Skills Outlook 2017

Skills and Global Value
Chains

30t May 2017
Stéphanie Jamet




People are at the centre
of Global Value Chains




What Global Value Chains (GVCs) mean

The Smiling Curve
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Exports of manufactured goods include a large share of

value added from abroad

Foreign value added embodied in exports, manufactured goods and services, 2011

O Domestic, in manufactured exports B Foreign, in manufactured exports
+ Foreign, in business services exports
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Source: OECD Trade in Value Added database (TiVA).
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Many jobs depend on demand in foreign

countries

Jobs in the business sector sustained by foreign final demand, by region of demand
As a percentage of total business sector employment, 2011
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Skills Matter for
globalisation




Why skills?

* Realise productivity gains

— offered by new technologies and participation in GVCs

* Protect workers against negative impact

— Job losses, lower job quality

e Specialise in advanced industries and services

— Innovation, higher productivity, job creation
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Participation in GVCs can lead to productivity

gains, especially if associated with skills

Average annual increase in productivity growth, 1995-2009
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More educated workers enjoy better job quality
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By investing in skills, countries can help make
GVCs work for all

From
economic
to social

outcomes

nto

social outcomes

Skills

Skills to specialise in
high tech. industries

Value and climb the global
added value chain
along I
GVCs
Skills to
participate in
GVCs
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Limited share of low-
skilled workers

Developing skills
Advanced skills

Increasing
participation in GVCs

Specialised in
advanced industries

Increasing
specialisation in
advanced industries

Increasing
productivity

Increasing
employment

Improving social
outcomes

To participate in GVCs, ensure that participation translates into productivity
growth and limit risk of employment loss, increased inequality and poor job
guality

To ensure that participation in GVCs translates into good economic and social
outcomes, countries need to raise skill outcomes

To specialise in technologically advanced industries, the quality of skills at the top
end of the skill distribution is important

How successfully have countries extended their participation in GVCs by
importing foreign inputs for exports and producing inputs used in other countries
inputs

Specialisation in technologically advanced industries is linked to value creation,
innovation and productivity gains (revealed comparative advantage)

How quickly has the revealed comparative advantage grown

Increased participation in GVCs can lead to productivity gains through many
channels, including specialisation, increased competition and technology diffusion

Participation in GVCs can affect employment through both job destruction and
job creation

Increased integration in GVCs can affect wages and inequalities, labour-market
security and the quality of the working environment



More than 200m adults in OECD countries have low

literacy or numeracy skills and 60% lack both

The proportion of low performers in literacy and/or numeracy
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Limited share of low-
skilled workers

Developing skills

Advanced skills

Increasing
participation in GVCs

Specialised in
advanced industries

Increasing
specialisation in
advanced industries

Increasing
productivity

Increasing
employment

Improving social
outcomes

To participate in GVCs, ensure that participation translates into productivity
growth and limit risk of employment loss, increased inequality and poor job
guality

To ensure that participation in GVCs translates into good economic and social
outcomes, countries need to raise skill outcomes

To specialise in technologically advanced industries, the quality of skills at the top
end of the skill distribution is important

How successfully have countries extended their participation in GVCs by
importing foreign inputs for exports and producing inputs used in other countries
inputs

Specialisation in technologically advanced industries is linked to value creation,
innovation and productivity gains (revealed comparative advantage)

How quickly has the revealed comparative advantage grown

Increased participation in GVCs can lead to productivity gains through many
channels, including specialisation, increased competition and technology diffusion

Participation in GVCs can affect employment through both job destruction and
job creation

Increased integration in GVCs can affect wages and inequalities, labour-market
security and the quality of the working environment



Countries can shape their
specialisation within global
value chains through the
skills of their populations




Most OECD countries have increased their specialisation in

technologically advanced industries

Change in specialisation, 2000-11: ® Increase Decrease
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Specialising in most technologically advanced industries

(incl. services) requires a good alignment of countries’ skills with
industries’ skills requirements

For instance, the finance and insurance industry requires :

Workers with a mix of skills

Workers with good numeracy skills but
also managing and communicating
skills to perform the various activities

Pools of workers with qualifications that
reflect what they can do

Many technologically advanced industries
involve long sequences of tasks and poor

performance at any stage greatly reduces
the value of output
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Specialisation opportunities

in complex business services, high-tech and medium high-tech manufacturing resulting
from alignment between countries skill characteristics with industry requirements

@ Revealed comparative advantage increased @ Revealed comparative advantage (2011 RCA>1)
@ Revealed comparative advantage decreased O No revealed comparative advantage (2011 RCA<1)
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Specialisation opportunities

in complex business services, high-tech and medium high-tech manufacturing resulting
from alignment between countries skill characteristics with industry requirements

