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FOREWORD BY FUTURESKILLS SCOTLAND

Chris Humphries is passionate about skills. For him, investing in
people’s skills is central to:

e improving the performance of businesses and, ultimately,
the whole economy;

e rising to the opportunities of demographic change,
especially an ageing population; and

o tackling inequality and social exclusion and giving people
better life chances.

This paper reflects his wealth of experience as an advisor to
governments, a leader of business organisations and, now, the
Director General of City & Guilds. It presents challenges to people,
employers and governments and concludes with a ten-point plan:
the priority initiatives that Chris Humphries believes are essential
to “ensure a secure future for our people, our businesses and
our economy.”

FOREWORD BY FUTURESKILLS SCOTLAND

A theme that strongly influences the plan is ‘change’. Chris
Humphries highlights the ageing population and shifts in the patterns
of industries and jobs as two, related trends that demand particular
attention. When dealing with population ageing he rightly highlights
the international dimension of this issue: population ageing is
something facing most European nations. He also emphasises the
opportunities that ‘positive’ ageing presents: increased life-spans,
with more people living healthily for longer mean a possible increase
in the supply of labour.

On the changing structure of industries and jobs, Chris Humphries
makes two important points. First, the way in which the economy
is changing is often misunderstood. While there is ever increasing
demand for people with high level skills, there is also a growing
need for people to do jobs that typically need lower level skills.

As other commentators have said, the economy is producing more
‘lovely’ jobs as well as more ‘lousy’ ones . We are not on a one-way
street to a high-skills knowledge economy.

Secondly, the need to replace people who leave jobs - because they
retire, move to another job etc. - creates many more vacancies and
training needs than the 'new’ jobs that arise from growing industries
and occupations. The real significance of an ageing workforce is that
even in industries that will see job losses - like much of manufacturing
- retirements mean that job opportunities will arise for new workers.

This paper sets challenges for us all. It also provokes thoughts and
sheds light on a range of issues. It is a welcome contribution to the
debate on skills.



SKILLS IN A GLOBAL ECONOMY

Over the last ten years, workforce skills have grown in increasing
importance on government agendas around the world as the
realities of global competition have become clearer. The unusual
and simultaneous threats and opportunities posed by new
technologies, the progressive liberalisation of international trade,
and the increasing mobility of capital and labour, require each
nation to be clear on where its strengths and unique opportunities
for economic growth and security lie.

Thomas Friedman, in his exciting and disturbing 2005 book “The
World is Flat”, describes his story as “a tale of technology and
geoeconomics that is fundamentally reshaping our lives — much,
much more quickly than many people realize.”" We are all faced
with opportunities for levelling the economic playing field for the
world’s nations, as well as challenges for both developing and
developed countries to find their place in a world in which the
rules are rapidly changing.

A key risk for the planet is that of exclusion. We are already seeing
the political consequences of a growing gap between national
‘haves’ and ‘have nots’, and must strive to ensure that all nations
are assisted to benefit - i.e. that the economic playing field really
does begin to level. An equivalent risk exists at the national level,
and governments must ensure that the benefits of a strong economy
are able to be accessed by the population as a whole, and that the
divide between the richer and poorer citizens narrows, and does

not actually widen. The recent social troubles in France and across
much of Europe are signs that this risk is very real.

Click here for SLIDE 1

SKILLS IN A GLOBAL ECONOMY

It is essential that national governments respond to these challenges
in a way that helps to build what Professor Stephane Garelli
described in the 1995 World Competitiveness Handbook as a
‘competitive society’ - “one which achieves a dynamic equilibrium
between wealth creation and social cohesion.”

For any developed nation, economic development and social cohesion
are two sides of the same coin. They are necessarily intertwined, as
a strong economy is essential to create the opportunities needed to
help each individual achieve their full potential, and to support those
whose opportunities for personal growth and success may be limited
by personal or social circumstance.

The Prime Minister said recently “the best form of social inclusion
is a job”. An acid test for any national strategy for a sound economic
future is the extent to which it truly creates this equilibrium between
economic competitiveness and social inclusion.



OMNIPRESENT CHANGE

The drivers of economic change are many and interact in complex
ways, with countries at different starting points, and with varying
natural, economic and social strengths and weaknesses.

Each nation must understand its own position on the spectrum of
change relating to each of the drivers. Whilst technology may be
ubiquitous, it impacts on different societies in different ways.
Countries like China are adopting cellular telephony on a grand
scale, eased by the fact that they do not have an existing wired
infrastructure holding them back. The impact of demographic change
is most profound in Europe (plus Japan] with China preparing itself
for a major “agequake” over the coming decade. Birth-rates are
beginning to decline in Africa and the Indian sub-continent, but their
populations will still continue to grow for many years yet.

Click here for SLIDE 2
Click here for SLIDE 3
Click here for SLIDE 4

OMNIPRESENT CHANGE

| will look at a number of these ‘drivers of change’ in more detail
later, but the important message is that the pace of change in, and
the start and end points of, different nations is extremely varied, an
actually helpful situation which could assist each nation in finding a
unique equilibrium matched to their needs.

But change is not restricted to the political, technological and
social arenas. Work and occupations themselves are changing, as
technology fundamentally alters business processes, manufacturing
becomes commoditised, innovation increases, product lifecycles
shorten, and the skills required for work increase both in level

and complexity.

For the developed world, ignoring these changes is not an option.
The UK cannot expect to compete with China or India, or indeed even
Eastern Europe, as just another low skill, low valued added player.
We must up our game, using advanced knowledge and innovation to
add value, and gravitating rapidly to a high skill, high added value
economy.

Whilst the UK’s reputation for invention may be justifiably high, our
track record in innovation (“the successful exploitation of new ideas™)
and productivity is not. The UK has consistently underperformed
most of our leading competitors on productivity since the 1960s.

Slide 4 confirms the latest position through the OECD’s 2004
productivity data. Whilst that data does show that we have closed the
gap with the USA and other key competitors a little over the last two
years, with only Finland improving faster, the gap is still daunting and
will take 10 years to close completely if we can sustain the current
rate of improvement.

The underlying causes of this gap are complex, with the major
contributor being 50 years of systematic under-investment in UK
industry. Short-termism, driven by the boom and bust economic
cycles of successive governments of both colours over that period,
has left a legacy of relatively poor infrastructure and facilities that
has bedevilled British manufacturing. The last ten years of economic
stability has improved the situation markedly, but it will be some
decades before we can fully reverse that damage.



SKILLS MATTER

Skills, too, are a known and significant contributor to productivity, a
contributor which has the added advantage of being more amenable
to solution in the medium term and contributing quite directly to
social inclusion. But how significant a contribution can skills really
make to improving productivity? And is the evidence strong enough
to convince employers and national governments of the benefits?

Click here for SLIDE 5
Click here for SLIDE 6
Click here for SLIDE 7

SKILLS MATTER

In manufacturing, the evidence is strong. This study, discussed in

HM Treasury’s Pre-Budget Report in 2002, sets it out clearly. In a
carefully controlled study, researchers found that doubling the ratio
of high skilled to low skilled staff in UK manufacturing plants actually
moved them from the lowest quartile in productivity to the highest
quartile - from trailing edge to leading edge through one investment.
If that investment was in a capital asset producing a similar effect,
every manufacturing company would be lining up to buy one!

But the evidence is stronger, and a second tranche comes from those
multinational corporates who make most of the major inward
investments around the world. KPMG occasionally produce their
“Competitive Alternatives Report”, surveying all the significant inward
investors on what factors most inform decisions on location. The
message in their 2002 report was quite clear, with availability of
skilled labour at the top of the list. International investment follows
skills, and such investors know what makes the biggest difference to
their success.

Less well understood is the impact that investment in skills has on
shareholder return - that critical influencer of corporate behaviour.
An article by Bassi Investments in the Milken Institute Review in 2004
(see slide 7) charted the performance of a share portfolio of
companies with high investments in training over five years, against
the Standard and Poor 500 average (a US equivalent of the FTSE 500).

