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1 Introduction

1.1 Rationale for the project

1.1.1 The Leitch review of skills

The vision of the Leitch Review of Skills commissioned by the government in 2006 is
that ‘in the 21°* Century our natural resource is our people - and their potential is
both untapped and vast. Skills will unlock that potential. The prize for our country
will be enormous - higher productivity, the creation of wealth and social justice
....skills is the most important lever within our control to create wealth and to
reduce social deprivation’.

However it is recognised that while the UK’s skills base has improved significantly
over the last decade with rising school standards and growth in graduate numbers,
it remains weak by international standards. In OECD comparisons of 30 countries the
UK lies 17 in low skills (i.e. basic numeracy and literacy), 20" on intermediate (i.e.
NVQ level 2 or equivalent) and 11 on high skills (i.e. NVQ level 4/5 or equivalent).
Despite substantial investment and reform plans already in place, by 2020 we will
only have managed to ‘run to stand still’ and on our current trajectory the UK’s
comparative position will not have improved significantly.

The Leitch Review starts with the ambitious vision of the UK becoming a world
leader in skills, benchmarked against the upper quartile of the OECD. Stretching
objectives for 2020 include:

1. 95% of adults to achieve the basic skills of functional literacy (at least level 1)
and functional numeracy (at least entry level 3), an increase from levels of
85% for literacy and 79% for numeracy in 2005 - equating to an additional 7.4
million attainments over the period. An intermediate target of 89% of adults
with functional literacy and 81% of adults with functional numeracy has been
set for 2011.

2.  More than 90% of adults qualified to at least a full level 2, an increase from
69% in 2005 - equating to an additional 5.7 million attainments over the period
at a rate of 449,000 attainments per annum. An intermediate target of 79% of
adults qualified to this level has been set for 2011.

3. 1.9 million additional full level 3 attainments over the period, at a rate of
213,000 per annum. An intermediate target of 56% of adults qualified to this
level has been set for 2011.
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4.  40% of adults qualified to level 4 and above, up from 29% in 2005 - equating to
an additional 5.5 million attainments over the period. An intermediate target
of 36% of adults qualified to this level has been set for 2014.

1.1.2 The West Midlands Economic Strategy

‘Connecting to success’ the West Midlands Economic Strategy published earlier in
the year, sets an ambitious vision for the region ‘to be a global centre where people
and businesses choose to connect.’ The headline focus is to close a £10 billion
‘output gap’ between the West Midlands and the UK as a whole. A poor record on
skills is identified as a primary source of the UK’s productivity challenge:’The West
Midlands performs poorly on levels of qualifications in the workforce, graduate
retention, leadership and management and work based training. There is a weak
demand for skills from businesses, particularly in relation to higher level skills in
private sector firms that are critical to the generated of value added in the
region’.

1.1.3 The Skills Action Plan

It is clear that a step-change in the knowledge, skills and talents of everyone who
lives, works and studies in the West Midlands is required as a central part of the
wider strategy for the economic prosperity and social cohesion of the region. To this
end Advantage West Midlands and the Learning and Skills Council, in conjunction
with key delivery partners, have developed a Skills Action Plan’ for the West
Midlands which sets out ambitious skills goals in line with those set out in the Leitch
review.

1.2 Report structure

This research project was completed by the West Midlands Regional Observatory in
collaboration with the LSC, the RSP Secretariat and Cambridge Econometrics. The
research supports the Skills Action Plan via the following analysis:

e The region’s recent skills performance relative to other parts of the
country and the England average, based on the framework indicators
developed for the RSP (produced by the Observatory).

e The current baseline position against the targets for the West Midlands
as a whole and its constituent sub-regions and the ‘scale of the task’ to
meet the targets for 2011 and 2020 (produced by the Observatory).
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e The likely position in 2011 and 2020 based on a continuation of recent
trends in performance, likely trends in demography and the expected
increase in the ‘degree of difficulty’ as we reach higher levels of
attainment and the ‘scale of the task’ to address any remaining
shortfall in performance (produced by the LSC in collaboration with the
Observatory).

e The potential economic benefits for the region if we are successful in
meeting the targets in terms of increased productivity and gross value
added in key sectors and increased employment rates in different parts
of the region and within different groups and communities (produced
by Cambridge Econometrics)

e The actions required and the barriers that need to be overcome in
order to meet the Leitch targets (based on a series of 3 stakeholder
workshops co-ordinated by the RSP Secretariat).

Appendix one provides further information on the methodogies used for each stage
of the project.
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2 Key headlines

2.1 The region’s recent skills performance

Skills levels in the West Midlands have historically lagged behind many other regions
and the England average. Encouragingly, however, the region has made significant
headway in recent years in improving its skills performance. Increasing numbers of
employers are investing in the training and up-skilling of their staff and increasing
numbers of individuals are taking the initiative and acquiring new skills and
qualifications.

Nevertheless the region continues to lag behind in a number of areas. In particular
there are still substantial numbers of people with no formal qualifications, a key
barrier to participation in employment.

Low levels of skills and qualification attainment are concentrated in the region’s
urban centres and among older people and a range of minority ethnic communities,
groups that currently, and are forecast to continue to, account for a rapidly growing
share of the region’s working age population.

