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Introduction

A response to the economic
downturn that began in 1987

and then became a recession was

a massive effort by an alliance of
industry associations, unions, and
the national government to skill
Australians towards a broader
based modern economy able to
compete more effectively on the
world stage. The resulting national
reforms of the mid-nineties
completely transformed the
existing provider driven and State
based Vocational Education and
Training systems which provided
limited publicly-funded education
and training to the traditional
trades and some para-professional
areas, each regulated on a Stateby-
State basis.

In the new VET sector, national
industry advisory bodies
defined the required outcomes
of training programs through
nationally recognised and
portable qualifications within a
new Australian Qualifications
Framework. From a few trades,
the system expanded to cover
all industries and included
occupational levels from
workforce entry to advanced
paraprofessional. Over one and
a half million Australians now
participate in this system each

year, covering 75% of job roles
in the contemporary Australian
economy.

The global financial crisis and the
beginning of a likely recession

in Australia call for a strategic
review of skills development in
Australia. The combined effect
of a recession and the imperative
of a recovery predicated on both
sustainable future economic
growth and environmental health
will mean a substantial rethink of
the required skills and capabilities

of the workforce in all industries.

Industry leadership will be, as it
has been in the past, a vital part
of this rethink. Now is the time
to re-form and strengthen the
national industry-government
partnership to explicitly address
the challenges facing the skills
formation system and to lead
the national system in making a
major contribution to sustainable
recovery and growth.

This paper has been prepared by Ithaca Group to inform discussion at the Strategic Industry Forum. The
views expressed in this paper are not necessarily those of Skills Australia.
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Thecase for change

Although the impact of the global
financial crisis currently dominates
policy thinking, the forces for
change have not disappeared,

and the long-term pressures —
particularly those associated with
innovation and demographic
change — will continue to grow.

While the forces for change are
well known, it is worth revisiting
them, because they provide

an important context to any
discussion about why change is
necessary and what kind of change
is required. They include:

New technologies — the emergence
of the internet, low cost
computing devices and mobile
communications are connecting
people in new ways and making
the world a much smaller

place. The potential impact of
individuals within an economy

or organisation has been greatly
amplified as access to knowledge,
information and others of like
mind has become quick, cheap and
simple. At the same time, the risk
of social and workplace exclusion
is now greater for those without
the skills and means to use the
available technologies.

Increasing global competition
— Australia faces increasing

competition from low-wage
economies such as China and
India, that are taking their rightful
place on the global economic
landscape, investing in developing
their knowledge based resources
and industries at the same time as
building traditional manufacturing
and industrial capabilities.

Changing demographics and

an ageing population — the
availability of new talent for
Australia’s workforce will be
increasingly constrained with the
number of people aged 55 - 64
projected to grow by more than
50% by 2027. Additionally,
engaging younger generations (and
those who follow and are born
into the connected world we now
live in) in the workplace will pose
new challenges.

Economic value based on
knowledge and services — economic
value is increasingly knowledge
and services based and locked up
in ‘intangibles’. Today, 75% of
Australia’s workforce is employed
in the knowledge and services
sector? and these sectors contribute
76% of GDP. All industry sectors
need to add value and productivity
through the application of
knowledge and technology to

existing ways of work.

1 This section prepared by Steve Vamos and Christina Boedker of the Society for Knowledge Economics

2 The services sector incorporates wholesale and retail trade, accommodation, cafes-restaurants, transport and
storage, communication services, finance and insurance, property and business services, government admin and
defence, education, health and community services, cultural and recreation services, and personal and other
services.
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Slowing labour productivity
growth — after peaking in the
1990s, labour productivity
growth has averaged about 4%
p-a. for nine years, but is now

forecast to grow 1.78% p.a. from
2004 — 2024

Increasing focus on climate
change and sustainability —

with the introduction of new
regulation and shifting public
sentiments, the Increasing

focus on climate change and
sustainability will present a
significant challenge to the skills
and work practices in Australian
workplaces as well as posing an
economic challenge.

A global financial meltdown — the
global financial crisis is, among
other things, highlighting the
need for Australia to invest to
broaden its economic base beyond
energy and resources industries.
The key to this is strengthening
our capacity to add value through
knowledge and innovation. The
added challenge is that our current
position on mnovation is not
strong.4 And there is a real risk
that struggling employers will
begin to cut their investment

in important yet intangible

assets such as the skills of their
workforce. In fact, the recent
National CEO Survey — Business
prospects in 20095 confirmed
that businesses expect to make
substantial cuts to spending in
2009, in areas such as training and
research and development.

