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Introduction

Nearly 27 million U.S. workers were either unemployed or underemployed as of December 2009,!
and by one estimate employment needs to increase by more than 580,000 jobs every month
between now and November 2011 just to return to pre-recession levels. > Congress and the
Obama administration have been exploring a range of policy proposals to stimulate job growth
and put America back to work, and late last year the House of Representatives passed the “Jobs
for Main Street Act” (HR 2847), which includes new investments in highways and other
infrastructure, funds to states to preserve public safety and education jobs, and extended benefits
for unemployed workers. The Senate is expected to consider its own jobs bill in the early 2010,
which may include such other policies as investments in energy efficiency and other “green”
technologies, and hiring tax credits for businesses.

While investments in job creation are sorely needed, there is a risk that any gains in employment
will be short-lived unless workers have the skills they need to take advantage of new job
opportunities, and employers can find the skilled workforce they need to grow and compete.
Many of the jobs created in sectors such as clean energy, health care, and construction will be
“middle-skill” jobs, requiring significant education and training beyond the high school level,
though not necessarily a four-year college degree. Workers must be able to quickly acquire the
skills to fill these jobs, and to access ongoing education so they can turn those jobs into careers.
The need for training is especially acute for workers who would benefit the most from a jobs bill:
dislocated workers transitioning to new industries, long-term unemployed individuals updating
their skills to catch up with emerging technologies, and low-income and entry-level workers
seeking to start their careers in the worst economic climate in seventy years.

There is already evidence that skills shortages are stifling job growth: a recent Business
Roundtable report indicates that despite high unemployment rates, more than 60 percent of
businesses are experiencing difficulty finding qualified applicants for current job openings.?
Federal investments under the American Recovery and Reinvestment Act and other legislation
are projected to create millions of additional jobs, but employers cannot readily expand unless
they can find workers with the skills to perform these jobs safely and effectively.

! http://www.bls.gov/news.release/empsit.nr0.htm
?http://www.epi.org/analysis_and_opinion/entry/signs_of healing in_the labor market though unemployment remains _in_double /
® http://www.businessroundtable.org/sites/default/files/BRT_Getting_Ahead online _version.pdf
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http://www.epi.org/analysis_and_opinion/entry/signs_of_healing_in_the_labor_market_though_unemployment_remains_in_double_/
http://www.businessroundtable.org/sites/default/files/BRT_Getting_Ahead_online_version.pdf

One Policy Solution: On-The-Job Training

Federal policy currently supports a promising model that can address the skill needs of workers
and businesses while also allowing for rapid employment or reemployment: on-the-job training
(OJT) under the Workforce Investment Act (WIA). In an OJT program, employers enter into
agreements to hire and train new employees, and receive a temporary federally-funded subsidy
to cover a portion of the employee’s wage costs during the training period. A recent survey
conducted by the Pennsylvania Department of Labor & Industry indicates that employers would
expand payroll more rapidly if they were able to utilize a well-designed OJT program.* As part
of any jobs bill, federal lawmakers should provide dedicated funding to support OJT and
should strengthen current policies to make it easier for a broad range of workers and
businesses to use OJT.

On-The-Job Training Under Current Law

OJT services may be funded using local formula dollars under the WIA Adult and Dislocated
Worker funding streams, and must be provided through contracts between local workforce
investment boards (WIBs) and employers in the public, private non-profit, or private sector. As
part of an OJT agreement, employers must agree to hire or employ eligible individuals, provide
them with skills training over a specific period of time, and pay wages at the same rate as
similarly situated employees. In exchange, employers are eligible to receive a subsidy of up to 50
percent of the OJT employee’s wages to cover the extraordinary costs of training. OJT activities
may not lead to the full or partial displacement (including reduced hours or wages) of a currently
employed individual, and cannot be provided if any other individual is on layoff from the same
or substantially equivalent job. OJT activities may not impair an existing contract for services or a
collective bargaining agreement, and any activities that would be inconsistent with the terms of a
collective bargaining agreement must be approved in writing by the employer and the labor
organization.

OJT provides significant advantages for both businesses and workers. Employers are able
minimize the upfront costs of training and supervision for new employees, ensure that training is
aligned with actual skill requirements of the job, and realize immediate gains in productivity as
workers learn on the job. Employees participating in OJT benefit because they are receiving a
paycheck while acquiring the skills to perform effectively on the job and advance their careers
beyond the lifespan of the training program. And evidence indicates that OJT can have a lasting
impact: in Program Year (PY) 2007, more than 86 percent of individuals participating in WIA
Adult and Dislocated Worker-funded OJT programs were still on the job twelve months after
exiting the program.>

