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Abstract

Using data from the UK Labour Force Surveys, we show that the UK labour market has, until 2009 at
least, undergone a remarkable degree of occupational restructuring which has maintained a strong
demand for highly qualified young people, particularly those with a degree. This has taken place
against a background of demographic change which has seen the population of 26 to 35 year olds
declining in the UK over the past 14 years.

By examining occupational change through the use of a classification of occupations designed
specifically for this purpose, we reveal the extent of growth in a wide variety of occupational areas for
young people in this 26 to 35 year age range — the age range where we now observe those who
benefited from the rapid expansion in the output of higher education in the UK in the late 1990s.
Consistent with the view that the demand for graduates has risen in line with the increased supply, we
show that graduates have continued to move into the upper end of the income distribution. This
appears to be the case even for the most recent graduates we observe in the labour market — those aged
21 to 25 years in 2007/08. This analysis contrast sharply with those who claim to have found evidence
of ‘overeducation’ in the UK labour market.

Introduction

Commencing in the late 1980s, the UK transformed its university sector from one which catered for a
small and elite group of entrants to a system of mass higher education, offering a diverse range of
educational experience and vocational skills. However, this transition has spawned a growing number
of scholarly articles' referencing the ‘overeducation’ phenomenon in the United Kingdom, reflecting
and in turn informing vigorous debate among educational policy makers of different political
persuasions about the scale of higher education. The importance of this debate is acknowledged by all.
If we persuade young people to embark upon activities which effectively preclude them from the
labour market for three or more years whilst causing them to accumulate significant debts in the
process, only to see them struggle to find employment commensurate with their ambitions, will future
productivity and the general well-being of the population be put at risk?

Most of the studies of this phenomenon have adopted what might be termed a ‘supply-side’ approach —
examining the impact on the earnings of graduates of various measure of ‘overeducation’, including
information reported by graduates about the extent to which they feel overqualified for the jobs they
hold. This paper examines in more detail the most recent evidence about the changing occupational
structure within the UK labour market and shows that the prevailing view among many analysts and
policy makers, that the UK has expanded it system of HE beyond a level commensurate with the needs
of the labour market, is incorrect. While the short run prospects for all labour market entrants,
graduates and non-graduates, will be severely affected by the 2008/09 recession, the long run prospects
for graduates in terms of their relative earnings, the occupations they will hold and their subsequent
career paths, remain good.

! See, for example, Sicherman (1991), Sloane (1996, 1999), Battu et al. (1999), Dolton and Vignoles (2000), Hartog (2000), Bauer (2002),
Chevalier (2003), Rubb (2003), Sloane. (2003), Brown and Hesketh (2004), McGuiness (2006), Chevalier and Lindley (2007, 2009), Green and
Mcintosh (2007), Green and Zhu (2008), Lindley and Mclntosh (2008), Walker and Zhu (2008).
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Employment growth, occupational change and higher education,

Over the past two decades, employment in the UK has grown by over 4 million jobs - approximately
20 per cent of the entire workforce. Most of this growth has been located at the higher end of the
occupational spectrum. An indication of the nature of these changes can be gained from Figure 1, in
which we distinguish between two broad categories of occupations. The first of these covers
managerial, professional and associate professional occupations, essentially those which are strongly
connected with the growth of the ‘knowledge economy’ — jobs linked to the production and utilisation
of knowledge rather than physical goods and low level services. From a base of 8.5 million jobs in
1992, this group of occupations has grown to cover 12.7 million jobs by 2009. While there have been
offsetting compositional changes among the other group of occupations (covering administrative,
secretarial, skilled trades, personal, sales and customer service, process, plant and machine operatives,
elementary occupations), it is clear that the growth in the group of high level occupations is linked to
the growth in full-time employment more generally.

Figure 1: Changing structure of occupations, UK, 1992-2009
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In earlier work, the authors show that these trends have been in evidence since the early 1980s. Clearly,
employment growth and occupational restructuring on this scale would not have been possible without
an associated increase in the high-level qualifications among those in the labour force. Government
policies, enacted via successive measures introduced from the late 1980s onwards and relating to the
control and funding of Higher Education Institutions provided the necessary impetus. Figure 2 shows
the growth in participation in higher education for young people through the early 1990s, the period of
transition within the higher education sector from a system catering for a relatively small elite to mass
higher education.