2.2 The ‘scale of the task’ to meet the Leitch targets

The vision for the UK is to become a world leader in skills, benchmarked against the
upper quartile of the OECD. While recent improvements in the region’s skills
performance are encouraging we still have a mountain to climb if the Leitch
ambition is to be realised:

e In 2006 2.7 million working age adults had attained level 1 or above in
literacy. 225,000 more need to reach this level by 2011* and 422,000
more need to reach this level by 2020

e In 2006 2.6 million working age adults had attained entry level 3 or
above in numeracy. 107,000 more need reach this level by 2011 and
567,000 more need to reach this level by 2020

! " # $
% % % #
& * (" #
! % )
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e In 2006 just under 2 million working age adults had attained level 2 or
above. 368,000 more need to reach this level by 2011 and 695,000
more need to reach this level by 2020

e In 2007 nearly 1.4 million working age adults had attained level 3 or
above. 320,000 more need to reach this level by 2011 (no target has
been set for 2020)

e In 2007 nearly 800,000 working age adults had attained level 4 or
above. 287,000 more need to reach this level by 2011 and 407,000
more need to reach this level by 2020

e The scale of the task is particularly challenging for a number of the
region’s urban areas with regard to the Level 2 targets and especially
the Level 4 targets

2.3 Projections to 2020

If the recent encouraging improvement in the region’s skills performance can be
sustained in the medium and longer term there is potential to narrow the gap with
the Leitch targets. Projections of expected levels of attainment have been
developed based on historical trends, planned investment by skills funders and
providers and anticipated changes in the structure of the region’s population
suggest that by 2020 there is potential to:

e Increase the proportion of working age adults qualified to level 1 or
above in literacy from a current 83% to 91%. A further 150,000 would
need to attain this level to meet the Leitch target of 95%

e Increase the proportion of working age adults qualified to entry level 3
or above in numeracy from a current 78% to 89%. A further 212,500
would need to attain this level to meet the Leitch target of 95%

e Increase the proportion of working age adults qualified to level 2 or
above from a current 68% to 86%. A further 134,500 would need to
attain this level to meet the Leitch target of 90%

« Increase the proportion of working age adults qualified to level 4 or
above from a current 26% to 32%. A further 228,000 would need to
attain this level to meet the Leitch target of 40%
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2.4 Meeting the targets: the potential economic benefits
for the region

Realising the Leitch ambition would result in significant benefits for the regional
economy’. The West Midlands Economic Strategy highlights a 10% (£10 billion) gap
with the UK in terms of gross value added per head. 80% of the gap can be
attributed to low levels of productivity and the remaining 20% can be accounted for
by social and economic exclusion and low employment rates.

It is estimated that the boost to skills and qualifications associated with meeting
the Leitch targets would lead to an increase of one percentage point in the region’s
employment rate from a current 72.9% to 73.9% (close to the current UK average of
74.1%) by 2020. Two scenarios of how improvements in qualification attainment,
and as a result employment rates, would be distributed across the region have been
developed:

e ‘Levelling up’: assuming that disadvantaged areas of the region that
are currently furthest behind the regional and UK average remain so in
2020 but see the largest improvement in qualification attainment,
narrowing the gap. This scenario assumes that particular priority, and
significant effort and resources, are assigned to activity to assist
disadvantaged individuals to access and progress in learning.

e ‘Polarisation’: assuming that historical trends continue with those who
are already relatively well qualified seeing the most significant
improvement in qualification levels. While qualification levels will
increase within disadvantaged areas and groups, this will be at a slower
pace and they will fall further behind over the next 12 years.

The table overleaf gives examples of expected changes in employment rates by
2020 under the two scenarios.

*

4 % ’u_
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Table 1: forecast change in employment rates 2007-2020 if the Leitch targets

are met - alternative scenarios (percentage points)

Birmingham

Sandwell

Stoke-on-Trent

Asian communities

Black communities

Mixed parentage

Source: Cambridge Econometrics

Levelling up scenaro

+0.7

+0.7

+0.5

+0.9

+0.6

+0.9

Polarisation scenario

+0.4

+0.3

+0.3

+0.6

+0.5

+0.5

Under both scenarios it is estimated that the boost to skills and qualifications would
result in a significant increase in productivity (in terms of GVA per employee) across
the region. It should be noted that action elsewhere in the country to meet the
Leitch targets is likely to lead to a parallel increase in productivity in other regions.
Nevertheless the boost to workforce skills and qualifications would lead to an
increase in GVA per employee in the West Midlands from a current £35,700 (10%
lower than the current UK average) to £36,400 in 2011 (9% lower than the current

UK average) and £37,500 in 2020 (6% lower than the UK average).

If these increases in productivity are achieved in the region it is estimated that:

e By 2020 GVA will increase by £25 billion (more than 30%)

e More than 65,000 net new jobs will be created (an increase of 2% in
total employment).
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In fast growing, high value added sectors, where shortages of skilled and qualified
staff have been a constraint on growth, significant increases in GVA are expected.
For example in ICT GVA is expected to increase by more than £3 billion while in
financial services®, health & social care and retail GVA is expected to increase by
some £3 billion in each case. In both construction and transport GVA is expected to
increase by nearly £2.5 billion, in engineering GVA is expected to increase by nearly
£2 billion and in electricity, gas & water GVA is expected to increase by nearly £1.5
billion.

More modest growth in GVA is expected however in many manufacturing industries,
typically dominated by relatively low value-added activity, where businesses face
growing competition and higher wages and other costs. An environment of a more
highly qualified workforce capable of earning higher wages is expected to lead to
further restructuring. For example in chemicals & polymers and food & drink
manufacturing only modest increases in GVA are expected and in clothing & textiles
and process industries no increases in GVA are expected.

Employment prospects also differ significantly between sectors:

e In growing and relatively ‘labour intensive’ sectors significant numbers
of net new jobs are expected to be created (e.g. nearly 50,000 in
health & social care, nearly 30,000 in retail, more than 25,000 in
hospitalility and more than 20,000 in construction)

e In growing but relatively ‘capital intensive’ sectors levels of
employment are expected to rise only marginally (e.g. increases in
employment of just over 1,000 in ICT just over 1,000 and less than 500
in digital media)

« However in some cases it is expected that, while the availability of
higher skilled workers will support business growth and development,
increases in efficiency are expected to lead to job shedding (e.g.
reductions in employment of more than 32,000 in engineering, more
than 13,000 in transport, nearly 15,000 in land based industries, more
than 7,000 in electricity, gas & water and just over 5,000 in financial
services)

e In manufacturing industries dominated by lower value added activities,
where as mentioned previously the focus has been on restructuring and
job shedding in recent years in the face of growing competition and
higher wages and other costs, further reductions in levels of
employment are expected (e.g. reductions of more than 5,000 in
chemicals, more than 4,000 in process industries, more than 1,500 in
clothing & textiles and more than 1,000 in food & drink manufacturing

