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In the wider education debate the CBI has
found a lot of support, but there has been
little in the way of action.

This isn't only a result of children from more
disadvantaged backgrounds starting school

behind their peers. As time goes by, children from
disadvantaged backgrounds who were initially
judged to be more able are increasingly overtaken

by others who were initially assessed as being less
able (Exhibit 55). For example, better off children who
are behind at age seven are more likely to go on to
achieve — although even these only have a one in four
chance of getting five good GCSEs, including English
and Maths.®¢ The impact of this underperformance

at school can be seen in the wages of 25 year-

olds, where those from the highest income family
backgrounds earn on average just under £2 per hour
more than those from the poorest backgrounds.’’

On an average working week of 37.5 hours that means
those from the poorest backgrounds earn an average
£71 less per week and £3,700 per year.

M\

—

By the age of 25, children from the
poorest backgrounds earn just under
£2 per hour less than children from
wealthier backgrounds

Exhibit 55: The most talented, most deprived children
do worse than the less deprived children of moderate
ability by Key Stage 4
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Source: Progress made by high-attaining children from disadvantaged backgrounds
Research Report, Centre for Analysis of Youth Transitions, 2014. Page 25

Not enough progress has been made
on our call of 2012

The relatively poor performance of our education
system, and the need to raise levels of ambition
and aspiration for all young people, were the
catalyst for the CBI's schools campaign. There is
nothing inevitable about the pattern of performance
experienced by schools in the UK. Other high-
performing education systems have shown that

it is possible to reduce attainment gaps and raise
standards on a broad basis.

First steps showed that change is possible — but it
pointed to the need for a real system change, starting
with being clearer about what we are asking schools
to deliver in terms of rigorous, rounded and grounded
young people, changing accountability to match this
and moving away from the cult of the average
(Exhibit 56).



Exhibit 56: First steps: A new approach for our schools

In November 2012, the CBI published First

steps, which set out businesses’ priorities for

the education system. Working with teachers,
headteachers and business, we set out a pathway
for reform that includes:

* Reform of the Ofsted framework so that academic
progress and the development of character are
both prioritised by schools

Acceleration of the programme of decentralisation
of control to schools to empower teachers and
school leaders

A sharper focus on teacher quality and
leadership skills

Work to close the attainment gap at primary
school by focusing early years’ provision in
those areas of greatest need

Aligning the curriculum and examination systems
at secondary with the goal of producing rigorous,
rounded and grounded young people. This
includes a move away from high risk exams at 16
towards a broader educational outcome at 18, a
call for English and maths to be taught in some
form until 18 and the delivery of gold standard
vocational qualifications

Encouraging greater — and deeper — business
engagement in education.

This is what the best systems globally do. They start
with a clear idea of what their system should deliver
—across both academic and character. Everything
they do is then aligned to meet this goal (Exhibit 57,
page 86). In the UK, this has not been the case — with
successive governments introducing a patchwork

of reforms which have confused schools and
alienated teachers.

Some of the key aims of our report are in action - we
strongly supported the devolution of powers to heads
and governing bodies, called for greater business
engagement with schools and a new primary
curriculum, and sought the creation of the early years’
pupil premium. We agree with high aspirations for
every child. Perhaps most importantly, the distortive
targeting of school achievement on the GCSE C-D
grade boundary, driven by the 5 A*-C accountability
measure has been dispensed with.

A better off Britain: Improving lives by making growth work for everyone
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Exhibit 57: Successful schools balance a number of important outcomes

More exposure to teachers
and other role models from
varied backgrounds, use of
new tools and techniques,

and better linkages between Personal
school and non-school qualities
environments and attributes

Supporting culture,
pastoral care and ethos

Broaden expectations against
curricular and non-curricular
activities to foster values,
characteristics and
behaviours for success in life

Compelling
Strengthening other areas individual

such as languages, Enabling
humanlhes or-techmcal - subjects
subjects that fit the education

track selected by individuals

Source: CBI, First Steps: A new approach to our schools, 2012

Core

subjects Increase rigour in traditional

core subjects such as maths,
English, science and
computer science

So far, so good. But much of what we set out in First
steps has been left on the shelf. We swiftly need to
address:

« How to develop accountability measures that reflect
the goals of helping young people become rigorous,
rounded and grounded through a new statement
of outcome goals and a revised Ofsted inspection
approach, harnessing more narrative reporting.