Despite the clear benefits of OJT, this type of training has been largely underutilized compared to
other training models: in PY 2008, only 10.5 percent of adults and 8 percent of dislocated workers
receiving training services under WIA participated in OJT programs.® This is due in part to a lack

* http://www.nationalskillscoalition.org/federal-policies/misc-documents/pa_on-the-jobtrainingsurvey.pdf

® http://www.doleta.gov/performance/results/pdf/PY2007 WIASRD Data_Book.pdf (see p. 92 for Adult retention rates, p. 176 for DW
retention rates)

® hitp://www.doleta.qov/performance/results/Pdf/PY2008 Adult Summary Report.pdf
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of overall resources—WIA funding declined by approximately 30 percent in inflation-adjusted
terms between 2001-2008 —and also due to federal and local restrictions on the types of workers
that may be served, the allowable duration of training programs, and employer reimbursement
rates.

The Pennsylvania Survey

Seeking to gauge employers’ interests in OJT, the Pennsylvania Department of Labor & Industry
conducted a survey in December 2009-January 2010, targeting businesses participating in the state’s
Industry Partnership program. More than 250 companies responded to the survey, varying widely
in size from small businesses employing 0-9 employees (16 percent of respondents) to large
businesses employing more than 250 employees (26 percent of respondents). A broad range of
industries were represented in the survey, including manufacturing (approximately 42 percent),
construction (11 percent), and business and financial services (about 8 percent). Employers were
asked a series of questions regarding their near-term hiring expectations and the impact on their
hiring patterns of a wage subsidy to cover the expense of providing on-the-job training to new
hires.

Nearly half of all respondents Pennsylvania On-the-Job Training Survey
indicated they definitely would Hiring Plans (Next 6 Months)
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encouraging news about the impact of federal efforts such as the Recovery Act, and the prospects
for positive job growth in 2010. At the same time, the survey makes clear that policies like OJT
can accelerate that growth, putting more people back to work more quickly.

Respondents were asked whether they would be more inclined to hire or recall workers if they
received a 50-75 percent wage subsidy to provide up to eight weeks of OJT. Nearly 80 percent
of respondents replied “yes” or “maybe,” clearly demonstrating that businesses would utilize
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an OJT program if it were widely available. These survey findings suggest that a formal OJT
program may enable business to create jobs earlier in the business cycle, thereby increasing
productivity sooner and jumpstarting more hiring. By offsetting for employers some of the
expense and risk of training a new hire, OJT can be an effective tool to incentivize hiring that
would not otherwise occur—or that would occur much less rapidly —in the absence of such a
program.

However, merely offering the employer an OJT subsidy is not sufficient to ensure that workers
benefit over the long term. Any OJT subsidies should:

e Dbe targeted towards quality jobs that will continue to exist after completion of an OJT
program;

e support jobs that offer wages and benefits at the same rate received by other employees
performing the same or substantially similar work; and

e lead to meaningful training and career development opportunities for targeted workers.

The Pennsylvania survey offers

some promising results in this Pennsylvania On-the-Job Training Survey
area, as well: nearly 75 percent HAUEIGISSOES
of respondents indicated that
they would not be less likely to
participate in a program that
required a good faith effort to
retain workers hired under an
OJT subsidy for at least twelve
weeks following the OJT period,
and more than 70 percent stated
that they would not be less
likely to participate if required
to pay these workers at the same
rate as similarly-situated
employees. When coupled with
recent DOL data on employee
retention under OJT, these

Number of Employers

Yes No Mayhe
results suggest that a well- Employer Response

designed OJT program with
meaningful worker protections

would likely enjoy support from

a broad range of employers, and could lead to lasting job and career opportunities for targeted
workers.
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Policy Recommendations

Congress should provide dedicated funding to support expanded OJT activities as part of any
jobs bill, and should:

Create Local Flexibility in Setting Employer Reimbursement Rates. Many small- and
medium-sized businesses lack the resources and infrastructure to support internal training
programs; as a result, many states have requested waivers to allow for reimbursement
rates for such businesses above the current 50 percent cap. Pennsylvania, Louisiana, and
Maryland requested waivers in 2009 that would allow them to provide up to 90 percent
reimbursement for employers with fewer than 50 employees, and up to 75 percent for
employers with between 50 and 100 employees. At least a dozen other states requested
similar waivers (see Appendix A for complete list). Congress should provide local WIBs
with the flexibility to set higher reimbursement rates according to company size or other
local factors.

Eliminate “Sequence of Service” Requirements. Under WIA, workers must establish that
they are unable to obtain employment through a sequence of “core” and “intensive”
services before accessing training services. This can lead to substantial delays before
workers can be placed in OJT, limiting program effectiveness for employers ready to hire.
Congress should suspend this “sequence of service” requirement for OJT participants.