Figure 2:  Participation by young people in Higher Education, Age Participation Index2 (API)
Great Britain, 1961 to 2005

2 The Age Participation Index (API) measures the number of home domiciled young (aged under 21) initial entrants to full-time and sandwich
undergraduate courses, expressed as a proportion of the average 18 to 19 year old Great Britain population.
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Much of this growth reflects women’s increased participation in higher education — to the extent that the
preoccupation with girls” and young women’s educational underachievement has now been superseded
by concern about lower proportions of young males obtaining secondary education qualifications and
proceeding into higher education and training. Girls are less likely to complete school with no formal
qualifications and obtain more and better national secondary education certificate grades than boys:
women graduates are more likely to have obtained first class or upper second class honours degrees than
males, and consequently are well-placed to compete for ‘knowledge economy’ jobs, where the growth of
female employment has exceeded that of males.

Unravelling the growth in employment: occupations and high level qualifications

To gain some understanding of the changing nature of the labour market that graduates have entered
over the past 15 years, we examine changes in the UK population, economic activity and occupational
structure in more detail. Tables 1, 2 and 3 present, in successively greater detail, a picture of the main
changes in the UK population and employment that took place between 1993/04 and 2007/08 —the
period encompassing the major expansion of the UK higher education system and the associated
increase in the numbers of highly qualified people entering the labour market.

Table 1 shows the overall changes in the size of various population age groups and the associated
changes in participation in employment. Examining this table first, two features stand out — the growth
in the population of 36-55 year olds and the decline in the population of 26-35 year olds. The former is
consistent with the large wave of immigration from the new countries acceding to the European Union,
together with the arrival into this age group of the population boom associated with the high birth rates
in the late 1950s and the early 1960s. Corresponding to this population ‘boom’ is the subsequent fall in
the birth rate, resulting in a decline of more than three quarters of a million people aged 26-35 between
1993/04 and 2007/08. For males, the decline in numbers in this age group translates into a decline in
employment. While the proportion of men in employment in this age group rose from 84 to 89 per cent,
this was insufficient to counter the effect of the declining population in the age range. Although part-
time employment increased slightly, this was offset by a fall in the numbers in full-time jobs and self-
employed as their main economic activity. For women, the picture is very different. Rising
employment participation in this age group, from 65 per cent to 72 per cent, led to an overall increase in
employment between 1993/04 and 2007/08 — mainly due to the growth of employment in full-time jobs.

Table1 Changing structure of the UK population, by gender, age group and employ ment
status
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To understand the impact of the expansion of higher education within this changing labour market, we
developed an occupational classification to map and monitor change in the graduate labour market (Elias
and Purcell, 2004). This classification, termed ‘SOC(HE)’ identifies four distinct labour market
evolutionary categories where recent graduates were employed in jobs where they reported using their
skills and knowledge, according to their responses in the relevant surveys and when interviewed in detail
about their day-to-day work, and also enables us to monitor change in graduate participation in
unequivocally non-graduate jobs. These are termed ‘traditional graduate jobs’, ‘modern graduate jobs’,
‘new graduate jobs’ and ‘niche graduate jobs’.

The more established areas of graduate employment: traditional and modern graduate jobs - the ‘old
professions’ and occupational areas that had emerged or increasingly recruited graduates since the post-
Robbins HE expansion - were most likely to call for discipline-based expertise that unequivocally
required the education they had completed as well, often, as strategic and interactive skills, as did many
of the niche graduate jobs found in generally non-graduate vocational areas with an established minority
graduate-entry route, such as nursing and hotel management. In comparison, the more recent areas of
graduate employment that we labelled new graduate jobs - where the proportion of incumbents to have
degrees rose substantially in the latter part of the 20th century - were more likely to be jobs with
somewhat lower discipline-based expertise requirements, but substantial strategic, managerial or
interactive skills.



