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Letter from the Chair of the National Advisory Council

The Aspen Institute Future of Work Initiative National Advisory Council formed in late 2017 to better understand
the challenges and opportunities presented by the changing nature of the economy and the impact it has on
work. Both the public and private sectors are wrestling with this current economic transformation. Recent
developments—Iike the Business Roundtable’s announcement that the purpose of business is not only to benefit
shareholders but to create value for all stakeholders, and the passage of a new law in California to clarify what
it means to be an employee—show how leaders are changing practice and policies to respond to the nature of
work today and prepare for work in the future.

While the conversation around the future of work has evolved, the fact that workers continue to face
extraordinary uncertainty remains. Emerging technologies, the changing relationship between workers and
employers, and pressure on businesses to focus on short-term results rather than long-term value creation have
created new challenges. While our country must embrace technology and innovation to remain competitive and
drive economic growth, we must also embrace new approaches that provide greater security and stability to
workers hurt by disruption.

Solving these challenges requires leadership from across sectors and across parties. While members of the
Advisory Council represent a variety of backgrounds and perspectives, the group shares an interest in testing
new ideas and advancing solutions to support workers and innovation in a changing economy. The Advisory
Council is encouraged by the activity taking place, especially by policymakers at the state level and by social
entrepreneurs, to better understand and respond to the challenges we face, and shares the ideas in this report
to continue to promote a sense of urgency and potential actions for policymakers to consider.

Jack Markell, Chair

Former Governor of Delaware

SOLUTIONS FOR A CHANGING ECONOMY 3



4

National Advisory Council

The Aspen Institute Future of Work Initiative National Advisory Council was formed with the belief that the
changing economy and the impact it has on work requires new ideas and strategies to best help workers and
businesses adjust and thrive. The Advisory Council puts forward the ideas and recommendations in this publication
in the spirit of inviting more analysis and discussion around how best to respond to and prepare for the future
of work. The ideas and recommendations are not meant to be comprehensive, as there are other ideas and
proposals that individual Advisory Council members support and believe are necessary to address the challenges
and opportunities presented by the changing economy. In addition, not all Advisory Council members necessarily
agree with or endorse the specific recommendations made in this publication, and as each member participated in
their individual capacities, the ideas put forward do not necessarily represent the views of the organizations they
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Introduction

Automation, artificial intelligence, shifting work arrangements, and shareholder pressure to focus on short-term
profits over long-term value creation are challenging companies and workers in today’s economy. Whether
through national headlines or prominent reports, like the Council on Foreign Relations’ 2018 report, The Work
Ahead: Machines, Skills, and U.S. Leadership in the Twenty-First Century," or the International Labour Organisation
Global Commission on the Future of Work’s 2019 report, Work for a Brighter Future,* the changing nature of
work has drawn the attention of those working to build a more inclusive and competitive American economy.
This requires policymakers and private sector leaders alike to develop a new social contract that responds to the
challenges of the 21st century while rewarding work, creating opportunity, and reversing the concerning trend
of increased economic insecurity.

We have seen transformational breakthroughs in technology’s ability to perform functions that were once
considered unique to humans. Varying estimates suggest the impact on employment could be dramatic, especially
for workers who perform routine and predictable tasks. McKinsey Global Institute estimates that half of today’s
work activities have the potential to be automated with existing technologies,® and a recent Brookings Institution
report found that roughly 25 percent of jobs in the U.S. will face high exposure to automation in the coming
decades.*

The experience of the manufacturing sector over the past forty years highlights the lost opportunity to develop
comprehensive strategies to help workers displaced by the same forces shaping the economy today—technology,
globalization, and outsourcing—and the fierce urgency of doing so now. Those who lost jobs often ended up
either finding new jobs that paid less or not finding work at all. Yet the scope of the change that automation
could bring in the years ahead holds the potential to impact workers across all industries. While various public
and private sector approaches are underway to help more people from losing more ground, significant work
remains to keep the workers and communities impacted from falling behind. And if done right, these new
approaches will give more people an opportunity to earn a better future.

The reality is that the ways in which people work are evolving. Today, it is increasingly common for companies
to hire independent contractors and temporary workers for short-term and project-based work instead of
hiring full-time employees. According to a recent government survey, roughly one in ten workers participate in
“alternative work arrangements”—independent contracting, on-call, temporary help agency, and subcontracted
work—rfor their main job.> Millions more engage in this type of work to supplement their income. Whether
motivated by choice or necessity, people are piecing together work in order to make a living. This type of work
can provide additional flexibility and earning opportunities, but also brings unique challenges and raises questions
about access to secure and stable work, and the set of programs that has been established to provide a safety
net to workers.

Many workers can no longer expect a career-long employer and instead they should expect to hold many
different jobs that require different skills throughout their careers. Employers, education and training providers,
and policymakers are creating new systems to help workers adapt to ever-changing requirements to enhance
hard and soft skills. At the same time that businesses should be investing more in their workforce, they face
shareholder pressure to produce short-term profits, even if that means they must forego investments that would
create value in the long term.
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To meet both the opportunities and challenges of an evolving 21st century economy, private and public sector
leaders must develop new approaches. The Future of Work Initiative National Advisory Council was established
in December 2017 to help understand the challenges, as well as the opportunities, presented by the changing
nature of the economy and its impact on work. Over the course of 2018, the Advisory Council assessed how
the economy is changing, and explored proposals designed to help respond to the challenges around the future
of work. By sharing this set of ideas, the Advisory Council seeks to encourage continued dialogue and action on
these issues, especially among policymakers, to support an economy that works better for all Americans.

This report provides specific policy recommendations in three key areas:

1. Independent Work;
2. Automation, Artificial Intelligence, & Lifelong Learning; and
3. Inclusive Capitalism & Human Capital.

The institutions of our modern economy are not keeping pace with the changes resulting from advances in
technology and globalization. For all Americans to have an opportunity to succeed, new approaches are needed.
The Aspen Institute Future of Work Advisory Council puts forth these proposals to contribute to and encourage
progress towards responding to and preparing for the future of work.