In combination, these forces

for change point to the need to
substantially rethink the required
skills and capabilities of the
workforce in all industries, and
how skills are most efficiently
acquired throughout working
life. The capacity to innovate is
crucial. As is the need to optimise
the skills and performance of all
employees in the workplace.

The time is ripe to reform and
strengthen the national industry
government partnership to
explicitly address the challenges
facing the skills formation
system. The issues are complex
and call for a well-co-ordinated
and systematic approach. To play
a strong leadership role, industry
stakeholders need more than ever
to collaborate towards a clear
common purpose and to align
their objectives and priorities

regarding skill development.

Why was productivity growth so high in the 1990s and why has there been such a
drop in growth since 2004?

Does the current global financial situation offer any opportunities?
Might it provide an unprecedented chance to achieve a unanimity of purpose?

Would a major inquiry (similar to Karpin) be useful to identify strategies for industry
to enhance their innovation capabilities at the enterprise level?
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Towards new leadership in skills development

The key to industry leadership in vocational education and training, as with leadership generally, is

that it is expressed through partnerships, not in isolation. The partnership is with government at the

strategic levels of policy, structures and operating frameworks, and with VET providers at the

delivery point, where enterprises are both the customer and a partner in delivery.

Figure |. Levels of industry leadership

Strategic
Level

Delivery
Level

Industry leadership of the
VET system has been the
central tenet of VET reform
in Australia for some 17
years, and industry has in fact
made more of a contribution
than many people
acknowledge. It has driven the
push for national consistency,
regulation, flexibility of
delivery, greater
responsiveness to

client needs and higher
quality vocational outcomes.
The key pillars of this
integrated system, the
Australian Quality Training
Framework (AQTF) and
Training Packages, are
admired by member states of
the EU and the burgeoning
economies of South-East Asia
and South America for their
flexibility and responsiveness.

Figure 1. Levels of Industry leadership

Although the central theme in
reform of Australia’s VET
system has been to make the
system more “industry-driven,”
and while all acknowledge that
substantial progress has been
made towards this objective,
the calls remain strong. We
suspect that this results from
some confusion in what people
mean by the phrase “industry-
led”.

One reason for this is that the
phrase “industry-led”, as used
in the past, is incorrect. The
VET system 1s government-
led, not industry led: decisions
are not delegated from
government to industry;
industry has rarely had
deterministic power; and
difficulties also remain in terms

of how industry expresses its
leadership in discussions with
government. Another is the
diverse meanings of ‘industry’:
does it mean industry sectors,
or employers, or employer or
employee organisations (all of
whom will be driven by
different interests), or by
some hypothetical sum of all
of them?’

Arising from this, many of
those involved would say that
what we’ve had is not
‘leadership’, but a system that
requires agreement and
compromise from all parties,
leading often to sub-optimal
solutions.

Another significant barrier to
effective industry leadership is

4+OECD Science, Technology and Industry Scorecard, http://lysander.sourceoecd.org/vi=6724250/cl=13/nw=1/rpsv/sti2007/gal-

1.htm

s Australian Industry Group and Deloitte 2009, National CEO Survey — A tough year ahead, Australian Industry Group, Sydney.
s The term “industry” as used here and throughout this paper includes public and private enterprises, social services providers,

unions and workers, and their peak bodies.
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the fact that Australia has yet to State multi-lateral and

develop a truly national VET bilateral funding agreements

system. Those who work in the largely carry the burden of

system often use the word ‘fragile’ maintaining the integrity of
when referring to its national the national system.

focus: despite much progress, it

remains a state based ‘national * Training Packages have,

system’: in some ways, become the

whipping-boys of the system,

* There are ongoing tensions as their developers have been
between the officials who required to use them to meet
manage the public funds and not only educational aims but
industry as the direct and economic and social ones as
indirect key client. well.

* National companies operating Experience over the first VET
across multiple jurisdictions reform period suggests that
continue to work with up to industry guidance and leadership
eight different interpretations has been built in at several levels,
and processes of the ‘national in different ways, influencing
system.’ overall policy, product and

content, purchase decisions, and

* Training Packages, the AQTF delivery. What is needed now is
and the Commonwealth/ to make it explicit.

Can we agree on what we all mean by ‘industry leadership’?

Does it mean more than:

e setting standards for vocational qualifications;

e articulating workforce training needs; and

e providing industry insights to governments and providers?

