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Abstract

The workforce development funding landscape has become increasingly complex over the last
several decades. Federal funding for traditional workforce development organizations, now called
Workforce Development Boards (WDBs) under the Workforce Innovation and Opportunity Act (WIOA),
are at all-time lows (Andreason, 2016) and policy directives since the 1990s have attached financing to
students through Pell Grant expansion and individual training accounts (ITAs), rather than organizations
or systems (McCarthy, 2014). Given these national funding trends state and local governments,
organizations, and businesses are increasingly developing training programs that meet local and
organizational training needs that are funded outside of “traditional” federal workforce development
funding.

The devolution of funding responsibility leads to a number of important issues. First, while
private business is the dominant funder of employee training, the majority of funding is spent on the
highest skilled employees and does not benefit unemployed job seekers (Carnevale, Strohl, & Gulish,
2015). Effective workforce development systems must also address the local frontline worker training
needs. Second, increasingly diverse funding sources for workforce development often leads to fractures
in the system across funding sources. Yet, high functioning and well-coordinated workforce
development systems that are well connected to the business community drive local economic
development efforts (Brown & Parkins, 2014). Employer engagement, and investment, in creating agile
workforce development systems and organizations can drive local economic growth and business
competitive advantage. Finally, balancing investment in training for short-term technical skill needs and
long-term employability is a challenge with diverse funders.

This review will explore recent trends in public-private partnerships in investment in workforce
development systems, including research on restructuring employer-paid tuition programs, the role of
new financial tools to scale local investments in workforce development systems, and suggest
opportunities for collaboration in developing stronger workforce development systems that serve the
needs of various funders and stakeholders.
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Introduction

Like the labor market, workforce development financing has become incredibly complex. While
traditional conceptions of the workforce development system implied the federally funded system
through the Manpower Development and Training Act, the Job Training Partnership Act, the Workforce
Investment Act (WIA), and the Workforce Innovation and Opportunity Act (WIOA), today’s system of
investing in workforce development is much more complex.

Within the federal government alone, nearly two dozen different agencies administer numerous
different programs that aim to improve the employability and skills of lower wage workers. Many
organizations look to the U.S. Department of Labor as the primary source of workforce development in
the country, but it is far from the only significant player in workforce development. The U.S. Department
of Education, through the Higher Education Act funds the U.S. Pell Grant program, representing roughly
$36 billion annually, and federal student loan programs, representing over $120 billion annually
(Andreason, 2016). Pell Grant funding increased significantly under the Obama administration, and was
seen as one of the significant efforts to provide opportunity to lower skilled workers and learners. But
federal funding programs for workforce development programs, like many federal appropriations are in
decline. In 2007 in inflation adjusted terms, Title | of WIA was funded at a rate of 87 percent less than it
had been in 1980 (Holzer, 2008).

Figure 1 — Title | Funding in WIA/WIOA, 2000-2014
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Given the recent focus of skill upgrading and quality of labor identified as primary drivers of
local, and eventually national, economic development, the declines in funding for workforce
development are somewhat paradoxical. Local economic developers identify the availability of skilled
labor (at all different levels of the labor market) and the agility of local workforce development
programs to deliver customized training for employers as the key determinants of relocation and
expansion decisions among firms (Brown, 2015; Brown & Parkins, 2014). While additional federal



appropriations into existing workforce development programs is a worthy goal, the recommendations in
this paper look to identify new funding sources, often from private entities or investors, employers, and

in some cases state and local governments, that could help to scale and expand investment in workforce
development.

Recent analysis suggests that employers are by far the largest investor in human capital
development and skill development for workers. Estimates of employer spending range from roughly
$250 billion to over $500 billion in hard costs and expenses related to employee development annually
(Green & Galetto, 2005). When indirect costs are factored into estimates of employer spending, the
number reaches roughly $1.1 trillion annually (Carnevale et al., 2015).2 While a significant private
investment in workforce development, most of that money is spent on workers who are high skilled, and
typically already hold a bachelor’s degree or higher. Frontline workers do not receive the same
investment, nor do they engage in employer sponsored tuition repayment programs at the same rate,
yet these are positions that need significant skill development as middle skill jobs shift towards
demanding more unique technical skills (Holzer, Lane, Rosenblum, & Andersson, 2011). Employer
sponsored training programs usually do not address the unemployed and workers marginally attached
to the labor force as there is less of a business incentive to invest in workers who may not ultimately
work for the firm.

