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1.1

1 Executive Summary

Introduction

One of the key priorities of the Regional Skills Partnership is to achieve a step change

in business performance through investment in higher level skills. There is a need to

increase the number of ‘knowledge workers’ in the Region and improve graduate

retention rates and to improve the effective use of higher level skills in the workplace.

This report explores:

How higher level skills and knowledge workers help drive up innovation and
economic competitiveness

How the West Midlands compares nationally and internationally in terms of
knowledge intensity

The strength of the Regions’ private and public sector knowledge economies

The extent to which graduates skills and abilities are fully utilised in the
workplace

The retention and utilisation within the Region of the recent intake of
graduates

The Knowledge Economy
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1.2 Key Headlines

There is potential for significant economic growth in the Region over the next few
years as key service sectors and a range of high value manufacturing industries

continue to expand. This would result in the generation of significant numbers of
higher skilled jobs.

This potential will only be realised, however, if businesses successfully develop high
quality, internationally competitive products and services. While the adoption of new
and innovative technology and production processes is clearly essential, investment in
skills and talents of the workforce and the development of a ‘knowledge economy’ is
also critical. While the knowledge economy often seen as synonymous with science
and technology it is also about highly skilled individuals adding value to all
industries, both as employees and as the creators of new businesses.

Indeed the knowledge based economy results from the interaction of:

e Information and communication technologies — which are changing the face of
many activities and occupations

e Human capital and intellectual property - use and production of knowledge
intensive processes, products and services requires a skilled workforce. For
knowledge based companies, talent and education become the most valuable
assets, and the decisions they make on the location of knowledge intensive
activities are likely to be increasingly linked to the pool of highly qualified
workers into which they can tap.

e (Creation and innovation — knowledge (research, design etc.) becomes a
tradable product itself or makes up a large share of the actual value of many
products or services.

Limitations in the availability of robust and reliable data make measurement of
knowledge intensity problematic, particularly at a regional level. As a result we have
developed a ‘proxy’ measure of knowledge intensity based on:

The proportion of people in employment that have acquired higher level
qualifications (i.e. at least NVQ level 4 or equivalent, which may include graduates
with a degree, those with a higher degree or those who have gained an equivalent
work based or vocational qualification)

It is recognised that this is a measure of qualification attainment rather than the
demand for skills from employers and the Regional economy. While this important

The Knowledge Economy
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caveat needs to be borne in mind, one of the advantages of this approach is the
availability of robust and reliable data to assess how the West Midlands performs
against other regions and performance within the Region by sector and occupation'.

On this measure of knowledge intensity the West Midlands private sector, which is
critical to drive up competitiveness and value-added, performs relatively poorly
against other regions:

e The private sector, which employs more than 1.7 million people in the Region
and has more than 360,000 people with higher level qualifications, is much
larger in absolute terms than the public sector which employs just over
550,000 people of which 275,000 have higher level qualifications

e While it should be noted that in a number of private sector industries skills and
experience gained informally and ‘on the job’ can be sometimes be perceived
to be of more value than formal qualifications, based on our measure the
Region’s private sector, with 22% of staff with higher level qualifications, is
less knowledge intensive than the public sector where 50% of staff have
higher level qualifications

e Within the Region’s private sector computer services is the only industry of a
significant size with more than 40% of the workforce with higher level
qualifications.

e Business & professional services, which is one of the Region’s most important
private sector knowledge industries in employment terms, has only 34% of its
workforce with higher level qualifications which compares with 44%
nationally

While the Region’s business & professional services industry has grown strongly in
recent years:

e Lower value added activity, notably labour recruitment and activities such as
industrial cleaning, is more strongly represented than elsewhere in the country.

e People with higher level skills going into the industry in the Region are more
likely to go into lower skilled, lower paid jobs

However more detailed analysis shows that knowledge intensity is increasing within
the professional and business services ‘cluster’, which excludes these lower value
added activities and also encompasses a range of higher value financial services

"It should be noted, however, that (i) sectors and occupations that have seen the highest levels of
recruitment in recent years will inevitably have a higher proportion of higher qualified graduate
employment (ii) the situation is far from static as the take up and diffusion of new processes, products,
services and technologies stimulates flows of skills and talent across sectors and occupations

The Knowledge Economy
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activities. While the cluster is relatively under developed in employment terms and is
a little less knowledge intensive than elsewhere in the country:

e Arange of industries, notably legal services, market research, hardware
consultancy, real estate management, property letting, business and
management consultancy, estate agency and other business services are
expanding their employment to become key drivers of growth.

e A number of these industries are highly knowledge intensive with between
40% and 70% of staff qualified to at least NVQ level 4 or the vocational
equivalent.

Overall, however, the Region’s private sector is less knowledge intensive. Knowledge
intensity in the public sector, meanwhile, is above the national average, notably in key
industries such as education, health & care and public administration. The public
sector appears to be ‘mopping up’ the supply of higher qualified people not being
recruited by the Region’s relatively under developed private sector knowledge
economy.