In what ways is current ‘industry leadership’ most/least effective?
Is it helpful to think of leadership under the four headings in Figure 1?
How can industry’s resources and insights best influence skill development at the

strategic and delivery levels? How can it be made easier for industry perspectives to
inform policy and practice?

7 This is complicated by the fact that emerging industries such as ICT and the services sector more
generally are not as well represented in the peak industry bodies as are traditional industry sectors such
as manufacturing. The same could be said for employee representation, with low levels of unionisation in
newer industry sectors.
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At this level, industry perspectives
form an important input to
policy and the overall approach to
resource allocation decisions and
agreements made at MCVTE.
The challenge is to formalise this
in a way which ensures integrated
policy setting processes to advise
government, rather than the
current fragmented arrangements.

Formal links with the peak bodies,

the ISCs, the State Training

Authorities and Skills Australia
should be considered as a way to
ensure a high degree of national
integration.

What formal links should exist to ensure that national policies on skill development

take full account of industry needs?

What are the challenges for the various components of ‘industry’ working in true

partnership together?

How can STAs make best use of industry insight for planning?

How can the role of industry be strengthened in facilitating the interface between

VET and Higher Education?
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This has been relatively
successfully addressed through the
consultative processes employed
by Industry Skills Councils and
their predecessors and through the
widespread implementation of
competency-based training. Now,
the conversations need to change,
to take account of the changing
the nature of the economy and
the restructuring of Australian
industries. ISCs have responded to
this need by:

* focusing on the ways in which
various industries will change
over time, and the implications

of this for jobs and work.

* ensuring that the mix of
skills, the specification of skill
standards, and qualifications,
keep pace with developments
in each industry

* striking the right balance
between national portability

Should ISCs be more empowered to ensure that skills standards and qualifications
keep up with changes in their industry?

of qualifications, industry
relevance, and local
responsiveness—although they
have not been in a position

to clarify the role of state-accredited

courses.

The need now is for ISCs the have
the power to change the nature of
their products in response to the
information and insights that they
are able to gain in their industries,
to ensure that VET products do
in fact respond to the changes

outlined above.

How best to achieve a balance between national portability and local

responsiveness?

If we accept that technical skills, while important, are not sufficient for effective
workplace performance, how best to ensure that employees are competent in social

skills, networking, problem solving, and leadership?
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Purchase of training

Structured consultation between ¢ it will necessitate further debate on
government and industry is an whether learners or industry should be at
important way of establishing the centre of purchasing models

current and expected trends

in skilled labour supply and

it will require State Training

demand, both in terms of the Authorities to focus more on
overall quantity of skilled workers workforce development rather
available and in terms of the skill than ‘student demand’

sets possessed by those workers.

it will require governments

Creating purchase models that to address what some see as a
better reflect industry demand is ‘skills paradox’, where learning
perhaps the area that provides the opportunities are often skewed
greatest challenge for industry and away from those who need them
government. Firstly, the notion most

of ‘demand’ itself, and how to
interpret it, raises issues:

it has the potential to
challenge some current power
* it can be difficult to identify relationships

newly emerging industry

sectors and the identification it requires the issue of existing

of sectors in decline 8 staff arrangements and assets,
and their capacity to skew
* ‘future demand’ is notoriously decision making on purchasing,
difficult to predict, and yet to be brought onto the table

responding to known shortages

has its dangers * ..and, if all were prepared to

tackle it, it raises the question

* developing purchase of allocating places between
arrangements based on demand VET and higher education on a
will require stronger links rational basis. 1©

between the ISCs and State
Training Authorities.

Secondly, a purchasing approach
based on industry needs will make
its own demands on government:

s For example, it is unlikely that a declining industry will readily acknowledge that its future demand for labour will be
less than currently, implying a reduction in training effort in related courses is warranted. Similarly, an industry likely
to show strong future growth might lack the established networks within the existing consultative framework to
establish its case for increased training resources.

9 In addition, any projections of future demand for skills based on an industry consultation model will need to be
systematically tested against other approaches, such as econometric modelling, research, including analysis of
overseas trends, and consultation with peak employer, union and educational bodies at the national level.
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Finally, inadequate data on
employer Investment In training
creates difficulties in examining
the respective roles of government
and industry in the purchase of
training. '' Employers are often

employer investment is at least as
much, if not more than government
investment in VET, highlighting
the powertful role that employers
and industry have in influencing
skill development outcomes.

criticised for insufficient investment

in training. Current mechanisms
however only measure expenditure

on formal structured training.

