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This report presents findings from a comparative longitudinal study of the changing relationship
between education, training and various measures of employability and well-being. The aim of this
study was to explore the extent to which education and/or work-related training confer employment-
related benefits over and above the now well-established positive effects these have on earnings and
employment. In so doing, it examines the concept of ‘employability’ and considers how this might be
extended to incorporate some notion of well-being. The study investigates the links between
education, training, employment, earnings and well-being and reveals the changing situation
experienced by young adults over the past decade.

Defining employability

‘Employability’ is defined in much of the literature with reference to the process of obtaining work and
then sustainingemployment. An earlier review conducted by Hillage and Pollard™ defined employability
with reference to:

e the ability of an individual to get a job;
e their subsequent ability to retain employment;

e ‘independence’ in the labour market (a measure of the factors which enable an individual to
make choices in their employment situation);

e the quality of work.

Retaining employability is seen in the context of the uncertainties of the labour market and the need
for the individual to obtain both the human capital (e.g. new skills via training) and social capital (e.g.
becoming part of work-related networks) to either sustain them in their existing job or obtain
employment with a new employer. Given that training and the creation of work-related networks are
probably more accessible or more readily developed whilst in work, employability may also be
enhanced by staying in work long enough to secure these resources.

The concept of employability is typically extended to consider the quality of employment, a concept
which relates to either job content (e.g. whether the tasks undertaken in a job are intrinsically
satisfying) and/or the quality of the employment relationship. The latter may refer to the content of

' ). Hillage and E. Pollard (1998). Employability: Developing a framework for policy analysis. Department for
Education and Employment Research Report, RR85.
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the employment contract (wage levels, fringe benefits, etc.) or more informal benefits such as flexible
working hours to meet the individual employee’s commitments outside work.

Thus, employability fuses several ideas relating to job security and the quality of working life. The
capacity of training and lifelong learning to improve long-run employability needs to be seen in terms
of its capacity to foster occupational and social mobility, enhance job satisfaction and limit
vulnerability to labour market change. If this view is to assist with the development of policies to
improve employability, it is important to consider the links between education, training and
employment on the one hand and earnings and job satisfaction on the other, as potential measures
of employability.

Employment, education and training

Employability in the firstinstance is about obtaining a job. Available evidence suggests that education
and training play a significant role in determining the extent of unemployment. There is strong
evidence to suggest that low literacy and low mathematical ability are associated with long-term
unemployment. Similarly, poor or low level qualifications are associated with an increased risk of long-
term unemployment. The adverse impact of a lack of qualifications appears, on some evidence, to be
increasing over time, perhaps reflecting the decline in the number of unskilled jobs in the labour
market.

Afurther element of employability relates to acquiring those skills and attitudes that will assist people
to find work and to move independently in the labour market. If employability is about individuals
improving their labour market position (either to find work or improve their earnings or occupational
position) then identification is required of those skills that allow them to achieve this end. Looking at
the role of education and training in promoting social mobility in its widest sense is perhaps too great
a task. A more direct understanding of the role of education and training in promoting occupational
mobility can be gauged from an analysis of the changing skill composition of the labour market.

For those in employment, the evidence points to an increase in skill levels and responsibilities within
jobs. This suggests that the maintenance of one’s occupational position over time requires new skills
to be acquired and an increased capacity to handle more responsibility. Under the narrow definition
of employability, those who fail to keep up to date with new skills fall behind in their career
progression and earnings, but their employability is not reduced because they still have a job. In
contrast, those who lose their job with a resultant reduction in their employability also need to acquire
those skills that will get them back into work.

Economics of employability

Indirect measurement of the relationship between employability and training can be achieved by
correlating some measure of training (e.g. qualifications acquired) against a measure of employability
(e.g. income) whilst simultaneously controlling for a number of other factors that may be related to
income. The links, however, between vocational training and employability are complex and can be
pursued at various levels and from differing perspectives. The literature reveals three approaches to
the subject:

e at a macro-level, attempts have been made to measure the impact of education and training on
employment and output. Authors such as Thurrow and Reich suggest that the relative levels of
human capital development in western nations explain differences between their competitiveness;
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e at an individual level, the impact of training on the chances of being employed or unemployed,
or the impact of training on income over the life-cycle using work history data, have been measured.
The evidence generally reveals a positive relationship between (a) level of education and being in
employment/level of earning levels, and (b) training and earnings;

e from an organisational perspective, the relationship between workforce development/training
and organisational performance has been measured. Initial evidence suggests that the relationship
is positive.

Harmon and Walker, in their recent review of evidence and issues relating to the returns to education,
indicate that there is a considerable degree of consensus on some of these issues, particularly upon
the range to be placed upon estimates of the rate of return to an additional year of education. Basic
specifications suggest a return to a year of schooling of between seven and nine per cent. Most
studies reveal that women gain more from additional education than do men, that those in the top
part of the income distribution gain higher returns per year of education than those in the bottom part
of the distribution, and that the effect of underlying ability on earnings is small compared with the
effect of education.

Employability and well-being

Whilst the evidence relating levels of education and training to employment duration and to earnings,
reveals a positive link in both cases, much lessis known about the relationship between education and
training on the one hand and the quality of employment on the other. It might seem self-evident that
those in employment or in relatively high wage employment, will be more content with their
employment. Certainly, unemployed people have a more abject view of the world of work. To date,
the relationship between levels of education/training and the quality of working life in the UK has not
been quantitatively assessed in any systematic way. There is some indicative evidence that the
wealthier we become, the more we demand from our work, and from life in general, such that our
needs become more difficult to satisfy. If such a view is correct, and it is rather speculative, then this
suggests that higher levels of education and training, leading to higher waged jobs, may not
necessarily be related to greater job or life satisfaction.

Longitudinal analysis

A statistical exploration of the links between education and training, employability and well-being is
presented in Chapter 3 of this report. The study moves beyond the more traditional analyses, which
make much use of earnings as an indicator of employability, to examine further the links between
education, work-related training and measures of psychological health and life satisfaction. We utilise
information from the 1958 birth cohort (the National Child Development Study) and the 1970 birth
cohort (the British Cohort Study). Both cohorts were revisited in 1999/2000 to provide fresh
information on the employment, health and other circumstances of cohort members. To capture
these people at an equivalent point in their life cycles, we compare and contrast the situation of 29
yearoldsin 1999 (1970 birth cohort) with 33 yearoldsin 1991 (the previous occasion upon which data
were collected from the 1958 birth cohort). Where necessary, we take account of the fact that there
is a four-year age difference between these two groups.
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Key findings

Among the many interesting results that have become apparent from this comparative longitudinal
analysis, we note particularly, the following:

over the 8% year period which forms the basis of this comparative study (spring 1991 — winter
1999) the proportion of young people (33 year olds in 1991, 29 year olds in 1999) holding
employee status has risen significantly (74 to 79 per cent for men; 61 to 69 per cent for women).
Among men this is due to a decline in self-employment and a fall in unemployment. For women
it also reflects the continuing increase in their participation in the labour force, particularly their
higher rate of participation in full-time employment;

the proportion of young men and women holding higher qualifications (NVQ3, degree, higher
degree) has risen markedly. The increase has been greater among women (25 per cent to 32 per
cent), such that the proportion of young women with high-level qualifications now matches that
of men. Associated with this rise, is a decline in the proportion with low-level qualifications.
However, the proportions of both young men and young women reporting that they hold no
qualifications has remained constant over this period (at around 12-15 per cent);

the experience of unemployment since entering the labour force has declined for both young
men and women;

there is a small but measurable increase in the experience of work-related training between the
two birth cohorts;

there has been a major change in partnership formation. Marriage has declined to be replaced
by cohabitation or single status. Those reporting a partnership (marriage or cohabitation) are
much more likely to have a working partner.

Viathe estimation of a series of multivariate statistical models, we explored further the interrelationships
between qualifications, training, work history, employment, earnings and well-being. From this
investigation we note the following:

high-level qualifications continue to lead to higher levels of employment. For men, the effect of
a degree on the probability of being employed at ages 29/33 years remains constant over the
eight-year period. Lower-level qualifications now appear to be less effective at maintaining
employment among the younger cohort. For women, qualifications have generally become more
effective at maintaining employment;

the effect of having a working partner on employment appears to be strengthening over the
period. Young people in 1999 who have a working partner are more likely to be employed than
was the case for young people with a working partner in 1991;

the positive impact of qualifications on earnings appears to be declining. For both men and
women the effect of a degree on earnings in their late 20s/early 30s now appears lower in 1999
than in 1991. This result must be interpreted with caution due to the four-year difference in the
age of the two cohorts;

young women with high level qualifications (a first degree or higher) continue to earn significantly
less than young men who graduated at the same time. This difference, measured in 1999,
cannot be wholly attributed to the subjects studied by men and women.

work-related training continues to be associated with a small but significant positive earnings
premium;
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e high-level qualifications (degree or higher, NVQ4) appear to ‘protect’ young men and women
from signs of depression, but the effect is somewhat weaker in the younger birth cohort;

e higher levels of ‘overall life satisfaction’ indicated by young men and women in 1991 are associated
with higher-level qualifications in the younger cohort. No such clear relationship was evident for
young people in 1991;

e comparing high-level qualifications and work-related training with continuous work experience
since entering the labour market, and in the presence of statistical controls for mathematical
ability at ages 10/11 and family background, we note the continuing importance of education
and training. In terms of the range of economic and non-economic benefits experienced by
young adults, education and training remain as important at the end of the 1990s as they were
at the beginning in terms of their overall impacts on subsequent employment, earnings and well-
being. While the economic returns to a higher qualification may have declined and the ‘protection’
this affords from poor mental health may be reduced somewhat, the development of human
capital via education and training still outweighs the role played by continuous work experience.

Conclusions

The decade of the 1990s was a period of significant social and economic change. Arguably, the group
that has experienced these changes the most were young adults. By the time they approach their early
30s, young people hope to settle down into steady jobs, to have started a family, or to have launched
themselves into their chosen careers following a period of further or higher education.

During the 1990s the output of the UK higher education system virtually doubled. Economic growth
was sustained throughout most of the decade. Inflation fell to its lowest level in 30 years and
unemployment among school leavers was virtually eradicated. New forms of partnership began to
emerge as marriage became unfashionable (and less stable) and cohabitation arrangements became
popular.

Given this background of change, it is of interest then to pursue the social, economic and
psychological health of young adults through this decade. We have done this via an analysis of
Britain’s two major birth cohort studies, contrasting the situation of 33 year oldsin 1991 with 29 year
olds in 1999. Our analysis has revealed that some young adults remain as vulnerable to social and
economic misfortune now as they were a decade ago. While we find evidence which is consistent with
the view that educational qualifications (and to a lesser extent, work-related training) ‘protect’ an
individual from psychological ill-health, improve overall life satisfaction, and continue to generate
strong economic benefits, it also appears to be the case that these effects are weakening as the pool
of highly-qualified persons extends now across one third of all young adults. While unemployment
has been reduced significantly via strong economic growth and through the variety of measures
adopted under the New Deal programmes, its negative impacts on earnings and psychological health
remain as insidious as ever. These influences are clearly long lasting, being readily identified in terms
of economicand psychological well-being some 15 years after labour market entry for those who first
entered the labour market in the mid 1970s.

The challenge (or puzzle) facing researchers and policy makers is to explore further some of the
unanswered issues raised in this analysis. Most importantly, we still find significant differences
between young men and young women in the way the labour market ‘rewards’ them for
qualifications, work-related training and work experience. As the proportion of young women with
high-level qualifications now equals or surpasses the proportion of men, the present inequities
associated with the economic benefits of education will become increasingly obvious. In addition, the
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rise we note in our indicator of psychological ill health among young men and particularly among
youngwomen, raises a number of concerns. However, it would be premature to seize upon this single
result as indicative of a growth in malaise among young people generally. Further work in this area
could focus particularly upon the changing nature of the employment relationship and its impact
upon job satisfaction and general well-being.

In summary we see the key messages that arise from this study as the following:

e employability is a key concept in labour market evaluation and is more than just about being
employed or earning a decent wage - it involves other job-related factors such as job quality and
satisfaction;

e education and employability factors are linked with health, although the nature of the relationship
and the range of other interactions involved (such as changes in household structure and gender)
are neither well researched nor understood;

e relative employment and health gains associated with higher education that were observed a
decade ago may be declining as mass participation is institutionalised. However, the interactions
are complex and current trends need further monitoring.