It should be noted, however, that:

e Some private sector employers, particularly those that trade nationally and
internationally and where the West Midlands has developed into a key ‘hub’
for particular activities, might be accessing knowledge workers from the rest
of the UK or from overseas. Further research might be useful to explore:

o The extent of national and international trading in the Region’s key
‘knowledge industries’

o Whether the Region acts as a ‘hub’ for any knowledge based activities
and the extent to which employers are tapping into external
‘knowledge pools’

e Significant private sector activity may be ‘hidden’ within the public sector. For
example within universities and the NHS there is significant privately funded
research and development work and there is much public-private sector
collaboration.

The preceding analysis gives an indication of the demand for higher level skills and
knowledge intensity, it is also important to consider:

e The kind of work higher skilled staff do in their jobs

e The extent to which they use their skills and qualifications

The Knowledge Economy
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e The areas in which changes in work organisation are creating new
opportunities for those with higher level skills

e The extent to which higher level skills are being effectively developed and
deployed by employers. An important precursor to this is the development of
appropriate management and leadership skills. In particular managers and
leaders need to have the ability to be open to new ideas, identify and exploit
opportunities and to inspire, motivate and develop their people.

People working in ‘traditional’ graduate jobs, for which the route in is via a degree
programme and the emphasis is on job-specific technical skills are strongly
represented in the Region. While occupations in the private sector such as solicitors
and scientists are included in this category the proportion of people in the West
Midlands working in public sector occupations such as teaching and lecturing is much
higher and above the national average.

The proportion of people working in modern graduate jobs (for example IT
professionals and managers) and new graduate jobs (for example managers and
professionals in business & professional services), meanwhile, is much lower. This
may indicate:

e Weaker demand for higher level skills from the Region’s private sector
employers

e A sshortage of the specific higher level skills required by private sector
employers — do people in the Region have the right mix of high level technical
skills and ‘softer’ generic skills needed?

e An inability, particularly among smaller private sector firms, to compete with
public sector salaries and other benefits. While at a national level average
salaries in the public sector staff are still a little below the private sector, the
gap is narrowing year on year and the average for the public sector grew by
nearly 8% between 2004 and 2005 which compares with just 4% for the
private sector.

Research indicates a link between employment ‘non-traditional” graduate occupations,
the acquisition of ‘soft’ generic strategic, management and interactive skills and a
propensity for entrepreneurship and enterprise. Given that private sector knowledge
intensity and employment in many of these key occupations is below average it is
perhaps unsurprising that the proportion of graduates from the West Midlands going
into self employment is the second lowest in the country.

While graduate retention is improving, it still remains below the national average and

the Region continues to lag behind in terms of attracting graduates from other parts of
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the UK and overseas. In addition issues associated with the utilisation of new
graduates within the workforce remain:

e New graduates are still more likely to go into traditional graduate jobs in the
public than new, modern or niche graduate jobs in the private sector.

e The proportion of graduates going into the Region’s high knowledge intensity
private sector industries remains below the national average

While graduates studying subjects allied to teaching, education, social work and
medicine are most likely to go into high knowledge intensity public sector industries,
business and technology graduates are most likely to go into high knowledge intensity
private sector industries, notably those studying computer science, business studies,
management studies, engineering or mathematics.

The Knowledge Economy
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2 The changing demand for
skills

2.1 Economic restructuring

In recent years the Region’s economy has restructured significantly and this
restructuring is forecast to continue:

e Manufacturing industries such as metal goods, mechanical engineering,
automotive, rubber & plastics, ceramics and leather goods have declined in
both output and employment terms. As discussed in some detail in the 2005
RSP Regional Skills Assessment, these industries have been affected by an
increasingly price sensitive market and intense competition from producers in
locations elsewhere in the world with a lower cost base. While some
businesses have responded by moving into new technologies and markets, in
many cases this has led to the closure of businesses and the transfer of
production overseas.

e In parallel, however, a range of service industries are expanding significantly
and are becoming key sources of wealth creation for the Region, notably.

o Key private sector services such as computer services, business &
professional services, retail and hotels & catering

o Public sector activities such as health & social care and recreational
and cultural services

Other growing industries are currently less well represented in the Region but could
potentially be key drivers of growth in the future, for example:

e Research & development
e [T hardware

e Medical technologies

e Food & drink

The Knowledge Economy
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Some key industries are growing and
others are of emerging importance

B =

Comparison of GVA share and growth rate by industry
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Share of Regional GVA, 2003

2.2 The potential demand for higher level skills

These developments in the Regional economy may potentially drive significant shifts

in the demand for labour and skills over the next decade’:

It is forecast that more than 100,000 net new jobs may potentially to be
created in expanding service industries such as business & professional
services, health & social care, retail & wholesale distribution, hotels &
catering and recreational & cultural services

While new job creation in manufacturing is forecast to be very limited nearly
130,000 job opportunities are expected to arise due to ‘replacement demand’
caused by retirements and career moves. It is expected that a significant
proportion of these jobs will be in industries that have begin to expand in the
Region and have the potential to expand further in the future such as IT
hardware, medical technologies and food & drink.

