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Abstract

The importance of skills policy in
achieving a wide array of economic
and social objectives is well recognised.
Recent national and city regional policy
has sought to put employers at the
heart of a demand-led system to meet
the needs of both employers and
individuals. This paper examines how
this approach works in a city regional
context, focusing on the roles and
motivations of individuals, employers
and Government and the tensions
between them. It assesses how these
come together to shape the
vocational education and training
supplied in Manchester. Attention is
also paid to past attempts to provide
employer leadership to the English
skills system, the market failure
rationale on which intervention is based,
and wider issues concerned with
ensuring skills are effectively utilised
in the workplace. The paper concludes
with recommendations for the future
direction of policy in Manchester.
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Executive
summary

e Efforts to give employers leadership over a ‘demand-
led’ vocational education and training system are
founded on a rationale that market failures exist
which obscure the incentives for both firms and
individuals to invest in the right type and optimum
quantity of skills. By ensuring the vocational education
and training system meets the demands of employers,
it is thought that a step change will occur in the UK’s
economic performance.

e However, the market failure rationale for intervention
— and the necessity of Government not to open itself
up to funding the full cost of employer training -
means that what employers are faced with is a series
of entitlements to train a sub-set of their workforce
towards a prescribed qualification which they may
not value. This has the potential to lock in under
investment if serious enough.

¢ Despite progress, the sum total of current policies
is a publicly-funded training system that does not
appear to be operating as efficiently as it might to
meet the needs of individuals, employers or the
economy. Research indicates that there are
occupational areas of large over- and under-supply,
potentially equipping individuals with economically
valueless skills and creating a risk of frustration and
disillusionment. Government funding of training is
also associated with large amounts of deadweight
—that is the state is financing training that employers
would have paid for without intervention.

¢ While research has identified a link between skills
(using qualifications as a proxy) and labour productivity,
it has yet to provide a conclusive and causal
relationship. Indeed it is clear that policies to improve
skills must sit alongside other interventions to improve

productivity in firms and to increase employment rates.
There is evidence that the UK (and Manchester) is
operating in a low skilled equilibrium where businesses
can still compete successfully on low skill, low cost
business models. Demand for skills is a derived
demand: no matter how responsive the training system
becomes, unless firms’ business models, HR practices
and so on change there won’t be an increase in
demand for skills.

® The report concludes with nine key recommendations
for policy makers:

1) reduce any deadweight associated with public
funding of employer training;

2) support public sector providers to be more
responsive to the needs of employers;

3) promote greater utilisation of skill amongst
employers;

4) address information failures through the
development of course and institution level labour
market information;

5) address liquidity constraints by lobbying
Government for individual responsive funding to be
channelled through ‘real’ Skills Accounts;

6) ensure that the roles of under-19 provision, higher
education and the private training market in skill
formation are not overlooked;

7) develop a clear role for union involvement;

8) forge better links between employment and skills
policy; and

9) target improvements in productivity and social
inclusion.
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Introduction



In the foreword to the latest skills
White Paper, Skills for Growth: the
National Skills Strategy, Lord
Mandelson says that ‘this country’s
future can only be built by educated,
enterprising people with the right
skills’. Mandelson argues that skills
drive productivity, boost innovation,
and strengthen businesses. They act
as a ladder into work, a route to
greater achievement, and are a driving
force behind improved social mobility.
Skills for Growth sets out what
Mandelson calls a ‘radical shift in our
national priorities’, outlining a more
active and openly interventionalist
approach to skills development and
planning focused on the ‘industries
of the future’ (DBIS 2009a). The
Strategy reasserts Government’s
ambition to put employers at the heart
of the skills system. Within a new
framework of ‘skills activism’, it also
maintains the broad principles of a
demand-led approach to education
and training to meet the needs of
employers and individuals, where
responsibility for investment in
‘economically valuable skills’ is
shared between employers,
individuals and Government.

This paper analyses what this employer-led education
and training system looks like in a national context
generally, and in Manchester ' in particular. It examines
the interaction between individuals, employers and
Government. It is structured as follows:

e Chapter 2 provides a brief history of the development
of an ‘employer-led’ approach to education and training,
and the infrastructure that has emerged to support
this nationally and in Manchester.

e Chapter 3 explores the rationale behind the Government’s
current approach to skills development and assesses
the motivations of employers and individuals to
undertake vocational education and training.

e Chapter 4 analyses the impact of the Government’s
involvement in the skills system and how this influences
the training that is supplied.

e Chapter 5 looks at how different interventions in firms’
activities (not just those relating to the acquisition of
skills) can boost productivity and social justice.

e Chapter 6 concludes with recommendations for the
future direction of skills policy in Manchester.

11n this paper | use ‘Manchester’ along with ‘city region’ to refer to Greater Manchester, which
is made up of the 10 local authority districts of Bolton, Bury, Oldham, Manchester, Rochdale,
Stockport, Salford, Tameside, Trafford and Wigan. Greater Manchester captures the majority
of the travel to work and travel to learn areas and has the benefit of being coterminous with
most administrative boundaries (in particular the Learning and Skills Council and the Statutory
City Region pilot area).
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A brief history of the
‘employer led’
fraining infrastructure



Until the 1960s the British state
adopted a broadly laissez-faire
approach to skills development.
Employers were expected to provide
the overwhelming majority of
vocational education and training.
However, the rapid pace of industrial
innovation and increased foreign
competition created widespread
dissatisfaction with British vocational
education and training and its
perceived negative impact on the
country’s competitiveness.
Underinvestment in training was
thought to lie behind Britain’s
economic decline relative to
countries, such as Germany, which
operated more formal state run
models. In 1964 the Labour
government implemented the
Industrial Training Act ‘to enable
decisions on the scale of training to
be better related to economic needs
and technological developments; to
improve the overall quality of
industrial training and establish
minimum standards; and to spread
the costs of training more fairly’
(Pemberton 2001).

The development of an ‘employer-led’ sectoral
approach to skills

The 1964 Act initiated still on-going efforts to achieve
an ‘employer-led’ vocational education and training
system. This first attempt at what we would now
recognise as an ‘employer-led’ infrastructure (although
it was actually a social partnership model with strong
union involvement) saw the creation of 27 Industry
Training Boards (ITBs) that had the power to set training
standards across their industry, provide advice and
impose a compulsory levy on firms to pay for an
employee’s training allowance. The levy aimed to
encourage more firms to invest in education and training
with reduced risk of their employees being poached by
rival firms.

By the late-1970s the ITBs were criticised for being
overly bureaucratic, unrepresentative of the needs of
small business and failing to transform training. In 1979,
the Conservative government adopted a more market-
focused approach with a reduced role for trade unions.
This resulted in the creation of voluntary, ‘employer-led’
Non-Statutory Training Organisations (NSTOs). NSTOs
did not have the levy raising powers of the ITBs and
were limited to ‘providing information, helping to define
sector needs and exhorting employers to train more’
(Payne 2008).

In the late-1980s the NSTOs were re-branded Industry
Training Organisations (ITOs) and, along with the
employer-led Industry Lead Bodies (ILBs), given the
task to develop new employer-led National Vocational
Qualifications, based on occupational competence. In
the early-1990s ITOs and ILBs were believed to have
made some progress, but performance and capacity
varied significantly between them, as did their ability to
influence training in their sectors. The system was also
extremely complex involving a network of 180 ITOs,
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ILBs and Occupational Standards Councils. Many of
the ITOs were poorly funded and barely functional.
Thus, in 1997 the New Labour government decided
to combine these bodies to create 76 National Training
Organisations each with the responsibility for defining
the skills agenda for their sector and securing
widespread commitment to raise the relevance, quality
and amount of training provided. However, it was soon
clear that the NTOs suffered similar problems to those
which had gone before them in terms of employer
awareness of them and their ability to represent small
business. In 2002 they were replaced by 25 Sector
Skills Councils with the rationale that a smaller number
of bodies with a more strategic role would better be
able to represent the needs and views of industry.

