Promoting debate and fresh thinking in the financial services industry

Progress on the skills agenda: are we
making enough?
Steve Besley

Summary

e The issue of skills has been at the top of the political agenda, ever since the seminal Report on UK Skills
by Lord Leitch in late 2006. It was identified by the incoming Brown Government in summer 2007 as a
top priority.

e The UK Commission for Employment and Skills (UKCES) published its first annual audit of progress
being made on UK employment and skills in April 2009. It was described as “the most thorough and
comprehensive analysis available of the challenges and opportunities we face”.

e The Commission concluded that “the UK'’s relative international position is unlikely to improve by the
target date of 2020, let alone become World Class” (as Lord Leitch had proposed).

e Despite this, the Government remains committed to the Leitch ‘ambitions’ of world class UK skills and an
enormous amount of work is going on to ensure that the skills system in this country remains flexible and
responsive.

e The Government has consistently said that equipping the country now with skills for the future remains
one of the core principles of its economic recovery plan. However a highly complicated skills landscape
could compromise achieving this goal.
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The Chartered Insurance Institute is the world’s largest professional body for insurance and financial
services and is the leader in awarding qualifications to industry practitioners. Our thinkpieces are a key part
of our ongoing commitment to promoting innovative thinking and debate within the insurance and financial
sectors.
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We urge you to get involved—especially as we intend some of our articles to be open to rebuttals for
publication.
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ClIl Introduction: Despite the economic
downturn the issue of skills has remained at
the top of the political agenda — highlighting
its importance to the prosperity of the nation.
We at the CIl are committed to promoting the
development of skills to ensure a more
professional and competitive workforce.
UKplc is now part of a global marketplace and
to remain a major force we need to invest in
skills. Our membership skills surveys
reinforce the message that the country needs
to up its game. The present Government has
invested heavily in skills, however the
landscape is a crowded one. In his paper,
Steve Besley of Edexcel takes a look at this
landscape and its development since the
Leitch report.

The Leitch agenda. ‘Prosperity for all in the
global economy: world class skills

Not many people give their name so
comprehensively to an area of Government policy
as Lord Leitch has done. Just say ‘Leitch’ and to
many people you say skills. This is because of the
major Report written by Lord Leitch and his team
in December 2006 which argued that unless we
took far reaching action to raise skill levels in this
country by the end of the next decade, we would
be in danger of falling behind other major
economic powers. “Without increased skills, we
would condemn ourselves to a lingering decline in
economic competitiveness, diminishing economic
growth and a bleaker future for all. !

The Leitch Report, ‘Prosperity for all in the global
economy: world class skills,’ was one of a number
of what were labelled ‘doomsday’ Reports that
were commissioned by the Treasury when
Gordon Brown was Chancellor. Others included
those on climate change, housing and transport.
Each has had a significant impact on Government
planning in recent years and spawned a mass of
activity, a rash of targets, a number of new
quangos and no little wringing of hands.

Raising skill levels is crucial to our future and is
something all political parties are committed in
some form.

In the case of the Leitch Report, the Government
followed this up six months later with a detailed
Implementation Plan setting out an extensive
reform agenda to the skills, qualifications and
funding systems respectively along with a battery
of measures and milestones all designed to keep
us on track to achieving world class status across
all major skill levels by 2020. World class status
meant being in the top quartile of OECD countries
for low, intermediate and high skill levels

! Leitch: Final Report

Has the agenda changed?

Two and half years on, and in the midst of a
certain amount of economic and political turmail,
how important is the Leitch agenda?

Clearly things have moved on. Earlier this year,
for example, the Select Committee for the
Department for Innovation, Universities and Skills
(DIUS) concluded in a major Inquiry that some of
the Leitch analysis required re-evaluation in the
light of current circumstances. “The change in the
economic climate will mean that priorities have to
be identified and it will not be possible to pursue
all parts of Leitch.”

More recently, the Chancellor tightened the purse
strings on public spending leaving the then
Secretary of State for Skills to call for “additional
cashable efficiency savings of £340m” from the
Skills and FE sector in 2010/11. And on top of
that, the UK Commission for Employment and
Skills (UKCES) a body proposed by Leitch to help
advise and monitor on progress towards the 2020
ambitions, recently released its first annual
progress report on the UK skills agenda. It
concluded that “the UK'’s relative international
position is unlikely to improve by 2020, let alone
to become World Class. Indeed, overall it may
deteriorate slightly.”

What progress are we making?

Raising skill levels is crucial to our future and is
something all political parties are committed to in
some form. So just what progress are we making?

