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About the CIPD

The CIPD is the professional body for HR and people development. The not-for-profit organisation
champions better work and working lives and has been setting the benchmark for excellence in
people and organisation development for more than 100 years.

It has 160,000 members across all sectors and sizes of organisation and provides thought leadership
through independent research on the world of work, and offers professional training and
accreditation for those working in HR and learning and development.

Public policy at the CIPD draws on our extensive research and thought leadership, practical advice
and guidance, along with the experience and expertise of our diverse membership, to inform and
shape debate, government policy and legislation for the benefit of employees and employers. It
also seeks to promote and improve best practice in people management and development and to
represent the interests of our members.



Spending review submission

The spending review will provide the foundation for Government to balance its competing
challenges of achieving a sustainable fiscal position while investing in the economy to drive the
productivity improvements needed to underpin sustainable growth.

It presents an opportunity for the Government to further develop and broaden its vision for growth
to ensure that it can achieve one of its key milestones of raising living standards in every part of
the UK by 2029.

To date, the Government’s focus has been on increasing investment in key physical infrastructure
and supporting growth in eight of the UK’s highest potential growth-driving sectors.

Investing in the country’s housing, transport and other essential physical infrastructure is of course
essential. It also makes sense to seek to capture a greater share of available investment in key high
potential industries and to try and further accelerate their growth, some of which will also benefit
the wider economy.

However, while investing in the country’s housing and key infrastructure is essential for society and
to support growth in the longer term, any associated benefits to productivity and living standards
are unlikely to feed through before the next election.

Similarly, improving growth in the key high growth sectors set out in the industrial strategy green
paper will not be enough to improve overall productivity or living standards in every part of the UK
as the chosen sectors account for less than a quarter of total employment. They are also
disproportionately located in London and the south east of England so a plan to raise growth in
these sectors, which largely ignores the wider economy, will increase regional inequalities.

Consequently, if the Government is to achieve its objective of raising living standards for all by
2029, it must focus more attention on key areas of public policy that can support more immediate
improvements in skills development, innovation and productivity in workplaces across the economy.

The Government will need a clear strategy to ensure the UK workforce has the skills and capacity
to deliver on the ambition of growing the economy. Delivering multiple large-scale infrastructure
projects and boosting growth in high-tech industrial sectors while avoiding capacity constraints will
require strategic workforce planning at a macro and firm level and depend on a significant increase
in investment in workers’ skills.

Resetting skills and apprenticeship policy

The Government’s growth plans will depend on the skills and capacity of the UK’s workforce to
deliver multiple major infrastructure projects and provide the people and knowledge to power the
expansion of the key sectors at the heart of the new industrial strategy.

The Government’s industrial strategy green paper highlights the importance of skills to the UK’s
productivity growth potential and the need to address significant technical skills deficits in the
economy. For example, addressing technical skills shortages in electrical, mechanical and welding
trades, will be key to boosting growth in advanced manufacturing and clean energy industries.

The skills challenges facing the UK’s workforce extend beyond finding the necessary people and
skills to fulfil the skills deficit in construction and key high tech and green energy sectors.

Across the UK, skills gaps, mismatches and underutilisation point to persistent inefficiencies
between the labour market and the skills development system, according to CIPD analysis' of
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available evidence. Recent research? finds that England has the most over-qualified and over-skilled
workforce in the OECD, finding that nearly four in ten (37%) workers are over-qualified for their
job, with overqualified workers suffering an 18% wage penalty compared to their well-matched
peers.

Evidence also suggests the biggest skills gaps are in the so-called ‘missing middle’ of qualifications -
linked to intermediate and higher technical skills - which are ones that have traditionally been
gained through further education courses and vocational routes like apprenticeships. The oft-
repeated parity of esteem between vocational and academic education by policy-makers and
elected representatives needs to be backed up by action and funding.

It is crucial that Skills England begins early consultation with employers on the design of the new
Growth and Skills Levy. Insufficient consultation with employers in the design of the Apprenticeship
Levy was to a large extent the reason why it failed to achieve its objectives of boosting employer
investment in skills and apprenticeships.

The Government has indicated the 50% of funding from the Growth and Skills Levy will go on
apprenticeships and 50% to other forms of accredited training. Getting the balance right between
how much of levy funding should be available for use by individual employers and how much should
be allocated more strategically to tackle skills issues at a sector or regional level will be complex
and require early input from a range of key stakeholders.

There is also a need for broader changes to skills and apprenticeship policy. For example, while the
Government plans for a Youth Guarantee for 18-21-year-olds is a positive step, it is not sufficient to
address the collapse in apprenticeship provision for young people in recent years or tackle high and
rising levels of young people not in employment, education or training. The CIPD and the Youth
Futures Foundation have called for an Apprenticeship Guarantee for 16-24 -year-olds.