1 Introduction

1.1 Aims of the study

Do education and/or work related training confer employment-related benefits on participants over
and above the now well-established effect on earnings? To address this issue, research needs to be
positioned at the boundaries of a number of disciplines: notably economics, psychology, sociology
and human resource management. Economists have typically selected earnings as a measure of
individual welfare or well-being. While their work has made significant strides in identifying, treating
and resolving some of the methodological difficulties in measurement and modelling, it remains the
case that over and above the impact on earnings, there is little systematic and up-to-date evidence
from UK national sources about other potential benefits of education and training?. While most
would agree that being the holder of a reasonably well-paid job is a good indicator of employability
there are many other dimensions to the concept that may not relate directly to earnings. Individual
workers' aspirations and attitudes to work may also make a significant difference to their ability to
thrive and prosper in different work environments. This report draws together a wide variety of
studies undertaken across a range of disciplines that have contributed to our knowledge of the
relationship between employability, training, and well-being, synthesising their common findings to
provide a foundation for the statistical examination of the phenomenon.

Based on a literature review the study provides:

e an examination of the concept of employability and considers how it might be extended to
incorporate some notion of well-being; and

e an assessment of the literature that provides a link between employability and well-being.

Building on the literature review, the statistical analysis explores the relationship between individuals’
demographic, socio-economic and educational characteristics, employment history and two measures
of well-being:

* a Malaise Inventory which measures individuals’ psychological well-being; and

¢ the individual's own measurement of their life satisfaction.

2 With the foundation of the Centre for the Wider Benefits of Learning, this situation is now improving
rapidly. See, for example, Carr-Hill (2002) and Feinstein et al. (2001).
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Data are used from the 1958 birth cohort (the National Child Development Study — NCDS) and the
1970 birth cohort (British Cohort Study — BCS). Both birth cohorts were surveyed in 1999/2000 to
provide recent data on their employment characteristics and well-being. The situation of 29 year olds
in 1999 (1970 birth cohort) is compared to that of 33 year olds in 1991 (1958 birth cohort) to gain an
indication of changesin employment and well-being that have taken place over this eight year period,
as experienced by young adults.

1.2 Understanding well-being

Economists tend to eschew the notion of well-being in favour of utility. In consumer theory, the “utility
function’ describes preferences between different commodity bundles. Revealed preference theory
argues that utility can be viewed as an ordinal concept, describing a preference ordering only. Rational
economic behaviour is then predicated upon the maximisation of this preference ordering function.
Psychologists rely less upon mathematical elegance to understand and predict human behaviour,
instead making more use of information as to whether or notindividuals are more or less satisfied with
their particular situation as motivation for behaviour. Asvan Praag et al. (2000) note, for the last three
decades they have utilised subjective questions about life satisfaction or happiness, and satisfaction
with their financial situation, their job, their health, their environment, etc. These domain satisfactions
have been measured in a large number of surveys worldwide utilising what is now a fairly standard set
of questions.*

Unlike economists, whose theories are based upon the axiom that rational economic behaviour relies
simply upon the ability of individuals to engage in ordinal preference ranking, psychologists faced
criticisms that their measures of domain satisfaction or life happiness may not be comparable
between individuals. A lack of comparability could seriously undermine their use for comparative
purpose, for example when contrasting life satisfaction between different age groups and across
language and cultural divides. Is the measured life happiness of a teenager in any way comparable to
that of a pensioner, and do these measures have comparative validity between, say, the UK and
Japan?

We are now able to assert with some confidence that there is a common interpretation of the
satisfaction level that one individual perceives in others (Diener and Lucas, 1999) and that this
common interpretation transcends cultural boundaries. Also, research has shown that there is similar
subjective understanding of how psychological feelings translate into a number scale (van Praag,
1991). Most recently, it has been shown how a common set of variables can help us understand cross-
national differences in expressions of job and life satisfaction (Blanchflower and Oswald, 2000), and
that general life satisfaction appears to be an aggregate of domain satisfactions (van Praag, et al.
2000). There are important findings which open new avenues for research, allowing us to combine
traditional methods of the economic analysis of individual behaviour with psychological measures of
satisfaction and well-being.

It is more than just a curiosity to explore different disciplinary approaches to research that motivates
our study. In this study we question the measurement of educational outcomes by economists and

3 For a good mathematical exposition of this argument see, for example, Debreu (1959) Section 4.6.

4 The questions vary between a five point scale which utilises the categories ‘very bad’, ‘bad’, ‘neutral’,
‘good’, and ‘very good’ to a Likert (1932) scale such as:
‘On a scale of 0 to 10, where ‘0’ stands for ‘extremely unsatisfied’ and ‘10’ stands for ‘extremely
satisfied” how would you rate your life as a whole?’
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psychologists. It has long been argued that education provides more than a method of access to
better-paying jobs. Educated individuals may enjoy non-pecuniary benefits from their education,
making them happier individuals. But the evidence of such gains from education is slender. We
redress this balance.

1.3 Education, training, employability and well-being

From the perspective of the individual, ‘employability’ can be viewed as both an outcome of
experience and as a measure of human potential. Those who have found employment in what they
describe as a ‘good’ job, those whose earnings are higher than average, and those who have found
employment after a search for work, may regard themselves in varying degrees as ‘employable’. In
such cases, the outcome (a good job, higher than average pay, finding a job) is used to define the
concept. While this may appear tautological, one only has to consider the lesser outcomes (a ‘bad’ job,
poor pay or remaining unemployed) to argue quite reasonably that these represent relative measures
of employability and that those who have, in the past, demonstrated poor employability are likely to
be less employable in the future.

The links between education, training and employability derive mainly from the human capital
tradition. Here it is argued that investment in education (by individuals) and training (by both
individuals and their employers) is linked to individual productivity gains, defined as the marginal
increase in value added per unit of worker effort. Like any investment decision, these give rise to risky
outcomes — the projected demands for goods and services, which underlie an investment decision,
may fail to materialise. But, unlike most physical investment decisions, investment in human capital
can be splitinto general and specific components. General investments enhance human productivity
across awide spectrum of activities. These are of low risk, have productivity-enhancing characteristics
which can be transferred to different employment situations and tend to be funded by individuals or
by the State. Onthe other hand, specificinvestments may be associated with a particular type of work
or work organisation and so attract funding from employers.

If, as a wide range of empirical studies have revealed, education and (to a lesser extent) training,
enhance the general employment prospects for an individual (or their prospects with a specific
employer), it follows that increased investments in education and training enhance employability.
Recent advances in our ability to measure with more accuracy the impacts of education and training,
have confirmed that these investments do confer real® and significant advantages to individuals,
especially insofar as general education is concerned. More, and better, education gives rise to higher
earnings from employment, better jobs and, to some extent, protects the individual from
unemployment.

It seems logical, therefore, to take this work one step further. Does education and training enhance
general life satisfaction and satisfaction within other domains? While the question posed has a
predictable answer, our interest lies more in understanding whether or not education and training
can give rise to increased well-being over and above any increase which is attributable to the
economic benefits of enhanced employability which they convey. Further, there is a need to explore
the differences that may exist between men and women and between age groups. It has been argued
elsewhere (Hakim, 2000) that the revealed preferences of women for paid employment illustrate the

> We use this term to imply that there is a causal and measurable relationship between the amount of
education provided to an individual and their resulting productivity, rather than simply an association that
could stem from screening procedures governing access to education and employment opportunities.
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weakness of feminist assumptions® and can assist our understanding of such phenomena as the
gender pay gap and the ‘glass ceiling’ (the extent to which women fail to gain access to internal
promotion routes within organisations).

1.4 Structure of the report

This report is presented in two main chapters. Following this introduction, Chapter 2 reviews the
range of theoretical and empirical research that has explored the concepts of employability and well-
being. Chapter 3 presents results from the study we undertook to explore further certain of these
researchideas. In particular, we examine for changes over the decade of the 1990s in the way in which
education and training contribute to the employability and well-being of young adults. Chapter 4
provides a conclusion.

6 That gender/power relations place women in subordinate positions, leading to under-investment in their
education and under-utilisation of their productivity in paid employment.



2 Employability and well-
being: a review of findings

2.1 Introduction

There is now increasing evidence at a macro-economic level of the relationship between education
and economic performance. There may well be doubt about the magnitude of any effect, but one
recent study concluded

‘...there is now compelling evidence that human capital increases productivity, suggesting that
education really is productivity enhancing rather than just a devise that individuals use to signal
their level of ability to the employer’ (p. i)’

Indeed, over recent years a degree of importance has been attached to the role of education and
training in generating competitive advantage® with some commentators suggesting that it is human
capital, more than anything else, that explains comparative economic performance between
countries®.

From a policy perspective, the debate about education and skills is not contextualised solely with
regard to their macro- or even micro-economic effects. Education policy, though cognisant of the
evidence relating to private and social rates of return, is not concerned solely with feeding the needs
of the economy. Education policy sees learning as a goal in its own right, providing individuals with the
ability to participate as fully as possible in adult life'®, but this is, arguably, sometimes more implicit
than explicitin a policy context. Much less is said about the capacity of education and training to raise
individuals’ conceptual abilities and, thereby, broaden their horizons, where the returns to additional
years of education are more than economic. John Stuart Mills’ dictum ‘that it is better to be Socrates
dissatisfied than a pig satisfied’is of note here, that by raising our ability to ‘appreciate the finer things

7 B. Sianesi and J. Van Reenen, The Returns to Education: A review of the macro-economic literature, Centre
for the Economic for Education, LSE, London, 2000.

& Commission of the European Communities (1993) Growth Competitiveness and Employment, Brussels
CEC; Department for Trade and Industry (1994) White Paper: Forging Ahead, London, HMSO.

° L. Thurrow, ‘New Games, New Rules, New Strategies, RSA Journal CXLIl, No 5454, November, pp50-56.

10 DfES 74-19: extending opportunities, raising standards, DfES Green Paper, 2002; Learning to Succeed:
Post-16 Funding: Second Technical Consultation Paper, DfEE 0069/2000.
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inlife’, forwant of a better expression, overall levels of life satisfaction are improved'. Thisis returned
to later in the discussion.

Increasingly, policy has regarded the social rate of return to education in a wide sense with recognition
of the potentially high costs to society accruing from social exclusion, unemployment, and inequality
where the education system fails to provide individuals with the ability to survive (and prosper) in the
labour market. Hence, of late, the national debate has focused on issues such as the low level of
qualification in the workforce'?, and the seven million adults considered functionally illiterate. This
also relates very much to how social and educational disadvantage can be passed down the
generations such that employability also becomes a function of family background. In tandem with
attemptstoimprove the operation of the education and training systems, has been the strengthening
of active labour market policy through the Welfare to Work initiative - especially the various New Deal
programmes'. The revitalisation of active labour market policy via New Deal, marks one of the most
significant attempts to improve the employability of those at the margins of the labour market. It
recognises, to a greater extent than has been the case for some time, that no matter how strongly the
economy performs and no matter how much the education and training system is strengthened,
there are always individuals at the margins of the labour market who require special assistance to be
integrated into the world of work.

Writ large through education and active labour market policy is the concept of employability.
Employability is very much an economic concept concerned as it is with entry to, maintenancein, and
progression through, the world of work. But it is much less concerned, if at all, with concepts such as
life satisfaction which psychologists are wont to consider. As a concept, employability appears to go
no further than ensuring people have the capabilities to find and keep a job and then, hopefully,
experience promotion in it. Conceptually, it is very much about those at risk of being out of work.
Whether workers —including those with little risk of being unemployed —find satisfaction in their jobs
appears, at first glance, to be beyond the definitional boundaries of employability. In this chapter, the
emphasis is very much on extending the concept of employability and its relationship to education and
training beyond the narrow, technical definitions of private and social rates of return to encompass
views about individual well-being. With John Stuart Mills” dictum in mind, this chapter weighs the
evidence whether more education and training can make us happier, more satisfied, people as well as
monetarily richer.

The chapter is in three main parts. The first section reviews the literature on employability. In the
second section the evidence on private and social rates of return is provided. Finally, in the third
section the evidence of positive externalities accruing from education and training. Taken together,
this provides a basis for the statistical analysis in the next section which addresses the relationship
between education and training with individual well-being where well-being is measured using: (i) a
Malaise Inventory; and (ii) individuals’ own assessment of their life satisfaction.

