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Executive summary

Introduction

The environment scan (Escan) is one mechanism used by Innovation and Business
Skills Australia (IBSA) to understand the skill needs within IBSA’s industry
sectors.

IBSA’s industry sector coverage comprises many enabling skills that are relevant to
a wide range of industries. The Escan is consequently an important component of
IBSA'’s intelligence gathering and advice processes.

This is the second year in which the Department of Education, Employment and
Workplace Relations (DEEWR) has required Industry Skills Councils (ISCs) to
prepare an Escan. IBSA has also sought to further enhance the Escan to ensure it is
a deep, thorough and substantive research and advice document.

The external environment

The Escan has been undertaken during a period of significant change in the global
and national environment. The macro environment is one of economic deceleration
and the likely prospect of a global recession in 2009.

Australia will inevitably be impacted on by the global economic downturn,
although the extent of the impact is uncertain. For the Australian labour market it
foreshadows increased complexity. There will be areas of skill surplus, resulting in
unemployment, co-existing with continuing skills needs in other sectors or regions.

These changes and other major trends and policy changes offer both opportunities
and threats for vocational education and training (VET) generally. While the six
IBSA sectors each confront their own specific skill issues each is affected by these
macro-level changes.

The increasingly complex environment calls for greater innovation that depends on
developing human capital. Industry stated in an ABS survey (2008) that innovation
depends most on skills that fall within IBSA’s responsibilities.

Consequently, IBSA has a particularly important role to ensure that training
packages are attuned to business needs relating to these innovation skills.

IBSA sector environment

Escan 2009 survey results indicate that businesses in IBSA sectors are continuing to
have some difficulty developing an appropriately skilled and flexible workforce.
Training can assist in meeting these challenges. The challenge is to ensure training
is available that meets business needs, that employers are aware of the training and
of its benefits.

Further, there is a need to ensure that individuals considering their education

options are aware of the benefits of VET and of specific opportunities offered by
. acquiring skills in demand. NCVER data (2008) shows that participants are most
( |BSA likely to gain the greatest benefit from completing higher level VET qualifications.
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Qualifications are seen as a benefit to individuals, by providing a recognised
certification of competency and knowledge, while skill sets mainly benefit the
business by meeting a specific business need. However, VET’s wider public
funding and data collection system is generally focussed on qualifications.

Escan 2009 survey results and stakeholder consultation indicates that businesses
frequently do not engage with VET, either because they do not understand it or
view VET as excessively bureaucratic. Consequently, there is an opportunity to
better match the interests of learners, businesses and government. Wider VET
reform, which is presently being led by COAG, is attempting to do this. The Escan
confirms that successful VET reform could unlock significant benefits for both
industry and individuals.

The Escan has captured the views of industry stakeholders across IBSA’s six
sectors regarding attitudes to formal and informal training, emerging areas of skill
demand and the adequacy of existing VET training for specific occupations. The
Escan considers how IBSA training packages can contribute to better VET
outcomes. In relation to the IBSA sectors, there are significant differences both in
the relevance of training to employment and the level of engagement with VET by
industry sectors (Escan 2009 survey).

NCVER data (2008) presented in Chapter 4 shows that improved employment
outcomes are clearly correlated to the completion of VET qualifications and the
level of qualification completed. Consequently, it is important to monitor VET
participation rates and qualification completions within the training packages, as
this is one indicator of the effectiveness of each package.

While the complexity associated with training package reviews is acknowledged,
stakeholders reported that they consider the review processes to be excessively
long. Very long reviews undermine confidence in the process and may detract from
the currency of packages once they are implemented. Although this remains an
issue for the VET system generally, the training package continuous improvement
process that commenced in 2008 is expected to improve the situation.

The rapid change in the external economic environment during 2008 and early 2009
underscores the difficulty in predicting growth and decline in specific occupations
and job roles. It is however necessary to develop a sense of business employment
intentions. To achieve this Escan 2009 has been developed in two phases:

e The first phase of the Escan obtained industry views via initial stakeholder
consultation and survey on expected demand for priority occupations and job
roles over both the next 1 — 2 years and around 5 years.

e The second phase subjected a draft Escan report, including survey results of
employment intentions, to scrutiny by IBSA industry stakeholders. The final
Escan report reflects the feedback obtained during these validation forums.

(" IBSA
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Chapter 1
Introduction

IBSA is an ISC with responsibility for activities across six industry sectors
encompassing business services, cultural and related industries, education, financial
services, information and communications technologies (ICT) and printing and
graphic arts. IBSA aims to build capability, professionalism and innovative capacity
in Australia’s workforce in these six industry sectors.

Box 1.1

INNOVATION AND BUSINESS SKILLS AUSTRALIA

IBSA is one of eleven ISCs funded by the Australian Government through DEEWR. ISCs
are not-for-profit organisations. They advise and support the use of the national VET
system.

The role of ISCs was refined in 2008 and now includes:
* providing industry intelligence to Skills Australia
« providing independent skills and training advice to enterprises

e supporting the development, implementation and continuous improvement of high
quality training and workforce development products and services

« working with enterprises, Employment Services Providers and Registered Training
Organisations (RTOs) to ensure that individual and enterprise training needs are
matched to appropriate training.

