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(1) Introduction

The long-running debate about how to boost UK productivity has occupied successive
governments, with agreement only that it’s a complex problem of many dimensions.

As the UK seeks to recover from the pandemic and to ‘level up’ and boost growth across
the country, the question of how best to catalyse the productivity improvements required
to achieve this comes into sharp focus once more - not least because of rising skill and
labour shortages that risk holding back economic recovery, and the Government’s ambition
of transitioning the UK to a high-wage, high-skill economy.

The Government’s strategy for meeting this challenge is set out in its Plan for Growth,
which outlines proposals to boost investment and improve policy in three key areas:

1 infrastructure
2 innovation
3 skills.

Although there’s broad consensus that these are key priority areas, there’s growing
evidence that improvements to physical infrastructure and increased R&D investment -
coupled with support for key high-tech sectors - are unlikely to be sufficient to achieve the
Government’s ambitions.

Similarly on skills, while plans to reform further education and put employers at the heart
of the system are both welcome and necessary, the Plan for Growth has clear fault lines:

* |ts narrow focus on a few high-tech industries means there’s little attention paid to
addressing the productivity deficit that exists within every sector of the economy
- including those sectors which employ the biggest proportion of workers, such as
services, hospitality and care.

* There is a lack of a credible strategy to encourage and enable more firms, particularly SMEs,
to invest in the technology, people management capability and workforce development
required to achieve economy-wide improvements in productivity. This is necessary to
create more high-wage, high-skilled jobs; address high levels of overqualification and skills
mismatch; and boost incremental firm-level innovation, which, evidence suggests, is just as
important to economy-wide innovation as more radical or disruptive innovation generated
by investment in R&D and the work of scientists and engineers.

The Government does acknowledge the importance of broadening the adoption of technology
across the economy and the role of improving management capability in enabling this in its
Plan for Growth and UK Innovation Strategy. However, its proposals to achieve this through

its Help to Grow Management and Help to Grow Digital schemes, as well as via the existing
business support infrastructure, fall far short of what is required. For example, its £300 million
Help to Grow Management scheme will potentially help up to 30,000 business leaders of small
and medium-sized enterprises (SMEs) over three years, representing a very small fraction of
the almost 1.4 million SMEs that employ people in the UK.

Current government policy on growth and innovation fails to recognise how difficult it is to
encourage business leaders and managers to engage in business improvement, as well as
the type of flexible, high-quality support needed to achieve this.

This paper highlights the various reasons why employers too often fail to invest in
technology, management capability, and skills development, and the difficulty of achieving
business improvement even when business leaders do accept the need for action.
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To address this, there’s the need for a long-term strategy that goes beyond limited small-scale
interventions to one that seeks to enhance the business environment and supports business
productivity improvement at a regional, sectoral and national level. The paper sets out key
recommendations on the policies and investment needed to underpin this type of strategy.

Summary of recommendations for government

« Establish a UK Productivity Commission to develop strategy and policy on improving
business productivity growth.

* Invest £60 million in a bespoke, integrated business support consultancy service
providing SMEs with up to two days of free support a year through the Growth Hub
network in England.

« Commission a review of sector-based institutions, such as Sector Skills Councils and
other sector skills bodies, with a view to improving support for key industries.

« Reform the Apprenticeship Levy into a more flexible training levy to boost employer
investment in skills and engagement with the further education (FE) system.

* Double Acas’s annual budget to £100 million a year to enable it to further develop
its people management advisory services to employers as part of a more progressive
labour market enforcement system.

* |Invest an estimated £100 million a year to increase the number of l[abour market
enforcement inspectors to one per 10,000 workers.

+ Sponsor the creation of a Business and Productivity Forum to help disseminate good
practice, guidance, training and professional qualifications.

* Require the Financial Reporting Council to work with key stakeholders to develop best
practice guidance to improve the consistency and quality of workforce reporting.

We explore these recommendations in depth throughout this paper.

(2) Unlocking UK-wide business
improvement

The UK Government has set out the ambition to build back better after the pandemic and
address regional inequalities through ‘levelling up’ economic growth and opportunity. More
recently, Prime Minister Boris Johnson has highlighted the need for the UK to transition to
a high-wage, high-skill economy that relies less on immigration to address skill and labour
shortages. Whether these ambitions can be realised will ultimately depend on increased
economy-wide productivity growth.

Productivity growth can help offset the skill and labour shortages that surfaced during
2021 as the economy started to recover from the worst effects of the pandemic -
shortages that, longer term, are likely to become more of a challenge due to the UK’s
ageing workforce and more restrictive immigration policy.

Enhanced productivity (for example, through investment in technology and improvements
in management capability to boost worker output relative to inputs/hours worked) can
play a part in helping the UK towards its target of creating a net-zero emission economy
by 2050.

While there have been welcome signs of economic growth during 2021, the strength and
sustainability of recovery is uncertain - not least because the revival in activity is driven
to a very large degree by an increase in household consumption. In contrast, exports and,

Unlocking UK-wide business improvement


https://www.ft.com/content/3f9f6b1f-6716-45e3-9bdd-f49ccdac33dc
https://www.ft.com/content/ac13a974-ef0c-43a4-a777-c6f7e031f6e9
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in particular, levels of business investment - both of which could potentially help boost
productivity - remain well below pre-pandemic levels.

Furthermore, longstanding factors that have contributed to low UK productivity growth
continue to hold the UK back. These include the:

* long tail of low-productivity firms across all sectors (linked to low firm-level investment
in skills)
» poor diffusion of new technology beyond the best-performing companies.

Plan for Growth: aims and challenges

Against this backdrop, the Government’s strategy for kick-starting a sustainable and
inclusive UK recovery as it emerges from the pandemic is set out in its recent Plan for
Growth. To a large degree, the key elements of the plan are very similar to previous
approaches adopted by successive governments to try and catalyse productivity and
unlock greater economic growth. These can be summarised under the three main pillars in
the Plan for Growth:

1 Greater investment in infrastructure
The Plan for Growth sets out proposals to increase capital spending - for example, on
roads, rail and green technologies, while supporting city and regional investment in
infrastructure projects.

2 Greater investment in innovation
Plans to increase innovation centre mainly on increasing R&D investment and
supporting certain high-tech sectors, such as life sciences, fin tech, and the digital and
creative industries.