' J.S. Mill, Utilitarianism, Penguin, Harmondsworth, 1974.

2 M. Campbell et al. Skills in England 2001: Research Report, Department for Education and Skills, Nottingham,
2001.

13 C. Moser, A Fresh Start: Improving Literacy and Numeracy, Department for Education and Employment,
Sudbury, 1999.

4 C. Hasluck, Early Lessons from the New Deal, Employment Service Research Report, 2000; Peck, J. and N.
Theodore. Beyond ‘employability’, Cambridge Journal of Economics, Vol 24, pp 729-749, 2000; D. Finn,
‘From full employment to employability: a new deal for Britain’s unemployed’, International Journal of
Manpower, Vol. 21, No. 5, pp 384-399, 2000.



Employability and well-being: a review of findings

13

2.2 The concept of employability

2.2.1 The core concept
Hillage and Pollard', based on an extensive review, defined employability as:
e the ability of an individual to get a job;

e their subsequent ability to retain employment;

* ‘independence’ in the labour market (a measure of the factors which enable an individual to
make choices in their employment situation);

e the quality of work.

These concepts were further refined with reference to:

¢ the assets people have to provide to employers (skills, knowledge, attitudes);

¢ the deployment of those skills (awareness of one’s skills and abilities, and how to use them);

¢ how people present themselves to employers (i.e. persuading an employer to give them a job);

e the context in which they seek employment (reflecting both personal circumstances and wider
labour market influences).

In summary, Hillage and Pollard state:

‘[Employability is] ... the capability to move self-sufficiently within the labour market to realise
potential through sustainable employment. For the individual, employability depends on the
knowledge, skills and attitudes they possess, the way they use those assets and present them
to employers and the context (e.g. personal circumstances and labour market environment)
within which they seek work.’ (p.12)

Kellard etal.’®, in their analysis of sustainable employment, draw attention to the related concepts of:
e job stability (i.e. how long a job lasts);
e job retention (i.e. the ability to hold onto a job when the job holders’ circumstances change);

e career development and enhancement (i.e. the ability of job holders to experience some form of
job advancement);

e self-sufficiency —whether a job frees an individual from benefit dependency. The Working Families’
Tax Credit is germane here;

e periods of continuous employment — the longitudinal study of the employed carried out over the
early 1980s revealed that many people in low paid/low-skilled jobs experienced recurrent bouts
of short-term unemployment which, when added together, often resulted in a substantial period
of time spent unemployed”.

> ). Hillage and E. Pollard. Employability: Developing a framework for policy analysis, Department for Education
and Employment Research Report, RR85, 1998.

6 K. Kellard, R. Walker, K. Ashworth, M. Howard, and W. Chia Liu. Staying in Work: Thinking about a New
Policy Agenda, Department for Education and Skills Research Report No. RR264 2001.

7 W.W. Daniel, The Unemployed Flow, Policy Studies Institute, London, 1990.
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2.2.2 Reviewing the concept

This concept of employability and sustainable employment builds upon the simple ‘recruitment/
retention’ model of the labour supply/demand interaction to emphasise further the extent of an
individual’s preparation for employment, their motivation to make best use of such preparation, the
nature of their presentation of these attributes to a potential employer, and the ensuing degree of
match between the expectations of the employer and the employee. It is in the latter area that the
links between education, training and employability are pursued. If employer and employee
expectations of what each can provide within the employment relationship are well matched and if an
employee considers that a job provides the intrinsic satisfaction they expect from work, it seems
reasonable to conclude that no further enhancements to employability are required. In the
employability literature the intrinsic satisfaction that a job provides to its holder is touched upon but
is not explored in substantial detail.

Much of the debate and definitional analysis referred to above has been undertaken in relation to
either: (a) active labour market policy subsumed under the New Deal programmes; and/or (b)
concerns about the more acute education/training problems alluded to in the introduction.
Underlying the New Deal is that employment growth is constrained by a lack of employability
amongst that part of the labour supply not in paid employment. The notion of employability in this
context is about facilitating entry or re-entry into work from unemployment or economic activity's.
But should more attention be paid to the employability of those in work? The answer to this question
depends upon whether or not there is evidence that the employability of some of those who hold jobs
is at a sub-optimal level. Is it the case that, through further participation in education or training, the
experience of work can be improved by facilitating access to better jobs? This in turn raises the issue
of what constitutes a ‘better job’. A simple answer would be that a ‘better job’ is one with higher pay.
Yetitis clear fromthe decisions people make as they gain educational qualifications and work-related
training, thatimprovements in pay are not an exclusive measure of improved employability. To make
that definitional leap would ignore all those who have pursued a vocation by working in jobs that
provide intrinsically high levels of job satisfaction but not necessarily salary maximisation.

Vocational training might well improve an individual’s employability by providing not only sustained
employment over the life cycle but a better matching between their interests and the type of work
performed in a job. In this sense, the concept of employability relates very much to the human
relations/organisational behaviour literature that addresses how workplaces can improve their
employees’ overall job satisfaction'. Here, job satisfaction is defined broadly to encompass the
intrinsic interest employees have in their work, the levels of skill they deploy, and the amount of job
autonomy they possess.

2.2.3 Extending the concept

Employability, as it is defined above, is largely about survival in the labour market. For a large part of
the workforce, survival is taken for granted. Recent evidence, for example, relating to the
psychological contract indicates that few employees feel insecure in either their current job or in the

'8 R. Layard, '‘Getting people back to work’, Centrepiece, Autumn, pp 24-27, 1998.

9 M. Rose, Industrial Behaviour, Penguin, Harmondsworth, 1975; W.W. Daniel and N. McIntosh, The Right
to Manage?, Macmillan, 1972.
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labour market more generally?°. What is likely to be more of an issue for much of the workforce is
access to jobs that provide interest, fulfilment and stimulation.

Maslow?' developed the idea that people have a hierarchy of needs from a basic physiological need
for shelter and security rising to psychological needs related to self-actualisation and so forth.
Research has shown that individuals’ assessments of their work life satisfaction are related to the gap
between their aspirations and achievements.?? Organisational behaviour, as will be assessed later,
has built on the hierarchy of needs to address how organisations might best motivate their staff and
more efficiently meet their business goals through improving work satisfaction. Where it has
attempted to develop a theory of motivation in isolation from the wage-effort bargain it has clashed
with more mainstream social science®. Where this research has taken into account the wage-effort
bargain, the evidence indicates that efforts to bring about greater job satisfaction through
organisational change are welcomed by the workforce?*. Moreover, there is evidence that efforts to
increase worker motivation lead to productivity growth which, if one accepts that wages equal
workers' marginal productivity, one would expect to see reflected in remuneration.

The hierarchy of needs raises the important issue of how well-being, either in work or in life more
generally, might be measured. Following on from the psychology literature one might simply address:

e economic security: being in work and sustaining an income;
¢ psychological needs: job and life satisfaction;
e general well-being: physical and mental.

The statistical analysis presented in the next chapter concentrates specifically on the relationship
between education and training with: (a) life satisfaction measured by individuals’ own self-
assessment; and (b) psychological well-being as measured by the Malaise Inventory.

If one considers that a large part of our lives are spent at work then the importance of what goes on
there to our overall life satisfaction cannot be underestimated. Many employers try to place
themselves in the jobs market as the ‘employer of choice’ by which is meant, presumably, that they
attempt to attract scarce labour through a combination of wage levels, fringe benefits, career
development opportunities, and a good working environment. For individuals entry to these good
quality jobs is dependent upon them possessing a range of skills and, often, personality traits that are
not commonly found. A priori, education and training would appear central to individuals obtaining
the skills required to access high quality jobs.

Clearly then, employability as a concept fuses several ideas relating to job security and the quality of
working life. The capacity of training and lifelong learning to improve long-run employability needs to
be seen in terms of its capacity to foster occupational and social mobility, enhance job satisfaction,
and limit vulnerability to labour market change. But if this view is to assist us in developing measures

20 D. Guest et al, ‘The State of the Psychological Contract’ Issues in People Management, No.8, Wimbledon,
IPD.

21 A H. Maslow, Motivation and Personality, John Wiley, London, 1970.
22 D. De la Croix ‘Growth and the relativity of satisfaction” Mathematical Social Sciences, 36.
2 M. Rose, Organisational Behaviour: Theoretical perspectives since Taylor, Penguin, Hardmondsworth, 1975.

24 T. Hogarth, "Worker Support for Organisational and Technical Change’, Work Employment and Society,
1992.
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of employability, it is important that we consider first the links between education, training and
employment on the one hand and earnings and job satisfaction on the other, as potential measures
of employability. Taking into account the ideas and research mentioned previously, employability as
a concept can be extended to take much greater account of job quality and, from there, relate this to
individuals’ overall life satisfaction and psychological well-being measured through, for example, the
Malaise Inventory as described in the next chapter.

2.3 Economics of employability

Economic approaches to the study of education and training in relation to employability can be
considered in respect of:

e being in or out of work;
* occupational mobility; and

e earnings levels.

2.3.1 Unemployment and employability

Employability in the firstinstance is about obtaining a job. Available evidence suggests that education
andtraining play asignificant role in determining the extent of unemployment?>. Unemployed people
are at arelative disadvantage in the job market if they do not possess the skills that employers require.
There is strong evidence to suggest that low literacy and low mathematical ability is associated with
long-term unemployment. Similarly, poor- or low-level qualifications are associated with an increased
risk of long-term unemployment. The adverse impact of a lack of qualifications appears, on some
evidence, to be increasing over time, perhaps reflecting the decline in the number of unskilled jobs in
the labour market.

Much of the recent policy debate has been in relation to the capacity of the Welfare to Work
programme to increase the employability of those groups that are most likely to face persistent or
recurrent unemployment or to exit the labour force. Current policy is based on the premise that if, for
example, the long-term unemployed people were assisted through a combination of subsidised
work, training, and employment advice they would become more employable in the open economy.
In turn, it is anticipated that this will reduce wage pressures in the economy, since there are more
people with the skills and attributes required by employers, allowing it to operate at a higher level of
employment and output without adding to inflation?¢. Central to this are the New Deal programmes.
Available evidence in relation to the New Deal for Young People, suggests that it has created a
number of new jobs for young people?’, and further statistical analysis on the Pathfinder areas

2 P. Dolton and D. O’Neill ‘Unemployment Duration and the Restart Effect: Some Experimental Evidence’,
Economic Journal, 106 (March) 387-400, 1996. P. Elias 'The Development and Structure of Long-term
Unemployment in Britain’, Paper presented to the seminar on ‘Long-term Unemployment — a European
Problem’, Landesakademie fur Struktdr und Arbeits, Genshagen, Berlin, 11-12 June, 1996.

% R, Layard ‘Preventing Long-term unemployment’, in J. Philpott (ed) Working for Full Employment, London,
Routledge, 1997; Layard, R. ‘Getting people back to work’, Centrepiece, Autumn, pp 24-27, 1998; Layard,
R. . "Preventing long-term unemployment: an economic analysis’ in D. Snower, and G. De la Dehesa (eds).
Unemployment Policy: Government Options for the Labour Market, 1996.

27 Hasluck, 2000, ibid.
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suggests that the outflows from unemployment for young people have increased without much
impact on other groups in the labour market?®. Macro-economic evidence also suggests that the New
Deal has had a positive impact on the number of young people leaving the claimant count?. This study
indicates that youth unemployment has been reduced by 30 per cent, which is equivalent to a
reduction in long-term youth unemployment by 40 per cent.

2.3.2 Sustaining employment and occupational mobility

If an important element of employability relates to acquiring those skills and attitudes that will assist
people to find work and to move independently in the labour market, attention needs to be drawn to
how the skill composition of the labour market is changing. From a dynamic perspective, if
employability is about individuals improving their labour market position (either to find work or
improve their earnings or occupational position) then identification is required of those skills that
allow them to achieve this end.