IBSA has responsibility for the following six industry sectors, all of which contribute
significantly to driving innovation within the Australian economy:

e business services

e cultural and related industries
e education

< financial services

e ICT

e printing and graphic arts.

A significant component of each ISC’s role is to ensure the continued relevance and
quality of the training packages assigned to its industry sectors. There are eleven training
packages associated with IBSA's industry sectors. Many of the skills associated with
IBSA’s industry sector training packages have significant application in other industry
sectors. For example, over 80% of all nationally recognised training packages import
units from the Business Services training package.

The cross-sectoral dimension to IBSA's training package and associated job roles adds
a level of complexity to identifying factors that influence demand for and supply of
employees that are competent in the skills developed by IBSA’s training packages.

Source: IBSA

ISCs are responsible for the development and maintenance of training packages
associated with each industry sector. Training packages, together with the
Australian Quality Training Framework (AQTF) and the Australian Qualifications
Framework (AQF), are key elements of the national training system and all play a
role in ensuring the quality and relevance of VET in Australia. 1ISCs have
responsibility for the quality of only one component of the national training system,
namely the training packages.
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Training packages comprise sets of nationally endorsed standards and qualifications
for recognising and assessing people’s skills in specific industries. Training
packages describe the skills and knowledge required to achieve specific
gualifications without prescribing how they should be taught or learned. The
training is delivered by registered training organisations (RTOs).

Mechanisms are in place to assist with maintaining the quality of training delivered
by RTOs. The AQTF is the set of nationally agreed quality assurance arrangements
for training and assessment services delivered by RTOs. The AQTF includes
standards for registration of training organisations, which are administered by
registering bodies in each state and territory such as state training authorities and
state education departments. RTOs may include TAFE colleges and institutes,
private providers, adult and community education providers, community
organisations, schools, higher education institutions, commercial and enterprise
training providers, industry bodies, all of which must meed AQTF registration
requirements.

The AQF sets out all nationally recognised qualifications, including qualifications
in the VET sector, to support quality, consistency and portability of training
outcomes across Australia.

IBSA utilises a variety of mechanisms to understand the skill needs within its
industry sectors. The Escan is one mechanism through which IBSA reviews the
factors influencing the demand for and supply of skills relevant to its industry
sectors. The Escan is a comprehensive gathering and analysis of market intelligence
— and underpins IBSA’s strategic planning, advice and design of training
packages. The Escan analyses those factors influencing training and workforce
development issues for Australia’s innovation and business industries. It considers
industry-specific issues, as well as broader social, demographic, technological,
economic and labour market influences.

This is the second year that DEEWR has required 1SCs to complete an Escan, with
the initial Escans recognised as providing valuable input to the national training
system (DEEWR 2008).

1.1 Objectives of Escan 2009

The key objective of the Escan is to identify the skills and workforce development
priorities for Australia’s innovation and business industries and foresee emerging
influences on workforce development and training issues. This information is
subsequently used by IBSA to refine training packages to meet the needs of
industry and identify investment priorities in Australia’s VET system. This includes
prioritising of the program of activities to continuously improve IBSA’s training
packages.
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Through analysis of a survey of businesses within IBSA sectors conducted
specifically for the Escan this report identifies:

 employment expectations over the short-medium term (next 1-2 years) and
medium to long term (around 5 years)

« views on the effectiveness of formal training for specific job roles
e views on emerging skills, where there is an increasing training need

e the level of concern related to key issues regarding the economy and the
general business environment

e attitudes towards existing workforce, ease of access to training, types of
training and government funding of training

e similarities and variance between IBSA sectors, between larger and smaller
businesses and between states and territories.

The Escan also reports on trends in training in IBSA sectors, the status and
coverage of IBSA training packages and high level views of those packages. This
does not attempt to provide the detailed examination of training packages that
occurs during formal review processes.

Drawing on the analysis of emerging demand for job roles, comment is made on
areas not currently covered by existing training packages and their qualifications.
Issues relating to IBSA training packages are provided.

1.2 Escan methodology

The approach taken to develop the 2009 Escan was informed by the 2008 Escan and
by guidance material provided by DEEWR.

Desktop research was conducted to identify the major economic, political, social
and demographic, environmental and technological issues impacting upon IBSA’s
industry sectors and on the Australian labour market more generally. This
information provided the context against which stakeholders’ comments and
responses were analysed.

Stakeholder input constitutes a major source of information and was collected in
three ways. Early in the conduct of the project, consultations were held with a range
of stakeholders in all state and territory capital cities. Stakeholders included: peak
bodies in IBSA’s industry sectors in addition to employer organisations with cross-
sectoral representation; unions; RTOs including TAFE providers; government
(state, territory and Commonwealth); Skills Australia; and training advisory bodies
in IBSA’s industry sectors.
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Stakeholders were asked to identify the most pressing workforce issues currently
facing their industry (or industries). They were also asked how effectively they felt
VET was meeting the needs of their industry and to describe areas where this is
being done well and where needs are not being met. Stakeholders were asked to
describe the impact that changes in the macro environment were expected to have
on workforce issues in the foreseeable future and the implications of such changes
on training and development needs and on employee numbers. In particular,
stakeholders were asked to identify the job roles that are currently difficult to fill.
They were also asked to identify the job roles for which there is likely to be
a shortage of skilled applicants over the next five years. Following consultations,
the job roles identified were aligned with Australia and New Zealand Standard
Classification of Organisations (ANZSCO) codes to facilitate further analysis.
ANZSCO codes were used, as this is the standard classification system used by the
Australian Bureau of Statistics (ABS).