A reassessment of why we examine in the way
we do between 14 and 18 and the utility of peak
level examinations at 16 at all. It is time to
move away from GCSEs and move swiftly to
develop the vocational A-level to sit alongside
academic courses.

Better investment in school leadership and teaching
quality through the development of more school-
led improvement networks and the creation of a
national college of teaching.

To be frank, progress on these areas has been mixed.
In the wider education debate we have found a lot of
support, but there has been little in the way of action.
It is to be hoped that the Secretary of State's speech
at the recent Conservative Party conference is a sign
of progress to come: “For too long there has been a
false choice between academic standards and activities
that build character and resilience. But the two should
go hand in hand."*® Likewise, Shadow Secretary of
State, Tristram Hunt has said, “We want our young
people to have a sense of moral purpose and

character, as well as to be enquiring, reflective

and passionate learners.™?



On vocational education, the call for a gold standard
vocational qualification to sit alongside A-levels has
led to the creation of Tech-levels and Applied General
qualifications — which will sit alongside many existing
vocational qualifications. While the introduction of
more rigorous vocational qualifications is a step
forward, too few businesses are engaged in the
process or even aware of them, and the approach

is too complex. Just 3% of employers we spoke to

are engaged with the process and only a further

9% considered themselves well aware of them.
Worryingly, half of employers were not aware of the
new qualifications and another third (35%) only had a
little awareness.™?

These new qualifications leave the vocational
qualifications landscape confusing for both employers
and young people — particularly when compared
alongside the stability of A-levels. This is why the CBI
is calling for vocational A-levels instead: different
courses, differently examined from more academic
counterparts, but at the same level of rigour and with
the same trusted brand building on progress made
by the creation of Tech-levels. The CBl is also calling
on the government to speed up its implementation of
the vocational UCAS-style system announced earlier
this year. This has the potential to significantly raise
awareness of vocational routes and help build parity
of esteem with more traditional academic options.

This is important as the A-level and university path
doesn’t suit everyone. Yet, while vocational pathways
to higher-skills are emerging, they are doing so from
a significantly lower base (Exhibit 58). If we are to
deliver an education and skills system that allows
every young person to fulfil their potential, then we
need more vocational pathways, opening up new
routes to higher-skills for young people who would
otherwise have been locked out of higher-skilled jobs.

ar
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Exhibit 58: The number of people starting their career
via higher-level vocational pathways is rising

growth work for everyone

Intermediate | Advanced | Higher
level level level
2009/10 190,500 80,700 1,500
2010/ 301,100 153,900 2,200
2011/12 329,000 187,900 3,700
2012/13 292,800 207,700 9,800
2013/14
(August to 213,500 96,800 4,300
April only)
% change
2009/10- % % 653%
2012/13

Source: Skills Funding Agency, Apprentice ships starts 2005/06 to 2012/13 and provisional
quarter 3 2013/14

If we are to deliver an

education and skills

system that allows every
young person to fulfil their
potential, then we need
more vocational pathways.
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We have to help people find their way towards

For tOO long work while they are still in school...