The Social Change and Economic Life Initiative (SCELI) conducted in the mid to late 1980s indicated
important findings about the direction of skill change®. For those in employment, the evidence points
to an increase in skill levels and responsibilities within jobs. This suggests that the maintenance of
one's occupational position over time requires new skills to be acquired and an increased capacity to
handle more responsibility. It is not simply the case that each new cohort of entrants brings higher
levels of skill whilst the existing workforce is left behind. Existing employees are required to acquire
new skills and competencies. Maintaining employability even whilst in a job would appear to require
aninvestment in skills to be made. For those who are unemployed the problem may be one of not just
acquiring new skills but ensuring that existing skills does not atrophy. Under the narrow definition of
employability, those who fail to keep up to date with new skills fall behind in their career progression
and earnings, but their employability is not reduced because they still have a job. In contrast, those
who lose their job with a resultant reduction in their employability also need to acquire those skills that
will get them back into work.

There is a gender element to the changing pattern of skill development and utilisation with women
doing less well than men3'. Equal opportunities legislation in the UK recognises the diversity of the
workforce while attempting to ensure equal access to educational and employment opportunities.
Research indicates that women continue to take responsibility for primary parenting and most
domesticwork in most households?? 33, including care of the disabled and elderly in the community3*.
There is, however, evidence of gradual increase in the extent to which men do unpaid work in the

28 B. Anderton, R. Riley, and G. Young.The New Deal for Young People: Early Findings from the Pathfinder
Areas, Employment Service Research Report, 1999a.

29 B. Anderton, R. Riley, and G. Young. The New Deal for Young People: First Year Analysis of the Implications
for the macroeconomy, Employment Service Research Report, 1999b.

30 R. Penn ‘Where Are All the Craftsmen?: Trends in Skilled Labour in the USA since 1940’ British Journal of
Sociology, Vol. 37, No.4, pp 569-580, 1986.

31 D. Gallie, ‘Are the unemployed an underclass? Some evidence from the Social Change and Economic Life
Initiative’, Sociology, 29, 95-115, 1994.

w

2 A. Hoschild (1989) The Second Shift: Working Parents and the Revolution of Home, London: Piatkus.

3. Brannen, G. Meszaros, P. Moss and G. Polard (1994) Employment and Family Life: A Review of Research
in UK, Sheffield: Employment Department.

3 D. Worman (1990)'The forgotten carers’, Personnel Management, Vol. 22, No.1, January.
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home* and it is clear that movement from the traditional breadwinner/homemaker to a more joint
domestic division of labour is most advanced in households where both partners are in full-time
employment®¢. There is also evidence that women may continue to be forced to make choices
between employment, career development and family to a substantially greater extent than men’.
Employability for women must incorporate those issues related to their re-entry into the labour
market.

2.3.3 Earnings, education and training

Measurement of the relationship between employability and training is achieved by regressing some
measure of training (e.g. qualifications acquired) against income, whilst simultaneously controlling
for a number of other factors that may be related to income.

The links between vocational training and employability are complex and can be pursued at various
levels and from differing perspectives. We characterise three dimensions to this:

e at a macro-level one can look at the role of education and training, typically using qualifications
as a measure of activity, and its impact on output and employment;

e atanindividual level one can look at the impact of training on the chances of being employed or
unemployed, or the impact of training on income, especially over the life cycle using work history
data;

e from an organisational perspective one can look at the impact on organisational performance of
education and training. Critical here is the extent to which employers engage in training their
staff and provide employees with transferable skills in the labour market3.

2.3.4 Macro-economicimpact

From a comparative international perspective, attempts to identify the extent to which education and
qualifications affect relative economic performance, including employment levels, have begun to
reveal the importance of human capital. There have been two approaches to the study at a macro-
level. First, an extension of the neo-classical model which incorporates human capital into the
standard production function. Second, ‘'new growth theories’ where human capital is related to
factors leading to endogenous growth®. Siansi and Van Reenen give an overview of the results
stemming from the two approaches. Despite the many methodological and measurement problems

3 J. Gershuny, Godwin, M. And S. Jones (1994) ‘The Domestic Labour Revolution: a Process of Lagged
Adaptation’ in M. Anderson, F.Bechhofer and J. Gershuny (eds.) The Social and Political Economy of the
Household, Oxford: Oxford University Press.

36 C. Vogler (1996). ‘Money in the Household’ in M. Anderson, F.Bechhofer and J. Gershuny (eds.) The Social
and Political Economy of the Household, Oxford: Oxford University Press. and K. Purcell (1996) ‘Researching
value-loaded issues: the management of food in households’, in L. Morris and E.S. Lyon (eds) Gender
Relations in Public and Private: New Research Perspectives, London: Macmillan.

37 ). Wajcman (1996) 'Women and Men Managers’ in R. Crompton, D. Gallie and K. Purcell (eds.) Changing
Forms of Employment: Organisations, Skills and Gender, London: Routledge.

38 M. Stevens, 'Human Capital Theory and UK Vocational Training Policy’, Oxford Review of Economic Policy,
Vol.15, No.1, pp16-32, 1999.

3 D. W. Joregenson and B. Fraumeni, ‘Investment in Education and US Economic Growth’, Scandinavian
Journal of Economics, Vol. 94, pp. 51-70.
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posed in establishing a causal relationship between average schooling levels and, for example, GDP*,
the results generally reveal a general link with an increase in the stock of human capital leading to
output growth*'.

The amount of information macro-economic analysis reveals about employability, is quite limited.
Granted, it is important to know about the relationship between overall employment growth and
investment in human capital, but it provides little information about where those investments are
being made and whom they affect. Macro-economic evaluations of the New Deal for Long-term
Unemployed provide much needed information about the extent of deadweight, but little about the
impact of specific policies*?. Moreover, given the definition of employability we wish to employ, it is
difficult to see how this can be readily incorporated within macro-economic modelling framework.
Hence the importance of micro-economic analysis.

2.3.5 Micro-economicimpacts: individuals

Traditionally, most economists have made use of information on earnings as an indicator of
employability. There are both theoretical and pragmatic arguments that favour this approach. On the
theoretical side, earnings from employment can be viewed as an indirect measure of an individual’s
productivity or work rate and effectiveness. Under certain assumptions, earnings can indicate the
value society places upon the additional effort each individual makes to facilitate the flow of goods or
services resulting from their employment. From this perspective it can be argued that earnings provide
a measure of employability — those who can command higher earnings are more likely to be able to
offer high productivity gains to the employing organisation, hence, they are more ‘employable’ than
those who receive low earnings. At a more pragmatic level, it is undoubtedly the case that earnings s
a well understood concept which can be measured with ease, is scalar and facilitates comparison
between individual earners. This is not the case for physical measures of productivity, which will vary
according to the nature of goods produced or which may be intangible in the case of most services
provided via the employment relationship.

The link between employment, productivity and earnings is usually expressed as a rate of return on
those activities (e.g. education, training) that are assumed to enhance productivity. Typically, rates of
return are computed for various qualifications or for the length of time spent in education or on
training courses. The rate of return expresses the value of an additional year of education (or the value
of aparticular qualification) in terms of the associated increase in earnings. The issues addressed in the
wide variety of studies which have estimated rates of return to education and training include:

e the variations in rates of return according to type of qualification, gender, age, ability, etc,;

e the screening/signalling hypotheses — does additional education enhance productivity or are
more productive individuals ‘filtered’ through an educational system into well-paid jobs?

e the effects of over-education — the potential imbalance in the supply for educated workers
compared with demand.

40 C. Harmon, H. Oosterbeek, and |. Walker, The Returns to Education: A review of the evidence, issues, and
deficiencies in the literature, Centre for the Economics of Education, LSE, 2001.

41 B. Sianesi and J. Van Reenen, The Returns to Education: A review of the macro-economic literature, Centre
for the Economic for Education, LSE, London, 2000.

42 B. Anderton et al. 1999a; 1999b ibid.
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Harmon and Walker®, in their recent review of evidence and issues relating to the returns to
education, indicate that there is a considerable degree of consensus on some of these issues,
particularly upon the range to be placed upon estimates of the rate of return to an additional year’s
education. Basic specifications suggest a return to a year of schooling of between seven and nine per
cent. Most studies reveal that women gain more from additional education than do men, that those
in the top part of the income distribution gain higher returns per year of education than those in the
bottom part of the distribution, and that the effect of underlying ability on earningsis small compared
with the effect of education.

In terms of current knowledge regarding the rate of return to education and training, the review and
analysis presented by Harmon and Walker provides a useful summary of the state-of-the-art. We
draw attention to two issues that are revealed in this review, the measurement of ‘over-education’ (or
‘under-utilisation of human resources’) and the links between family resources, education and
earnings. On the former issue, ‘over-education’ has been measured in a variety of ways, from
subjective assessment based on direct questioning of individuals to a more objective approach
utilising information on the typical years of education required to perform competently in specific
occupations. Neither approach yields a satisfactory basis for measurement of over-education.
Instead, current approaches favour the utilisation of information on job satisfaction. The assumption
underlying this approach is that, if employees are working in jobs for which they are overqualified,
they will express this mismatch between their perceived employability and the requirements of their
job in terms of an expression of dissatisfaction. Second, we note with interest the evidence on the
effect of family background on education decisions and earnings. Recent attempts utilising pooled
time-series, cross-sectional data* or from longitudinal data sources®, reveal that familyincome and
educational participation decisions (staying on at age 16) are linked. We suspect that such a link will
increasingly pervade higher education; given this educational participation decision has effectively
displaced what used to be the ‘watershed’ in young people’s lives, the decision to stay on at school at
age 16.

Given the massive increase in higher education participation rates over recent years, much attention
has been paid to its private and social rates of return. Chevalier et al.*® provide a summary of the
evidence on the rates of return to higher education. Generally, the literature reveals private rates of
return to higher education have increased over the past ten years. Comparing those whose highest
qualification is a degree to those with A-levels the results reveal that private rates of return to
graduates have increased even if there are differing estimates of the size of the return depending
upon the data used and the method employed®’. Walker and Zhu, for example, indicate that rates of

43 C.Harmon, and |. Walker, 2001, The Returns to Education: A review of the evidence, issues, and deficiencies
in the literature, Department for Education and Skills Research Report, Sheffield, 2001.

4 C. Harmon, H. Osterbeek, and | Walker, 2001 ibid.

4 L. Dearden, S. McIntosh, M. Myck, A. Vignoles, The Returns to Academic, Vocational, and Basic Skills in
Britain, Skills Task Force Research Paper, 2000; A. Chevalier and G. Lanot, The Relative Effect of Family and
Financial Characteristics on Education Achievement, Centre for the Economics of Education, LSE, 2001.

4 A. Chevalier, G. Conlon, F. Galindo-Rueda, and S. McNally, The Returns to Higher Education Teaching,
Centre for Economics of Education, LSE, London, 2001.

47 See for example: C. Belfield, A. Bullock, A. Chevalier, WS Siebert, and H. Thomas, Mapping the careers of
highly qualified workers, HEFCE Research Series M10/97, Bristol, 1997; S. Harkness and S Machin Graduate
Earnings in Britain 1974-5, Department for Education and Employment Research Report, Nottingham,
1999; I. Walker and Y. Zhu, The returns to education: evidence from the Labour Force Survey, Department
for Education and Employment Research Report, Nottingham, 2001.
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returnto graduation have increased by between 12 and 18 per centformenand by 19and 31 per cent
for women over recent years. These results vary by subject studied and also in relation to the
characteristics of individuals. Research conducted for HEFCE indicated that the private rates of return
for those classified as non-traditional students or graduates — i.e. members of an ethnic minority
group, from a working class household, entered university without A-levels, or entered university as
amature student—were substantially lower than for their “traditional’ counterparts®. Subject studied
is also important. Generally the data indicates that science, engineering, and technology graduates
obtain highersalaries to their art and social science counterparts, although rates can vary by individual
subjects within these broad groupings®.

Evidence relating to employment and unemployment reveals that UK graduates have the highest
probability of being in employment in the European Union®. Although overall employability levels of
graduates are higher than for non-graduates®’, differences vary by subject studied. For example,
using the Youth Cohort Survey, Lissenborough and Bryson estimated that two years after graduation,
those with qualifications in science, mathematics, and engineering had longer spells of employment
by around two to three months compared to graduates of other subjects®2.

