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IN THE WORKFORCE

By Alastair Fitzpayne and Ethan Pollack

Summary

Rapid advances in technology, including artificial intelligence and automation,
are transforming industries and reshaping the skills necessary to secure and
keep a job. In response, U.S. workers will need to acquire skills that are not
easily automated or that complement ever-changing technology. Yet, data
suggest an alarming trend: there is a steady decline in the amount employers
are investing in their workforce.'

Federal and state policymakers should consider using tax incentives to
encourage additional workforce training investments. To accomplish this,
in May 2017 the Future of Work Initiative proposed the Worker Training
Tax Credit. Modeled on the popular Research and Development (R&D) Tax
Credit, this new tax credit could be used by small and large businesses to
invest in training for their low- and middle-income workers.

Based on economic modeling recently conducted by District Economics
Group, the Worker Training Tax Credit would cost roughly $146.5 million
over ten years, and lead businesses to increase training investments by
8.5 percent. Because the tax credit excludes training provided to high-
income workers, these induced training investments would provide greater
opportunity to low- and middle-income workers.

Background

The importance of investing in human capital, and its impact on economic
growth, has been well documented. Investments in human capital improve
worker productivity, spur innovation, and provide pathways for upward
mobility.2

Investing in worker skills is becoming more important. As innovation and
automation disrupt the economy, workers will need training to work with
new technologies or to acquire skills necessary to transition to new jobs.?
While four-year degrees continue to provide an earnings premium, other
types of credentials also provide considerable economic returns.* In one
study, vocational certificates and associate degrees corresponded to more
than 30 percent higher earnings than a high school degree alone.> A World
Economic Forum report found that by 2020, more than one third of the
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core skill sets of most occupations will be skills that are not considered crucial to today’s workforce.® In
short, access to education and training opportunities over the course of workers’ careers should be a key
public policy objective.

Some in the business community have recognized the need to increase investments to improve worker
skills. Corporate leaders including JPMorgan Chase CEO Jamie Dimon and IBM CEO Ginni Rometty, and
former CEOs Jeffrey Immelt (General Electric) and Andrew Liveris (Dow Chemical), and have called for
additional investments in worker training.” More than 20 companies and trade unions recently announced
commitments to expand apprenticeship programs, retraining and continuing education opportunities.®

Despite these commitments, the available data suggest that businesses have been investing less in their
workers, not more. From 1996 to 2008, the percentage of workers receiving employer-sponsored or on-
the-job training fell 42 percent and 36 percent, respectively (see chart below).” This decline was widespread
across industries, occupations, and demographic groups.'®
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Note: Fraction of workers ages 18-65 receiving training of any duration in the last year.
Source: Census Bureau, Survey of Income and Program Participation (Employment and Training Topical Module); CEA calculations.
Council of Economic Advisers. 2015.“Economic Report of the President.”

While business investment in training has fallen, the public sector has not made up the difference. As a share
of Gross Domestic Product (GDP), government spending on training and other programs to help workers
navigate job transitions is now just 0.1 percent of GDP, lower than all other OECD countries except for
Mexico and Chile, and less than half of what it was 30 years ago.''

In part, the decline in employer-provided training can be explained by changes in the employer-employee
relationship over the past thirty years. A generation ago, when many employees worked at the same company
for their entire career, an investment in worker training would benefit the worker and the company making
the investment. Although measures vary, job tenure across most demographic groups has declined over
the past thirty years, leading The Economist to note that “the single, stable career has gone the way of the
Rolodex.”'? 13 Fearing that workers will take their new skills to other employers, companies have responded
over time by reducing their investments in training and skill development.
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This trend exposes a market failure. Because the benefits of training reside primarily with the worker rather
than with the business, there will always be a portion of the investment that benefits the overall economy
but not the business itself. As relationships between workers and businesses become less stable, businesses
have a more difficult time capturing the return on their training investments. The result is less investment in
training at the same time as the economy requires a more highly-skilled workforce.'* This underinvestment
justifies public policies to make workforce investments less costly and more attractive to employers.

Moreover, many low- and middle-wage workers do not benefit from existing training investments because
businesses disproportionately direct training expenditures to the highest-paid and highest-educated
workers."> A report from the Hitachi Foundation explains that training investments are often managed as
worker benefits, which are also skewed towards higher-paid workers.'® This skewed distribution suggests
that any policy solution to the training disinvestment problem should target low- and middle-wage workers.

Proposal: The Worker Training Tax Credit

To address the decline in employer-provided worker training, the Future of Work Initiative proposes a
business tax credit to offset a portion of the cost of new training activities for non-highly compensated
workers. The Worker Training Tax Credit would mirror the policy design of the popular R&D Tax Credit.
Businesses would establish a base expenditure level for qualified training expenses, which would be
determined by averaging the amounts spent in each of the three years prior to the current tax year.'” The
value of the tax credit would be 20 percent of the difference between the current year qualified training
expenditure and the base expenditure level. The credit would only cover training for non-highly compensated
workers (less than $120,000 per year), the standard currently used in the Internal Revenue Code.'®

Eligible training activities include employer-provided training that leads to an industry-recognized credential,
or training programs authorized under the Workforce Innovation and Opportunity Act.'” There may be
examples of employer-provided training that do not result in a recognized credential for the employee but
are beneficial to the company and the employee. Policymakers should explore expanding the universe of
eligible expenses to cover additional forms of training even if a credential is not the end result of the training.

