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1. This project aims to provide guidelines for the design of effective strategies to upgrade the 

demand for labour and skills within local economies in order to raise competitiveness and improve the 

quality of local employment. The project builds on the lessons from LEED‟s project on Designing Local 

Skills Strategies (LSS), and focuses on the following aspects of skills-demand management:    

 Building the knowledge base. 

 Raising productivity and skills levels in local industry. 

 Upgrading the competences of the labour force to maximise economic growth and social 

inclusion.   

2. The LSS study showed that better and more sustained employment outcomes can be obtained if 

investments are made not only on the supply of skills but also the demand for skills. Employment agencies, 

together with education and training institutions and others, can play an important role in helping localities 

move towards a „high skill equilibrium‟(see Figure 1). Collaboratively, they need not only to better adapt 

the supply of skills to the demands of the local economy but also to improve local skills utilisation through:  

providing incentives for employers to invest in new technology, helping local enterprises to identify 

weaknesses in their production processes, promoting effective and innovative forms of work organisation, 

facilitating technology transfer and encouraging uptake of training for both managers and workers. By 

improving both productivity and skills level employers will maximise the utilisation of the local pool of 

talent and improve job opportunities, at the same time as improving the competitiveness of the local 

economy.  

From a supply-side focus to a more balanced supply-demand approach 

3. More and more regions and localities are attempting to gear education and training to business 

needs. This was a key factor behind the reform of the Workforce Development system in the United States 

for example in 1998, which led to the enactment of the Workforce Investment Act (WIA). The WIA shifts 

the focus of employment agencies and workforce investment boards from supply side issues to meeting the 

specific demands of local industries. An array of similar initiatives taken at a more local level testifies of a 

shared concern to invest both in the demand and supply of skills in the United States. European countries 

are following suit. In Denmark the government presented a new globalisation strategy in 2006 which called 

for the better integration of business demands with the supply of education. The globalisation strategy has 

a strong regional and local dimension, being implemented through a series of regional partnership 

agreements that commit relevant parties in business development and labour market policy to sitting on 

„regional growth fora‟ which aim to better link workforce development and training and skills delivery to 

business needs. At the same time, local job centres are able to draw down extra funding to implement 

training in the area of regional skills bottlenecks. Similarly, in the United Kingdom, a principle role of the 

Regional Skills Partnerships and the newly set up Training and Employment Boards has been to adapt 

regional skills provision to regional skills demand.  
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Figure 1.  Moving from a low to high skilled equilibrium (adapted from Green et al, 2003) 
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Skills as a driver for transforming local economies  

4. Such business led strategies can come into difficulties, however, when they only respond to short 

term business needs, and do not plan for future economic change. As technology develops and global 

demands evolve, regions need to be both adaptive to change, and prepared for future areas of economic 

growth. This requires taking a number of precautions including: i) forecasting future economic growth on 

the basis of a comparison between regional assets and global trends, ii) ensuring that people receive the 

levels of general education necessary to be adaptive to change, and iii) ensuring that people can upgrade 

their skills at all points in their life (life-long learning).  

5.  In the United States, for example, local actors are becoming increasingly adept at forecasting 

new forms of economic growth, with education and skills being at the forefront of new cluster 

development. Community colleges are central to this agenda, specialising as they do in education and 

training which is adapted to labour market needs. Such colleges, in addition to schools and local 

universities were central to a partnership approach to economic development in the area of the Lower Rio 

Grande in Texas, for example. The region, which is on the US-Mexico border, had a rate of unemployment 

of 20 per cent twenty years ago, depending primarily on agriculture and retail. Local stakeholders 

developed a vision of the region as a „rapid response manufacturing centre‟, taking advantage of lower 

skilled manufacturing nearby in Mexico, to build a new manufacturing sector in Texas which would 

rapidly customise manufactured products for the US market. As the region progressed with the strategy, it 

became increasingly apparent that technical education constituted an important part of the solution. 