No reliable measures have been
developed in Australia or overseas

for determining levels of employer
investment in informal and non-formal
training. The best available

estimates however indicate that

How can industry best demonstrate its level of investment in skill development?

Is the balance right between the levels of industry investment and government
investment?

Does industry have an influence commensurate with its contribution?
How to ensure that industry insights influence purchasing decisions at State level?

What emphasis should be placed on allocating funds based on a workforce
development approach?

o In addition, any projections of future demand for skills based on an industry consultation model will need to be
systematically tested against other approaches, such as econometric modelling, research, including analysis of
overseas trends, and consultation with peak employer, union and educational bodies at the national level.
wIncreasingly (and not only as a result of the recent Review of Higher Education), the overlap between VET and
higher education will need to be factored in. There is currently no rationale for the distribution of numbers between
VET and higher education, and qualifications at higher levels (AQF 5 and 6) have the potential to overlap with skills
supplied also by the higher education sector.

11 Most recent figures indicate that employers spend 1.3% of payroll on formal, structured training, which is above the
average expenditure by employers in European Union countries.
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As consumers informed by their
industry’s role in establishing
nationally recognised and industry
relevant qualifications, employers
and employees are well placed

to both guide and partner VET
providers at the point of delivery,
and to provide customer feedback
to quality regulators and industry
bodies. There is considerable
variation in the extent to which
this happens. In the best cases,
enterprises take on a highly
effective industry leadership role
(see next section).

Looking ahead, there are several

challenges:

* finding ways of making the
very best examples of enterprise-
RTO collaboration the norm.

* supporting informed choice by
consumers (perhaps through the
use of independent brokers whose
advice is not skewed by monetary
incentives)

* the creation of a training
system that goes beyond the
efficient delivery of qualifications,
and which has the space to
innovate and meet unanticipated
demands (which will require
competition not just between
institutions, but between ideas and
new models of training. ')

* using market forces and market
information effectively to ensure
high quality, rather than relying
on regulation; and where basic
regulation is necessary, having it
standardised across Australia.

How to ensure that RTOs have the ‘space’ for innovation in training delivery?

How can RTOs be supported to work with employers to institute a workforce

development approach?

How to maintain and improve quality by access to better market information on the

quality of training delivery?

12O’Leary, D. and Oakley, K. (2008) The skills paradox. Confronting inequality in adult learning. London: Demos
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Some promising new directions

Moving beyond exhortation

Opver the last fifteen years,
employers have been encouraged
to invest more, and more
strategically, in training.
Typically, the encouragement
has been based on return-on-
investment arguments, or on the
assumption that higher-skilled
employees will enable a company
to move up the value chain. Both
these arguments are valid and
proven, but on the whole have
not been particularly effective in
changing employer attitudes.

Now the language is, usefully,
moving beyond exhortation.
It starts by acknowledging
that, to quote recent research,
“employers are indeed doing
a lot of training and that
workers as well as employers
are benefiting”, particularly as

employers take a more business-driven

and strategic approach to
training . It also acknowledges

that employee development has
positive benefits for organisations
beyond the generation of skills.
For instance, recent research has
shown that there is a strong link
between employee development
and high levels of organisational
citizenship behaviour. That is,
people feel a sense of obligation
to organisations that develop
them and re-pay that obligation
by contributing above and beyond
what is expected of them.'

This has the potential to
encourage further investment
by employers by linking the
development of individuals
and groups to broader business
and workforce needs, and
highlighting the benefits

that employee and workforce
development can bring to
enterprises.”> Workforce
development is also a focus of

MCVTE/COAG reforms.

What strategies might be used to encourage an increased commitment by
enterprises to skills development? Might a R&D style tax incentive be appropriate?

13 Smith, A 2008, ‘Guaranteeing training’, Campus Review, vol. 18, p10.

14 Maurer, T., Pierce, H. and Shore, L 2002. Perceived beneficiary of employee development: a three-dimensional
social exchange model. Academy of Management Review, 27, 432-444.

1s Australian Industry Group 2008, Skilling the Existing Workforce Trial Sites and Case Studies Objectives,

Experiences and Outcomes Draft Final Report
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A 1

The concept of a workforce
development approach was
raised as long ago as 2004,16
and 1s receiving increasing
attention in skill development
discussions in Australia

and in countries such as the
UK, Canada and Singapore.
Workforce development has
been defined as:

increasing the capacity of individuals
to participate effectively in the
workforce throughour their whole
working life and increasing the
capacity of firms to adopt high

performance work practices.