This recommendation, which has strong employer support behind it, would mean that all 16-24-
year-olds with the necessary minimum qualifications would have access to either a level 2 or level 3
apprenticeship. This should be coupled with direct hiring incentives for SMEs to help reverse the
decline in apprenticeship starts among small firms and unlock apprenticeship opportunities for
young people.

Alongside action to support young people transition into work, the Government has already taken
steps to ensure that education builds the skills young people need to succeed, via the review of the
curriculum and the proposed introduction of a new two-weeks' worth of work experience. However,
consideration will need to be given to the additional pressure on employers, and educators, to
deliver this new work experience commitment, particularly against a backdrop of falling
engagement in work experience by employers. Allocation of dedicated resources will be required to
deliver on this vision, the SMF has previously estimated that this would cost an additional
£75million per year to roll out. In addition, there is a need for other significant changes to
apprenticeship policy including:

e rebalancing incentives to encourage increased investment in youth apprenticeships
o developing ‘pathway’ apprenticeships through a refreshed pre-apprenticeship programme
e offering financial incentives to boost apprenticeship opportunities in small firms

e improving the quality of business support on HR and people development for SMEs

Recommendations:
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e Ensure early consultation with employers on the design of the new Growth and Skills
Levy.

¢ Introduce an Apprenticeship Guarantee for 16-24-year-olds which would provide a level
2 or level 3 apprenticeship for all young people with the minimum necessary
qualifications.

o Rebalance incentives to encourage increased investment in youth apprenticeships.
o Develop 'pathway’ apprenticeships through a refreshed pre-apprenticeship programme.

e Establish a new £80 million Apprenticeship Grant Scheme to provide financial incentives
of up to £2,000 per apprentice - on top of existing incentives - for hiring those aged 16
to 24 years old to boost apprenticeship opportunities in small firms

e Allocate £75m to help schools to work with business in providing two weeks’ work
experience for year 10 and 11 secondary school students

Innovation

If UK Government is to boost growth, innovation policy will need to be rebalanced to focus as much
attention on the adoption of new technology and management best practice across the economy as
on supporting R&D and science-based innovation in a few narrow sectors.

The UK is rated highly in terms of science and knowledge creation, ranking fifth in the latest Global
Innovation Index, however its strengths in areas such as artificial intelligence, quantum technology
and synthetic biology are narrowly represented by relatively few companies.

Its weaknesses?® are low investment and the diffusion of innovation from the knowledge frontier to
the great majority of firms. The Productivity Institute concluded in recent analysis* that:
“Productivity does not primarily arise from creating new inventions at the frontier, but rather from
improving processes and bringing new and better products and services to market. Broad-based
application and commercialisation of new technologies requires their widespread diffusion across
the economy.”

Closer links between innovation policy, skills and business support required

Boosting the diffusion of Al and other forms of technology will require complementary investment
in management capability and workforce skills. Consequently, there needs to be a closer link
between policy on innovation, skills and business support, as the effective adoption of Al and other
forms of new technology will depend on workers and organisations being equipped with the right
skills and capabilities.

For example, vocational training and technical qualifications that more effectively meet the needs
of companies ‘can play a key role in local and regional ecosystems that can boost productivity, not
only providing skills, but also as a conduit for innovation strategy’, according to the Productivity
Institute.

A further cornerstone for a strategy to improve the quality of people management and development
to support innovation and technology adoption would be much better local business support for
SMEs on HR and people management.

OECD research highlights that the provision of business advice and support can have an important
impact on improving SME productivity and growth performance. CIPD research also shows that there
is very little focus within publicly funded business support services on improving people
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management capability and workplace practices in the UK. There is evidence® from CIPD’s People
Skills HR support pilots for SMEs that the provision of HR support to SMEs can have a positive impact
on workplace relations, labour productivity and financial outcomes. Research® by the Institute for
the Future of Work also finds that key high involvement HR practices are important for the
effective and responsible adoption of Al.

Improving the availability of high-quality HR support to SMEs would support efforts to improve
management capability, skills investment and technology adoption across broader swathes of the
economy.

There is no shortage of business support available. There are currently 128 “schemes” offering
mainly finance and support available via Gov.uk, although many of these are only available in
specific areas. Yet take-up is often low and the support available is often criticised for extreme
variability in terms of cost, quality and availability. The Spending Review is a good time to take
stock of this provision and, where necessary, rationalise or consolidate. It can build on lessons
learned from the Business Basics programme, the activities of Be the Business and the CIPD’s
practical experience of trying to improve people management in SMEs. The ambition should be to
develop a cost-effective, accessible business support service that can provide bespoke, high-quality
advice to SMEs on the capabilities needed to boost innovation and growth regardless of a firm’s
sector or the postcode in which they operate.

