-
ductivity growth is primarily a federal responsibility,
through such things as strong labor laws, fair trade
policies, and monetary and fiscal policies that encour-
age full employment. There are some steps states can
take in this area, such as maintaining strong labor
standards, including minimum wage laws that protect

the lowest paid workers.

Where states have the greatest role to play, however,
is in making sure that all of their people—and par-
ticularly in those from the most disadvantaged back-
grounds—have the tools to be highly productive. Edu-
cation is the key to that, as are other things that make
learning possible, such as making sure children have
decent health care and sufficient nutrition. Reducing
poverty itself has also been shown to improve the abil-
ity of children to thrive (Marr, Charite, and Huang
2013).

Evidence suggests that states that increase the level of
education of their workforce see greater productivity.
As shown in Figure A, between 1979 and 2012, states
in which the share of adults with at least a college
degree experienced greater increases in productivity,
measured as gross state product per hour

worked.

There is also evidence that greater productivity is asso-
ciated with higher wages. Figure B shows that

between 1979 and 2007, states with larger increases
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FIGURE A

Productivity has grown more in states with greater growth in the educational

attainment of their workforce

Relationship between state productivity growth and increase in college attainment from 1979 to 2012

160%

140%

120%

100%

80%

60%

40%

20%

Cumulative growth in productivity

OR

NH MA

(q)

y =0.0362x +0.153
R2=0.3016

0%

5 10
AK

15 20 25

-20% Percentage-point increase in share of adults with at least a college degree

Source: EPI analysis of unpublished total economy productivity data from the Bureau of Labor Statistics (BLS) Labor Productivity and

Costs program, state employment data from BLS Local Area Unemployment Statistics, and college attainment data from the Current

Population Survey basic monthly microdata

in productivity experienced larger increases in median

worker compensation.

Education, wages, and state
economic success

The previous section established the link between edu-
cation and productivity, and productivity and wages.
We can further test the assumed link between educa-
tion (and, alternatively, tax rates) and wages by review-
ing correlations between certain characteristics and
high-wage state economies. We focus on the median
wage (which includes hourly wages and salaries con-
verted to an hourly basis) as the most appropriate

measure of state economic success for several reasons.

It should be the goal of state development policy to
raise the standard of living, which requires both
improvements in productivity and that the gains from
productivity (how much output is generated by the eco-
nomy in each hour of work) be shared with workers
in the form of higher wages and salaries. Productivity
improvements that only enhance profits will benefit
only those at the top of the income and wage distri-
butions. And average wages, as opposed to median
wages, will rise even when all the gains are captured
by those at the top. Indeed, national data reveal that the
increasing concentration of profits and wage growth
at the top is behind the growing “wedge” between

productivity growth and median wages in the United
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FIGURE B

Worker compensation has increased more in
productivity

states with greater increases in

Relationship between change in state median worker compensation and productivity from 1979 to

2012
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States (Mishel et al. 2012). Yet even despite this grow-
ing wedge, higher rates of education are strongly pre-
dictive of higher median wages across states (as shown

below).

We use wages rather than income because wages are
directly affected by state efforts to increase labor skills
while investment income could derive from ownership
of assets anywhere in the world. Furthermore, for most
of the population, improvements in wages are the prin-
cipal, if not the only, path to improving income. We
do not use growth in jobs or in output (state GDP)

because an increase in jobs or in output does not neces-

sarily translate into an improved standard of living; an
influx of low-wage jobs can drive down average pay,
and an increase in output can occur with little increase
in employment or wages if it comes about through sub-

stituting capital for labor.

Our analyses allow us to answer several important
questions. First, “are high-wage economies more com-
mon in low-tax states?” The answer, as shown in Fig-

ure C, is “no.”

The figure shows no clear relationship between state

taxes (as a share of state personal income) and median
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FIGURE C

There is no significant correlation between overall tax levels and high-wage

economies

Median hourly wage, and state and local taxes as a share of state personal income, by state, 2010
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wages. Higher-tax states appear to have slightly higher

median wages, but that correlation is not significant.