SOLUTIONS FOR A CHANGING ECONOMY
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l. Independent Work

Introduction

As we conclude the second decade of the 21st century, work for many is becoming more short-term and project-
based. The 20th century model of spending most of one’s career working full time for one employer is becoming less
common. Whether motivated by choice or necessity, workers are piecing together jobs, simultaneously and over
the course of their careers, in order to make a living. While non-traditional work—Tlike independent contracting
and temp work—can provide flexibility, additional income, and opportunities for entrepreneurship, it can also bring
greater economic insecurity.

Although non-traditional work has proven difficult to measure, research shows that about 30 percent of U.S.
workers are engaged in this form of work either as their primary job or for supplementary income.® According to
the Bureau of Labor Statistics (BLS), about one third of these—or one in ten American workers—rely on non-
traditional work, including independent contracting, on-call, temporary help agency, and subcontracted work, for
their primary job.” Tax records and private surveys indicate that the number of people who work these sorts of
jobs to earn supplemental income is growing rapidly.?

Whether held on a primary or supplemental basis, non-traditional jobs leave many workers without essential
benefits and protections. In addition, many non-traditional workers face a complex and burdensome tax filing
process. Policymakers have the opportunity and responsibility to update the 20th century social contract to help
independent workers access key supports and achieve greater economic security.

Proposal: Develop Portable Benefits Models

During the 20th century, many workers spent their career with one employer, and relied on that relationship to
provide a steady and dependable income and a range of benefits and protections. This “social contract” included
workers’ compensation, health care, retirement, disability insurance, Unemployment Insurance, and training
opportunities, among other benefits and protections, and was supported by government subsidies and mandates.
This 20th century social contract played an important role in providing financial stability for many families and
communities across the country. However, as the economy has changed, the social contract between employers
and workers has weakened. Many workers today lack access to the benefits that used to be provided by full-time
work, leaving them economically vulnerable, and unsure as to how long their jobs will last.” The percentage of
workers, whether in traditional or non-traditional arrangements, receiving health care or retirement benefits from
their employer has decreased since the early 1990s."° In addition, non-traditional workers are significantly less likely
than traditional workers to access health insurance, retirement plans, or other benefits."

Developing portable benefits systems can help fill coverage gaps and provide greater economic security to workers.
In addition, these programs can promote entrepreneurship and mobility, since with them, workers would not have
to risk losing benefits should they open a business or pursue a new opportunity. Ideally, these programs will allow
workers to take benefits with them from job to job (portable), will allow for contributions by multiple parties that
are provided in proportion to work performed (prorated), and will be accessible regardless of work arrangement
(universal).
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In recent years, policymakers, worker advocacy organizations, and employers have engaged in experimentation
with portable benefits, aided by new technologies that can facilitate tracking and administration of these programs.
Given the promise of innovation to create effective and scalable models, both the public sector—especially states—
and the private sector should further develop portable benefits programs; evaluations of these models can be used
to inform a national approach. The examples below illustrate how progress is being made across sectors.

State-level policies on portable benefits:

* Portable benefits can be created at the state level. In Washington State, portable benefits legislation
has been introduced in the past three sessions.’? The Washington bill requires businesses that facilitate the
hiring of independent contractors to contribute a percentage on top of contractors’ earnings to a “qualified
benefits provider.” Providers must be a 501(c)(3) non-profit, act in the interests of beneficiaries, and have
at least half of its governing board comprised of worker representatives. Businesses must contribute 15
percent of earnings to the provider, in addition to the cost of providing workers’ compensation. In New
Jersey, State Senator Troy Singleton has introduced similar legislation during the past two sessions, and
Georgia State Senator Elena Parent introduced a similar bill in 2018." Massachusetts State Senator Eric
Lesser introduced a bill in February 2019 to create an innovation fund to experiment with different portable
benefits models. State-level policies hold the potential to be both innovative and scalable, improving
security for millions of workers while taking into account the political and economic context of each state.

In addition to creating new programs, states can expand existing programs to be more portable and cover
more types of workers. Several new and long-standing social insurance programs, including Unemployment
Insurance, disability insurance, and paid leave, have been designed primarily for traditional, permanent,
full-time employees, often leaving independent and non-traditional workers without needed supports. To
address this shortcoming, several states have considered how to make their paid family and medical leave
programs apply across different types of work arrangements. These programs, which have been introduced
in seven states and the District of Columbia, guarantee automatic partial wage replacement for nearly all
private sector employees, including temp agency and subcontracted workers. Although no implemented
program requires self-employed workers to buy coverage, most programs allow self-employed workers to
opt-in." Furthermore, Massachusetts’ program automatically covers self-employed workers who work for
businesses that rely heavily on independent contractors. In addition, most state programs include some
level of portability, with varying restrictions, so that earned benefits can be taken from one job to the
next without a lapse in coverage.'® These examples demonstrate how social insurance programs can be
expanded to serve a broader base of workers.

* Encourage the creation of state-level portable benefits for specific populations and industries.
For example, New York’s Black Car Fund provides workers’ compensation insurance for approximately
300 car-for-hire companies, with over 130,000 affiliated drivers across the state. Created by statute in
1999, it is funded by a 2.5 percent surcharge paid by consumers. Last year, the Independent Drivers Guild, a
Machinists Union affiliate that organizes and supports app-based drivers, successfully expanded the benefits
available to include a vision plan and telemedicine access."”

Federal policy can also support innovation at the state and local level. Bipartisan legislation has been introduced
this Congress that would require the Department of Labor to award grants on a competitive basis to states, local
governments, or nonprofit organizations to support innovation and experimentation with respect to portable
benefits models.”® Whether at the federal, state, or local level, programs that are universally available and do not
require individual action or opt-in are most likely to reach the greatest number of in-need workers.
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While policymakers are best equipped to create scalable, accessible portable benefits models, non-governmental
groups can also help address the challenges faced by workers by developing creative solutions from which
policymakers can learn and incorporating their best practices into legislatively-created programs.