The findings were clear: US firms that made the largest investments
in employee skills made the largest return (16.3% pa) compared to
the average return (10.7%) for the Standard & Poor 500 index. To put
it another way, investors receive a 52% higher return over five years
from shares in companies that make high investments in training
than from tracking the index. In a fully informed market, with open
reporting of corporate investment in quality training, the shareholder
imperative for training would be very high.



THE AGING WORKFORCE - A EUROPEAN PROBLEM

It's not only industries and nations that are changing - the
workforce itself is going through a period of rapid evolution that is
unprecedented in modern history. That may sound an extreme claim,
but the nature of demographic change affecting the UK workforce -
indeed, workforces across the whole of Europe - really does
represent what author Paul Wallace called an ‘agequake™.

Slide 8 in the full PowerPoint presentation shows the progressive
change in the demographics of the workforce, in which the traditional
workforce shape of 1995 - with progressively less workers in each
five year higher age range - effectively inverts to the shape shown
below, with less young workers, and older workers forming the
largest segment of employment, by 2020.

There are two primary underlying causes of this change. The UK birth-
rate fell dramatically during the 1990s, from 2.4 live births per woman
lifetime in the census of 1991 to 1.6 in the 2001 census. For the first
time, the UK birth-rate fell below the so-called ‘replacement rate’ of
2.1 live births per woman lifetime, and it fell dramatically. The major
workplace impact of this will begin to be felt from 2010 onwards, when
the number of young people reaching working age (15-24 years old)
will begin to fall by 60,000 every year from 2010 to 2020.

The second cause is more widely appreciated, and is the
extraordinary increase in longevity that has resulted from improved
efficacy of modern medical care. Not only does this mean that people
can physically work longer, but pension coverage and boredom
means that increasing numbers of adults are actively seeking
opportunities to work beyond traditional retirement age.

Click here for SLIDE 8
Click here for SLIDE 9

THE AGING WORKFORCE - A EUROPEAN PROBLEM

This presents a number of serious challenges for employers in terms
of workforce development:

o The competition between industries and employers to
attract young people to their occupations and businesses
will become fiercer, as there will simply not be enough
young recruits to go round;

o Employers will have to begin to target older workers and the
non-employed to support forecast employment growth over
the next 15 years;

o Older workers seeking to extend their careers or enter new
ones will have to engage in yet more lifelong learning if
their skills are to continue to be relevant over a working
lifetime of what could be fifty years or more;

o Employers are going to have to develop new forms of
opportunity and incentives to attract and retain young
people in a workforce which, for the first time in modern
industrial history will be top-heavy with older workers.

Demographic change also represents a particular challenge for
Europe. An analysis of the worlds 20 oldest countries’ (in terms of
the proportion of the population over 65) shows that 19 of the top 20
are in Europe, with the one honourable exception being Japan.

China is quite likely to enter this club over the next fifteen years, as
their ‘one child per family policy’ has caused their birth-rate to drop
below the replacement rate (to around 1.7) for each of the last ten
years. Even birth-rates in the Indian sub-continent and Africa are
beginning to fall sharply, though they are some decades yet away
from the European levels. Intriguingly, America shows no sign yet of
any significant fall in birth-rate, and is forecast to avoid most of these
demographic challenges until 2025 onwards.



INDUSTRY AND OCCUPATIONAL CHANGE

Much of the impact of technological innovation over the last twenty
years has been to change fundamentally the balance of industry and
occupations that make up the economic landscape in developed
countries.

Whilst that change has undoubtedly been very significant, the hype
has often outweighed the reality. Over that extended period, media
headlines have prematurely announced the death of engineering and
manufacturing, the end of low skilled jobs, the continuing decline of
construction employment, the conversion of the UK to a wholly
service economy, or a wholly knowledge (as distinct from skills)
based economy.

In almost every case, these claims have misunderstood and
misrepresented the available evidence, and significantly influenced
career decisions by young people in unhelpful and inappropriate
ways.

Let me look at industry change first (slide 10).

The broad trends shown here are consistent with the general thrust
of media messages - it is the scale of change, and the slope of the
trend lines that have been greatly exaggerated. Direct employment in
engineering and manufacturing has indeed declined over the period,
though some of the change has resulted from the outsourcing of non-
manufacturing functions (logistics, marketing, IT etc.) as well as from
the off-shoring of commoditised manufacturing operations. Still over
3,000,000 jobs are offered within the sector, and skill shortages (as
we will see below] are serious.

Construction employment, far from declining as media hype would
have it, has actually stayed broadly constant for the last twenty years.

Click here for SLIDE 10
Click here for SLIDE 11
Click here for SLIDE 12

INDUSTRY AND OCCUPATIONAL CHANGE

Growth has been strongest in business services, followed closely

by non-marketed (primarily public] services, though as we will see
below, growth in sectors does not necessarily imply skills shortages,
in fact, the position is often the contrary.

Slide 11 shows the patterns of actual and forecast change in
occupations over the thirty years from 1982-2012, as published by
the Institute for Employment Research in 2004.

What it highlights is that, whilst employment in occupations such as
traditional crafts and trades and low-skilled work has been declining,
alongside growth in professional, associate professional and service
occupations, the idea that the former are disappearing to be replaced
by the latter is grossly exaggerated. The balance of occupations is
undoubtedly changing over time, but there will be both a need for,
and significant opportunities in, the widest spectrum of occupations
for many years to come.

This need is reinforced further when the future decade’s forecast data
is examined in more detail. There are two distinct elements to future
occupational requirements. The most publicised relates to the net
increase or decrease in the total requirement for each occupation -
the difference between the total number of, say skilled trades,
required in 2002, and the number that will be required in 2012 (the
‘New growth/decline’ data in slide 12]. But of course many of the
occupants of the jobs that will exist at both ends of the decade retire,
change careers, die or emigrate, and those jobs also form part of the
future recruitment requirements - what is called ‘replacement
demand’. The red lines in slide 12 show the total ‘Overall demand’
which results from the sum of ‘replacement” and ‘new’ demand.



The UK will need to replace or fill 2.5 million associate professional
and technical jobs in the decade from 2002-2012 - it will also need
800,000 skilled craftsmen and women. Whether that is a problem or
not depends, of course, not only on the demand, but also on the
supply of available labour. I'll look at where the key skills shortages
are in more detail below, but the differing yet equivalent effects of
demand and supply can be seen in slide 12, where the greatest skills
shortage are currently being experienced in the occupational areas
where there is both the most, and (almost) the least, overall demand.

The well documented problem in skilled trades results not from
overwhelming future demand, but from the combination of an aging
workforce (in many sectors, 50% or more of the existing workforce
are due to retire in the next 10 years), and the serious decline in the
number of enrolments by young people in vocational and technical
careers since the early 1990s.

There is one further feature of slide 12 that needs to be examined
against the demographic changes presented earlier - the figure
relating to the number of new jobs forecast to enter the economy.
The IER forecasts suggest that 1.35 million new jobs will enter the
economy between 2002 and 2012. But because of the 1990s birth-rate
decline, the number of young people (15-24 years old) entering the
workforce over that period will only grow by 500,000.

There is an obvious question that needs asking here - by whom will
the other 850,000 new jobs be filled? Immigration will be part of the
solution, but only part, and the rest can only come from yet another
increase in the level of employment amongst adults. Simply put,
those jobs will have to be filled by adults who are currently either
registered unemployed, or non-employed.

INDUSTRY AND OCCUPATIONAL CHANGE

But the real problem is waiting round the corner in the next decade.
Because, from 2010 to 2020, the number of young people entering the
labour market doesn't rise at all, it falls by 600,000 over the decade.
Assuming that the Chancellor’s aspiration (and ours, if we have any
sense) is that the economy will continue to grow over that next
decade by at least the rate we hope for in this decade, the predictions
suggest that we will create another 1.5 million jobs over the 10 years
from 2010 to 2020.