As part of the systemic reforms called for in First

steps, support in developing career ambitions has

h h an important role to play in raising aspirations, and

t ere aS addressing intergenerational inequality. The skills,
knowledge, behaviours and attitudes developed in
school need to be underpinned by a network of support

been One when it comes to finding out about what possibilities
the future holds. For too long there has been one

route pushed through the system: GCSEs, A-levels and
then university for the higher achievers. College and

rOu te pus e vocational has been a second choice option.
CBI teams have visited companies and colleges across
the country where great vocational learning has been

th rough the taking place, and in every case, the most common
refrain is that no one advised students to look at doing
their course, despite the fact that it is a stepping stone

PY to a great career. Better careers advice and more
SyS e’ J 1 ° S’ opportunities to gain insights into the world of work are
needed to help young people shape their ambitions. And
they need better guidance about the different routes

A_levels and into their target careers. This is particularly important
for young people from disadvantaged backgrounds who
. o don't have the social networks that enable others to
th find their way without help from the school.
en unlverSl ty Work experience has a critical role to play here as the
more exposure young people have to the workplace,

o the greater their employability prospects. But over half
Or t e lg er of employers report a lack of work experience and

work readiness as an area of weakness among school

o leavers.” The abolition of the requirement for schools
to provide work-related learning at Key Stage four has
aChleverS ° ' ' resulted in many schools no longer providing work
experience at Years 10 and 11. This particularly hurts
the prospects of young people from disadvantaged
backgrounds because they are least likely to hear

about the 50% of work placements advertised by
word of mouth.'?

Reinstating the duty on schools to provide work-related
learning at Key Stage four is an important first step, but
this is a challenge for business too. Employers must
step up and offer valuable, inspiring and engaging work
experience opportunities for every young person. This
will require us to be more creative in how we define
work experience — to include a mixture of inspirational
business speakers, work-based projects and visits

to industry, as well as the more traditional two week
placement within a business.




...and deliver effective practical advice

on how to get there

As well as first-hand experience of the world of work,
young people need high-quality careers guidance.
There are many different career paths in the UK today
and these are constantly shifting. Those entering the
workforce are highly unlikely to find ‘a job for life"

The onus will be on them to drive their own career
progression — drawing on behaviours such as grit,
tenacity and resilience, qualities we want the school
system to develop in young people. So while developing
a sense of direction is more challenging for young
people, it is also more important.

Like so many areas of our education campaign, this is
about aspiration. Programmes like Inspiring the future'
give young people the chance to see individuals from

a similar background to their own succeeding and
looking to the future. That is a powerful image. Good
work experience, combined with high-quality advice
and multiple employer interactions will help lift eyes

to the horizon. Evidence suggests, for instance, that
young people who remember taking part in at least four
employer engagement activities at secondary school
are less likely to not be in education, employment or
training once they leave."*

It also has real business benefits in helping employers
build the diverse workforces they want and need to
give them a competitive edge. Over two-thirds (69%)
of firms report insufficient numbers of people from
diverse backgrounds in their sector or profession as
an obstacle to developing as diverse a workforce as
they would wish."® The effects of this are most clearly
seen in the different university study choices of men
and women. In 2011 only 13% of accepted places in
engineering, 18% in technology and 22% in mathematics
and computer science were taken by women.
Meanwhile women took 89% of places on nursing
courses and 85% on education courses.™ Careers
guidance must help open the eyes of every young
person to the potential for them to be successful in a
diverse range of occupations. Above all, it must help
them to break out of stereotypical career routes based
on their background.

A better off Britain: Improving lives by making growth work for everyone

However, careers support in schools remains on life
support. The responsibility for providing high-quality
careers advice was recently transferred to schools

- but to date this has not worked, and it remains to
be seen how effective the new statutory guidance for
schools will be in driving up standards. Young people
need a new deal — a new system of careers provision
that has a strong business voice at its heart. But this
can't be left to schools or business alone — this needs
leadership from government. Earlier this autumn the
CBI set out a vision for a national guarantee of quality
careers support and work experience, mandated by
national government but run locally and supported
by Local Brokers (Exhibit 59). Action to apply a fresh
approach is urgently needed - it is to be hoped that
recent signs of an increasing focus on careers from
the Department for Education will continue.

Exhibit 59: Extra support for young people
—the role of Local Brokers

The starting point for meaningful and inspirational
careers advice with real business involvement
should be a Local Broker. They would provide a
single point of contact for business and foster
greater links between schools and employers
providing young people with regular touch points
with industry.

