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Preface
There are both economic and social reasons to look at how to better use skills and talent in the workplace. Workers who better use their skills are more likely to have greater job satisfaction, earn better wages and are more prepared to adapt to changes in the nature of work. Employers benefit from a more productive and innovative workforce, enabling them to maximise business performance and profitability. Despite these potential benefits, workers across the OECD report that their skills are not fully utilised in the workplace. This gap represents a drag on local economic development placing downward pressure on job quality as well as economic diversification opportunities. 
Skills utilisation concerns the extent to which skills are effectively applied in the workplace to maximise employer and individual performance. As such it involves a mix of policies including work organisation, job design, technology adaptation, innovation, employee-employer relations, human resource development practices and business product market strategies. It is often at the local level where the interface of these factors can best be addressed. Policies which aim to improve skills use in the workplace can help address the multi-faceted challenges many local economies are facing and contribute to national productivity and inclusive growth objectives.
Through case studies of eight OECD and non-OECD countries, this joint publication from the OECD and the ILO explores programme examples which aim to promote a higher level of skills use in the workplace. The examples highlight why there is a need to build policy coherence across employment, skills, economic development and innovation policies. It also highlights the need to ensure that the issue of skills utilisation is built into policy development thinking and implementation. 
The increasing recognition of the importance of better using skills reflects a new approach to conceptualising and designing local employment and skills strategies. The OECD and the ILO remain committed to delivering high quality analysis which aims to embed skills analysis into economic development planning to deliver more inclusive local development.
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Foreword
The OECD has recently affirmed the importance of increased productivity and continued economic growth as means of providing the best opportunity to raise the prosperity and well-being of people. Skills represent the great equalizer and provide a critical route out of poverty and inequality for many individuals. However, traditional approaches to skills have focused on supply as a means of boosting overall local economic development. Skills utilisation approaches represent a new way of thinking about public policies, moving away from traditional supply side approaches to focus on how to better work with employers to raise the quality of jobs at the local level and provide employees with more autonomy to create innovation in the workplace. 
This report has been prepared by the Centre for Entrepreneurship, SMEs, Local Development and Tourism (CFE) of the Organisation for Economic Co-operation and Development (OECD). It is part of a project undertaken in co-operation with the United Kingdom Commission for Employment and Skills (UKCES), the Australia Department of Education and Training, and the International Labour Organization (ILO). This project is coordinated by Jonathan Barr (Head of the Employment and Skills Unit, OECD LEED Programme) as part of CFE’s Local Economic and Employment Development (LEED) Programme under the direction of Sylvain Giguère, Head of OECD LEED Division.
The report was prepared by Anna Rubin (OECD), Jonathan Barr (OECD), Angela Attrey (OECD) and Paul Comyn (ILO). Johnny Sung (Institute for Adult Learning, Singapore) and Chris Warhurst (Warwick University) contributed to Chapter 1. The case studies were drafted by Peter Totterdill (UKWork Organisation Network, United Kingdom); Johnny Sung (Institute for Adult Learning, Singapore); Susan Crandall (University of Massachusetts, United States); Myung Sook Jun (Chonnam National University, Korea); Phung Trong Hieu (International Labour Organization); Damian Oliver (NSW Skills Board, Australia); Enrique Fernández-Maldonado Mujica (Pontificia Universidad Católica del Perú, Peru); and Mary Ann Mendoza (International Labour Organisation).
This report and overall project also benefited from advice from Chris Warhurst (Warwick University), Ewart Keep (Oxford University) as well as insights and information from participants at an OECD-Commonwealth of Australia workshop on “Engaging employers in skills development for the 21st Century” in Adelaide, Australia from 2-3 June 2016. 
Finally, thanks also go to Beatriz Jambrina Canseco for statistical support, François Iglesias and Pauline Arbel for production assistance and Janine Treves who provided useful editorial support. This report benefited from comments and advice from Victoria Kis within the OECD Directorate of Education (EDU) and Glenda Quintini within the OECD Directorate of Employment, Labour and Social Affairs (ELS).