However, this time, instead of seeing over a third of those new jobs
being filled by a growing number of young people entering the
workforce, there will be 600,000 less young people, and the total
number of new adults who would need to enter the workforce to
achieve a similar growth rate would be 1,500,000 (new jobs) + 600,000
(to make up for the missing young people] i.e. 2,100,000 currently
unemployed or non-employed adults would need the enter the labour
force - with the skills appropriate for jobs in the 2010-20 decade.

To summarise so far:

o the UK (and most other European nations) are entering an
era of extreme competition from the developing and
‘flattening’ world;

o the developing world’s young population is still increasing
rapidly, as is the quality of their education systems (see
below) so they can build their economies on increasing
numbers of dynamic and better educated young people;

e in order to compete, developed countries like the UK will
have to ensure they are operating high skill, high value
added economies;

o and we will have to develop such economies by building in
significant part on the back of the skills already held by the
existing workforce, and many of the currently unemployed
and non-employed.

It's rather obviously essential that the UK offers a high quality school
education system that successfully maximises the potential of every
young person in our population (see below), but that will only be a
necessary, not a sufficient condition for remaining economically
competitive with tomorrow’s fast-travelling giants like China, India,
and Brazil.
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THE CHALLENGE OF ADULT SKILLS

Our dependence on the skills of those adults already in the workforce
is increasing rapidly. So, a rather important question for the UK and
other ‘aging’ developed countries is - how good are the skills of our
working age adult population? It's to that question | now turn.

The short answer to the question is clearly demonstrated by slide 13
- not good! The latest (2004) OECD data shows that the level of
attainment (in terms of highest qualification held) of adults of
working age in the UK falls into the lowest third of OECD countries.

How, as a developed country, with a sound reputation for its
education system, have we got into this state? The simple reason
appears to lie in the fact that our school education system serves
one half of the population - those with strong academic leanings -
extremely well, but singularly fails the other half. Only 51% of our
young people actually achieve the formal measure of 5 GCSEs at
grades A*-C (the benchmark for Level 2 in the English system),
and the milestone of 50% gaining Level 2 was only reached in the
21st century.

Click here for SLIDE 13
Click here for SLIDE 14
Click here for SLIDE 15

THE CHALLENGE OF ADULT SKILLS

The UK has one of the lowest levels of participation by 17 year olds
in learning of any nation in the OECD, and this is not a recent
phenomenon. It is instead a fundamental feature of our foundation
learning system that has shaped the experience of every age group
since the 1944 Education Act (and to be frank, long before that).

Slide 15 confirms that we have been making progress in raising skill
levels over the last fifteen years, but also highlights how big the gap
between demand and supply still remains.

The projections presented earlier by the Institute for Employment
Research (Slides 11 and 12), as well as forecasts by business bodies
like the Confederation of British Industry, suggest that up to 75% of
2012 jobs are likely to require skills to at least Level 3, but only 60%
of the 2004 workforce skills had attained that level in 2004. That
suggests a requirement to raise skill levels for 15% of the workforce,
or 4.5 million people, from Level 2 or lower to Level 3 within the next
seven years.

But rising skill levels also mean that no more than 10-15% of 2012
jobs are likely to require low or unskilled workers, and yet in 2004,
that figure still stands at 30%. Again, a simple calculation suggests a
requirement to raise another 4.5 million people from low or no skills
to Level 2 over the same period.

This is a seriously challenging agenda, and indeed will require far
higher participation, and success, levels than current policy and
funding is targeted to produce. With an estimated 20% of the adult
population still lacking the levels of literacy and numeracy necessary
to successfully participate in learning, it will also require a continuing
priority focus on adult basic skills.

11



MORE ADULTS WORKING LONGER

We've seen earlier that the youth cohort decline from 2010-2020 will
require yet more engagement of the adult population in employment,
with the IER estimating that the employment levels for men and
women of working age will need to approach 80% in order to meet
forecast employment growth.

Undoubtedly, the pensions crisis will help address some of this
growth by persuading people to work longer, and the government

is already examining ideas for raising retirement age and other
incentives/sanctions to persuade older employees to work longer. But
2.1 million people is a lot of new entrants to the adult workforce in a
decade (2010-2020) - particularly where most of them are to be
drawn from the unemployed and non-employed.

And the skills challenge will be even greater than we have
experienced so far. Slide 16 confirms fears that many have often
expressed - that the proportion of the non-employed (those adults
not in work who are not registered with Job Centre Plus) with no
qualifications at all is much higher than amongst the employed, or
even the registered unemployed. The task of developing higher skills
amongst the non-employed is going to be much tougher than the
work currently underway with Employer Training Pilots, and the new
National Employer Training Programme, in England.

The observant reader will of course respond “But surely slide 15
shows that we have been making consistent progress on adult skills
since 19897?”, and of course it does. What is doesn’t indicate is
whether that improvement is happening fast enough, and what our
competitors have been doing over the same period.

Once again, the OECD comparisons are both informative and very
unreassuring.

Click here for SLIDE 16
Click here for SLIDE 17

MORE ADULTS WORKING LONGER

The reality (slide 17) is that the UK has been in the bottom half of the
OECD league table on adult skills for the last twenty years. Our rate
of improvement over that period has been the slowest of all those
bottom-half nations.

(And it may be slowing further - slide 21 below references DfES
research that shows almost no improvement has occurred in the five
years from 1998-2003). Whilst we've been improving slowly, our
competitors have been accelerating past us, and our relative position
has worsened considerably.

Most of the improvement in the skills of the working age population
over the last twenty years has resulted from the ‘flow’ of increasing
skill levels of young people entering the labour market, not from
improvements in the skills of the 'stock’ of the existing labour force.
And although the flow is improving slowly, it is doing so from a low
starting point. The clear message from the OECD data is that the
‘flow” isn’t improving fast enough to solve the UK's ‘stock’ problem;
and the message from the demographic data is that the flow will be
decreasing in the coming decade, making the stock issue - the need
to upskill the existing working age population - even more essential.

12



ENGAGING ADULTS IN LEARNING

It's extremely difficult to raise skill levels amongst adults of working
age without their willing and active participation, and many need

as much convincing that learning is “worth it”, as employers need
convincing that skills are assets worthy of investment, not just costs.

Learning does pay! The return to adults participating in formal
learning in terms of hourly pay (slide 18) is significant and
progressive, particularly as skill levels rise above the effective ‘entry
level for employment - Level 2. For low skilled adults, the premium
for learning to Level 2 is still significant though lower, as is the return
on the basic skills of literacy and numeracy.

The pay premium from learning is also not limited to the young, a
concern that has been expressed by older workers when encouraged
to participate in upskilling programmes. The Department for
Education and Skills published research in 20034 that showed that
the return on learning for adults not only continues with age, but in
many cases, the wage premium actually increases for older workers.

Which leads us to the great anomaly, never really satisfactorily
explained other than in terms of UK cultural attitudes, as to why,
when the benefits of skills to business productivity and to individual
earnings are clear, investment in skills is inversely proportional

to need.

The return to productivity from upskilling low skilled staff is high, yet
employers consistently prioritise their spending on training to those
with the highest level of skills, not the lowest. The return to earnings
for workers of all levels is high, but those who we most need to raise
their skills are the group least likely to voluntarily participate.

In other words, the current provision of training for adults, by and
large, increases the gap between the learning rich and learning
poor - and thus the earnings rich and earnings poor - rather than
decreasing it. If anything, the slope of the shape of company training
has got worse over the last ten years, with more rather than less
investment in personal development drifting towards the already
highly educated.

Click here for SLIDE 18
Click here for SLIDE 19
Click here for SLIDE 20

ENGAGING ADULTS IN LEARNING

Any set of policies designed to significantly increase adult
participation in work related learning and skills must seek to
overcome the set of attitudes, beliefs and cultural mores amongst
individuals and employers that fundamentally perceive access to
learning as an elitist right that only brings benefits to the already
privileged. Information, understanding, the positive promotion of the
benefits, advice and guidance for adults, and the removal of barriers
to access, perceived or real, will be essential elements of any
successful adult engagement strategy.

13



WHAT AND WHERE ARE THE GAPS?