There is potential for significant new job creation in higher skilled
occupations. Nearly 45,000 net new jobs in managerial occupations, more than
50,000 net new jobs in professional occupations and nearly 40,000 net new
jobs in associate professional & technical occupations may potentially be
created over the next decade.

* Source: Working Futures II
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2.3 The knowledge economy, innovation and growth

The Region’s potential for growth and new job creation and the potential demand for
higher level skills will only be realised, however, if businesses successfully develop
high quality, internationally competitive products and services.

While the adoption of new and innovative technology and production processes is
clearly essential, investment in skills and talents of the workforce and the
development of a ‘knowledge economy’ is also critical. While the knowledge
economy often seen as synonymous with science and technology it is also about
highly skilled individuals adding value to all industries, both as employees and as the
creators of new businesses”.

Indeed the knowledge based economy results from the interaction of*:

e Information and communication technologies — which are changing the face of
many activities and occupations

e Human capital and intellectual property - Use and production of knowledge
intensive processes, products and services requires a skilled workforce. For
knowledge based companies, talent and education become the most valuable
assets, and the decisions they make on the location of knowledge intensive
activities are likely to be increasingly linked to the pool of highly qualified
workers into which they can tap.

e (Creation and innovation — knowledge (research, design etc.) becomes a
tradable product itself or makes up a large share of the actual value of many
products or servicesS5.

* The Work Foundation — Ideopolis: knowledge city regions, 2006

* Employment in Europe 2000

> For further detail on the skills required to support innovation see WMRO’s cross cutting issues report
available via

http://www.wmro.org/standard Template.aspx/Home/RSPSkillsResearch/Crosscuttinglssues
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3.1

3 The knowledge economy and
knowledge intensity

Limitations in the availability of robust and reliable data make measurement of
knowledge intensity problematic, particularly at a regional level. As a result we have
developed a ‘proxy’ measure of knowledge intensity based on:

The proportion of people in employment that have acquired higher level
qualifications (i.e. at least NVQ level 4 or equivalent, which may include graduates
with a degree, those with a higher degree or those who have gained an equivalent
work based or vocational qualification)

It is recognised that this is a measure of qualification attainment rather than the
demand for skills from employers and the Regional economy. While this important
caveat needs to be borne in mind, one of the advantages of this approach is the
availability of robust and reliable data to assess:

e How the UK performs internationally
e How the West Midlands performs against other regions

e Performance within the Region by sector and occupation®

National and international comparisons

On this measure of knowledge intensity the UK performs more poorly than a number
of key international competitors. In terms of the proportion of the working age
population qualified to tertiary level or above, while the UK is ahead of Germany,
France, Spain and the Netherlands it is 11 percentage points behind the USA, 9
percentage points behind Japan and also behind Finland, Sweden, Norway and
Denmark.

® It should be noted, however, that (i) sectors and occupations that have seen the highest levels of
recruitment in recent years will inevitably have a higher proportion of higher qualified graduate
employment (ii) the situation is far from static as the take up and diffusion of new processes, products,
services and technologies stimulates flows of skills and talent across sectors and occupations

The Knowledge Economy
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Many of these countries combine high levels of educational attainment with a high
share of employment in knowledge intensive sectors. The link between these two
indicators is likely to be as much demand-led as supply driven:

e These knowledge intensive sectors demand qualifications of a consistent
quality from the education system, putting pressure on the system to provide
them

e The large pool of qualified people may foster the creation and development of
businesses using these skills’

In turn, knowledge intensity in the West Midlands is below the national average®.

Region performs poorly in terms of knowledge ‘§ g
intensity nationally and internationally

The UK is 11 percentage points behind the USA The West Midlands performs below
and 9 percentage points behind Japan the England average

Proportion of 25-64 year-olds qualified to tertiary

Proportion of working age population qualified to
level or above; selected OECD countries 2002

NVQ4+ level; English regions 2005
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Nevertheless it may be that some employers, particularly those that trade nationally
and internationally and where the West Midlands has developed into a key ‘hub’ for
particular activities, might be accessing skills and talent from beyond the region.
Further research might be useful to explore:

e The extent of national and international trading in the Region’s key
‘knowledge industries’

e Whether the Region acts as a ‘hub’ for any knowledge based activities and the
extent to which employers are tapping into external ‘knowledge pools’

" Employment in Europe 2000

¥ It should be noted that the OECD measure of the proportion of people qualified to tertiary level is not
exactly comparable with the UK measure of the proportion of people qualified to NVQ level 4 or above
as some people qualified to NVQ level 3 are included.
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3.2 Knowledge intensity in the West Midlands

There are significant differences in knowledge intensity in terms of the proportion of
people qualified to at least NVQ level 4 or the equivalent in the Region’s private and
public sectors:

The private sector, which is critical to drive up competitiveness and value-

added, is much larger in absolute terms employing more than 1.7 million
people, of which more than 360,000 have these higher level qualifications

The public sector employs just over 550,000 people, just under 275,000 of
which have these higher level qualifications

