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Introduction

Over the past year, it's becoming increasingly clear that the UK
economy is at long last moving on from recession to stronger
growth, which is really good news. Employment is rising as eco-
nomic output picks up and business confidence strengthens.
However, our analysis within the UKCES highlights the persis-
tence of some deep-rooted structural skills and employment
challenges in the UK economy. We must not lose sight of these
and they have to be tackled if we are to create the conditions for
aprolonged, balanced, structural recovery.

These challenges relate to how effectively businesses make use
of and develop their people to drive improvements in their per-
formance. Their persistence is hampering productivity and the
achievement of wider benefits. Indeed, since the recession the
UK has seen alarge gap develop inits productivity compared to
other leading economies. It is through the skills and capability of
the workforce that businesses can turn this around.

In taking the ladder of opportunity as a metaphor we have iden-
tified skills challenges across three rungs — the bottom, middle
and top. This paper sets out some of the headline challenges
from our initial investigations which we think require action if we
are going to effectively drive long term growth. We are publish-
ing the results from our work to date to draw attention to the
challenges and stimulate a debate over the summer about how
they can best be tackled. In the autumn we intend to publish a
comprehensive analysis on what needs to be done, highlighting
specific actions by employers, employees and government. We
now turn to the three rungs, each requiring urgent attention.

Getting in: bottom rung

At the bottom rung the risk is that the prospects of getting into
work, beyond precarious, short term opportunities are not equal.
There are particular risks for young people starting out on their
careers. Whilst youth employment has improved recently, in
line with a growth in overall employment levels, this conceals
alonger term trend. The level of young people out of work is in
stark contrast to unemployment more generally.

In fact, the UK stands out among European economies for its
combination of relatively low unemployment with relatively high
youth unemployment. But why? Clearly, education is a factor
and many of those who are out of employment have no quali-
fications.

But this is not the only reason. Part of the answer is also because
the decline in youth employment actually started over a decade
ago. It reflects continuing, pro-longed structural developments in
the labour market as entry jobs in traditional industries decline and
with them valuable opportunities to combine work and studly.

Work experience is vital. Many of those countries that provide
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higher levels of earning whilst learning see lower levels of youth
unemployment. In the UK too, those young people with four or
more work experience activities during their education are five
times less likely to not secure education of employment later on.
But over the last decade the proportion of 16-24 year olds com-
bining employment and education has fallen.

How do we better connect education and the workplace with
more businesses offering quality work experience integrated into
study programmes and supporting new entrants through robust
career pathways in work?

Getting on: middle rung

For those in work, particularly in low paid and low skilled jobs, is
the challenge of how employees progress through the middle
rungs on the ladder. As with youth employment, the trends re-
flect long term developments in the structure of the economy,
which are challenging traditional notions of a job for life and fixed
career plans. With the ongoing shift from relatively highly paid
employment in manufacturing towards lower paid service jobs,
the risk is that this is not an economy rebalancing to compete
globally on the basis of high valued added activities and there-
fore the talents and capabilities of its workforce. With the reces-
sion accentuating historical trends, and the recovery, focusing
on the top and bottom of the labour market, middle-level jobs
have not recovered their losses. A growth in more flexible forms
of employment on fixed and casual contracts has enhanced un-
certainties for growing sections of the economy.

Increasingly, with these changes in sector composition, there
are signs that we may be seeing the consolidation of an hour-
glass labour market (see Figure 1), driven by the twin effects
of technology and globalisation. This is creating winners and
losers. The expansion of the digital economy, and growing appli-
cations for information and communications technology, has ex-
tended the opportunities for the highly skilled to perform at ever
more complex levels, whilst middle skilled jobs see their more
routine work automated. In an increasingly competitive global
economy, the UK will come under growing pressure to relocate
business operations where it is more cost effective to do so and
out-source through global supply chains, which equally affects
middle rung jobs.