One conclusion from this chart could be that it is very
unlikely that we would ever see a clear pattern when
looking at wages across all 50 states—because states

are so different in so many ways.

Testing the accuracy of this conclusion leads to our
second question: “Is there a factor that does show a
strong correlation with high-wage economies?” The

answer is “yes.”

Overwhelmingly, high-wage states are states that have
a well-educated workforce, evident in Figure D. The
correlation is very strong and there are very large dif-
ferences between median hourly wages in states with

well-educated workforces and hourly wages in states

with less-well-educated workforces (as measured by
the share of workers who have at least a bachelor’s
degree). In the 22 states with the least-educated work-
forces (30 percent or less with a bachelor’s degree or
more education), median wages hover around $15 an
hour, the only exceptions being Alaska and Wyoming.
In the three states where more than 40 percent of the
population has a bachelor’s or more education, median
wages are $19 to $20 an hour, nearly a third higher.
For a full-time, full-year worker, a median wage of $15
versus $20 an hour means the difference between mak-
ing $30,000 a year and making $40,000 a year. For a
household with one person working full time and one
person working half time, it is the difference between

making $45,000 a year and making $60,000 a year.
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FIGURE D

Median wages are substantially higher in states with better-educated workers

Relationship between state median hourly wage and share of state’s workforce with a bachelor’s

degree or more education, 2012
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In addition to the magnitude of the differences between
states there is also a striking consistency: There are no
states with a relatively well-educated workforce and
relatively low wages and virtually no states with low
levels of education and relatively high wages. There
are two outliers: Alaska and Wyoming. Their locations
on the graph suggest that states with valuable natural
resources and a very limited number of people may
be able to offer reasonably high wages without a well-
educated workforce. In the case of Alaska, it may also
be a matter of being forced to offer high nominal wages
to attract workers because of the high cost of 1iving.2

But these are clearly special cases.

In some ways, the correlation between wages and edu-
cation should not be surprising. For an individual,

annual earnings rise with increasing education, as

shown in Figure E. Higher median annual earnings
for those with more education reflect not just higher
hourly pay, but more stable employment and fewer

periods of unemployment.

It makes sense that if an individual’s wages increase
with education, then wages across an economy likely
increase as more people have higher levels of edu-
cation. Businesses that need well-educated workers,
and pay the wages such workers earn, will grow and
prosper in states that have such workers and may be
forced to leave states that don’t.

While this correlation between education and high-
wage jobs is not surprising, what perhaps should be
surprising is how often policymakers ignore it and pur-
sue other quick fixes, such as special tax breaks or

other subsidies for businesses. Looking at the correla-
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Wages are higher for better-educated workers

Median annual earnings of U.S. workers, age 25+, by education, 2011
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tion between education and wages, there is little indica-
tion that states have found a way to create a high-wage

economy without a well-educated workforce.

Interestingly, this was not always the case. If we turn
back the clock to the late 1970s, we see a very different
picture, represented in Figure F. Alaska is again an
outlier. But behind Alaska, the highest-wage state was
Michigan, which didn’t have a particularly well-edu-
cated workforce. Ohio and West Virginia also had reas-
onably high wages but not well-educated workforces.
At the other end of the spectrum, many states with
more well-educated workforces didn’t have particu-
larly high-wage economies. We had a very different
economy in the 1970s and the wage premium for a
college degree (the gap between wages of college and
high school graduates) was much smaller. It then grew

significantly in the 1980s and 1990s (Mishel et al.
2012, Figure 4N).

Additionally, Figure F shows higher median wages in
states with strong labor unions: Michigan, Ohio,
Pennsylvania, Wisconsin, California, and New Jersey,
for example. Historically, there has been a strong cor-
relation between union density—the percent of a
state’s workforce represented by a union—and state
median wages.” Today there are no states with the
levels of union density that the high-wage states had
in the late 1970s. Not surprisingly, the share of corpor-
ate revenue that is paid in wages rather than distrib-
uted in profits has declined significantly (Jacobson and
Occhino 2012). Unions now represent a much smal-
ler share of the workforce than they did in the decades
immediately following World War II and so are not the

force that they were for creating middle-class jobs for
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FIGURE F

There was a much weaker correlation between education and wages as recently as

1979

Relationship between state median hourly wage and share of state workforce with a bachelor’s

degree or more education in 1979
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large numbers of workers with a high school education

or less.