The second way in which stakeholders’ views were considered was through
responses to a survey. The survey posed a range of questions regarding employers’
concerns regarding a range of issues, estimates of future demand for employees in
specific job roles and satisfaction with aspects of VET and IBSA’s training
packages. The survey was distributed electronically to businesses and other
organisations registered on IBSA’s database and to stakeholders that during
consultation had agreed to respond to the survey, or forward on to their members. A
copy of the survey is provided at Appendix G.

Information from the consultations and survey was analysed against the contextual
data sourced during the literature review. The analysis included the construction of
“T-Tests’, which allow for comparison of responses on the basis of industry sectors,
location or business size, compared to the average response. This is useful in
placing responses in an overall context and identifying trends. This information was
used to highlight where demand for skilled workers is likely to increase and where
it is likely to decline for each industry sector. Areas of concern, labour force issues
and training requirements for each industry sector were also identified. The
potential consequences for IBSA training packages are discussed, as are the
priorities IBSA may adopt to address these issues.

Thirdly, the draft Escan was subject to validation. The draft was circulated to each
of the IBSA sector advisory committees (SACs), relevant state and territory training
advisory bodies and small and large business representatives (Appendix E provides
details of those consulted). During January 2009, the following validation forums
were held, in which stakeholders provided feedback on the draft Escan:

e advisory body forum

six SAC forums (one for each SAC)

small enterprises forum
e large enterprises forum.

The final Escan incorporates the feedback from industry stakeholders during the
validation stage.
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1.3

Report outline

This chapter describes the purpose of the Escan 2009 and outlines the approach
taken in preparing the Escan.

Chapter 2 identifies the major changes in the external environment over the
last year and describes the impact of these changes on IBSA’s industry sectors.

Chapter 3 identifies the existing the workforce needs in IBSA’s industry
sectors and discusses the impact of the changes outlined in Chapter 2 in terms
of workforce issues.

Chapter 4 considers the implications of the analysis in preceding chapters for
IBSA'’s training packages at a strategic level

Chapter 5 consolidates findings and describes factors which should be
considered for the findings of the Escan to be transferred into actions.

Escan 2009 has been approached differently to Escan 2008 and this is reflected in
the structure of the report. An objective of the structure of Escan 2009 is for each
chapter to build upon and be informed by the previous chapter. Concurrently,
specific chapters or sections of chapters may be considered independent of the full
report. This offers both an IBSA wide and a sector specific scan of information. The
sectoral analysis is however deepened by consideration of other sectors and of the
broader IBSA environment.
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Chapter 2

The effect of changes in the business environment
on IBSA’s industry sectors during the last year

Various business surveys, including the Australian Industry Group National CEO
Survey (2008), have indicated that finding people with the appropriate skills has
been a major difficulty confronting Australian employers. This problem is generally
referred to as ‘skill shortage’ (see definition below). Skill shortages have arisen in
part because of the sustained period of economic growth enjoyed by Australia over
the last decade. Our education and training systems including VET, have struggled
to satisfy the resultant demand for skilled labour.

The Australian economy has recently entered a period of uncertainty due to a major
change in the global environment. Within the space of a few months, the problem
facing many Australian businesses has changed from finding staff to finding
customers. Known initially as the global financial crisis, because it began in
financial markets in the United States, it is now a global economic problem. This
did not noticeably impact upon the Australian economy until around August-
September 2008. While a contraction in aggregate demand and slowing Gross
Domestic Product (GDP) growth is clearly underway, there is uncertainty about
how hard this will hit the Australian economy and labour market, in terms of both
the depth and duration of the impact. There is an emerging consensus that 2009 is
the most challenging year the global economy has faced for several decades.
Consequently, Australia is less likely to avoid a recession.

For the Australian labour market, this environment means increasing complexity.
We will see areas of skill surplus and areas of skill shortage. This is already
happening, with redundancies apparent in some sectors of manufacturing, mining
and finance for example. In other areas, like ICT, acute skill shortages appear likely
to continue.

In the face of these challenges and this complexity, VET has a key role in re-
skilling people who are affected by the changing labour market — including those
who become unemployed. Some people will need to develop new skills, others who
left school or training in the good times will return to complete their education.
Government and individual investment in VET will almost certainly increase,
although private sector investment in training may decrease.

In this changing environment, the IBSA sectors are especially important given the
high proportion of enrolment in these sectors as a share of VET overall and the
enabling role played by these sectors in relation to the rest of the economy.

(" IBSA
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Box 2.2

WHAT IS A SKILL SHORTAGE?

The National Centre for Vocational Education Research (NCVER) (Richardson 2007)
investigated what is meant by a skill shortage and developed a classification of
shortages. NCVER reported as follows:

While the term ‘skill shortage’ seems to be clear and unambiguous, in reality it is
a slippery concept with many meanings. For a shortage to occur, it is necessary for the
demand for a particular type of worker to exceed the supply of such workers, but the
notions of supply and of demand are themselves quite inexact.