Asbusinesses evolve in pursuit of comparative advantage in this
competitive world, there will be greater prospects for analysts,
designers and technicians working within global value chains.
Traditionally considered high-skill, these are becoming the new
middle-ranking jobs. Over the past decade, and we project for
the decade ahead, itis high-skill, knowledge intensive areas that
enhance the innovative capacity of businesses, and which drive
progress and growth, and that's an important part of achieving
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a lasting and sustainable recovery. Those individuals and em-
ployers who cannot embrace and adapt to change risk being
left behind.

How do we work with business to create more quality jobs backed
with robust vocational pathways?

Moving up: top rung

At the top rung of the ladder, our prosperity depends on rising
productivity and continual improvements so we need to make
the best use of our most highly skilled talent to innovate and drive
progress. But whilst many great businesses need more skills,
our current skills system develops high skills only to see them in-
creasingly underemployed in the wrong places. So, at the same
time, our employer skills survey shows that as businesses report
persistent skills shortages amongst higher skilled jobs, they also
report that people’s skills are under-utilised. The risk is this sig-
nificantly impacts on the ability of those sectors, critical to future
growth, to compete effectively in the global economy.

Part of the problem is that when employers want to train to grow
the skills they need, they find themselves frustrated by cost and
time pressures. But they also struggle to find the skills they need.
So, it is also true that we are not exploiting the potential of the
work based routes to higher skilled jobs as compared to other

From acentrally-driven

system that's overly complex,
subject to constant structural
change, and where employer and
employee voice is crowded out.

Acute skills shortages combined
with poor use of the skills we
have, alongside limited work

based routes to higher-middle
skill jobs - constraining competi
tiveness and investment.

Stumbling productivity,
depressed wage growth and
difficult progression routes for
those in low-skilled jobs,
exacerbated by adeclinein
middle level jobs.

Declining opportunities for
combining study and work, with
limited pathways into work for
young people and few
opportunities to gain real work
experience.

Figure 2
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countries, targeted to the new emerging jobs. These form es-
sential pathways to develop technical and professional skills in
a workplace setting that are therefore directly relevant to work.
Instead, the UK has created a greater supply of higher skills
through graduates, and the expansion of higher education, and
alternative vocational routes combining study and work are un-
der-utilised.

Our business intelligence also shows that employers recognise
they are not meeting all their future upskilling requirements either
(indeed, two fifths of employers want to do more training and
nearly three quarters have further upskilling needs they need to
meet in higher skilled roles in the coming years). Further, whilst
we have world class businesses which are high performance
working, we do not have enough of them. These factors, com-
bined with the growing level of skills under-utilisation, raise ques-
tions about current management practices and whether busi-
nesses are doing enough to raise global competitiveness.

How do we work with businesses to strengthen high quality work
based alternatives to traditional FE and HE routes, which combine
work and study?

Looking ahead

Autumn gives us some months to work hard on clarifying the
challenges and developing solutions about how they might best
be tackled. With the rungs of the ladder in mind, we can begin to
think about the particular actions we want to propose, at each
rung. Reflecting on solutions across the whole ladder means our
proposals will be system-wide. We still believe the action of busi-
nesses will be very important in driving improvements across
the systerm and therefore will be building on our existing propos-
als to strengthen collective employer leadership which we call
employer ownership of skills. Our current analysis helps us shape
where we are and in developing solutions we can set out where
we are going to.



Gettingin
The recession accelerated
difficulties for people looking for
work and a decade-long trend of
falling youth employment. Education
continues to be vital, and supports
employment growth, but there still
are declining opportunities for study
and work which enhance long term
prospects. Employers gaining more
business need to ensure more and better
opportunities to support new entrants
and their progression.
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Unemploymentrate, 16-24

Employmentrate
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Youth jobs are growing,
but not enough torecover
adecade-long decline.