04 % 1 !
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2.5 Meeting the targets: action required and barriers to
be addressed

The importance of many of the new approaches and ways of working set out in the
Skills Action Plan to the achievement of the Leitch ambitions were re-iterated at
the series of workshops that formed part of this project, notably:

e From a business perspective: simplifying and streamlining the
management of business support and employment and skills services,
rationalising the wide range of qualifications offered to focus on those
which reflect business needs, encouraging key public sector employers
to maximise their contribution to developing the region’s skills base
and improving leadership and management skills within SMEs to drive
organisation-wide development.

e From the perspective of individuals: further developing and improving
access to Apprenticeships, enhancing careers advice and guidance to
help individuals make informed choices about their options for
employment and career advancement, creating clearer progression
pathways between intermediate and higher level skills and more
effective accreditation of employees existing skills and training.

e From the perspective of education and training providers: Developing
more flexible and responsive skills and training provision that better
meets employers needs, improved quality of delivery, and ensuring
that there is sufficient capacity within the system to meet growing
employer demand.

If the Leitch targets are to be met in full, however, a range of issues and barriers
still need to be addressed.

While the proportion of employers investing in the training and up-skilling of their
workforces is rising in 2007, less than half of small and micro businesses and
employers in manufacturing sectors, such as engineering, clothing & textiles and
process industries, construction, transport and land based industries, were making
this investment. Workshop participants highlighed a range of factors acting to
constrain investment including:

e An ‘entitlement culture’ among some employers with a view that it is
the responsibility of the government and other public agencies to meet
the cost of training and development

e A policy of recruiting only fully skilled, trained and ‘job ready’ staff
among many employers

e A ‘culture of fear’ relating to training, with a concern that trained
employees may leave or be ‘poached’ by competitors, resulting in a
lack of return on investment

Leitch Research: Key findings and issues Page 13 of 47
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e The challenge of engaging with and making the case for investment in
skills to small and micro businesses, many of whom operate in price
sensitive, low margin and niche markets

As already mentioned nearly 450,000 adults in the region have no qualifications,
with poor skills and qualification performance concentrated in groups that are
accounting for a growing proportion of the working age population. Many will have
had little or no engagement with the education and training system for some time.
There is often a lack of appreciation of the benefits of investment in skills and the
value of education and training and these negative perceptions are often passed on
from generation to generation.

These issues and barriers will need to be tackled if the ambition of the Skills Action
Plan to meet the Leitch targets for 2011 and 2020 in the West Midlands is to be
realised.
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3 The region’s recent skills performance

3.1 Areas of strong performance

The region has made significant headway in recent years in improving its skills
performance. Our skills levels still lag behind many other regions and the England
average, but the gap has closed considerably. In particular:

e Increasing numbers of employers are investing in the training and up-
skilling of their staff’:

O

O

The proportion of employers investing in training has increased
from 56.1% in 2005 (the lowest in England) to 63.6% in 2007 (the
fourth highest)

The proportion of vacancies due to skill shortages has fallen from
21.3% in 2005 (the highest in England) to 16.3% in 2007 (the
lowest).

e Increasing numbers of individuals are taking the initiative and
acquiring new skills and qualifications®

O

O

O

The proportion of working age adults qualified to Level 2+ has
increased from 65.1% in 2005 (the lowest in England) to 66.6% in
2007 (up from 9th to 8th in the regional performance table)

The proportion of working age adults qualified to Level 3+ has
increased from 43.6% in 2005 (the lowest in England) to 46.2% in
2007 (again up from 9th to 8th in the regional performance table)
The proportion of working age adults qualified to Level 4+ has
increased from 25.2% in 2005 to 27.9% in 2007 (moving the region
up from 7th to 6th in the regional performance table)

> Source: LSC National Employer Skills Survey 2007 (initial results)
® Source: ONS Labour Force Survey (based on data for the 4" quarter each year)
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3.2 The skills index

These trends are reflected in an upturn in the skills index which provides a summary
measure of the region’s overall skills performance’:

e In 2003, there was a 6 percentage point gap between skills
performance in the West Midlands and England

e By 2005, this gap had narrowed to 4 percentage points and closed
further to just 1 percentage point in 2007

e While the performance of the West Midlands was the worst in England
in 2005 by 2007 the region had moved up to 6™ in the regional
performance table

eg;
Observatory

RSP Skills Performance Index [ ]

60 -

55 4 } 1 point
gap

50 4

Index Number

4

6 point West Midlands
01N
gap —k—England
404
35
2003 2004 2005 2006 2007
Source: WMRO
7 For further details see appendix one
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Regional Comparison of
Skills Performance Index 2007

Lon
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SW |
NE ]
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East ]
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4 ]

o West Midlands
b Regional

Observatory

England average

0 10 20 30 40 50
Skills Index 2007

Source: WMRO

3.3 Areas of weakness

60 70

Despite this strong overall improvement, however, the region continues to lag
behind in some areas. In particular there are still substantial numbers of people
with no formal qualifications, a key barrier to participation in employment. In 2007
nearly 450,000 working age adults in the region had no qualifications®. This

represents 14.9% of the total, the highest in England.

134 & 5 1#($ 0)
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4 I
Proportion of the working age population with ’i .
no qualifications by region: 2007

England average
SW
SE

East

EM |
NW
YH ]
NE |

y

0% 5% 10% 15% 20%
Proportion of the working age population with no qualifications

Source: ONS Labour Force Survey (quarter 4) *

Low levels of skills and qualification attainment are concentrated in certain parts of
the Region and among particular groups within the population:

- In2006° the proportion of the working age population with no
qualifications was some 29% in Walsall, 25% in Wolverhampton and
Sandwell and 20% in Birmingham and Stoke-on-Trent.

e Rates of qualification attainment are particularly low in groups that
currently, and are forecast to continue to, account for a rapidly
growing share of the region’s working age population:

o Some 29% of people from Pakistani & Bangladeshi communities,
25% of people from other Asian communities and 20% of people
from Black African & Black Other communities had no
qualifications in 2006

o Some 30% of 55-59 year olds and 25% of 60-64 year olds had no
qualifications

A lack of investment in relevant skills and qualifications can act as a key barrier to
participation in employment. Regional employment rates are falling (from 73.8% in
2002 to 72.9% in 2006) and rates of worklessness'® are rising (from 26.2% to 27.1%).