Highlighting innovative benefit models:

e Alia: In December 2018, NDWA Labs—the innovation arm of the non-profit National Domestic Workers
Alliance—Ilaunched Alia, a tech-driven tool that facilitates benefits for home cleaners through voluntary
customer contributions.” Once a home cleaner is a member of Alia and has clients paying into the program,
workers can access paid time off, as well as accident insurance, life insurance, and disability insurance. Alia
is dependent on the voluntary participation of both customers and cleaners.

e Care.com Benefits: Care.com—an online destination for finding and managing family care—has facilitated
client contributions to workers’ benefits through Care.com Benefits.?’ With the Care.com Benefits program,
a percentage of the platform’s transaction fee converts to Care Benefit Bucks, which caregivers can use to
pay for health insurance, doctor visits, prescriptions, transportation expenses, education, and other needs,
up to $500 total per year. Through the platform, workers can receive contributions from multiple families,
and these pooled funds are portable, remaining with workers as they move from one job to the next.

e Catch: Catch is a new platform offering access to health plans, retirement accounts, tax and paid leave
savings accounts, and other benefits.?' The platform provides customized benefit options to users, and can
connect to their bank accounts to automatically set aside contributions out of paychecks.

Proposal: Tax Simplification for Independent Workers

Other challenges independent workers face include unpredictable incomes and difficulty covering unexpected
expenses.?? They also must navigate a complex and burdensome tax filing process. Traditional employers withhold
income and payroll taxes for their employees each pay period and share that information with the government.
By contrast, independent contractors are required to perform tax-related functions like withholding and reporting
themselves. Many independent contractors do not receive documentation of their earnings, and those with more
than nominal tax liability are expected to predict their annual income and make estimated tax payments four times
per year, facing irregular and often substantial tax bills. These workers also must track and document expenses to
deduct them from their gross pay in order to avoid paying taxes on their business expenses. Some may also overpay
their taxes by failing to claim deductions and credits. These complexities contribute to high costs for both workers
and government, and increased economic insecurity for workers.

Several policy changes could simplify the tax filing process for independent workers, thereby improving their financial
security. First, policymakers at the federal level should expand income reporting by lowering and standardizing
the reporting threshold for businesses hiring independent contractors. Specifically, workers should receive
documentation of any earnings above $600, regardless of whether they are paid directly, or indirectly through
a platform or app like Uber or PayPal. This type of change has been instituted in Massachusetts and Vermont.?
Outside those states, right now, those paid through a platform generally receive documentation only if they earn
above $20,000, even though they are responsible for taxes on earnings below that threshold. Second, federal
policymakers should introduce voluntary withholding for independent contractors working for large companies,
reducing unexpected tax bills. Given the variability across types of independent work, this proposal should include
options for workers to select alternative withholding rates to best match their situation.?* In addition to expanding
reporting and withholding, policymakers should increase funding for the Internal Revenue Service to provide grants
for Volunteer Income Tax Assistance (VITA) sites to provide further tax preparation assistance.
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In the private sector, innovative financial management tools have the potential to ease the tax filing process for this
population. Financial tools can help facilitate the tax payment process for independent contractors by automatically
saving estimated tax amounts in a separate account for individuals. Additionally, partnerships and nonprofit efforts
have also provided key financial resources for non-traditional workers. For example, the Freelancers Union recently
partnered with the City of New York to open the Freelancers Hub, a communal workspace where freelance
workers can access tax and financial advice, among other services, at no cost.”

Proposal: Measuring the Independent Workforce

As the economy and hiring practices have evolved, the collection of economic data has not kept pace. Accurate
data on today’s workforce is needed to identify the challenges faced by workers and to help policymakers evaluate
the best ideas to address those challenges. The range of ways in which people work today are not well captured by
conventional survey questions. For example, people’s responses to survey questions about independent work often
do not match their tax filings.* Additionally, people often do not think of informal, occasional, or supplemental
work as a “job,” a word commonly used to measure work activities. These issues mean that current measures
likely undercount supplemental or side jobs, and we have little knowledge about the impact of this type of work
on people’s incomes and on the economy, and how participation varies across demographic factors and between
industries. Addressing these challenges and improving data collection in both the private and public sectors will
allow policymakers to develop responsive and informed policy reforms that are inclusive of workers across different
work arrangements.

At the federal level, we can strengthen our knowledge of work arrangements by requiring interagency cooperation
in the collection and compilation of data. To better understand the nature of work arranged through platforms, the
Department of Commerce should request that companies provide administrative data on their workforce, such
as how many workers they hire, how many hours they work, or how much they are paid. Furthermore, additional
funding for the Contingent Worker Supplement—collected by the Bureau of Labor Statistics (BLS)—should be
used to provide a more consistent measure of workers who rely on contingent and alternative work arrangements
for their primary job. In addition, further funding could be used to include a reliable measure of supplemental work,
to provide data representative at the state and local level, or to better understand segmentation (such as industry
participation) within the independent workforce.

In addition to gaining a better understanding of the workforce, it is important to maintain a comprehensive federal
database of employer-provided benefits. These benefits include, but are not limited to, employer-provided health
insurance, disability insurance, retirement plans, and paid leave. This effort could build on the Employee Benefits
Survey, part of BLS" National Compensation Survey.

While public agencies like BLS have a strong reputation for rigor and can build on existing infrastructure to gather
new data, privately held data sources, like data held by companies about their workers, can also be applied to
questions about work arrangements and the challenges faced by workers. Public-private data partnerships, such
as grants to facilitate private companies providing data on workers to academic researchers to answer specific
questions, can help to increase knowledge in this area.

Given the potential for local lawmakers to develop innovative policies, the lack of geographically specific data is
particularly noteworthy. In addition, particular types of workers, such as domestic workers, are more likely to be
left out of general surveys. Quantitative and qualitative studies aimed at specific populations can further improve
understanding of the independent workforce.
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Il. Automation, Artificial Intelligence, & Lifelong Learning

Introduction

What do emerging technologies—like artificial intelligence, machine learning, and advanced robotics—and their
ability to automate work mean for American workers?*

As it has in the past, technological innovation and automation have the potential to create new jobs, increase
economic growth, and improve living standards for American families. For these reasons, innovation must continue
to be at the core of our nation’s economic strategy.

At the same time, automation has resulted in job loss and economic hardship for individuals and communities.?®
As we experience the next wave of automation, some workers will see their jobs disappear or change significantly,
potentially increasing income inequality, and further exacerbating the economic, political, geographic, and social
divides that exist today. As a rule, our country has not effectively helped workers displaced by disruption of jobs
resulting from automation or trade.

We must get better at addressing job displacements, the resulting uncertainties faced by families, and the necessity
to help workers gain the skills they need to respond to these economic changes.