How to fund policies to accelerate technology adoption

This and other policies that support improvements in the skills and workplace practices that help
increase innovation diffusion across the economy could be funded by a change to the R&D tax
credit regime, notably the abolishment of the Patent Box scheme. Independent evaluation’ finds
this £1.5bn a year investment is largely deadweight and benefits a relatively small proportion of
mainly large employers.

CIPD leads Government-funded research into people and organisational factors that can
accelerate responsible Al adoption

The CIPD is partnering with Innovate UK on a government-backed research programme to help
bridge the gap between Al innovation and responsible implementation.

The CIPD will be working with Innovate UK’s BridgeAl programme to understand the areas of HR,
organisation strategy, and people development practice crucial to successful Al implementation
at work. The research will help shape frameworks for ethical and responsible use of Al, and
employers’ understanding of skills and organisational development needs.

BridgeAl aims to empower organisations to responsibly harness the power of Al, bridging the Al
divide and shaping a sustainable future for business and developers in the UK. The CIPD’s
involvement in BridgeAl will span three workstreams, beginning with a research project
conducted in partnership with the Institute for the Future of Work (IFOW). The project aims to
build a deeper understanding of the processes of Al adoption, how Al is or could be used by
organisations, and its impact on workers.

HR leaders at organisations already using or considering implementing Al will be taking part in
interviews, employee surveys and workshops to provide crucial insights into the impact and use
of the technology. The insights from the research project will also be used to develop practical
tools and guidance for HR leaders to support Al adoption in their organisations, as well as inform
the CIPD’s profession map that sets out the key knowledge and behaviours HR professionals
need.
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Recommendations:

¢ Update the UK’s innovation strategy with a much stronger focus on boosting innovation
adoption across the economy while continuing to support the country’s strengths in
‘cutting-edge’ R&D and science-based innovation.

e Maintain effective scrutiny of claims for the R&D tax credit. Reverse the increase to the
subsidy rate announced in the Autumn Statement 2023. Ensure close link between
innovation, skills and business support policies at a national and regional level

e Review publicly funded business support services and programmes with a view to
developing a cost-effective, accessible business support service that can provide bespoke,
high-quality advice to SMEs on the capabilities needed to boost innovation and growth.

e Ringfence £40m to develop a new business support service.

e Set up and fund a limited number of ‘workforce productivity pilots’ to develop innovative
approaches to public sector people management and technology adoption that improve
efficiency and effectiveness.

e Abolish the Patent Box and allocate some of the £1.5bn saved to supporting policies on
improving workforce skills, management practices and technology adoption across the
economy.

Regulatory environment

“For regulation to be effective, it must be created in partnership with business and regulators,
and must consider implementation and enforcement.” Industrial Strategy Green paper (Nov 2024)

The Government sees regulation playing a central role ‘in supporting emerging sectors to grow,
while enabling existing sectors to modernise and evolve.’

One of the main areas of regulation where the Government is taking significant steps to try and
support growth is employment legislation, through the introduction of a range of measures to
strengthen employment rights set out in its Employment Rights Bill (ERB).

The Business Secretary Jonathan Reynolds has stated that the driving force behind the ERB is to
deliver growth, commenting that the ‘Bill will modernise the world of work to create a better
supported workforce, which will boost productivity and in turn create the right conditions for
businesses to grow.” The Deputy Prime Minister Angela Rayner has said the measures in the bill will
deliver security in work as the foundation for boosting productivity and growing our economy to
make working people better off and realise our potential.”

However, if boosting security for workers and business growth are the main aims of the bill, it will
be important not to undermine the strengths of the UK’s existing employment rights framework.

CIPD research® shows that while the UK has a relatively flexible and lightly regulated labour market
compared to some other OECD economies, it performs relatively well on a range of key labour
market outcomes.

The UK has an above average employment rate and relatively low unemployment by OECD
standards. It also has a low proportion of people in temporary employment at 5% and a low
proportion of people in temporary employment that say they want a permanent job, by
international standards.

Meaningful consultation is vital
To ensure the ERB does not unnecessarily add to the cost and bureaucracy of employing staff and

thereby undermine business flexibility and growth it is crucial there is meaningful consultation with
employers and, where necessary, refinements to the proposals.

8 https://www.cipd.org/globalassets/media/knowledge/knowledge-hub/reports/2024-
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For example, the proposed new statutory probation period will need to be carefully designed to
ensure that the process for dismissing new staff that are not performing effectively is made as
simple as possible.

Similarly, it is important that the reference period underpinning a new right enabling zero hours
workers to secure minimum guaranteed hours contracts, is subject to meaningful consultation to
ensure this measure is workable in practice and does not inhibit job opportunities for workers and
flexibility for employers.

