Rational solution to shortage
of skills requires better data
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HE ISSUE of persisting skills

shortages resurfaces in the media

regularly, with an ever-growing

drumbeat of calls for the govern-

ment to do more to address this
probleim. Not aday passes without, political
parties, employers and unjons citing skills
shortages as a major obstacle to economic
geowth and job ereation. ©

The term “skills shortage” may appear
10 be straightforward: the supply of work-
ers is not safliclent to meet demand at
currentrates of pay. Notions of snpply and
demand are very pervasive, indeed.

‘When appYied simplistically, as in our
case, supply and demand analysis can
worsen the skills shortage and expose
public skills funding to the inevitable risk
of under- or overinvestments, This i§ pre-
cisely what s taking place at the moment.

In South Africa there Is no comion
understanding or reliable measurc of what
constitutes a skills shortage, As a conse-
quence, the nature, scale and severity of
skills shoriages ave often miscalculated,
misunderstood, misdiagnosed and mis-
used, resulting in bad policy choices, with
concontitant high levels of wastage.

One prevailing misconception is o view
the concepts of skills scarcity and skills
shertage synonymeusly, The national skills
list vefars to scarce skills witen in fact it is
referring to skiils shortages.

Scareity measures the valueof skills in
the labour market, while shortage meas-
wres excess demand for skills at prevailing
prices. This means that a skill may be
scarce, but thiere is no shortage of it, as
long as the wage price is allowed to float to
bring it into equilibrium with the market.

Conversely, a skill may not be scarce but
shortages prevail because the wage price is
fixed below its market clearing level.

Another inajor misconception is to lay
the blame for skills shortages squavely on
poor education and training. Thus, it is
argued, the only way to remove shoriages
is lo increase public investment in educa-
tion and training.

Tralning is a necessary, but insufficient,
response to alleviating skillsshortages. An
increase in the publie provision of tralning
may be appropriate if there is evidence of
a decline in the ratios of persons being
srained to total employment. These figures
are not readily available in South Africa.

There are a range of other possible re-
sponses to alleviate skills shortages, These
include freaing the wage price, daveloping
a more robust skills immigration regime,
reviewing labour market policy and nuane-
ing industirial policy, to list just a few.

Issucs such as foreign direct lows, trade
penetration, technological advancements,
competition policy, monelary and fiscal
policles also determing which skills sets
are demanded in the Jabour market.
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There is no answer

to the question of how
many engineers

the country needs.

It needs as many engineers
as it can afford

A more comprehensive framework wiil
notonly strengthen the diagnostic capacity
to analyse the Jabour market, it wilt also
sireamline the proliferation of education
and training policies and new institutions.
Tdeally, the best solutlon is to frame a
muliiple package of sequenced responses
that work in tandem across depar{ments.

Skills shortagesare exacerbated by poor
Jabour market information systems and
outmoded occupationat forecasting models.
A case in point is the coniroversy over the
velease of labour force data for the last
quarter of 2008, showing declining unem-
ployment in the face of a slowing economy:

Another example is the scarce skillslist
for 2008, whicly quite oddly identifies the
following cceupations as scarce and goeson
to make point estimates of shortages: re-
ceptionists (745), secretaries (665), packers
and handlers (310), general ¢lerks (5625).

Occupational forecasting of this nature
is prote to laxge predictive errors, because
it fails to acknowledge the capacity of the
market to adjust to skills shortages. The

mavket does a decent job of self-regulating
oceupational employinent levels and skills
training through an interplay with mone.
tary value attached toa particular skills set.

QOccupational forecasting also suffers
from reguirements for thmely, detailed and
near-perfect labour market data covering
demand and supply of labour, which, in
many instances, is not available,

The quality of Jabour force statistics in
South Aftica is generally poor; occupa-
tional statlstics ave of even poorer quality
In many situations, these statistics are
available only in highly agpregated form.

Moreover; forecasting asstumes a fixed re-
1ationship between lnbour and the guantity
of goods produced and between productiv-
ity and education level, Goods and services
can be produced with moreor Jess Jabouy or
with labour of different kinds, depending
on economic conditions and the relative
pricesof labourand capital. Except in occu-
pations with rigid educational require-
nents, peonle arrive at occupations through
diverse carcer pathways,

From anather perspective, oceupational
titles are becoming increasingty blurred as
tlie nature of work organisation and the
demands of business change constantly.

We are unable to maich skills supply
and demand for non-statatory occupations,
which make up the bulk of thelabour pool.

" But even with statutory professions -
such as chartered accountants, lawyers,
engineers, doctors, nurses and teachers —
matching supply and demand is problem-
atic because of imperfect labour market
information.

There 15 no answer to the question of
Low many engineers ihe country needs; it
needs as many engineers as it can afford.
I there are too many engineers, we will
know this becanse wages will trend south,
1f too few, firms will take a range of meas-
ures to adapt to these cirenmslances.

A considerable amount of labeur mar-
ket research is undertaken by private and
public agences, but it i3 unco-ordinated
and falls to give a holistic picture of the
{rue state of skills shortages.

The US, New Zealand, Ausiralia and
Canada provide excellent examples of
sound labour inarket information systems
that support nationgl policy making. For
example, the US releases unemployment
figures menthly, because it Is a very strong
indicator of the health of the economy. In
contrast, we appear 1o be having problems
releasing guarterly employment data.

Weak information systems mean wrong
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signals are sent o the labonr market. In the
absence of reliable and sranspatent Jabour
market data, policy making tends to fall
prey to sectional interests, pOWer groups.
arbltrariness and anccdote.

Good policy choices require good statis-
tics at different stages in the pelicy making
process and business cycle, Reliable labour
markel information is necessary to:

& Provide reliable dala for informed
decision making.

& Protect against duplication of policy
priorities.

@ Signal imparfections in the labowr market.
® Make the labour market efficient.

@ Make the training systemn responsive.

® Improve competitiveness.
An investment in strong laboow market
information systeins and Intelligence i)
likely to generate better economic and so
cial returns through better policy choices.

The key to solving the skills erisis s fo
all the social actors to confront the thornyg
issues of labour mavket and skills iimni
gration policles in a rational way Until this)
happens, we will continue to hear the]
daily manira of skills shortages.
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