The proposals that follow are designed to help prepare our economy and workforce for the challenges and
opportunities of automation. They include: encouraging lifelong learning and employer-provided training so that
workers can keep pace with evolving skill needs and earn higher wages; increasing the supply of quality training
through investments in community colleges; strengthening the support system for displaced workers and helping
them transition to new jobs and occupations that provide economic dignity; and improving our understanding of
how automation is impacting specific occupations, industries, and regions.

Proposal: Create Worker-Owned Lifelong Learning and Training Accounts to Support
Ongoing Skill Development

The United States must move toward a system of lifelong learning. Twelve years of childhood education is no longer
sufficient to prepare for the continuously shifting demands of the labor market. Access to effective and affordable
skills training throughout a career is necessary to provide an opportunity to learn, adapt, advance, and succeed no
matter what jobs and skills become more or less in demand as the economy evolves. This approach will not only
help reduce job disruption, but also can help our workforce take advantage of the opportunities that technology
will create.

Moving toward a lifelong learning system will not be easy—workers face many barriers to retraining or upskilling,
especially if they are already in a full-time job.?” Education and training programs must also be designed with the
flexibility to meet the needs of a variety of workers.>® One key barrier is financial: education and training programs
can be expensive, and despite many programs to help students save and pay for college, relatively few exist that
help those who are working save and pay for short-term training.

As a first step toward better financing a system designed around the concept of lifelong learning, the Future of Work
Initiative has proposed the creation of worker-owned, tax-advantaged Lifelong Learning and Training Accounts
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(LLTAs)—funded by workers, employers, and government—to help pay for education and training opportunities
over the course of a career3' Beginning at age 18, workers could contribute up to $2,000 per year into their
LLTA on a pre-tax basis, which would be matched by government contributions at a rate based on the worker’s
income—up to 50 percent for lower-income workers. Employers would also be eligible to contribute up to $2,000
annually to these accounts. Contributions would not be permitted once the account balance reaches $10,000—
enough to pay for tuition and fees for most two-year community college programs.® This limit is intended to
encourage regular usage throughout their careers, rather than treating the account as a long-term savings vehicle.
Eligible expenses for LLTA funds would be limited to education and training programs that result in an industry-
recognized post-secondary credential.

In 2018, Senators Mark Warner and Chris Coons proposed the Lifelong Learning and Training Account Act, which
shares many of the design specifications of the proposal described above.* Senators Amy Klobuchar and Ben Sasse
and Representatives Derek Kilmer and Glenn Thompson have also proposed lifelong learning account legislation.**
At the state level, Massachusetts State Senator Eric Lesser proposed legislation in 2019 to establish a Lifelong
Learning and Training Account program.®*® Over the years, lifelong learning account demonstration programs have
been implemented in a handful of states and cities, including Maine, Washington State, Chicago, and New York
City.*¢ Separately, some companies in the private sector offer annual training accounts, tuition reimbursement, or
both to their employees, though policies like LLTAs would ensure that more workers have access to support for
training.

Other countries are adopting policies that provide lifelong learning and training opportunities to their workers.
Singapore recently established “individual learning accounts” for each citizen over the age of 25 to spend on
education and training programs from a list of 500 approved providers.®” The government seeds these accounts
with a direct subsidy to individuals of $500SGD, called the SkillsFuture Credit, and even higher subsidies for mid-
career professionals. In 2018, over 400,000 Singaporeans benefited from the credit.*® Canada has adopted a similar
proposal, which will start in 2020.%° Both programs are designed to be universally available to reach the greatest
number of workers. In 2015, France established individual training accounts that workers can use to pay for 24
hours of training per year over eight years in a wide variety of programs.* In France, businesses fund this benefit
with a one-percent tax on payrolls.

To help workers choose effective education and training programs, policymakers should complement LLTAs with
better data and analysis of labor market trends; better and more accessible analysis of education and training
program effectiveness; and expanded career counseling services.

Proposal: Create a Worker Training Tax Credit to Encourage Increased Business
Investment in Non-Highly Compensated Employees

Employers are uniquely positioned to play an important role in helping prepare their workforce for the changes that
new technologies will have on work: they often have scale, resources, and real-time insights into changing skill needs.
In response to today’s historically tight labor market, there are examples of large employers that are increasing
their investment in training their workforce. But the available data suggest that there has been a downward trend
in business training investments. From 1996 to 2008, the percentage of workers receiving employer-sponsored or
on-the-job training fell 42 percent and 36 percent, respectively.*’ This decline was widespread across industries,
occupations, and demographic groups.*

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
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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.

Without intervention, business investment in workers may continue to decline. In a recent Accenture survey of
1,200 CEOs and other top executives, 74 percent said that they plan to use artificial intelligence to automate tasks
in their workplace over the next three years. Yet only three percent reported planning to significantly increase
investments in training over the same time period.*

In part, the decline in employer-provided training can be explained by changes in the employer-employee relationship
over the past 40 years. If employees are expected to stay with a company for decades, the company knows it will
accrue the benefits of that investment. But as relationships between workers and businesses become less stable,
businesses may fear workers receiving training and then taking their new skills to other employers.* The result is
less investment in training, even as the workforce requires more. This underinvestment justifies public policies to
make workforce investments less costly and more attractive to employers.

Federal and state policymakers should encourage employers to make greater investments in worker training through
the creation of a Worker Training Tax Credit. The credit would be available for new training activities for non-highly
compensated workers. The Worker Training Tax Credit could mirror the policy design of the successful R&D Tax
Credit,”” which establishes a base expenditure level for qualified expenses, and then applies a 20 percent credit to
any increase above this 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.* Funding for this tax credit should
be balanced with a commensurate increase in corporate revenues.

Under the proposal, 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.®
Businesses could enroll workers in existing training programs, create their own training programs, or work with
other businesses and local educational institutions to create a sectoral training program. For example, in 2010
a Toyota plant near Lexington, KY partnered with the Bluegrass Community & Technical College to create the
Kentucky Federation for Advanced Manufacturing Education (KY FAME), a work-based learning program to
provide a pipeline of manufacturing technicians—the program has since expanded across the state.>® Examples of
other successful sectoral training programs include Jewish Vocational Service—Boston (JVS—Boston), Per Scholas,
Wisconsin Regional Training Partnership (WRTP), and Capital IDEA.>!