Executive summary
OECD countries face two intertwined policy challenges: a long-term decline in productivity has occurred over the last two decades, while the gains in economic growth have increasingly accrued to those already at the top of the distribution of income and wealth. The impacts of this phenomenon are felt most at the local level, where economic welfare and well-being outcomes re-inforce each other. In response, skills have emerged as a key policy solution. Promoting the increased use of skills can help employers move towards higher value-added employment and maximize business performance. More productive jobs tend to be of higher quality and have higher wages, thereby improving social and economic outcomes at the local level. 
Policy makers have largely focussed on boosting the supply of skills, namely the number of people with vocational or academic qualifications. Relatively little policy attention has been paid to the use of skills in the workforce and the alignment between the competences of workers with the needs of the business. This is despite evidence from the OECD indicating that surveyed workers report not maximising in their use of literacy and numeracy skills in the workplace.
Promoting increased skills utilisation requires a new response at the local level. Part of the response falls within the traditional purview of public policy, including programmes to boost innovation and vocational education and training. Another critical factor involves working more directly with employers to look at issues related to work organisation, job design and human resource development practices. This requires a move away from policy silos, which can build up at the local level, to bring together employment services, training policies, economic development organisations as well as innovation programmes. 
This joint OECD-ILO report provides a comparative analysis of programme examples focusing on improving skills use in the workplace across eight countries. The case studies provide insights into the practical ways in which employers interact with government services and policies at the local level. The following key lessons and recommendations emerge from this report:
Key lessons and recommendations
Skills utilisation should be identified as a priority across policies in addition to being the focus of targeted local interventions
Issues related to skills use are not systematically identified as a policy priority. Policy makers at the local, regional and national levels should articulate skills use as a strategic policy priority and consider what types of incentives are required to better engage employers in examining how they could more effectively use the skills of their employees. The case studies from Singapore, Vietnam, and Peru highlight the ability to use financing models (e.g. grants and tax credits) to incentivise the increased use of skills in the workplace. 
Leadership by employers and high levels of employer and worker engagement is required
For change to occur in workplaces, employers must have significant buy-in and investment in the benefits of prioritising and developing human resources. While public interventions can help to incentivise actions by employers, workforce development must be a functional part of an enterprise’s business model in order to be sustainable in the medium- to long-term. 
The most successful changes that occur at the enterprise level are often industry-led, particularly by employer groups or chambers of commerce. Workers and their representatives are also valuable partners in efforts to raise labour productivity and skills utilisation in the workplace. The case study from Australia in this publication highlights the importance of leadership from employer representative bodies to ensure that workforce development activities are systematically embedded across an entire industry rather than a single employer. 
Specialised, technical expertise is needed to get employer buy-in and affect change
Better skills use requires a number of intertwined local- and business-level considerations that are often outside the traditional portfolio of public policies, therefore it can be helpful to work with an anchor institution or brokers at the local level that have specialised technical expertise to offer to employers on work organisation, job design, human resource development practices. Such organisations include vocational education and training institutions, sector councils, human resources consulting firms and other business associations. Unions are also natural partners in improving the quality of employment at the local level. The case studies from the United Kingdom and the United States demonstrate the importance of have specialised technical expertise to affect workplace and management changes.
Initiatives should be strategically targeted to SMEs in order to maximise effectiveness and efficiency
Public programmes should be strategic in their efforts to effect change at the workplace level, but trade-offs may exist between effectiveness and efficiency. Public procurement can be used to help firms think over the long-term, requiring a certain level of working conditions and a certain commitment to training. SMEs, particularly those in low-wage sectors, have the most to gain from the shift to higher value-added production but they also often lack the capacity to fully engage in the holistic work required to achieve this goal. The specific needs of SMEs may require specialised targeted supports to ensure that they can benefit from setting up partnerships for the sharing of innovations and new technologies. The case study from Korea demonstrates the potential of using supply chain management practices to support SMEs in developing workforce innovation programmes. 
Multi-faceted interventions are needed – both at the level of workplaces and local economies
The degree to which skills are used effectively is a function of a wide variety of factors both internal and external to the workplace. Consequently, successful interventions must consider bundles of management practices as well as the links between product market strategies and skills. Integrated approaches that consider training, employment and economic development priorities can also help to improve the business case for investing in the skills and potential of workers. For local employment services, this may include changing performance management systems to look at both the quality and quantity of job matches. For training providers, this means working more closely with employers to move away from just boosting the supply of skills. For economic development agencies, this means also focusing on the quality of jobs when attracting inward investments. Lastly for innovation policies, this means not just focusing on large R&D opportunities but also incremental innovations that can be achieved in the workplace.