Back to basics: the Leitch Review of Skills

In 2004, Lord Sandy Leitch undertook a review to
‘identify what the optimal skills mix would need to be
in 2020 in order to maximise economic growth,
productivity and social inclusion’ (HMT 2006). In many
ways the picture Leitch painted was identical to that
described 50 years earlier: underinvestment in
education and training had led to an erosion of the
UK’s international competitiveness and the root cause
of this was the UK’s vocational training system. Leitch
argued that the UK must aim to become a ‘world
leader’ in skills by 2020. To do so would require:

1. employers, individuals and the Government to
raise investment in skills. Employers and individuals
would pay for training at the level where they derive
the greatest economic returns (Level 3 and above)
and Government where the market fails (basic skills
up to Level 2)

2. economically valuable, portable skills which deliver
real financial returns;

3. a ‘demand-led’ vocational system to ‘meet the
needs of individuals and employers’ and be
responsive to future economic needs; and

4. existing structures to be simplified and rationalised
to provide stronger performance management and
clearer remits.

Leitch instigated a re-licensing of the SSCs with an
expanded role in determining employer demand,
overseen by a new, employer-led, UK Commission
for Employment and Skills (UKCES). UKCES
reinvigorated attempts at fostering a social partnership
model to workforce development in the UK, reflecting
the importance of trade unions in driving up skill
levels for their members and in the industries in which
they operate.

The SSCs were tasked with developing a list of industry
approved vocational qualifications. In the future only
qualifications on the SSCs’ lists would qualify for public
funding. It was anticipated that this would ‘lead to a
simplified qualification system, with fewer qualifications
overall and only qualifications delivering economically
valuable skills...receiving public funding’ (HMT 2006).
They were also given the power to accredit employers’
own training where this meets national quality standards,
as well as to approve colleges and other providers’ own
qualifications.

However, the SSC structure wasn't allowed to settle for
long and the December 2009 Skills for Growth White
Paper planned another shake up of the system by
asking the UKCES to ‘bring forward proposals for a
substantial reduction in the number of separate Sector
Skills Councils by 2012’. It is intended that these new

2 By convention ‘skill’ levels are usually using an level taken
from the National Qualification Framework. The NQF has nine levels ranging from entry level
qualifications (those that only give basic knowledge and skills), through Level 1 (equivalent
to four GCSEs grade D-G), Level 2 (five or more GCSEs grades A*-C), Level 3 (two ‘A’ levels),
and Levels 4,5,6,7 and 8 (which, for ease of presentation, are typically amalgamated to Level
4 and above as they are all the equivalent of a qualification from higher education). See
http://www.ofqual.gov.uk/2368.aspx, accessed 16 December 2009.
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The rapid pace of industrial
innovation and increased
foreign competition created
widespread dissatisfaction
with British vocational
education and training and
its perceived negative
impact on the country’s
competitiveness.




bodies will achieve a better fit with the likely sectors of
the future and respond more flexibly to emerging and
future skills needs.

Development of a city regional ‘employer-led’
approach to skills, 1989 to 2001

The key policy innovation in local employer-led education
and training was the development of the Training and
Enterprise Councils (TECs). TECs were responsible for
promoting training by employers and delivering existing
enterprise and training programmes. Two thirds of
council members were drawn from the private sector,
with chambers of commerce, the CBI, and local
employers’ networks expected to play a role. TECs
were executive bodies, not advisory. This was designed
to give real leadership of the training system to employers
as the main customers, and providers, of training. It
was thought that TECs would be able to transform
training, as both planning and delivery would be at the
local level, where labour market needs were thought to
be best assessed and dealt with.

Given that TECs were local institutions designed to
develop ‘bottom-up’ policies and programmes, it is
perhaps unsurprising that performance across the
country varied from excellent to poor. Identified failings
included too little coordination between TECs, different
rates for similar training, an inability to integrate activity
with other bodies, a lack engagement with local
government and the voluntary and community sector,
and a lack of democratic accountability (Ainley and
Vickerstaff 1993; Thomas 1994). Probably the most
damning criticism was that their ambitious localist remit
had been stifled by an increasingly restrictive national
operating framework. For many TECs, the bulk of their
activity was based around implementing national
programmes (Ramsden et al 2007).

The rise and fall of the Learning and Skills Council,
2001 to 2010

In 2001 the varying performance outlined above, plus
the familiar tendency of Governments to opt for total
policy change rather than dealing firmly with the minority
of organisations which were perceived to be performing
poorly, led to the TECs being replaced en masse by
a nationally-run Business Link organisation and a
national Learning and Skills Council. The LSC brought
together the functions of the Further Education Funding
Council for England (FEFCE), TECs, and local
authorities’ duties for adult and community learning.

The LSC operated through a network of 47 local
councils (later rationalised to nine regional councils)
with the aim to ‘give young people, adults and
employers the high quality learning and skills they
need for economic and social success’ (LSC 2007).
Employers were the largest group on the national and
local councils and were responsible for steering strategy
and providing leadership. Yet again the infrastructure
wasn'’t to stay in place for long and less than ten years
later the LSC'’s responsibilities were split between three
new organisations: the Young Persons Learning Agency
(YPLA) (responsible for 16-19 education, excluding
Apprenticeships), the Skills Funding Agency (SFA)
(responsible for adult and employer responsive
provision) and the National Apprentice Service (NAS).
From April 2010, the national YPLA will work through
local authorities to commission education and training
for 16-19 year olds. The SFA and NAS will be essentially
national bodies with a limited presence in the nine
regions that will commission against skills strategies
drawn up by the Regional Development Agencies.
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Post-LSC developments in Manchester:
Commission for the New Economy

In Greater Manchester a different approach is being
adopted due to it being in the process of having a
statutory Employment and Skills Board (Commission
for the New Economy’s Board, refered to as New
Economy). ESBs were a key recommendation of the
Leitch Review to provide employer leadership to the
skills and employment system and integrate labour
market and training support. In Manchester, New
Economy’s Board is led by private sector employers
and includes representation from Manchester’s local
authority political leaders. The Board also has non-
voting advisers from the Chamber of Commerce, higher
education, the LSC, JCP, the North West Development
Agency, and Government Office North West. It has a
remit to identify the immediate and strategic long-term
skills needs and priorities of Manchester’s economy
and engage with employers to raise the demand for
skills and quality of training. Under an agreement
reached with Government as part of Manchester’s
status as a statutory city region, this remit will be
supported by powers, under Section 4 of the 2007
Further Education and Training Act, to set the strategy
for adult skills for the city region.
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Why spend
public money
on skills at all?



The importance of skills in achieving
a wide array of economic and social
objectives is well recognised.
Simplistically, the impact of skills can
be split into two broad categories:
human capital and social inclusion.
This chapter explores the arguments
surrounding these two approaches,
before discussing the market failure
rationale for public sector intervention
and the factors that influence firms
and individuals to undertake training.

3 Level 4 and above skills are used as the proxy here as these are the skills most associated
with a positive wage and productivity returns (see Mclntosh 2002)

Skills and human capital

Human capital theory stresses the importance of
investment in skills to remain competitive in an
increasingly global environment. Wealthy, dynamic
cities and regions generally have a greater proportion
of people education to higher levels of skill, while in
poorer regions and cities the reverse is usually true
(Glaeser and Hapiro 2001; Florida 2002; Glaeser and
Resseger 2009). The Manchester Independent
Economic Review concluded that the ‘single most
important benefit which distinguishes higher from lower
productivity city regions, is the presence of a large
pool of adequately skilled labour’ (MIER 2008a), while
Leitch cited evidence that at least a fifth of the UK’s
output gap with more productive countries is accounted
for by the UK’s relatively poor skills base (HMT 2006).