Much of the analytical debate regarding the need to make greater public investments education and
training has rested on the social rate of return relative to the private one. Evidence on social rates of
return looks, more or less, at the benefits to the economy from increased years of education, typically
by calculating all of the costs of education/schooling compared to pre-tax earnings. From a
methodological perspective the whole subject area is contentious due to the need to make many
assumptions, but available evidence indicates returns are around 6-12 per cent®. Dutta, Sefton, and
Weale compared the earnings profile for graduates and non-graduates based on an assumption of
the cost of producing a graduate and indicated that the social rate of return was around 11 per cent
for medicine/science/computing graduates and 0 per cent for humanities/biology graduates®. These
were lower than the corresponding private rates of return. Given the expansion of higher education,
the social rate of return for graduatesin future s likely to be much lower, possibly around 3 per cent™.
Indeed, the rationale employed here can be potentially extended to other branches of the post-
compulsory education and training system.

% T.Hogarth, M. Maguire, J. Pitcher, K. Purcell, and R. A. Wilson, The Participation of Non-traditional students
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2.3.6 Micro-economic impacts: employers

A principal source of training is that provided by employers. There is considerable evidence relating to
the types of training employers are willing to provide®®. Becker distinguished between general and
specific training. General skills are skills that have a productive value in many different firms, whereas
specific skills relate only to the particular workplace in which the employee is employed. The costs of
general skills will have to be met by the employee because in a competitive labour market the
employer could not guarantee that it could recoup the costs of training. With specific training, the
costs will be shared between the employee (lower wages) and the employer (costs of training).
Stevens®’ adds a further type of training relating to transferable skills, that is those skills that can be
shared amongst a limited group of companies. Because part of the future benefits of such training
may be shared with companies that have not shared the costs, firms may under-investin such training
and instead concentrate on specific training. By inference, the training that companies provide may
increase the employability of individual employees by sustaining their employment with their current
employer, but adding little to their employability in the external labour market. Given that the narrow
definition of employability detailed above includes an element of independencein the labour market,
relying on employers to provide training to improve employability would appear to fail this test. In
practice, the distinctions made above are difficult to operationalise empirically and there is little
evidence to suggest that employers view training in such a manner (for example). There may be a
range of positive externalities accruing to the employer, from providing general training, such as a
more committed and motivated workforce.

The most obvious and direct effect of training provided by employers is to provide additional skills and
to raise productivity. Thisis the central notion of the human capital model of training. Few businesses,
however, recruit people who do not possess at least the minimum level of technical skills required to
be competent at the job to which they have been recruited. The exception s, of course, where jobs are
seen as trainee status jobs such as traditional apprenticeships in manufacturing industry. If employers
do indeed recruit people with minimum levels of competence, wherein lies the scope for training by
the employer to further enhance productivity and, ultimately, business performance? The possibilities
are that such training impacts on the workforce — a more speedy transition to full competence and
reduced turnover—or that training provides additional skills or qualities not possessed on recruitment.
The mechanisms may relate to enhanced knowledge of the specific market served by the business or
of the systems operated by the business.

Training may enhance flexibility in terms of widening the range of tasks that employees are
competent and confident to undertake. Providing training and lifelong learning is not simply related
to the provision of training to meet current skill needs. It may also lead to a greater ability by those
trained to work independently or without high levels of supervision or to work in teams. It may affect
employees’ perceptions of their job, their role in the business and their relationship with customers
(especially important in the service sector). Such psychological effects could also be reinforced by any
impact that training has upon workplace relationships (an appreciation of what colleagues do) and
relations with their employer if it leads to greater motivation and a sense of being valued. This may
contribute to the wider definition of employability which incorporates a ‘quality of life’ element.
Bishop notes that more highly-educated workers tend to make more suggestions about work
processes and are more innovative in general®.

% @G. Becker, Human Capital, University of Chicago Press, Chicago, 1964.
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Where employers are no longer able to offer job security and medium to long-term career structures,
they have to address how to obtain the most from employees in their current job. This has been
expressed in terms of a psychological contract that trades the offer of an opportunity to get ready for
the next job in return for greater flexibility and commitment in the current one®. Hence there has
been an emphasis by some employers of building up the employability of their staff, eveniif their long-
term future lies elsewhere.

Much has been made of ‘learning organisations’ — those that regard investments in their employees
as a benefit rather than a cost. Attempts have been made to characterise learning organisation® but
the key elementis engaging the workforce in the problem solving process related to the development
of new products and processes so that there is a shared view of the company’s future. The literature
to date has been rather sceptical of the ability of organisations to go beyond the rhetoric of improving
employability and becoming a learning organisation®’. Other evidence point to organisations
engaging in training simply as a response to current skill problems with some doubt about whether
employees are capturing transferable skills®2.

2.4 Employability and well-being

2.4.1 Job satisfaction

Without doubt, the economics literature has revealed robust and reliable analyses of the rates of
return to education/schooling. Itis also apparent in the literature reviewed above that the economists
have made reference, albeit indirectly, to the role of job satisfaction (and related concepts), insofar as
itincreases productivity and wages. The analysis in this report wishes to go beyond the ‘rates of return’
framework, not least because of the problems posed by incorporating a range of potentially positive
externalities accruing in the relationship between education/training and earnings levels as outlined
in the previous section. Important here is the psychology literature relating to organisational
behaviour and the importance of understanding orientations to work expressed by employees®3.

Tamkin and Hillage® point to the corporate origins of employability relating to the psychological
contract between employer and employee. They also point to the quality of work being animportant
component of employability. This can be related simply to occupational level or earnings (as discussed
above) where an increased level of employability is simply a reflection of being in a higher level
occupation with a relatively high level of earnings, which in turn is likely to be related to educational
attainment.

% @G. Martin, J. Pate, and T. Riddell HRD and the Psychological Contract: A Cast Study in Life-long Learning,
mimeo University of Abertay, 2000, Pfeffer, G. The Human Equation: building profits by putting people
first, Boston, Harvard University Press, 2000.

8 V. McGivney, ‘Adult Participation in learning: can we change the pattern? In F. Coffield (ed) A National
Strategy for Lifelong Learning, University of Newcastle, Newcastle, 1997.

& P. Herriot, 'The Management of Careers’ in S. Tysm (ed). Strategic Prospects in HRM, Wimbledon, 1997.

2 D. Gallie and M. White, Employee commitment and the skills revolution, Policy Studies Institute, London,
1993,

6 W. W. Daniel ‘Industrial Behaviour and Orientation to Work - A Critique, Journal of Management Studies,
6, 366-375, 1969; Daniel, WW ‘Productivity Bargaining and Orientation to Work - A Rejoinder to
Goldthorpe’, Journal of Management Studies, Vol.8, No.3 pp 329-335, 1971; J. H Goldthorpe, D. Lockwood,
F. Bechhofer, and J. Platt The Affluent Worker in the Class Structure, CUP, Cambridge, 1969.

6 P. Tamkin and J. Hillage. Employability and Employers: the missing piece of the jigsaw, Institute for
Employment Studies, Brighton. 1999.
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This unduly limits the scope of analysis. Even at the same occupational level or earnings level, some
employees may enjoy a better quality of employment than others and this may be related to
educational attainment and training. There may well be a degree of simultaneity here. Better quality
jobs, however defined, may be more accessible to those with a relatively higher level of educational
attainment, and an important component of better quality employment may be access to education,
training, or lifelong learning. The evidence above suggests that those organisations with a more
sophisticated approach to human resource management are more likely to engage in training and
this, in turn, may be related to a more strongly developed sense of trust between employer and
employee®.

What are those features of ajob that lead to job satisfaction? Evidence to answer this question can be
obtained from the organisational behaviour literature concerned with the relationship between
employee job satisfaction and returns to the employer (and returns to the employee through higher
wages, bonuses, etc.).

Excessive concern with economicreturnsin understanding workplace behaviour was broken by some
of the early industrial psychology experiments of the 1920s and 1930s. The human factor approach
to industrial behaviour began by looking at fatigue and recognising that physiology alone did not
account for all the findings®®. Studies demonstrated that workers tried to introduce variety into their
jobs. Boredom was likely to arise amongst more intelligent workers and the more efficient ones, and
least likely to set in where work was highly automated — workers could let their minds wander —and
in ones that required complete concentration.

The emphasis given to the conditions of work in the early industrial psychology research subsequently
gave way to the human relations school with its emphasis on the relationship between job satisfaction
and worker productivity and its reluctance to recognise wages as a source of worker motivation or as
a principal factor affecting industrial behaviour. The human relations school was characterised by a
number of now famous studies that explored the relationship between workplace environment and
productivity. Though some of these studies were overly prescriptive, others were empirically based,
such as that by Coch and French®’, who were able, to demonstrate the relationship between
improved working conditions, communication, and productivity. Herzberg® also drew attention to
the importance of job enrichment in raising job satisfaction where job enrichment referred to raising
the complexity of conceptual tasks to be undertaken by employees. In many respects this appeared to
be an early reference to the importance of multi-skilling.

There is huge volume of evidence relating to organisational behaviour stretching back to the
beginning of the 20" century. More recent and comprehensive evidence comes from the Workplace
Employee Relations Survey (WERS) which reveals that training and job satisfaction are related ®° with
the finding that levels of job satisfaction were particularly low amongst those who felt inadequately
consulted or had limited or no access to training. Panel data from the USA suggests that job
satisfaction is a good predictor of whether people will quit a job, or may explain why people do not

& Martin et al. 2000 ibid.

€ M. Rose, Industrial Behaviour. Theoretical Development Since Taylor, London: Allen Lane, 1975.

67 L. Coch, and J. R. P. French ‘Overcoming Resistance to Change’, Human Relations, 1, 4, 512-532, 1948.
% F. Herzberg, B. Masner, and B. B. Synderman, The Motivation to Work, New York: Wiley, 1968.

& Cully, M. S. Woodland, A. O'Neil, and G. Dix Britain at Work: As Depicted by the 1998 Workplace Industrial
Relations Survey, Routledge, London, 1999.
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participate in the labour market?.

Much of the change in the structure and organisation of work has been contextualised in the human
resource literature with reference to the psychological contract”’. The emphasis has been very much
on how the end of the lifelong employment relationship has threatened the psychological contract
between employer and employee, in essence, because implicit job insecurity threatens the degree of
trust between employer and employee. Guest et al. are sceptical and suggest that the psychological
contract built around job security is alive and well. By implication, this suggests that there is plenty of
scope for employers to promote job commitment and worker satisfaction through training and
development.

2.4.2 Returns to society

The above views employability from the perspective of the employees in the workplace and how
human resource practices influence job satisfaction. Though somewhat outside the scope of the
empirical analysis contained in later chapters, there is a need to recognise that there may well be
macro-social benefits stemming from improvements in employability brought about by increased
education and training provision. It is apparent that the calculation of the social return to increased
years of schooling takes no account of positive externalities to society stemming from increased
schooling. Whilst there is little evidence linking education to crime directly, because levels of
unemployment and inequality confound such relationships, the evidence does point to increased
years of schooling reducing both of these’?. In fact, there are many non-market outcomes associated
with education, although there are difficulties in establishing causality. For example, if one is looking
at health then there is a problem about the direction of causality’. Bynner and Egerton recognise
these problems but conclude that graduates tend to be in excellent physical health compared to other
groups. Similarly, Hartog and Oosterbeek’ found that education is related to health, happiness, and
wealth, although in their study it was those who had attained upper-secondary education who
reported the highest levels of happiness. Whilst these analyses are far from definitive there is strong
indicative evidence that there are society wide benefits stemming from greater investment in
education and training.

70 A. E. Clark ‘Job Satisfaction in Britain’, British Journal of Industrial Relations, Vol. 34, pp 189-217, 1997; R.
Freeman, M. Kleiner and C. Ostrott ‘The Anatomy of Employee Involvement and its effects on firms and
workers’, NBER, Cambridge MA, 2000.

71 D. E. Guest and N. Conway 'Employee Motivation and the Psychological contract’. Issues in People
Management, No. 21, Wimbledon, IPD, 1997. Also, D.E. Guest, N. Conway, R. Briner and M. Dickman
‘The State of the Psychological Contract’, Issues in People Management, No. 18, Wimbledon, IPD, 1996.

2. M. Kelly ‘Inequality and Crime’ Review of Economics and Statistics, Vol. 82, No. 4, pp175-475.

73 J.R. Behrman and N. Stavey, The Social Benefits of Education, University of Michigan, Ann Arbor, 1997; JP
Leigh, ‘The Social Benefits of Education: a review article’ Economics of Education Review, Vol.17, No.3, pp.
363-368.