Chapter 1. Policies and practices for improving skills utilisation locally

This chapter highlights why it is increasingly important for policy makers to focus on demand-side skills policies. Traditional supply-side approaches often overlook how employers are using skills in the workplace, which can undermine productivity and growth and weakens the demand for skills. Across the OECD, many countries are dealing with stagnant productivity growth while inequalities are simultaneously rising across a number of key employment and social measures. Policies to better use skills can create the conditions for enterprise growth and new economic opportunity and development but they remain under-developed across many countries. This chapter also highlights a number of areas, where policies can be targeted for better results on the ground.


Introduction

Countries across the world face a set of intertwined policy challenges. Across the OECD, labour productivity has steadily declined over the past two decades, a trend that has also spread to emerging economies. In parallel, inequalities have continued to deepen both within and between places, as economic welfare and well-being outcomes reinforce each other (OECD, 2014). Urban areas continue to capture the majority of the gains of economic growth, while less dense places are increasingly being left behind (OECD, 2016a). The pattern of production also increasingly favours the wealthiest people. The share of income accruing to the top 10% of earners in the OECD area is now almost 10 times that of the bottom decile, an increase of over 40% since the mid-1980s (OECD, 2016b).

Given the megatrends impacting economic growth, such as urbanisation, rapid technological changes, an ageing workforce as well as increasing labour market polarisation, skills have emerged as a key priority for policy makers. To date, governments have primarily engaged with the issue of skills from the supply side – namely, focussing on the need to improve the number of people with post-secondary academic or vocational qualifications. However, there is an increasing recognition that policy makers must also engage with the issue of skills from the demand side. This involves understanding the nature of the skills demanded by employers and the optimal utilisation of those competences in the workplace.

This increasing focus on skills use reflects a contemporary approach to holistic design of economic development and labour market policies, including the consideration of issues outside the traditional purview of policy makers. As noted by the ILO, an international, national and regional strategy based on improved quality and availability of education and training can engender a ’virtuous circle’ in which skills development fuels innovation, productivity increases, enterprise development, technological change, investment, diversification of the economy and competitiveness (ILO, 2008).

Across many places in the OECD and around the world, there is considerable diversity to the degree to which employers value and utilise the skills of their employees. There is a broad distinction between employers that pursue “high road strategies”, where employees and the skills that they possess are viewed as an integral part of a business’s competitive advantage, or “low road” strategies, where labour is considered a commodity and workers are seen as a cost to be minimised. A recent analysis of the performance of local labour markets across the OECD found that the percentage of sub-regions in a position of low skills equilibrium is uncorrelated with national labour market performance (OECD, 2016a). While “low road” and “high road” strategies can deliver good labour market performance in terms of unemployment and labour market participate rates, a low-road strategy will expose workers to different risks at the local level, hampering potential innovation and R&D opportunities. 

There are a series of internal and external factors that influence the decision of firms about whether to pursue high or low road employment strategies. These strategies can become self-reinforcing not only at the level of individual workplaces, but also within national and local economies. This is a significant policy issue for policy makers at all levels, in a global context where disparities in social and economic outcomes are fundamentally linked. In general, boosting productivity and economic growth without sacrificing job quality can only be secured by getting more employers onto the “high road”. This require the creation of more and better jobs that make full use of highly-skilled workers, while also improving the quality of jobs held by low-skilled workers.



Box 1.1. Looking beyond the jargon: What is skills utilisation?

Despite an increasing amount of literature generated in the last 15 years, there is no commonly agreed definition of skills utilisation (Payne, 2010). At its core, skills utilisation refers to the way that employers use the skills of employees in the workplace, and the alignment of the competences of workers to the demands and needs of the business.