To ensure all young people benefit, a network of
Local Brokers will need to be nationally mandated
and funded by the next government but locally run.
We're not prescriptive about this local structure

— what matters most is that young people have

the chance to benefit and explore the world of
work. However, to ensure every young person has
the opportunity to interact with business, Local
Brokers should be shared between schools so that
those without business links have the chance to
build them. And, to ensure schools are rewarded
for working with their Local Broker, this should
become one of the broader outcomes Ofsted uses to
assess school performance as currently insufficient
emphasis is placed on this."’
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The principles for improving gender
equality are equally applicable to opening
new opportunities for other groups from
disadvantaged backgrounds.

It's time for businesses to ensure
their doors are open to talent from
all backgrounds

Business also has an important role to play in
ensuring individuals from more diverse backgrounds
have the opportunity to succeed. And building a more
diverse workforce is ultimately good for business
too. Diverse workforces help firms better understand
their markets and help them make more rigorous
decisions. So it's no surprise, that over the past
couple of decades the business approach to diversity
has changed radically.

More and more businesses are now following the lead
of firms like Channel 4 and are actively challenging
any unconscious biases they may have. Channel 4

for example reassessed application rules that may
unfairly punish some applicants and took recruitment
out onto the road in areas where applicants find it
difficult to imagine a career in the media, whether
that is Bradford or Truro.™®

The greatest steps forward have been made with the
aim of supporting women in work. Businesses must
now take the next step and apply these successful
principles and practices to improve the outcomes for
other diversity strands, including socio-economically
disadvantaged groups. This will ensure talent from all
sources has the chance to thrive and contribute to the
success of UK firms.

Key to the progress that has been made on the
‘women on boards’ agenda has been its voluntary
basis — businesses themselves are in the driving
seat, and the goal is aligned with their needs. This
has given businesses scope to try out different
approaches and find out what works in their
particular context. Significant progress has been
made — there are no longer any all-male boards in
FTSE 100 companies for example — but businesses
acknowledge that there is still a long way to go.

In July, the CBI set out how a voluntary approach can
make further progress on gender equality throughout
the workforce, not just at the top — particularly in
closing the gender pay gap (Exhibit 60). The principles
for improving gender equality are equally applicable
to opening new opportunities for other groups from
disadvantaged backgrounds. Barclays, for example,
has put this into practice. It created new routes into
its business for workers without qualifications, and

is helping them to gain new skills that allow them to
move up over time (Exhibit 61, page 92).

Exhibit 60: Building on progress: boosting diversity
in our workplace

Business has come a long way over the past couple
of decades in changing workplace culture, and their
experience has been that diverse groups of staff
provide a more rigorous, challenging framework
for critical decision making. There remains
however, a long way to go and business must
continue to drive the diversity agenda. Developing

a talent pipeline without obstacles requires
business and government to take targeted actions
at each stage including:

¢ Businesses setting diversity policies meaningful
in their own context and aspirational diversity
targets at all levels

e Government committing to a Davies-style push to
close the gender pay gap through a business-led
approach and setting a national level target

« Tackling occupational segregation through better
careers advice and targets for female participation
in STEM subjects at school and university
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People can see the value of
the programme — increasing
diversity, injecting new
ideas and life into the
business and genuinely
helping people. That’s why
it’s grown so rapidly.

Lynne Atkin, HR Director, Barclays UK Retail
& Business Banking

Exhibit 61: Barclays is creating new routes into the
business and progression opportunities for young
people without qualifications

The Barclays Apprenticeship Programme aims

to extend opportunities to young people in the
disadvantaged position of not being in education,
employment or training. The programme is also
designed to help the bank build a more diverse
workforce, improve staff retention and ensure that
employees have opportunities to build careers
with progression. Young people aged 16-24 are
recruited for entry level permanent jobs and once
they have completed their apprenticeship they
have opportunities to gain further qualifications,
including through a sponsored degree programme.
More than 1,500 apprentices have joined Barclays
in this way since April 2012 with the target of 2,000
by the end of 2015. Barclays is positively impacting
society and addressing youth unemployment head-
on. One of the key achievements to date is that
three quarters (76%) of apprentices were claiming
benefits before starting.