On the federal level, two bills have been introduced in the U.S. Congress that use this model. Senator Mark Warner,
along with Senators Bob Casey and Debbie Stabenow, first introduced the Investing in American Workers Act in
October 2017 and reintroduced the bill in February 2019, and Representative Raja Krishnamoorthi introduced a
companion bill in the House in April 2018.%2

In addition, several states already provide 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.*® Virginia modified its existing training tax credit in 2019 by increasing the
generosity of the credit and targeting it to training that provides recognized post-secondary credentials.>* A version
of a worker training tax credit was also introduced in New Jersey in 2019.5°
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Proposal: Increase the Supply of Quality Training Through Community College
Investments

Providing workers with more access to skills training is important, but steps must also be taken to ensure that
there is a sufficient supply of good quality training available. Workers must choose from a variety of training options
offered by a range of institutions. Community colleges are currently the largest provider of training in the country,
and can serve as an accessible and affordable option for workers to pursue additional training or a new certificate
or degree.*®

There are 876 community colleges across the country, and the education and training they provide is often high
quality, making them well positioned to provide effective training programs.”’ Research has found that completing
a training certificate at a public institution raises annual earnings by roughly 30 percent.®® Similarly, an analysis of
California community college programs found that their career and technical programs raised earnings by 14 percent
for certificates of less than 18 units, and 45 percent for associate degrees.”’ Despite this evidence, community
college funding has been sharply cut over the past two decades. Since 2001, state and local funding per full-time
equivalent student has declined by 30 percent (after adjusting for inflation).®° Federal funding to community colleges
has risen over this time period, but not enough to fill the funding gap.

To increase the supply of high-quality training options, policymakers should provide additional funding for community
colleges. The Aspen Economic Strategy Group has proposed increasing federal funding for community colleges
to boost educational attainment, expand opportunities for mid-career skills development, and provide better
career pathways for workers without four-year college degrees. Additional funding should be allocated based on
characteristics of the student body (with greater funding allocated to schools with greater shares of students from
disadvantaged backgrounds); the labor market conditions in the local community, such as the local employment
rate; and demonstrated improvements in student retention and completion.®!

In addition, policymakers should ensure that workers and students have access to standardized and verifiable
information about the training outcomes of individual programs. As of 2018, 25 states had adopted outcomes-
based funding for their public higher education institutions, including seven that include post-graduation outcomes
such as job placement rates.®? Similarly, under Virginia's New Economy Workforce Credential Grant (NEWCG), a
student pays one-third of the cost and the state will pick up the remaining two-thirds (up to $3,000) if the student
completes the program and receives the credential in an in-demand field.*

Proposal: Develop Better Data on Automation Trends at Both the National and Local
Levels

The degree to which automation is changing jobs and skills today and into the future is not well understood. To help
employers, workers, and government adjust to a changing economy, we need better data. For example, if a person
drives for a living, how quickly is self-driving technology progressing, and how long can one expect their occupation
to remain stable? This type of information could help workers understand the risks of automation. At the same
time, information on new jobs that are being created would better highlight the opportunities of automation. This
type of data could also benefit education and training providers who, in collaboration with employers, need to
understand how skill needs are changing to better design training programs. And finally, government and community
leaders would benefit from an improved understanding of how automation and other technologies are changing the
economy and what populations and communities are at greatest risk of disruption.
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Federal and state agencies—in particular, the Departments of Labor and Commerce—track and project economic
and labor market trends, including economic growth, unemployment rates, and labor force participation statistics.
But as a recent GAO report found, more work needs to be done to understand how advanced technologies are
changing employment.®* Presently, the Bureau of Labor Statistics’ (BLS) biennial Occupational Outlook Handbook—
the premier government resource to help stakeholders understand and plan for current and emerging employment
trends—does not fully incorporate the impact of automation into its projections of expected job growth and
decline across occupations, for three reasons. First, the BLS methodology incorporates forward-looking projections
of technological change, but it is largely based on historical occupational trends. Second, these projections only
estimate the quantity of jobs within specific occupations over the next ten years but provide little information
on how the composition of tasks and skill needs within those occupations may change.® And third, projecting
automation’s impact on the labor market is highly sensitive to the assumed rate of technological adoption, so a
single estimate of job quantity fails to convey what can be a wide range of potential outcomes.

Recent reports by researchers at the McKinsey Global Institute,*® Brookings Institution,®” Organisation for Economic
Co-operation and Development (OECD),*® Oxford,*” and others have attempted to address this challenge by
focusing on tasks as the unit of analysis rather than on jobs or occupations. Using data from O*NET and other
sources, these researchers break down existing jobs into discrete tasks, compare these tasks with the capabilities
of current and emerging technologies, and project the task makeup and skill needs of future jobs. This task-based
approach may provide more accurate projections of how automation will impact occupations and change the
requisite tasks and skills that these jobs will require.

Federal agencies, working with leading experts, should develop new metrics to track the ways in which technology
is impacting work—potentially by incorporating a task analysis methodology and producing alternative scenarios
based on different rates of adoption of new technologies—while making recommendations on how to better
incorporate these trends into existing data offerings. These new metrics should be accompanied by user-friendly
online tools to ensure that workers, education providers, businesses, and government can best take advantage of
the available information.

Some policymakers have already taken steps in this direction. Senators Gary Peters and Todd Young introduced the
Workforce Data for Analyzing and Tracking Automation Act in June 2019 to authorize the BLS, in consultation with
the National Academies of Sciences, Engineering, and Medicine, to record the effect of automation on the labor
market and measure trends, such as the number of jobs created, job displacement, and changes to workforce skills
in demand as a result of automation.”® Representative Bill Foster has proposed that the BLS develop plans to reform
their occupational projections and publish multiple scenarios in consultation with industries that are driving rapid
technological change and those affected.”* Similarly, the Al Jobs Act of 2018—sponsored by Representative Darren
Soto and co-sponsored by a bipartisan group of legislators—would authorize the Department of Labor to analyze
the future growth of artificial intelligence and its impact on the American workforce.”?