A working definition of skills utilisation developed by CFE (2008) on behalf of the Scottish Government is “skills utilisation is about ensuring the most effective application of skills in the workplace to maximise performance through the interplay of a number of key agents (e.g. employers, employees, learning providers and the state) and the use of a range of human resources, management and working practices. Effective skills utilisation seeks to match the use of skills to business demands/needs.” 

A variety of terms have been used to conceptualise the better use of skills. Some of these concepts are normative while others are more descriptive. The list below provides several examples of how these issues are generally discussed.


	High road vs. low road employers. Economic development professionals and advocates for low-wage workers often refer to high road vs. low road employers. In their study of low-wage work in the Netherlands, van Klaveren (2008) identifies four aspects of firm strategies that distinguish between high and low road firms: 1) product market strategies (focus on high value-added, high quality production and services vs. low-cost, low quality; 2) work organisation (enhanced forms of work organisation versus traditional, strict divisions of labour); 3) human resource policies; and 4) job quality. 


	High performance/high-involvement working. A considerable body of evidence looks into HR practices known as high performance or high-involvement workplaces. High performance working practices are bundles of activities that include both aspects of work organisation (e.g. team work, employee autonomy, task discretion, mentoring, job rotation, and applying new learning) and management practices – employee participation, incentive pay, training practices and flexibility in working hours) (OECD, 2016a; Johnhston and Hawke, 2002). In general, there are two broad schools of thought within the literature: “high commitment management” emphasises the improvement of employee autonomy and intrinsic satisfaction, while ’ high involvement management’ focusses instead on the ability of employees to make decisions to improve production processes (Harley, 2005; Guthrie, 2001).


	Organisational capital. The economists Prescott and Visscher (1980) made early reference to what they called organisational capital. Black and Lynch (2005) identify three aspects of “organisational capital” that have a significant impact on productivity: 1) employer-provided workforce training 2) employee voice, especially in relation to decision making associated with the design of production processes and greater autonomy and discretion in work structure; and 3) work design, including the use of cross-functional production processes that result in more flexible allocation and re‐allocation of labour in the firm. However, other researchers define organisational capital somewhat differently. For example, Youndt et al. (2004) define it as the institutionalised knowledge and codified experience residing within and utilised through databases, patents, manuals, structures, systems, and processes.


	Organisational forms and learning dynamics. Using the European Survey on Working Conditions, Lorenz et al. (2005) identified four types of types of organisational forms: 1) learning (e.g. high levels of autonomy, task complexity, learning and problem-solving and low levels of monotony, repetitiveness, and work rate constraints; 2) lean (e.g. strong learning dynamics and reliance on employees’ contribution to problem-solving but low autonomy in work and tight quantitative production norms); 3) Taylorist (e.g. minimal learning dynamics, low complexity, low autonomy and constraints on the pace of work); and 4) simple (e.g. work organisation methods that are for the most part informal and non-codified).


	Workplace innovation. The term “workplace innovation” is commonly used in a European context. The Dortmund Brussels Position Paper on Workplace Innovation (2012) defines workplace innovation as a social process which shapes work organisation and working life, combining their human, organisational and technological dimensions. This participatory process simultaneously results in improved organisational performance and enhanced quality of working life.






Use of skills varies within and across countries

Evidence collected by the OECD through The Programme for the International Assessment of Adult Competencies (PIAAC) suggests that the extent to which skills are used in the workplace differs markedly across and within countries. Figures 1.1and 1.2 show the percentages of workers that report that they are either over-skilled or under-skilled in their jobs. For literacy, the percent of workers who report being over-skilled ranges from 27.8% in Greece to 5.8% in Sweden. For numeracy, it ranges from 22.1% in Greece to 5.1% in the Netherlands. In general, more workers report being over-skilled than under-skilled in literacy and numeracy across the OECD countries surveyed.1 



Figure 1.1. Skill mismatch in literacy across OECD countries

[image: graphic]Source: Survey of Adult Skills (PIAAC) (2012, 2015), adapted from OECD (2016d). 





Figure 1.2. Skill mismatch in numeracy across OECD countries

[image: graphic]Source: Survey of Adult Skills (PIAAC) (2012, 2015), adapted from OECD (2016d). 