It encompasses consideration
of the skills and capabilities

of both individuals and the
workforce as a whole, as well
as the way in which employing
organisations re-structure
workplaces and work practices
to make maximum use of skills.

wor kf or ce

devel

The interest in skill development
shown by employers when there is
a clear link with broader enterprise
business goals is well shown

by the recent Workforce Skills
Development approach initiated
by The Australian Industry
Group. This involved a number
of enterprises, incorporating
informal, non-formal and formal
learning activities into strategies
for skilling existing workers in
each enterprise. In each case, the
strategies for skilling individuals
and groups within the enterprise
were linked to the enterprises’
broader business and human

resource objectives and strategies.
18

An important finding was that
enterprises often needed help
to articulate their workforce
skills needs and identify current
workforce skill levels, and that
those with direct access to that

opment

b

approach

kind of help made the most
progress. Although obvious in
hindsight, such assistance has not
been publicly funded, although a
number of training providers have
done this very effectively on a fee-
for-service basis.

This model has the potential to

extend further into the design of
work in ways that make the best
possible use of employee’s skills.

Does this approach have the potential to create new forms of industry leadership, with the
potential to transform the interactions between industry and government?

Does this approach also throw down a challenge to managers, to ensure that employees are
enabled to contribute their fullest to workplace performance?

Will this approach lead to more effective work-based and informal learning?

16 Schofield, K. and McDonald, R. (2004) Moving On...Report of the High Level Review of Training Packages. Brisbane: ANTA
17 Schofield, K. (2003) in Lomax-Smith, J. Skills for the future: the final report of the Ministerial Inquiry. Government of South Australia,

Adelaide.

s Australian Industry Group 2008, Skilling the Existing Workforce Trial Sites and Case Studies Objectives, Experiences and Outcomes

Draft Final Report
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Integrating employment and skills policies

The Workforce Development
approach as practised within
companies raises the question of
whether such a coming-together
of skills and overall work
practices is desirable in public
policy. Until very recently, labour
market policy in both Australia
and the United Kingdom was
characterised by a disjuncture at
strategic and operational levels
between employment policy

(i.e. policies concerned with
helping unemployed or inactive
people into jobs) and skills
policy (i.e. policies concerned
with encouraging individuals
and employers to improve their
skills). In the UK there were also
parallel structures facilitating the
engagement of employers in the
strategic development of policy.

In 2006, the ‘Leitch Report’
into skills in the UK noted
this disjuncture and proposed
that there should be a much

closer relationship at strategic
and operational levels between
employment policies and skills
policies, so that people seeking
work would be equipped with
the appropriate skills and those
skills would be developed further
once they enter the workplace. As
a consequence of the report the
UK Commission for Employment
and Skills commenced operation
in 2008. At an operational level,
a number of local areas are
piloting Integrated Employment
and Skills strategies designed to
bring together the various actors
engaged in the system.

In Australia, ISCs are already
charged with this responsibility,
although a combination of
history and expectations create
difficulties for them in exercising
it. If this were addressed, there

is the potential to redefine and
extend the notion of ‘industry

leadership’.

How might closer alignment of employment and skills policy and strategy influence the role

of ‘industry leadership’ in Australia?

wwAustralian Industry Group 2008, Skilling the Existing Workforce Trial Sites and Case Studies Objectives,

Experiences and Outcome.s Draft Final Report

20 Leitch, S. (2006) Prosperity for all in the global economy — world class skills. London: HM Treasury
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Final comment

The Strategic Industry Forum

on 20 February 2009 is being
conducted to articulate a
collective vision and way forward
on the key skills challenges and
priorities facing industry, to
develop effective mechanisms

for industry leadership and
collaboration with governments
on skills issues, and to identify
means of strengthening cooperation
or formalising

working relationships between
key industry and government
stakeholders. . .or to set processes
in place to achieve them.

The key question could well be:

How can industry and government parties be nimble enough to share the burden
cooperatively, and develop the necessary relationships to bring about the changes that are
needed?

20 These pilots are at a very early stage, so it is not possible yet to gauge success. There is however,
widespread enthusiasm and support for the concept.

SkillsAustralia | 15



This paper was prepared
by Ithaca Group with the
Society for Knowledge
Economics:

¢ Rod McDonald

e Steve Vamos

¢ Sharon Coates

e Andy Smith

e Sue Goodwin

e Christina Boedker
¢ Rob Durie

e Jacqui Fyffe

With assistance
and advice from:

e Paul Byrne
¢ David Hind
e The ISC Forum
e Tom Dumbrell
e Steve Johnson.

SkillsAustralia | 16