Being a household name, Barclays is taking a
leadership role in helping to link these young people
with employment opportunities within their SME
clients. Its LifeSkills programme offers support to
other businesses wanting to offer work experience
and apprenticeships, and seeks to match young
people who have received pre-employment training
with local vacancies.

For business:

 Step up and offer valuable, inspiring and
engaging work experience opportunities for
young people from a wide socio-economic
background and increase commitment to
collaborating with and supporting schools.

Ensure doors are open to talents from all
sources through a stronger focus on achieving
the widest socio-economic spread when hiring
or offering internships.

For government:
Ensure we develop rigorous, rounded and
grounded and socially mobile young people
through a new statement of what schools
should deliver and a new Ofsted inspection
regime to deliver accountability through
the narrative reporting that is widely used
in business.

Set out a plan for 14-18 education, peaking with
academic or vocational A-levels, and moving
away from GCSEs.

Reinstate the duty on schools to provide
work-related learning at Key Stage four and
introduce a national network of Local Brokers
to support schools in delivering it.
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RAINY DAYS

MAKING SURE PEOPLE HAVE A BUFFER
FOR WHEN A RAINY DAY COMES
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Making sure people have a buffer
for when a rainy day comes

So far, we have discussed the short-term steps a government might take to
improve living standards and looked at areas where action now will allow pay
to rise in the longer-term and boost people’s chances of progressing to higher-
skill, higher-paid work. But the path of life is varied, and from time to time
something will happen that knocks a family out of rhythm. It doesn’t even need
to be something as substantial as the loss of a job for one of the adults. Perhaps
the family car has coughed its last, or the fridge has packed up. For people
living one day at a time financially, one-off unexpected costs can kick-start

a cycle of debt. So we need to do more to help in this area too. It is right that
people build up savings, have a stake in the wealth of our society and that they
are able to use those savings as a back-up when a rainy day comes.

Having a buffer to fall back on helps when The squeeze on household incomes has

things go wrong, but saving in the UK is low understandably made it increasingly hard for people
to build assets, and spells of unemployment during
the recession have meant that savings have been
eaten up in many families. So as economic growth
gains traction in the years ahead, we have to do more
to help people accumulate resources that can act as a
buffer in future difficult times.

Having assets — such as savings, a pension pot and a
home — makes a big difference to living standards and
how people feel. It gives you the peace of mind that
you are able to replace the washing machine when
it breaks, never mind more serious issues. It also
enables people to invest in their own development, for
instance through part-time study. Over recent years it Savings are the starting point for this. They provide
has been difficult for many people to save, but people not just a crucial safety net, but help people obtain
know this is an issue and want to do more. We must other assets which can act as buffers as a family
help them do that. becomes more prosperous, like property or shares.
And having more assets will in turn help people
improve their standard of living, for instance by
getting onto the housing ladder. In the past, many
workers also had a substantial investment in their
defined benefit pensions, but these schemes have

m 1 3 O O largely closed now.

The value of accessible rainy day savings of the UK
median saver



Addressing the level of savings in the UK is therefore

a must, and as we return to growth, now is the time

to help more people save. Yet, we are starting from a
low base. One in five people report having no savings
whatsoever.*” And the government estimates that the
median UK saver has just £1,300 of accessible rainy day
savings.™ We do not compare well internationally either.
The UK's household ‘net saving rate’, which measures
net household disposable income minus consumption
as a percentage of household income, has been lower
than in most of our key competitors since the turn of
the century.™ In 2012, the UK had a net saving rate of
2.4% (up from 0.1% in 2000) compared to the Euro area
average of 7.0% (down from 8.2% in 2000). And it's
significantly lower than in Germany or France, who had
rates in 2012 of 10.3% and 11.7% respectively.”™

As Scottish Widows says in its 2014 Savings Report,
most people want to be in a position to save. This
was also a strong theme from the focus group we
held in Birkenhead with support from Mustard
Market Research with people who were unemployed
or working in low-paid occupations. Exhibit 62
summarises what some of the participants said

and highlights that some, even where they were in a
position to save, worryingly felt it didn't pay to save.
Some of this may be a reflection of current low
interest rates, but changing this attitude — or
changing the reality that it does not pay to save

—is an important challenge.

