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Worker Training Tax CrediT:
ProMoTing eMPLoYer

inVeSTMenTS in THe WorkForCe
By Alastair Fitzpayne and Ethan Pollack

Summary
Technology and automation are reshaping the American workforce and the 
skills necessary to secure and keep a job. As technology plays an increasing 
role in our economy and the pace of change accelerates, 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.1

As Congress considers comprehensive tax reform, a major goal should be to 
encourage additional workforce training investments. To accomplish this, we 
propose 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.

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 over time. As innovation 
accelerates and automation disrupts the economy at a faster pace, workers will 
need training to work with new technologies or to acquire skills necessary to 
transition to new jobs.3  In fact, from 2010 to 2016, nearly all net new jobs were 
filled by workers with at least some postsecondary education.4 A recent U.S. 
National Academies of Sciences, Engineering, and Medicine report noted, “If 
workers take on a larger variety of jobs over their career, or if skills requirements 
shift (whether due to technology or other economic factors), they will need 
to learn a more diverse set of skills over time.”5 And a World Economic Forum 
report found that by 2020, more than one third of the core skill sets of most 
occupations will be skills that are not considered crucial to today’s workforce.6 
In short, the need for workers to access education and training opportunities 
over the course of their careers should be a key public policy objective.
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Many in the business community have recognized the need to increase investments to improve worker skills. 
Corporate leaders, including JPMorgan Chase CEO Jamie Dimon, IBM CEO Ginni Rometty, General Electric 
CEO Jeffrey Immelt, and  Dow Chemical CEO Andrew Liveris have recently called for additional investments in 
worker training.7

Unfortunately, based on the data available, 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).8 This decline was widespread across industries, occupations, 
and demographic groups.9 Between 2003 and 2013, the number of formal programs that combine on-the-job 
learning with mentorships and classroom education – generally considered to be the most effective programs 
– fell 40 percent.10

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.11

In part, the decline in employer-provided training can be explained by the changing nature of work and 
specifically, the changes in the employer-employee relationship. 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. As we have discussed in other briefs, workers of all ages are 
less likely to stay with firms for an extended period of time, and, as the Economist recently noted, “the single, 
stable career has gone the way of the Rolodex.”12 The most recent job tenure data suggests that the average 
middle-aged male worker is now staying in a job for just over eight years, down from nearly thirteen years 
in 1983.13 Fearing that workers will take their new skills to other employers, companies have responded by 
reducing their investments in training and skill development.

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. The result is less investment in training at the same time as the economy requires a 
more highly-skilled workforce.14 This underinvestment justifies public policies to make workforce investments 
less costly and more attractive to employers.
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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.15 A report from the Hitachi Foundation explains that training investments are often managed as 
worker benefits, which are also skewed towards higher-paid workers.16 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, we propose 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.17 The value of the tax credit would be 20% 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.18

Eligible training activities include employer-provided training that leads to an industry-recognized credential.19 

The credit could also be used to offset the cost of employer spending on training programs authorized under 
the Workforce Innovation and Opportunity Act.20 There may be examples of employer-provided training that 
do not result in a recognized credential for the employee but is beneficial to the company and the employee. 
We would encourage policymakers to 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 recent modification 
to the R&D credit that allows small and new businesses to access the credit.21 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.22 Second, small businesses 
would be able to use the Worker Training Tax Credit against the Alternative Minimum Tax.

Examples of Training Tax Incentives
There are interesting examples of states, including Connecticut, Georgia, Kentucky, Mississippi, Rhode Island, 
and Virginia, who have provided businesses with tax incentives for training investments. These incentives 
range between 5 percent and 50 percent of training expenses.23

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 aren’t 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.

The European Union’s European Centre for the Development of Vocational Training looked at training tax 
incentives across the European continent and found that these policies encouraged job training and required 
less administrative overhead than government programs.24 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 don’t already have access to training. We believe that our policy design addresses 
these two concerns.

In the United States, two relevant training tax incentives were recently proposed. Representatives Pete 
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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 $5,000.25 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% credit for training expenses that exceed 50% of average over past 3 years.26
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