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10 March 2009

Dear Richard

INDEPENDENT REVIEW OF ECONOMIC POLICY (DETI/INVEST NI)

Thank you for inviting the Department for Employment and Learning (DEL) to provide evidence to underpin your current review of Economic Policy as it relates to DETI and Invest NI.  I apologise for not meeting your original deadline and I am grateful to your review team for the extension that was offered.  
The DEL response is attached.  It sets out key areas of engagement between DEL, DETI and Invest NI and points to a range of research evidence which your review team will wish to consider. 

The Department believes that an integrated approach between DETI, Invest NI and DEL is of utmost importance if productivity improvements are to be realised in Northern Ireland.  

I would suggest that your review team should also consult with Bill McGinnis, the Northern Ireland Adviser on Employment and Skills.
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VICTOR DUKELOW 
Enc

INDEPENDENT REVIEW OF ECONOMIC POLICY – A RESPONSE FROM THE DEPARTMENT FOR EMPLOYMENT AND LEARNING (DEL)
The following paper provides evidence on how DEL has been working with the Department of Enterprise Trade and Investment (DETI) and Invest NI in the key areas of Skills, Further Education, Higher Education and Employment.  It sets out the importance of those relationships in the context of shared ownership of key PSA targets and how those relationships have been developing over the last number of years. It also points to the emerging evidence base on Skills Utilisation which the review team will wish to consider.

Skills
There is widespread recognition that the skills levels of the workforce play a vital role in raising productivity and increasing competitiveness within the Northern Ireland economy. Skills are also important in promoting social inclusion, since for individuals, they provide a route to stable employment, better wages, and long-term prosperity, as well as to personal development and fulfilment. 

The Programme for Government (PfG) places achieving an innovative and dynamic economy at its heart and recognises that the development of skills is a key pillar in realising that goal. It sets out a vision for a successful economy which is characterised by high productivity, a highly skilled and flexible workforce and by employment growth. 

These key themes have been recognised by DEL for some time. The Department has been addressing these issues since the 2004 publication of Success through Skills, the Skills Strategy for Northern Ireland. That document, for the first time, identified the scale of the problem across the entire skills spectrum, from the need to improve the levels of numeracy and literacy, through to further development of management and leadership skills.  

Success through Skills requires that there is a clear understanding of the current and future demand for skills and that the education and training system is shaped to address that demand.  The strategy has led to the development of a number of key training programmes including:

· Apprenticeships NI;

· Training for Success; and

· Adult Upskilling.

In seeking to meet the current and future needs of the Northern Ireland economy DEL works closely with DETI and Invest NI both at a policy and operational level. In order to encourage the maximum level of co-operation and synergy between the three organisations a set of structures and protocols have been developed.  In terms of structures the organisations have established a two tier set of liaisons.  Permanent Secretaries from the two Departments, the Chief Executive of Invest NI and their top management team meet on a quarterly basis to share information and to ensure a consistence of approach at both a policy and operational level.

A second group, at Director Level, and their senior officials meet on a monthly basis to discuss operational issues and individual projects. Through this two tier structure the organisations ensure a consistency of vision, policy and approach in their collective efforts.  There is also significant interaction at operational level which is directed and informed by this collaborative structure which is set out diagrammatically below. 

Relationship between DEL – DETI – Invest NI
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The above protocols, which have been signed by both Departments and Invest NI establish a common vision, values and code of conduct for joint working including at operational level. This collaborative approach has led to joint projects in sectors such as ICT (ICT Action Team, Software Professional Course), Financial Services (Futures Programme, Citigroup Training), a Future Skills Action Group on Tourism and Hospitality and more recently in joint actions during the current economic downturn.
The Department believes that it is critical for economic prosperity that the demand for skills in the workforce is matched closely by the supply of skills.  In order to achieve this balance the Department needs to understand the changes in the economy at a macro, sectoral and micro (company) level.  DETI and Invest NI play a vital role, along with the Employment and Skills Adviser, the Sector Skills Councils, the Workforce Development Forums and the Employer Bodies, in articulating the economic changes and needs.

The Department has lead responsibility in ensuring that the supply of education and skills provision meets the current and future needs of the economy.  Given the complexity of the skills supply system and the timelines required to develop it is essential that the Department has the most up to date information with respect to economic change, foreign direct investment and indigenous company growth.  A close working relationship between the two Departments and Invest NI is essential in this regard. DEL is currently conducting an interim assessment of Success through Skills to examine how its key objectives are being met and to identify what more can be done to understand and address Northern Ireland’s skill needs. That work is being underpinned by research which has been commissioned from Oxford Economics to examine the future demand for skills here. The Department is currently considering how sensitive that research might be to the economic downturn and to recent revisions in Northern Ireland Gross Value Added data. These issues may also have a broader impact on the economic targets set out in the PfG. 