Understanding the scale of the problem is only half the challenge,
evidence is also needed on the nature of the skills gaps we face, and
numerous studies are available to help clarify the situation. One of
the most interesting, because it has now been conducted three
times over an eight year period, is the DfES Skills Audit.

Conducted in 1996, and published in full in 1997, the initial Skills
Audit represented the first systematic attempt to benchmark UK
skill levels against our major global competitors. Examining both
government data, and evidence from multi-national companies
operating in all studied countries, publishing the Skills Audit was
a brave government decision to highlight a significant UK deficit,
particularly at what is called the intermediate level (particularly
Levels 3 and 4 - skilled craft workers and associate professionals].

A further data update was conducted in 1998 and published in 1999, and the
DfES then commissioned the original authors in 2003 to review comparisons
between the UK, France, Germany, Singapore and the US (slide 21).

On training to Level 2, the report summary was succinct “The UK has
the lowest proportion of the active population with a Level 2 or higher
qualification of all the countries compared”. On training to Level 3, the
report appeared to offer some good news, but with a sting in the tail.

Between 1994 and 2003, the UK had achieved the fastest growth of all
five nations in the proportion of 21 year olds attaining either a Level 2
or Level 3 qualification. Sadly, two other findings somewhat soured the
good news. The trend in the UK has been to treat the period for post-
compulsory ‘foundation learning’ for young people as encompassing
the ages 16-21. Our funding regimes prioritise learning to 19,
increasing fees above that age, and our targets do likewise.

What the research highlighted was that in Europe, particularly, but also
in Singapore and the US to a lesser extent, young people continue to
engage in learning up to the age of 25. As a result, the gap between the
UK and these key competitors widens back to the level it was in the
original 1997 Skills Audit when we compare skill levels at age 25-28. Of
more concern was the evidence identified when all three studies were
compared. Almost all the improvement in the skills of 19-21 year olds,
at both Levels, had taken place between 1994 and 1998. From 1998 to
2003, the rate of improvement declined dramatically, and at Level 2,
was almost negligible. Either what we had been doing right stopped
working, or, more likely, those competitor countries have upped their
game still further in recent years, and we must now do the same.

Click here for SLIDE 21
Click here for SLIDE 22

WHAT AND WHERE ARE THE GAPS?

THE EMPLOYERS’ PERSPECTIVE

The evidence from the three Skills Audits provides a useful overview

of skills levels and generic weaknesses across the breadth of sectors
and occupations, but does not provide sufficient detail to help identify
and respond to specific skill shortage priorities. For that, we need to

turn to data directly from employers.

The National Employer Skills Survey (NESS) was first created by the
Skills Task Force (1998-2000) as a response to its own criticism of
the validity and comparability of available data on employer views on
skills, whether collected by government or business lobby groups.

NESS is the most comprehensive survey of its kind, involving over
27,000 interviews with employers of different sizes across different
sectors and localities in England, and is now conducted annually by
the Learning and Skills Council. The most recent data comes from
the survey conducted in 2004.

As previously highlighted in slide 12, until 2003, the two largest areas
of skills shortages were in Skilled Trades and Associate Professional
and Technical Occupations. The 2004 data shows skills shortages in
Personal Service occupations on the increase. The majority of skills
for these groups of occupations lie at Levels 3 and 4. Machine and
Transport Operatives (primarily Level 2) lie a close fourth, whilst
shortages in Professional and Managerial occupations (primarily
graduate level) have fallen to negligible levels, mostly the normal
frictional gaps caused by recruitment timescales for senior positions.

The messages from this survey have not really changed significantly
since the first survey published in 2000. As confirmed by the Skills
Audit data, the UK's largest skill shortages - and future challenges
- continue to lie at the intermediate levels in traditionally vocational
occupations.

Employers are not just asked in the survey for information on the
occupations in which they are experiencing skills shortages, they are
also questioned to identify the types of skills they find difficult to recruit.

The last ten years has seen much debate over the balance in
employers’ requirements between technically specific occupational
skills, and the generic employability skills like communication,
numeracy, customer service etc. “"Employers don’'t want technical
skills, all they need is recruits with the generic skills, and they will
do the rest” has been a mantra often repeated, but little evidenced.
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Every National Employer Skills Survey since the first has carried a
very clear message: generic skills are important, but the biggest
cause of skills shortages are specific technical occupational skills
(slide 23). Employability skills are necessary, but not sufficient, for
employer competitiveness.

The final piece of the skills shortage jigsaw is the question of ‘where’.

We know the broad occupational priorities, but which sectors have
the greatest challenges, and what can that tell us about our future
strategy?

The 2004 NESS disaggregated its research to the constituent sub-
sectors of the 25 new Sector Skills Councils in order to help inform
and shape their priorities and future plans (slide 24).

Again, the findings are consistent with earlier years, and reinforce
the point made above in relation to slide 12 - skills shortages result
as often from lack of supply as they do from growth in demand. The
top six sectors experiencing skills shortages are all sectors where
data on industry change (slide 10) shows that employment in the
sector is declining slowly, not growing. Yet the combination of the
data shown in Slides 11 and 12, with this skills shortage data, makes
it clear that there will be productive employment opportunities for
many years in these sectors, that salaries will benefit positively from
the impact of supply shortages, and that these areas are critical for
the future economy of UK plc.

This highlights the importance of ensuring that the information
reaching young people, their parents and adults on opportunities
in sectors and occupations really does reflect the realities on the
ground, and not the rumours of the college or school corridor,
or the hype of some of the media.

Click here for SLIDE 23
Click here for SLIDE 24

THE EMPLOYERS" PERSPECTIVE
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IMPLICATIONS FOR THE LABOUR FORCE

The evidence base described above is both complex and entangled,
so what messages does it send to individuals, employers and
governments? Let me take each of these in turn, starting with
individuals.

The demographic trend in Europe is clear - there will be 600,000 less
young people aged 15-24 entering the UK labour force between 2010
and 2020, and employment growth in our economy over that period -
potentially as much as 2.1 million net additional people in the labour
market - will have to be met from adults already of working age.
Young people will be in a seller's market, and could potentially even
attract recruitment premiums, except in those sectors or employers
where adult recruitment programmes provide sufficient replacement.

Adults already in work may contribute to this need by working longer,
as may immigration, but the significant growth is likely to come from

current unemployed or non-employed adults entering or re-entering

the labour force.

The skills required for virtually all jobs are rising over time, and

the currency of existing skills shortens with technological and
organisational change. Generic employability skills will be important
for every adult in the workforce if they are to be able to enhance their
skills throughout their working lives, but the right balance and supply
of technical skills will be essential.

Estimates by researchers and futurists suggest that each of us will
have to re-skill or up-skill ourselves between 5 and 10 times during
our lengthening working life, if we are to maximise our future
employability. Both young people and mobile adults will therefore
require access to reliable labour market information that properly
identifies future employment opportunities, based upon sound data
and projections, if they are to make informed choices and, as a
nation, we are to minimise skills shortages.

Because the reality is, in today’s highly mobile markets, industry and
employment will follow skills, and individuals will end up competing
for future work on the basis of their attitudes and willingness to
adapt and learn, and the extent to which they keep their skills ahead
of the game.

Click here for SLIDE 25
Click here for SLIDE 26

IMPLICATIONS FOR THE LABOUR FORCE

IMPLICATIONS FOR EMPLOYERS

Employers, too, will face continuing challenges around skills, as the
pace of technological and business change increases relentlessly. As
product and service lifecycles reduce, driven by global innovation and
open markets, companies in the developed world will have to learn to
be yet more agile and responsive, and seriously raise their game in
terms of productivity and value-added.

Skill levels required for employment will, as ever, continue to rise,
but even more rapidly than before, and yet the flow of new skills and
capability through young recruits will become rarer. In such an
environment, companies will need to invest more, and incentivise
their workforce to participate, in upskilling or re-skilling at key
stages of their working lives, or risk losing their competitive edge
through reducing innovation and productivity.