The normal operation of the labour market, including variations in the wages and
conditions of the job, will deal satisfactorily with many types of shortage. But it will not
work well if there are few people with the required skills who are not already using them
and it takes a long time to acquire such skills.

The following scheme for classifying skills shortages is suggested:

Level 1 shortage

e There are few people who have the essential technical skills who are not already
using them and there is a long training time to develop the skills.

Level 2 shortage

e There are few people who have the essential technical skills who are not already
using them but there is a short training time to develop the skills.

Skills mismatch

e There are sufficient people who have the essential technical skills who are not already
using them, but they are not willing to apply for the vacancies under current
conditions.

Quality gap

e There are sufficient people with the essential technical skills who are not already

using them and who are willing to apply for the vacancies, but they lack some qualities
that employers consider are important.

There is no simple reliable measure of the existence of a skill shortage. It is necessary to
draw on a range of indicators. The most important component of these indicators is the
time taken to fill vacancies for the skill in question.

Source: NCVER February 2007

In this report, the term skill shortage is used when reporting on the views of
stakeholders who referred to a skill shortage situation, or when referring to a
secondary source that described a skill shortage situation. The report has not sought
to verify whether each description of skill shortage provided by these sources
complies with the NCVER definition.

2.4 The macro environment
Economic

The global economy

The global economy is decelerating rapidly, with the United States, the United
Kingdom and Europe all now believed to be in recession (ANZ 2008).

This downturn was set in motion by the financial situation, which originated from
risky credit practices in the sub-prime mortgage sector in the United States in
August 2007. Its effects have since permeated global credit markets causing major
disruptions to financial institutions, in what is regarded as ‘the most dangerous
financial shock to mature financial markets since the 1930s’ (World Bank 2008).
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As a result of these impacts, companies have struggled to secure credit and raise
capital and business and consumer confidence has deteriorated. These have
contributed to the collapse of a number of financial institutions and companies in
Australia and overseas (International Monetary Fund [IMF] 2008).

The impacts of these events on the ‘real economy”’ in the United States are already
significant, with large-scale redundancies and a major economic retraction
underway. In Australia, the impact on the real economy to this point has so far been
limited. Across the world, governments have announced large fiscal stimulus
packages. Companies with strong balance sheets have called upon their own funds
rather than entering debt markets. 2009 will be an extremely difficult year for the
global economy and while Australia is expected to fare better than other developed
nations, the impact will extend to the Australian economy. Some economic
forecasts suggest that Australia will enter into a mild recession in mid-2009,
although this is expected to be less severe than for the United States and the United
Kingdom (ANZ 2009).

Governments have deployed several measures in efforts to stabilise and stimulate
national economies. These measures have included: reducing interest rates;
imposing new controls on stock market trading; nationalising key institutions; and
extending government guarantees to bank deposits (ANZ 2008).

Despite these measures, annual world economic growth is expected to moderate
from 5.2 percent in 2007, to 3.4 percent in 2008, to 0.5 percent in 2009 (see Figure
2.1). The IMF’s global world output growth forecast for 2009 — released in
January 2009 — reflects a 1.7 percentage point downward revision from forecasts
released just months earlier in November 2008. This reflects the speed with which
global economic conditions have deteriorated, as well as the overall uncertainty
inherent in the current economic climate. The IMF advised that ‘we now expect the
global economy to come to a virtual halt” (IMF 2009).

Figure 2.1

GLOBAL ECONOMIC GROWTH, 2006—-2009

ACTUAL PROJECTED

World output

Advanced
==* gconomies

-

Output growth, per cent
-9

________

e R T il
2006 2007 2008 2009 2010

Source: IMF 2009

Key issue: the macro environment

e  The macro environment is one of economic deterioration, with slowing growth and the
likely prospect of recession in much of the world during 20009.

e There is a high degree of uncertainty about the precise impact on Australia.
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The Australian economy

The Australian economy is experiencing the impacts of the global economic
downturn, which is presenting ‘the most challenging environment since the
recession of the early 1990s and possibly the depression of the 1930s” (ANZ 2008,

p. 8).

Australia’s economy is viewed as more resilient than many or all of the other
advanced economies, although the strength of this resilience is a point of debate. As
of late 2008, the IMF had expected Australia’s real GDP growth to decrease to 2.5
percent in 2008-09, from 4.5 percent in 2007 (IMF 2008). By late January 2009, the
IMF forecast had become more pessimistic, stating that Australia’s real GDP will
experience a GDP contraction of 0.2 percent in 2009, followed by 1.8 percent
growth in 2010 (IMF 2009).

GDP growth in Australia during the September quarter slowed to 0.1 percent
seasonally adjusted (ABS 2008h). Australia was one of very few advanced
economies with positive growth.

The impact of this global slowdown on Australia will be significant, given that
many major trading partners are in, or moving towards recessions that appear to be
quite severe by historic standards. Growth in China is also moderating, as described
recently by Reserve Bank of Australia (RBA) Governor Glenn Stevens (9
December 2008):

The most striking real economic fact of the past several months is not continued US economic
weakness, but that China’s economy has slowed much more quickly than anyone had forecast.
Our own estimates suggest that Chinese industrial production probably declined over the four
months to October... There is every chance that the rate of growth of China’s GDP is currently
noticeably below the 8 percent pace that is embodied in various forecasts for 2009.