3 Plans to try and boost the supply of skills to the economy
The Government’s priority is to improve the further education and training system,
including through much greater employer engagement with colleges and universities, as
well as by making tweaks to some aspects of apprenticeship policy.

These three key areas for investment and public policy reform are critical to help boost

UK growth and competitiveness. Major infrastructure investment is of course crucial to
ensuring that our businesses of the future will have the transport, energy, waste, water and
digital networks they’ll need to thrive, while R&D investment will help generate the cutting-
edge ideas, advanced and green technologies that can help power our economy and
transform our society. These are crucial investments in the country’s future.

However, whether greater investment in our physical infrastructure and R&D in themselves
will create the game-changing productivity benefits the UK economy needs is highly
debatable. Similarly, the planned supply-side changes to skills policy fail to address
arguably more substantive problems. These include falling employer investment in skills,
high levels of skills mismatch, and overqualification and poor use of skills within too many
firms because of inadequate HR and people management capability.

These have been the ‘go to’ areas of policy and big-ticket investments used to try
and boost growth by successive governments over the last two decades, with little
evidence that they’ve been sufficient to transform our productivity growth or tackle
economic inequalities.

A growing body of evidence suggests that the benefits of massive spending on physical
infrastructure and breakthrough technology will fail to be optimised unless there’s also
greater investment in support to boost adoption of technology and improve firm-level
management capability across all sectors. Furthermore, it’s arguable that innovation, which

Unlocking UK-wide business improvement


https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/businessinvestment/apriltojune2021provisionalresults
https://industrialstrategycouncil.org/sites/default/files/2020-10/The%20Sectoral%20Landscape%20-%20Research%20Paper.pdf
https://www.cipd.co.uk/knowledge/work/skills/uk-skills-system-report
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https://www.gov.uk/government/publications/build-back-better-our-plan-for-growth
https://www.gov.uk/government/publications/build-back-better-our-plan-for-growth
https://www.cipd.co.uk/Images/industrial-strategy-and-the-future-of-skills-policy_2014_tcm18-10247.pdf
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happens incrementally within firms across the economy, is as important as major research
and development breakthroughs, with the quality of people management being central to

organisational innovation.

Likewise, the levelling-up agenda will be badly undermined if people growing up in poorer
regions have to continue to move to wealthier areas to find higher-skilled, higher-paid jobs
as a result of a narrow focus on productivity and innovation.

(3) Investing in technology and
management capability

Analysis by former Bank of England Chief Economist Andy Haldane and the OECD has
highlighted that productivity growth will be strongly linked to the appetite firms have for
investment in new technologies like Al and robotics.

Furthermore, greater investment in new technology by UK employers will also be
needed to compensate for the UK’s ageing working population and prevent skills and
labour shortages. McKinsey’s report, A Future That Works: Automation, employment
and productivity, observes: ‘While much of the current debate about automation has
focused on the potential for mass unemployment, predicated on a surplus of human
labor, the world’s economy will actually need every erg of human labor working, in
addition to the robots, to overcome demographic aging trends in both developed and
developing economies.’

However, investment in technology alone is unlikely to lead to productivity growth without
complementary investment in management capability and workforce development.
Employees need to be managed effectively and develop new skills if business investment
in technology is to be optimised to boost productivity and wages.

Improving management capability is critical

Haldane’s detailed analysis of the UK’s productivity problems highlighted a lack of
management capability as one reason for poor adoption of new technology and slow
technological diffusion to the long tail of low-productivity firms in the UK. The 2019
Government-sponsored Business Productivity Review noted: ‘Good management is often
the key enabler to driving up firm-level productivity and can be the stepping stone to
businesses adopting other productivity improvements such as digital adoption and better
working practices.’

Analysis by the OECD also identifies low managerial quality as a key factor in curbing the rate
of adoption of new technologies. Recent work by the NIESR on productivity in some low-wage
industries shows that, for the most part, it’s not the differences in capital investment or labour
quality (qualification level) that accounts for productivity gaps with other major economies but,
rather, ‘total factor productivity’ - which captures everything else in the workplace, including
managerial competence, work organisation and skills development.

The importance of management capability to firm-level productivity was further
highlighted by findings from the Office for National Statistics (ONS) Management Practices
survey of 25,000 firms published in 2017.

Analysis of the data found a significant positive link between the presence of more formal
management practices and productivity. The study also found that people management
practices - including performance reviews, managing underperformance, training and

Investing in technology and management capability
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https://www.bankofengland.co.uk/speech/2017/productivity-puzzles
https://www.oecd.org/economy/growth/digitalisation-productivity-and-inclusiveness/
https://www.mckinsey.com/~/media/mckinsey/featured insights/digital disruption/harnessing automation for a future that works/a-future-that-works-executive-summary-mgi-january-2017.ashx
https://www.mckinsey.com/~/media/mckinsey/featured insights/digital disruption/harnessing automation for a future that works/a-future-that-works-executive-summary-mgi-january-2017.ashx
https://www.oecd.org/going-digital/productivity-growth-in-the-digital-age.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844506/business-productivity-review.pdf
https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=ECO/WKP(2018)24&docLanguage=En
https://www.niesr.ac.uk/blog/mind-gap-productivity-uk%E2%80%99s-low-wage-sectors
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/experimentaldataonthemanagementpracticesofmanufacturingbusinessesingreatbritain/2018-04-06
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/experimentaldataonthemanagementpracticesofmanufacturingbusinessesingreatbritain/2018-04-06
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promotion - were the management practices most correlated with productivity. The
improvement of people management practices is also central to efforts to improve
workers’ job quality and wellbeing and create more flexible and inclusive workplaces.

CIPD research shows that the quality of firms’ people management capability among
line managers will significantly determine:

* how inclusive they are
+ the motivation levels, overall wellbeing and job satisfaction of the workforce.

It’s not just the presence of HR policies that matters, but how they are applied that
determines their overall effectiveness. The role of the line manager is critical in this.

This growing body of evidence underlines the critical importance of improving
management capability in order to catalyse and optimise the greater business investment
in new technologies and workforce skills required to boost the nation’s productivity. It’s
also crucial to enable the creation of more high-skilled jobs and address skills mismatch
and high levels of overqualification in the UK by international standards.