Figure 1 sets out the human capital theory of why
employers should invest in training. Assuming that
an employee’s wages are initially equal to their
productivity, investment in training at first reduces an
employee’s productivity and output without any
corresponding fall in wages. However, as the employee
learns new skills, productivity gradually rises, reaching
a high some time after the training is completed. The
wages of an employee also rise to reflect this higher
productivity and the whole company will operate at
a higher level of productivity and profit. This effect is
illustrated in figure 2 which shows the change in
Manchester’s Level 4 and above skills (using the
proxy of qualifications stock °) and productivity (as
measured by Gross Value Added per person in
employment). Since 1995, the stock of residents
qualified to the equivalent of graduate level has
increased by 40 per cent and productivity has
increased by 19 per cent.
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Figure 1: A theory of training (adapted from Foreman-Peck, 2004)

Employee’s

productivity Employee’s
/ wages
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Time

Figure 2 Greater Manchester Level 4 and above qualifications and productivity
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Source: Annual Population Survey 2008 and Greater Manchester Forecasting Model 2009
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Skills and social inclusion of people holding any qualification has risen by 6 per

cent. However, the economic activity rate (a measure

Social inclusion arguments identify participation in of those in employment or actively looking for work)
education and training as essential for individual and and employment rate has remained more or less
community well being. Evidence shows that individuals constant. Figure 3 gives the impression that we are
with low level or no qualifications are disproportionately running just to stand still.

affected by job instability, lack of progression, a poorer

quality of working experience, declining job tenure, A key factor in this is that, while raising an individual’s
and higher risks of unemployment (O’Leary and Oakley skill levels can help them gain employment (and

2008). In Manchester, data from the Annual Population
Survey show that 34 per cent of the economically
inactive population have no qualifications compared
with just 11 per cent of those employed. In general,
employment rates increase as the individual’s level of
skill (using qualifications as a proxy) rises. However,
it is difficult to see the impact of rising qualification
levels on the macro level employment rate over time.

advance in that employment), it is rarely an issue that
can be tackled in isolation. Research shows that low
skills frequently interact with other disadvantages -
for example being a lone parent or living in a high
unemployment area — which results in economic
inactivity for the individual and inequality in society
(Berthoud 2003). Life cycle factors also have an impact:

Figure 3 shows change in Manchester’s qualification for instance a Level 2 qualification achieved by a school
levels against labour market participation. Since 2000, leaver will have a different effect than one achieved
the stock of people holding a Level 4 or higher by an unemployed adult. However there is a dearth of
qualification has increased by a third and the number detailed empirical evidence of the full impact of this.

Figure 3 Greater Manchester qualification levels and economic participation
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Any qualifications

130 Economic activity

Employment rate

N
5]
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>

Index (2000
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=]

920
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Source: Annual Population Survey, 2008
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Skills and market failure

Bringing the human capital and social inclusion
arguments together, Government policy has focused
on using the full range of skills of the labour force and
widening participation to draw more people into the
labour market. By equipping people with the skills that
employers need, there can be a drive towards
increasing competitiveness together with greater social
cohesion and inclusion: all built on increased skill levels
(Avis 2009).

The Leitch Review summed this up by stating that
‘skills is the most important lever within our control to
create wealth and reduce social deprivation’ (HMT
2006). That said, it doesn’t automatically follow that
the Government should fund this skills development.
There are clear incentives for both employers and
individuals to invest in education and training.

Government intervention then is based on perceived
market failures in the incentives for employers and
individuals to invest in education and training: the
benefits of training are not always easily apparent,
which leads to underinvestment in economically
valuable skills and over-investment in skills which
aren’t in demand. These market failures can be
summarised under four broad categories:

1. Imperfect information and risk. When employees
or firms lack reliable information on the quality, content
or likely outcomes of training, underinvestment (or
over-investment in the ‘wrong’ training) is likely to
occur. Risk averse employees are likely to undertake
a sub-optimal level of training. Risk also affects the
level of training undertaken by firms, the key variable
being the level of attrition in the workforce. Unlike
fixed capital, human capital can walk out (or be
poached) at any time. Finally, both firms and

individuals also have an immediate gratification bias
and frequently act in pursuit of short-term interests.

2. Liquidity constraints that prevent employees or
firms investing in training. This is likely to affect
individuals to the greatest degree, particularly those
from the most disadvantaged backgrounds. However,
firms also suffer liquidity constraints.

3. Externalities. These cover the benefits and costs
of skill formation that investors in training cannot
fully capture. They can take many forms: negatively
they include firms poaching staff. Positive
externalities include societal benefits from education
or training such as improved health and increased
social cohesion.

4. Complementarity between general and specific
training *. Investment in firm specific training brings
greatest returns when undertaken in conjunction with
general training and visa versa. Employers are likely
only to invest in those employees with the right level
of pre-existing general education; employees may
only invest in general education if they believe specific
training will follow. There is also a market failure in
the transaction costs in signalling to other employers
the outcome of general training. Without industry-
or national-level accreditation, firms may not recognise
general training undertaken in other firms which
makes this, in effect, specific training.

Workers and firms, therefore, have incentives to invest
in skills but not always to the optimum level, and firms
have no incentive to invest in transferable general skills
which can be used by other companies or society.
The public sector’s involvement can mitigate risk,
overcome potential liquidity constraints, and promote
positive externalities. However, this narrative is not

4 General training provides skill or knowledge that is portable between firms, for example lteracy or presentation skills.
Specific training is that which only relates to a firm’s precise business requirements and cannot easily be transferred,
such as mastery of bespoke machinery.

18| Three’s Company: How employers, individuals and Government shape skills supply and demand



Workers and firms,
therefore, have
iIncentives to invest In
skills but not always to
the optimum level, and
firms have no incentive
to invest in transferable
general skills which can
be used by other
companies or society.




without dissenters. For example, Wolf (2007) argues
that evidence of market failure, particularly the negative
impact of poaching, is slight and the incentives training
provides mean it is only at the margins where the
problems occur. Keep (2002) points to conflicting
evidence on the subject of poaching, with one survey
showing that poaching was only a serious problem
for around 1 per cent of employers, and another
showing that poaching discouraged as many as 38
per cent of employers from investing in skills.

The ‘Skills Paradox’

Leitch argued that these market failures are most
prevalent at the lowest end of skills development and
government intervention should be focused on basic
skills and training up to a first Level 2 qualification.
O’Leary and Oakley (2008) define this as the skills
paradox: a vicious cycle where the lowest paid are
the least likely to participate in education and training
and the least likely to progress to better paid, more
secure jobs.

Research by the UKCES (2009b) agrees that the
market failure is greatest for those with the lowest
level of existing skills. Factors associated with a
higher probability of access to work-related training
were prior educational performance (those with higher
existing qualifications generally received more training)
and occupation (those working in
managerial/professional occupations or skilled
occupations rather than manual jobs). Interestingly,
in the UK, a trade union presence in a sector was
associated with increased level of training for all
employees, not just trade union members.

The barriers to participation in work-related training
for individuals are complex and interrelated, and

include financial factors, absence of clear information,
advice and guidance, negative pressure from family
or peers, a legacy of negative education experience,
and a perception of poor quality, irrelevant and
inaccessible provision.

Wider skills development market

When looking at Government intervention into the
skills development of the current and future workforce,
it is important to understand its impact on the market
in the round. This can usefully be broken down into
three broad market areas:

1. Young people’s entry into employment, which
captures the skills elements of compulsory
education, as well as post-compulsory further and
higher education. This is by far the largest area of
public expenditure with £8.5 billion allocated for
16-19 education and training (including
apprenticeships) and £5.6 billion for higher education
in 2010/11.