Rates of participation in employment are particularly low in certain parts of the
Region and among specific groups within the population:

0 234 v # 7 ! ! )
' The unemployed and economically inactive including, for example, those on incapacity
benefits and a significant proportion of lone parents
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e In Stoke-on-Trent and the Black Country less than 70% of the working
age population were in employment in 2006 and in Birmingham the
figure is just 63%

e The rate of employment of men aged 50 plus is 13 percentage points
lower than the rate for 45-49 year olds

e Less than half of those of mixed parentage and those from Pakistani
and Bangladeshi communities are in employment and the figure is less
than 60% for those from the Black Caribbean and Black African
communities
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4 The ‘scale of the task’ to meet the
Leitch targets

4.1 The region

While recent improvements in the region’s skills performance are encouraging we
still have a mountain to climb if the Leitch ambition is to be realised:

e The Leitch vision for the UK to become a world leader in skills,
benchmarked against the upper quartile of the OECD, is particularly
ambitious.

e As noted in the region’s Skills Action Plan, a step change in skills
attainment would be required if the Leitch targets were to be met in
the West Midlands.

4.1.1 By 2011

e 225,000 more working age adults need to attain level 1 or above in
literacy, an increase of 6 percentage points from 83% to 89%

107,000 more working age adults need to attain entry level 3 or above
in numeracy, an increase of 3 percentage points from 78% to 81%

e 368,000 more working age adults need to attain level 2 or above, an
increase of 11 percentage points from 68% to 79%

e 320,000 more working age adults need to attain level 3 or above, an
increase of 10 percentage points from 46% to 56%

e 287,000 more working age adults need attain level 4 or above, an
increase of 8 percentage points from 26% to 34%

4.1.2 By 2020

e 422,000 more working age adults need to attain level 1 or above in
literacy, an increase of 12 percentage points from 83% to 95%

« 567,000 more working age adults need to attain entry level 3 or above
in numeracy, an increase of 17 percentage points from 78% to 95%

e 695,000 more working age adults need to attain level 2 or above, an
increase of 22 percentage points from 68% to 90%
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e 407,000 more working age adults need attain level 4 or above, an
increase of 14 percentage points from 26% to 40%

Table 2: the Leitch targets and the scale of the task to achieve them from the

current baseline for the West Midlands as a whole

2006
(current
baseline)"

Number of
adults that
have
achieved
each
qualification
level

Proportion of
the working
age
population

2011  Leitch target
(interim

target) Scale of the

task’:
additional
people that
need to
achieve
qualifications
to meet the
target"

2020 Leitch target

0( ;

% %

! %

People of working age qualified to at least:

Level 1 Entry
literacy level 3
numeracy
2,701,000 2,557,000
83% 78%
89% 81%
225,000 107,000
95% 95%
%
9 & 1 %
#

%

(" #
)
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Level 2

1,993,000

68%

79%

368,000

90%

*7:

Level 3

1,354,000

45%

56%

320,000

n/a
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26%

34%"

287,000

40%



(final  ‘Scale of the
target) task’
additional

people that

need to

achieve

qualifications

to meet the

target

422,000

567,000

695,000

Source: Derived from DfES Basic Skills Survey (2003), LFS (2006), Leitch (2006)
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4.2 Sub-regional analysis

As table 2 overleaf shows, the scale of the task is particularly challenging for a
number of the region’s urban areas with regard to the Level 2 targets and especially
the Level 4 targets. As already highlighted in section 2, rates of qualification
attainment in these areas are currently particularly low:

e In Birmingham nearly 210,000 more people will need to have attained
Level 2 or above by 2020 from a current baseline of less than 330,000.
More than 100,000 additional people will need to have attained Level 4
or above from a current baseline of 132,000.

e In Sandwell more than 70,000 additional people will need to have
attained Level 2 or above by 2020 from a current baseline of just under
81,000. More than 40,000 additional people will need to have attained
Level 4 or above from a current baseline of just under 27,000.

e In Walsall more than 56,000 additional people will need to have
attained Level 2 or above by 2020 from a current baseline of just under
77,000. More than 35,000 additional people will need to have attained
Level 4 or above from a current baseline of 23,500.

e In Wolverhampton more than 56,000 additional people will need to
have attained Level 2 or above by 2020 from a current baseline of just
over 68,000. More than 30,000 additional people will need to have
attained Level 4 or above from a current baseline of 25,000.

e In Stoke-on-Trent more than 51,000 additional people will need to have
attained Level 2 or above by 2020 from a current baseline of just over
80,000. More than 33,000 additional people will need to have attained
Level 4 or above from a current baseline of less than 25,000.
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Table 3: the Leitch targets for 2020 and the scale of the task to achieve them
from the current baseline for the poorest performing local authority areas

People of working age qualified to at least:

Level 1
literacy
Leitch targets for 2020 Percent of working 95%
age population
8 7 ;0
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* *
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Entry level 3
numeracy
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Source: Derived from DfES Basic Skills Survey (2003), APS (2006), Leitch (2006)
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5 Projections to 2011 and 2020

5.1 Assumptions

If the recent encouraging improvement in the region’s skills performance can be
sustained in the medium and longer term there is potential to narrow the gap with
the Leitch targets. Projections of expected levels of attainment have been
developed based on historical trends, planned investment by skills funders and
providers and anticipated changes in the structure of the region’s population.