The Government’s Plan for Growth and accompanying innovation strategy do both
recognise the need to improve management capability to support the wider adoption
and optimisation of productivity-enhancing new technology across the economy. To
address this issue, the Government has pledged to invest £500 million in its Help to
Grow Management and Help to Grow Digital schemes. However, while these are welcome
initiatives, they are too small-scale to make a significant difference.

For example, the £300 million Help to Grow Management programme will only help
30,000 business leaders over three years, which is highly unlikely to have much impact on
overall UK productivity given almost 1.4 million SMEs employ people in the UK.

(4) Business support via LEPs and
Growth Hubs

The other way the Government intends to support firms to build management
capability and support technology adoption is through reforming LEPs (Local Enterprise
Partnerships), and improving the quality and access to business support schemes they
deliver through Growth Hubs.

The Government hopes these changes, combined with the business support services
offered through Be the Business (discussed below), Scottish Enterprise agencies, the Welsh
Government and Invest Northern Ireland, will be sufficient to tackle the UK’s management
capability and technology adoption deficit.

However, a closer examination of the business support offered at a local level - for example,
through LEPs in England - suggests that there’ll need to be very significant improvements to
the services available to firms if they’re to achieve what’s expected of them.

Business support via LEPs and Growth Hubs


https://www.gmgoodemploymentcharter.co.uk/media/1494/soft-skills-in-hard-times_why-good-people-management-matters-more-than-ever.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/486500/BIS-15-704-UK-skills-and-productivity-in-an-international_context.pdf
https://www.gov.uk/government/publications/build-back-better-our-plan-for-growth
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/923565/2020_Business_Population_Estimates_for_the_UK_and_regions_Statistical_Release.pdf
https://www.lepnetwork.net/local-growth-hub-contacts/
https://www.bethebusiness.com/
https://www.scottish-enterprise.com/
https://gov.wales/
https://gov.wales/
https://www.investni.com/
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Improvements needed to the business support services available to firms

CIPD research evaluating the Strategic Economic Plans and the Skills and Employment

Plans of 15 Local Enterprise Partnerships found that there was, overall, very little focus on
raising management capability at a regional level, and limited available help for firms to
improve their practices.

Exceptions included evolving efforts - for example, in Manchester, Liverpool and London,
creating local good employer charters as a way of championing the importance of people
management and development. However, such initiatives take time to gain traction and
require effective marketing and business support services to boost wider uptake and
impact beyond the ‘good’ employers that are naturally attracted to such initiatives.

A more recent research report published by the Gatsby Foundation into the provision and
quality of business support services provided through LEPs via the Growth Hubs found
extreme variability in both the scope and scale of business support services. Furthermore,
the research found no clear pattern in the nature of the business support offered in an area
relative to local economic need. It also showed huge variety in the budget and delivery
model for business support services.

The analysis identified the two nationally funded programmes designed to boost SME
productivity and growth which are typically promoted via the Growth Hub network:

1 The BEIS Business Support Helpline, which provides a phone and web-chat service to
assist with basic enquiries, often signposting to Growth Hubs and other services.

2 Be the Business, a publicly funded initiative designed to help organisations improve
their productivity, established in 2018, provides online resources (such as tools and
digital learning courses) on leadership, voluntary mentoring (by experienced business
managers), and online peer networking. Since it was set up in 2018, only about 15,000
business leaders across England have benefited through its formal programmes where
available, which suggests its capacity to support economy-wide improvements in
management capability and technology adoption will be extremely limited.

(5) Lack of co-ordination undermines
FE reforms

The Gatsby report also highlights a lack of co-ordination across the LEP network of:

+ ‘demand-side’ business support (designed to improve management capability and
business innovation)
« ‘supply-side’ skills policy (designed to ensure workers have the skills businesses require).

For example, it found typically poor links between Growth Hubs and local FE colleges,
and limited evidence that Growth Hubs prioritise skills and workforce development (with
some exceptions, such as the Greater Manchester Skills brokerage). The analysis suggests
that most FE engagement with employers is transactional, involving tasks like placing
apprentices, and does not involve dialogue about their business model or strategic
growth ambitions.

‘Pump-priming’ business support
A system that really puts employers at the heart of the further education provision should
include ‘pump-priming’ business support to help firms depending on their particular needs:

Lack of co-ordination undermines FE reforms
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https://www.gov.uk/business-support-helpline
https://www.bethebusiness.com/
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* upgrade their business growth strategies
* improve their people management and development capability
* adopt and optimise the benefits of new technology.

This type of improved business support would:

* help firms establish the type of workforce skills development they need to boost growth
and productivity

* enable employers to engage more strategically with education providers on their skills
requirements as they evolve

« dovetail with the work of any new college business centres as they emerge

* help many more firms engage far more meaningfully with the further education system

+ support the development of functioning local skills ecosystems, which can help create
higher-skilled and better-quality jobs by better matching the supply of skills and the
demand for skills, combined with a much stronger focus on improving how skills are
utilised in the workplace.

It is hoped that the BEIS-led review of national and local business support - including
through the Growth Hubs - recommends greater investment in business support on
management capability and technology adoption, and improved co-ordination between
demand- and supply-side skills policy. In addition, there needs to be a more consistently
delivered and standardised business support offer that recognises the common obstacles
that businesses across all sectors face in taking steps to try and boost their productivity,
growth and competitiveness.

(6) The journey to change will be
different for every firm

The type of business support on offer - and how it’s delivered - is also likely to be critical
to its success. Business change won’t always be strategic; it’ll sometimes start with a
more transactional requirement in response to a specific problem. However, the value of
this sometimes basic first step to business improvement should not be underestimated,
as it can get business leaders and managers thinking differently about the business and
its priorities. Even small changes - to management practices, for example - can have
significant positive effects in their own right.

This point has come through from a number of CIPD-run pilot programmes providing an
amount of free (up to two days per firm), high-quality HR consultancy support for small
firms. It was also referenced by the Government’s 2019 Business Productivity Review,
which observed: ‘Relatively basic practices such as implementing management best
practice and making best use of technology are likely to have a big impact in businesses
with low productivity.