Implementation plan needed

At the same time as measures in the bill are further developed and set out through consultations
and secondary legislation, it is crucial that the Government develops, resources and communicates
an effective implementation plan as soon as possible.

There is a risk some measures in the bill, rather than supporting efforts to increase workplace
productivity, will lead to more individual conflict and collective disputes unless key changes to the
employment relations infrastructure and institutions are made that can help support effective
implementation.

Collective employment relations code of practice

Measures in the bill enabling unions to access workplaces and to make it easier to achieve
recognition will likely mean that many employers with no previous experience of working with
unions are likely to have to quickly develop their collective employment relations capability.
Consequently, the CIPD believes there is a need to develop a code of practice governing collective
employment relations in the workplace to help promote and support partnership working between
employers and trade unions.

A code of practice would help guide employers and managers and trade unions and union
representatives and ensure there is consensus and understanding on both sides of the overarching
principles and ways of working that underpin positive collective employment relations and
partnership working.

Such a code of practice could help underpin the Government’s four principles for a positive
employment relations framework: collaboration; accountability; proportionality; and balancing the
interests of workers, business and society.

Sector based social partnership and collective employer representation

A further way that Government could support the effective implementation of the ERB would be to
strengthen sector bodies’ capacity to promote social partnership and positive collective
employment relations at an industry level.

Sector bodies could promote and highlight best practice in developing positive collective
employment relations and enable employers and trade unions to share expertise and knowledge and
facilitate appropriate training.

Sector bodies are well placed to support collective employer representation and could help
organisations to work in partnership with trade unions and avoid disputes, for example, if there is a
need to make changes to employees’ roles or working practices when adopting new technology.

In order to strengthen sector bodies’ capability, Government could establish a £50 million social
partnership fund which sector bodies could bid for to improve their ability to support partnership
working between employers and unions at an industry level.

More resources for Acas to enable it to support SMEs compliance



SMEs, particularly micro and small firms are likely to face the biggest challenges in adapting to the
new measures introduced by the ERB and will be at high risk of accidental non-compliance without
effective advice, guidance and support.

CIPD research exploring how to improve HR capability in small firms highlights their typically poor
level of people management capability and suggests many struggle to comply with employment law.
Research shows that small firms have less awareness of employment law and are also more likely
than larger firms to end up in and lose employment tribunals. Improving HR capability in small firms
can help by resolving conflict before matters escalate, reducing the likelihood of falling foul of the
law.

There is hence a need to significantly strengthen Acas’s ability to advise employers on people
management, workplace conflict and employment rights. Evidence finds that there is an average
benefit-cost ratio of £12 for every £1 invested in Acas services. This suggests that, even allowing for
some diminishing marginal returns, doubling Acas’s budget from £60m to £120m would have a
positive impact.

More funding for the Central Arbitration Committee

An increase in Acas’s budget could also be used to double the resources available to the Central
Arbitration Committee which is funded by Acas and which is likely to see a significant increase in
demand for its services.

Develop a more progressive labour market enforcement system

Strengthening Acas’s capacity to provide advice and guidance to SMEs would be a key step towards
creating a more progressive and effective labour market enforcement system as it would reduce
the number of businesses falling foul of the law in the first place.

There is plenty of evidence® suggesting the UK’s labour market enforcement system is not working,
either via the different under-resourced enforcement bodies or via the over-burdened employment
tribunal system. Addressing this should be a priority for the Government as there is little point in
bringing in new legislation if it cannot be enforced effectively.

There is a need to develop a new labour market enforcement strategy which covers the work of the
new Fair Work Agency, the Health and Safety Executive and the Equality and Human Rights
Commission. As part of this, there will need to be more resources to boost the number of labour
market inspectors to enable the UK to meet the International Labour Organisation benchmark of
one inspector per 10,000 workers. The employment tribunal system will also need additional
resources to cope with the expected increase in cases.

Recommendations:

e Develop a progressive labour market enforcement strategy which can support and improve
employer compliance with the law and help raise overall employment standards

e Develop a code of conduct on collective employment relations to support improved
partnership working between employers and trade unions

o Double Acas’s budget from £60m to £120m a year to boost its ability to advise employers
and individuals on people management, workplace conflict and employment rights.

e Increase the Central Arbitration Committee’s annual budget to £1.5m a year

e Increase the £80m budget for administering the Employment Tribunal and Employment
Tribunal Appeal services by £20m a year

e Invest an estimated £100 million a year to increase the number of labour market
enforcement inspectors to one per 10,000 workers

9 https://www.cipd.org/uk/knowledge/reports/labour-market-enforcement-uk/
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