Table 2 examines these changes that took place between 1993/94 and 2007/08 in full-time, part-time and
self-employment according to our classification of occupations into these categories of graduate and
non-graduate jobs. In this period non-graduate jobs increased by just over 8 per cent. However, growth
in those jobs with potential to absorb those with high level skills has been much higher. Both traditional
and modern graduate jobs grew by well over 50 per cent, new graduate jobs by 45 per cent and niche
graduate jobs by more than 30 per cent. For both men and women the growth in graduate jobs is fairly
evenly distributed between the sexes and is concentrated within full-time employment.

Table 2. Changing structure of UK employment by occupational category and employment
status

Change in UK employment in thousands

(1993/94 - 2007/08) Cha[;f’ifas a
Employee Employee Self- 1993/94
SOC(HE) category full-time part-time employed Total employment

Males  rragitional graduate jobs 203 30 46 279 40.5
Modern graduate jobs 317 34 84 435 53.8

New graduate jobs 227 31 41 299 25.6

Niche graduate jobs 491 63 13 567 24.0
Non-graduate jobs 304 499 117 921 11.2

Total 1,542 656 301 2,499 18.8
Females Traditional graduate jobs 252 66 42 360 78.1
Modern graduate jobs 249 115 70 434 69.1

New graduate jobs 331 98 38 468 84.8

Niche graduate jobs 514 205 -36 683 44.3
Non-graduate jobs 241 131 38 410 5.2

Total 1,587 615 152 2,355 21.3
Traditional graduate jobs 454 96 88 639 55.6
Modern graduate jobs 566 149 154 868 60.5

New graduate jobs 559 129 79 766 44.6

Total

Niche graduate jobs 1,005 268 -23 1,250 32.0
Non-graduate jobs 545 630 156 1,331 8.3

Total 3,129 1,271 454 4,854 20.0

6 R X UBKHLabour Force Surveys, 1993/94 (6 quarters) and 2007/08 (6 quarters)

In Table 3 we take this analytical approach to the limits imposed by the available data. Here we
compare ‘graduate career-building’ age groups (L tHose aged between 26-35 years old) in 1993/94
with the same age group in 2007/08. This age group is selected because it exhibits the employment
situation for those who may have acquired a university degree and who have had, on average, ten years
since graduating to gain access to jobs commensurate with their high level qualifications (both at
undergraduate and, for some, post-graduate levels). We show information not just for the broad
occupational categories of SOC(HE) used in Table 2, but also for detailed constituent occupational
groups. We have selected occupations where the changes in the occupational classifications used for
Labour Force Survey data have had little impact and they remain reasonably comparable (although of
course the inherent structure and content of occupations, with implications for the skills and knowledge
required to do them or do them well, is in some cases likely to have been affected by technological
change and other innovations). We include, where appropriate, occupations that have exhibited growth,
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stability and decline between the years compared. The earlier cohort entered the labour market prior to
the most recent expansion, the later cohort after it. The columns of this table show the changing nature
of a selection of the constituent occupations within each SOC(HE) category, presenting information on
the growth (or decline) in employment in each occupational; category between 1993/94 and 2007/08, the
percentage of job holders in this age range with a degree, the proportions of women and the graduate
premium (computed here simply as the ratio of the weekly earnings of full-time employees with a
degree to those without a degree).



Table 3 Detailed changes in occupational structure, 26-35 year olds in1993/94 and 2007/08

Employment PR
ional cat H change in, % with degree % female G'aduatt(anzremlum
Occupational category (SOQHE]) 1 icands, 1993-
04 to 2007-08 (%)
Traditional graduate occupations +205 (69) 82 86 44 53 13 13
Within which:
Medical practitioners +30 (78) 85 84 37 55 28 11
Biological scientists &
biochemists +13 (58) 79 88 44 48 9 8
Judges, barristers & solicitors +17 (48) 92 91 44 62
Actuaries, economists & mgt
consultants +29 (144) 65 70 35 38 30 45
Modern graduate occupations +204 (51) 51 70 37 43 2 0
Within which:
Software engineers,
programmers +33(37) 45 63 18 13 2 -2
Primary, nursery education
teachers +55 (104) 83 93 83 86 -3 3
Social workers, probation
officers -7(-23) 30 58 67 82 19 11
New graduate occupations +122 (22) 37 57 38 47 19 16
Within which:
Personnel, training etc
managers +3(9) 40 62 62 61 41 25
Chartered & certified
accountants -15 (-25) 46 69 30 46 17 0
Laboratory technicians -9 (-36) 33 50 45 59 17 5
Niche graduate occupations +36 (3) 15 37 43 46 26 40
Within which:
Nurses -47 (-28) 5 34 89 85 0 7
Police officers - sergeant &
below 9(-13) 7 33 14 32 0 2
Non graduate occupations -664 (-17) 3 1" 46 44 20 18
Within which:
Accounts clerks, book-keepers
etc -46 (-27) 9 25 75 71 40 22
Sdles assistants -35(-16) 2 12 79 64 18 1
Fling and record clerks -40 (-57) 7 28 67 63 1 17
Total 97 (-2) 15 32 44 45 42 48