Holistic business support consultancy service needed

The CIPD pilots showed that the transactional people management support typically
needed by small firms (such as ensuring there are written terms and conditions of
employment or job descriptions in place) can have a positive impact on performance. For
example, owner-managers were more likely to report their organisation being better or
much better than similar firms in their sector on measures of workplace relations, labour
productivity and financial performance after using the People Skills HR support service

The journey to change will be different for every firm
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than they were prior to using it. The People Skills service was also flexible, providing
both transactional and more transformational support (such as management training)
depending on what intervention/s were needed in relation to the maturity of the firm.

These pilots highlighted that a flexible, consultancy model of business support is
particularly valued by owner-managers of small firms because:

* it’s easy to access
* it provides a bespoke diagnosis of the key business challenges small firms face
it develops targeted, context-specific support or training.

In contrast, off-the-shelf business support offers with fixed curriculums and/or those
requiring lengthy time investment on the part of business leaders and managers (to either
access or benefit from) are unlikely to be as attractive.

Of course, besides providing firms with access to high-quality HR and people development
support, there’s also a need to provide support and expertise on other key areas firms
need to invest in to boost productivity, such as digital technology and automation.
However, whether firms understand - and take steps to address - their skills development
needs (to ensure their people are trained to fully utilise new technology) will also depend
on their people management and development capability.

This is why the CIPD believes there’s a need for an integrated business support consultancy
service encompassing advice on business models and product market strategies, people
management and development, digital technology, Al and automation. This would be
delivered in England through the Growth Hubs, providing SMEs with up to two days of free
consultancy support, which would be promoted by key stakeholders and trusted networks
like local councils, chambers of commerce and sector and professional bodies. The high-
quality - but limited - free support would be designed to ‘pump-prime’ the market and
boost demand among more employers for greater investment in management capability,
technology and workforce skills development.

The CIPD’s People Skills pilots showed there’s very little deadweight associated with this
type of support, with a large majority of the participating firms never having invested in
professional HR support previously. The pilots also showed that providing a limited amount
of free support can help encourage firms to invest further once they’d experienced the
value of capability-building.

This type of business support would also enable and encourage more businesses to
engage meaningfully with their local further education college to help shape the design of
training courses and qualifications to address skills mismatch and create more high-skilled
roles in local communities. This is key to improving opportunity and ‘levelling up’.

The CIPD estimates that such a holistic, integrated business support consultancy service
based on the flexible People Skills delivery model could be established in England in every
Growth Hub at an overall cost of about £60 million a year and could service up to 40,000
firms annually in England alone. Properly promoted, the service could, over five years,
potentially reach up to 200,000 businesses. Consequential funding for Scotland (£5.8
million a year), Wales (£3.4 million a year) and Northern Ireland (£2 million a year) would
enable investment in similar interventions in the devolved nations.

The journey to change will be different for every firm
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However, significant further steps need to be taken to boost demand for this service and
incentivise and enable more firms across the economy to invest more time and resources
in management capability, technology and workforce development.

Recommendations

¢ Invest £60 million in a bespoke, integrated business support consultancy service
providing SMEs with up to two days of free support a year through the Growth
Hub network in England.

* Provide consequential funding for Scotland (£5.8 million a year), Wales (£3.4
million a year) and Northern Ireland (£2 million a year) to enable investment in
similar interventions in the devolved nations.

@ Why firms don’t invest in
improving performance

One of the difficulties all business support services face in helping firms improve their
management practices is a lack of demand for these services among companies - even if
they’re very low cost or free.

This is because of what can be described as ‘demand-side’ inertia. It’s often held that, if
investing in management capability and skills development was so valuable to firms, they’d
of course do it for themselves. Too often this does not happen.

There are a number of reasons for this demand-side market failure:

1 Firms often over-rate their productivity

CIPD research into firm-level productivity shows that business leaders typically over-
rate their organisation’s productivity relative to peers, with the majority believing their
organisation is already more productive than competitors. This false confidence is likely
to undermine organisations’ appetite for investment in new technology or in improving
people management and workforce skills development.

2 People management issues are often overlooked

Even when business leaders are looking to improve or invest in their business, they

may not accurately recognise the weaknesses in management capability that need to

be addressed. For example, people management issues are often overlooked or under-
prioritised even though the evidence suggests these are the management practices

most correlated with enhanced firm-level productivity. The Government’s 2019 Business
Productivity Review noted that ‘UK SMEs compare particularly unfavourably internationally
on people management, which is the factor most correlated to productivity. Leadership and
management practices therefore represent one of the greatest opportunities for firm-level
productivity growth in the UK.’

However, CIPD research shows that small-firm owner-managers often don’t understand
why they need to develop their people management skills until they’ve had their first
conversation with an experienced HR consultant. Too often, business leaders and managers

Why firms don’t invest in improving performance


https://www.cipd.co.uk/Images/productivity_2015-getting-best-out-of-people_tcm18-10313.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844506/business-productivity-review.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844506/business-productivity-review.pdf
https://www.cipd.co.uk/knowledge/strategy/hr/hr-capability-small-firms
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lack awareness of the people factors underlying poor business performance. This means they
typically only ever reach the point of looking for help when they hit a significant problem or
crisis - such as a major staff conflict, employee absence issue or tribunal claim against them.

Owner-managers of small firms are also very time- and resource-poor; they struggle to
find the capacity and money to invest in business improvement activities even if they do
recognise the need to.

3 Sustainable change is hard to achieve

Even when business leaders want to take action to upgrade their business strategies and
invest in new technology, management capability or workforce development, achieving
sustainable change is difficult to achieve. The 2019 Business Productivity Review, jointly
undertaken by the Department for Business, Energy and Industrial Strategy (BEIS) and HM
Treasury, summarised the steps firms need to go through to initiate and embed change
through the four stages of the business change cycle:

1 realisation that a change is needed

2 assessment of the costs of change and associated outcomes, quality and value of
change, and of the business support available to help identify solutions

3 navigation of the business support environment to find advice, or new services and
products, to deliver the desired change

4 embedding the change in the business to realise the benefits, which may require strong
leadership and staff training.

This process underlines how difficult achieving sustainable business change and improvement
is, and why it simply won’t happen for most firms without significant assistance.

Together, this analysis suggests there needs to be a coherent national strategy to improve
the business environment and build greater demand among many more employers to
invest in business improvement that goes beyond a place-based approach.