74 ). Hartog and H. Oosterbeek, ‘Health, wealth, and happiness’ Economics of Education Review, Vol.17,
No.3, pp141-154.
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2.4.3 Family background, employability and well-being

The description provided so far is primarily about the individual — the individual in the labour market,
the individual in the workplace. A final dimension is to consider the individual within the family and
how family characteristics and education opportunities are transmitted through the generations. This
is particularly important given the extent of work-less households in the economy and the fact that
members of ‘no-earner’ households find it increasingly difficult to find work against a background of
an increase in ‘two-earner’ households?.

Given modest levels of inter-generational mobility this plausibly points to social disadvantage (and
advantage) being transferred across generations. Educational attainment potentially provides a
pathway out of economic and social disadvantage, but there are often multiple barriers to be cleared
before this is achieved. At the end of the 1980s, the School Effect study analysed the influence of
family background of a cohort of pupils passing through secondary school. It monitored their progress
between the ages of 11 and 15/16 years’®. Controlling for the intellectual ability of students before
they entered secondary school, the study was able to reveal, other things being equal, the influence
of family background on intellectual progression, subject choices, and examination scores. Typically,
children from less privileged households, other things being equal, fared less well. A number of
plausible explanations are available, such as the ability of parents of assist with their children’s
education. From a policy perspective, the question is one of how to break the cycle of disadvantage
over the generations. Educational Maintenance Allowances have been developed to assist pupils
from poorer households to stay on at school, but recent, highly speculative evidence suggests that
family finances are not the most important factor explaining educational achievement””. The main
issue here is less about staying on rates and more about achievement within the compulsory
education system. As noted above, unemployment, especially long-term unemployment, is highly
correlated with low educational achievement and learning problems.

2.5 Conclusion: what is measurable?

In developing ideas about the relationship between education and training and employability, this
short review reveals that the concept of employability has been operationalised to date within a fairly
narrow framework: the capacity of education and training to maintain individuals in employment and
maximise their earnings. This is an area which has received considerable attention over recent years,
especially in relation to active labour market policy such as the New Deal and in response to the
massive increase in higher education participation rates.

Hillage and Pollard seek to go beyond the narrow definition of employability that would see its relation
to education and training expressed primarily with regard to private and social rates of return. They
emphasise that employability is also about independence in the labour market, the capacity to move
between jobs. An important element here is the capacity of training to foster mobility and the
mechanism through which training promotes occupational mobility over the lifecycle.

> E-J Cooper-Green, 'The relationship between work-rich and workless households’, Labour Market Trends,
December 2001, Vol. 109, No.12, pp547-554.

76 D. Smith, S. Tomlinson, L. Bonnerjea, T. Hogarth, H. Tomes, and N. Longford, The School Effect: a study of
multi-ethnic secondary schools, Policy Studies Institute, London, 1988.

77 A. Chevalier and G. Lanot, The Relative Effect of Family and Financial Characteristics on Education
Achievement, Centre for the Economics of Education, LSE, 2001.



Employability and well-being: a review of findings

27

The final dimension of employability that has been addressed relates to the quality of jobs and by
implication, the quality of life. This needs to go beyond measuring ‘quality’ simply as a high income,
high-level job. In the economics literature there is a growing interest in measures of job satisfaction
and "happiness’, although the human resource literature stretching back to the 1930s has been
concerned with those elements of an employee’s job that promote effective working alongside job
satisfaction.

What appears less well understood is the link between various aspects of employability (education,
qualifications, work-related training, work experience, unemployment) and the general well-being of
an individual. For many people work occupies a central place in their lives if only because a large part
of their time is spent at work. Indications of how satisfied we are with our work will inevitably
influence how satisfied we are with our lives overall. The following chapter elaborates further on the
relationship between the personal characteristics of an individual, their social and economic
background, their education, training and employment history and a variety of measures of the social,
economicand psychological ‘well-being’ of anindividual. The purpose is essentially exploratory and is
designed to assist in developing measurable approaches to the concept of employability that go
beyond and can potentially enrich the more traditional economic approach.






3 Comparative longitudinal
analyses: the 1958 and
1970 birth cohorts

3.1 Introduction

This chapter presents results from an empirical analysis of the links between education, training,
employability and well-being. The analysis is based upon a comparison of 33 year oldsin 1991 (the 5%
‘'sweep’ of the 1958 birth cohort)’® with 29 year olds surveyed in winter 1999/2000 (the 1970 birth
cohort)”®. Because of the four-year difference in age between these two groups, a degree of caution
must be attached to the nature of the changes which are revealed via this study.

3.2  Studying the relationships between education,
training, employability and well-being

Figure 3.1 presents a stylised view of the ‘processes’ of education, employment and training as they
contribute to the well-being of anindividual. In formulating this stylised view it has been assumed that
‘employability’, in combination with other factors, will contribute to the general well-being of an
individual. It is further assumed that the general well-being of an individual is a consequence of life
experiences, which include as significant components their education, employment and training.
These may, in turn, be moderated by the attitudes, aspirations and motivations shown by an
individual, themselves conditioned by the family resources®. Employability is then both an outcome
from some of these processes and an input into others. For example, different educational
experiences may give rise to various employment trajectories that, in turn, add to the ‘employability’
of an individual. Attitudes, aspirations and motivation may also form a part of what we term
employability, again influencing employment and individual well-being and moderated via educational
experiences.

8 We refer to this study in this chapter as the National Child Development Study (NCDS).
79 We refer to this study as the British Cohort Study (BCS).

8 We use the term ‘family resources’ to indicate both the quality and the quantity of resources available to
the individual during their dependent years.
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Figure 3.1 A stylised view of the relationship between family resources,
education, training and employment and well-being
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Some of the links between these processes and individual welfare are well established. For example,
the link between family resources and educational outcomes has been shown in numerous studies
(e.g. Atkinson, 1981; Behrmann and Taubman, 1985; Breen and Goldthorpe, 2000; Dearden,
Machin and Reed, 1997; Elias and Blanchflower, 1987; Gregg, Harkness and Machin, 1999). What is
novel about the approach adopted here is the simultaneous examination of these processes within
the same statistical framework and their comparisons for two groups of individuals placed at the
beginning and the end of, a period of significant change. This places strong requirements on the
information sources that can be used to calibrate such a model — that they should be relatively long-
term and rich in terms of the diversity of measurements they provide to enable us to characterize
family resources, education and training, employment, motivations, attitudes and aspirations and
individual well-being. Ideally, a large national panel study spanning the last 20-30 years would be
optimal. Such a data source is not available for the UK®'. Instead, use is made of two separate sources
of information: the 1958 National Child Development Study and the 1970 British Cohort Study.

3.3 The data modelling strategy

Our approach was recursive. We commenced by estimating statistical models of an individual’s
‘current’ (time of survey status) measuring two dimensions of employment and relating these to
education, training, other relevant personal characteristics and social background. Appendices A and
B describe in detail the range of variables we use for this purpose. The two measures of employability
we choose are:

e current employment status. This is defined at the time of the survey (ie at ages 33 [1958 cohort]
or 29 [1970 cohort]) as employed (1) as opposed to not employed (0). These states are modelled
via logistic regression techniques;

e current earnings of employed individuals. This is defined at the time of each survey (1991 or
1999). Statistical methods are used to adjust for potential biases that can arise via the selective
nature of this approach (correction for selection into employment).

8 As a part of the research undertaken within this project, we investigated the potential of the British
Household Panel Study to extend the age range of our analyses. Unfortunately these data could not be
utilised due to significant differences in the way certain key variables are operationalised and because of
the much smaller sample size of the BHPS.
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We study the extent to which qualifications and training influence the probability of being employed
and the level of wage obtained from that employment at ages 29 or 33. As was discussed before,
these outcomes have been analysed extensively in previous economic literature.

We use two measures of well-being. The Malaise Inventory provides a measure for assessing
psychiatric morbidity. It is a 24-item, self-completion questionnaire which was included in the NCDS
and BCSsurveys. The 24 variablesincluded in this measure are identified in Appendix A. Following the
literature on this topic, we classify these as a binary variable: people who accrue a cumulative total of
between zero and six positive responses are categorised as ‘normal’ and those who accrue seven or
more positive answers are classified as ‘depressed’®2. For the /ife satisfaction measure, respondents
are asked to enter the number which corresponds with how satisfied or dissatisfied they are about the
way their life has turned out so far, on a scale of 0 (completely dissatisfied) to 10 (completely satisfied).

We then extend the analysis to include these measures of well-being. We translate the stylized view
presented in Figure 3.1 into the following statistical model. The probability of being classified as
depressed and life satisfaction are modelled as functions of education, training, past employability,
current employability, current family structure and family background. Being employed and the level
of pay are expected to be positively correlated with individuals' level of well-being and life satisfaction.
Our aim is to determine whether, in addition to the influence of pay and employment, qualifications
and training are correlated positively with out measures of well-being.

Each of these sets of models is estimated for males and females separately, from data provided by
members of the 1970 birth cohort study and the 1958 birth cohort study. Fromthe 1970 birth cohort,
we make use of the 1999/2000 sweep (age 29). From the 1958 sweep we make use of the 1991
sweep (age 33). To a significant extent this controls for lifecycle effects, allowing us to focus on the
wider and changingimpacts of education and training as each cohort makes the transition fromyouth
to prime age.

3.4  Adescriptive comparison of the birth cohorts

Before carrying out a detailed statistical analysis, we review some descriptive statistics comparing the
two cohorts at ages 33 and 29 (see Table 3.1).

8 This label must be interpreted cautiously. The Malaise Inventory indicates a tendency towards clinical
depression for persons who score 7 positive responses or more. For details of the assessment method and
its application within the birth cohorts, see Bowling (1983) and Hirst (1982). For an assessment of the
validity and reliability of this instrument, see Rodgers et al. (1999).
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Table 3.1  Main characteristics of survey respondents, by gender and

birth cohort
Percentage
Men Women
NCDS-1991 BCS-1999 NCDS-1991 BCS-1999
(33 years) (29 years) (33 years) (29 years)
Employment status:
Employee 74.5 78.7 61.3 69.2
Self employed 15.9 1.3 6.7 4.6
Unemployed 6.0 45 2.0 2.1
Not in labour force 3.6 5.5 30.0 24.1
Hours:
Full-time work 70.3 86.8 32.0 50.0
Part-time work 1.8 1.0 27.7 20.3
Not in work 9.6 10.0 32.0 26.2
Missing 18.3 2.1 8.4 3.4
Qualifications:
No qualifications 12.3 13.7 14.1 14.8
Poor O’ levels/CSE 2-5/other Scot/NVQ 1
equivalent 14.8 8.7 14.7 10.1
Good O’ levels/1 A’ level or more than 1
AS/NVQ2 25.7 23.6 32.3 29.6
2 or more ‘A’ levels/NVQ 3 18.2 22.6 13.1 13.5
Diploma/degree/other degree/PGCE/NVQ 4 25.6 28.1 235 29.2
Higher degree/NVQ 5,6 equivalent. 2.2 3.3 1.1 2.6
Missing 1.3 0.0 1.1 0.0
Average gross hourly earnings (£/hour) 7.8 1.5 5.7 9.5
(sample size) (3715) (4191) (3100) (3906)
Previous labour market experience:
Has had 2 or more spells of unemployment 13.8 7.7 7.6 2.8
Average percentage of time spent in
employment 80.8 78.0 61.1 68.4
Average number of spells of work related
training 1.8 2.2 0.9 1.3
Maths test scores at 11/10:
In bottom 25% 20.7 16.5 20.6 17.8
25-50% 19.2 16.7 20.0 19.2
50-75% 22.6 18.9 24.9 21.5
In top 25% 233 22.0 20.6 16.0
Missing 14.1 25.8 13.9 25.5

Continued
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Table 3.1 Continued

Percentage

Men Women
NCDS-1991 BCS-1999 NCDS-1991 BCS-1999
(33 years) (29 years) (33 years) (29 years)

Father’s social class:

i — Professional 4.1 3.6 3.8 3.6
i —Manager 14.2 129 14.4 14.7
iiinm — Skilled non-manual 6.9 4.5 6.4 5.1
iiim — Skilled manual 299 17.2 29.5 20.1
iv — Semi-skilled manual 9.7 3.9 9.6 4.4
v - Unskilled 3.0 0.9 3.5 1.3
Missing 32.1 57.0 32.6 50.8

Partnership status:

No partner 14.2 31.4 9.7 233
Married and spouse does not work 25.1 1.4 4.9 2.4
Married and spouse works 40.5 259 64.6 45.0
Cohabiting and partner does not work 2.7 6.1 1.7 2.4
Cohabiting and partner works 7.5 19.9 7.6 20.7
Other 6.2 5.2 8.7 6.2
Missing 3.8 0.1 2.8 0.0
Number of observations 5587 5446 5780 5771

We observe that young adults are more likely to be employed in 1999/2000 thanin 1991. This may be
explained by the more favourable current labour market conditions prevailing at the end of the
decade. For women, the larger increase in employment relates additionally to their increased
participation inthe labour market. Young people are also slightly more likely to be employed full-time
in 1999 compared with 1991. This rise in full-time employment as opposed to part-time employment
is particularly significant for young women. However, women are still more likely than men to work
part-time or not to work at all.