The UK economy is now in recovery, six years after the onset of
the recession in 2008. In difficult times, the labour market per-
formed relatively well at keeping people in work: the rise in un-
employment was smaller than could have been expected. But it
still hit hard on those at the margin of the labour market who find
it hard to secure work: those with limited skills, and young people.
Toensure the recovery can be sustained, it is important we over-
come the challenges faced by those having the most difficulty
finding work. Employment is a vital to securing independence
and having more people working productively will drive the last-
ing social prosperity we seek.

Young people particularly continue to face a challenging labour
market post-recession which hampers their transition into work.
Back in 2003-4, youth employment was over 60 per cent, but
this had fallen even before recession, in an expanding economy.
With recession, youth employment dipped below 50 per cent of
the 16-24 age group; and despite signs of economic recovery, it
is only now a little above this level.

To get back to the employment rate of young people seen a
decade ago, more than 400,000 16 to 24 year olds would need
to enter work (Chart 1). While youth employment is improving,
there seems little immediate prospect of returning to the rates of
adecade ago. The contrast with other age groups is instructive:
the 25-49 employment rate has mostly recovered from the few
percentage points lost during recession, while the over-50 em-
ployment rate is higher now than ever.

Where they are employed, young people are disproportionately
likely to be effected by the increased use of casual, short-term
arrangements or those with ‘zero hours guaranteed. Workers on
flexible contracts are less likely to receive training than those on
‘standard’ contracts (40% vs. 49%) and are more likely to pay for
their own training. This could potentially hamper opportunities to
progress to more highly skilled roles, especially important at the
start of acareer.

Just as the overall unemployment rate can ignore the particular
experience of young people, the national picture can obscure
wide variations. Levels of youth unemployment vary greatly by
place, suggesting that many of the structural causes concen-
trate in some local labour markets, hindering their efficiency at
getting young people into work.

Nor are these variations a simple ‘North/South divide' - in any
region there are areas with high and low youth unemployment
(Chart 2). Alongside place, there are other sources of varia-
tion: for example, young black people have more than double
the overall youth unemployment rate, which poses concerning
questions about equal access to employment opportunity at the
start of a career.

Climbing the ladder: skills for sustainable recovery 7



We have comparatively
low unemployment -
except for young people.

In international comparison, the UK fares reasonably well on
unemployment through the recession, sustaining rates similar
to those of the ‘north European’ economies. As the economy
has picked up to rapid growth, the unemployment rate has at the
time of writing fallen well below seven per cent.

But as we highlight in our new report Precarious futures?, our
overall unemployment performance is not reflected in levels of
youth unemployment. In fact, comparing our strong unemploy-
ment performance with ‘prime age’ workers (25-49 years old)
with our performance for young workers (15-24) highlights that
the UK's problems with youth unemployment are particularly
acute. As Chart 3 shows, the ratio between the two unemploy-
ment rates —a measure of the labour market's relative inefficien-
cy inabsorbing young people — puts the UK at the top.

In every European country, unemployment is higher for young
people than for adults, but in the UK it is more than three times
higher, and this reflects a longstanding difference. Even coun-
tries suffering greatly in the Eurozone crisis, such as Spain and
Greece, have a lower ratio of youth to adult unemployment than
the UK. While those countries may suffer greater overall unem-
ployment, itis relatively less concentrated among young people.

Part of the explanation may be that jobs growth in the UK fol-
lowing recession has been greatest in sectors and occupations
that require higher level skills or that do not traditionally employ
young people. Young people are largely dependent on sales
and customer service occupations and elementary occupa-
tions for employment, with half of all young people employed in
such occupations (compared to just 15 per cent of those aged
25 or over). Following recession, young people are competing
for these jobs with older and more experienced workers.

That may be true, but it doesn't account so well for the lasting
nature of the change, tracing back over a decade. Still, other
common explanations have their weaknesses too. Discussion of
education being ‘over-expanded’ misses the fact that education
remains one of the best ways of protecting against unemploy-
ment: at age 24, more than 12 per cent of those with their highest
qualification at GSCE level were unemployed, compared to 8
per cent of those with a degree (Chart 4).