Sector-based support to boost
productivity

A key element of this strategy would be to develop stronger sector institutions to
collectively engage and support employers within industries facing similar challenges in
productivity, growth and workforce issues, such as skill or labour shortages.

CIPD analysis of ONS data (Figure 1) shows a wide spectrum of productivity performance
between the lowest-performing and highest-performing companies within every sector.
This data shows clearly the productivity growth potential that could be achieved across
the economy if the productivity performance of bottom quartile firms within every sector
across the UK could be raised to at least the median level of their industry.

Analysis by the recently abolished Industrial Strategy Council emphasised the need for
government to take steps to boost productivity at a sector level, including among large,
low-pay service sectors like retail, hospitality and care. It concluded: ‘Services matter and
require policy attention due to their sheer scale, their often-lagging productivity, and the
difficulties they face in the aftermath of the Covid-19 outbreak. But they are also crucial
because of their increasing importance to the manufacturing industry, their growing export
potential, and the significant non-quantifiable benefits they provide (e.g. care sector’s role
in wellbeing, or creative industries’ role in UK’s international soft power).’

Sector-based support to boost productivity


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/844506/business-productivity-review.pdf
https://industrialstrategycouncil.org/sites/default/files/2020-10/Effective%20Policy%20Approaches%20-%20Research%20Paper.pdf
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Figure 1: Average labour productivity and percentiles by industry sector, firm weighted,
current price, 2018

GVA per worker (£)
SIC section /2% 0K 20€ 40C 60K 80K 100K 120K 140K 160K 180K 200K 220K 240 260K 280K 300K 320K 340K 360K 380K
Accommodation and food service activities 00—
Human health and social work activities * —0- —
Other service activities —00-00——
Education ¢ 00— —
Wholesale and retail trade; repair of motor vehicles and motorcycles *- —0—0— Percentile
Arts, entertainment and recreation - — W oth percentile
Transportation and storage * ¢ — 25th percentile
Agriculture, forestry and fishing ¢ —r—(—— l 50th percentile (median)
Administrative and support service activities ¢~ —0r— — 75th percentile
Real estate activities ~-r—r—— 90th percentile
Construction *~——— — 1l Mean a6vaper worker
Manufacturing *——— —
Water supply; sewerage, waste management and remediation activities *r— — —o
Professional, scientific and technical activities *—r—r———
Information and communication *—r———t—
Mining and quarrying [ - ']
Electricity, gas, steam and air conditioning supply : —l—

20K OK 20K 40K 60K 80K 100K 120K 140K 160K 180K 200K 220K 240K 260K 280K 300K 320K 340K 360K 380K

GVA per worker (£)

Source: ONS (2020) - Firm-level labour productivity estimates from the Annual Business Survey (ABS): summary statistics.
Data has been sorted on the median (blue dot).

This point is also made in a recent paper by the Institute for Government, Productivity:
Firing on all cylinders. Its author, former government adviser Giles Wilkes, cautions that
the Government should resist the temptation to put all their emphasis on the cutting-edge
industries of the future. He observes that, ‘There may be good economic and other reasons
to bring special attention to technological challenges, but technological intervention can
play only a small part in addressing the productivity gap. At least as important will be steps
to lift the performance of less productive service industries, such as retail, administration,
hospitality and transport. Innovation is just as relevant to these sectors as any other.’

Sector bodies can help highlight common areas where there need to be greater investment
and capability-building among employers across an industry, such as how to address
current and future workforce skills and management capability issues. They could also play
an important role in signposting employers to their nearest place-based source of business
consultancy support, which would help build demand for these services and boost the
number of firms that benefit.

Effective sector bodies that meaningfully engage large numbers of organisations can
also support the Government’s ambition to put employers closer to the heart of the FE
system and join up supply- and demand-side skills policy. However, as discussed above,
this requires organisations to have a more sophisticated understanding of their skills
development needs in the context of changes to business strategy or investment in
technology, or in response to external factors like increasing skill or labour shortages.

Review sector institutions to understand what works (and what doesn’t)
Forthcoming CIPD research exploring how firms in a number of low-wage sectors

are trying to address skill or labour shortages shows that very few are planning to

invest in technology in response to these challenges. In addition, they are often not
utilising progressive HR and people management practices - for example, to make their
recruitment practices more inclusive or to create more flexible working practices to boost

Sector-based support to boost productivity


https://www.instituteforgovernment.org.uk/sites/default/files/publications/productivity-restoring-growth.pdf
https://www.instituteforgovernment.org.uk/sites/default/files/publications/productivity-restoring-growth.pdf
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their ability to attract and retain a more diverse workforce. Without external support,
these firms simply don’t have the capacity or knowledge to invest more strategically in
technology or people management practices.

Currently, the sector institutions that support different industries are highly varied, ranging
from those based on the now-defunct Sector Skills Councils and groups of employers linked
to the previous government’s sector deals. The level of professional support and the degree
of meaningful employer engagement provided through these bodies inevitably varies.

To address this, there should be a review of these sector institutions to understand where
they work well, and where the weaknesses and gaps are. This review should:

+ consider the core function the services sector bodies should provide, and the sectors
that most require this type of institutional support

* investigate whether they require additional public funding to allow them to play a
strategic role in building sector-wide capability through stimulating greater investment
in management and workforce development and wider adoption of new technology.

Key upgraded sector bodies could then be set targets to raise overall productivity within
their industry, with government support contingent on them having a focus on developing
people management and development capability and supporting technology adoption.

Recommendations

The Government should commission a review of sector-based institutions such as
Sector Skills Councils and other sector skills bodies with a view to improving support
for key industries.

(9) Enhancing the labour market
enforcement system

Another central leg of a coherent strategy to boost economy-wide improvements to firm-
level productivity should be a much more progressive labour market enforcement system.
This would focus as much on supporting firms to comply with regulation and raising
employment standards overall, as it would on holding employers accountable for breaches
through penalty notices and fines.

This view is supported by evidence from recent research by the Warwick Institute for
Employment, which shows a link between job quality and productivity and also finds that
this correlation is stronger for bad work and poor productivity. It suggests that the focus
on productivity initiatives should be on lifting more poor-quality work closer, at the very
least, to the average level.