2. Retraining of adults, which includes those
employed and wanting to move into a different
occupation or sector, as well as those who are
currently unemployed. Public sector funding of this
activity includes the £1.8 billion post-19 learner
responsive budget, the £0.4 billion adult
apprenticeships budget (and a proportion of the
£0.8 billion 16-19 apprenticeship budget), an element
of the above HE budget, and part of the £1.0 billion
Train to Gain budget outlined below.

3. Employer training of their own staff. This market
can be broken down into three sub-markets: (1)
training of an employee to do their current job; (2)
training for beyond the job, but within the same
occupational area; and (3) training for beyond the
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needs of the occupation. The market failure analysis
presented above suggests that employers have a
strong incentive to invest in training employees to
do their current role, with weaker incentives to invest
in training beyond the needs of the role or
occupation. Individuals have incentives to invest in
all forms of training, with a stronger incentive to
fund training beyond the need of their current job
or occupation. These incentives sum to a significant
level of investment in training by employers and
individuals. Research has shown that 69 per cent
of the true cost of training is funded by employers
(of which just 22 per cent is made up of payment
to a training provider), with 34 per cent being funded
by the individual, and just 4 per cent being funded
by the state (although these ratios do vary
considerably by gender, occupation and employment
status) (UKCESa 2009).

Using a different methodology, the National
Employers Skills Survey estimated that employers
in England spent £38.6 billion on training — including
opportunity costs (time off to train and so on) - in
2007. Public sector involvement in this area is
predominantly through Train to Gain, which has a
budget of £1.0 billion for England in 2010/11. By
comparison, the private training market (that is the
market for training that employers buy without
Government assistance) is estimated to be worth
around £2.9 billion across the UK (NIACE 2009).

Deadweight cost?

A problem frequently associated with Government

intervention in employers’ training is funding activity
that would have been paid for by employers without
intervention. This can be illustrated through Train to
Gain, the Government’s flagship service to support
employers to improve the skills of their workforce. It
comprises a skills brokerage service, which advises

employers on their training needs and where they
can access relevant training, plus full public funding
for eligible employees to undertake specified courses
and qualifications, as well as contributions to some
other training paid for by employees.

By March 2009 Train to Gain had cost £1.47 billion
(of which funding of training accounted for £1.2 billion),
with a budget of £1.0 billion for 2010/11. Government
did learn lessons from the evaluation of the Train to
Gain pilot - which found that between 85 and 90 per
cent of the training was deadweight (Abramovsky et
al 2005) - by requiring the skills brokerage service to
focus more on ‘hard to reach’ employers (defined as
those that had not been involved in substantial
vocational training over the previous twelve months
and had not been recognised as an ‘Investors in
People’ employer). However, the National Audit Office
reported in 2009 that half of the employers who had
used Train to Gain would have arranged similar training
in the absence of the programme (although this might
not have led to the achievement of full qualifications).
It concluded that, thus far, ‘the programme has not
provided good value for money’ (NAO 2009).

Any Government funding of employer training is likely
to be associated with some degree of deadweight.
The challenge for policy makers and programme
designers is to take the lessons already learnt from
Train to Gain and minimise this. In doing so it will be
important to continue to focus on those employers
that are hard to reach and providing training that is
beyond the needs of the employees current role.

In sum, Government’s involvement in funding training
is founded on evidence of market failures, the
existence of which prevent improved productivity,
increased employment and greater social inclusion.
I now turn to how the effect of Government
intervention on tackling these market failures.
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The visible hand:
the ‘sKkills’
Government
demands



In skills policy people often use the
same words but mean very different
things; nowhere is this truer than with
reference to skills ‘demand’. Leitch
set out that ‘the skills system must
meet the needs of individuals and
employers. Vocational skills must be
demand-led rather than centrally
planned’ (HMT 2006). Developing a
system that meets the needs of both
individuals and employers is difficult,
but it is further complicated by the
considerable influence - akin to
another form of demand - that
Government leverages over the
education and training that is
provided, and who it is provided to.

By way of background figure 4 sets out how the LSC
budget was intended to meet the needs of the post-
Leitch demand-led system. Employer responsive
provision would be met through Train to Gain with
individual responsive provision gradually being fully
delivered through Skills Accounts. The shift to Train
to Gain has happened apace but the movement to
Skills Accounts has been slower than anticipated. The
Government announced in Skills for Growth that it
would introduce Skills Accounts for every learner, but
these are currently less ambitious than those envisaged
in Leitch, and are more akin to signposts to existing
learner entitlements.
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Figure 4: Projected expansion of demand led funding in England, November 2008
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Source: LSC (2008)

Within the two overarching demand-led budgets,
Government fees remittance policies play a large part
in determining what skills can be demanded. Patel et
al usefully summarise these (see box 1) and conclude
that the current full fees remittance framework is
skewed towards the young, those without a first Level
2 and those in receipt of benefit. In terms of employer-
led training, Government has a series of strong policy
preferences: first and full qualifications; basic skills to
Level 2; and ‘industry approved’ qualifications.

This analysis focuses on the ‘hard’ impact of
Government funding policy, although there are many
ways in which ‘soft’ Government action deliberately
and unintentionally impacts on the supply and demand
of training (a current example is the recent national
drive to cut obesity and promote the 2012 Olympics,
leading to a boom in the take-up of sport related
qualifications).
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Box 1: Eligibility criteria for fee remission under learner and employer responsiveness

Funding model

Source: Patel et al (2009)

Eligibility criteria for fee remission

16 to 18 year-olds.

19 to 25 year-olds studying their first full Level 3* qualification.

Learners studying their first full Level 2 qualification.

Level 3 jumpers (those taking a full Level 3 without having a full Level
2 qualification).

Those in receipt of any income-based benefits listed below, formerly
known as means-tested benefits.**

Offenders who are serving their sentence in the community.

Those taking learning aims that are funded as basic skills as defined
in Section 3 of ‘Principles, Rules, Regulations’, excluding ESOL.

Asylum seekers eligible for LSC FE funding and in receipt of the
equivalent of income-based benefit (assistance under the terms of
the Immigration and Asylum Act 1999) and their dependants.

Certain learners participating in LSC-funded projects where identified
in the project specification.

16 to 18 year-olds.

First full Level 2.

Eligible Train to Gain learners taking additional Level 2 qualifications
as identified by the sector skills council in a sector compact and/or
the Sector Qualification Strategy.

Level 3 jumpers (those taking a full Level 3 without having a full Level
2 qualification).

Eligible Train to Gain learners aged under 25 at the start of their first
full Level 3 qualification.

Age 16 - 18

N/A

N/A

N/A

N/A

Age 19+

Qualifications

Benefits

Others

* For the purpose of the entitliement, four AS-level qualifications are not regarded as equivalent
to a full Level 3 and that AS-level qualifications are eligible within the entitlement only where
they form steps towards the achievement of two or more A-levels.

** This includes: unemployed people in receipt of income-based JSA, Council Tax Benefit,

Housing Benefit, Income Support, Working Tax Credit with a household income of less than
(ESA) - a new

£15,050, income-related E and Support

27 October 2008, contribution-based JSA and the

Jobcentre Plus) of those listed above.

1ts (as defined by
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Target-led ‘skills’ provision

Government’s target structure embeds qualifications
as the objective and outcome of skills policy. It is
recognised that skills and qualifications are not the
same thing, yet in both local and national strategy they
are frequently used interchangeably. For instance,
Leitch identified targets for the achievement of
qualifications levels — 90 per cent of adults qualified
to at least Level 2, 40 per cent qualified to at least
Level 4 - the achievement of which won’t necessarily
improve productivity, social inclusion or skill levels.
They do however create pressure on Government, its
officials and its agencies to meet them. This means
that strategy ostensibly about raising skills levels has
the scope to become too heavily focused on delivering
more qualifications.