We have also included a factor to reflect the likely increasing ‘degree of difficulty’
at higher rates of attainment. This reflects a number of factors:

e As already highlighted in section 2 nearly 450,000 adults in the region
had no qualifications in 2007. Poor skills and qualification performance
is concentrated in the urban centres of Birmingham, the Black Country
and Stoke-on-Trent. As highlighted in section 3, the scale of the task to
meet the Leitch targets is particularly challenging in these areas,
especially at level 4 and above.

e These areas are home to groups that are characterised by low rates of
qualification attainment but have and are forecast to continue to
account for a rapidly growing share of the adult working age
population, notably:

o Pakistani, Bangladeshi, other Asian communities, Black African &
Black Other communities
o The over 55s

e We also highlight in section 2 a welcome increase in the proportion of
employers investing in the training and up-skilling of their workforces
from 56% in 2005 to 64% in 2007. It should still be noted, however, that
less than half of small and micro businesses and employers in
manufacturing sectors such as engineering, clothing & textiles and
process industries, construction, transport and land based industries
are making this investment'®.

This is reflected in a considerable narrowing of the gap with the interim Leitch
targets for 2011 but a widening of the gap with the full Leitch targets for 2020. The
issues and barriers that need to be overcome if the Leitch targets are to be met in
full in the region are discussed in section 6.

0 28 " 4 = # [
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5.2 By 2011

e As table 3 overleaf shows the proportion of working age adults qualified
to level 1 or above in literacy is projected to have increased to 85%,
cutting the gap with the interim Leitch target to 127,000.

e The proportion of working age adults qualified to entry level 3 or above
in numeracy is projected to have increased to 81%, meeting the interim
Leitch target.

e The proportion of working age adults that have attained a Level 2 or
above is projected to have increased to 75%, cutting the gap with the
interim Leitch target to 111,000.

e The proportion of working age adults that have attained a Level 3 or
above is projected to have increased to 50%, cutting the gap with the
interim Leitch target to 167,000.

e The proportion of working age adults that have attained a Level 4 or
above is projected to have increased to 30%, cutting the gap with the
interim Leitch target to 87,000.

5.3 By 2020

e The proportion of working age adults qualified to level 1 or above in
literacy is projected to have increased to 91%, with another 150,000
needing to attain quaifications to meet the full Leitch target.

e The proportion of working age adults qualified to entry level 3 or above
in numeracy is projected to have increased to 89%, with another
212,500 needing to attain qualifications to meet the full Leitch target.

e The proportion of working age adults that have attained a Level 2 or
above is projected to have increased to 86%, with another 134,500
needing to attain qualifications to meet the full Leitch target.

« The proportion of working age adults that have attained a Level 4 or
above is projected to have increased to 32%, with another 228,000
needing to attain qualifications to meet the full Leitch target.
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Table 4: Projected achievement in 2011 and 2020 and the remaining gap

2011 Leitch target
(interim . .
Projected achievement
target

Remaining gap

2020 Leitch target
(final

Projected achievement
target)

Remaining gap

Source: LSC/WMRO projections

; %
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6 Meeting the targets: the potential
economic benefits for the region

6.1 Development of scenarios

The next stage of the project was to estimate the potential economic benefits for
the region if we are successful in meeting the Leitch targets in terms of increased
employment rates and productivity and resulting increases in Gross Value Added and
employment'®. Two scenarios have been developed:

e ‘Levelling up’: assuming that disadvantaged areas of the region (e.g.
urban centres such as Birmingham, parts of the Black Country and
Stoke-on-Trent) and groups within the population (e.g. older people
and a number of minority ethnic communities) that are currently
furthest behind the regional and UK average remain so in 2020 but see
the largest improvement in qualification attainment, narrowing the
gap. This scenario assumes that particular priority, and significant
effort and resources, are assigned to activity to assist disadvantaged
individuals to access and progress in learning.

e ‘Polarisation’: assuming that historical trends continue with those who
are already relatively well qualified seeing the most significant
improvement in qualification levels. While qualification levels will
increase within disadvantaged areas and groups, this will be at a slower
pace and they will fall further behind over the next 12 years.

Table 4 contrasts forecast attainment levels in 2020 in these disadvantaged areas
under the two scenarios.

! ) #
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Table 5: forecast qualification attainment in selected areas of the region in 2020
if the Leitch targets are met - alternative scenarios

Levelling up scenaro Polarisation scenario
Birmingham

At least level 1 literacy 96% 94%
and entry level 3

numeracy

At least level 2 86% 85%
At least level 4 38% 35%

Sandwell

At least level 1 literacy 96% 94%
and entry level 3

numeracy

At least level 2 83% 74%
At least level 4 35% 25%

Stoke-on-Trent

At least level 1 literacy 97% 96%
and entry level 3

numeracy

At least level 2 85% 81%
At least level 4 35% 27%

Source: Cambridge Econometrics

6.2 Closing the region’s output gap

The West Midlands Economic Strategy highlights a 10% (£10 billion) gap with the UK
in terms of Gross Value Added (GVA) per head. It is suggested that:
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e 80% of the gap can be attributed to a predominance of low productive
sectors and to generally low levels of productivity across the board.
There is a 10% ‘productivity gap’ with the UK in terms of GVA per

employee.

e The remaining 20% can be accounted for by social and economic
exclusion. Unemployment and economic inactivity varies significantly
across the West Midlands, with particular areas experiencing

concentrations of worklessness.

6.2.1 Employment rates

It is estimated that the boost to skills and qualifications associated with meeting
the Leitch targets would lead to an Increasing the region’s employment rate from a
current 72.9% to 73.9% (close to the current UK average of 74.1%). The impact by
geography and demographic group, however, varies under the two scenarios, with
significant implications for the extent to which social and economic exclusion is

reduced, as shown in the table below.

Table 6: forecast change in employment rates 2007-2020 if the Leitch targets

are met - alternative scenarios (percentage points)

Birmingham

Sandwell

Stoke-on-Trent

Asian communities

Black communities

Mixed parentage

Source: Cambridge Econometrics
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+0.7

+0.7

+0.5
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+0.6

+0.9
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Polarisation scenario

+0.4

+0.3

+0.3

+0.6

+0.5

+0.5
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6.2.2 Productivity

Under both scenarios it is estimated that the boost to skills and qualifications would
result in a significant increase in productivity (in terms of GVA per employee) across
the region. It should be noted that action elsewhere in the country to meet the
Leitch targets is likely to lead to a parallel increase in productivity in other regions.
Nevertheless the boost to workforce skills and qualifications would lead to an
increase in GVA per employee in the West Midlands from a current £35,700 (10%
lower than the current UK average) to £36,400 in 2011 (9% lower than the current
UK average) and £37,500 in 2020 (6% lower than the current UK average).