A reformed labour market enforcement system is the ideal vehicle for this purpose, with
the scope to influence employer behaviour across the economy. A recent CIPD research
paper, Revamping Labour Market Enforcement in the UK, outlines the reforms needed to
achieve this and ensure that the forthcoming creation of a Single Enforcement Body (SEB)
meaningfully improves the system.

Enhancing the labour market enforcement system


https://d1ssu070pg2v9i.cloudfront.net/pex/pex_carnegie2021/2020/01/05125116/Can-good-work-solve-the-productivity-puzzle-FINAL.pdf
https://d1ssu070pg2v9i.cloudfront.net/pex/pex_carnegie2021/2020/01/05125116/Can-good-work-solve-the-productivity-puzzle-FINAL.pdf
https://www.cipd.co.uk/knowledge/fundamentals/emp-law/employees/labour-market-enforcement-uk#gref
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Specifically, it sets out of a range of recommendations on the changes needed to
transform the system to one that:

* significantly improves how employment rights are enforced (including increasing the
number of labour market enforcement inspectors to one per 10,000 workers)

* supports compliance by providing enhanced advice and support on people
management so that fewer employers breach employment regulation due to a lack of
knowledge or capability.

On the latter point, the key recommendations are that the Government should:

* Double Acas’s budget to boost its ability to advise small employers and individuals
on people management, workplace conflict and employment rights. SEB inspectors
should be allocated on a regional as well as sectoral basis to work locally with Acas and
local business advisers (for example, accountants) to ensure that local employers and
their staff are made fully aware of relevant employment legislation and rights and are
supported to deliver them effectively. Acas advisers could also refer employers to a new
integrated consultancy service situated in every Growth Hub to continue their business
improvement journey.

* Give Acas the resources to provide a free annual HR ‘MOT’ to small firms with fewer
than 50 staff. This could potentially reduce their liability in any subsequent claim against
them at an employment tribunal. However, this would need to be consulted on and
developed.

* Reinstate the ability for employment tribunals to make wider recommendations to
employers to improve their people management practices; this should cover all aspects
of employment rights - not just equality issues. The employer would be required to work
with Acas or a professionally qualified HR adviser to improve their people management
practices. The SEB or other relevant enforcement body, such as the HSE or EHRC, would
be responsible for following up these orders to monitor compliance, with power to fine
employers not meeting their obligations.

The carrot and stick of progressive labour market enforcement

A progressive labour market enforcement system, as described above, has the potential
to both significantly help boost demand among employers for investment in people
management capability over time and reduce the proportion of workers whose
employment rights are breached. This is because it combines the carrot of the provision
of a limited amount of free high-quality advice and support, and the stick of the threat
of enforcement action and fines if action is not taken. It’s also likely to have more reach
across the economy than any other policy mechanism for improving firms’ management
capability (see Figure 2).

Acas advisers could also play a role in referring employers to an improved business
support consultancy service provided via the Growth Hubs to encourage them to continue
their business improvement journey.

This model, based on insights from the CIPD’s People Skills HR pilots, indicates that

the level of HR capability within firms varies depending on their size and maturity, and,
consequently, so do their business support needs. This highlights the need for policy-
makers to consider in a much more nuanced way the type of business support offered, and
how it’s delivered if it’s to be effective.

The CIPD’s HR support pilots for small firms, referenced previously, suggests that a
focus on supporting small firms to comply with employment regulation is likely to have

Enhancing the labour market enforcement system
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Figure 2: Improving job quality and workforce productivity

Types of HR support and capability/maturity level

Size of business Policy instruments
A A A A
* UK Corporate Governance Code
* Human capital reporting
(Companies Act)
Public listed companies Strategic HR
Information and
Consultation
Development of HR Regulations
Large employers and analytics
250+ employees
8,000 businesses Gender Pay
0.6% of employers Gap Reporting
46% of employees Regulations Help to Grow
o . Management/Digital
Investing in Ieade.r.?hlp and peopl'e 11P/Be the Business
management capability/HPW practices
Medium-sized employers Good V\éirakrtsetfsndards/
50-249 employees
38,000 businesses
2.7% of employers
15% of employees Development of core HR processes and
people management capability LEPs/Growth Hubs

Micro and small firms
1-49 employees

1.37 million businesses
97% of employers
Y 38% of employees

business support

CIPD People Skills pilots/
Acas advisory services

Enforcement

Employment and health and safety regulation

P« Employment tribunal system
* HMRC/HSE

A

productivity benefits. They found that typical people management capability in most small
firms employing up to 50 people is very low, with indications that many struggle to comply
with some aspect of employment regulation. The findings from the pilots suggested

that the provision of basic HR support, such as ensuring there were written terms and
conditions of employment and consistent processes for recruiting staff, could help support
improvements to firm-level performance. Furthermore, this type of transactional support
can help owner-managers start to think more strategically about how they recruit, manage
and develop staff. Professor Carole Atkinson, who led the evaluation of the pilots, observed
in a recent paper that the 'HRM needs of SMEs may often be basic, but their resolution can
be transformational, and stimulate a more strategic orientation towards HRM issues’.

Recommendations

* The Government should increase the number of labour market enforcement
inspectors to one per 10,000 workers.
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* The Government should double Acas’s annual budget to £100 million a year to
enable it to further develop its people management advisory services to employers.

Improving workforce reporting
quality

Improving the labour market enforcement system is likely to have the greatest effect on
the behaviour of those SMEs that have no - or limited - HR and people management
capability. However, an economy-wide strategy to boost investment in management
capability and workforce investment needs to reach and influence larger firms as well.
Policy to enhance the standard of workforce reporting can play a role in encouraging

Improving workforce reporting quality
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larger firms, which have more sophisticated HR capabilities, to invest more effectively in
their workforces.

Human capital management (HCM) information is key to businesses identifying which
workforce investments will drive long-term value for different stakeholders - including
their employees, as well as managing risks to both staff and the business linked to the
poor management of people.

For example, data on the demographic profile of the workforce at different levels -

on training and development, recruitment and staff turnover costs, and employee
engagement, linked to information on firm performance - can indicate where and how
investment in people can add value.

This type of information can give investors key insights into whether boards view the
workforce as a strategic asset, and how value is maintained, and risks mitigated.

Just as importantly, this information can provide workers with information on the:

« extent to which an employer values their workforce
+ steps taken to improve inclusion and diversity
+ steps taken to invest in their training and development and wellbeing.