The delivery and provisioning of workforce development and job training today is very different
than it once was, or at least was conceived of. Some have referred to the modern training system as a
marketplace of educational programs, where operators compete for students who use different funding
sources like Pell Grants and students loans or Individual Training Accounts (ITAs) funded through WIOA
(McCarthy, 2014). This “marketplace” has been driven by decisions among the policy community to
inject choice in training into educational and workforce development funding systems through vehicles
like Pell Grants and ITAs.

In the current system of choice, much of the risk in determining program quality and
opportunities that it may provide has been placed on students and jobseekers who decide how and
where to spend scarce resources to improve their employment opportunities. Programs are primarily
funded for enrolling students, not for successfully supporting them into employment (which could imply
significantly different program delivery strategies). At the same time, the disparate and federated
nature of the funding system also creates challenges in supporting job seekers who likely need support
from a number of the different training and human service programs available to effectively enter, or re-
enter employment (Wolf-Powers & Andreason, 2012).

The current financing system in workforce development has a number of different opportunities
for expanded investment in effective programs, ways to increase focus on systems of workforce
development, and opportunities to align incentives for workforce development and training
organizations towards employment.

3 Indirect costs include time that employers spend on training and mentoring that are largely driven by staff costs
that could be spent in different ways. These might include coaching and mentoring from a supervisor on how to
perform a job or classroom-style training that is delivered by the firm directly, among many other examples.



Restructuring Employer Investment in Skill Upgrading

As one of, if not the greatest, investor in workforce skills encouraging employers to fund the
training and development of frontline and middle skill workers presents a significant opportunity for
expanding the reach of workforce development organizations, especially when they are seen as groups
that can develop and provide training that is relevant to the needs of both incumbent workers and
businesses looking for skill development.

Many jobseekers do not take advantage of existing employer sponsored training or education
reimbursement programs though. A review of literature on skill development and behavioral economics
suggest that this is partly due to challenges in understanding the benefits and institutional structure. The
work suggests that institutions need to rethink how they present training opportunities to better match
choices that workers would like to make as well as to consider the contexts in which workers who could
benefit from training (Juniper & Prince, 2016).

Workforce development boards and workforce development organizations can help to “prime
the pump” for different decision-making from both employers and employees in how they make training
choices. Estimates from the mid-2000s suggest that states in total spend between $550 and $800 million
annually on incumbent worker training, less than one percent of what businesses spend on training, but
help to redirect efforts towards programs that help to retain businesses in communities, and potentially
provide opportunities for advancement, at a cost of less than $9,000 per job — rivaling or less than many
economic development incentives (Hollenbeck, 2008). Programs focused on priming the pump many not
help to create new investment in workforce organizations themselves, but help to significantly leverage
the funding that workforce boards have, potentially helping to direct employer based investment
towards frontline and middle skill workers cost-effectively.

Developing Opportunities for New Investment

There are significant opportunities for new investment in workforce development — both from
philanthropic sources as well as return seeking investors. While philanthropies can help to generate new
opportunities for service delivery by providing direct funding, leveraging philanthropic investment to
help to reduce risk in experimentation in new funding models may provide opportunities for greater
funding and investment. Developing blended capital opportunities in new workforce development
programs (or efforts to scale programs) will likely require new ways to monetize the benefits associated
with skill upgrading in the workforce.

Several new models of bonding, including social impact bonds, have becoming important new
considerations for workforce development organizations in recent years (Andreason, 2016).* Social
impact bonds (SIB) are financial vehicles that help to provide upfront investment in programs that can
help to reduce social costs or provide social benefits in the future. The model requires that a rigorous

4 Similar to social impact bonds, a number of states including lowa and Missouri have developed
incremental payroll tax revenue bonds (similar to tax increment financing bonds in real estate
development) that help to monetize the benefits of expanded employment that would not have located
or expanded in the state “but for” the training that the bonds funded (Prince, 2007). For a longer
description of these programs see Andreason (2016) and Prince (2007).



(typically an experimental or quasi-experimental designed) evaluation take place and if the evaluation
shows the outcomes expected, the bond pays and if the evaluation doesn’t show effects, the bond does
not pay. It is an attractive model for many different groups because it focuses on paying for outcomes
rather than outputs and can save governments (or other providers) money when interventions don’t
provide the desired outcomes. The SIB model is very new, and only a handful have started across the
country. Workforce development and adult basic education focused SIBs have launched very recently in
the State of Massachusetts and workforce development programs have been components of models
(primarily focused on cognitive behavioral therapy) that aim to reduce recidivism among young adults.