A better off Britain: Improving lives by making growth work for everyone

Exhibit 62: What focus group participants said about
the importance of savings'™

“...more important than you think...”

“..security of having a few bob in the bank, allows you
to get credit or an overdraft if you're in trouble...”

“..I'd like to say | save but | am not in a position to do
so even though | work...”

“..we don't know how to save because we've never
had to, 25-30 years ago, that generation all saved,
now we don't, it's worrying and I'd like to...”

“..it's not worth saving now, | used to be a regular
saver for my two lads, but they're grown up now

and what do you get out of saving?”
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We need a stronger political and economic
focus on encouraging people to save when

they are able to.

Business can help address the savings
issue — as they have in the past

We need a stronger political and economic focus on
encouraging people to save when they are able to.
And what business, supported by government, can do
is help make this more attractive. In the past, this has
included pioneering occupational pension savings.
Today, alongside pensions, Corporate Individual
Savings Accounts (ISAs) are a great vehicle that
firms who can afford to use to help people save.
Government must remove barriers to individuals
taking them up by allowing employees to save in

both a corporate ISA and a personal ISA if they
remain with their employer.

Corporate ISAs can help individuals ‘auto-save’
Corporate ISAs are a tax-efficient workplace savings
vehicle. Employees contribute to their account
through monthly contributions from their pay. In
other words, once enrolled in a scheme individuals
‘auto-save’ into an ISA, in a similar way to workplace
pension schemes. Savings into ISAs can be made

up of cash, stock and shares, or a mixture of the

two up to an annual limit which the government

sets every year.™

Corporate ISAs are not a new phenomenon but not
many businesses offer them. Yet in lower paying roles
in particular, they are likely to be more attractive

to employees than additional saving into a pension
plan. Money in an ISA can be instantly available if
necessary. To date, it is mainly larger businesses that
have offered corporate ISAs, as they are able to use
their size and clout to negotiate better deals for their
staff. But employers of all sizes should be able to
offer them — and we should be looking for many firms
to do so. Deducting regular contributions directly
from payroll is not an onerous commitment, indeed
many small firms already do that for employees
paying back student loans. This makes corporate
ISAs a relatively low-cost option. There is currently
also some legal and financial complexity about
implementing ISAs, and in particular, how they can be
integrated with employee benefit packages in a way
that drives engagement.



Government can help by allowing individuals to
save both into an individual and a corporate ISA
In making this happen government has a role to play
too. At present it is possible to save into only one

type of cash ISA per tax year. This means that if an
individual opens a cash ISA at the beginning of the tax
year personally, they would not be able to save into
another cash ISA with their employer. Changing this
would make it more attractive for employees to save in
these schemes, and for companies to promote them.

Employee share ownership and capital share
schemes can help employees build buffers
Corporate ISAs could help more employees save.
Share schemes and employee ownership represent
other ways of helping staff build up buffers — and

they are also good for business success as they can
increase staff engagement. Different models will work
for different firms, but as with corporate ISAs, there

is more government can do to help with take-up and
support businesses who choose to go in this direction.

Employee share ownership and employee share
schemes represent a lower-tax way of rewarding
employees and helping them build-up buffers. Both
of these schemes can make a real difference to
individual living standards, much to the contrary of
proposals to put employees on boards (Exhibit 63).

PA'better off Britainfl

Exhibit 63: Why mandating employees on boards
is not the answer

Making employee representation on boards
mandatory is not the right approach needed to
make a real difference to living standards, despite
often being proposed as a solution.