The importance of this type of information was also highlighted in the Financial Reporting
Council’s (FRC) report on corporate culture, which explored how organisations can create
cultures that ensure employees have effective voice and can speak out on their concerns,

and support sustainable performance.

Unfortunately, the quality of external workforce reporting among UK-based publicly

listed companies is, overall, mediocre at best, despite some exemplary companies. A
recent assessment of workforce reporting among FTSE firms by the FRC’s Reporting Lab
highlighted that there was a lack of consistent disclosure on workforce matters, and that a
gap remains between the reporting investors are looking for and what is being disclosed.

The CIPD is currently working in partnership with the Pensions and Lifetime Savings
Association on a project exploring the quality of workforce reporting post-COVID-19

and how to improve this area of practice. What seems clear is the need for guidance to
ensure greater consistency of reporting to ensure that essential data - for example, on the
diversity and make-up of the workforce; employee relations and wellbeing; reward; training
and development - is always presented.

Recommendations

The Financial Reporting Council should work with key stakeholders to develop best
practice guidance to improve the consistency and quality of workforce reporting.

Improving workforce reporting quality


https://www.frc.org.uk/getattachment/3851b9c5-92d3-4695-aeb2-87c9052dc8c1/Corporate-Culture-and-the-Role-of-Boards-Report-of-Observations.pdf
https://www.frc.org.uk/getattachment/59871f9b-df44-4af4-ba1c-260e45b2aa3b/LAB-Workforce-v8.pdf
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(1) Skills policy reform

This paper has primarily been concerned with the demand side of skills:

* how to raise employer demand for investment in skills and improve people management
and development capability to ensure people’s skills are used more effectively in the
workplace.

It’s highlighted why this is so important in the context of the Government’s Skills for

Jobs white paper to meet the objective of putting employers at the heart of the further
education system. It’s also suggested the business support improvements needed to make
this happen.

However, it’s clear there’s also a need for significant changes to the supply side of skills
policy to improve workplace productivity. Although there is not space here to explore skills
policy in detail, two areas in particular require urgent attention in the context of a strategy
to improve workplace productivity:

1 Improved careers advice and guidance

Effective careers advice can ensure that there’s a better fit between the qualifications
and skills people have and the jobs available, which evidence finds can help improve
productivity. For example, the OECD has found ‘that the UK could improve its productivity
by 5% or more if it reduced the level of skills mismatch to that of high performing
international competitors’.

However, despite its importance, evidence suggests that the quality of careers advice

and support for young people in the UK is inadequate. Forthcoming CIPD research shows
that the overall quality of careers advice and guidance for about half of young people
while at school is either poor or non-existent. It also found that, while most young people
received support on applying for university, only 3% received help to understand the
labour market, jobs and salaries. Likewise, just 1% received support or help on applying for
an apprenticeship while at school, even though a majority of those who went on to attend
university said they would have been open to this route instead.

To address this, the CIPD is calling for the Government to invest an additional £23 million a
year to ensure that all year 11 students have had at least one face-to-face career guidance
session. Evidence suggests that the longer-term return on this investment would be
significant. Research commissioned by the Careers and Enterprise Company suggests

that, for each £1 the Government invests in personal guidance, it should be confident of
recouping at least £3 and, most likely, much more.

2 Apprenticeship Levy reform

There’s a pressing need to reform the Apprenticeship Levy into a more flexible training
levy to encourage and enable employers to use the funding for a wider range of skills
development and training, as well as apprenticeships.

CIPD analysis finds that the Apprenticeship Levy has failed on every measure, with data
showing that, since its introduction, there’s been a reduction in total apprenticeship starts
and in the number of apprenticeships going to young people. There’s also been a fall in
the number of small firms using apprentices and in overall employer investment in training,
which the levy was supposed to boost.

Skills policy reform


https://www.oecd.org/economy/growth/Skill-mismatch-and-public-policy-in-OECD-countries.pdf
https://www.careersandenterprise.co.uk/media/wa1dsjc2/partial_roi_estimation_for_personal_guidance_-_chris_percy_2020_vpublic.pdf
https://www.cipd.co.uk/about/media/press/010321apprenticeship-levy-reform-budget#gref
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CIPD research suggests that a more flexible training levy would help:

* boost employer investment in skills
« foster employer engagement with further education colleges
* support workplace productivity improvements.

Data from the CIPD’s summer 2021 Labour Market Outlook survey of 2,000 employers
found nearly three in ten (28%) large employers with 250 or more staff reported that

this change would boost their engagement with FE providers. Levy flexibility would help
employers fund their employees through training in further education colleges, as many
technical and vocational courses are not apprenticeships. This change would ensure
funding is better tailored to both employer and learner needs, and help meet the ambition
of the Government’s Skills for Jobs white paper to put employers at the heart of the skills
system.

Previous CIPD survey data finds that this policy change would support efforts to improve
firm productivity. This showed that nearly half of large employers report that reforming the
levy to a more flexible training levy would help them improve workplace productivity and
business performance to either a great (23%) or moderate extent (23%). Just 13% of large
firms employing 250 or more staff said that reforming the levy in this way would have no
impact on productivity or performance.

Recommendations
» Reform the Apprenticeship Levy into a more flexible training levy.

» Government to invest an additional £23 million a year to ensure that all year 1
students have had at least one face-to-face career guidance session.

@ Developing a coherent UK
productivity strategy

This paper has set out the case for a long-term strategy to enhance business improvement
and workplace productivity and the type of policies that would underpin this.

Given that different areas of policy - such as innovation, economic growth, employment,
labour market regulation, and skills (both supply- and demand-side) - are interdependent,
this strategy would need to be informed by the Government with input from different
departments and key external stakeholders to ensure that a systemic approach is adopted.

Data from the OECD demonstrates that policy decisions that are well informed by
evidence and analysis, and underpinned by community understanding, are more likely

to be successfully implemented and to achieve good outcomes than those that are not.
However, in the UK, ‘the policymaking and implementation framework is institutionally
complex and frequently changes with the political cycle’, according to conclusions in a
new paper, The UK’s Industrial Strategy: Learning from the past? The paper goes on to
observe that, rigorous evaluation of evidence and a subsequent mechanism for learning
from outcomes are not institutionally embedded into the process. The practice of engaging

Developing a coherent UK productivity strategy
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stakeholders and incorporating consultations from expert groups and relevant interests is
done haphazardly, with little understanding as to how the information derived from these
discussions are actually incorporated into the policymaking process.’

