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Sustained weakness in labour productivity 1 The Government

is keeping British wages low.

In 2013 the gap in output per hour
between the UK and the average of the
other G7 countries reached the largest
level since 1992, with the UK 17 percentage
points lower.

Without sustained productivity growth, real
wages and thus living standards cannot
rise in the medium and long term.

Such growth can be achieved by
increasing the skill level of the workforce.
A considerable amount of international
evidence has determined that increasing
the skills of workers will lead to significant
improvements in the innovative and

productive capacity of businesses.

There is already widespread pessimism
over the level of workforce skills in Britain.
Concern is growing that young people in
particularly are not gaining the requisite
skills for employment.

country’s ongoing productivity crisis by
promoting programmes that develop the
skills of the current and future workforce.

This paper outlines 21 proposals for policy
reform, including:

Increasing the number of available
apprenticeships and work experience
schemes and tearing up regulation
preventing young people from accessing

them.

Providing more sophisticated welfare

support for those unable to find
employment and expanding the New
Enterprise Allowance scheme to promote

entrepreneurialism and innovation.

Extending the use of performance related

pay across the public sector and

improving performance incentives for

teachers.



1. INTRODUCTION

The greatest challenge facing the UK economy
is resolving the unprecedented weakness in
productivity. Without sustained productivity
growth, real wages and thus living standards
cannot rise in the medium and long term.

In 2013 the gap in output per hour between the
UK and the average of the other G7 countries
reached the largest level since 1992, with the
UK 17 percentage points lower. Furthermore
whilst productivity grew by 1% across the G7 in
2013, it fell again in the UK. If output per hour
had grown at the pre-crisis rate it would be
approximately 16 percentage points higher
than it is currently.

Even though 2014 has seen much stronger
output growth, productivity did not grow at all
in the second quarter of the year. There will
almost certainly be some demand-led
improvements in productivity over time as
investment rises. However it is quite possible
that a combination of the diminished effects of
the tech boom, severely impaired capital
allocation resulting from the banking crisis, and
other factors are leading to a permanent
reduction in the long term growth potential of
productivity.

Increasing the skill level of the workforce is vital
for improving long term productivity growth.
International evidence® has demonstrated that
increasing the skills of workers — for example
through technical training and university
education - will lead to significant
improvements in the innovative and productive
capacity of businesses. These skills include ‘soft

ONS “International Comparisons of Productivity — First
Estimates, 2013” 2014.

International Labour Conference “Skills for improved
productivity, employment growth and development”
2008.
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skills’ such as time management as well as
‘harder  skillss such as  technological,
mathematical and linguistic skills.

Of the increase in net employment from Q1 2010
to Q4 2013, 75% has come from higher skilled
workers. However over the first half of 2014 this
has fallen to 35%, which suggests a significant
shift in the balance of employment growth to
lower and medium skilled workers.® Raising the
proportion of high-skilled workers in the labour
market will have a significantly beneficial effect
on living standards.

There is also considerable survey data showing
widespread pessimism over the level of skills in
the workforce. YouGov polling suggests that
64% of parents do not believe that schools are
equipping children with skills such as
communication and teamwork and 66% of
parents do not believe that the education
system is preparing children for employment.”

The Workforce Survey carried out by the British
Chambers of Commerce® found that 88% of
employers do not believe that school leavers
are prepared for the workforce and 54%
thought the same of graduates. 57% of
employers explained that it was the lack of soft
skills which prevented young people from being
prepared for work. This seems to be supported
by a survey from Total Jobs® which suggests
that one in seven employers have been unable
to fill jobs due to a lack of skills from newly
qualified young people.

Bank of England “November Inflation Report” 2014.

International Business Times “UK Skills Shortage: 66%
of Parents Think Education System Doesn’t Prepare
Children for Work” 2014.

British Chambers of Commerce “Young people need
more support to make transition from education to
work, says BCC” 2014.