Skills mismatch is a broad term that can refer to a range of concepts (OECD, 2016c). A phenomenon that receives much public attention is the difference between the aggregate demand for and supply of skills in the labour market. Structural change in economies will impact employers and workers at the point of hire: workers may lack the skills they need to become employed and employers may face persistent vacancies. Skills shortages of this nature receive much attention but tend not to be extensive (Felstead et al., 2017).

Another form of mismatch is based on skills under-utilisation. This is based on the alignment of skills use to business demands and needs. In general, this form of “mismatch” is premised on the skills of hired workers exceeding the competences actually used in the course of their employment (Warhurst and Findlay, 2012). This phenomenon has many names, including “under-utilisation and under-employment”, and “over‐qualification” and “over-education” by those who use qualifications as a proxy measure for skills.

As noted in the section above, most workers surveyed in the PIAAC in most places report that they are over-skilled in their workplace use of numeracy and literacy. This is confirmed by other international studies. Studies of the United States note that skills under‐utilisation impacts over half of employees (Vaisey, 2006). Livingstone (2017) notes three points about under-utilisation of skills in the workplace: namely, that it is widespread, persistent and relatively more common than skills shortages in the labour market.

Examining workplace practices often associated with higher levels of skills use can also provide useful indications of the degree to which skills are being put to good use. Data from the OECD PIAAC Survey shows considerable variation in the share of jobs characterised by high levels of high-performance work practices – from just over 10% in Greece to 42% in Denmark. Research and analysis conducted by the OECD demonstrates that there is a strong correlation between the prevalence of High-Performance Work Practices (HPWP) and skills use (OECD, 2016d). 

HPWPs include aspects of work organisation and management practices; however they tend to be in large firms and not micro and/or small and medium-sized enterprises. OECD (2016d) found that high performance workplace practices are most common in large firms, but that micro firms with 1-10 employees are actually more likely to apply these practices than firms with 11-50 employees. Many researchers have identified that SMEs may find it particularly difficult to put in place practices that make the most of their employers skills because of poor management or a lack of specialised HR function (Osterman, 2008; Warhurst and Findley, 2012). The level of impact of training provision in SMEs is highly dependent on the formal/informal approach to training, the type of training methods included and the staff group targeted, as well as factors such as the growth orientation of the firm, its sector and the institutional training background in the particular country. Consequently, some have argued that caution is needed when promoting HPWPs as a vehicle for better skills use, noting that the concept is too narrow to represent a centrepiece of a viable strategy (Keep, 2016). 



Figure 1.3. Prevalence of High Performance Workplace Practices

[image: graphic]Note: Data for Belgium corresponds to Flanders.

Source: OECD (2016d). 



The challenge with much of the data and information that is available to policy makers on whether skills are being put to good use is that it is focused on the individual worker. Much of the data available focuses on whether an individual is well-placed within their job or company. Data on the different forms of skills mismatch tend to focus on measures of over- or under-qualification or over- or under-skilling. In contrast, firm-level measures of skills gaps and skills shortages are arguably more important to assess the level of skills utilisation (ILO, 2016). 

Furthermore, available data do not tell policy makers much about overall local and regional performance, nor does it provide sufficient information on the perspective of employers. While more will need to be done to develop information on the employer perspective, the OECD has developed a typology to understand whether skills are being put to good use at the level of local economies. This analysis assesses the supply of and demand for skills at the local level (see OECD, 2014 for more information). 

As shown in Figure 1.4, local areas can fall into one of four categories: 1) high skills equilibrium, where both the supply of and demand for skills is relatively high; 2) skills surplus, where the supply of skills is relatively high but the demand is relatively low; 3) skills deficit, where the demand is relatively high but the supply is relatively low; and 4) low skills trap, where both the supply of and demand for skills is relatively low. Figure 1.5 shows how this tool is applied in the case of France. Analysis of a broader set of countries is available in the OECD’s publication Job Creation and Economic Development, 2016 (OECD, 2016c).