But ‘knowledge intensity’ in terms of the proportion of employment accounted

for those with higher level qualifications is just 22% in the private sector
which compares with 50% in the public sector

& .
The Region’s private sector is larger but less ’i g
knowledge intensive than the public sector

[ L T

The private sector employs more people with
higher qualifications than the public sector

But knowledge intensity is much
lower than in the public sector

Total employment in the Region's private,
public and voluntary sectors: 2005

Private sector

Public sector

of which
voluntary and
community
sector

T T
0 1
Employment (millions)

E<NVQ4 mNVQ4+

Source: LFS

Knowledge intensity in the Region's
private public and voluntary sectors: 2005

Private sector

Public sector

Voluntary and
community
sector

0% 10% 20% 30% 40% 50% 60%

Proportion of staff qualified to NVQ level 4 or above

Source: LFS

3.3 The Region’s private sector knowledge economy

Within the Region’s 20 largest private sector industries more than 250,000 staff have
attained higher level qualifications. The industry with the highest number of staff with
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higher level qualifications is business & professional services (which includes

accountancy, legal services, advertising, market research, management and other

specialist consultancy, and labour recruitment) with more than 50,000.

In absolute terms most private sector
knowledge workers are in business services

4

Employment and knowledge working in the
Region's largest private sector industries: 2005

52:Retail
45:Construction
74:Business services
55:Hotels & restaurants
34:Motor vehicles
60:Land transport
28:Metal goods
65:Financial services
29:Mechanical engineering
72:Computer services
70:Property & real estate
15:Food & drink
26:Ceramics

0 50,000 100,000 150,000 200,000 250,000

Employment

@< NVQ4 B NVQ4+

Source: Labour Force Survey

Brnarkap

While it should be noted that in a number of private sector industries skills and

experience gained informally and ‘on the job’ is seen to be of more value than formal

qualifications, based on our measure the West Midlands private sector is less

knowledge intensive than is the case in many other regions:

e Among industries classified as high knowledge intensity with more than 40%
of staff with higher level qualifications (K1) only computer services has a

significant share of regional employment

e Business & professional services, which is one of the Region’s most important

private sector knowledge industries in employment terms, and financial

services are both classified as only medium knowledge intensity (K2) with

between 25% and 40% of staff with higher level qualifications’

e Overall only 4% of regional employment is in K1 high knowledge intensity

private sector industries which compares with 14% in England as a whole

? Although specific activities are high knowledge intensity as highlighted in section 3.4
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& .
The Region has a weak private sector ’3 "
knowledge economy — especially at K1

Comparison of regional employment share and knowledge intensity by industry

. 66 Insurance 72 Computer services
K1 high | 30 computer hardware
intensity
41 Water supply
40 Electricity & gas supply
0
g K2 24 Chemicals 74 Business & professional services
N .
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= int it
2 intensity 32 Electronics
£ ;
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g K3 low 36 Furniture manufacture 34 Automotive
% intensity 26 Ceramics
!g 25 Rubber & plastics
72 Construction
K4 very 52 Retail
low
intensity 55 Hotels & catering
60 Land transport
Low High
Share of regional employment 2005
Source: LFS 4

3.4 Case study — business & professional services

Stimulating a greater demand for higher level skills and the attainment of higher level
qualifications within the Region’s business & professional services industry, which as
already discussed is a major employer but is characterised by a lower demand for
higher level skills than is the case in England as a whole, would have a significant
impact on overall knowledge intensity.

The industry (as defined by Standard Industrial Classification (SIC) code 74) has
grown strongly in recent years. Growth in gross value added of nearly 60% over the
1998-2003 period'® was the third highest among competitor regions and 10
percentage points above the average for England outside London. As a result the
industry is increasing its presence in the Region. By 2003 the industry accounted for
12% of employment in the Region, which is approaching the average for England
outside London. Further growth since 2003 may well have increased this share to a
level above the national average.

1 Unfortunately 2003 is the latest available data

The Knowledge Economy
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The business services sector has
grown strongly in the Region

GVA growth has outstripped many competitor Share of regional GVA is now close to the
centres for business services activity average for Regions outside London
GVA growth in SIC 74:Business SIC 74:Business Services share of
Services 1998-2003 regional GVA growth
YH SE
NW East
wM NW
SE WM
YH
sw Average for England
Average for England outside London
East tside London sw
EM NE
NE EM
0% 20% 40% 60% 80% 0% 5% 10% 15% 0%
Source: ABI (2) Source: ABI (2)

In the West Midlands lower value added activity, notably labour recruitment and
activities such as industrial cleaning, is more strongly represented than elsewhere in

the country.