By the age of 29 years it is reasonable to assume that respondents have achieved their highest level of
education. Comparing BCS and NCDS, we find that young respondents in 1999/2000 tend on
average to report higher qualifications: they are more likely to have qualifications at the level of two
ormore A’ levels or higher. Contrasting the changing experiences of young men with young women,
we note that the increase in the proportion of young women with a degree is double the increase in
the proportion of men holding a degree. Equal proportions (almost one third) of young women and
young men now hold high-level qualifications. An interesting finding revealed in Table 3.1 is that the
proportion of young people without any qualification appears constant across the two cohorts.

Analysis of the distribution of weekly and hourly earnings of young men and young women in 1991
and 1999 shows that the earnings distributions remain fairly similar across the cohorts, although men
in NCDS compared to menin BCS have a slightly higher probability of being towards the lower end of
the distribution and aslightly lower probability of being in the higher end. For women, the distribution
of earnings of 33 year olds in 1991 appears to be shifted to the left compared to the distribution of
earnings for 29 year olds in 1999. Separating full-time and part-time female workers, we observed
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this difference appearing for both types. As we are using nominal earnings, a slight shift is expected
and represents the normal wage inflation over time. The shift however is larger for women. This can
be partly explained by the change in the educational attainment of women: a higher proportion of
those working are holding a higher qualification.

Information on father’s social class and the results of a maths test score at ages 10/11 were available
forboth cohorts. This information is missing from a significant number of the BCS respondents (aged
29 years).

Thedistribution of life satisfaction scoresis fairly similar across the two cohorts, while individuals in the
BCS (1999) are more likely to report being depressed (see Figures 3.2 to 3.5).

The changein partnership statusamong men and women revealed by these data is quite remarkable.
In the 1958 birth cohort, more than two-thirds of men and women reported that they were married
by age 33. Within the 1970 birth cohort, this rate had declined to just under one half of women aged
29 years. While this may reflect the four-year difference in age between the groups compared, other
sources of information confirm that there has been a significant decline in the rate of first marriage
and a corresponding increase both in cohabitation and the number of persons reporting that they
have 'no partner’.8

Tables 3.2 to 3.4 present cross-tabulations between the main variables of interest, following the
model describedin Figure 3.1. Theresults are as expected. Individuals from the NCDS (age 33in 1991)
with no qualification are more likely to come from a poor family background, while those with a
degree are more likely to come from a favourable environment. For the BCS cohort (age 29 in 1999)
the results are similar except that they are accentuated for those holding a degree but much
decreased for those with no qualifications. The results are similar for men and women.

Figure 3.2 The distribution of Malaise Inventory scores for
young men, NCDS (age 33 in1991) compared with BCS
(age 29in 1999)
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8 Meaning that they choose not to live with a person with whom they may have a conjugal relationship.
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Figure 3.3 The distribution of Malaise Inventory scores for
young women, NCDS (age 33 in1991) compared with BCS
(age 29in 1999)
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Figure 3.4 The distribution of life satisfaction scores for
young men, NCDS (age 33 in1991) compared with BCS
(age 29in 1999)
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Figure 3.5 The distribution of life satisfaction scores for
young women, NCDS (age 33 in1991) compared with BCS
(age 29in 1999)
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Table3.2  Education and family resources
Percentage
Men Women
NVQ 2 or No NVQ 2 or No
Family resources  Degree equivalent qualification Degree equivalent qualification
NCDS-1991
Favourable 81 56 21 81 54 16
Poor 19 44 79 19 46 84
Number of observations 529 407 182 542 517 214
BCS-1999
Favourable 87 68 48 89 67 43
Poor 13 32 52 11 33 57
Number of observations 497 219 71 616 324 112

Favourable family resources: father professional or manager.
Poor family resources: father unskilled or semi-skilled.
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Table 3.3  Education and work history

Percentage
Men Women
Work history Work history
Education Patchy Continuous Patchy Continuous
NCDS-1991
Degree 21 27 26 24
NVQ 2 or equivalent 25 26 32 32
No qualification 17 11 13 14
Number of observations 773 4639 441 5236
BCS-1999
Degree 20 29 27 29
NVQ 2 or equivalent 25 24 26 30
No qualification 22 13 17 15
Number of observations 418 4873 161 5463

Patchy work history: had 2 or more spells of unemployment.

Continuous work history: had less than 2 unemployment spells.

To explore the link between education and the subsequent experience of employment, we define a
‘patchy’ work history as one where the respondent has reported two or more spells of unemployment
since completing their full-time education. In the NCDS (see Table 3.3), compared to those with a
patchy work history, those with a continuous work history are slightly more likely to have adegree and
less likely to have no qualifications. This is not the case for women. In the BCS, these differences are
accentuated and appear for women. Finally, Table 3.4 shows that those who we define as having a
high level of well-being are less likely to have a patchy work history and more likely to have a
continuous one. The differences go in the same direction in BCS but are larger.
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Table 3.4  Well-being and work history

Percentage
Men Women
Well-being Well-being
Work history High Low High Low
NCDS-1991
Patchy 12 26 7 1
Continuous 88 74 93 89
Number of observations 3822 171 3890 325
BCS-1999
Patchy 6 16 2 7
Continuous 94 84 98 93
Number of observations 3628 418 3694 534

High well-being: not depressed and life satisfaction score greater or equal to 7.
Low well-being: depressed and life satisfaction score lower than 7.

3.5 Multivariate analysis of the links between employment,
education and training

The information displayedin Tables 3.1 and 3.4 indicates that there are some significant relationships
between education, training and employment experiences and various economic and psychological
outcomes in young adulthood. To explore the complexity of these relationships in more detail, we
make use of multivariate statistical techniques.

Detailed multivariate analyses were undertaken, examining the relationships between employment
at ages 33 or 29 and a range of variables describing qualifications, training, work experience,
mathematical ability, domestic situation at the time of the survey and family background?®*. The full
results are shown in Appendix C. Here we focus upon the key relationships observed in these data,
specifically noting the change in the nature of these relationships over the decade of the 1990s.

Tables 3.5 and 3.6 display what we term the ‘marginal effects’ on the probabilities of (separately)
beingemployed atages 33 or 29; showing signs of depression; and having high life satisfaction arising
from a variety of factors. Examining first the probability of being employed, it can be seen that this is
positively related to possession of a degree for both men and women. For women the effect is strong
and is present both in the 1958 cohort and the 1970 cohort.

Asignificant experience of unemployment (two or more spells) for both men and women in the 1958
cohort is associated with a lower employment probability. In the 1970 cohort this effect is much
reduced.

84 Before arriving at our preferred specifications, we started from less parsimonious models. Details are in
Appendix C.
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Additional spells of work-related training appear to improve the probability of subsequentemployment
for both men and women and in both cohorts. This finding reflects previous research that indicates
that those who receive work-related training display lower rates of job turnover (Elias, 1997).

Turning to the marginal effects of these same factors on indicators of depression (Malaise Inventory
score of 7 or more), high-level qualifications reduce the indications of depression. The effect is
apparent for both men and women and is present in both cohorts, but the effect appears to be
weakening for women. In other words, by 1999 the reduction in this indicator of depression among
women and associated with their possession of a degree was significantly reduced. Higher than
average earnings for both men and women also act in some way to reduce signs of depression, this
time the effect appears to be gaining strength between 1991 and 1999. For women, a significant
experience of unemployment contributes to signs of depression, whereas full-time employment at
the time of the survey is associated with lower indications of depression.®

Finally, Tables 3.5 and 3.6 display the marginal effects of this range of factors upon whether or not a
person displays high life satisfaction. Here we note that the effects are generally small and sometimes
inconsistent. Higher than average earnings impact positively with high life satisfaction and a
significant experience of unemployment has a negative impact, particularly for women.

Table 3.5 Marginal effects in percentage points (Men)

Percentage

Life satisfaction

Employed Depressed of 10
NCDS-1991
Degree 4.0 -3.4 -1.1
NVQ level 2 or equivalent 2.0 -1.7 -1.8
Received an additional spell of work-
related training 0.2 0.1 0.1
Has had two or more spells of
unemployment -10.3 0.9 -0.9
Spent an additional one per cent of time
in employment 0.2 - -
Works full-time - -7.2 1.7
Wage is higher than median - -1.3 1.8
BCS-1999
Degree 4.7 -5.3 1.4
NVQ level 2 or equivalent 0.1 -0.8 -0.4
Received an additional spell of work-
related training 0.2 -0.2 -0.1
Has had two or more spells of
unemployment -5.5 -1.9 -2.2
Spent an additional one per cent of time
in employment 0.2 -0.1 -
Works full-time - -13.5 1.7
Wage is higher than median - -4.3 2.8

Note: ‘Marginal effects’ are computed from the regression coefficients shown in Tables A3.1 (employment), A3.6
(depression) and A3.8 (life satisfaction). They indicate the variation around the mean associated with the factor shown
in each row of Table 3.5.

8 This result may well reflect the fact that persons who are suffering from depression may be less likely to be
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Table 3.6  Marginal effects in percentage points (Women)

Percentage

Life satisfaction

Employed Depressed of 10
NCDS-1991
Degree 22.3 -6.9 1.3
NVQ level 2 or equivalent 2.6 -5.6 -1.2
Received an additional spell of work-
related training 1.1 -0.1 -0.1
Has had two or more spells of
unemployment -7.0 4.2 -34
Spent an additional one per cent of time
in employment 0.9 -0.1 -0.1
Works full-time - -0.7 -2.5
Wage is higher than median - 0.1 1.2
BCS-1999
Degree 17.7 -2.4 2.3
NVQ level 2 or equivalent 4.3 -0.9 1.0
Received an additional spell of work-
related training 0.5 -0.2 -0.1
Has had two or more spells of
unemployment -1.2 9.6 -4.1
Spent an additional one per cent of time
in employment 0.7 - -
Works full-time - -6.2 -0.9
Wage is higher than median - -4.6 2.4

Note: ‘Marginal effects’ are computed from the regression coefficients shown in Tables A3.2 (employment), A3.7
(depression) and A3.9 (life satisfaction).

To give a more intuitive interpretation of these findings, we identify the outcomes for several typical
individuals. This is done by setting several individuals' characteristics and calculating the predicted
probability (or linear prediction in the case of earnings) for individuals with these characteristics. The
results are presented in Tables 3.7 and 3.8.

Our definition of these “typical individuals' is as follows:
e High employability

No record of unemployment since entering the labour market. Percentage of time in employment
set to the same average for those who have never been unemployed.

e [ow employability

Respondent has had two or more spells of unemployment. Percentage of time in employment
set to the sample average for those who have experienced or more spells of unemployment since
joining the labour market.

e High education/training

Has a degree and has attended five or more work-related training courses.
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e [ow education/training

Respondent has no qualifications and has never attended a work-related training course.

We then combine these two sets of characteristics to create the four types of individuals shown in
Table 3.7 and 3.8.