Qualifications are problematic in that they only measure
part of the skill spectrum. For instance, it is particularly
difficult to measure generic or soft skills such as
punctuality or communication ability. For some
employers these generic skills are as important as
technical skills, but as they are usually uncertified, they
are hard to count and therefore hard to target. An
additional problem is that they are not always ‘skills’
in the traditional sense, but an amalgamation of skills,
attitudes, dispositions, values and behaviours (Payne
1999). Attempts have been made in the past to certify
these ‘skills’, most extensively in the ‘core skills project’,
begun in 1982 by the Manpower Services Commission.
This identified 103 generic or transferable skills across
14 skills groups and four core areas (number,
communication, problem solving, and practical). Since
then, the importance of such skills for all job roles has
been frequently identified in research and policy,
although the question of how they can be accredited
(and indeed whether or not they can be taught or

learnt) has never been satisfactorily answered.

In addition, employers (and often employees too)
generally prefer short courses that provide more
immediate company-specific skills delivered at a time
and in a place to suit them. This contrasts with the
Government’s policy preference to deliver qualifications
through full time courses over the academic term,
highlighting the tensions between a demand-led
approach to education and training and the market
failure rationale for intervention.

The employer leadership paradox

Government policy on skills puts an emphasis (based
on the market failure analysis) on qualifications below
Level 3. However, evidence shows that for employees
investment in qualifications lower than Level 3 often
brings little or no wage gain (although it can be a
stepping stone to higher levels of achievement) and
may create little productivity increase for the employer
either. For instance, a 2007 study by the University of
Sheffield (Mclntosh 2007) found that, while there was
a significant positive correlation between an individual
undertaking an apprenticeship or vocational
qualification and their being in employment, with the
exception of apprenticeships, returns to vocational
qualifications are generally low. In their research,
compared with individuals with other Level 2
qualifications, holding an NVQ at Level 3 on average
provides just a 2 per cent wage lift and holding an
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NVQ at Level 2 was associated with a 7 per cent wage
decrease®. Jenkins et al (2007) found a slight wage
return from achieving a NVQ at Level 2 (2 per cent
wage lift compared to those with a qualification below
NVQ Level 2), and larger wage increases from other
non-NVQ Level 2 qualifications (with a BTEC Level 2
providing a 13 per cent increase, City and Guilds Level
2 a7 per cent increase, and RSA Level 2 a 16 per cent
increase). They also find that the route of acquisition
has an impact: those gaining an NVQ through work
achieved on average a wage increase of 10 per cent.
In comparison, those who gain an NVQ through
Government supported training (the data they use is
from 1997 to 2006 so this does not include the impact
of Train to Gain) experience lower wages of 2 per cent
on average (although the results are not statistically
significant and can be explained by the unobserved
characteristics of those most likely to undertake
Government supported training). They also report
occupational and sectoral differences with, for instance,
higher returns for skilled occupations and construction
than for sales and retail.

In sum however, the research to date on returns to
qualifications asks more questions than it answers.
The depth of data is not sufficiently fine-grained to
satisfactorily understand the complex factors
influencing the impact of achieving different
qualifications through different routes and different
providers, and for individuals at different points in the
life-cycle with different personal characteristics. To do
so will require much more sophisticated progression
tracking and data capture after an individual has
completed education or training (this is discussed in
more detail later).

However, the data does point to what can be termed
the ‘employer leadership paradox’. The market failure

rationale for public sector intervention in developing
an employer-led skills system means that it often has
to deliver precisely the opposite: the skills and
qualifications that employers don’t want and won’t
pay for. Indeed, in an Ofsted survey a quarter of
employers state that the emphasis on full qualifications
below Level 3 diminishes the demand-led focus of
Train to Gain and that these employers generally
prefer smaller or customised qualifications, or
knowledge-based, not competence-based
qualifications (Ofsted 2008).

Government did briefly allow a more flexible approach
to employer-responsive Train to Gain during the
recession. From January 2009 Government permitted
the funding of employees to gain repeat qualifications
(i.e. a second Level 2 or 3 qualification) and small and
medium sized employers to access fully funded unit
and short qualifications. However, Skills for Growth
announced that these flexibilities would be withdrawn
from Autumn 2010. These restrictions mean that, rather
than being presented with a demand-led system,
employers are faced with a series of entitlements to
train a sub-set of their workforce towards a prescribed
qualification which they may not value. There are clear
fiscal reasons for this — a fully demand-led system
would expose Government to financing the full cost
of employer training — but, without clear articulation,
the language of ‘demand-led’ and ‘employer-leadership’
risks creating confusion and disillusionment amongst
employers to the potential detriment of their involvement
in training. If serious enough, this has the potential to
lock in under investment.

5 It is worth noting that their methodology differs to others which have more optimistic results
(such as that undertaken by Dearden et al, 2004) as previous studies generally compare
individuals with an NVQ Level 2 to those individuals with no qualifications at all, whereas their
control group was those individuals who already have a qualification at Level 2. This methodology
appears superior as the opportunity cost of achieving an NVQ or apprenticeship is better
thought of as not being able to achieve a different i 1 rather than not ieving a
qualification at all.
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In a demand-led system the
presence of ‘demand’ alone
Isn’t enough, there also has
to be a market of learner(s)
and provider(s) so that it is
economically viable for a
provider to deliver the training.
While demand emanates
from individuals, employers
and the Government, the
market is created in the
interaction between
education and training
provider and the individual
and/or the employer.




Industry approved qualifications

Following on from this, the third impact of Government
policy is the movement towards only funding
qualifications that have been approved by the SSCs.
Leitch set out that the reformed and re-licensed SSCs
would ‘deliver more economically valuable skills by
only allowing public funding for vocational
qualifications where the content has been approved
by SSCs’ (HMT 2006). O’Leary and Oakley’s (2008)
research suggests that the positioning of Sector Skills
Councils between employers, qualification agencies,
training providers and learners complicates the
process unnecessarily. The employers they visited
complained that the qualifications approved by the
SSCs, and thus eligible for public funding, were
frequently not the most up-to-date or useful and that
attempts to get SSC approval for qualifications was
difficult and lengthy. Ofsted (2008) supports this,
reporting that it is often the case that priority
qualifications don’t meet employers’ needs accurately.
It is also arguable that the SSCs role in the approval
of qualifications undermines their role as providers
of independent advice to employers and individuals.

This is exacerbated by the qualification system moving
slowly relative to business need. The Government’s
Skills for Growth ambition is for qualifications to be
developed in an average of 6 and a maximum of 12
months. However, even with these reduced
timescales, by the time the qualification is accredited
the business requirement or opportunity may well
have passed.

Moreover, economic value is a difficult concept to
define and it changes with context. For instance, in
recent years a popular topic for debate has been the
growth of media studies courses. However, if you are
about to start a communications consultancy then a

media studies qualification (of the right kind) could
well be hugely economically valuable; if you are
intending to be an architect then it probably won’t be.

An added complication is that employers are likely to
think of skills issues based firmly in the context of the
current situation they are facing. Employers have
difficulty accurately articulating their training needs 3,
5 or 10 years hence (although this is precisely the time
frames that individuals are basing their decisions on
when they decide to undertake training). It is also likely
that a (inevitably finite) list of approved qualifications
will fail to pick up demand from niche and growth
sectors. Thus, if employers are to lead the training
system they have to be involved in such a way that
also meets the long-term aims of the economy and
society. Without the right checks and balances, an
employer-led training system will train people for the
economy of today, not the economy of tomorrow.

Picking winners?