Substantial shares of those who are long-term unemployed
or economically inactive have no qualifications (this is at least
partly because of the age profile of those groups, with relatively
large shares of older people). But education on its own is not a
panacea: young people need practical work experience to help
demonstrate their skills to employers. It is how best to combine
education and work that matters.

Chart3
Ratio of youth to prime age unemployment,
selected EU member states
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15-24 year olds: proportion unemployed and in
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Chart6

UK employment, combined work and study, and
Apprenticeship participation, 16-24 year olds
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Work experienceis
essential, but has drifted
away from education.

The benefits of work experience to young people are well docu-
mented. Young people with four or more work experience-type
activities during their education are five times less likely to be not
in education, employment or training later on. Graduates with
work experience get better degrees, higher wages and are less
likely to be unemployed.

Young people can gain experience of the workplace through
work experience placements, sandwich placements or intern-
ships; or through combining paid work with study (so-called
‘earning while learning’). This could be through a formal appren-
ticeship, or by taking up a part-time job during school, college
or university. The UKCES publication Not just making tea... rein-
venting work experience highlights good practice around work
experience from employers, colleges and trainers.

As Chart 5 shows, many of those countries which achieve
higher levels of earning while learning — highlighted are Finland,
Denmark, Austria, Germany and the Netherlands - achieve
lower levels of youth unemployment. That said, there are other
countries that achieve lower levels of youth unemployment with
less combined work and study: which is the relevant example for
the UK.

Historically, the UK used to be among those countries with
higher levels of combined work and study; its decline coincides
with the fall in employment over the 2000s (Chart 6). Over the
past decade, the proportion of 16-24 year olds in employment
and full-time education has fallen similarly with the employment
rate. That long term shift is unique to the UK; other EU member
states have seenrelatively stable levels of earning while learning,
oradip only since recession.

It's tempting to think that apprenticeships are the answer here,
but that's too simplistic. True, countries with extensive appren-
ticeship systems including Germany, Austria and Switzerland
all see much higher rates of earning while learning, while also
achieving lower levels of youth unemployment. However, so too
do countries with less extensive apprenticeship systems, such
as the Netherlands, Australia and Canada. Also, apprenticeship
volumes would have to expand dramatically to make up the gap
(Chart o).

It remains unclear why earning while learning has fallen from
favour. Part-time work has grown significantly in recent years,
although less so in entry-level occupations more accessible to
young people. It may also be that the part-time work available
sits less easily with the requirements of full-time study than may
seem from afar. In any case, there is a need to understand the
reasons why and consider again how our education and training
institutions, and our recruitment practices can help to restore the
past, strong association between work and studly.

Climbing the ladder: skills for sustainable recovery 9
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New technology & longer
lives mean we need
adaptable career plans.

The world economy is changing radically, with dramatic effects
for how we work, individual jobs and skills and any traditional no-
tions of a job for life. As with youth employment, these trends
reflect long term structural shifts. For those already in work, es-
pecially inless skilled jobs, who have difficulty adapting, this pre-
sents particular challenges about retaining work and how to get
on. As traditional middle-level jobs decline and new skills devel-
op, thereis arisk of increasing the divide between those who can
adapt to change and those who can't. We need to act to prevent
too many people being left behind.

New technology is transforming workplaces. For decades now,
computer power has been increasing exponentially, with cost
falling just as fast. The iPad 2, launched for under $1,000 in 201,
offers the same peak computing power as the Cray 2 super-
computer launched in 1985 with a $35m in today’s prices. Inter-
net traffic has grown twelvefold between 2006 and 2011.