Most employers in many sectors will have to attract older ‘new’
recruits to meet future growth opportunities and, at the same time,
understand the implications of managing a workforce in which the
traditional age profile will be inverted. Imagine the challenge of
motivating young workers through incentives and new opportunities,
when their career ladder is blocked by older workers needing to
work longer.
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In the 21st century, companies in the developed world will have
little choice but to compete on the basis of productivity, innovation,
value-added and their responsiveness to the challenges of markets
in which the advantages of low costs and mass labour have passed
to others. Working smarter requires smarter people, and the
responsibility for ensuring that happens will sit firmly in the
corporate boardroom.

In reality, of course, the challenges for adults and employers are
closely linked. Employers need the commitment and positive
engagement of their workforce in learning and development;
individual participation and achievement in learning and skills
development is significantly increased through active support by
employers who both encourage and incentivise successful learning.

The success of the Employer Training Pilots in England has
confirmed that the most effective strategies for reaching employees,
and particularly those with lower skills levels not recently engaged in
successful learning, involve working with and through employers.
Some of the most successful programmes of all have involved
effective working partnerships between employers and supportive
trade unions, demonstrating the benefits to individual employees, and
providing both the managerial and peer support to maximise
motivation, commitment and success.

So where do employees work? The UK statistics on companies and
employment tend to highlight the very large numbers of small firms
in Britain. One of the most common statistics on firms is that 97%
of employers have less than 50 employees - the vast majority of
employers in Britain are small and medium enterprises (SMEs).
Whilst true, this statistic is highly misleading when the question that
is being asked is ‘how can we reach employees to encourage them to
increase their skills?". The better question to ask is ‘where do the
vast majority of employees work?". When asked in this way, the
statistics present a far more accessible answer, as shown in

Slides 28 and 29.

Click here for SLIDE 27
Click here for SLIDE 28

IMPLICATIONS FOR EMPLOYERS

The fact is, when all employers - private, public and voluntary -

are taken into account, almost three quarters of the workforce are
employed by only 3% of firms: all those employers with more than 50
employees. Designing and implementing programmes targeting the
37,000 organisations that employ these 17.6 million employees offers
the fastest route to success for the majority of employees.

Even when the public and voluntary employers are taken out of the
picture, 2.8% of private employers still employ almost two thirds of
the workforce.

Such statements should not be taken as a suggestion that policy
should ignore small firms, far from it. What it does imply, however,

is that different policies and programmes, recognising the different
requirements of large firms versus SMEs, may well be needed to
successfully reach the whole workforce. The workforce in smaller
employers is as important to our future as that in larger firms, and
necessitates the effective targeting of smaller firms through separate
initiatives that seek to reach them through the geographical, sectoral
and supply chain clusters in which more than 80% of SMEs are
located.
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IMPLICATIONS FOR NATIONS

The overarching conclusions of this paper and presentation must be
for nations. The evidence is clear - the success of national economies
will depend on the productivity and competitiveness of their firms,
and this in turn will be advanced or retarded by the skills of their
people.

So nations will fundamentally continue to compete on the strengths
and weaknesses of their education systems. In a world undergoing
such demographic change, this must be an education system that
ensures not only that their youth achieve a sound foundation of
learning for work and adult life, but that their adult workforce has
continuing opportunities to develop and adapt their skills in order to
ensure individual opportunity and corporate success.

The intermediate level technical and vocational skills shortages
experienced in the UK in recent years is a salutary reminder that we
require a balanced education and training system that properly
serves the economy’s needs for both theoretical and practical skills.
We cannot afford to squander the potential talent of any citizen, young
or old, and have an obligation to ensure access to developmental
learning at many points in people’s lives.

Click here for SLIDE 29

IMPLICATIONS FOR NATIONS
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CHARACTERISTICS OF A 21ST CENTURY SYSTEM

What then would be the characteristics of a 21st century education
and training system that will ensure the UK can continue to compete
effectively in the global market place? Let me set out my vision.

1. The school system would be adapted and re-designed to
serve the needs of 100% of young people - a system that
fails half of the youth of England cannot be allowed to
continue. The priority of the school system should be to
provide coherent preparation for employability, future
learning and adult life, offering a broad curriculum across
general and vocational learning. Its purpose should not be
to prepare young people for a job, but to ensure that they
can access the future learning and employment

opportunities that will help them achieve their full potential.

England should implement the full proposals of the
Tomlinson Report.

2. The core purpose of our tertiary education system, and
particular the further education system, should be on
providing learning and skills for employment. Sir Andrew
Foster made this recommendation the centrepiece of his
review of the Further Education system published on 15
November 2005, and | believe a similar expectation should
apply to higher education. This is not an anti-research or
anti-academic argument - research and academia are an
important part of our labour market and contribute
significantly to our economy - but it undoubtedly is an
argument about priorities and curricula.

3. In fulfilling that core purpose, it is essential that the system
is well informed on future employment needs and
requirements. A successful market depends in informed
demand, and the labour market is no different. Individuals
need high quality information on labour market
opportunities, change and development, in order to make
informed choices; learning providers and funders need high
quality labour market information in order to set priorities,
allocate resources and shape provision.

4. National occupational standards and qualifications will be
UK-wide in scope, benchmarked against international
standards, flexible and fit for purpose for both industry, and
for the varying needs of different learners and employers.
Quality will be assured in a way that minimises the burden
on the individual and employer, and is focused on
demonstrating the capability of the individual to employ
their skills to a high standard in the real world.

5. Learning provision and assessment will be offered in a
highly flexible way that recognises the circumstances of
full-time, part-time and work-based learners. It will offer
choice and diversity by time, pace, place and mode of
learning to maximise opportunities for all young people and
adults to participate and succeed.

CHARACTERISTICS OF A 21ST CENTURY SYSTEM

In particular, if our future dependency on upskilling and reskilling
adults is to be addressed, then we must develop modes of
partnership working between employers and colleges/providers that
brings far close collaboration between the learning institutions and
the workplace.

Finally, the underlying funding of the system needs to recognise that
no national exchequer can afford to bear the full costs of both a
foundation learning system for young people, and a lifelong learning
system serving adults. The responsive 21st century education and
training system will be funded through balanced investments from
the state, employer and individual, according to their needs and the
benefits achieved by each. At an international conference in Finland
in May 2005, a number of countries estimated that if the public
exchequer were to have to bear the full costs of both the foundation
and lifelong learning systems, they may have to almost double the
share of GDP allocated to education to a point approaching 10%.
(The UK proportion of GDP allocated to education is currently
around 5.3%).

Before examining potential barriers to success, and offering my
proposals for positive change in the system, let me explore the issue
of public investment in learning at the national level.

Click here for SLIDE 30
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PUBLIC INVESTMENT IN EDUCATION

Based on purchasing power parity conversions, the UK annual
expenditure per student across primary to tertiary education sits just
below the OECD mean, and ranks 16th out of 26 nations. Examining
primary, secondary and tertiary expenditure shows the same pattern
for each - expenditure just below the OECD mean.’

Whether this is where the UK wishes to position its expenditure on
education and training in the world league tables is a matter for
politicians, rather than analysts. However, at a time in which all the
economic evidence points to a need for nations to increase their
investment in skills, it is legitimate to ask whether the evidence of
spending trends shown in slide 31 is an indicator of joined-up policy.

Over the period from 1996 to 2001, the UK, from a position already in
the bottom half of OECD expenditure levels, and with adult
participation levels also below the norm, was one of only seven
nations which actually cut the rate of expenditure per tertiary
education student. In seeking to increase the contribution to
investment in skills from employers and individuals, government will
also be expected to demonstrate that the exchequer is shouldering
an appropriate share of funding. (See section on tripartite
responsibility below.)

Click here for SLIDE 31

PUBLIC INVESTMENT IN EDUCATION

POTENTIAL BARRIERS TO SUCCESS

Aside from the issue of funding (which | return to below), what are
the key barriers to success that must be overcome if we are to build
an education and training system that will support our goals for
economic competitiveness?

1. I highlighted on page 11 that a critical challenge for UK
businesses is to raise their game, in the face of global
competition from developing economies, to move towards
higher skill, higher added value business models that
create a true competitive edge. Mere advocacy of such a
change will not produce it, and insufficient business
ambition to move ‘up market’ will dramatically impede
progress.