New Industry, New Jobs and Skills for Growth
introduced a desire (likely reinforced by public
expenditure considerations as well as the
Government’s new-found appetite for skills activism)
to ‘focus more of the skills budget on the areas of
the economy which can do most to drive growth
and jobs’. Skills for Growth recognises that ‘it is
impossible to predict in advance where such
targeting might be needed’ but does outline that
‘priorities for increased funding include life sciences,
digital media and technology, advance
manufacturing, engineering, construction and low
carbon energy’ (DBIS 2009a).

Sector-based policy comes with a level of risk, and
the opportunity cost of undertaking such policies
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in terms of reduced funding elsewhere needs to be
borne in mind. The Manchester Independent
Economic Review (MIER 2009a) concluded that,
despite being popular amongst the policy
community and the direct beneficiaries, there is
little evidence that sector-based policies have
delivered significant (or indeed any) benefits.
However, the reviewers do recognise that for major
infrastructure investments — such as MediaCity:UK,
the airport or the Daresbury Science and Innovation
Campus — some level of public sector coordination
is desirable. If such a policy is to be pursued in
Manchester, it will be important to develop robust
criteria — linked to the MIER findings — on which to

base the sector priorities.

Creating a market for employer training

In a demand-led system the presence of ‘demand’
alone isn’t enough, there also has to be a market of
learner(s) and provider(s) so that it is economically
viable for a provider to deliver the training. While
demand emanates from individuals, employers and
the Government, the market is created in the interaction
between education and training provider and the
individual and/or the employer. Ultimately it is the
agents who deliver skills policy — education and training
providers — who get the last word on how it works in
practice and who can have a disproportionate impact
on what training is supplied.

Currently there are two main ways in which the market
for employer-responsive training is created: contacts
made through the activities of the skills brokerage

service and direct employer contact with the college
or training provider. The LSC estimate that around 20
per cent of learners on Train to Gain funded provision

between August 2006 and July 2008 came through a
broker referral. However, brokers believe that this could
have been higher as some providers didn’t responded
to referrals, in particular those referrals of small numbers
of learners when running a course might not be cost-
effective for the provider (NAO 2009).

Bewick (2009) argues that brokers have an incentive
to ‘cherry pick’ easy targets — predominantly larger
firms in the public or commercial sector — rather than
engage with the difficult to reach, small private firms.
Ofsted’s evaluation of the impact of Train to Gain
supports this, concluding that genuinely hard to reach
employers — defined as those with a poor history of
training or a strong resistance to it — were too few in
number. The remaining 80 per cent of Train to Gain
starts were created through direct contact between
providers and employers. Ofsted’s evaluation of this
activity concluded that ‘few employers beat a path to
providers’ doors. Most of the employees were recruited
as a result of promotional work carried out by providers,
suggesting that provision was supply driven, rather
than demand-led’ (Ofsted 2008).

Colleges and training providers have strong incentives
to maintain the status quo in supply, chiefly because
of the financial risk associated with developing new
training provision. Moving into — or creating — new
markets for training will involve recruiting new (or
retraining existing) staff, as well as potentially requiring
capital investment in new buildings or equipment. It
may also mean making existing staff or capital
redundant. Experience in all markets shows that, even
with the best market intelligence, it does not always
follow that, once supply is in place, the forecast levels

30 | Three's Company: How employers, individuals and Government shape skills supply and demand



80 per cent of Train to Gain
starts were created through
direct contact between
providers and employers.
Ofsted’s evaluation of this
activity concluded that ‘few
employers beat a path to
providers’ doors. Most of the
employees were recruited as
a result of promotional work
carried out by providers,
suggesting that provision was
supply driven, rather than
demand-led’ (Ofsted 2008)
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of demand will actually emerge to meet it. This serves
to illustrate the importance of factoring in the incentives
and motivations facing providers when developing
skills policy. Currently, employer responsiveness is
covered in the Framework for Excellence — a set of
performance indicators which outline aspects of a
training provider’s provision. However, this only covers
the satisfaction levels of employers who accessed
training, not those who haven’t engaged with a training
provider. Evidence from the National Employers Skills
Survey shows that employers who receive publicly-
funded training are generally happy with it; the real
issue is how to get more (and different: the harder to
reach) employers involved in training (NESS 2007).

What does this all look like? Skills supply in Greater
Manchester

How then do these competing forms of demand come
together to shape skills supply? Research undertaken
by New Economy on Manchester’s LSC-funded supply
of Level 2 and above® vocational qualifications provides
some useful insights. This analysis utilises forecasts
for the total number of job opportunities mapped to
LSC-funded supply.

As one would expect, there is little conclusive evidence
of a training system that meets or fails to meet the
needs of employers or individuals. After all, LSC-
funded supply only covers a small proportion of the
total amount of training activity in the economy, and
the number of people involved in training at any one
time in the workforce is relatively small. However, it
does highlight what appear to be several striking
mismatches between supply and demand. For instance,
there were 4,300 starts in vocational programmes at
Levels 2 and 3 related to hairdressing and barbering
in 2007/08 against a forecast demand of 704.

6 Only those qualifications at Level 2 and above were analysed, as it is at this level that training
is designed to provide occupational competence. Even though this is also true for a small
number of Level 1 qualifications, these have been excluded from the analysis. The assumption
is made that an individual undertaking training at Level 2 is likely to want to work in the relevant
occupation.

In Manchester there are approximately 6,600 people
working as hairdressers or barbers, so the state was
training in one year the equivalent of two-thirds of the
total workforce. A similar pattern is evident with regard
to beauticians (2,600 starts against a workforce of
3,000 and forecast demand of 320) and motor
mechanics and automotive engineers (4,060 starts
against a workforce of 9,200 and demand of 170).

These examples are not provided to suggest a need
for central planning; they illustrate a potential systematic
fault in the demand-led system which means it might
not effectively meet the needs of either employers or
individuals. They also indicate that the current sum of
individual, employer and Government demand may
fail to encourage an efficient use of public funded
training resources. Several explanations can be posited
for this:

e individuals are basing their learning decisions on
inadequate careers information, advice and guidance.
The learning they have undertaken leaves them with
economically valueless qualifications and possibly
a damaging residue of frustration and disillusionment;

e individuals are acting rationally and the skills and
competencies gained in achieving their qualifications
are useful to gain employment, albeit in different
occupations and sectors to those that they specifically
trained for;

e education and training providers (either in response
to deliberate or unintended Government signals
through the funding system and associated
bureaucracy, or at their own instigation) are using their
influence to encourage individuals to undertake training
that does not meet employer demand and does not
have good long term employment prospects; or

e employers’ business models and business practices
mean that their turnover of staff is such that they are
required to continuously train new staff or to have a
significant pool of skilled staff from which to recruit.
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Box 2: UKCES indicative model for publicly funded learning programmes

Customer
satisfaction

Learner
success

Positive
destination in
further learning
or work

Holders of this qualification have
good, OK or poor job prospects

Quality
inspection

64%  55%

40%

Poor Good

These are the percentage scores
either achieved by previous

" learners in their studies (learner
success) or reported by customer
follow up surveys

This shows the performance of

this course on a scale of a good,
OK and poor compared to similar
courses and is provided by the
XXX Funding Council

This is the grade given to the
learning provider or department
for which this course falls. The
grade is provided by OFXXX
which regulates standards of
learning

Source: UKCES (2009b)

In reality a combination of all four come together to
create the pattern of supply. For the first three
explanations this leads to the conclusion that, as a
minimum, improved and additional labour market
information needs to be provided so that individuals
and employers can make more informed decisions
about their training. It may also need to be delivered
in more effective ways. A significant gap in this area
is robust and routinely collected course and institution
level data on labour market outcomes for learners so
that individuals and employers can independently
access the benefits of a training option. The UKCES
has developed a model to address this (Box 2), which

the Government tentatively agreed to develop and
adopt (albeit without a clear timetable for
implementation) in Skills for Growth. For it to be
effective, the collection of learner destination data has
to be made compulsory for all publicly funded courses.
Otherwise it is unlikely that providers will choose to
collect it voluntarily. In the absence of this information,
it is difficult to see how advice relating to course choice
can be based on anything but anecdote.