Mix of industries within the SIC 74:Business Services sector 2003

Within business services lower value activity is
particularly strongly represented in the Region

B =

7450 : Labour recruitment
7470 : Industrial cleaning

7487 : Other business activities

7420 : i al and i ing
7411 : Legal activities

7414 i and

7412 : Accountancy

7415 : of holding

7413 : Market research
7440 : Advertising

7486 : Call centre activities

0% 5% 10% 15% 20%

B WM B England outside London

Source: ABI

25% 30%

The importance of these lower value added activities in the West Midlands has a
significant impact on the occupational profile of the sector and the types of jobs that

graduates go into:
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e alower proportion go into higher level legal, business and statistical
professional and associate professional occupations

e A higher proportion go into lower level administrative and secretarial

occupations
Graduates going into the sector are more likely ’i e
to go into lower level administrative jobs
Occupations of new graduates
entering employment in 74:Business Services
242 Business and statistical p
415 Administrative occupations: General
356 Other associate professionals
241 Legal professionals
212 Engineering professionals
243 Architects, town planners, surveyors
354 Sales and related associate professionals
413 Administrative occupations: Records
353 Business and finance iate p
421 Secretarial and related occupations
352 Legal associate professionals
113 Functional managers
0“% 2% 4% 6% 8%  10%  12%
Proportion of new
B WM B England
Source: HESA 7

In turn the salaries commanded by higher skilled people entering the industry in the
West Midlands tend to be lower than in other parts of the country. For example:

e More than 40% of new graduates have a starting salary of between £10,000
and £15,000 which compares with less than 30% in England as a whole

e Only 32% have a starting salary of £15,000 to £20,000 compared with 36% in
England as a whole and only 9% have a starting salary of £20,000 to £25,000
compared with 15% in England as a whole
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Graduates going into business services ’ R
command lower salaries than elsewhere

Average salaries of new graduates entering
employment in 74:Business Services 2003/4

£50001 and over
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Source: HESA 8

3.4.1 The Region’s professional and business services cluster

However knowledge intensity is increasing within the professional and business
services ‘cluster’, which excludes these lower value added activities and also
encompasses a range of higher value financial services activities. Specifically the
cluster includes:

¢ Financial services: banking, insurance, financial services and stockbrokers

e Higher value activities within the business & professional services industry
(SIC code 74) including accountancy, advertising, PR and media, architects,
surveyors and civil engineering, property services and estate agents, ICT and
telecoms, human resource consultancy and recruitment agencies, management,
technical and other consultancy

The cluster is relatively under developed in employment terms and is a little less
knowledge intensive than elsewhere in the country:

e The cluster accounts for 9.8% of total regional employment which compares
with nearly 13% in England as a whole and nearly 12% in England outside
London

e 38% of staff have higher level qualifications which compares with nearly 46%
in England as a whole and nearly 45% in England outside London
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Knowledge Intensive than in England as a whole
The cluster’s share of employment is below the And the cluster is a little less knowledge
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Nevertheless, a range of industries are driving growth and promoting knowledge
intensity within the cluster:

e Legal services, market research, hardware consultancy, real estate
management and property letting account for a share of employment greater
than the national average and have grown strongly in employment terms in
recent years

e Business and management consultancy, estate agency and other business
services are potential drivers of growth for the future. While their share of
cluster employment is lower these industries have grown strongly in recent
years.

e Among existing drivers of growth both computer consultancy, with 68% of
staff with higher level skills, and legal services, with 42% of staff with higher
level skills, are highly knowledge intensive industries

e Among potential future drivers of growth business and management
consultancy, with nearly 70% of staff with higher level skills, is highly
knowledge intensive
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Some key B&PS activities are growing and X =
Ll T
others are of emerging importance
Comparison of employment share and growth rate by activity
Under represented but Drivers of growth
< with growth potential
§ 7411 Legal services
' 7414 Business & management 7413 Market research
4 < consultancy 7020 Property leti
= ropel ettn:
2z 7487 Other business services pery ¢
£ X 7032 Real estate management
E 7031 Real estate agencies
° 7210 Computer consultancy
o
€
g Slow growing/declining Key activities growing
g' industries of lower importance slowly or declining
o
uEJ 3 6601 Life insurance 7412 Accountancy
Té S 6603 Non-life insurance 7450 Recruitment consultancy
g’ 7440 Advertising 6521 Financial leasing
& 7011 Property development 6512 Banks & building societies
Below England average Above England average
Share of cluster employment 2004
Source: ABI 10
Knowledge intensity is highest in business, # g
. T
management & computer consultancy

Knowledge intensity by industry in the Region's B&PS cluster: 2005
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The strategy for the cluster includes a range of actions which should help to further
improve the knowledge intensity, productivity and growth of both the cluster itself
and the regional economy as a whole. These include'":

e Raising educational and training aspirations and attainments to ensure that
firms have access to people with the right skills required to deliver success

" Professional and business services cluster strategy and business plan 2005-2008
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Developing an innovative culture by encouraging service improvement
through new ideas, technology and working practices

Encouraging connectivity and collaboration by linking partners (public and
private) and projects to add more value through working together and sharing
information

3.5 The Region’s public sector knowledge economy

In contrast to the Region’s weak private sector knowledge economy, knowledge

intensity using our qualifications based definition in the public sector is above the
national average:

High knowledge intensity public sector industries, where at least 40% of staff
have higher level qualifications, account for 16% of overall regional
employment which compares with less than 15% in England as a whole

Within the Region’s public sector industries nearly half of staff have higher
level qualifications which is slightly above the national average and the third
highest figure in the country

The public sector appears to be ‘mopping up’ the supply of higher qualified
people not being recruited by the Region’s relatively under developed private
sector knowledge economy

It should be noted, however, that:

Some private sector employers, particularly those that trade nationally and
internationally and where the West Midlands has developed into a key ‘hub’
for particular activities, might be accessing knowledge workers from the rest
of the UK or from overseas. Further research might be useful to explore:

o The extent of national and international trading in the Region’s key
‘knowledge industries’

o Whether the Region acts as a ‘hub’ for any knowledge based activities
and the extent to which employers are tapping into external
‘knowledge pools’

Significant private sector activity may be ‘hidden’ within the public sector. For
example within universities and the NHS there is significant privately funded
research and development work and there is much public-private sector
collaboration.
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More than 260,000 staff have higher level qualifications in three key public sector

industries:

More than 120,000 staff have higher level qualifications in education

e More than 80,000 staff have higher level qualifications in health & care
e Nearly 52,000 staff have higher level qualifications in public administration
H ‘ ’ H ’ 3 m,-.,
The public sector ‘mops up’ the Region’s # e
supply of higher qualified people
Knowledge intensity in the Private sector is the Whereas knowledge intensity in the Public
third lowest in the country sector is the third highest in the country
Graduates as share of total employment in Graduates as share of totalemployment in
Private sector 2005 Public sector 2005
60.0% 60%
50.0% 50% -
g. 40.0% g 40% +
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5 30.0% 5 30% -
s s
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o o
10.0% 10% -
0.0% 0% -
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12
Education, health, care, and admin. dominate ’i e
the public sector knowledge economy
Employment in the Region's five
largest public sectors: 2005
80:Education
85:Health & care
75:Public admin &
defence
92:Recreation, culture
& sport
91:Membership
organisations
0 50,600 1001000 1solooo zoolooo 250,000
Employment
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Source: Labour Force Survey 13
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In contrast to the private sector, the proportion of the workforce with higher level

qualifications is above or close to the national average in a range of key industries.

Knowledge intensity is above or close to the
national average in a range of key industries

Knowledge intensity in the Region's
five largest public sectors: 2005

80: education

85: health & social
work

75: public admin. &
defence

92: recreation culture
& sport

0% 10% 20% 30% 40% 50%

Proportion of staff qualified to NVQ level 4 or above

B West Midlands E England

Source: Labour Force Survey

60% 70%

’_,

ekl s

Brnarkap

3.6 The utilisation of higher level skills

While the preceding analysis is an indication of the demand for higher level skills in

the Region, it should be noted that sectors and occupations that have seen the highest

levels of recruitment in recent years will inevitably have a higher proportion of higher

qualified graduate employment. In addition it is also important to consider:

e The kind of work higher skilled staff do in their jobs

e The extent to which they use their skills and qualifications

e The areas in which changes in work organisation are creating new

opportunities for those with higher level skills

e The extent to which higher level skills are being effectively developed and

deployed by employers. An important precursor to this is the development of

appropriate management and leadership skills. In particular managers and

leaders need to have the ability to be open to new ideas, identify and exploit

opportunities and to inspire, motivate and develop their people.
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Our analysis of the utilisation of higher level skills in the Region is based on a four
fold classification of key ‘graduate occupations’'?, with typical examples of the kind
of jobs that fit into each (see Table 1).

'2 While these occupations can be filled by graduates they are also often filled by people with higher
level skills gained via a vocational/work based route
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Table 1: classification of graduate occupations'

SOC(HE)
Category

Description

Example occupations

1. Traditional
occupations

Established professions for which
the normal route has been via an
undergraduate degree programme

Solicitors

Medical practitioners

HE and secondary education teachers
Biological scientists/biochemists

2. Modern graduate
occupations

Newer professions which graduates
have been entering since educational
expansion in the 1960s and which
also offer opportunities for those
who have gained higher level skills
via a vocational/work based route

Directors, chief executives of major
organisations

Software professionals, computer
programmers
Authors/writers/journalists

3. New graduate
occupations

New/expanding occupations with a
requirement for higher level skills

Marketing and sales managers
Physiotherapists, occupational therapists
Management accountants

Welfare, housing and probation officers

4. Niche graduate
occupations

Occupations where the majority of
employees are not graduates but
within which there are stable or
growing specialist niches that
require higher level skills

Leisure and sports managers
Hotel, accommodation managers
Nurses, midwives

Retail managers

Each of these occupations require a different mix of skills:

skills and knowledge

In traditional graduate jobs there tends to be a focus on job specific expert

¢ In modern graduate jobs the emphasis on these job specific skills is less and

the need for softer interactive skills is greater

e In new graduate jobs the need for both strategic and managerial skills and

interactive skills is significant

e In niche graduate jobs the need for interactive skills is particularly prominent

¥ Warwick Institute for Employment Research/Employment Studies Research Unit - Measuring
change in the graduate labour market, 2003
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Each type of graduate job demands 3 m,.-
a particular mix of skills ¥

Mean Skills Score by SOC(HE) graduate occupational group
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The proportion of people working in these different types of high level occupations
within the Region varies greatly. Traditional graduate jobs are strongly represented
within the Region. While occupations in the private sector such as solicitors and
scientists are included in this category the proportion of people in the West Midlands
working in public sector occupations such as teaching and lecturing is much higher
and above the national average.