The answer depends on a number of variables.
Some industry sectors are doing better than
others, as are some regions, some age groups
and some social groups but in terms of headline
measures, we have a long way to go. According
to data in the Commission’s Report, the UK ranks
11" in the world on productivity levels and despite
some improvements, “it is uncertain that it will be
sufficient to get us to a top quartile place by
2020;” 10" on rates of employment, where “recent
progress has been disappointing” and 14" on
income inequality, “the gap between the highest
and lowest earners,” where again some
improvement has happened but not enough.

And what about progress against the skills
ambitions?

Nor do things seem much better on the specific
Leitch skill ambitions, for which there are four.
First, getting 95% of adults, that’s those aged 19
and over, to have achieved functional literacy and
numeracy by 2020 from a 2005 baseline of 85%

2 Select Committee Report on Leitch
% Ambition 2020. 2009 Report.
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in literacy and 79% in numeracy; second,
ensuring over 90% of the adult population is
qualified to at least level 2, that's broadly GCSE
level; third, securing an increase in level 3 skills
and fourth, doing the same for level 4 skills with
over 40% of the adult population qualified to level
4 and above by 2020. The baseline position for
this national endeavour, based on 2003 data, was
set out in Leitch. This had the UK ranked 17" out
of OECD countries on low skills, 20" on
intermediate skills and 11" on higher level skills.
Two and a bit years on, the rankings are 17", 18"
and 12" respectively, leaving us in the third
quartile for lower and intermediate skills and the
second quartile for higher level skills.

An enormous amount [of progress] will have
[been made] but other countries are doing much
the same thing and faster

So what are our prospects for hitting the 2020
ambitions? The Report reckons we’ll hit two: the
one on adult literacy and the one on level 4
achievements but remain some way off on the
others. For adult numeracy, we’re likely to hit
88%-90% but not 95%; for level 2 achievements,
we should hit 77% against an ambition of 90+%
and for level 3, 58% against 68%. In summary,
“we will still not be in the top quartile of the world
in any skill level.” In fact it will leave us ranked
23 in the OECD on low skill levels, down from
17" currently, 21% on intermediate skills down
from 18" currently and 10" on high level skills, up
from 12" now.

That is not to say that no progress will have been
made, an enormous amount will have but other
countries are doing much the same thing and
faster and to put the Leitch ambitions in
perspective, it would mean “attaining more than
20m qualifications, equivalent to more than one
for every second adult of working age by 2020,” a
big ask.

Putting performance in context

Four factors should, however, be noted. First that
whether we call it an ambition, a target or
whatever, the aspiration of being in the top world
quartile for all skill levels is not easy, “most of the
high performing countries do very well in only 2
out of 3 skill attainments.” No country is there at
present although perhaps the USA is the nearest.
Second that a country’s position tends to reflect
its policy choices; the UK has focused initially on
level 2 and only more recently turned to level 3.
Third, there are other measures of skill
development apart from qualification
achievement, there’s training, employability and
other measures which paint a different picture.
And fourth, parts of the UK are progressing more

strongly; Scotland, for instance, at lower and
higher skill levels.

Where are things going wrong?

The Commission’s Report does highlight some
weaknesses.

An obvious concern, and one highlighted by most
users of the skills system be they businesses or
individuals, is just how complicated the skills
system appears to be. The Commission is
undertaking a major piece of work to ‘simplify’ the
skills system but this may be no easy task. There
are arguably three reasons as to why the skills
systemis as it is.

First, it exists in a state of perpetual evolution. In
many ways this is as it should be, better to have a
system that is flexible, responsive and able to
respond to global challenges than one that’s static
and immutable. The downside of this is that many
of the changes appear to be politically rather than
needs driven. This was highlighted at the very
highest level with the Government’s skills
department (DIUS) becoming part of the
expanded Department for Business, Innovation
and Skills (This was formally the Department for
Business, Enterprise and Regulatory Reform). In
addition, the learning and skills system is currently
going through major change as the LSC is
dismantled and planning and funding procedures
configured around two separate systems, one for
pre-19 provision and one for post-19 and adult
provision.

Second, each ‘system’ change brings with it a
change in the numbers of bodies, agencies and
mechanisms needed to support it. From next
year, for example, instead of just one agency, the
LSC, suppliers of learning and skills may well
have to deal with a separate agency for young
people’s learning, a separate agency for adult
learning and another agency for apprenticeships,
let alone a range of other planning and funding
agencies.