2. Slides 5, 6 and 7 set out the clear evidence that investment
in skills increases productivity and competitiveness, and
that skills should be seen as corporate assets - making
true sense of the phrase ‘human capital’. Yet the majority
of employers still see skills and training as costs to be
reduced, rather than as assets that create genuine
competitive advantage. Government too treats training as a
cost, in its tax treatment of corporate investment in skills,
and the removal of earlier tax incentives for individual
investment in training and education.

3. The demographic analysis above confirms the importance of
engaging all adults in ensuring their skills are fit for
continuing employability through what will almost certainly
be longer working lives. Yet research on adults with low
skills in the 1990s found that 50% of them said that nothing
would induce them to enter formal learning again. Failure
to convince a significant proportion of these ‘refuseniks’ to
re-engage in learning will endanger our future economic
growth.

4. Whilst the position has improved somewhat in recent years
(see successive Treasury Budget Reports, parliamentary
bills, salary levels, media coverage and business calls for
change around vocational skills), there still remains in
Britain a significant academic elitism, and a strong element
of disdain for practical vocational skills and occupations. So,
despite the growing requirement for a balanced workforce,
public opinion still assigns lower status and respect to
practical learning.

5. Both jobs and labour are becoming increasingly mobile, and
it will be increasingly important that people are able to
‘carry’ their skills with them in recognisable ways to
opportunities as they occur. There are significant
discussions occurring in Europe aimed at increasing the
portability of qualifications, at the same time as the four
nations in the UK show signs of building incompatible
qualification frameworks. If we are unable to construct a
common system between the four nations here, it bodes
poorly for our capability to contribute to and participate in a
portable European qualifications framework.
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Many sectors and employers in the UK have proposed that the
answer to our skills challenges lies in immigration, particularly from
less developed countries. At the same time as a key national priority
(through the Sector Skills Councils) is to encourage companies to
train, rather than poach from competitors, there seems to be a belief
that poaching the very skills developing countries need for their own
future success is an acceptable international development strategy.
Aside from the understandably growing objections from developing
countries (sufficiently significant to impact on the recent G8 agenda
in Edinburgh), the problem with such a policy is that it increases the
potential for high levels of social exclusion by blocking future work
opportunities for the low-skilled adults at whom so much UK skills
policy is directed.

The justification given for such “asset-stripping’ of developing
countries has often been that there is only ‘'so much economy to go
round’, and anything goes in the fight for the UK’s share. This final
barrier, the belief that the global economy is a zero-sum game, will
drive very different policy approaches than a belief that the world
economy can grow to accommodate the needs of nations at different
stages of development. The former will increase international
tension, underpins much of the protectionism being seen in current
World Trade discussions, and fuels anti-globalisation protests;
building policies to ensure the latter belief triumphs will actually
increase global harmony as well as creating more opportunities for
everyone.

It is essential that policies and strategies devised to address the UK's
skills challenges recognise, and include approaches that break down,
or at least minimise, the impact of these barriers to success.

Click here for SLIDE 32
Click here for SLIDE 33
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PRIORITY INITIATIVES FOR SUCCESS

In order to address some of these challenges in England, the
government launched its Skills Strategy in 2002. The Skills Strategy
has received endorsement from many quarters, and many of the
initiatives are beginning to make an impact on adult and employer
engagement in learning. But the analysis presented here suggests
that, whilst sound insofar as it goes, the Skills Strategy in its current
form does not address many of the longer term challenges. The
Chancellor has commissioned Lord Leitch to investigate the skills
challenges facing the UK in 2020, and much of the analysis in this
report has already been presented to Lord Leitch as part of City &
Guilds contribution to his thinking.

Detailed below are a series of 10 proposals that may help the UK to
anticipate and respond to these challenges, and ensure a secure
future for our people, our businesses and our economy.

1. Tripartite responsibility for skills

| argue on page 13 that the overall costs of a comprehensive
foundation learning system (for young people) and a multiple access
lifelong learning system (for adults) would inevitably exceed the
capacity of any nation’s exchequer to pay. The Skills Task Force
argued in 2000 that the answer had to lie in identifying and agreeing
the key principles of an agreement for shared responsibility for skills
between the state, employers and individuals.® To put the issue more
simply, who pays?
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The Task Force set out a first attempt to define the responsibilities of
those three key beneficiaries of the learning system in the following
terms:

Individuals should take responsibility for reviewing their skills and
initiating action to keep their employability skills up to date. They
should co-operate fully with their employer in job-specific training
designed to meet business objectives, and those who can afford to
should make a reasonable contribution to the time and costs of
transferable learning to improve their continuing employability.

Employers should plan, deliver and evaluate the effectiveness of
learning for all their employees to meet their business objectives.
They should bear the full costs of job-specific learning, and
contribute through encouragement, support and investment to
developing the transferable skills and continuing employability of
their staff commensurate with the benefits which accrue to them

by so doing. They should co-operate through sector training bodies
to assess their future skills needs, and inform and support providers
in meeting those needs.

Government should assess the learning needed to achieve national
economic and social objectives, and take lead responsibility for
ensuring that the education and training system is equipped to meet
those needs. It should ensure that all citizens have equitable
opportunities to obtain a minimum foundation of learning for their
future employability, and contribute to the costs of continuing
learning, through fees, grants or loans, according to economic
priority and individual need.

These proposals argued, in short, that the state, employers and
individuals should contribute to the costs of lifelong learning in
proportions commensurate with the benefits gained - what is
required now is the development of those principles into a formal
policy, agreed with employers and unions, which sets out who should
bear what share of costs for learning at different levels and stages of
working life.

The time is right for the government to initiate a public debate on
these issues, leading to the establishment of a formal protocol of
tripartite responsibility for skills and lifelong learning.

2. Maximising youth success

Since the 1944 Education Act, England has developed a school
education system which, after 61 years, still fails half of our young
people at 16. Only 51% of young people achieve what is considered to
be the basic benchmark for completing Year 11 - five GCSEs at
grades A*-C. From birth, the human animal's natural state is
learning. Young people learn (to do) more in the first five years of
their life - to walk, talk, listen, understand, draw, create, socialise,
use tools etc. - than we even recognise; the hunger for learning in
their second five years is also extraordinary. Yet six years later, half of
our young people have apparently failed, and many have lost the will
to learn within the formal system. The fundamental truth is that it is
not the young people who are failures, but a system that is failing to
educate half our population.

PRIORITY INITIATIVES FOR SUCCESS

The last 15-20 years of the national curriculum has seen the
progressive ‘academicisation’ of the curriculum, as all practical
learning has been systematically eliminated. Young people for whom
practical or applied learning is more suited have found less and less
in the school system that plays to their talents, and have been
marginalised and branded as failures. At the same time, employer
claims that young people coming through the academic system are
less and less well prepared for the world of work, that their generic
skills in communication, number and collaborative working are
poor, and they have too little capacity to apply their learning to real
world problems.

It is time for a fundamental restructuring of the secondary school
system to serve the needs of all young people, not just the
academically able, and to separate university recruitment from the
school assessment regime. Summative assessment in the school
system should be designed to testify to the individual's readiness
for the world of work and adult life, and their capacity to continue
learning in their preferred mode and styles. Suitability to progress
to higher levels of academic study should not be the only measure
of achievement or success, and universities should be required to
establish their own recruitment system, as the Scholastic Aptitude
Test does for university recruitment in the USA.

The full Tomlinson proposals, which attracted extraordinary
unanimity across the education and training system, abolishing
GCSEs and A-levels, and offering the core as specified and breadth
and choice across the full spectrum of general and vocational
provision should be fully implemented for all young people.

3. Sectoral action with employers

In 2000, the Skills Task Force challenged the government and
industry to review the role of National Training Organisations (NTOs)
with a view to creating more dynamic organisations, deeply engaged
with their industries, and with the resources, support and capacity to
increase training, raise skill levels and thus enhance the productivity
and competitiveness of their sectors.