Additionally, detailed workforce data on local and regional economies is necessary to create policy solutions that
are responsive to specific conditions across states and communities. Better data would benefit local, state, and
national stakeholders as it would improve understanding of how economic forces like automation are affecting local
and regional economies, to best target policymaking, service offerings, and delivery. The Workforce Information
Advisory Council (WIAC), which advises the U.S. Secretary of Labor on how to improve national and state
workforce information systems, published a report in 2018 recommending specific actions to help all stakeholders
better prepare for a changing economy.”® These include expanding state Unemployment Insurance wage records
to include new data elements, such as occupational title, hours worked, credential completion, and work site. A
2014 BLS survey found that states that collected enhanced wage records “reported that the data were extremely
helpful in estimating hourly earnings, understanding career progression from occupation to occupation, assessing
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the effectiveness of workforce training, and making occupational projections.”’* WIAC also recommended higher
investments in state labor market data systems.

Many private sector entities have proprietary datasets that could help provide a clearer picture of labor market needs
and emerging trends. Companies such as LinkedIn, Burning Glass Technologies, Indeed, Monster, Emsi, and others
track companies and their job openings, workers and their skills, schools and their programming, wage rates, and
more. And though these data may be narrower in scope than public administrative data, they do offer the possibility
of answering timely labor market questions that public data currently cannot. For instance, LinkedIn’s Economic
Graph tracks city-level skills shortages and surpluses by measuring the skills that appear in job postings on their site,
the share of LinkedIn members in that city who have that skill listed in their profile, and comparing the hiring rates
of workers with and without that skill.” These private sector efforts present an important opportunity for public-
private partnership. Policymakers and private companies should continue to explore and establish partnerships to
develop state-level analyses and projections, and share knowledge and expertise to inform development and use
of new public data efforts.

Proposal: Create and Expand Supports to Help Workers Recover from Displacements

While automation will change job tasks, there will be workers that are displaced as their job or occupation
becomes obsolete. The McKinsey Global Institute estimates that up to one-third of workers may need to transition
to entirely different occupations by 2030 due to the impact that automation could have on work.”

Job loss is one of the most difficult challenges American families contend with—causing serious financial, emotional,
and physical stress. But displaced workers—defined as those who lost or left jobs because their plant or company
closed or moved, there was insufficient work for them to do, or their position or shift was abolished—face even
greater challenges than those workers who lose their job due to ordinary business conditions.””

Displaced workers tend to be unemployed longer before finding new jobs, and when they do find new employment,
it is often for less pay.”® On average, displaced workers who lose full-time jobs experience a 35 percent loss of
earnings, largely due to unemployment or working fewer hours. Moreover, the longer they held their prior job,
the greater the fall in earnings: on average, displaced workers with over 20 years of tenure experience 10 percent
greater earnings loss than workers with one to three years of tenure.”” And these reduced wages persist: one study
found that workers who were tenured at least three years before becoming displaced had average annual earnings
losses of 30 percent compared to those who were not displaced, and earnings remained 15 to 20 percent lower 20
years later.® These challenges are especially pronounced for older displaced workers, many of whom may end up
dropping out of the labor force entirely. There is also evidence that the earnings losses of displaced workers have
been increasing since the mid-1990s.?"

Displacements also contribute to significant non-monetary challenges for impacted workers. Research suggests
that displaced workers face higher mortality rates and reduced life expectancy. Parental job loss and displacement
have been linked to reduced educational achievement and cognitive development of children. And layoffs have been
linked with lower rates of home ownership, increased incidence of divorce, and higher rates of entering disability
insurance programs.®

Moreover, failing to help workers adjust and find reemployment will lead them to rely more heavily on other
safety net programs, such as Medicaid, Temporary Assistance for Needy Families, and the Supplemental Nutrition
Assistance Program. This could put added strain on already-strained state budgets, and expand the structural
federal budget deficit, which is already at historic highs.®®
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A recent OECD report finds that through a combination of income support, reemployment services, and other
policies, many other developed countries have been able to help displaced workers adjust and find reemployment
more effectively than the U.S.#* The report partly attributes this discrepancy to a lack of funding: the U.S. invests
far less in its labor market adjustment programs than many other developed countries, spending just 0.11 percent
of GDP, less than half the share it spent in 1985. In contrast, Canada spends 0.24 percent of GDP on adjustment
programs, Germany spends 0.63 percent, and France spends 1.01 percent.®

Four core supports in particular—training, income and wraparound supports, wage insurance, and career
counseling—should be created or expanded to help displaced workers weather unemployment and transition back
to employment.

* Make training programs tuition-free for displaced workers: Displaced workers may need and want to
retrain for new jobs, but the financial stress of displacement makes paying for high-quality training—which
can cost as much as $10,000—prohibitively expensive. Policymakers should ensure displaced workers have
access to tuition-free retraining options—such as through training vouchers, last-mile funding (such as
Tennessee Promise®” or Indiana’s Workforce Ready Grant®®), or expanding access to innovative financing
options such as income-share agreements.

* Design training programs to provide wrap-around services to maximize success: Tuition and fees
are just one set of financial barriers making it difficult for displaced workers to enter and complete training
programs. Not only do workers enrolled in training still need to pay the bills and put food on the table,
there are other potential costs associated with enrolling in a training program, such as transportation and
childcare costs, that can derail many participants from successfully completing a program.t’ Examples of
training programs that are designed to address these types of impediments include Project Quest in San
Antonio and Capital IDEA in Central Texas.” Federal and state policymakers should explore designing
training programs that provide displaced workers with the supports necessary to maximize success.

* Provide older displaced workers with wage insurance to counteract reduced reemployment
wages: Traditionally, workers’ wages increase in a job over time due to the accumulation of job-specific
knowledge that makes them more valuable to their employer than less-tenured workers. When a displaced
worker has to change occupations, the loss of this job-specific knowledge can lead to a large reduction in
wages, particularly for older, longer-tenured workers. Retraining for new fields can help bridge some of the
skill and knowledge gap so that displaced workers can recoup some lost wages, but will likely not make up
the full gap. To counteract reduced reemployment wages, policymakers should consider creating a wage
insurance program for older displaced workers—whereby a portion of the worker’s reduced wages are
offset by an income support benefit. This could reduce the economic challenge of having to take a lower
paying job, help displaced workers return to work more quickly, and smooth the transition.