The Courier “Employers bemoan skills shortage” 2014.
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Training in work also appears to have fallen.
The UK Commission for Employment and Skills
found a 5% fall in investment in training
between 2011 and 2013 from £45.3bn to
£42.9bn and a 17% fall per person.” The BCC
survey data also suggests that 92%
businesses have a skills shortage in at least
one important area.’
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The Government should therefore carry out a
package of to schools,
apprenticeships, universities, welfare, visas and
performance pay to drive improvements in
skills.

reforms

2. SCHOOLS

2.1 Allow private capital investment in schools
with the opportunity to make profit.

Given the need for public sector spending
restraint alongside rising levels of pupll
enrolment, many schools face pressure on
their capital funding. The number of primary
school pupils is expected to have increased by
14% by 2018.° Well-directed private capital
investment in schools can provide vital funding
to assist in the provision of new services and
the construction of new buildings. Schools
must not be treated as simply any other asset.
Yet it also does not make sense to hold back
potential for schools and
improvements education for
because of opposition to the earning of profit.
Subject to a number of rules the Government
should therefore allow sponsors of academies
and free schools to earn a profit within a clear

extra funding

in children
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UK Results” 2014.

British Chambers of Commerce “BCC Workforce Survey
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shortages” 2014.
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framework. This would increase the incentive
for existing school providers and potential
future providers of education to set up new
schools at a high quality level.

There remain significant structural inequalities
in the UK education system, and in some of the
most deprived parts of the country many
schools are without the resources to reform
and improve. Tearing down
between education and enterprise would drive
educational improvements and help to reduce
inequality. This would promote innovation in
education, provide greater
intellectual resources, and provide more young
people with the skills to be productive later in
life. Dominic Raab MP suggests three sensible
safeguards® to introduce when lifting the bar
on profit making. These include a requirement
for a minimum of 50% of profits to be
reinvested in the school, a requirement that
dividends are only paid if certain educational
standards are met and also a ban on the sale
for commercial gain of school assets bought
with taxpayers’ money."

the barriers

financial and

22 Give schools greater guidance on the
outsourcing of non-teaching services.

The primary focus of schools should be on
teaching children to prepare them for life as an
adult. Schools also need to provide many other
non-teaching services from the provision of
school meals to the maintenance of sports
facilities. The great majority of these non-
teaching services are crucial in ensuring the
proper functioning of the school and the well-
rounded experience of pupils. Nevertheless
schools should be allowed to focus on the
tasks which they do best. However, unlike
universities, schools have not moved to a

Ibid.
Ibid.
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model whereby non-teaching services are
provided by outside bodies. Such a model
might be preferable for some schools,
although certainly not all or even a majority.

The Education Funding Agency (EFA) should
therefore make clear that all schools,
regardless of their status, should be allowed to
outsource the provision of some non-teaching
services to outside bodies or even to other
schools willing to take them on. The EFA
should have an assumption in favour of
creative and innovative proposals and should
make clear under what circumstances
outsourcing proposals will not be accepted.

23 Use more varied methods to measure
teacher quality.

Teacher quality cannot be measured through
just one metric. Whilst the number of students
gaining 5 GCSEs at between A* and C is one
measure of pupil outcomes, there is a concern
that this pushes teachers to encourage pupils
to pursue GCSEs which are perceived to be
easier and less academically rigorous. This
may inflate the performance of a school and is
to the detriment of pupils who may not study
subjects which could equip them with
productivity enhancing skills. This may also
lead to a slightly distorted picture for parents
choosing where to send their children.
Nevertheless the provision of information
about pupil attainment can be a useful way for
schools to measure changes in their overall
performance and thus to drive improvements.
Publishing such statistics also allows parents
to make better choices.

However the Government and individual
schools should look for additional ways to
measure the value that teachers add. It is
important to be able to measure teacher
performance accurately because, apart from
the obvious implications for salaries and
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promotions, better teachers mean better
students. Teacher quality can be
demonstrated in greater class attendance, as
well as through teacher value added measures
which look at student achievement data over
time such as the GPA style continuous
assessment scores. Schools should publish
these aggregate figures of teacher quality to
give a clear perspective of how well schools
are doing.

24 Oblige schools to record the employment
rates of their alumni.

One of the most important tasks for schools is
to prepare young people for when they enter
the labour market. Schools should therefore
publish information on the employment rates
(and relevant labour market data) of their
alumni in school league tables. As well as
allowing parents to make more informed
choices, this would help to continue breaking
down the barriers between education and
enterprise. By publishing performance metrics
which show how well pupils are doing once
they have entered the labour market, schools
would be encouraged to continue innovating
and working to ensure pupils are better
prepared for employment. In particular,
schools would have a stronger incentive to
equip their pupils with soft skills such as
teamwork and communication which are so
important in finding employment.

It would also give parents the reassurance that
by sending their children to a specific school
they could have a decent expectation that they
will find a job and gain the security of a wage.
In addition these statistics are sufficiently
specific to avoid most reporting problems.
Universities already collect this data from their
alumni and schools should use the opportunity