Box 1.2. Explaining the OECD’s measurement of supply and demand at the local level

The analysis is carried out at Territorial Level 3 regions (regions with populations ranging between 150 000-800 000). The supply of skills was measured by the percentage of the population with post-secondary education. The demand for skills was approximated using a composite index: percentage of the population employed in medium-high skilled occupations and GVA per worker (weighted at .25 and .75 respectively). The indices are standardised using the inter-decile method and are compared with the national median. Further explanations on the methodology can be found in Froy, Giguère and Meghnagi, 2012.

Source: Froy, F., S. Giguère and M. Meghnagi (2012), “Skills for Competitiveness: A Synthesis Report”, OECD Local Economic and Employment Development (LEED) Working Papers, No. 2012/09, OECD Publishing. http://dx.doi.org/10.1787/5k98xwskmvr6-en.





Figure 1.4. Measuring the relationship between supply and demand at the local level

[image: graphic]Source: OECD (2014).





Figure 1.5. Comparing the supply for and demand of skills within local economies in France, 2015

[image: graphic]Source: OECD (2016), Job Creation and Local Economic Development 2016, OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264261976-en.



When both the supply of and demand for skills is low, a low skills trap can develop within a local economy, which can create a vicious cycle or low investments in skills and poor quality jobs. In such a situation, workers will not have the incentives to upgrade their skills, knowing they will not be able to find jobs in the local economy that use them, and employers may be reluctant to move to more skill-intensive production and services, knowing that they are unlikely to find the workers with the skills needed to fill these positions. The concept of a low skills trap has also been applied to national economies. For example, the United Kingdom has been characterised as being stuck in a low skills equilibrium (CIPD, 2014).

Although limited by the absence of empirical data, the analytical tool developed by the OECD to compare the supply of and demand for skills at the local level is one of the tools available to policy makers to assess skills utilisation. While more complex methodologies for measuring skills utilisation have been outlined by the OECD in Buchanan et al. (2013), longitudinal data is being collected by the OECD to track progress within local economies over time. Looking more specifically within countries, a rich source of data is also available through the United Kingdom’s Employer Skills Survey and the European Jobs and Skills Survey (CEDEFOP, 2015).

Through the British survey in particular, sub-national information is available about the proportion of employers that have staff that are “under-utilised” (e.g. those that have both qualifications and skills that are more advanced than required for their current job role), the proportion of employers accredited with the Investors in People Standard (which recognises high quality people management practices), and the proportion of employers using different levels of product market strategies. 

As shown in Tableau 1.1, the results of this survey show considerable variation at the geographic level of Local Enterprise Partnerships (LEP). The results also demonstrate that the best performing LEPs tend to have establishments with the Investors in People Standard and companies that are pursuing higher level market strategies. 


	
Tableau 1.1. Results of UK Employer Skills Survey at the Level of Local Enterprise Partnerships, 2015



	Total for England

	Best performing LEP

	Worst performing LEP





	Establishments accredited with Investors in People Standard

	25%

	12%

	16%




	Establishments pursuing high or very high product market strategies

	51%

	38%

	46%




	Establishments reporting 30% or more of staff are underutilised

	21%

	13%

	18%




	Source: UK Commission’s Employer Skills Survey, 2015 LEP results data tables (standard), www.gov.uk/government/publications/ukces-employer-skills-survey-2015-england-and-local-toolkit.





Beyond this example of good practice from the UK, the majority of OECD and non-OECD countries do not collect data of this nature. More effort should be taken to collect information on skills utilisation within enterprises and regions.

Putting skills to better use can improve outcomes for individuals, employers, and economies

Putting skills to better use in the workplace is important for workers, firms and broader society. From the perspective of the employee, better use of skills is associated with job-related well-being (Morrison et al., 2005). Poor use of skills creates job dissatisfaction and can be related to increased turnover (Felstead et al., 2017; Okay-Sommerville and Scholarios, 2013). The OECD has found that skills use is positively associated with being ’extremely satisfied’ at work after accounting for skills proficiency, educational attainment, wages and a number of socio-demographic characteristics (OECD, 2016d). 