6.2.3 Gross value added and employment

If these increases in productivity are achieved in the region it is estimated that:

e By 2020 GVA will increase by £25 billion (more than 30%)
e More than 65,000 net new jobs will be created (an increase of 2% in
total employment)

However the impact is expected to vary significantly by sector. We have presented
data corresponding to the ‘footprints’ of the 27 Sector Skills Councils, which lead on
skills and training issues for business on a sectoral basis'’.

In sectors that have been growing strongly in recent years and where further
expansion may be constrained by shortages of staff with the necessary skills and
qualifications significant increases in GVA are expected. For example:

e InICT (as denoted by the footprint of e-skills UK Sector Skills Council)
GVA is expected to increase by more than £3 billion

e In financial services (as denoted by the footprint of the Financial
Services Skills Council), health & social care (as denoted by the
footprints of Skills for Health and Skills for Care & Development Sector
Skills Councils) and retail (as denoted by the footprint of Skillsmart
Retail and Automotive Skills Sector Skills Councils) GVA is expected to
increase by some £3 billion in each case

e In both construction (as denoted by the footprints of Constructionskills
and Summitskills Sector Skills Councils) and transport (as denoted by
the footprints of Skills for Logistics and Goskills Sector Skills Councils)
GVA is expected to increase by nearly £2.5 billion

e In engineering (as denoted by the footprint of SEMTA Sector Skills
Council) GVA is expected to increase by nearly £2 billion

+ - (+7%)
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e In electricity, gas & water (as denoted by the footprint of Energy &
Utility Skills Sector Skills Council) GVA is expected to increase by nearly
£1.5 billion

More modest growth in GVA is expected however in many manufacturing industries,
typically dominated by relatively low value-added activity, where businesses face
growing competition and higher wages and other costs. An environment of a more
highly qualified workforce capable of earning higher wages is expected to lead to
further restructuring:

e In chemicals & polymers (as denoted by the footprint of Cogent Sector
Skills Council), food & drink manufacturing (as denoted by the footprint
of Improve Sector Skills Council)only modest increases in GVA are
expected

* In clothing & textiles (as denoted by the footprint of Skillfast-UK Sector
Skills Council) and process industries (as denoted by the footprint of
Proskills UK Sector Skills Council) no increases in GVA are expected.
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Table 7: forecast change in GVA by sector by 2020 as a result of increased
productivity if the Leitch targets are met (£ billion, 2003 prices)

Sector Skills Council footprint Forecast change in GVA 2007-2020
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Source: Cambridge Econometrics

Employment prospects also differ significantly between sectors. In relatively
‘labour intensive’ sectors significant numbers of net new jobs are expected to be
created:

e In health & social care (as denoted by the footprints of Skills for Health
and Skills for Care & Development Sector Skills Councils)nearly 50,000
net new jobs are expected to be created
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e In retail (as denoted by the footprint of Skillsmart Retail and
Automotive Skills Sector Skills Councils) nearly 30,000 net new jobs are
expected to be created

e In hospitalility (as denoted by the footprint of Creative & Cultural Skills
Sector Skills Council) more than 25,000 net new jobs are expected to
be created

e In construction (as denoted by the footprints of Constructionskills and
Summitskills Sector Skills Councils) more than 20,000 net new jobs are
expected to be created

In growing but relatively ‘capital intensive’ sectors levels of employment are
expected to rise only marginally:

e InICT (as denoted by the footprint of e-skills Sector Skills Council) just
over 1,000 net new jobs are expected to be created

« In digital media (as denoted by the Skillset Sector Skills Council) less
than 500 net new jobs are expected to be created

However in some cases it is expected that, while the availability of higher skilled
workers will support business growth and development, increases in efficiency are
expected to lead to job shedding:

e In engineering (as denoted by the SEMTA Sector Skills Council footprint)
overall employment is expected to fall by more than 32,000

e In transport (as denoted by the footprints of Skills for Logistics and
Goskills Sector Skills Councils) overall employment is expected to fall
by more than 13,000

e In land based industries (as denoted by the Lantra Sector Skills Council)
overall employment is expected to fall by nearly 15,000

e In electricity, gas & water (as denoted by the Energy & Utility Skills
Sector Skills Council footprint) overall employment is expected to fall
by more than 7,000

e In financial services (as denoted by the Financial Services Council
footprint) overall employment is expected to fall by just over 5,000

In manufacturing industries dominated by lower value added activities, where as
mentioned previously the focus has been on restructuring and job shedding in
recent years in the face of growing competition and higher wages and other costs,
further reductions in levels of employment are expected.

e In chemicals (as denoted by the footprint of Cogent Sector Skills
Council) total employment is expected to fall by more than 5,000

e In process industries (as denoted by the footprint of Proskills UK Sector
Skills Council) total employment is expected to fall by more than 4,000

e In clothing & textiles (as denoted by the footprint of Skillfast-UK Sector
Skills Council) total employment is expected to fall by 1,500
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e In food & drink manufacturing (as denoted by the footprint of Improve
Sector Skills Council) total employment is expected to fall by more
than 1,000

Table 8: forecast change in employment by sector by 2020 as a result of
increased productivity if the Leitch targets are met

Sector Skills Council footprint Forecast change in employment 2007-2020
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7 Meeting the targets: action required and
barriers to be addressed

The analysis indicates that the ‘scale of the task’ to realise the ambitions of the
Skills Action Plan and meet the Leitch target is significant. While recent good
performance will need to be sustained, areas of poor performance will also need to
be addressed. A key element of the project was a series of workshops to review the
research findings, further action required and the barriers that need to be
overcome. Three workshops were held in February 2008 in Birmingham, Stafford and
Worcester. They were attended by a wide range of organisations including:

« Organisations representing the views of businesses such as Sector Skills
Councils, Business Link, Chambers of Commerce, the Engineering
Employers Federation and individual businesses

e Organisations representing the views of individuals such as local
authorities, Jobcentre Plus, The National Institute for Adult Continuing
Education (NIACE)

e Organisations representing the views of skills and training providers
such as The Association of Colleges, Education Business Partnerships,
Lifelong Learning Partnerships as well as individual universities, FE
Colleges and private training providers

e Key regional stakeholders such as the LSC and AWM

7.1 Action required

The importance of many of the new approaches and ways of working set out in the
Skills Action Plan to the achievement of the Leitch ambitions were re-iterated at
the workshops. Additional activities to enhance and support these were also
suggested.