Finally, in order to incentivize both small and large employers, our proposal borrows from the modification
to the R&D credit that allows small and new businesses to access the credit.” First, small businesses with
gross receipts under $5 million in the taxable year and no older than five years would be allowed to use the
Worker Training Tax Credit against their payroll tax liability. Small businesses could take this payroll tax
credit up to five times, but the overall credit amount is capped at $250,000 in a given tax year.?' Second,
small businesses would be able to use the Worker Training Tax Credit against the Alternative Minimum
Tax.?

Examples of Training Tax Incentives

Several states have provided businesses with tax incentives for training investments, including Connecticut,
Georgia, Kentucky, Mississippi, Rhode Island, and Virginia. These incentives range between 5 percent and 50
percent of training expenses.”

Worker training tax incentives can also be found internationally. For example, Austria provides a 120
percent business deduction for training expenses, as well as a 6 percent credit for companies that are not
profitable enough to benefit from the deduction. France provides a business credit for entrepreneurs equal
to the number of training hours multiplied by the minimum wage.
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The European Union’s European Centre for the Development of Vocational Training looked at training
tax incentives across Europe and found that these policies encouraged job training and required less
administrative overhead than government programs.”* Its report did caution that these incentives may
subsidize training activities that would have otherwise been done anyway, and it recommends that incentives
target populations that currently lack access to training. We believe that our policy design addresses both
these concerns.

The Future of Work Initiative first proposed the Worker Training Tax Credit in May 2017, and since then,
two bills have been introduced in the U.S. Congress that mirror this proposal. Senator Warner (D-VA)
— along with Senators Casey (D-PA) and Stabenow (D-MI) — first introduced the Investing in American
Workers Act in October 2017, and this past spring Representative Krishnamoorthi (D-IL) — along with
Representatives Crowley (D-NY) and Sanchez (D-CA) — introduced a companion bill in the House.”

Other members of Congress have introduced similar bills. Representatives Pete Aguilar (D-CA) and Frank
LoBiondo (R-NJ) introduced the On-the-Job Training Tax Credit Act of 2015, which would provide companies
with 500 or fewer full-time employees a 50 percent tax credit to offset on-the-job employee training, up to
$5,000.2% And Representative Brenda Lawrence (D-MI) introduced the Promote Workforce Development
for the Advancement of Manufacturers Act of 2017, which would allow manufacturing businesses to take a
20 percent credit for training expenses that exceed 50 percent of average over past 3 years.”
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This concept is found in Section 414(q) of the federal tax code. It was set at $120,000 in total compensation in 2018.
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education that provides a program that leads to a recognized postsecondary credential; (B) an entity that carries out apprenticeship programs;
or (C) another public or private provider of a program of training services, which may include joint labor-management organizations, and
eligible providers of adult education and literacy activities if such activities are provided in combination with occupational skills training.
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Connecticut: Credit of 5% of all expenses incurred for the enhancement of human capital. An evaluation by Connecticut’s Department of
Economic and Community Development found that the credit “produces modest and positive benefits... [including] cumulative productivity
gains to firms making investment in human capital.” Department of Economic and Community Development. 2014. “An Assessment of
Connecticut’s Tax Credit and Abatement Programs .” State of Connecticut. September.
http://www.ct.gov/ecd/lib/ecd/decd_sb_501_sec_27_report_revised_2013_final.pdf.

Georgia: Tax credit of 50% of a company’s direct training expenses, with up to $500 credit per full-time employee, per training program.
Maximum annual credit per employee of $1,250.

Kentucky: Tax credit of up to 50% of eligible training.

Mississippi: Tax credit of 50% of costs for training an employee, not to exceed $2,500 per employee per year.

Rhode Island: Tax credit of 50% of training expenses for all employees, capped at $5,000 per employee.

Virginia: Tax credit of 30% of training costs (if through community college) or $200 annually (if through private schooling) for employers who
participate in worker retraining efforts.
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Companies with 500 or fewer full-time employees that also participate in on-the-job employee training would receive the lesser of the
following as a tax credit: 50 percent of all expenditures for the job training program or $5,000. Representative Aguilar introduced the bill on
May 19, 2015 to the House. https://www.congress.gov/bill/ | | 4th-congress/house-bill/243 1.

Representative Lawrence introduced the Promote Workforce Development for the Advancement of Manufacturers Act of 2017 on January
10, 2017 to the House. https://www.congress.gov/bill/ | | 5th-congress/house-bill/419.
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