British workplaces are no exception. Chart 7, from the Skills and
Employment Survey, shows that in 1991, fewer than one in three
jobs required ‘essential’ and one in six ‘complex or advanced’
computer skills. By 2012, it's one in two and one in four, respec-
tively. Internationally, British workplaces include some of those
most technologically advanced. The 2013 Survey of Adult Skills,
conducted across 24 countries by the OECD, the international
think-tank, showed nearly a third of British employees in the top
quartile for ICT skills use at work.

UKCES recent Future of Work research demonstrates that the
newest developments of technology will drive change still fur-
ther. A closer connection between communication and real-
world objects and activities — the so-called Internet of Things —
and the application of computer power to increasingly abundant
‘Big Data’ have the potential to change the way many more jobs
are done, especially in intermediate and higher skilled roles.

Our Futures study also points to a growing trend for people to
have longer working lives. Over the past decade, the ageing of
the Baby Boom generation has created the basis for a contin-
ued growth in over-50 employment, even against the backdrop
of the recession (Chart 8). The greater educational and health
opportunities for postwar generations, has also supported
longer working. As these trends continue we are increasingly
likely to see 4G workplaces where employees from four differ-
ent generations are working together.

For many, the possibility and desirability of a career plan fixed
in teenage vears is increasingly a thing of the past. Instead, our
emphasis has to be on ensuring career plans which are adapt-
able, support learning new skills and progression through vary-
ing career paths.
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The skilled workforce has
expanded... but only to
keep up with demand.

In discussions about skKills, it is easy to overlook the great pro-
gress the UK has already made, driving development in inter-
mediate and especially higher skills in response to technological
and global developments (Chart 9). The sustained expansion
of participation in higher education has led the move: within a
decade, there has been a nine percentage points increase in
the share of the workforce qualified to NVQ Level 4 and above
—typically university graduates.

Like other advanced economies, the UK has expanded its
supply of graduates primarily to meet a rising demand driven
by trade and technological change. Recent research suggests
that around twenty per cent of economic growth from 1982 to
2005 came from the increase in the graduate skills base; and a
full third of the increase in productivity from 1994 to 2005. Con-
trary to speculation that such an expansion in education would
lead to a decline in its value, the evidence is that pay premiums
to higher levels of qualifications remain high (Chart 10). Further-
more, survey research with multinational employers suggests
that the UK workforce is held in generally high regard.

Whilst that has been achieved with no loss to the numbers quali-
fied to NVQ Levels 2 (equivalent to 5 or more good GCSEs) or 3
(2 or more A levels), and there has been a ten percentage point
reduction to the numbers with lower qualifications or none at all,
questions remain about the UK's intermediate skills base. This
remains smaller than in many other advanced economies. But
this is not simply a matter of deficient supply. Last year's OECD
Survey of Adult Skills showed that the UK labour market has an
average rate among advanced economies for jobs requiring
tertiary or higher education, but an above-average rate for jobs
requiring primary or less education. From the survey of multina-
tional employers we know British workers do not do so well, in
technical areas critical to progressing at work — business devel-
opment, job-specific technical skills, and team-working. So why
isthis?

Developments in trade, and technological change, are giving rise
to mixed consequences. Increasingly, job demands are ‘polaris-
ing’ into those which drive more value added activities demand-
ing advanced skills and expertise, and those where traditional
jobs are substituted by business models employing low-skilled,
labour-intensive production methods. The increasing impor-
tance of services, and the power of technology to automate or
de-skill routine tasks, combined with falling costs and barriers to
trade all favour skills polarisation —and it appears well advanced
in the UK, further challenging the future of our middle-skill labour
market.

Chart9
Workforce by qualification level, 2004-2013
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Chart10
% premium over GCSE A*-C,
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The traditional middle of
the labour marketisina
long-term decline.

The result is an emerging ‘hourglass economy where the tradi-
tional job roles which made up the middie-skill labour markets
and provided reliable career pathways with opportunities for
decent pay and progression fall into decline. Even among low-
skill jobs, only those requiring a high level of personal service
‘touch’—especially, given ageing, in the care sector —escape the
competition of trade and technology.