Following a review of local skills supply by the local Workforce Investment Board, accompanied by a 

regional industry cluster analysis, it became apparent that urgent action was needed to upskill people to 

work in these new types of job. The resultant strategy saw the creation of a new community college „South 

Texas College‟ and extensive use of customised training funds to provide certificated training to low paid 

workers.  

6. Such examples illustrate that skills policy cannot afford to be primarily reactive, but also needs to 

engage in promoting change within the economy itself (see Figure 2). Some localities, in particular, are 

trapped in a „low skilled equilibrium‟, where a low supply of skills in the labour force is matched by a low 

demand for skills from employers, who become trapped in a cycle of low productivity. Simply meeting 

business demands in such economies would risk leading to high turnover, loss of skills, and poor economic 

development. South East Lincolnshire in the United Kingdom provides a particularly good example of 

such an area, for example. Unemployment is not an issue for the region and the employment rate has in 
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fact never been higher, exceeding the regional and national average. However productivity is low and 

falling, and median hourly earnings are 17.2 per cent lower than the UK average, leading academically 

able young people leave the area for careers elsewhere. A key area for public policy is therefore to promote 

a step change in the local economy, increasing the local demand for skills, and hence increasing the 

attractiveness of the local economy to talent. Attention to how skills and knowledge is used in the 

workplace is a key aspect of the „skills ecosystem‟ approach being taken forward by a number of regions in 

Australia (see e.g. Watson, 2008).   

7. A further issue addressing many local economies is skills polarisation – a growth in both highly 

skilled and low skilled jobs, with few intermediary positions in between. This also has a serious effect on 

career progression, with low skilled people finding it hard to make the leap to higher skilled jobs. The issue 

has led some countries, particularly the United States, to develop „careers ladder programmes‟, providing 

guidance and training for people seeking to progress in their careers but finding it difficult to negotiate 

complex and often highly temporary fields of employment. In order for such programmes to really work, 

however, intermediary/ middle-order jobs need to be present in the local economy for people to „move 

through‟ to higher positions. This agenda therefore also requires working with employers on demand side 

issues and work organisation. Fitzgerald (2006), for example, identifies how „work that could be defined as 

professional or paraprofessional, with skills, salaries and career trajectories to match, has been broken 

down to be performed instead by low-wage, high-turnover employees. As a result career ladder 

programmes usually must be directed as much toward encouraging employers to restructure the workplace 

as towards helping workers obtain needed training‟.  

8. The advantages of such demand-side policy interventions are many. By improving production 

processes and better using the skills available locally, enterprises can become more competitive and offer 

better qualified and paid jobs, thereby improving the local employment profile. Improving the level of 

skilled employment in a local economy also has beneficial effects through stimulating innovation, and the 

diffusion of innovation (see Glaeser, 1999). At the same time, skilled people are more adaptable to change 

when the economy undergoes shocks and transitions, allowing firms and workers to adjust their activities 

quickly in response to technological change (Schultz, 1975).  

9. However it is difficult for many policy makers to get involved in these issues, particularly when 

resources are restricted, and when it is politically easier to justify helping those on public assistance as 

opposed to intervening in private sector activities. In addition, many employers do not look on public 

sector actors as natural partners, particularly those involved with labour market policy, whom they see as 

primarily in existence to help the low skilled and those who have been disadvantaged in the labour market. 



 CFE/LEED(2008)13 

 5 

Figure 2.  Combining a supply and demand side approach to raising skills levels 

 

 

Informal training and knowledge flows  

10. Brokers and intermediary bodies can be particularly useful when working with employers on 

productivity issues. In South East Lincolnshire, for example, a local university campus led the 

development of a new Food Industry Technical Training Partnership which has been instrumental in up-

skilling local workers and raising local productivity through sharing innovation and promoting technology 

transfer. While the partnership provides formal training to people working within local industry, it is 

perhaps the informal exchange of experience and knowledge which has been most useful in encouraging 

employers to „raise their game‟ and increase their productivity. Indeed when it comes to the development 

of high skills, informal sharing of „tacit‟ knowledge and learning on the job may be a particularly effective 

mechanism, particularly when skills demands are subject to rapid change (see e.g. Sharpe and Martinez-

Fernandez, 2008). This means that there are a variety of ways in which public sector actors can raise the 

knowledge base, not just through providing formal training but also in promoting discussion fora, 

supporting growth in consultancy services, and knowledge intensive business activities (KISA).  