Source: UK Labour Force Surveys, 1993-94 and 2004-06. Information above is for the 26-35 age range in each period.
Note: 1. The ‘graduate premium’ is simply the ratio of the gross weekly earnings of degree and non-degree holders for employees in full-time
employment.



Referring back to Table 1, we noted that male employment in this age range (26-35 years) falls
markedly between 1993/94 and 2007/08. This is a consequence of the declining population of males
in the age group. For women, their increased participation more than offsets the decline in the
population. For both sexes, employment falls by almost 100 thousand over this 14 year period.
However, Table 3 reveals that the changes in occupational structure that took place over this period
far outweigh the changes in population and labour force participation. Employment in the four
categories of jobs which have potential for absorbing labour market entrants with high level
qualifications (traditional, modern, new and niche graduate jobs) grew by well over half a million.

The sheer scale of these occupational trends is quite remarkable, especially when it is placed within
the context of a declining population age group. The employment of 26-35 year olds in the traditional
areas of graduate employment grew by over 200 thousand, with a small increase in the already high
proportion of job holders in this occupational area who have degrees. Women made significant
inroads into these jobs, with the proportion of women rising from 44 to 53 per cent over the period.
Each of the four specific occupational groups shown in Table 3 (medical practitioners, biological
scientists, legal professionals and ‘actuaries, economists, management consultants’) has grown
strongly over the 14 year period.

Modern graduate occupations grew by a similar amount, but the significant difference between these
jobs and the traditional graduate jobs is the rise in the proportion of job holders with degrees, from 51
per cent of the group in 1993/94 to 70 per cent by 2007/08. ‘Social workers and probation officers’ is
an occupational group which shows the highest increase in the proportion holding a degree, from just
under one third in 1993/94 to 58 per cent in 2007/08.

The employment of 26-35 year olds in new graduate jobs also increased significantly, as did the
proportion of degree holders in this occupational area. Finally, while Q L Fgtaddiate jobs did not
demonstrate quite such growth, the proportion of degree holders rose, helped significantly by the rise
in graduates in the police forces and in nursing occupations.

The changing distribution of graduate earnings

Next we turn our attention to the potential impact that rising numbers of graduates entering the labour
market may have had on the graduate earnings premium. We noted in Table 3 that the raw earnings
differential between graduates and non-graduates within occupations moves in different directions for
various graduate occupational groups. Overall, the ‘graduate earnings premium’ displayed by the 26-
35 year age group appears to grow by 6 percentage points, from 42 per cent to 46 per cent. However,
this age group may not reflect more recent changes in the graduate earnings premium. To address this
issue we focus upon a younger age group, those aged 21-25 year in the two time periods we compare.
The age group observed in 1993/94 would have obtained their first degrees between 1989 and 1993,
the period immediately prior to the expanding output of graduates into the labour market — when only
about 15 per cent of the age cohort would have obtained a degree. The group observed in 2007/08
would have graduated between 2003 and 2007, by which time the expansion of higher education
meant that more than one third of the age group were graduates entering the labour market. For each
age group the gross weekly earnings of those in full-time employment is extracted from the UK
Labour Force surveys, distinguishing between those with a first or higher degree and those with lesser
or no qualifications.

Before examining the changing distributions of the earnings of these graduates and non-graduates, we
consider how their relative position in the earnings distribution might change in the light of the



expansion of higher education. Two different hypothetical scenarios are presented. The first assumes
that, as more people acquire higher education qualifications, employers adjust by segmenting the
labour market into graduate jobs and non-graduate jobs, restricting the recruitment of graduates to
jobs that utilise and reward their potential to innovate and ‘add value’ as a result of the skills and
knowledge they possess — and these jobs are at the higher end of the earnings distribution. The
second scenario is one in which an oversupply of highly qualified labour means that graduates are
being recruited for lower paid jobs that do not require higher-level skills and knowledge and
previously were the domain of non-graduates.