* Offer career counseling to help displaced workers find a new job: Training alone is not enough
to help displaced workers transition and find new jobs. Not every displaced worker necessarily needs
retraining, and even those who do pursue it may still find it difficult to find a job. Career counseling and
other reemployment services, such as individual coaching and job search assistance, can help workers
transition back to work. A study commissioned by the U.S. Department of Labor found that reemployment
services represent a fast and cost-effective approach to helping workers find work, and result in savings
to the Unemployment Insurance program that exceed the cost of the services.” The 2016 Gold Standard
Program Evaluation of the federal workforce development program found that workers who used staff-
supported services, which includes career counseling, experienced 17 percent higher earnings compared
to workers who only accessed self-service resources.”? Policymakers should expand these types of
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supports to help displaced workers find new jobs—whether by restoring funding for state grants under
WIOA to support state workforce programs, or through increased Reemployment Services and Eligibility
Assessments (RESEA) funding to help states expand Ul-related reemployment services.” Moreover, states
should provide training to counselors to better use technology—such as SkillsEngine, mySkills, myFuture,
edX, LinkedIn, and CSMlearn—and labor market data to improve their ability to guide workers through
career transitions.

It is also important for policymakers to recognize that these supports are not exhaustive. Displaced workers face
far greater barriers to reemployment than simply changing skill needs—and more must be done to ensure that
opportunity is more equitably shared across groups and communities. For example, workers, especially displaced
workers, need the flexibility to move between jobs, companies, occupations, and industries, and to become
entrepreneurs by starting their own businesses. But in recent decades, legal restrictions that limit whom workers
can work for and what kind of work they can engage in have proliferated. These include non-compete clauses, no-
poach agreements, and occupational licenses. Policymakers should prohibit non-compete clauses for low-income
workers and ban no-poach agreements, including those between separate franchises with a single chain. Similarly,
state and local policymakers should review their licensure requirements to ensure that they are not unnecessarily
burdensome. In addition, displaced workers who want to move to high-growth regions with available jobs face
barriers related to the cost of housing and transportation. Policymakers should develop proposals to encourage
more affordable housing construction and expand public transportation to facilitate greater mobility.

Furthermore, displacements do not just impact individuals and families. Regions whose industries experience
disruptions as a result of automation can face serious economic and social challenges. Employment, wages, and
even home values can become significantly depressed, and social problems such as poverty, crime, mortality, and
drug addiction can rise as an entire region struggles to adjust.”* This is typified by the kind of rapid decline seen in
the manufacturing, steel, and coal industries in the late 20th and early 21st century, and the persistent struggles of
the communities that relied on them. Place-based and sector-based policies, if designed well, can effectively support
transition and economic development in those areas where significant automation disruption occurs.” For example,
infrastructure investments like rural broadband and universal high-speed wireless connectivity can improve the
competitiveness of local economies and businesses, support entrepreneurship and workforce participation, and
improve access to skills training. To spur more broad-based job growth, MIT economists Jon Gruber and Simon
Johnson have proposed a substantial increase in federal R&D investment to create new research and technology
hubs across the country.”
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lll. Inclusive Capitalism & Human Capital

Introduction

Capitalism is built on the promise that competitive markets will lead to economic growth and opportunity. Under
the proper conditions, businesses will compete and invest to benefit their employees and their companies over the
long term.”” However, the benefits of economic growth over the past forty years have not been broad-based as we
have seen increased income and wealth inequality. Since 1980, the real wages of U.S. workers have held steady®
as the income of top earners has skyrocketed.” Across industries, a smaller number of firms have increased their
market share, limiting competition.® Today, capitalism is working for too few people. To renew the promise of
capitalism, policymakers need to reform our current system so that the benefits of economic growth are more
broadly shared and contribute to a growing middle class.

A renewed capitalism that creates shared prosperity and competitive markets is an ambitious challenge, but a
necessary one. It will require changes not only in policy, but also in the practices and principles that shape our
economic system. Notably, the Business Roundtable, which is comprised of chief executive officers of leading U.S.
companies, released a statement in August to acknowledge that the purpose of the corporation is to create value for
all stakeholders, including workers and communities, rather than shareholders alone.”" The statement represents a
significant shift from the idea of shareholder primacy and builds on efforts by business leaders, including Blackrock
CEOQ Larry Fink, who used his annual letter to shareholders to call on CEO’s to invest more in their workers and
communities.'® In addition, a number of private and non-profit efforts, like JUST Capital and Focusing Capital on
the Long Term, have focused on changing business behavior through new tools and approaches.'® Policymakers
have also begun to produce a range of ideas to address wage stagnation and widening inequality, including through
tax, spending, and corporate governance proposals.

While there are a wide range of potential policy interventions to renew the promise of capitalism by making it
work for more people, promoting human capital investment, which directly benefits both companies and workers,
was an area of particular focus for the Future of Work Initiative National Advisory Council. Both workers and
capital investment are central to driving our economy forward; focusing on human capital investment brings these
two essential components together. As a starting point, greater transparency and improved measurement around
how companies are investing in human capital can shape the practices of companies. Two specific interventions—
issuing human capital disclosure guidelines and aligning the accounting treatment of human and physical capital
investment—promise to better incentivize long-term-oriented behavior by companies and move us toward more
broad-based growth.

Proposal: Expand Human Capital Disclosure

Businesses rely on investors, and investors rely on information from businesses in order to make informed decisions
about where to invest. To ensure investors are adequately informed, the U.S. Securities and Exchange Commission
(SEQC) requires disclosure of business and financial data on a regular basis by public companies, reported to the SEC
and directly to shareholders.