Prioritize Quality Jobs. While OJT contains a number of worker protections, more can be
done to ensure the broadest possible range of workers benefit from OJT expansion.
Congress should require local WIBs to prioritize OJT contracts with employers who agree
to retain participants for a significant time period beyond completion of the program; pay
wages above the local industry average, and provide health and other benefits; and offer
OJT opportunities to low-income, minority, and other disadvantaged populations.

Ease Self-Sufficiency Requirements for Employed Workers. WIA limits OJT contracts for
skill upgrade training for incumbent workers to those who are not earning a self-
sufficiency wage. Although intended to ensure scarce training resources are directed
toward low-skilled, low-income workers, this provision potentially limits the use of WIA
dollars in conjunction with layoff aversion initiatives where job training could allow
impacted workers to upgrade skills to retain family-supporting employment. Congress
should relax the self-sufficiency requirement for employed workers if OJT is offered as part
of a layoff aversion strategy, and clarify that restrictions on the use of WIA funds for the
training of incumbent workers do not apply in such circumstances.

Remove Local Time Limits on OJT Programs. While WIA contains no specific time limit
on OJT, at least some local WIBs restrict OJT contracts to short-term training of six months
or less. This limits the use of OJT funds to support the development of longer-term career
ladder models that combine work experience and periodic training to advance workers to
higher skill positions. Congress should encourage local areas to remove any restrictions
that would limit the ability of employers and training providers to offer longer-term
training through multiple occupational levels.
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Pennsylvania’s Industry Partnership Program

The Pennsylvania Department of Labor & Industry (DLI) is uniquely situated to collect real-time
information across a diverse set of industries about employers’ plans for near-term hiring, assess their
interest in obtaining on-the-job training (OJT) subsidies, and gauge their interest in the OJT program
based on employment duration and wage requirements. By utilizing the State’s existing Industry
Partnership infrastructure, DLI was able to reach very rapidly—from inception to analysis, the survey
took approximately one month—nearly 2500 employers across the state.

Industry Partnerships are the cornerstone of Pennsylvania’s new, industry-led, demand-driven
workforce development strategy. This new strategy is focused on creating a skilled workforce through
industry-specific training and education programs developed in cooperation with business and industry
leaders—with funding made possible through the support of the Pennsylvania General Assembly.
Industry Partnerships bring together multiple employers in the same industry group or cluster to
identify and address common workforce needs. These partnerships provide companies with a more
cost-effective way to provide training to their employees—training they may not otherwise be able to
afford on their own.

The Pennsylvania Industry Partnership program supports nearly 80 sector-based partnerships. These
Industry Partnerships leverage partner resources to address both short- and long-term human capital
needs of a particular sector, including by analyzing current labor markets and identifying barriers to
employment within the industry; developing cross-firm skill standards, curricula, and training
programs; and developing occupational career ladders to ensure workers of all skill levels can
advance within the industry. Since the program’s inception in 2005, more than 6000 Pennsylvania
employers have participated in the program, and more than 70,000 workers have received training
services. The partnerships have collectively leveraged nearly $40 million in cash and in-kind
contributions from employers.

In addition to providing critical skills development support within firms and across industries, the
Industry Partnership network also provides a vital communication link between workforce and
economic development agencies and employers across Pennsylvania. Pennsylvania’s Industry
Partnerships work closely with local WIBs and would allow the state to quickly implement an on-the-
job training program by tapping into existing deep relationship with employers—not just firm by firm,
but across an entire industry. Because Industry Partnerships are employer-led, they can help ensure
that limited public funds are used strategically and effectively to train for skills that employers need
and that are part of a pathway to long-term self-sufficiency.

The Strengthening Employment Clusters to Organize Regional Success (SECTORS) Act of 2009

(S 777/HR 1855) would provide federal support for programs like Pennsylvania’s Industry
Partnerships. Introduced by Senators Sherrod Brown (D-OH) and Olympia Snowe (R-ME) in the
Senate and Representatives Dave Loebsack (D-IA) and Todd Platts (R-PA) in the House, the
SECTORS Act would establish a grant program at the Department of Labor to support the
development and implementation of sector partnerships. Eligible partnerships would be comprised of
key stakeholders connected to a local or regional industry, and would be required to pursue a range of
strategic objectives, including identifying training needs of multiple businesses; helping postsecondary
educational institutions and training institutions align curricula and programs to industry demands;
developing and strengthening career ladders within and across companies; and improving job quality
through improving wages, benefits, and working conditions. To ensure that states and local
communities have the necessary resources to establish these unique partnerships, Congress should
act quickly to reauthorize WIA, and ensure that SECTORS is included as part of the new law.

National Skills Coadlition: 1730 Rhode Island Avenue NW, Suite 712, Washington DC 20036 | 202.223.8991 | www.nationalskillscoalition.org
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