Third, and as a follow on to the above, old
agencies rarely die, they tend to mutate into
something else with the result that the system
rarely gets cleansed, tending instead to build on
itself.
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BCC: British Chambers of Commerce; BERR: Dept of Business, Enterprise and Regulatory Reform (Now part of DBIS); CIHE: Council for
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National Employer Service; NESTA: National Endowment for Science, Technology and Arts; NIACE: National Institute for Adult Continuing
Education; NSA: National Skills Academy; OFQUAL.: Office of the Qualifications and Exams Regulator; OFSTED: Office for Standards in
Education; OLASS: Offender Learning and Skills Service; QCDA: Qualifications and Curriculum Development Agency; RDA: Regional
Development Agency; RSP: Regional Skills Partnership; SSC: Sector Skills Council; SFA: Skills Funding Agency; TQS: Training Quality
Standard; TSB: Technology Strategy Board; Ufl: University for Industry; UKCES: UK Commission for Employment and Skills; YPLA: Young
People’s Learning Agency




If we take the skills system as that covering 14-19
and adult learning and training, then there would
appear to be at present, working away in the skills
system somewhere, something like:

4 planning and funding bodies

4 regulatory/inspection agencies

4 Government Departments

9 bodies representing or supporting the
supply side of colleges, training providers
and others

e 10 support agencies

o 12 strategic bodies

e 16 separate support mechanisms

This is shown in the diagram on the previous
page.

So where do we go from here?

Clearly the current economic and political climate
makes future planning difficult but to this
Government’s credit, it continues to put skills
reform or skills ‘activism’ as it now calls it, high up
its list of priorities.

A lot of work is under way. A snapshot includes
the reforms to the skills system, the transition to
demand-led funding and the Enterprise/Innovation
Nation activity sponsored by Government; the
Simplification Project, the Skills Utilisation Project
and the employability/talent activity led by the
Commission; and the Vocational Qualification
Reform Programme, leadership programmes and
rapid response activity all being carried forward by
other bodies.

The Commission’s three priorities for the
coming year

Priority number one is about building a more
responsive, demand-led system. The Leitch
Report had sketched out the ideal, a system
driven by the needs of users, but this has not
proved easy to deliver. Part of the problem has
been that demand-led has not been easy to
define, “meaningless jargon” the Select
Committee described it earlier this year. Demand
can come in many shapes and forms but the key
issue is about the ability of the system to respond.

Two maijor pieces of work here are the
Simplification programme and the programme of
assessing future skills needs. The Commission
intend to publish a progress report on
Simplification in a few months time and later in the
year extend the work into employment and
regional and sub-regional activities. The formal
launch of the Talent Map, “a web-based system
for employers to enable them to quickly identify
how they might best engage with employment and
Skills systems,” will also be launched this summer.

The other piece of work under this priority is
slightly longer-term but central to the
Government’s plans for lifting skill levels in the
future and that is a series of strategic skills
assessments. This involves some detailed labour
market analysis to try and get a better match
between skills needs and supply in the future.
This work will lead into spring 2010 and start to
inform the work of the Skills Funding Agency
when it takes over in April 2010.

An obvious concern is just how complicated the
skills system appears to be

At a more strategic level, the UKCES report
recommends as a future planning model, a new
strategic framework “to connect skills,
employment and economic policy,” in effect “a
conceptual map” with milestones set at 2014 to go
with it. Crucially, however, it sets out a list of 5
major priorities that “should be the focus of joined
up Government policy across the UK.” These
include: a clear and integrated strategy for
economic transformation and renewal; effective
economic development in cities and local
communities; more agile and responsive skills
and employment provision; transformed individual
aspiration and strengthened employer ambition
and capacity. The first two depend largely on
Government action, the last three on the work of
the Commission and have been adopted as their
top 3 strategic priorities for the next few years.

Old agencies rarely die, they tend to mutate into
something else with the result that the system
rarely gets cleansed

Strategic Priority 2 tackles an issue that has
worried people for some time, namely the gulf in
opportunity between high and low-skilled
employees, whereby opportunities for training and
development tend to go to those who already
have high skill levels leaving those with lower skill
levels stuck with multiple disadvantage. The
Commission propose a number of actions to
correct this. Some of this is around the Vocational
Qualification Reform Programme, making
qualifications more flexible and accessible, and
some around supporting the wider needs of users.
Priorities here include: further work by this autumn
on embedding employability skills; a report next
spring on tackling exclusion; and an assessment
next year of ‘customer journeys,’ what it’s like for
individuals as they plough through the system.