The information that companies must disclose covers a range of information, including property ownership, stock

prices, subsidiaries, risk factors, and legal proceedings—information that may foreshadow future profits or losses.
Although required disclosures have historically consisted of financial data and tangible asset ownership, more
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consideration is being given to the ways in which human capital investment can enhance corporate performance,
and the ways in which companies can document that investment to the SEC and others.'™

Several actors, including the SEC, have expressed growing recognition of the relevance of human capital metrics
to investment decisions. In July 2018, Senator Mark Warner asked the SEC to consider expanding the Regulation
S-K reporting requirement to include qualitative and quantitative human capital disclosures. A 2018 report by
Andy Green and Andrew Schwartz of the Center for American Progress highlighted mandatory disclosure of
a range of ESG factors—including human capital investment—as a way of enabling market forces to promote
long-term strategy and sustainable corporate behavior.'”® Some institutional investor groups, including Principles
for Responsible Investment and the Human Capital Management Coalition, have successfully pressured some
companies to disclose human capital metrics to investors. In August 2019, the SEC proposed rule amendments
that would include human capital resources in recommended disclosures under Regulation S-K and is currently
accepting public comment.'® Together, these issuances of support for human capital disclosure signal growing
momentum for the idea.

By expanding disclosure guidelines to include human capital metrics, the SEC can give investors and the public
a better sense of how companies value and invest in their workers. These metrics could include employee pay
and benefits, employee turnover rates, training investments, work arrangements and contract workers hired, and
employee engagement scores. This data could help investors understand how workforce investments may impact
long-term performance.

There is recent precedent for these types of disclosures. The 2010 Dodd-Frank reforms, enacted in the wake of the
2008 financial crisis, included a pay disclosure requirement, the ratio of the annual pay of the CEO to the median
employee compensation.'” However, the specifics of this rule, which took effect for the first time in 2018, allow
companies to select the precise methodology used in calculating these figures, meaning that direct comparisons
between companies are difficult.’®®

There are several key questions and considerations when proposing expanded disclosure. Perhaps most significantly,
disclosure guidelines can be either optional or mandatory for companies. In order to maximize the value of
disclosure to investors and the impact on investment decisions, mandatory disclosure should be pursued. By
requiring disclosures, investors are guaranteed comparable data across companies, equipping them to make sound
decisions based on available information. Voluntary disclosure guidelines risk ineffectiveness and are likely to
result in many companies forgoing disclosure, prohibiting comparisons by investors. In addition, they may result in
companies disclosing information that appears most beneficial to them, while withholding information that may be
damaging in the eyes of investors or the public. While voluntary guidelines would represent an incremental step
toward more comprehensive disclosure, mandatory disclosure would represent a more substantial shift, and has
the potential to have a larger impact on corporate behavior. Mandating disclosures is not without risk, though.
Because additional disclosures represent a reporting burden for companies, requiring additional disclosures may
have an impact on the decision that companies make to become and remain a public company.'” In considering
what information companies must disclose, the SEC should strive to balance material information for investors with
minimized burden for companies.

Disclosure guidelines should provide standardized metrics, since many measures of human capital investment can be
presented in a range of ways. When reporting compensation information, for example, companies need to select
which employees to include, whether to count benefits along with wages, and whether to report on a per worker
or aggregate basis. Standardizing these allows for meaningful comparisons. To further improve comparability, human
capital disclosure guidelines can include sector-level frames of reference for investors. A sector-level approach,
as advocated by the Sustainability Accounting Standards Board (SASB), takes into account differences between
industries; the labor needs of retail, for example, differ from those of biotechnology.
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Proposal: Equalize Accounting Treatment of Human and Physical Capital

Addressing the accounting treatment of human capital would better reflect the value of that investment. Studies
have shown that training investments can produce positive returns for businesses as well as for workers."® In
addition, a 2017 OECD report on the future of work and skills noted that as the demand for skills changes, skill
mismatches and shortages have an economic cost for businesses. Skill mismatches can “reduce[s] productivity and
increases on-the-job search and turnover, while shortages increase the cost of hiring and hinder the adoption of
new technologies.”""" Human capital management is a key component of the long-term strategy of a business.

Accounting standards should reflect the return of human capital investment in today’s ever-changing labor market.
Accounting conventions and standards—how companies measure and communicate financial information—reflect
the underlying economic transactions, but also can have a significant impact on business decisions, including
corporate investments."? Yet some have argued that financial statements do not adequately capture drivers of
value in today’s economy, such as intangible assets.""

An independent organization, the Financial Accounting Standards Board (FASB), establishes financial accounting
and reporting standards for public and private companies and non-profit organizations in the United States. The
SEC recognizes FASB as the designated accounting standard setter for public companies."* FASB defines assets as
“probable future economic benefits obtained or controlled by a particular entity as a result of past transactions or
events.”"”® Investments in physical capital, such as new equipment or a new factory, are considered assets and the
value of the asset is typically depreciated over time. By contrast, an investment in human capital, like the training of
an employee, is considered an expense which represents an outflow of assets and is reflected as a cost in the year
that it is incurred. However, expensing the full cost of training in the year it occurs does not account for the benefit
of training that would accrue over time.""® This creates a disparity between how investments in human capital and
physical capital are viewed by business leaders and by investors, and a disincentive for investments in training. A
1993 paper in the Stanford Law and Policy Review describes the issue as follows: “On the most fundamental level,
financial accounting standards treat equipment and other tangible goods as assets, while viewing all expenditures
associated with people as “expenses.” Therefore, we should not be surprised to find a consistent pattern of
managers optimizing the former and minimizing the latter.”"” Further, the SEC’s Investor Advisory Committee
recently concluded that “current accounting standards on their own may obscure workforce investment by
reflecting it only as an expense not distinguished from other inputs.”"®

An argument that has been made against treating employee training as an intangible asset is that rather than
serving as an asset owned by the firm, training represents an asset for the individual employee, which the firm
does not control."? In addition, internally generated intangible assets are typically not reflected in a firm’s financial
statements, in part because they would be challenging to value. There has been interest in exploring the issue of
human capital and intangible assets further. For example, the International Labour Organization’s (ILO)’s Global
Commission on the Future of Work 2019 report called for exploring “viable options to incentivize businesses to
increase their investment in training, including looking at how accounting standards treat training costs.”'° Though
this issue has been raised for consideration, FASB voted to remove a research project on accounting for intangible
assets from its research agenda in 2017."*

Public and private sector leaders should call on FASB to evaluate revising financial accounting standards to recognize
investments in human capital as assets. Alternatively, policymakers could call on the SEC to request that FASB
provide guidance on this issue given that the SEC has the authority to enforce accounting standards. While any
changes to accounting standards would involve a multi-year process, the opportunity to engage stakeholders on
this issue would also allow for an important and overdue discussion of how firms value human capital.
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