If China’s economy weakens and its demand for Australian exports declines
markedly, this undermines the widely held view that China’s strength will shelter
Australia from the full effects of the global downturn during 2009. As of January
2009, China’s GDP growth is forecast to decline to around 7 percent during 2009
(IMF 2009), compared to growth in recent years of around 10-11 percent. China
has set a growth target of 8 percent for 2009 (The Age 29/01/2009).

Among the most visible indications of the economic downturn:

e in financial markets, the Australian Stock Exchange (ASX) 200 index in
October 2008 was 42 percent lower than in November 2007 (ANZ 2008)

e in commodity markets, the RBA commodity price index fell more than 7
percent between September and November 2008 (RBA 2008a)

e in property markets, the ABS house price index of Australia’s eight capital
cities fell 1.8 percent in the September quarter 2008 (ABS 2008).

(" IBSA
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The economic downturn is also impacting upon business activity and expectations.
A survey of Australian businesses in October 2008 found that one quarter of firms
consider themselves to be seriously impacted by the global economic and financial
situation, as shown in Figure 2.2 (Australian Industry Group [AIG] 2008). Another
national survey of business expectations for the December quarter 2008 (Dun &
Bradstreet 2008) found that the most prevalent concerns for business executives
were: movements in the Australian dollar; high fuel prices; continued inflationary
pressures; and declining consumer spending. A tightening credit market was
expected to have a negative impact on operations for 69 percent of businesses.

Figure 2.2
ECONOMIC AND FINANCIAL SITUATION: OVERALL IMPACT ON BUSINESS

40
» 351
30
25 |
20 |
15
10

Percentage of companie

Strongly Moderately No impact Too soon
negative negative to tell

Source: The Australian Industry Group 2008.

Australian businesses have responded to the deteriorating business environment by
revising their business plans and reducing production, employment, investment and
other costs. Business investment in particular is expected to decline sharply over the
next three years, as shown in Figure 2.3 below.

Figure 2.3
BUSINESS INVESTMENT

ACTUAL PROJECTED
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Source: ANZ 2009.
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In an October 2008 survey of Australian businesses, only 23 percent were taking no
action in response to the economic and financial situation, as shown in Figure 2.4.

Figure 2.4

ACTION TAKEN TO DEAL WITH THE ECONOMIC AND FINANCIAL SITUATION

Revise business plan
Lower production
Lower employment
Lower investment
Lower costs

Lower R&D

Other

Mo action

| | | | I T 1
0 5 10 15 20 25 30 35 40

Percentage of companies

Source: The Australian Industry Group 2008.

The results of the Escan 2009 survey, gives an indication of what the financial
situation will mean for business in terms of skill needs and workforce development
across the IBSA industry sectors, as shown in Figure 2.5.

Figure 2.5

IMPACT OF THE FINANCIAL SITUATION ON WORKFORCE NEEDS

The current financial situation will...

Require a change in people's skills

Lead to a different mix of
occupations

Increase the need for TAFE/
training organisation skills

Result in cuts to your formal
training budget

T T T T T T T 1
0 10 20 30 40 50 60 70
Per cent agree

Source: Escan 2009 survey

Over 60 percent of respondents indicated they see a need for changes in people’s
skills. While over 40 percent predict they will need to cut their formal training
budget. This indicates a potential for worsening mismatch of skills in supply and
those in demand. This in turn leads to demands for a government policy response,
with increased government investment in training. This is discussed further in
relation to Figure 2.7 below.

The economic challenges outlined above have been met with both monetary and
fiscal responses in economic policy.

11
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As Figure 2.6 shows, the RBA has made substantial cuts to official cash rates, with
reductions of 100 basis points in October and December 2008, representing the
biggest single reductions since 1992. However, the impact of this significant easing
of monetary policy is negated by high levels of private debt, combined with
diminishing confidence in the economic outlook. Households and businesses are
inclined to increase savings or cash reserves and pay down debt during periods of
economic uncertainty.

Figure 2.6

RBA OFFICIAL CASH RATE

8%

6% —

Offical Cash Rate

5% —

4.25 per cent

49,
July 2007 Oct 2007 Jan 2008 April 2008 July 2008 Oct 2008

Source: RBA 2008b.

The Australian Government has introduced several measures to stabilise and
stimulate the economy. A $10.4 billion fiscal stimulus package (ANZ 2008) is
being implemented. The bulk of this expenditure is in the form of cash payments to
families, carers and pensioners. The government also guaranteed all bank, building
society and credit union deposits for three years and permitted the Australian Office
of Financial Management to purchase $8 billion of Residential Mortgage Backed
Securities.

Public investment in VET would be expected to increase in response to the
economic downturn. As Figure 2.7 shows, increased public investment in VET
followed Australia’s 1991 recession and subsequent high levels of unemployment
in the early 1990s.
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Figure 2.7
PUBLIC INVESTMENT IN VOCATIONAL EDUCATION AND TRAINING, 1988 TO 2008
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Note: Prices are adjusted to 2007 values using the Reserve Bank of Australia inflation calculator.