Workplace organisation practices associated with higher levels of skills use are also linked with job quality. For example, in looking at SMEs, Lorenz (2015) found that employees working in “discretionary learning” forms of work were 74% more likely to be satisfied than employees working in “constrained learning” forms or “simple or traditional forms” of work, after controlling for employee’s educational level, sex, occupation, country and sector. 

Links have also been established between skills use and wages. PIAAC data shows that workers who use their skills more frequently earn higher wages after holding education and skills proficiency constant (OECD, 2016a). In particular, the ILO (2016) has noted that the literature indicates there is a wage penalty associated with over-skilling, with the average wage penalty being 7.5%. The same review found that that being overskilled also increases an individual’s probability of future unemployment (Mavromaras et al., 2015) and lower workplace harmony (Belfield, 2010). Other research suggests that one way to address rising inequality is by putting skills to better use (OECD, 2015a), or upgrading routine jobs to enhance the creative content of this work (Martin et al., 2016). 

For employers, the improved use of skills in the workplace represents a better alignment of the competences of employers to the needs of the business. A range of research has found that this is intimately related to improved retention of workers, but also higher productivity, greater employee engagement and improved relations between management and workers groups (OECD, 2016a; Skills Australia 2012; UKCES, 2014; Findlay et al., 2011).

Strong linkages between innovation and work organisational practices that make better use of skills have also been identified. Incremental innovation, which involves “endless minor modifications and improvements in existing products” is often a result of learning by doing or using rather than technical or scientific knowledge (Rosenberg, 1994). This “learning by doing” often occurs on the shop floor or in front line services, but is dependent on workers having some level of autonomy and structures in place to communicate their insights to management and colleagues. 

Based on research undertaken in 166 Italian manufacturing firms, Santangelo and Pini (2011) found incremental improvements in a firm’s existing product and work process were positively linked to the adoption of new HRM practices (e.g. the delegation of decision rights, channels for employees’ suggestions, incentives to employees, and flexible labour organisation) at the shop floor level. In fact, there is some literature that argues that this type of innovation is as important as “radical innovation” that involves the introduction of new products or technologies (Toner, 2009). 

Improving skills use also has benefits for the national economy. OECD research has shown that improving skills use could result in considerable gains in aggregate productivity (e.g. ranging from a 3% gain in the United States to around 10% in Italy) (Adalet, McGowan and Andrews, 2015). Black and Lynch (2004) credit changes in workplace organisation – such as re-engineering job design, incentivising teamwork, introducing incentive pay and encouraging employee autonomy and feedback – as a “significant component of the turnaround in productivity growth in the US during the 1990s”.

An analysis of the OECD PIAAC data shows that even after accounting for average proficiency scores in literacy and numeracy, the use of reading skills at work accounts for a statistically significant share of the variation in labour productivity across countries (see Figure 1.6). Similar analysis undertaken at the industry level shows a positive link between skills use and productivity (OECD, 2016a). At the firm level, stronger skills utilisation has been linked to improved retention, higher productivity, and greater employee engagement (OECD, 2016a; ILO, 2013; UKCES, 2014). 



Figure 1.6. Labour productivity and the use of reading skills at work

Adjusted for literacy and numeracy proficiency

[image: graphic]Notes: Line is best linear prediction. Labour productivity is equal to the GDP per hour worked, in USD current prices 2012 for round-1 and 2014 for round-2 countries/economies. Adjusted estimates are based on OLS regressions including controls for literacy and numeracy proficiency scores. Standard errors in parentheses.

The sample for the Russian Federation does not include the population of the Moscow municipal area.

Source: Survey of Adult Skills (PIAAC) (2012, 2015), Table A4.3.; adapted from OECD (2016b).



Finally, expected changes in the workplace as a result of the megatrends – technological change, population ageing and globalisation suggest that making good use of skills will be critical. Improving skills utilisation and job quality is especially important in the context of growing job polarisation in a number of OECD countries, with growth concentrated in both relatively high-skilled professional service and relatively low-skilled services, such as care and personal service jobs that require social intelligence skills and involve non-routine interpersonal tasks (OECD, 2015a). Going forward, particular attention will need to be paid to improving low-wage jobs held by low-skilled workers (ILO, 2016a)...
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