The news is far from all bad. The same turbulence of trade and
technology will create opportunities for knowledge-intensive
growth. Our Working Futures projections (Chart 11) suggest 2.3m
additional managerial, professional and technical roles by 2022.
Continuing the trends of the last two decades, this growth is ex-
pected in high-skill jobs

The question is, what happens to those in the middle? For ex-

ample, do those displaced from stable middle-skill careers have

the opportunity to move up, or do they oump down’ and end up

competing in a low pay, no pay’ cycle for low-skilled work? And

for the long term, just as longer, more varied working lives require

more adaptable career plans, if we're seeing the traditional foun-

Chart11 dations of stable careers decline, what takes their place? Are we

The hourglass labour market:  equipping people with the skills and support to make the most of

occupational projections, 2012-2022  thisnew labour market?

Managers, directors and senior officials 586k
Professional occupations 1175k

Associate professional and technical 583k
Administrative and secretarial -486k

Skilled trades occupations -306k

Caring, leisure and other service 649k

Sales and customer service -64k

Process, plant and machine operatives -214k

Elementary occupations -67k

Source: UKCES Working Futures 2012-2022.
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Moving up

Our prosperity depends on rising
productivity, and so we need to
continuously improve people’s

skills and make the most of
their talents. But persistent
skills shortages for high skilled
workers, combined with poor skill
use of the skills we already have,
are hampering competitiveness.
More businesses need to act but
limited established work-based
routes to higher middle skills are
inhibiting progression.
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Chart12
Real hourly wages and output,
2005-2013
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Falling wages areinlarge
part a symptom of our
stumbling productivity.

Are we sufficiently developing and making use of our highly
skilled workers to drive innovation and progress at work and
support sustained growth and social prosperity? Our economic
performance would suggest not. Whilst employment has been
recovering for some time since the recession, there is a less cer-
tain resolution to the problem of declining real pay. Wage growth,
lagging price inflation, has been a continuing experience since
the initial onset of recession in 2008, and has regularly defied ex-
pectation since then. Worse still, it is not a universal fact across
advanced economies — indeed, the UK seems to have been
among the worst-afflicted.

Like many of our deepest economic concerns, stagnant and fall-
ing real wages are in many ways a reflection of underlying weak-
nesses in UK productivity. As Chart 12 highlights, the path of real
hourly wages (defined in terms of output prices) closely match-
es the stumbling path of output per hour over the past decade.

The consequence is that much of the significant progress made
in covering the productivity gap against leading advanced econ-
omies over the 1990s and 2000s has now been lost. Where
before the recession, the UK was moving closer to that group
of economies defined by their combination of high employment
and high productivity, only our employment performance re-
mains high (Chart 13).

There are many possible causes behind the UK's poor produc-
tivity performance, and reconciling them is beyond our scope
here. While as a matter of simple arithmetic the high levels of
employment and lows in output result in lower measured labour
productivity, it seems more likely that the UK has seen a deterio-
ration in competitiveness and that the labour market has found
people work inless productive roles. Leaving aside recent prob-
lems, there are longstanding weaknesses — for example, in the
long tail of employers with weak management practices —which
frustrate productivity growth in the UK.

Whatever has happened, there is no reason to believe that the
UK cannot return to productivity growth in the future. The gap
with the leading advanced economies demonstrates that there
remains substantial room to improve our long-term perfor-
mance. Doing so depends on removing constraints to the im-
provement of skills, infrastructure and innovation as the motors
of lasting economic growth.

Our chief concern here is with skills development and use, and
it's the right skills for the right businesses that matter most. What
we need is to make sure the opportunities are there for talented
people to develop and apply the high level skills employers need
to turninvestments in technology and working practices intoim-
proved business performance.
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Skills gaps and skills
shortages exist alongside
underemployed talent.