The resultant Sector Skills Councils are finally coming of age,

with many already strongly engaged with the leading businesses

in their sectors, developing skills foresight programmes, supporting
employers towards leading edge practice in training and
development, and helping to devise new occupational standards
and qualifications that are fit for the 21st century.

Whilst we are still undoubtedly some distance away from a fully
credible national network of SSCs, it is increasingly clear that good
SSCs can have the transformational effects hoped for. Significant
effort needs to be put in completing the coverage of all key sectors
with highly capable and successful SSCs so that all employers can
be supported to improve.

SSCs must now increase their efforts to promote the benefits of
training to productivity and competitiveness, research the future
skills needs of the sector, assist companies to introduce world class
practice, and support the education and training system to better
respond to future employment requirements and opportunities.
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4. Cluster programmes for SMEs

Almost three quarters of the UK workforce are employed within the
3% of employers with more than 50 staff (Slides 28 and 29), and so it
is right that a significant amount of focused effort should be directed
at the larger firms.

However, not only do smaller firms with less than 50 employees still
employ over a third of the workforce, other research confirms that
the skill levels of staff in smaller firms are significantly lower than
those working in larger organisations. So the skills challenge in
smaller firms is not only greater, there are far more of them and
they are significantly more difficult to access.

The British Chambers of Commerce in 2000 surveyed over 3,000 of its
member companies, and found that only 20% of firms with less than
50 employees had any manager with knowledge or responsibility for
personnel, training or development issues, and only one in five of
those had a full-time responsible manager. On the other hand, 71%
of firms with over 50 employees had a full-time personnel and
training manager.’

Not only do smaller firms face larger skills challenges, they lack
the internal resources to be able to deal with this themselves. The
problem for Sector Skills Councils and other bodies is that it is easy
to see how 25 sector bodies might reach the 37,000 50+ firms; it is
far more difficult to conceive how they might reach the 1.2 million
smaller businesses.

The answer appears to lie in ‘clusters’. Both the British Chambers
of Commerce and the Federation of Small Businesses estimated

(in 2000) that approximately 80% of all small firms were located

in ‘clusters’ of one form or another - mostly geographical, through
business parks, industrial estates or the high street. Many of these,
and others, work in supply chain clusters to larger firms, and so can
be reached collectively through carefully designed cluster initiatives,
bringing together local and sectoral organisations through effective
partnership working. There were many programmes operated by the
Training and Enterprise Councils (TECs) during 1994-97 that fully
demonstrated the efficacies of such cluster schemes, but these were
largely abandoned during the transition from TECs to the Learning
and Skills Council.

5. Reporting, incentives and employers

The research by Bassi Investments on the return from training
investment to shareholder value (slide 7) demonstrates clearly the
benefits to corporate bottom lines and investors of an effective
corporate training programme. That return clearly reinforces how
appropriate at times the phrase ‘human capital’ can be (though it
can also be used demeaningly).

In their full article, Bassi Investments argue that amending company
reporting requirements to include a section on skills investment
would change investor practice, and cause increasing numbers of
institutional investors to favour companies that invest in training.
There is a strong correlation between systematic investor demand
and company behaviour - if investment increased, and share value
and profitability rose from training investment, companies would
start investing more in training, and ensure that they got full value
from that investment.

Whether changes to corporate reporting requirements would have
that effect needs further investigation, as does the suggestion
from many quarters of some form of tax incentives for firms who
implement sound training practices e.g. through the Investors in
People standard.

PRIORITY INITIATIVES FOR SUCCESS

The Skills Task Force certainly believed that such schemes would
increase motivation and change practice amongst smaller firms,
and included it as one of their final recommendations.

What the UK does need to do, and such schemes can help with, is

to begin to change the perception of training in businesses from
being a cost to being an asset. Assets are protected and their value
maximised, costs are cut and are seen as an unnecessary evil. Given
the highly dubious attitude to training of many UK firms, particularly
small and medium companies, this is a goal worthy of pursuit.

The Treasury should work with the CBI, Sector Skills Councils,

the accountancy profession and other business organisations to
investigate options for new reporting standards, tax schemes and
incentives, and other mechanisms that can assist with repositioning
skills as key assets in the corporate environment.

6. Public funding prioritised to skill needs

At the moment, public funding for adult learning is driven heavily by
individual demand; rightly or wrongly, it is seen as a key part of the
UK liberal education tradition. Such a policy is fine when there are
sufficient public resources available to meet adult demand, as there
generally was until the late 1990s, when the real need for adults to
regularly update their skills for continuing employability became
clearer - the economic, rather than just the social, value of lifelong
learning.

Initiative 1 above, on tripartite responsibility, sets out an agenda to
establish adult and employer contributions to learning; this initiative
is concerned with the priorities applied to public funding in further
and higher education now.

The principle behind the use of public funding for most purposes is
clear - the state should invest in such a way as to maximise the
return to the nation from such investment. If productivity and
competitiveness are key national goals, and if learning and skills are
a key tool to improve productivity and competitiveness, then public
funding should be more clearly targeted on skills for employment,
and the public subsidy in other non-priority learning should be
substantially reduced.®

The Foster Review, published in November 2005, proposed that the
primary purpose of the further education system should be providing
skills for employment, and argued that public funding should be
prioritised on that basis. A MORI poll, published the same month,
found that most adults did not realise how much government subsidy
there was in further education course fees (actually around 70-75%).
When told, 84% of the public said they thought adults should pay at
least 50% of the costs of non-work-related learning; 60% even
thought adults should bear the full cost.

The author understands that, even after the new LSC funding regime
announced in November 2005 takes effect, over 60% of LSC funding
for adults will still go towards the amorphously named "Other
training” - this figure, and the level of subsidy still being offered to
such provision, should be subject to further review.
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7. Labour market information, and guidance

Consumer and economic research confirms that one of the key
factors in the successful operation of any market is informed
demand. The labour market is no different - ensuring the availability
of labour with the right skills at the right time is essential for its
optimal operation, and this is fundamentally dependent upon choices
made by young people and adults, and the availability of sufficient
training places in the supply side.

The Skills Task Force highlighted in its third report in 1999 that,
whilst the UK spent significant sums on research into a wide
spectrum of labour market data, that data was not comprehensive in
its coverage, inconsistent in its data definitions, sectoral and
geographical datasets did not correlate, and key national data on
employers and the labour force needed improving to enable better
disaggregation by either geography or sector.

Many significant improvements have been made in the last six years.
Developments of the Labour Force Survey, the creation of the
National Employer Skills Survey, and the Skills in England and
Working Futures reports have all genuinely enhanced the quality of
data and high level analysis available. The new sectoral analyses and
reports from the Sector Skills Councils, coordinated through the
Sector Skills Development Agency, will provide increasingly richer
data over the next three years.

But to impact on the forward planning inside a college, or to be able
to help a 17 or a 42 year old make an important learning or career
choice, that data needs translating into very accessible information
and communications available in their language, through their media
and when they need it..

The UK needs a much more effective, well informed and professional
careers information, advice and guidance service, supported by a
national interactive website of diagnostic, information and advisory
functions that makes such all-age support nationally available.

The technology to create such an Internet based system is now widely
available and understood, and the data sources needed to inform it
are described above, and can be extended to meet requirements as
the system evolves. That system could then provide the key
background information service to support locally-tailored and
locally-based adult information advice and guidance services to

offer additional guidance and counselling support where required.

8. Entitlements and skills priorities

An essential part of developing a policy on tripartite responsibility for
skills between the state, employers and individuals will be to set out
the key principles for the use of public funding component of the
total costs.

It is taken as a given [in this paper) that the state will continue to fully
fund a state pre-school and school system for all young people up to
the age of 16. But what policies apply beyond that point? Our policy
on the funding of young people’s learning remains confused and
inconsistent, with different policies applying to young people in
colleges below and above 19, to apprentices up to and over 25,

and to university students.
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slide 21 highlighted the evidence that, whilst the UK has increased
skill levels amongst young people by age 21 to levels comparable
with our European competitors, by age 25-28 the gap has widened
again. If we wish to close our youth skills gap, we need to extend the
opportunity for young people to continue in learning up to the age of
25, through an entitlement for every young person to attain skills up
to at least Level 3. By 2010, the majority of new jobs will require Level
3 skills - this must become the expected standard of attainment for
all young people by age 25. Government should establish that
standard through an entitlement for all young people to fully-funded
Level 3 training up to the age of 25, either through colleges, training
providers or apprenticeships.