11. Providing people with general education which ensures that they will be able to adapt to change 

and problem solve may also be as important as providing them with sector-specific skills in today‟s 

knowledge economy. Florida (2003) has argued for the importance of the „creative class‟, people who are 

able to problem-solve and innovate across a broad range of disciplines. Because of this, theorists such as 

Sharpe and Martinez-Fernandez (2008) argue that it is important to analyse the presence of „occupations‟ 

and functional types of worker in the local economy as opposed to distinct employment sectors. They 

classify workers according to whether they are „symbolic analysts‟, „in-person service workers‟ or „routine 

workers‟, arguing that „new knowledge intensive jobs‟ are more likely to come to areas which have high 

percentages of the first group, whatever their profession. Similarly Lin (2007) argues that „differences in 

the ability of regions to attract new work may reflect different stocks of the particular types of human 

capital required to create or adapt to new knowledge‟.   
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Information and data availability  

12. A key element to the development of effective local skill strategies is to correctly define the local 

„skills ecology‟. Skills strategies are becoming increasingly sophisticated in the types of information and 

data that they draw upon. For example new „city strategies‟ in the United Kingdom to tackle particular 

disadvantage in the area of employment and skills are based on an „evidence based approach‟. In Michigan 

in the United States, thirteen new „regional skills alliances‟ have been given access to disaggregated labour 

market information collected by the state as a basis for identifying key local opportunities and threats. In 

Gandia, Spain, one response to an influx of new immigrants has been to set up a local labour market 

observatory to more accurately understand the demand structure in the local labour market. What is a 

crucial is to have an understanding not just of local skills supply but also low skills demand: which are the 

strongest local employment sectors? How are skills utilised within these sectors? What are the 

occupational groupings (i.e. front line routine workers, managers, innovators and researchers) and how this 

is likely to evolve? It is not just a question of understanding local skills shortages, but also the overall 

„knowledge base‟ in any particular region.    

13. However the type of sophisticated data required to target skills needs and forecast future 

industrial change remains a „black box‟ for many local strategies. Most local actors do not have the access 

to sufficiently detailed information or analytical capacities to make forecasts, or indeed acquire a 

comprehensive understanding of current demand. Confidentiality clauses can be particularly restrictive in 

allowing policy makers access to information about local businesses and individual jobseekers, and 

national information is frequently not disaggregated to a sufficiently low level to inform strategies. In the 

absence of such data, localities often have to resort to frequent, and costly, local surveys which quickly go 

out of date.   

The project 

Aim 

14. The project aims to identify effective mechanisms which will enable local stakeholders to 

develop consistent actions to improve the local skills base through upgrading both the supply and demand 

of skills in their locality.  

Focus 

15. The study will look at the following key issues in particular:  

 What are the best mechanisms for measuring the local knowledge base through the quantity of 

human resources (employment), their skills (qualifications) and the functions they undertake 

(occupations)?  

 What is the correct balance between specific skills training to meet the needs of employers, and 

more general forms of education to produce creative „problem solvers‟ who are more likely to 

innovate and adapt to change within local industries? 

 What are the latest advances in terms of forecasting future skills needs? How transferable are 

these to other localities and regions?  

 How can threats to local industry be identified and translated into investment in new technology 

and changes in the provision of training and education?  
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 How can local policy makers be made more aware of the dangers of helping employers to 

maintain a „low skilled equilibrium‟ (through helping with the supply of low skilled low pay 

workers) while neglecting the need to evolve local demand?  