We know from the UK Commission's own intelligence that busi-
nesses in all sectors suffer from the lack of skills where they
are most needed. We use two measures of employers' current
unmet skills needs:

m Skills shortage vacancies are vacancies which
exist because employers cannot find people with the
skills, qualifications or experience for a role.

m Skills gaps are when existing employees are not fully
proficient, often because they are new inrole, or because
the role has changed.

In the UK Commission's Employer Skills Survey, for some sec-
tors as many as one in five workplaces report skills shortage
vacancies and/or skills gaps. And of course where they persist
they significantly hamper business performance. Even in agri-
culture, one in ten workplaces report such problems. Skills are in
need across most sectors.

And yet at the same time, many of the same sectors report a
high level of underemployed staff (Chart 14). This equates to
over 4 million workers across the UK and on average a half of
businesses. Again, there is no sector without workplaces re-
porting the problem. While we might naturally assume that skills
gaps and skills shortages would encourage employers to make
the best use of available skills, we find that skills deficiencies exist
alongside poorly used skills. Indeed, one sector —hotels and res-
taurants —has the highest number of workplaces reporting skills
gaps and shortages alongside the highest number perceiving
underemployment.

Feast and famine in the market for skills could be driven by many
factors. So what are the further features of this skills problem?
Dealing first with underemployment, with nearly one in ten
graduate-level workers employed in these roles, the UK demon-
strates a higher level of underemployment than most of the ad-
vanced economies. In fact, the UK is only beaten by Spain and
Ireland for the number of graduate-level workers in lower skill,
manual roles (Chart 15).

The persistence of skills deficiencies alongside the poor use of
peoples skills could in part be explained by staff being slow to
move from declining to growing employers, as job composition
shifts. Perhaps more significantly, it is the case that the skills of
underemployed workers are not the skills most needed in the
sector's workplace. Certainly, the UK sees a very high level of
skilled workers employed in jobs requiring limited skill which is
clearly a waste of talent. So part of the answer requires employ-
ers to ensure they are sufficiently demanding of their workforce
and are designing jobs that adequately make use of skilled and
able people. But, is it the case too, that our current skills systems
is also not supplying the right skills?

Chart14
Prevalance of skills gaps and skills shortages
alongside underemployment, by sector
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Chart15
Workers with higher education employed in low-
skill (elementary, process and plant) roles, 2013
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Chart16
Skills shortage vacancies by
occupation and major sectors affected
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Yet critical skills shortages
persist, especially at
middle and high skill levels.

As business confidence has recovered and employers have
begun to recruit, the proportion of employers reporting skills
shortage vacancies has increased. Whilst the volume of vacan-
cies hasrisen by 12 per cent since 2011, skills shortage vacancies
have increased by 60 per cent. Skills shortage vacancies now
account for just under a quarter of all vacancies in 2013. Skills
shortages and gaps are not universal, but their intensity and
impact can hit hard on affected employers.

Forinstance, skills shortages are acute, and persistent, in middle-
skill skilled trades — declining in number, but demanding to recruit
—and at growing high skill levels for professionals and associate
professionals. These roles are heavily concentrated in key sec-
tors, including financial and business services, mining and quar-
rying, and transport and communications. There is also a need
for health and social work professionals to meet the demands of
agrowing population.

Importantly, the most common types of skills shortages reported
by employers are technical, practical or job specific skills. These
skills are best gained in a workplace setting, and it's therefore
no surprise that skills shortages cluster around particular oc-
cupations in particular sector. It's this concentrated nature which
magnifies their economic effect, and calls for particular forms of
upskilling in response.
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Base: All establishments with vacancies in each occupation in each sector. Figures only shown where base size greater than 50
Source: UKCES Employer Skills Survey 2013.
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Increasingly advanced
jobs need high level skills,
learned in the workplace.