7.1.1 Businesses

Approaches and ways of working in the Skills Action Plan that were highlighted as
particularly important included:

e Simplifying and streamlining the management of business support and
employment and skills services with the Business Link Gateway
providing a single point of access
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- Rationalising the wide range of qualifications offered to focus on those
which reflect regional business needs and address critical skill gaps and
shortages

e Encouraging key public sector employers to give skills and workforce
development a high priority and to maximise their contribution to
developing the region’s skills base and to the productivity of the wider
economy

e Improving leadership and management skills within SMEs to drive
organisation-wide development, in turn raising aspirations and the
demand for skills

Additional activities suggested included:
e Increased engagement between schools and employers in order to both:

o Help young people make more informed career choices
o Help local businesses meet their labour and skill needs

e Increased engagement with businesses by higher education institutions
and the development of more vocational provision that can be
delivered in the workplace

7.1.2 Individuals

Approaches and ways of working in the Skills Action Plan that were highlighted as
particularly important included:

e A new Apprenticeship Matching Service for employers and young people
and higher level Apprenticeships

e Enhancing careers advice and guidance to help individuals make
informed choices about their options for employment and career
advancement at any point in their working lives

e Creating clearer progression pathways between intermediate and
higher level skills

* More effective accreditation of employees existing skills and training
through a new system of credits and awards

Additional activities suggested included:

« Tackling deficits in basic literacy and numeracy skills at an early age
via the development and reform of the school curriculum to include
more vocational elements, maintaining the interest of the less
‘academically gifted’ and reducing drop out rates

Leitch Research: Key findings and issues Page 37 of 47
West Midlands Regional Observatory



e Encouraging employers to offer opportunities for progression for higher
skilled migrant workers, who are often employed initially in lower
skilled, lower paying jobs. This would both help to address skill gaps
and recruitment difficulties at higher levels and open up ‘entry level’
opportunities for the disadvantaged

e Greater use of the voluntary sector to engage with ‘hard to reach’
individuals who often face significant barriers to engagement in
learning and employment

7.1.3 Skills providers

Approaches and ways of working in the Skills Action Plan that were highlighted as
particularly important included:

e Developing more flexible and responsive skills and training provision
that better meets employers needs

e Improved quality of delivery

e Ensuring that there is sufficient capacity within the system to meet
growing employer demand

Additional activities suggested included:

. Development of provision that meets the growing and critical need for
generic/transferable and ‘employability’ skills

. Less ‘blanket’ provision and more that meets the often distinctive and
sometimes neglected needs of employers and individuals, for example
in rural areas

. Development of higher level skills provision that is more ‘demand led’,
meeting the needs of both employers and individuals

. Better marketing of HEI provision with use of ‘business language’ and
appropriate positioning in the market relative to private sector
provision

7.2 Barriers to be addressed

Workshop participants also identified a range of issues and barriers that will need to
be addressed if the ambitions of the Skills Action Plan and the Leitch review are to
be realised.
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7.2.1 Businesses

A range of factors acting to constrain investment in training and workforce
development by employers were identified, often linked to perceptions and
attitudes, for example:

e An ‘entitlement culture’ among some employers with a view that it is
the responsibility of the government and other public agencies to meet
the cost of training and development

e A policy of recruiting only fully skilled, trained and ‘job ready’ staff
among many employers

e A ‘culture of fear’ relating to training, with a concern that trained
employees may leave or be ‘poached’ by competitors, resulting in a
lack of return on investment

e The challenge of engaging with and making the case for investment in
skills to small and micro businesses, many of whom operate in price
sensitive, low margin and niche markets with small workforces. Many
are focused on ensuring short term viability and are deterred by

o The prohibitive cost of training, particularly for specialist and
externally provided courses and when this is for very small numbers
of people

o The impact on the business of people taking time out from the
workplace where training is not delivered on-site

7.2.2 Individuals

Similarly a range of factors acting to constrain investment skills by individuals were
identified, notably among those with low or no qualifications who have had little or
no engagement with the education and training system for some time, for example:

« A lack of appreciation of the benefits of investment in skills and the
value of education and training

e These negative perceptions are often passed on from generation to
generation

Survey and focus group research carried out by WMRO and Jobcentre Plus in 2007
confirms the impact of these issues on investment in skills within disadvantaged
communities'. The research also demonstrates that they are linked with a range of
other factors, including:

e Low self esteem and a lack of confidence
e Mistrust of institutions

'8 Source: ‘raising aspirations’ research project conducted by WMRO in collaboration with
Job Centre Plus on behalf of the RSP, 2007
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e Lack of awareness of where to go for advice, guidance and support

Participation in education and training is also inhibited by practical barriers relating
to language, health, transport/mobility and benefit issues.
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8 Appendix One: Note on methodology

8.1 The RSP skills index

We have developed a framework of indicators to allow the RSP to track trends in
the Region’s skills performance, benchmarked against that of other English regions
and England as a whole. The framework includes a series of ‘tier 2’ indicators
concerned with the skills outcomes resulting from RSP activity. Ten indicators have
been selected:

* Five relating to employer issues (investment in training and up-skilling,
the incidence of skill gaps, adoption of workforce development tools,
the incidence of skill shortages and the proportion of employees in the
private sector with higher level skills)

e Five relating to issues for individuals (qualification attainment among
young people, qualification attainment among adults, youth
participation in education or work based learning, participation in job
related training and graduate retention)

A single ‘skills index’, based on all ten indicators, has also been developed that
tracks the Region’s overall performance compared with other regions and the
England average. Some (notably adoption of workforce development tools,
qualification attainment among young people and qualification attainment among
adults) are composite indicators based on a humber of sub-indicators.