The third strategic priority focuses on employers,
how to meet their needs, how to simplify access
to the system for them and how to strengthen
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engagement by them. The issue here is business
critical; “UK prosperity will depend on creating an
economy in which employers clearly recognise
that their productivity and growth is tied to how
well they use and develop the skills of their
workforce.” There is a lot of talk here of
‘maximising the leverage of employer voice’ but
three areas seem particularly critical. One is
raising the bar on leadership and management
where recommendations are due by spring 2010.
Another is skills utilisation, working smart in
essence, for which a number of reports are
coming out shortly and a third is the re-licensing
of SSCs. Results on the first five SSCs to have
gone through re-licensing were announced in
May. Four got through. The Financial Services
Skills Council did not and is currently undergoing
a process of review before submitting a new
licensing proposal.

And in conclusion...

All major Political Parties have signed up to a
skills improvement agenda in some form and the
current economic difficulties have made this more
rather than less important. We are therefore likely
to see continuing activity in this area up to 2020
and beyond. For the immediate future one key
question remains: state intervention or free
market; which works best? The next general
election will probably tell us a lot more as to which
route will be taken.

If you have any questions or comments about
this publication, and/or would like to be added
to a mailing list to receive new Thinkpieces by
email, please contact the Cll Policy & Public
Affairs team by email: thinkpiece@cii.co.uk or
by telephone 020 7417 4783.

Steve Besley is Head of Policy at Edexcel and author of the Policy Watch national
updating service. Edexcel is one of the major UK Awarding Bodies and is part of the
global Pearson organisation. Edexcel offers academic and vocational qualifications,
testing and other services to schools, colleges, employers and other places of learning

in the UK and internationally. With a vocational portfolio of over one million
registrations on BTEC, NVQ and other programmes across 45 countries, Edexcel has
taken a deep interest in the skills agenda and is currently working with Government
and other bodies and providers to help raise skill levels.

The Chartered Insurance Institute is the world’s leading professional organisation for insurance and financial services with 93,400
members in 150 countries. lts mission is to protect the interests of the public through guiding the profession. This is achieved through
maintaining the professional, ethical and technical standards of those working in insurance and financial services. For more on the Cll

and the thinkpiece series, please visit www.cii.co.uk/thinkpiece
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Recent articles in the series:

Risky Business: Insurance and Society (“Risky Business” Series No.1) by Andy Haste, RSA (Published 18
August)

The insurance industry provides a long-standing and often forgotten role of helping people and
business do things without the fear of catastrophic loss should something go wrong. How can this be
achieved in a sustainable manner? In this first in a special series exploring insurance and risk
entitled “Risky Business”, Andy Haste, Chief Executive of RSA, gives the view of a major global
insurer, and describes some techniques in place today and a few challenges confronting them.

Outsourcing: Continued Prosperity Despite the Economic Crisis? (International Series No.5) by Vanessa
Rossi and Nora Burghart (Published 18 August 2009)

Will outsourcing be a winner or loser from the global crisis? This sector has been a major beneficiary
of the boom in business services trade since the mid-1990s, coinciding with the rise of emerging
market economies. In 2001-2002, this growth survived and even boomed. But this time round it has
been hit by the savage downturn in the global economy and the outlook for growth is less assured
for a number of reasons, as discussed in this article.

Personal Accounts: Encouraging People to Save for Their Retirement, by Tim Jones, Personal Accounts
Delivery Authority (published 6 August)

As life expectancy increases so does the need for people to be well prepared for their retirement.
However for many this will not be the case as the culture for saving in the UK has steadily eroded
over time particularly for those on lower incomes. To counter this and help those not saving enough,
the personal accounts scheme is being prepared for roll out for the onset of employer duties in 2012.
In this article, Tim Jones, Chief Executive of the Personal Account Delivery Authority, provides
background to the scheme, outlines the role of employer contributions and considers the investment
strategies.

Women and Financial Advice: The New Model Financial Health Plan, by Carole Nicholls, FCII, FPFS
(published 28 July)

Carole Nicholls, former President of the Personal Finance Society, challenges the industry to evolve
from the traditional ‘product’ driven offering to one based on ‘outcomes’ in this thinkpiece, suggesting
a new model based on the massively popular WeightWatchers health plan. She highlights findings of
recent Cll research which show that women feel less confident and knowledgeable about making
financial decisions than men, and recommends a model offering personalised financial plans to
remedy this, making the connection between the product and the result in real-life terms.

Forthcoming subjects:
= Insurance and Nudge: Shaping Public Behaviour, by Elizabeth Truss and Nick Bosanquet, Reform

= Solvency II: Enabling Transformation Through Regulation, by Richard Jones, John Smith and Brid
Meaney

= Emerging Markets: Upwardly Mobile Economies and New Consumerism, by Vanessa Rossi

All our Thinkpieces are available on our website: www.cii.co.uk/thinkpiece

If you would like to receive new Thinkpieces by email, please contact us on: thinkpiece@cii.co.uk
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