Sources: NCVER 2008; NCVER 2001; NCVER 2003; NCVER 2000; ABS 1998; Griffith University 2001;
ABS 1997; ABS 1994, & RBA 2007.

The cycle that would be expected involves:
e declining demand, shown in reduced consumer confidence and spending
e businesses cutting costs — including training and labour — to protect margins
e rising unemployment, as labour is shed as part of cost reduction
e increase in the demand for training as:
- unemployed or underemployed people access training programs

- more young people enter training programs for longer (rather than entering
the job market)

e increased government investment in training, to directly assist unemployed
people and school leavers and facilitate structural adjustment in the economy
and labour market when conditions improve

e at the point where growth returns or improves, renewed demand results in
those people who have undergone training gaining new or better employment.

The above summary is a simplification of complex events that are still unfolding.
There remains considerable uncertainty about Australia’s economic and labour
market outlook. However, as of early 2009 there are indications that this cycle has
commenced. The Australian Government is being called upon to prepare for
increasing unemployment by investing in social assistance and retraining programs
(ACTU 22/01/2009). The Financial Review recently reported that the government
is preparing to announce new measures to support employment and skills training
(29/01/2009).

The Australian labour market

Conditions in Australia’s labour market are beginning to reflect the downturn in the
economy, with indicators of employment trending downwards. This is reflected by
the indicators shown in Table 2.1, which together comprise the DEEWR leading
indicator of employment. This indicator has decreased for ten consecutive months
to November 2008, reflecting a cyclical downturn in employment.

(" IBSA
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Table 2.1
SELECTED INDICATORS OF EMPLOYMENT, SEASONALLY ADJUSTED

Series Percentage change  Percentage change  Percentage change

over the year over the quarter over the month

ANZ Newspaper Job Ads

(November 2008 release) -34.7 percent -15.1 percent -12.2 percent

Westpac—Melbourne Institute Leading Index of
Economic Activity 3.4 percent -0.1 percent -0.1 percent
(October 2008 release)

Westpac-Melbourne Institute Consumer Sentiment
Index -28.9 percent 3.8 percent -11.0 percent
(October 2008 release)

Source: DEEWR 2008a.

In the Dun & Bradstreet Employment Expectations measure for the December
guarter 2008, employment growth expectations are at their lowest level since 1991
— 23 percent of executives expect to have fewer staff in the December quarter than
they did a year ago (Dun & Bradstreet 2008).

In releasing the ANZ job advertisement index results for November (ANZ 2008a),
ANZ stated that over the last two months, newspaper job advertising in Australia
has declined by the greatest level in the 30-year history of the survey. It also stated
that:

This tells us that hiring intentions have been heavily impacted by the latest wave of uncertainty
and financial distress caused by the global financial crisis.

Warren Hogan, ANZ Head of Australian Economics

Other measures, such as the Roy Morgan estimate of unemployment and
underemployment, which uses a more demanding test of employment than the
ABS, has recorded steadily increasing unemployment and underemployment in the
second half of 2008 (Roy Morgan Research 2008).

For 2009, employment forecasts suggest that the sharpest declines in employment
will occur in the construction (5.6 percent decline), manufacturing (4.4 percent
decline) and services sectors (0.6 percent decline) (AlIG & Deloitte 2009).

Despite a weakening labour market, recruitment issues are likely to be an ongoing
challenge for many businesses. A survey of Australian businesses in April 2008
(prior to the major impact of the global financial situation on Australia) found that
skills shortages had impacted 68 percent of Australian businesses over the
preceding year (AIG/Deloitte 2008). Impacts were found to be most prevalent in the
construction (83 percent) and services sectors (78 percent). Large firms reported the
highest incidence of skills shortages (81 percent) with fewer shortages for medium-
and small-sized firms (65 percent and 60 percent respectively).

Given these findings, even with the impact of the global financial situation flowing
through to Australian businesses, the large number of firms reporting skills
shortages indicates this situation is likely to continue for many employers, even if it
is less severe overall due to easing of what has been a very tight labour market.

(" IBSA
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Key issue: the Australian economy and labour market

e Australia will inevitably be affected by the global economic downturn, although the
extent of the impact on Australia is uncertain.

e  For the Australian labour market, the global economic downturn does indicate
increased complexity. There will be areas of skill surplus, resulting in unemployment,
co-existing with continuing skill shortages in other sectors or regions.

e Business is responding and will continue to respond to the changing economic
circumstances. This will have implications for VET, which includes a likely increase in
the demand for VET and public spending on VET in 2009 and beyond.

e  VET will be critical as a facilitator of the structural adjustment that should result from
changes in the external economic environment.

The political and policy environment

The change of federal government in November 2007 has led to changes across
many aspects of government policy over the past twelve months. Some of the
significant changes targeting issues of productivity and education are set out in
Table 2.2.

Table 2.2
NEW AUSTRALIAN GOVERNMENT INITIATIVES, 12 MONTHS TO NOVEMBER 2008

Productivity initiatives

Economic reform

= Enacted tax reforms in June 2008.

 Commenced a review of Australia’s tax and transfer system (the Henry Review).

« Introduced several initiatives to reduce the regulatory burden on business.