Traditional graduate jobs are strongly ’ :-.-:-
- - 3 - T
represented in the Region’s public sector
Employment in traditional graduate jobs as a
proportion of total employment
2314 Secondary
educ. teachers
2312 FE teachers
2211 Medical
practitioners
2311 HE teachers
2112 Bio scientists
and biochemists
0.0% 02% 04% 06% 08% 1.0% 12% 1.4%
Share of total employment
WM @ England
Source: LFS 2005 16
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The proportion of people in the Region working in the other categories of higher level
jobs, meanwhile, which are principally found in the private sector, is lower. This may
indicate:

e Weaker demand for higher level skills from the Region’s private sector
employers

e A sshortage of the specific higher level skills required by private sector
employers — do people in the Region have the right mix of high level technical
skills and ‘softer’ generic skills needed?

e An inability, particularly among smaller private sector firms, to compete with
public sector salaries and other benefits at a national level'*:

o At just under 22,000 the average salary of public sector staff in 2005
was still a little below the figure for private sector staff of just under
£25,000

o However the gap is narrowing year on year and the average for the
public sector grew by nearly 8% between 2004 and 2005 which
compares with just 4% for the private sector

o Fringe benefits such as pensions are often more attractive in the public
sector

Modern graduate jobs, that tend to be found in the private sector and in computer
services in particular, are significantly under represented in the Region. The
proportion of people working as IT software professionals, IT managers or IT strategy
and planning professionals is well below the national average.

'* Regional level data is not available
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Modern graduate jobs are significantly under-
represented in the Region’s private sector

Employmentin modern graduate jobs as a
proportion of total employment

2132 Software
professionals

1136 ICT managers

2131 1T strategy &
planning prfsnals

2126 Design &
development
engineers

2121 Civil engineers

0.0% 0.2% 04% 0.6% 0.8% 1.0% 1.2% 1.4%

Share of total employment

WM @ England

Source: LFS 2005
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New graduate jobs, that tend to be found in the private sector and in business &

professional services in particular, are also under represented. The proportion of

people working as accountants or marketing, sales financial, or HR managers is below

the national average.

New graduate jobs are under-represented
in the Region’s private sector

Employment in New graduate occupations as
proportion of total private sector employment

1132 Marketing and
sales managers

1131 Financial
managers &
chartered secs

2421 Chartered and
certified
accountants

1135 Pers training &
ind rel mngers

2129 Engineering
professionals n.e.c.

0.0% 0.5% 1.0% 1.5% 2.0%

Employment in occupation as share of total employment

|WM @ England

Source: LFS 2005
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The share of regional employment accounted for by roles defined as niche graduate

occupations is close to the national average and above average for production &

maintenance managers, sales representatives and construction managers. However for
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some categories staff are less likely to be qualified to degree level, suggesting that
many may not be working in the specialist niches that require higher level skills.

Niche graduate jobs are better represented in g.;w-_
the Region but attract relatively few graduates #

Their share of regional employment is close to But in some cases less staff are have higher
or above the national average level qualifications than in England as a whole

ploy in Niche i as

proportion of total employment (private sector) Proportion of employees in Niche graduate

occupations with a degree (private sector)

1121 Production & 1121 Production &
maintenance maintenance
managers managers

1163 Retail & 1163 Retail &
wholesale wholesale
managers managers
3542 Sales 3542 Sales
representatives representatives
4215PAs & 4215 PAs &
secretaries secretaries
1122 Construction 1122 Construction
managers managers
0.0% 0.5% 1.0% 1.5% 2.0% 0% 20% 40% 60% 80% 100%

in ion as share of total NVQ4+ holders as share of all employees in occupation

WM B England

Source: LFS Source: LFS EWM B England

3.7 Entrepreneurship and enterprise among those with higher
level skills

Research indicates a link between'’:
e Employment in new, modern and niche graduate occupations
e The acquisition ‘soft’ generic strategic, management and interactive skills

e Entrepreneurship and enterprise among the graduates and other higher skilled
people

Given that private sector knowledge intensity and employment in many of these key
occupations is below average it is perhaps unsurprising that the proportion of
graduates from the West Midlands going into self employment is the second lowest in
the country.

' National Council for Graduate Entrepreneurship 2006
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4 The demand for new graduates

4.1 Graduate retention and attraction

Historically the region has been a net exporter of graduates, reflecting a weak
knowledge economy and relatively low demand for higher level skills. In recent years,
however, the Region’s graduate retention rate has improved suggesting that the West
Midlands economy may be becoming more knowledge intensive.