The Index is calculated by aggregation of individual indicators and sub-indicators
using a weighted arithmetic mean method. The unit-less index scale is scaled from 0
to 100 where a higher score means stronger performance. The scale is absolute and
shows not only the rank of each region but also provides a quantitative measure of
the performance of regions. Quantitative comparisons can be made both within a
given year and between consecutive years.
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8.2 Establishing the current baseline position

We have established the baseline position relating to the proportion of working age
adults qualified to NVQ level 2 and above, NVQ level 3 and above and NVQ level 4
and above for the West Midlands, the other English regions and England as a whole
by replicating the methodology adopted by the Government for setting and
monitoring Public Service Agreement (PSA) targets'’, notably by:

e Using ONS Labour Force Survey data for the fourth quarter of 2006
« Defining the working age adult population as those aged 19 to
retirement

Labour Force Survey quarterly data is not available below the regional level. For
West Midlands upper tier local authorities we have used the ONS Annual Population
Survey, which provides data for the 2006 calendar year and uses the working age
adult population aged 16 to retirement as the denominator for percentage
calculations.

For basic literacy and numeracy we have used the 2003 DfES Basic Skills Survey,
which is the latest available published data (an update to the survey is planned in
2008/2009).

We have estimated the ‘scale of the task’ to meet the Leitch targets for 2011 and
2020 by calculating the absolute numbers of people that will need to have attained
basic literacy qualifications, basic numeracy qualifications and be qualified to level
2 and above, level 3 and above and level 4 and above compared with the baseline
position. It should be stressed that these are broad estimates to give a feel for the
likely scale of the task based on the current position. No allowance is made, for
example, for changes in the size of the population over the period. As such this
approach differs from those quoted in the Skills Action Plan for 2011 which, while
otherwise based on the same methodology, take account of LSC estimates of
demographic factors (i.e. numbers of young people entering and older people
leaving the working age population).

More sophisticated estimates of the scale of the task have been made in stage 2,
taking account of expected attainment based on a continuation of recent trends in
performance, likely trends in demography and the expected increase in the ‘degree
of difficulty’ as we reach higher levels of attainment.
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8.3 Projecting forward likely levels of attainment to
2011 and 2020

Projections of expected levels of attainment in 2011 and 2020 (for NVQ level 2 and
above, NVQ level 3 and above and NVQ level 4 and above, basic literacy and
numeracy) were developed by the LSC and refined by WMRO. Numbers of working
age adults expected to achieve each qualification level in 2011 and 2020 were
projected forward from 2007 based on:

e Historical trends in qualification attainment for working age adults
(aged 19 to retirement) based on ONS Labour Force Survey data for
2003-2006 (with the exception of basic literacy and numeracy where
limitations in the availability of data mean only a ‘snapshot’ for
working age adults aged 16 to retirement in 2003 is available)

« ONS forecasts of the size and age structure of the region’s population
to 2020

e Annual ‘graduations’ to the projections post 2011 to reflect the likely
increasing ‘degree of difficulty’ at higher rates of attainment.

8.4 Analysis of the potential economic benefits for the
region

This element of the project was sub-contracted to Cambridge Econometrics, an
organisation that specialises in economic forecasting and analysis. Estimates of the
likely economic benefits for the region of meeting the Leitch targets impact have
been produced in relation to:

 Employment rates by upper tier local authority, gender, age band and
ethnic group
e Productivity, value added and jobs by sector

The methodology had the following stages:

e Generating assumptions for the proportion of working age adults
(i.e aged 19 to retirement) that is likely to achieve each
qualification level by 2011 and 2020 (i.e. NVQ level 2 and above,
NVQ level 3 and above and NVQ level 4 and above, basic literacy and
numeracy) in each upper tier local authority area and by gender, age
and ethnic group. Two ‘scenarios’ were produced, each with quite
different consequences on the regional economy:
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o ‘Levelling up’: assuming that the areas and groups that are
currently furthest behind the regional and UK average remain so in
2020 but see the largest improvement, narrowing the gap

o ‘Polarisation’: assuming that historical trends continue with the
areas and groups furthest behind the regional and UK average
falling further behind over the next 12 years

e Constructing projections of likely employment rates for each upper
tier local authority area and by gender, age and ethnic group to
2011 and 2020. This is based on the assumptions made in the Leitch
review itself relating to the expected increase in employment rates
resulting from improvements in each level of qualification.

e Constructing projections of numbers of workplace jobs created to
2011 and 2020. This is based on:

o The estimates of employment rates multiplied by population
projections to 2020 to give estimates of numbers of employed
residents.

o Applying travel to work patterns from the 2001 Census, a factor to
allow for workers commuting from outside the West Midlands and a
‘workers to jobs’ factor to take account of the fact that the number
of jobs differs from the number of workers (for example because of
‘double jobbing’).

e Constructing projections of rates of productivity to 2011 and 2020.
This is based on assumptions made in the Leitch review relating to the
impact of improvements in qualification attainment on wage levels.

e Constructing projections of workplace value added to 2011 and
2020. This is based on applying the estimated boost to productivity
arising from improvements in qualification attainment to the estimates
of numbers of additional workplace jobs

e Constructing projections of value added and employment by sector
to 2011 and 2020. It is not a simple matter to move from these results
to the implications for the sectoral composition of the economy and its
growth in terms of value added and employment. Higher wage levels
lead to restructuring, with losses of employment in commoditised/low
value activities and gains in high value added activities.

e To take account of this, projections of value added and jobs for each
sector to 2020 were based on trends over the last 15 years and the
relationship with productivity. It should be noted that not all of these
patterns will have been driven by improvements in skills, qualifications
and earnings. Other developments, such as globalisation and
technological change, which are highlighted as key issues in the Leitch
review, will also have an effect.
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