The demographic trends make it essential that we increase the stock
of higher skilled adult workers, as well as draw more non-employed
adults into the workforce. | argue on page 16 that, under a tripartite
responsibility for skills, the government “should ensure that all
citizens have equitable opportunities to obtain a minimum foundation
of learning for their future employability”, and the current Level 2
entitlement for adults to basic skills and their first Level 2
qualification implements that principle.

Beyond those entitlements (which could themselves be ‘upgraded’
over time), employers and adults should normally be expected to
contribute to the costs of learning in a way that links their level of
investment to the level of benefit received. In special cases,
government could choose to extend the concept of entitlements to
cover higher level training in sectoral or regional priority areas to
respond to significant economic or social need.

9. Licences to practise

It is an extraordinary characteristic of the UK that we are happy to
regulate the skills and capabilities of our so-called professional
classes (lawyers, doctors, accountants, engineers etc.) setting
minimum standards for qualifications, experience and continuing
professional development, but we do not expect the same of our
skilled craftsmen and women, technicians, or trades people.

Apparently, it is acceptable in the UK for unqualified people to lay our
railway tracks; look after our elderly relatives in care homes; rewire
or replumb our houses despite the huge risks to health and safety;
handle and prepare food in restaurants and factories. And then we
wonder why there are so many cowboys operating in the market, and
why the actual skills of so many of the workers that enter our homes
are so low.

Even the recent influx of highly skilled workers from eastern Europe,
praised for the quality of their work and their customer service,
hasn’t led us to recognise that the difference is that in Eastern
Europe (and the rest of Europe, the USA, Canada and most of the
developed world), these trades are licensed, and no-one can call
themselves an e.g. electrician, or practise that craft, without being
qualified to specified levels and subject to registration.

It is ironic that the Institute of Plumbing and Heating Engineers has
fought unsuccessfully for 100 years to introduce a registration
scheme for plumbers. They know that their reputation as a trade, and
the health and safety of the population, depends on high quality work
performed by individuals who take their trade seriously. Yet it has
been successive governments that have opposed such a scheme,
proclaiming the interests of the populace are better served without
such an assurance of quality and safety.
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The evidence from around the world is clear: licence to practise
schemes work. They raise skill levels, increase respect for those
occupations, improve quality and workmanship, provide a level
playing field for good companies, reduce or even eliminate ‘cowboys’
and increase public confidence. It is time they were extended to all
crafts and trades that impact upon public health and safety, or upon
consumer protection and confidence.

10. Individual learning accounts

My previous proposals argue that skills are essential for economic
growth and individual employability, and that individuals may need
upskilling or reskilling at various stages during their adult life. The
principle of tripartite responsibility rightly places some of the
responsibility for such personal development on the individual, since
they will normally benefit through increased earning capacity.

But individuals cannot easily predict when skills development will be
essential for their future employability - with shocks like redundancy,
recession, or technological change affecting most people at some
stage during their lifetime. For maximum labour market efficiency,
individuals will need to be able to pursue learning when the time is
right for them, and be able to locate the resources to support such
learning when necessary.

The Scottish Lifelong Learning Committee’s report some years ago
recommended that each citizen should have an entitlement to so
many hours of publicly funded learning throughout their lifetime,
almost as a credit to be drawn down over time.

Establishing such a ‘credit’ concept in the education system was
one aspect of the original idea for Individual Learning Accounts,
developed during the early years of the current administration. The
principle was simple. If, in a lifelong learning society, individuals
needed to be able to access new learning for skills at various stages
of over their 30-40 year working lives, then society needed a
mechanism to ensure that the resources to support that would be
available when required.

The individual learning account would support maximum flexibility for
adults through three elements: a ‘credit’ on the learning system for
so much publicly funded learning time in a lifetime; the capacity to
save, tax free, for learning in the future; and the capacity for deferred
borrowing on advantageous terms (like the current student loans
system). During the developmental thinking on ILAs from 1997 to
1999, this was often referred to as “credit to learn, save to learn,
borrow to learn”.

The system of so-called Individual Learning Accounts introduced by
the DfES in 2000 bore little resemblance to the original concept, and
lacked sufficient basic controls to prevent predictable fraud. These
mistakes did not invalidate the full ILA concept, and the arguments
for it today are as strong as they ever were.

' Thomas Friedman, “It's a Flat World After All", The New York Times, 3 April 2005

? A definition popularised by the Department of Trade and Industry’s Innovation Unit in the 1990s.
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Conclusion

The skills challenges facing the UK are becoming increasingly well
understood:

o Too many young people disengaging from learning and skills
at age 17 [if not 14);

e Major demographic changes occurring over the next 15
years, fundamentally changing the shape of the UK
workforce, and making us more dependent on the skills of
the existing population of working age;

o Rising skill levels required in all occupations;

o Inadequate publicly accessible information on future labour
market changes, and the balance of skills required for our
future economy;

o Too few people pursuing essential craft, technical and trade
skills at intermediate levels, leading to worsening skills
shortages over the next ten years;

o A serious imbalance in public policy on the need for
academic versus practical learning;

o Too many adults with low skills and poor levels of literacy
and numeracy;

o The need to increase the volume and level of education and
training in the UK beyond the capacity of the state to pay.

What is certain is that a policy of ‘more of the same’, or even of
slow evolutionary improvements will simply not produce the radical
change in skills and productivity that is essential for the UK's
continuing economic competitiveness and for ensuring a more
inclusive society for all citizens.

The importance of getting skills right for the future of our nation
and our people is gaining increasing public and political recognition,
with successive White Papers, Treasury Reports, and now the Leitch
Review of skills requirements up to 2020. Work arising from the
Skills Task Force and the subsequent Skills Strategy has begun to
have a visible impact on adult basic skills, apprenticeships,
participation in intermediate vocational skills, and employer
engagement, but the hill we still have to climb is steep.

The time is right for another step change in policy and strategy,
building on recent success, but with renewed innovation, energy,
focus and commitment. | hope the proposals outlined above might
contribute to making that step change a substantial and successful
one.

Chris Humphries CBE
Director General, City & Guilds

December 2005

* Paul Wallace, "Agequake: Riding the Demographic Rollercoaster Shaking Business, Finance and our World”, Nicholas Brealey, London 2001

“ DfES, Education and Skills: The Economic Benefits, p17
° OECD, Education at a Glance 2004, Charts B1.1 and B1.2, pages 199-202.

¢ National Skills Task Force, Skills for All: Proposals for a National Skills Agenda, DfES, 2000, p. 64

" The reason was simple. As smaller firms grow, their primary focus is on the next contract, the next sale. It is only when the business is more established, and the order book is more secure,
that most small firms can actually afford to bring in ‘administrative managers’ with the roles described here. The growth point of 50 employees seems to be a watershed for
personnel/training managers. (The author was Director General of the British Chambers of Commerce when this research was conducted.)

® It should be noted that the author defines priority learning quite broadly, including basic skills, employability programmes, access and taster programmes for the low-skilled, an adult
entitlement to Level 2, Level 3 and higher full vocational programmes, other courses in SSC’s Sector Qualification Strategies, and many degree and post-graduate programmes. The proposal
here is to reduce the public subsidy for other learning, including leisure learning, not to eliminate it completely!
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SLIDE 1

SLIDE 1

Why does this matter?

City&g
Why does this matter? Guilds

A competitive society o one which achieves a
/ ; lilhné fot /4 %
Prof, Stephane Garelli, Editor, World Competitiveness Handbook, 1995
= Economic and organisational competitiveness
« Individual engagement and potential

= Equity and social cohesion
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SLIDE 2

Drivers of industry and
occupational change

SLIDE 2
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