Consequently, to address these weaknesses, there’s a strong case for the development of a
UK Productivity Commission to ensure that strategies and policies to improve the country’s
productivity are developed with input from across government and other key stakeholders.
This would combat the risk of policy development happening in political or departmental
silos and improve systemic thinking about both challenges and solutions over longer time
horizons than the political cycle. To function effectively, it would need to be independent
of government but have a ministerial sponsor and established for the long term, with terms
of reference jointly agreed by government and members of the commission.

The Productivity Commission’s first task, once established, would be to undertake a broad
review of policies that are material to productivity, and develop an economy-wide strategy
to boost productivity growth.

Disseminating best practice

The creation of a Productivity Commission and a coherent strategy to enhance
business improvement and workplace productivity, underpinned by the right policies
and investment, would dovetail well with a more co-ordinated drive to improve and
disseminate good practice.

This could be developed through the formation of a Business Productivity Forum, which would:

* represent business bodies, professional institutions and associations, and trade unions
* have a core purpose of supporting the work of the Productivity Commission.

Collectively, bodies like the Confederation of British Industry, the British Chambers of
Commerce and the Federation of Small Business, together with organisations like the
CIPD and Association of Chartered Certified Accountants, reach and influence hundreds of
thousands of businesses every year.

They can highlight the business case for greater investment in new technology,
management capability and workforce skills, and provide the knowledge on how to do this
through guidance and training and embedding professional qualifications and standards.

The development of a Business Productivity Forum could help these bodies collectively
collaborate and work together with the Government on evidence-based productivity
growth priorities to maximise impact and prevent duplication of effort.

This forum, supported by a small government-funded secretariat with a rotating chair
drawn from members, could be used to feed into public policy development at an early
stage, and to collectively agree priorities and joint campaigns to improve practice.

Recommendations

* The Government should establish a UK Productivity Commission to develop strategy
and policy on productivity growth.

* The Government should sponsor the creation of a Business Productivity Forum to
help boost productivity and disseminate good practice.

Developing a coherent UK productivity strategy
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@ Conclusions

This paper suggests that there needs to be a major rethink in how to boost productivity growth
in the UK. It highlights evidence showing why the current narrow focus on boosting investment
in infrastructure and R&D and in certain high-tech sectors and industries is unlikely to be
sufficient in itself to boost overall productivity or address regional economic inequalities.

A growing body of evidence suggests that unless far more firms improve their
management capability (particularly on people management) or invest in technology or
workforce skills development, efforts to lift the country’s productivity will continue to face
a strong headwind. Greater investment in these areas is also key to:

* supporting economy-wide innovation
* creating better-quality and higher-paying jobs
+ fostering flexible and inclusive workplaces.

The Government’s Plan for Growth and accompanying innovation strategy both identify the
importance of improving productivity and innovation across the economy by supporting
improvements to management capability and the adoption of new technology. But its
policies to achieve this are small-scale and inadequate relative to the challenge. Likewise,
its proposals on further education reform, while positive, fail to address more substantive
failings in the skills system.

At the heart of the challenge of addressing firm-level productivity is how hard it is to
encourage, incentivise and enable businesses at scale - particularly, but not exclusively,
SMEs - to take steps to improve their productivity.

A combination of complacency, lack of knowledge about their own weaknesses (with
people management a particular Achilles’ heel), and a lack of time and resources, act to
prevent too many business leaders from investing in (and improving) their companies.
Even where there is the recognition of the need to act and the will to do so, achieving
meaningful improvement is very difficult to achieve without effective support.

To address this, the paper concludes that there’s the need for a UK-wide productivity
strategy to enhance the business environment and build greater demand among many more
employers to invest in the management capability, skills and technology needed to boost
performance.

It suggests that the creation of a Productivity Commission could help inform the
development of a more cohesive workplace productivity strategy and policies. This type of
body could ensure there is a more systemic approach to addressing the UK’s productivity
challenge which recognises the interdependence of policies on innovation, economic
growth, employment, employment relations, labour market regulation and skills.

The paper makes some specific policy recommendations on the type of policies that would
be required to underpin this strategy and to drive demand for more employers to invest in
business improvement. These include the development of enhanced, accessible and flexible
business consultancy support at a regional level and improved sector-based support to
increase employers’ capability and appetite for business improvement.

Perhaps the greatest lever to address the demand-side failure by firms to invest more
in people management is through a revamped labour market enforcement system with
a much stronger focus on supporting employers to comply with regulation and driving
up employment standards. Evidence suggests that fairly basic changes to employers’

Conclusions
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Unlocking business improvement: overcoming obstacles to workplace productivity growth

people management practices to support compliance with employment regulation can in
themselves help increase firm productivity.

The recommendations would require additional investment from the Government of

around £200 million a year. However, the potential return is high over time. The Business
Productivity Review estimated that boosting the productivity of the UK’s small and medium-
sized businesses to match that of Germany could add up to £100 billion to our economy. The
Institute for Government has estimated that the productivity slowdown between 2008 and
2018 equates to a loss to the UK economy of £300 billion, highlighting the potential value of
even marginal improvements to workplace productivity across the economy.

Policy-makers are comfortable making big bets on productivity-enhancing investments in
physical infrastructure, such as the £100 billion latest estimated cost of HS2, or increasing
R&D spend to 2.4% of GDP. The analysis in this paper suggests that there is an equally
strong case for additional, relatively small-scale investment to help raise firm-level
productivity across the economy. There would need to be a long-term commitment to a
workplace productivity strategy, given that significant benefits would be unlikely to be
realised for at least five to ten years; however, this would be a shorter timeframe than the
return on many investments in major physical infrastructure

The alternative is that the Government simply waits and relies on enhanced R&D
investment paying dividends in the form of game-changing scientific or technological
breakthroughs or the potential benefits of projects such as HS2 starting to come through
in the 2030s. Given UK governments have broadly relied on the same ingredients to boost
productivity growth for the last two decades with disappointing returns, it could be a long,
unproductive wait.

Conclusions
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