The Department believes that significant progress has been made to develop this close working relationship between the three organisations in the past two years and intends to build on this good foundation for the future.  DEL remains committed to working with the other partner organisations to maximise the benefit to the Northern Ireland economy as a whole.

Skills Utilisation
Emerging research into skills utilisation confirms that skills development is a key contributor to productivity improvements. However, it also shows that the productivity impact of skills development can be enhanced if employers seek to exploit fully the skills and knowledge at their disposal. Skills utilisation is about improving the application of skills in the workplace to enhance performance.  At a UK level much of the research work in this field has been led by the Scottish Executive.  Scotland’s working age population is amongst the best qualified in the UK yet the Scottish Executive is becoming increasingly frustrated that its strong skills base is not translating into a strengthening productivity performance.  

The Scottish Executive points to evidence of significant underutilisation of skills in Scotland and, in response it is considering models from around the globe which seek to encourage employers to invest in management and leadership and enhanced human resource practices
.

In the past Northern Ireland has experienced higher levels of out migration of skills than Scotland, particularly at HE level. This, in part, has contributed to Northern Ireland having a working age population which is less well qualified than other regions of the UK. Despite this there is also evidence of skills underutilisation in Northern Ireland. A recent research report
 indicated that around a third of workers in the region are qualified to a level beyond the requirements of their job. While the report found that, on this measure, skills underutilisation in Northern Ireland is less prevalent than for other parts of the UK, it does demonstrate the extent to which skills supply in Northern Ireland is not yet tapped fully. DEL would encourage the review panel to consider the literature on Skills Utilisation and the models of good practice from around the globe to consider how employers in Northern Ireland could be encouraged and facilitated to enhance their work practices so that the skills base here is harnessed better.

Further Education
The primary aim of the Further Education sector in Northern Ireland is to support economic development. In delivering this aim, the Department’s strategy for Further Education, FE Means Business, emphasises the importance of Further Education Colleges, and the FE sector overall, having effective partnership arrangements with other statutory and non-statutory organisations and, in particular with Invest NI. That strategy was developed after reviewing global models of good practice in relation to partnership and has reflected, particularly, on the North Carolina model. It has been particularly successful in delivering close and effective working relationships between its Community College sector, industrial development agencies and the business community. 

Colleges have a particular responsibility to provide local employers with customised workforce skills training. The colleges also offer employers, especially small and medium sized enterprises, support with innovation, product design, development, and manufacture. There is a particular emphasis on improving the level of qualifications among the Northern Ireland workforce to improve competitiveness and maintain effectiveness in terms of technological innovation. Northern Ireland has a particular issue in terms of essential skills with many employees in lower skill occupations lacking the essential skills of literacy, numeracy and ICT. The Department’s Essential Skills strategy, which is mainly delivered through FE Colleges, encourages employers to facilitate in-company arrangements for support and tuition.   Recent research shows that investment in essential skills has a significant impact on productivity
.
College engagement with employers is supported by a network of FE Centres of Excellence and by initiatives such as the Innovation Fund (Employer Support Programme). This latter programme encourages colleges to work in partnership with companies in priority skill areas, support entrepreneurial activity, and improve cross border collaboration on workforce development. Invest NI has collaborated with the Department in the assessment of college bids under the Innovation Fund programme.

The FE sector has also developed close links with Sector Skills Councils and with Workforce Development Forums; the latter have been established primarily to ensure that FE colleges are aware of the changing skills needs of local employers and respond effectively. 

Colleges have also been enhancing links with Invest NI on arrangements for the support of entrepreneurs and the provision of advice on business start up.
Research

Research undertaken by the two Northern Ireland universities plays a disproportionately important role in the Northern Ireland economy compared with university research in the rest of the UK. In Northern Ireland, universities account for 43.1% of overall R&D expenditure
 - around twice the UK average. This is mainly due to the preponderance of small to medium-sized firms which have been, historically, unwilling or unable to fund research projects.  This places a greater responsibility on the higher education sector to undertake high quality research.

DEL provides research funding for the Northern Ireland universities through a number of mechanisms.  The majority of the recurrent funding is distributed by reference to quality, as assessed by performance in the Research Assessment Exercise (RAE).  The results of the latest 2008 RAE exercise show that in Northern Ireland the proportion of research graded at the highest level has increased since the last RAE in 2001. Half the assessed research in Northern Ireland is either internationally excellent or world-leading with more than 98 per cent of researchers working in disciplines where world leading research is taking place.  

The Department believes that the universities’ success has been assisted by the significant investment in research infrastructure provided through major initiatives such as the Support Programme for University Research and the Science Research Investment Fund. Furthermore, the Department is continuing to ensure that our universities have the physical research infrastructure in order to undertake high quality research through a new permanent capital funding stream - the Research Capital Investment Fund.   