Table 3.7  Predicted probabilities* (Men)

Average Life satisfaction = Completely
Employed wage Depressed 7 or more satisfied (10/10)
(%) (£/hr) (%) (%) (%)
NCDS-1991
Average individual 91 7.1 7 78 7
High employability,
high education 97 8.9 3 79 7
Low employability,
low education 83 5.3 11 80 8
Low employability,
high education 95 8.8 4 77 7
High employability,
low education 88 5.4 10 81 9
BCS-1999
Average individual 91 8.3 15 75 7
High employability,
high education 98 9.9 10 78 8
Low employability,
low education 78 7.0 20 72 5-
Low employability,
high education 93 9.7 12 77 7
High employability,
low education 91 7.2 17 74 6

*For average wage, the numbers are linear predictions. High employability means never unemployed and percentage of
time spent in employment equal to the sample average for those never unemployed. Low employability means had 2 or
more spells of unemployment and percentage of time spent in employment equal to the sample average for those with
2 or more spells of unemployment. High education means that respondent holds a degree and attended 5 work-related
courses. Low education means that respondent holds no qualification and never attended work-related courses. All
other variables are at their actual values.
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Table 3.8  Predicted probabilities* (Women)

Average Life satisfaction = Completely
Employed wage Depressed 7 or more satisfied (10/10)

(%) (£/hr) (%) (%) (%)
NCDS-1991
Average individual 68 5.0 12 77 11
High employability,
high education 85 7.1 7 78 12
Low employability,
low education 61 3.9 19 78 12
Low employability,
high education 83 7.1 8 77 1"
High employability,
low education 63 3.9 19 79 12
BCS-1999
Average individual 74 6.9 20 76 11
High employability,
high education 88 8.4 18 78 12
Low employability,
low education 53 6.0 22 73 9
Low employability,
high education 79 8.3 18 78 1"
High employability,
low education 68 6.0 21 73 9

*See notes to Table 3.7.

In the following analysis it must be stressed that we are controlling for the impacts of family resources
and differences in ability®® when making these comparisons. As a result, the differences that are
revealed between these typical individuals are less likely to be confounded by factors such as social
background.

Focusing first upon what we usually term the ‘economic returns’ to education and employability (as
defined via the experience of employment since entering the labour market), the first two columns of
Tables 3.7 and 3.8 show the impact of these factors on the probability of employment and the level of
earnings. Prior work experience, defined here as the contrast between those who have never been
unemployed and those who have had two or more spells of unemployment, appears to be of lesser
importance than education and training in terms of its impact upon the respondent’s current
employment and earnings. This result holds for both men and women.

e For both men and women and in both periods, starting from low education and low employability,
higher education brings a greater payoff in terms of earnings than higher employability. Women
get a better return to education and employability than men in terms of employment probability
and about the same return in terms of earnings.

8 Qur measure of ‘ability” is derived from the score on a mathematical test by respondents at ages 10 or 11.
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e We find evidence of a gender gap in pay, which appears to decrease over time for highly-
educated/highly-employable workers, and in particular for their low-skilled®” counterparts. The
pay gap between skilled workers and unskilled workers appears to decrease over the period
especially for women.

Controlling for various aspects of family structure and background, we find significant differences
between men and women in terms of the return to education and employability. Highly skilled
women have lower earnings than the average man, and are disadvantaged compared to men with
similar skills, especially in terms of pay. The gap between the earnings of low-skilled men and low-
skilled women decreases over the period, mainly through a worsening of the men’s situation. The
outcomes for low-skilled women compared to their male counterparts appears to have improved
more than the situation of skilled women compared to skilled men. However, the former started from
alow position in the labour market.

To explore further the gender gap in pay, we focus specifically upon those respondents to the 1970
birth cohort who gained a degree. Over 17 per cent of this birth cohort gained a first degree, nearly
all of them graduating in 1992 or 1993. Figure 3.5 shows the distribution of annual gross earnings in
1999/2000 for these first-degree holders who were in full-time employee jobs at the time of the
survey, distinguishing between men and women. It is immediately apparent that the women earn
substantially less than the men. Separate multivariate analysis of the annual earnings of these 29 year
olds shows that, while some of the difference relates to the subject studied (those with maths and
computing degrees earn significantly more than other degree subjects, and more men hold such
degrees than women), a difference of about 10 per cent in annual earnings remains after taking
account of subject studied. This finding replicates similar work conducted on a cohort of persons who
graduated in 1995 (Elias, et al. 1999).

Figure 3.6 Distribution of annual gross earnings in 1999 of male and
female graduates aged 29 years - full time employees only
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87 By low (highly) skilled, we mean with low (high) employability and low (high) education, as defined in
Tables 3.7 and 3.8.
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Turning next to the impact of qualifications and work experience on the propensity to indicate signs
of depression, we note first that there is a significantincrease in the incidence of depressionamong 29
year olds in 1999 compared with 33 year oldsin 1991. For both men and women, the corresponding
percentages shown in Tables 3.7 and 3.8 are higher in 1999 than in 1991. There is no doubt that
possession of high-level qualifications ‘insulate’ individuals from poor mental health. For men, a
degree plus work-related training, reduces the propensity to indicate signs of depression by about
seven percentage points. For women, the effect was even sharper in 1991; a reduction of about 11
percentage points, but this has now lessened. In 1999, the reduction in the propensity to indicate
signs of depression associated with a degree that 29 year olds women showed was only three to four
percentage points.

The last two columns of Tables 3.7 and 3.8 show the effect of these factors on life satisfaction.
Interestingly, the effects are not so marked as they are for mental well-being. Some variations are
apparentin 1999 between those with what we define as a ‘low’ level of education and those with a
high level, for both men and women, but the effect is fairly small. In 1991 no association could be
detected between qualifications, work experience and life satisfaction.

3.6  Discussion on the roles of education and training

Qualifications and training appear to have the expected effects on economic outcomes such as the
probability of holding a job in early adulthood and earnings. The latter, together with past
employability, plays a significant role in improving well-being. This is consistent with results in the
psychology literature that study the effects of unemployment. Depending on their capacity to cope
and their attachment to the labour market, people suffer in different ways from unemployment, but
generally report lower life satisfaction and a greater likelihood of depression (Argyle, 1987).

Fromourresultsin Tables 3.7 and 3.8, we see that across the two periods, men and women with a low
level of education show a higher risk of being depressed. Consistently, in each of the cases presented
in the tables, women are less likely to rank their life satisfaction towards the top of the scale (score of
7 ormore)in the BCS compared towomen inthe NCDS. Low-skilled men and men with low education
and high employability are less likely to rank themselves at the top of the life satisfaction scale
compared to similar men in 1991, but highly-skilled men and highly-educated men are more likely,
they are especially likely to rank themselves as ‘completely satisfied'. These results seem to suggest
that the depression and the life satisfaction variables measure different dimensions of well-being.
Because of their definitions, the former is considered to be a more objective measure of psychological
well-being compared to the latter, which measures subjective well-being.

Because the depression and life satisfaction variables do not appear to capture exactly the same
concepts, studying these separately seems to be potentially more informative. There is no clear
evidence that lower mental health causes a lower probability of employment (Theodossiou, 1998).
Measures of well-being, therefore, constitute an additional dimension or outcome for individuals.
Actual labour market outcomes represent only part of the picture as individuals seek to improve
different aspects of their lives. Measures of well-being give a broader view on success, achievements
and the role of various factors in improving these.

Following this, our results imply that education not only improves labour market outcomes, but also
mental health, through its effect on reducing the likelihood of depression. There is no compelling
reason to think that people who aspire to lower education are also more likely to be depressed, so this
effect can be considered to be causal. A possible explanation for this result can be found in the
psychological literature (see for example Argyle, 1987), and is that our educational qualifications
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variable captures the quality side of employment, which is not always linked to the level of the wage.
Job characteristics such as autonomy, significance, skill variety and task identity may be associated
with higher well-being. The education variable may capture this aspect of employment, and our
results show that it is a significant determinant of well-being, over and above the effect of being
employed and having a comparatively high wage. In turn, because higher education provides the
means for individuals to obtain such ‘quality’ in their job, it in effect improves their well-being.

Life satisfaction, as mentioned above, may be considered a more subjective measure as it depends on
individuals' state of mind. For our purpose it appears very interesting to use the concept of happiness
asdefinedinDeLa Croix(1998) and based on previous studies. This conceptis based on the hypothesis
that satisfaction is a function of the gap between aspirations and achievements. This seems to be
consistent with our result that education does not have a clear-cut association with men’s life
satisfaction. Several reasons could explain this result. One is the age effect, 29 year-old highly-
educated men may be less likely to be disappointed by their achievements than 33 year olds; another
one is an actual change in the fulfilment of aspirations in the latest cohort, which may be due to a
better recognition of highly-educated menin the currentlabour market. Alternatively, it may relate to
the general increase in the proportion of young adults with higher qualifications. Itis possible that the
mix of people has changed so that on average, people with, for example, a degree will be more likely
to report higher life satisfaction.

However, the incidence of training has clear economic benefits. While these may appear small
compared with the effects of further and higher education, it should be borne in mind that most
training events recorded in these surveys are of relatively short duration. This contrasts with the
duration of period of further and higher education, often lasting three of more years.






4 Conclusion

Recentyears have seen substantial changesin the British education system, none more so than the rise
in higher education participation. Subsequently, there have been a number of investigations to
measure the added value from this increase in participation, looking at graduate employment paths
andtherate of return, both private and social. Despite concerns about over-qualification in the labour
market there appears to be a consensus of sorts that, in aggregate, a rise in education attainment
results in a net financial benefit to the economy. Results presented in this report are consistent with
this conclusion.

Analyses of rates of return typically regard ‘return’ in a narrow sense, looking no further than the rise
in income arising from an additional year of education or an increase in level of qualification. More
recently research has addressed the relationship between health and educational attainment but this
has tended to be speculative with the direction of causality somewhat ambiguous. Yet, given the
volume of research that has addressed the rate of return question, attempts to incorporate some
measure of the wider benefits of learning are to be welcomed. One might ask how much more
traditional, narrowly focussed rate of return analysis is required to justify the expansion in educational
participation?

Central to this report is an attempt to address and quantify some of the externalities associated with
educational attainment — namely life satisfaction and mental health as measured by the Malaise
Inventory — for two birth cohorts: 29 year olds in 1999 and 33 year olds in 1991. Within psychology
there is a wealth of research on what makes us ‘tick’, what makes us happy or satisfied with our lot in
life. Building on this, organisational behaviourists have addressed the role of job satisfaction in
meeting business objectives through an extension of a simple idea that a happy and contented worker
isamotivated and productive one. Again, there is a consensus of sorts that productivity is raised where
workers are satisfied with their jobs.

Each of us spends a substantial part of our lives at work. People who work full-time will probably spend
around half or more of their conscious time either at work and getting to and fromiit. If the time spent
in work offers little satisfaction or fulfilment then one can reasonably infer that overall levels of life
satisfaction will be affected. Provision of education and training is related to this in two by no means
consistent ways. First, higher levels of educational attainment give individuals access to better jobs -
jobs that can give some sense of achievement or fulfillment. Second, against a background of rapidly
rising levels of educational attainment, there is a greater likelihood that more individuals will be over-
qualified for the jobs they fill. In the case of the former life satisfaction could be enhanced, in the latter
it may be denuded.
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Conclusion

Statistical analysis carried out as part of this study indicates that higher levels of educational
attainment, other things being equal, are associated with higher levels of life satisfaction and better
mental health. But the relationship is changing over time. The better-qualified 29 year olds in 1999
revealed more life satisfaction compared to their lesser-qualified counterparts, whereas in the older
birth cohort, the 33 year oldsin 1991, no such relationship was evident. Both cohorts were less likely
to report depression where they more highly qualified, but the relationship was weaker amongst the
younger cohort. For both cohorts higher levels of educational attainment seem more likely to ‘protect’
them against one of the most psychologically and economically damaging events of all - unemployment.

The challenge (or puzzle) facing researchers and policy makers is to explore further some of the
unanswered issues raised by the study. Most importantly, significant differences are still found
between young men and young women in the way the labour market ‘rewards’ them for
qualifications, work-related training, and work experience. As the proportion of young women with
high-level qualifications now equals or surpasses the proportion of men, the present inequities
associated with the economic benefits of education will become increasingly obvious with potential
psychological ramifications within the workplace and beyond. In addition, the sharp rise we observe
over this decade in the indicator of psychological ill-health among young men and particularly among
young women raises a number of concerns. Education appears to act as a buffer here, affording
individuals some protection against psychological ill-health, but the relationship may be weakening
over time. The processes at work here are undoubtedly varied and complex.