B Skills characteristic provides opportunity for specialisation

@ Revealed comparative advantage increased @ Revealed comparative advantage (2011 RCA>1)
@ Revealed comparative advantage decreased O No revealed comparative advantage (2011 RCA<1)
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Specialisation opportunities

in complex business services, high-tech and medium high-tech manufacturing resulting
from alignment between countries skill characteristics with industry requirements

B Skills characteristic provides opportunity for specialisation

@ Revealed comparative advantage increased y t
@ Revealed comparative advantage decreased
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Specialisation opportunities

in complex business services, high-tech and medium high-tech manufacturing resulting
from alignment between countries skill characteristics with industry requirements

B Skills characteristic provides opportunity for specialisation

@ Revealed comparative advantage increased
@ Revealed comparative advantage decreased
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Limited share of low-
skilled workers

Developing skills

Advanced skills

Increasing
participation in GVCs

Specialised in
advanced industries

Increasing
specialisation in
advanced industries

Increasing
productivity

Increasing
employment

Improving social
outcomes

To participate in GVCs, ensure that participation translates into productivity
growth and limit risk of employment loss, increased inequality and poor job
guality

To ensure that participation in GVCs translates into good economic and social
outcomes, countries need to raise skill outcomes

To specialise in technologically advanced industries, the quality of skills at the top
end of the skill distribution are important

How successfully have countries extended their participation in GVCs by
importing foreign inputs for exports and producing inputs used in other countries
inputs

Specialisation in technologically advanced industries is linked to value creation,
innovation and productivity gains (revealed comparative advantage)

How quickly has the revealed comparative advantage grown

Increased participation in GVCs can lead to productivity gains through many

channels, including specialisation, increased competition and technology diffusion

Participation in GVCs can affect employment through both job destruction and
job creation

Increased integration in GVCs can affect wages and inequalities, labour-market
security and the quality of the working environment



Globalisation is being questioned

Inequalities have increased or decreased in countries that have increased
their participation in GVC
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Seized the benefits of GVCs by increasing participation in GVCs,
increasing specialisation in advanced industries and delivering better
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Increased participation in GVCs but have seen weak outcomes, in

part because of insufficient skills
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Could benefit more from participation in GVCs by deepening
specialisation in technologically advanced industries and by

increasing productivity and employment




Implications for:
Education and
training policies




Implications for skills policies

* Improve quality of education and training
 Ensure relevant and reliable qualifications

There is huge variation in the skills of people with similar qualifications

e Better connect the worlds of learning and work

Countries comparative advantage emerges from interactions between skills
characteristics and industry requirements

* Remove barriers to further skills development

Don’t expect workers to accept they lose their jobs if they don’t feel prepared
to get or create a new one
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Equip graduates with reliable skills-based

qgualifications

Percentage of young graduates from university with a low level

(level 2 or below) of numeracy skills

Tertiary-type A only, 20-34 years-old, 2012 or 2015
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Remove barriers to further skills development

Percentage of adults participating in education and training by
employment status, 2012 or 2015
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Implications for skills policies

 Enhance international collaboration on skills
— GVCs make it harder for countries to recoup their investment in skills
— Recognition of qualifications

— Financing arrangements that reflect the distribution and benefits of

costs across countries
&) OECD 31



Policy effort has to
go beyond education
and training policies




Adopt a whole-of-government approach

Look at full range of reforms affecting

skills:

¢ Education and training

¢ Labour market

¢ Firms’ organisation and management
practices

¢ Migration

** And others...
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Contributes to
social
cohesion

a a0 a Contributes t
Co-ordinate these policies with other  “Cconomic

policy domains: Piospenty
¢ Industry

¢ Innovation

** Trade

+* Investment

+»* And others...
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Countries can shape their potential to be part of

global education, innovation and research networks

Countries' potential to be part of global education, innovation and
research networks, a synthetic indicator

@ Developing international co-operation in innovation and research
O Attracting international students and high-skilled workers

Index W Receiving funding for R&D from abroad (private and public)
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and society.
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Making global value chains work for ali

Equip the population with strong mixes of skills, well

Invest in skills : pe . oy :
signalled by qualifications, aligned with industries’ needs

Coordinate education, training, labour market, migration and
other policies affecting the development and use of skills

industry policies to make the most of GVCs

As production, education, and innovation become
internationalised, countries need to better co-operate on
their policies

Develop international
cooperation
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Thank you!

http://bit.ly/skillsout17

Further reading

Grundke, R., S. Jamet, M. Kalamova, and M. Squicciarini, (2017), “Having the right mix:
The role of skill bundles for comparative advantage and industry performance in GVCs’,
OECD Science, Technology and Industry Working Papers, 2017/03, OECD Publishing, Paris.
http://dx.doi.org/10.1787/892a4787-en.

Grundke, R., S. Jamet, M. Kalamova, and M. Squicciarini (forthcoming), “Skills and global
value chains: Characterisation and evidence”, OECD Science, Technology and Industry
Working Papers, OECD Publishing, Paris.
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