The model is very new and has attracted interest from financial institutions and the investment
community, as well as the philanthropic community, which has largely been involved by de-risking the
investments through providing credit guarantees and first loss provisions in the event that the
evaluation shows no impact on the social goals of the SIB. Early philanthropic credit guarantees on SIB
deals suggest that investors see SIBs as risky investments, but they are quite new and the model has
only been implemented in a few communities and states across the country. Rockefeller Foundation
President Judith Rodin notes that philanthropic credit guarantees for these are part of the evolution of
new social investment saying, “Philanthropy must do what it does best: peel back the first layer of risk,
and experiment where other sectors cannot, making development and commercial investment dollars
more productive and less risky (quoted in Global Impact Investing Network, 2013).” These programs are
also challenged in that they have relatively high upfront transaction costs given the complexity of the
model, the required rigorous evaluation, and associated contracting.

As the model matures these challenges are likely to be better addressed through refining the
structures of and transactions associated with running a SIB.

Figure 2 — Example Mapping of Social Impact Bond Deal Structure
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Creating Long Term Partnerships between Programs and Participants

Creating incentives for workforce development organizations and educational groups to have
long term relationships with students and job seekers can help to address some of the challenges that
students face. Many students face challenges in employability that go beyond skill development and
imply greater needs for basic education (needs are often as much as 1,000 hours of basic education) and
other human and social services. Many training providers do not have the capacity or partnerships to
help address these gaps. “Wrap around services” are often identified as a challenge from both
jobseekers and organizations looking to serve them, but developing comprehensive employment and
service interventions are costly and difficult to scale.

New structures of funding complete employment and service programs deserve further
attention. Some models like income share agreements (ISA) may be, among others, a model. Income
share agreements have been discussed in the context of financing four-year university and college
education, but are likely applicable to workforce development programs and potentially more
comprehensive programs as well (Andreason, 2016; Palacios, DeSorrento, & Kelly, 2014).° ISAs are
agreements between training organizations and students where in return for free (or significantly
reduced) tuition, students commit to pay a portion of their income for a period of time. If the student
earns a lot, they pay more, and if the training doesn’t lead to a job that pays well, the student pays less.
The model, as applied to workforce development and comprehensive employment interventions, helps
to incentivize job placement, career advancement, and stability in work in ways that current funding
systems do not.

ISAs are a likely a longer term opportunity for workforce development organizations. There is
not a national framework for either a private or public market of ISAs, but a number of proposals have
gone to Congress (Holt, 2014). While ISAs are just one of many different ways to encourage long term
relationships and build bonds between training organizations and jobseekers, models that help to create
a shared commitment to advancement and labor market success are important steps forward.

New Financing and Workforce Development Boards

Workforce development boards face great challenges and opportunities in the coming years,
especially in terms of a complex and evolving workforce development financing landscape. State and
local workforce development boards have to grapple with the paradoxical heightened interest and
largely bipartisan support, but declining traditional appropriations. Addressing this challenge effectively
is a vital step for the future of the workforce development system, and the new Workforce Innovation
and Opportunity Act provides some initial steps forward.

WIOA offers new “Pay for Performance” provisions, that for many purposes provide a very
similar payment structure that social impact bonds offer. A significant benefit to this provision is it
allows for local workforce boards to develop payment and evaluation programs based on outcomes for
job seekers without developing the relatively complex funding structures that SIBs require.
Experimentation and program development around this provision is a clear opportunity to help prove
training models and evaluate them. Proving these funding models could make going to the investment

5 Some of the first ISA programs were launched at Perdue University under the “Back a Boiler” program. Currently
it is entirely private.



community for additional funding, potentially through a true social impact bond, to scale programs
much more cost effective in the future. The provision allows for ten percent of annual appropriations
funding to be used on the Pay for Performance provision, which converts money in the program to “no-
year” funding, so it represents very little risk to the workforce board.

Expansion and inclusion of new financing opportunities is essential to workforce development
organizations in the future. While there has been significant focus on identifying what programs work
best, there has been somewhat less of a focus on figuring out how to scale these programs, develop
new funding to increase the reach and scope of the work that workforce development organizations do.
Developing innovative partnerships between workforce boards, employers, philanthropy, investors, and
other funders is an important first step. Challenges exist in defining who has responsibilities to help to
train certain groups — employers currently focus much of their attention on their highest skilled workers,
while frontline workers often do not utilize funding opportunities available to them. Workforce boards,
especially in local contexts can help to heighten the awareness of opportunities that exist, create
programs that experiment with new models of partnership and finance and then can work through
networks to help to scale the effective programs and to develop policies that help to expand financing
available.
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