« Introduced several regulatory reforms to streamline business regulation nationally.
« Introduced reforms to the Trade Practices Act.

Improving infrastructure

« Established Infrastructure Australia and the Council of Australian Governments (COAG) Infrastructure Working Group.

< Announced the establishment of: the Building Australia Fund to invest in economic infrastructure; the Education
Investment Fund to invest in higher education and VET; and the Health and Hospitals Fund, to invest in health
infrastructure.

» $4.7 billion infrastructure package over three years, including $1.6 billion for TAFE and university infrastructure.
Education and workforce productivity

» Plans to provide 701 000 training places in the VET sector over five years, known as the Productivity Places Program
(PPP).

» $2.5 billion Trade Training Centres in Schools program.

» $98 million over four years for Year 9-12 individuals engaged in education and training to participate in on-the-job
training.

» $1.2 billion over five years for ICT in schools.

» $238.6 million over four years for the Scholarships for a Competitive Future program to increase the number of higher
education graduates in areas of skills shortages.

 Establishing a national curriculum.

» $533.5 million over five years to deliver universal access to early learning for all Australian children in the year before
formal schooling.

* Major review of Australia’s higher education system (the Bradley Review — see Box 2.3).

Source: Department of the Prime Minister and Cabinet 2008

(" IBSA
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As shown in this table, the Australian Government has announced several VET or
VET related initiatives to progress its objectives for education, training and
workforce development. Through these policies, government is seeking to increase
course completions to avert projected shortages and modernising and improving
course quality.

Although the proportion of people with non-school qualifications has increased
over the last decade (to 54 percent from 42 percent), this still represents a large
share of the population who hold no post-school qualification (ABS 2008). As
expressed by the Minister for Education and Minister for Employment and
Workplace Relations, Hon. Julia Gillard MP:

The ABS 2007 Survey of Education and Work tells us that over 7 million Australians aged
15-64 now hold no post-school qualification. We have to significantly reduce that number over
the next decade.

A further challenge is to match qualifications being undertaken with those that are
in demand. This requires the active involvement of industry, as well as the
commitment of governments. Industry has an important role, in ensuring that VET
participants and prospective participants are aware of the benefits and opportunities
offered by various career pathways and job roles.

To emphasise this point, the current economic uncertainty notwithstanding,
Australia faces a significant shortfall in the supply of workers with the required
vocational qualifications. The National Policy Skills Collaboration, involving
industry groups and unions (April 2008), recently stated that 87 percent of jobs
require post-school qualifications but 50 percent of the workforce lacks these
gualifications. There is an estimated shortfall of 240,000 VET qualified people by
2016. This could be averted by steadily increasing completion rates at the rate of 2
percent per year.

VET is positioned as a key element of the COAG National Reform Agenda. By
2020, VET aims to:

e halve the proportion of people aged 20-64 years without certificate Il or
higher qualifications

e double the number of diploma and advanced diploma completions.

To achieve these aims, the Government has established a new statutory body, Skills
Australia, to provide independent advice on the demand for skills and public
investments in training. Skills Australia has advised that it will be depending on
industry skills councils to advise it of the latest developments affecting skill needs.
Moreover, Skills Australia has recognised that the state and territory training
advisory bodies also have an important role to play. There is an ongoing challenge
in ensuring that the advice provided by these bodies is timely, coordinated and
pertinent.

The government also initiated a major review of higher education (the Bradley
Review; see Box 2.3), which will inform future higher education policy. The review
will have significant implications for the VET sector.
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Box 2.3

THE REVIEW OF HIGHER EDUCATION

The Review of Higher Education examined the future direction for Australia’s higher
education sector. It released its final report to the Hon Julia Gillard MP, Deputy Prime
Minister and Minister for Education, Employment, Workplace Relations and Social
Inclusion, in December 2008.

The review identifies a number of challenges confronting Australia’s higher education
system, among them: declining global competitiveness, shortages of well-qualified people
and limited accessibility to disadvantaged groups.

The review advocates a more holistic and coherent approach to the provision and
planning of tertiary education across VET and higher education. The review proposes
a ‘continuum approach’ to tertiary education, which would overcome inconsistencies
between the two sectors, particularly relating to funding and regulation arrangements.

e Funding — addressing funding inconsistencies by: introducing a tertiary entitlement
funding model across higher education and VET; extending income contingent loans
to VET students; and giving the Australian Government responsibility for funding
higher education.

* Regulation — regulatory processes could be streamlined across states and territories
by introducing an independent national regulatory agency.

However, the review also acknowledges that diversity between tertiary education sectors
is necessary to meet the range learner, industry and social needs. At the same time, the
system needs to be such that differences between the sectors do not restrict the ability of
people to move between them.

The review identifies several characteristics of an effective higher education system,
which underlie many of its recommendations. These characteristics include:

e equal value being given to VET and higher education, reflecting the importance of
their different roles in the development of skills and knowledge and their contributions
to our economy and society

e recognising that institutions may have a primary mission in one sector, but should still
be able to offer qualifications in the other sector as under current arrangements

* sharing and coordinating an information base and approach to anticipating future
labour market needs, industry needs and demographic trends

« capacity for the tertiary system to provide integrated responses to workforce needs for
industries and enterprises, including those in disadvantaged or under-represented
community groups

« an efficient regulatory and accountability framework

« clearer and stronger pathways between the sectors in both directions.