Education as smart economic
development policy

Does the correlation between education and earnings
necessarily mean that states can strengthen their eco-
nomies in the long run by adopting policies that
increase the number of well-educated workers? Recent
academic work suggests that the answer is, “Yes.” A
study by Federal Reserve economists examined the
factors contributing to greater state prosperity over a
65-year period and found that a state’s high school
and college attainment rates were important factors

in explaining its per capita income growth relative to

other states between 1939 and 2004 (Bauer, Sch-
weitzer, and Shane 2006).

Increasing educational attainment can be achieved by
a variety of policies and programs, including those that
increase access to postsecondary education by restrain-
ing tuition growth or increasing financial aid, reduce
high-school drop-out rates, move people without high
school degrees through GED and associate degree pro-
grams, increase the quality of K-12 education to
improve success of high school graduates in postsec-
ondary education, and offer preschool programs that
lead to long-term improvements in educational out-

comes.

An evaluation of the effectiveness of alternative edu-

cation strategies is beyond the scope of this report. But
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there is evidence that state expenditures on primary
and secondary education improve school performance
and raise state per capita income. For example, invest-
ments in school facilities led to improvements in stu-
dent test scores (Cellini, Ferreira, and Rothstein 2010).
And over a 34-year period, states that improved their
position relative to other states on real per-capita edu-
cation spending improved their relative position in real
per-capita income, and the direction of causality was
from education spending to income (Bensi, Black, and
Dowd 2004). Also, the long-term benefits of early
childhood education programs have been well docu-
mented (Lynch 2007).

Some state officials may be tempted to ask, “What
good would it do to produce more college graduates if
better-paying jobs for college graduates are not avail-
able?” “Shouldn’t the state focus on attracting higher-
skilled jobs instead of creating more skilled workers
who have to leave the state to find work?” But in this
instance, if not in most others in economic policymak-
ing, increased supply can actually help create its own
demand. As Bartik has put it, “An increase in the labor
supply probably stimulates labor demand by at least
two-thirds the supply increase. This is because addi-
tional labor attracts employers, and additional higher-
skilled labor attracts employers with more skilled jobs™
(Bartik 2009). To a degree then, the answer to these
concerns is, “If you educate them, jobs will come,”
though national strategies to increase the demand for

skilled workers may also be needed.

Education investments are good not only for a state’s
economy and residents, but also for a state’s budget
in the long run. This may seem counterintuitive since
education is a large share of state-financed expendit-
ure—typically over half if including postsecondary
education and state aid to K-12 school systerns.4 But
education investments can pay off for the state in the
long run. The majority of students graduating from

state schools will remain in the state over their working

lives, and as a result of being better trained, will have
better jobs. This means they will earn more and stay
employed at a higher rate, paying more income and
sales taxes and relying less on state assistance pro-
grams. There is evidence that every additional student
who gets an associate or bachelor’s degree instead of
stopping formal education after graduating from high
school will, over his or her lifetime, return to the state,
in the form of higher taxes, substantially more than the
cost of their education. This means that scholarships
or other programs that lead more students to higher
education can more than pay for themselves, even if a
third of the graduates leave the state (French and Fisher
2009). The overall returns from investments in early
childhood education mean that such investments will

generally pay for themselves (Lynch 2007).