 How far can policy makers transform the way skills are used and developed by employers in the 

local economy? What are the best mechanisms for working with employers on work organisation, 

knowledge use and skills demand issues? 

 What is the role of policy makers in promoting the informal exchange of skills and knowledge 

flows vital for innovation and growth in a knowledge based economy?   

Background research 

16. The study will begin with an exploratory paper to look at „state of the art‟ approaches to demand 

side issues, including analysing and forecasting skills needs, identifying weaknesses in the local economy, 

predicting future skills gaps and enhancing productivity.  

17. As part of the background research we will also undertake statistical analysis in order to identify 

the relationship between skills demand and supply in different regions, and in particular highlight possible 

examples of regions in a „low skilled equilibrium‟ in participating countries.  

Questionnaire  

18. A questionnaire will be sent to regional and local institutions in a sample of regions within 

participating countries to ascertain the degree of policy focus and expenditure on demand side skills issues, 

the specific nature of this support, and the outcomes in terms of productivity, income levels, sustainability 

of employment and social inclusion. Possible areas for focus are included in Box 1 below.  
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Box 1. Questionnaire 

The governance framework 

Existence of regional skills partnerships which focus on demand side issues. 

Participation of business in these partnerships and boards. 

Frequency of meetings between business and education policy officials/ colleges/schools/universities. 

Communication routes for signaling business skills needs  

The policy framework  

Existence of regional skills strategies. 

Degree to which incentives and sticks are offered to companies to encourage delivery of training. 

Degree of prioritisation on particular sectors locally where demand is perceived to be highest. 

Degree to which the region engages in skills forecasting. 

Demand based training 

Framework for delivery of education and training to employees/workers. 

Type of training available (customised ad-hoc to college courses, to longer term apprenticeships). 

Who delivers the training? 

Restrictions on type of trainee that receives training? 

Turnaround time for responding to business need with new courses. 

Proportion of training focusing on generic or technical skills. 

% of public training budget being spent on people who are already employed. 

Brokerage to support jointly run private sector training schemes. 

Degree of accreditation of this training.  

Work with private sector in improving skills utilisation 

Degree to which local stakeholders work with businesses on wider productivity issues (e.g. management 
training sharing innovation on work organisation, technology transfer). 

Mechanisms used (seed funding for partnership initiatives, conferences and seminars). 

Impacts and outcomes 

Known impacts on productivity, income levels, sustainability of employment, unemployment rates, social 
inclusion, job creation. 
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Local case studies  

19. We will then identify a series of case study localities in participating countries that have taken a 

particularly proactive approach to skills demand issues. An attempt will be made to identify cases in a 

series of different types of context (identified in consultation with participating countries and through the 

above statistical analysis):  

i. Regions experiencing „low skilled equilibrium. 

ii. Regions experiencing strong polarisation in terms of skills requirements (particularly cities). 

iii. Regions experiencing important skills gaps (e.g. through demographic change). 

20. These regions will be analysed in the context of their national and regional policy context, in 

order to assess the type of policies and programmes that are most useful in helping local actors to work 

effectively in this area. We will also be particularly looking for evidence of the impact of different policies 

and interventions.  

21. This part of the research will involve a series of national and local interviews, field visits and 

roundtables, undertaken by both OECD Secretariat and country based experts.   

Study visits 

22. Depending on the level of demand, a series of study visits will be arranged for delegates and local 

stakeholders to localities and regions which have taken a particularly advanced approach to this area.  

Outputs 

23. A report will be produced summarising the lessons learned for both policy and practice. In 

addition, country reports will be developed setting out the particular issues faced within each country and 

lessons from abroad which will be particularly relevant for future policy. 

24. Secondly a manual for practitioners will be developed. The latter will involve a compendium of 

„state of the art‟ approaches, and suggestions as to tools and instruments which can be used at the local 

level. This manual will form the basis for a series of capacity building seminars in localities and regions 

that have not yet developed a coherent approach to demand-side skills issues.  
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