In cases where DEL is directing funding with the particular aim of strengthening the economy, the Department liaises very closely with both DETI and Invest NI in terms of developing the funding programme and assessing the universities’ proposals. The most recent example is the Department’s £17m investment in the “Strengthening the all-Island Research Base” programme which is aimed at developing critical mass on the island of Ireland to undertake research which is socially and economically relevant to both jurisdictions.

A further example is the Department’s initiative to increase the number of PhD places it funds by 300 by 2010/11. These places are strictly limited to economic priority areas as advised by DETI.

Knowledge Transfer and Innovation

Together DEL and Invest NI fund the knowledge transfer (or “Third Stream”) activities undertaken by the universities.  Knowledge transfer involves the translation of research findings and expertise into economic and societal reality.  The universities are the largest practitioners of knowledge transfer in Northern Ireland and their potential in terms of wealth generation is recognised by Government as well as the universities themselves.

The Higher Education Innovation Fund (HEIF) is a joint initiative between DEL and Invest NI and aims to improve Northern Ireland innovation performance as a key element in raising productivity and delivering economic growth, approximately £3 million is available from Invest NI and DEL.  As stipulated under the last Regional Innovation Strategy (“think-create-innovate”), DEL, DETI and Invest NI have worked together to make HEIF a permanent stream of core knowledge transfer funding. 

DETI and Invest NI were also consulted closely as the Department developed its “Higher and Further Education Collaboration Fund” (known as “Connected”). This programme, which is the first of its kind in the UK, enables the two universities and six regional colleges to meet the knowledge transfer needs of business and the wider community in a coordinated, holistic fashion. Invest NI is represented on the Steering Group which oversees the management of the “Connected” project.

Invest NI also provides a number of funds for both university and companies to use for specific research projects.  The Proof of Concept Fund supports emerging technologies from the universities.  Such projects are typically based on highly innovative, early-stage ideas that have reached patent level and have the potential to lead to the creation of new technologies or the licensing of innovative technologies.  The Small Firms Merit Award for Research and Technology (SMART) fund promotes industrially relevant pre-commercial research through discretionary allocations to companies. 

Invest NI’s new Innovation Vouchers scheme is also strongly promoted through the “Connected” programme funded by DEL.

The above diagram illustrates the formal linkages between DETI, DEL (Higher Education Division) and Invest NI in relation to Research and Development, Knowledge Transfer and Innovation Issues.
The diagram reflects the different levels of engagement. The “Liaison Meetings” are very much focused on operational matters such as project performance and forthcoming reviews etc. The Inter Departmental Working Group on Innovation is at a more strategic level involving senior representation from right across the Northern Ireland Civil Service where all kinds of agenda items relating to innovation in its various guises are discussed.

At the Innovation Subgroup of the Economic Development Forum (EDF), senior staff in DEL, DETI and Invest NI discussed innovation and technology policy with senior representatives from the Private Sector with a view to influencing Ministerial thinking by providing input (papers and presentations) to the EDF Plenary sessions.  (This subgroup was dissolved in 2008).

As well as the formal structures above, there is much informal dialogue with DETI and Invest NI on a day to day basis which underpins and ensures the delivery of the strategic decisions taken in each of the fora above. 

Employment

As stated above, growing the economy is the Executive's top priority for the period 2008-11, generating wealth and resources.  Increasing employment makes an important contribution to economic growth and will enable more people, and their families, to enjoy the benefits of work.  It is one of the most effective ways of addressing and reducing poverty as work is the best way out of deprivation for many individuals. Other benefits, such as improved heath also accrue to society from labour market participation. As mentioned previously, employment is one of the areas where DEL and DETI share responsibility for delivery of PSA targets.
The Department's interventions target labour market supply and assist individuals tackle barriers to employment. They ensure that young people and adults have access to careers information, advice and guidance, and provide opportunities for training and up-skilling. These are available to those in work, the unemployed and the inactive.

Key DEL employment programmes include:

· ‘Steps to Work’ - the Department's main intervention for assisting adults return to work was introduced in 2008. Steps to Work is a flexible menu-based range of provision which can be targeted to address an individual's barriers to employment;

· a range of provision is also available to help people with disabilities or health conditions move towards and into work including 'Pathways to Work' which has assisted over 3,000 people into employment; and 
· the Local Employment Intermediary Service is a community-based service which engages with and supports those farthest from the labour market to move towards and into work. 
Concluding Remarks

The areas of Skills, Innovation and Employment are central in the drive to enhance Northern Ireland’s future prosperity and can help the economy out of the current economic downturn. Collaboration across Government, its agencies and with the private sector is essential if Northern Ireland is to achieve the productivity growth it aspires to. DEL is committed, fully, to playing its part in that collaborate process.
Department for Employment and Learning
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