The West Midlands graduate retention rate is E
improving but still below the national average A =

The retention rate is increasing in line Graduate retention is lower than in the North
with the national average West, London and the North east
Graduate retention in the West Midlands Regional graduate retention rates 2004/5

@
S
B
@
3
N

Proportion of graduates retained in the Region
o -3
o =3
R R
S
4
Y
2
%
2 4
%
% i
2,
Proportion of graduates retained
a o
a 3
2 =

N N
S a
B

o
a
B

S
=

A a
a
=

IS
3
B
S
S
N

EM East Y&H SE swWwm NE Lon NW
& $ N N o i
qg(" §(L s‘\'L {& “0 g
& & s &
Source: HESA ——England — WM Source: HESA

21

It should be noted, however, that:
e The graduate retention rate remains below the national average

e The Region still lags behind in terms of attracting graduates from other parts
of the country and overseas. At 60% the proportion of new graduates
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registering at West Midlands higher education institutions from outside the
Region is the second lowest in the England'®.

4.2 Graduate utilisation

While the Region’s graduate retention rate is improving a key issue is types of jobs
graduates are accessing. In particular:

e The proportion of graduates going into private sector knowledge industries
that are currently under developed in the region

e The extent to which the public sector is continuing to act as a ‘buffer’ for the
region’s under developed private sector knowledge economy

e The extent to which graduates are going into so called ‘graduate occupations’
where it is possible to utilise their skills to the full

The proportion of West Midlands graduates going into the region’s private sector
knowledge industries has improved but remains below the national average and the
public sector continues to be the key source of graduate employment. In 2003/4:

e The proportion of graduates going into jobs in health & care and education
was above the national average

e But the proportion of graduates going into business & professional services
and financial services was below the national average

' HEFCE Regional Profiles 2004/5
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likely to go into public sector jobs

In the West Midlands new graduates are more

|

Employment destinatiions of 2003/4 West Midllands graduates by sector
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80 Education
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e While the proportion of graduates going into high knowledge intensity public

sector industries was above the national average, the proportion going into

high knowledge intensity private sector industries was below the national

average

New graduates are less likely to go into

Employment destinations of 2003/4 West Midllands
graduates by knowledge intensity

knowledge intensive private sector industries

A=

High knowledge intensity
private sector

Medium knowledge intensity
private sector

High knowledge intensity
public sector

Medium knowledge intensity
public sector

Low knowledge intensity

0% 10% 20% 30% 40%
Proportion of graduates

Source: HESA

50%
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e While graduates studying subjects allied to teaching, education, social work

and medicine are most likely to go into high knowledge intensity public sector

industries, business and technology graduates are most likely to go into high

The Knowledge Economy

Cross-cutting Issues 2006 WMRO

Page 35 of 39



knowledge intensity private sector industries, notably those studying computer

science, business studies, management studies, engineering or mathematics

i
Business and technology graduates tend to go ‘i g
into high knowledge intensity industries

Subjects studied by 2003/4 graduates going into
West Midlands high knowledge intensity industries

G4 Computer science

N1 Business studies

G5 Information systems

N2 Management studies

Hé Electronic & electrical
engineering

G1 Mathematics

0% 10% 20% 30%

Proportion of graduates

Source: HESA 24

The proportion of West Midlands graduates going into traditional graduate
jobs was above the national average but the proportion going into modern,
new or niche graduate jobs was below the national average

The Region’s new graduates are more likely to ’i o
go into traditional graduate occupations
Proportion of 2003/4 graduates going
into graduate occupations
Traditional graduate
occupations
Modern graduate occupations
New graduate occupations
Niche graduate occupations
Non graduate occupations
0% 10% 20% 30% 40% 50% 60%
Proportion of graduates
Source: HESA 25
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e Computer science, business studies and engineering graduates are most likely
to go into modern graduate occupations and business studies, engineering and
management graduates are most likely to go into new graduate occupations.
Business studies, management studies, design studies or marketing graduates
are most likely to go into niche graduate occupations.

Graduates in IT, business and engineering 3 E
subjects tend to go into ‘modern’ and ‘new’ jobs A =

New entrants to modern graduate occupations New entrants to new graduate occupations are
in the Region are most likely to be IT graduates most likely to be business studies graduates
SUbje:S stud:ed ::y 2003/4 ?radu_at;e: Q;i"{! into Subjects studied by 2003/4 graduates going into
modern gracuate occupations in the Region new graduate occupations in the Region
‘G4 Computer science N1 Business studies
N1 Business studies H3 Mechanical engineering
H3 Mechanical engineering H7 Produc(ior.l & m.anufac(uring
engineering

H7 Production & manufacturing W2 Civil engineeri
engineering ivil engineering

N2 Management studies

H2 Civil engineering

G4 Computer science

H6 Electronic & electrical engineering

0% 5% 10% 15%  20% 0% 5% 10% 15% 20% 25%

Proportion of graduates Proportion of graduates

Source: HESA Source: HESA
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