The expansion in higher education has created a much greater Chart17
supply of graduates, but it isn't always clear whether they reach Participation in undergraduate higher education,
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Taken together, participation in the four main vocational routes Source: Data Service, Skills Funding Agency.
does not make up even ten per cent of the level of participation
inundergraduate first degrees. While the development and rapid
growth of Higher Apprenticeships has of course been welcome,
they remain very few in number and do not offset the decline in
take-up for other advanced vocational qualifications, such as

HND/HNC courses or Foundation Degrees.

Chart18

15-24 participation in vocational tertiary education,
selected advanced economies, 2012

In a mixed international picture, the UK scores low for young
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Chart19
Average share of employees trained
in past 12 months, by sector
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Chart20
Average number of days’ training per trainee
in past 12 months, by sector
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Wide variations exist
in the opportunity to
improve skills at work.

The pressing need for more people with the right skills in the right
places forces us also to turn to what employers themselves are
doing to drive the creation of those skills. Employers invest sub-
stantial sumsin training their staff —in 2013, the UK Commission's
Employer Skills Survey estimated a total of £42.9bn, equivalent
to around £2,550 per trainee, or just under £1600 per employee.
But, this conceals significant variation in which employers train
and how. A little under two-thirds of employers trained their
workforce in the past year, and around half provide off-the-job
training, combining work with study. Of the significant minority
who dont train at all, whilst most don't feel the need others find
themselves frustrated by cost and time pressures. Yet, is this suf-
ficient to support on-going progression and to raise business
competitiveness?

Where employers do provide training, not all staff access it, so
opportunities to progress skills are uneven. In 2013, employ-
ers reported that two fifths (62 per cent) of staff were trained, a
substantial increase comparedto 2011 (55 per cent). That gainis
moderated by taking place alongside a fallin the days of training
received by each affected staff member (from 7.8 to 6.7 days),
and a fallin the overall level of training expenditure (from £45.3bn
to £42.9bn). Training also tends to be targeted to the most skilled
workers. In fact, only 52 per cent of administrative and clerical
workers received training in the past 12 months, compared to
81 per cent care and leisure workers or 65 per cent in associate
professional and technical roles.

Unsurprisingly, there are significant variations by sector from 41
per cent of employees in agriculture up to 80 per cent in health
and social work (Chart 19). These sector variations can also be
highly changeable: the proportion in construction fell from 2011
to 2013, while health and social work, electricity, gas and water,
and transport and communications all significantly increased
their level of training involvernent.

In terms of the depth of training received, again there is a wide
variety: from just over 4 days over the year in mining and quar-
rying; up to 9 days for hotels and restaurants and the electricity,
gas and water sector (Chart 20). Across all sectors, 18 per cent
of establishment provided 11 or more days of training for the av-
erage person trained; this figure falls sharply (to 8 per cent) for
establishments employing 250 or more staff.



Employers have demands
for staff development that
they aren’t fulfilling.

Interestingly, our survey also shows that many employers ac-
knowledge themselves that their current skills investment is
insufficient. In fact, a large minority (42 per cent) of employers
would like to train more but are prevented by barriers such as
cost and time lost from the workplace. That includes nearly a
third of those who did not train at all in the past year, and nearly
half of those who had trained (Chart 21).

Nearly three quarters of employers report that they have further
upskilling needs that they willneedto act onin higher skilled roles
in the coming years. There are often sound business reasons for
these variations, but in enabling people to develop their careers
and progress, they can lead to significant gaps in opportunity.

Substantial variations in employer practices raise concerns that
our models for training delivery are not equipped to deliver the
skilled people we will need for longer term success. As the CBI
noted, “skills shortages and low levels of confidence ..show the
market in higher-skills development is not yet delivering the out-
comes needed’. Encouragingly, our survey shows that we do
have some employers stepping up to change here, with over
one in ten adopting ‘high performance working practices and
38 per cent pursuing strategies based on the development of
high value products.

Chart 21
Employer training intentions
compared to current levels
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