States would do well if they focused their resources on
their historic role as the guarantors of high quality edu-
cation for all, while broadening the scope of that role to
include universal preschool and other early childhood
education programs, and beginning to view high qual-
ity postsecondary education and training as the stand-
ard for all students. In most states that would mean
reversing recent cuts to, and even elimination of, pub-
licly funded preschool,5 and declines in public invest-
ments in postsecondary education. From 1990-1991 to
20092010, real funding per student at public colleges
and universities declined 26 percent, and the share of
state personal income going to higher education fell
30 percent, while tuition at four-year institutions more
than doubled and at community colleges rose 71 per-
cent (Quinterno 2012). Instead of improving access to
higher education in response to the needs of a changing

economy, most states have restricted it.

Conclusion

Ultimately, the wealth of a society can increase only if
the economy becomes more productive. A more pro-
ductive economy can support both higher wages and

higher profits, as well as shorter work weeks and a
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higher quality of life. So the question of how to
increase productivity needs to be at the center of any

debate about state economic development.

As this paper shows, moving jobs from one state to
another state does nothing to increase productivity.
Rather, productivity rises with investments in infra-
structure and workers, with investments in education
that raise educational achievement providing a major
boost. Thus, investing in education is a core contribu-
tion states can make to the well-being of their residents

and the national economy overall.

At the same time, increasing productivity does not by
itself guarantee that the resulting economic gains will
be broadly shared. At the national level, productivity
and wages grew hand in hand from the end of World
War II until the early 1970s (Mishel et al. 2012). But
since then, wages have largely stagnated while pro-
ductivity has continued to rise. From 1973 to 2011
productivity increased 80.4 percent while real median
hourly compensation (wages and benefits) of produc-
tion/nonsupervisory workers in the private sector grew
just 10.1 percent (Mishel et al. 2012, Figure 4V). The
vast majority of the gains from productivity were cap-

tured by those at the very top.

While national policies will have to play the major
role in creating a national economy in which economic
growth leads to incomes rising across the income spec-
trum, there are measures that states can take to
strengthen the ability of working people to participate
fully in the gains from economic growth. These
include restoring state minimum wages to the real level
that prevailed in the late 1960s, aggressively address-
ing problems of wage theft and employee misclassi-
fication, adopting higher wage standards in economic

development programs, and other measures.

But most importantly, states can build a strong found-
ation for economic success and shared prosperity by

investing in strategies that make their people more

productive, chief among them education. Providing
expanded access to high quality education and related
supports—particularly for those young people who
today lack such access—will not only expand eco-
nomic opportunity for those individuals, but will also
likely do more to strengthen the overall state economy

than anything else a state government can do.
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Endnotes

1. An economy has reached full-employment when any
further increases in aggregate demand would fail to
reduce the unemployment rate. Note that this, of course,
does not mean the unemployment rate will be zero
—some degree of “frictional” unemployment (temporary
unemployment as workers move between jobs and move
from out of the labor force into paid employment) and
“structural” unemployment (a mismatch between workers
demanded by employers and those available in any given
local labor market) will always persist. The Employment
Act of 1946 called for the federal government to maintain
full employment, and fiscal and monetary policy in the
ensuing postwar period was used to attain that goal while
keeping inflation low. In more recent decades, concern
with inflation has often taken precedence over
unemployment in Federal Reserve monetary policy, and
the effectiveness of fiscal policy to stimulate the economy
has been challenged by those who would shrink

government at all costs.

2. According to the Bureau of Economic Analysis, Alaska
has the ninth highest cost of living (Aten, Figueroa, and
Martin 2012).

3. In 1979, for example, the correlation between state union
coverage and state median wage was .67. Union coverage
by state and year comes from the Current Population
Survey and can be found at unionstats.com (Hirsch and
Macpherson 1979). Median hourly wage data are also
from the Current Population Survey as analyzed by the
Economic Policy Institute.

4. In 2011, expenditures for education accounted for 36
percent of total state government expenditure in the
United States, but 56 percent of state own-source revenue
(U.S. Census Bureau Annual Survey of State Government
Finances 2011)

5. “Of the 39 states with some form of public pre-K
program, about half have cut spending since the start of
the recession” (Knafo 2012). Per pupil spending on
preschool programs has been on the decline for a decade
(Barnett et al. 2011).
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