Finally, if the root cause is the final explanation, it calls
for a more radical approach and it is to this that | turn
in the final chapter.
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Skills utilisation
and demand: why
investing in skills
alone isn’t enough



The notion that higher levels of skills
increase productivity sounds so
obvious it should be true. However,
while research has identified a link
between skills (using qualifications
as a proxy) and labour productivity,
it has yet to provide a conclusive and
causal relationship.

There are three broad explanations for this. First,
skill levels aren’t the only factor that affects
productivity. Leitch set out that skills account for
around a fifth of the UK’s productivity gap with
better performing countries, with the remainder
being predominantly driven by the Treasury’s four
other ‘drivers of productivity’, the level of
competition, enterprise, innovation and investment.
Second, as already discussed, not all qualifications
with the same notional level will have the same
economic return. Factors such as how the
qualification matches the needs of the local economy
and the personal circumstances of the individual
will all have an impact on the eventual economic
return. However, again, the absence of institutional
and qualification-level labour market outcome data
makes a full assessment of this impossible. Finally,
knowing a region’s stock of skills does not give an
understanding of how efficiently these skills are
being used. This section examines this third
challenge arguing that policy needs to take greater
account of issues surrounding skills utilisation.

7 Graduate level jobs have been defined as those occupations falling under the following
standard occupational classifications: Corporate Managers, Science and Technology
Professionals, Health Professionals, Teaching and Research Professionals, and Business and
Public Service Professionals. These are the occupations that are defined as requiring Level
4 and above skills

8 Note: over the whole period performance is more variable, caused primarily by a large spike
in both graduates and graduate level jobs between 2005 and 2006. The 2007 and 2008 data
suggest this was caused by a sampling error 2006 rather than a true increase.

A low skilled equilibrium

A key assumption of the human capital approach is
that all firms need to increase their levels of skill to
compete internationally in an increasingly global
economy. However, Finegold and Soskice (1988)
challenge this, arguing that a ‘low skills equilibrium’
exists in certain firms and sectors caused partially by
senior managers being unable to identify how or when
high level skills can be utilised to the benefit of the
business, but also because there are still business
models in the UK that allow firms to compete
successfully based on low cost, low skill operations.
This analysis has been developed into a large body of
academic and business management literature which
provides strong empirical evidence for this low skilled
equilibrium. The UKCES (2009a) provided evidence
that that there is a considerable excess of supply of
jobs for people with no qualifications, and a
considerable under supply (of over 1 million nationally)
of jobs for people with degree level qualifications. This
has been exacerbated in recent years due to the pace
of growth of graduates outstripping the growth of
graduate level jobs’. Figure 5 shows growth in
Manchester residents holding graduate level
qualifications against growth in graduate level jobs,
which echoes these findings. Over the whole period
2001 to 2008 the number of residents with Level 4
and above qualifications has increased by 85,100 but
the number of graduate level jobs has increased by
only 48,200°.

Looking at the stock of graduate level skills and jobs
in Manchester against other UK cities also supports
the notion of an oversupply (or underutilisation) of
Level 4 and above skills. Figure 6 shows the proportion
of the economically active population with Level 4 and
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above qualifications mapped against the availability
of jobs that are thought to require Level 4 and above
skills (this is shown as Level 4 jobs as a percentage
of the economically active population). It clearly
illustrates that in Manchester, as with all the comparator
cities and the UK, there are more graduate qualified
residents seeking work than there are graduate level
jobs available.

Figure 5: Graduate level qualifications and graduate level jobs
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Figure 6: Graduate level qualifications and availability of graduate level jobs for Manchester, selected
cities and the UK as a percentage of economically active population
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The key implication of this analysis is that focusing on
skills supply issues alone won’t improve productivity
or achieve social inclusion objectives unless there is
also an emphasis on raising demand and utilisation
of skill by employers. Policies that assume all firms
want or need to move up the value chain to remain
competitive are destined to fail. The Leitch Review’s
conclusion, reflecting that of many employers and
their intermediary bodies, is that the barrier to higher
levels of participation in training is, essentially, a supply
side problem and, specifically, the training system

itself. By giving employers more control over content
and delivery of training, it is hoped that they will invest
in more training which will foster more skill
accumulation. However, it is important to reflect that
demand for skills is a derived demand: no matter how
responsive the training system becomes. The body of
literature on skills utilisation suggests that, unless
business models, HR practices and so on change then
there won’t be an increase in demand for skills or a
consequent boost to productivity.
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Skills utilisation and high performance working
practices

Developing skill utilisation policies

This implies that policy needs to be about more than
ensuring the accumulation of a large stock of skills
and qualifications and to take in a wider perspective
including how these skills are subsequently utilised in
the workforce. The majority of skills utilisation research
has focused on high performance working (HPW)
practices. There isn’t a definitive list of practices that
constitute HPW, but it includes HR policy and practice,
management and leadership, organisational vision,
and employee empowerment. The benefits of adopting
HPW are tangible: UKCES (2009a) quotes studies that
show a fifth of the gap in productivity and profitability
between firms can be accounted for by HR practices;
a 10 per cent increase in business investment in HR,
training and management equated to an average
increase in profit per employee of up to £1,280.
Deploying a greater range of HR practices can double
the profit per employee and halve attrition rates. It is
important to note that HPW practices are most
successful when they come as a ‘bundle’ as they
equate to more than the sum of their parts. However,
the literature is less clear on the transmission
mechanisms between many HPW practices and
business models and movements up the supply chain.

This is perhaps the reason that, whilst skills utilisation
has been picked up in national policy in the past, it
has not been at the forefront of policy and did not
loom large explicitly in the Leitch Review. However, it
now seems to be slowly moving towards the centre
of policy. In particular, a significant amount of research
and policy work on the subject has been instigated
by the UKCES in the 18 months since it was
established. This has tentatively fed into national policy
with the Department of Business, Innovation and Skills
agreeing to ‘examine carefully’ UKCES’ review of high
performance working and pursue how to progress its
recommendations (DBIS 2009a).

A shift in policy toward skills utilisation is not without
difficulties. Current policy makes relatively few asks
of employers — placing the emphasis on the public
sector and the training system to get its house in order
- and Government has in the past found it difficult,
and with due reason has been reluctant, to tell
employers how to manage their staff and run their
business. Britain’s deregulated, flexible labour market,
with minimum requirements and regulations placed
on employers regarding what training they should be
expected to provide, is both a cause, and a result, of
this (Keep 2009).

To overcome this, it seems sensible for skill utilisation
policies and programmes to be developed jointly
between the public and private sectors. Currently the
Skills Brokerage Service is mandated to provide an
independent skills advice service for employers.
However, the NAO's evaluation of its activity found
that only 55 per cent of employers who had contact
with a skills broker received an organisational needs
analysis. Of those only 52 per cent felt it helped them
to identify skills missing or in need of improvement in
their organisation (NAO 2009). Clearly the reasons for
this need to be identified and addressed. Further, if it
is accepted that employers may be acting rationally
(or at least not acting irrationally) in light of the incentives
their businesses face, it also suggests that current
policies of exhorting the virtues of training to encourage
employers to train more may only be successful on
the margins (Keep 2009).