Source: DEEWR 2008b.

Some stakeholders, including the Australian Chamber of Commerce and Industry,
have called for greater integration of the higher education and VET sectors in
submissions to the review. The review has accepted greater integration as a priority
and this will be a major policy issue in 2009. This will be of direct relevance to
IBSA, given its qualifications have a relatively high potential volume of articulation
to university level programs, particularly across the business services area.

An increasing proportion of learners are being admitted to university on the basis of
prior VET study, from 8.9 percent of participants beginning undergraduate degrees
in 2002 to 10.1 percent in 2006. Similarly, the proportion of university participants
gaining credit for prior VET study has also increased, from 2.6 percent beginning
undergraduate studies in 2002 to 3.4 percent in 2006 (DEEWR 2008b).
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If adopted by government, the review recommendations will have significant
implications for VET generally, including IBSA. This is explored in further detail
in Chapter 5.

Findings: political and policy environment

e The policy focus on post school education, including VET, is expected to sharpen in
2009 as implementation of policy initiatives of the Australian Government gain
momentum.

e A major policy issue is expected to be greater integration of the VET and higher
education systems. This has significant implications for IBSA’s areas of responsibility.

Social and demographic change

Social and demographic changes occur over prolonged time periods. Several trends
relating to population, workforce participation and engagement with VET have
become increasingly apparent over recent years.

Figure 2.8
POPULATION GROWTH, BY STATE AND TERRITORY, YEAR TO JUNE 2008

New South Wales
Victoria
Queensland
South Australia
Western Australia
Tasmania
Northern Territory

Australian Capital Territory

Per cent

Source: ABS 2008b.

Figures show that over the year to June 2008, those states and territories with the
highest rates of population growth were also those with leading economic growth
rates over the same period, namely Western Australia (5.2 percent economic
growth), Queensland (5.3 percent economic growth) and the Northern Territory
(3.9 percent) (ABS 2008c)".

A prominent social trend over the past decade has been the increase in workforce
participation, particularly among females and middle-aged Australians. This is
shown by the workforce participation rates in Table 2.3. Notably, from 1996 —
2006, participation among all females increased by 5.2 percent, while participation
among females aged 55-64 increased by more than 17 percent.

Economic growth figures refer to growth in Gross State Product volume measure.
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Table 2.3

WORKFORCE PARTICIPATION

Population group

1996

Participation

2006
Participation rate

Increase

(percent)

People aged 55-64 years

rate (percent)

(percent)

Males aged 55-64 years 61.2 67.9 6.7
Females aged 55-64 years 30.9 48.1 17.2
Australia

Males 71.4 71.5 0.1
Females 52.8 58.0 5.2

(" IBSA
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Source: ABS 2008e.

Among the key drivers of the increase in workforce participation is the increase in
part-time work, particularly for women, as well as the sustained period of economic
growth between 1996 and 2008 (ABS 2008f).

This is significant in that the nature of employment patterns and job roles is
changing. Increasing participation by women in particular will continue to increase
the need for greater flexibility in work hours for both women and men to enable
a balance between work and family commitments. More workplaces will need to
accommodate employees fulfilling their family care responsibilities. This will also
assist workplaces to attract and retain workers.

The ageing of Australia's population, already evident in the current age structure, is
expected to continue. This is the result of sustained low levels of fertility combined
with increasing life expectancy at birth. The median age of Australia’s population
(36.8 years at 30 June 2007) is projected to increase to between 38.7 years and
40.7 years in 2026 (ABS 2008d). The age profile of Australia’s workforce is shown
in Figure 2.9.

Figure 2.9
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Note: Figures exclude those persons whose labour force status was not stated, which accounted for
1.04 million people in 2006.

Source: ABS 2008f.
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South Australia and Tasmania have the most ragigbing populations, as shown
in Figure 2.10. However, as the steadily increasimgglian age in each jurisdiction
indicates, Australia faces workforce policy issoagsed by ageing.

Figure 2.10
MEDIAN AGE, OBSERVED AND PROJECTED, BY STATE AND TERRITORY

Source: ABS 2008d.

There are several expected implications of an agewpulation for VET. The
number of VET participants aged over 45 years amed from 2006 to 2007, while
the enrolments of younger participants declined shown in Table 2.4. However,
the latter could be a result of the buoyant labuarket at that time, which tends to
attract participants from training into paid work009 is likely to witness an
increase in VET enrolments due to tightening inl#®ur market.

There are not only more people moving towardseetant, also, these individuals
will increasingly seek to make a phased transiiom full time work to retirement.
This again will increase the need for flexibility employment arrangements and
place new demands on employers to manage thesegamants. Additionally,
some employees who had been approaching retirewikriow plan to work for
longer due to the impact of the global financiauaiion on superannuation
earnings.

From an employer perspective, given Australia'sirg@opulation and the risk of
an inadequate supply of qualified skilled labourorsages are likely to remain a
longer-term issue beyond the difficult period faeggresent. In light of this, some
businesses will be reluctant to hastily reduce egmknt levels, knowing that they
could again face shortages in the relatively neturé.
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