The consequences of these two scenarios for the changing distribution of young graduates in the
labour market are demonstrated in Figures 3 and 4. In Figure 3 we hypothesise that, at higher
earnings levels, the proportion of people with a degree will increase. The relationship is probably not
linear, in that there are likely to be some ‘mismatched’ graduates who have taken low-paid and/or
temporary work while they continue to search for better paid employment. With an increase in the
proportion of graduates in the labour market, the curve does not just shift upwards as the proportion of
young full-time employees with degrees increases, but swings anticlockwise as higher proportions of
these graduates enter better paid jobs than was the case in the earlier period. This situation is
consistent with the maintenance a graduate earnings premium — or even growth in the premium if
graduates manage to ‘command’ the more highly paid jobs. This does not necessarily imply that
graduates have become more productive than non graduates, particularly if employers increasingly
use possession of a degree as a ‘gateway’ into more highly paid employment.

Figure 3 Graduate expansion and an increase in the graduate earnings premium
100% —A
2007-08
% with a
degree
1993-4
Earnings

In Figure 4 we illustrate how the graduate earnings premium might decline as graduates are forced
disproportionately into lower paid jobs as a result of the expansion of higher education and the
increased competition for better paid jobs. In this scenario the curve representing the proportion of
graduates at various points in the earnings distribution swings clockwise. Between these two
scenarios is a situation in which the graduate earnings premium is maintained.

Figure 4 Graduate expansion and a decline in the graduate earnings premium
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If the ‘over-education’ scenario holds, we would expect the aggregate outcome to be closer to that
shown in Figure 4 than Figure 3. The actual change that was recorded between 1993-94 and 2007-08
is shown in Figure 5. Despite the fact that there is a degree of ‘noise’ in these graphs associated with
the lower survey numbers at the higher end of the earnings distribution, the analysis reveals that the
change observed lends more support to the first hypothesis, that the graduate earnings premium
appears to have been maintained during this period of rapid expansion of the number of young
graduates in the labour market. Figure 6 shows the same information for the older age group of young
people, those aged 26-35 years. Although this figure relates to those who gained their first degrees
and entered the labour market five years earlier on average, it demonstrates the continuing rise in
earnings with age, and shows that the more recent movement of 21 to 25 year old graduates into the
labour market effectively mirrors the situation prevailing for these older graduates.
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Figure 5: Change in the distribution of 21-25 year old graduates by earnings, 1993-94
compared with 2007-08
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Note: Earnings in 2007-08 have been deflated by 75 per cent — the growth in earnings of all employees between 1993-4 and 2007-08.
The mean pay of full-time employees aged 21-25 year in 1993/94 was £214.

Figure 6: Change in the distribution of graduates aged 26-35 by earnings, 1993-94
compared with 2007-08
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Conclusions

We show that the UK labour market has, until 2009 at least, undergone a remarkable degree of
occupational restructuring which has maintained a strong demand for highly qualified young people,
particularly those with a degree. This has taken place against a background of demographic change
which has seen the population of 26 to 35 year olds declining in the UK over the past 14 years.
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By examining occupational change through the use of a classification of occupations designed
specifically for this purpose, we reveal the extent of growth in a wide variety of occupational areas for
young people in this 26 to 35 year age range — the age range where we now observe those who
benefited from the rapid expansion in the output of higher education in the UK in the late 1990s.
Consistent with the view that the demand for graduates has risen in line with the increased supply, we
show that graduates have continued to move into the upper end of the income distribution. This
appears to be the case even for the most recent graduates we observe in the labour market — those
aged 21 to 25 years in 2007/08. This analysis contrast sharply with those who claim to have found
evidence of ‘overeducation’ in the UK labour market.

We are in no doubt that the recession of 2009 will slow down this growth and may temporarily
impede progress into and within the labour market for those graduating in 2009 and 2010. However,
such impediments to progress are likely to be short term.
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