Tackling low skills utilisation may also require more
ambitious policies that create incentives for firms to
move up the value chain so that they see training not
as a cost but as an investment. Nationally it has been
suggested that publicly traded firms should be required
to publish the amount they spend on employee
education or training, or that ‘low-skilled’ firms should

38| Three's Company: How employers, individuals and Government shape skills supply and demand



be taxed at a higher rate than ‘high-skilled’ firms
(O’Leary and Oakley 2008). A more realistic local
solution is to use public sector leverage through its
procurement of goods and services to encourage firms
to adopt training and skills utilisation programmes.
New regulation may also have an important part to
play. As will encouraging employers to learn from other
employers who have moved up the value and skill
chain. Again, a focus on skills utilisation and HPW also
calls for a focus on different measures of success, in
particular a focus on firm level productivity.
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This paper has explored the
relationship between employer,
individual and Government demand
for skills. It has drawn out the
challenge of public sector intervention
founded on evidence of market failures
and employer leadership.

Despite progress the sum total of current policies is
a publicly-funded training system that does not appear
to be operating as efficiently as it might to meet the
needs of individuals, employers or the economy.
Research indicates that there are occupational areas
of large over- and under-supply, potentially equipping
individuals with economically valueless skills and
consequently demotivating or frustrating them.
Government funding of training is also associated with
large amounts of deadweight — that is the state is
financing training that employers would have paid for
without intervention.

A key impact of current Government policy is too high
an emphasis in policy and delivery on qualification
targets. Targets mean that policy becomes about
achieving qualifications for their own sake. This is
particularly reductive as qualifications only measure
part of the skill spectrum.

While research has identified a link between skills
(using qualifications as a proxy) and labour productivity,
it has yet to provide a conclusive and causal
relationship. This is a challenge to the policy assumption
that the most skilled regions will be the most
competitive, the fastest growing, and able to support
higher standards of living. Evidence exists that the UK
(and Manchester) may be operating in a low skilled
equilibrium where businesses can still compete

successfully on low skill, low cost business models.
As demand for skills is a derived demand — no matter
how responsive the training system becomes firms
need to demand training based on business need -
some commentators argue that unless firms’ business
models, HR practices and so on change there won’t
be an increase in demand for skills and the consequent
productivity, employment and social inclusion boost
that policy hopes for.

The key recommendations for policy makers generally
(and New Economy in particular) are:

Driving efficiencies in the skills system

Reduce any deadweight associated with public funding
of employer training.

New Economy should take a lead in eliminating this
and developing smarter interventions. In terms of
promoting advancement in the labour market and
productivity improvement, a possible approach (similar
to that previously used) might be a two-tier Train to
Gain funding model. Training that only requires on-
the-job assessment would attract a lower rate of
funding than that which requires time out of the
workplace (as this indicates that it is providing training
beyond the needs of the job). In due course, a match-
funding model could be explored to encourage rather
than offset employer investment in training. Funding
should also be withdrawn for qualifications that have
to be achieved to meet regulatory requirements to
work in an occupation or sector.

Support public sector providers to be more responsive
to the needs of employers

Employer leadership of the skills system does not have
to mean public-funding of training costs. A key part
of encouraging employers to fund more of their training
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will be working with colleges and training providers to
ensure that their provision meets the needs of
employers (including reformed or new qualifications
and units, the length, time and place of delivery etc).
This will inevitably involve the development of better
local relationships/leverage and potentially the use of
stronger inspection.

Promote greater utilisation of skill amongst employers

Policy should have a greater focus on generating
demand for skills and ensuring that firms are utilising
the skills of their workforce efficiently. Promotion of
high performance working practices is key, as are
incentives for firms to move up the value chain (including
using local public sector procurement rules). Across
the UK, the UKCES are taking an active lead in this
area and New Economy should ensure that it aligns
closely with this activity. It will also be important for
New Economy to have oversight and influence over
the activity of the Skills Brokerage Service in this area.

Focusing on addressing market failure

Address information failures

Individual demand needs to be properly informed by
the provision of good careers advice and guidance
based on up-to-date information on economic and
labour market trends and likely future employer
requirements in the travel to work area. It is particularly
important that both learners and employers have
access to course level information on the quality of
provision, particularly the wage return and labour
market outcomes associated with training at a particular
college or training provider. The UKCES indicative
model for performance information on publicly funded
learning programmes (see Box 2) should be explored
and possibly trialled in Manchester. New Economy
should work with education and training providers

(including higher education) to develop this information
for all courses and providers in Manchester as soon
as is practicable.

Address liquidity constraints

New Economy should lobby for funding for individuals
to be channelled through ‘real’ Skills Accounts that
provide clear additional funds (in the form of low interest
loans) to access further education, higher education
or work-based learning, including part-time courses.
These would be similar to the student loans that are
already available for young undergraduates accessing
higher education. Government should seek to keep
these accounts as open as possible to encourage all
individuals to develop their human capital. If lobbying
is unsuccessful, then Manchester should look to recycle
savings in the system, made by reducing deadweight
elsewhere, and create its own scheme.

Bringing together the totality of the education and
training system

Ensure that the roles of under-19 provision, higher
education and the private training market in skill
formation are not overlooked

Providers of all types play an important role — in
both the formation of policy and its delivery. It will
be critical to make full use of all providers — public
and private - in order to strengthen employer
relationships and responsiveness in the system.
Although not formally included in New Economy’s
‘Section 4 powers’, under-19 education and training
and higher education are both a key part of the
development of the future skills stock. The private
sector training market is vitally important in the
developing the current workforce. A key role for
New Economy will therefore be to build on its local
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authority, higher education and employer
membership to develop firm and mutually supportive
links with all providers of education and training.

Develop a clear role for union involvement

Nationally, the involvement of the unions in the work
of the UKCES has the scope to kick-start a revival
in attempts to develop a social partnership approach
to skills development and industrial strategy. There
is also evidence that the presence of a union
increases skills levels for members and in the sector
in which they operate. Trade Unions should be
represented in the New Economy Board.

Linking education and training with employment
programmes

Forge better links between employment and skills
policy

It was beyond the scope of this paper to examine in
detail, but it is essential that New Economy successfully
bring together skills and employment policy and
implementation. Skills policy in isolation is rarely
effective. When making the links with employment
activity it will be important to reflect that those
programmes which are supplied are often a function
of what Government or individual providers choose to
make available for free to unemployed residents, and
what their Personal Adviser wants them to undertake,
rather than through any real sense of employer or
individual demand.

Targeting increased productivity and improved
economic participation

Targeting productivity and social inclusion

Qualifications have an important role to play in
accrediting skills and making specific skills transferrable.
However, as a target they skew the focus of activity
away from what policy in its broadest sense is designed
to achieve. In evaluating the effectiveness of
Manchester’s skills policy it is essential that targets
reflect the headline goals of policy: increased
productivity and improved social cohesion. New
Economy’s strategic focus should be on measures of
firm level productivity and individual labour market
outcomes rather than the stock of skills or qualifications.

If improvements are not forthcoming in productivity or
labour market participation, the feasibility of funding
training providers based on labour market outcome
should be explored. Paying providers on outcome
after six months for example would shift incentives
towards meeting the needs of employers, not
Government targets. Although it should not be the
preferred option, as it risks being overly complex and
bureaucratic.
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Areas for additional research

As a working paper, this document inevitably raises
more questions than it answers. In particular, to fill
some of the more obvious gaps, additional research
could usefully be done in the following areas:

o the role of Government ‘soft’ power (indirect influence,
personal relationships between providers and policy
makers etc) on skills supply;

e the effectiveness or otherwise of sector based skills
policy (where there is seemingly a divide between
skills activism and the recommendations of the
Manchester Independent Economic Review);

¢ the impact of life-cycle effects on the economic and
labour market return to skills development and
qualification achievement; and

e the transmission mechanisms that link high
performance working practices and movement up
the skill and value chain, and the effectiveness of
transplanting HPW practices from one firm to another.
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