With post-crisis regulation clearly setting out

a number of requirements for the skills and
experience that board members must have, it is
increasingly challenging to put together a board
that has the mix of skills that is best placed to steer
the company towards the long-term success that
benefits both the company and its employees. This
mix will be different for every company, as ethos
and business strategy vary by firm.

Of course, it is vital that employees’ voices

are heard in all organisations. Good corporate
governance acknowledges and addresses the
interests of all stakeholder groups — employees
being one of the most important ones. New
reporting rules in the UK have already shifted the
focus more towards the non-financial performance
of companies and this includes social and
employee matters. With the link between motivated
employees and good company performance being
clear, investors have a clear interest in holding
companies to account for the way in which they
handle such issues and now have more information
available to them to do so. This will be key in
creating material and sustainable change.
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It is right that people
build up savings, have a
stake in the wealth of our
society and that they are
able to use those savings
as a back-up when a
rainy day comes. pp



A better off Britain: Improving lives by making growth work for everyone

Exhibit 64: Key characteristics of tax-advantaged employee share schemes

Share Incentive Schemes (SIPs)

» Open to all employees after an
optional probationary period

» Discount on price
¢ Administered by a trust

e Minimum holding period for full
tax benefits

 Shares can be transferred into ISAs
« Voting rights optional for businesses

» Corporation tax deduction available
to businesses with SIPs

Save-as-you-earn

(SAYE)

e Open to all
employees

 Option granted
following qualifying
period

« Discount on price

e Shares must be
bought from special
savings account

* Shares can be
transferred into

Company Share
Option Plans (CSOPs)

« Discretionary (not
all employees need
to be offered same
terms)

 Option granted
without discount
on price

« Right to exercise
can be conditional of
business outcomes

» Tax advantages

Enterprise
Management
Initiatives (EMIs)

* Discretionary

» For companies with
assets of £30 million
or less, and fewer
than 250 employees

» Tax advantages

* Companies that
work in ‘excluded
activities' aren’t
allowed to offer EMIs
(e.g. shipbuilding or

 Expensive to set up and run a stock ISA

e Tax advantages

banking)

Source: HMRC, https://www.gov.uk/tax-employee-share-schemes/overview and http://www.hmrc.gov.uk/shareschemes/

In businesses with employee participation in share
schemes, the workforce has a significant financial
interest in the business, and also has a say in how
itis run.®® There are various approaches to this, up

to and including the full employee ownership model
used by the John Lewis Partnership. Under share
schemes, businesses can offer some or all of their
employees shares in the company. This means that
when the business performs well, the value of the
shares increases, giving employees a direct benefit
from company performance. These schemes also
have the potential to help improve people’s lives more
widely: the evidence is that participants in share
schemes develop a greater level of knowledge and
understanding of how they can manage their personal
finances more effectively, as well as improving
wealth, health and well-being.' 1"

Currently a great number of different share schemes
exist, with some of these schemes having tax
advantages such as exemptions from paying NICs

or income tax. Exhibit 64 compares these tax-
advantaged share schemes.

These schemes aren't just good for employees
though, if used well they have the potential to lead to
greater business success too. A range of qualitative
studies link employee ownership and share schemes
to higher productivity and better organisational
performance. In 2013, the Employee Ownership Index,
which monitors the performance of firms with some
form of employee share ownership, delivered average
returns of 53.3% compared to the 20.9% average
return of companies in the FTSE all-share index.
Research also highlights the benefits for businesses
as the result of improved employee engagement,
employee loyalty and ownership succession.” For
example, organisations in the top quartile of employee
engagement scores had 18% higher productivity

than those in the bottom quartile.”™ Exhibit 65 (page
100/101) outlines the case of two businesses that have
gone through the process and the benefits they have
seen, Starbucks and the John Lewis Partnership.
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Exhibit 65: Giving employees a stake in business success can make a difference to living standards and contribute
to organisational performance

John Lewis Partnership
The John Lewis Partnership is the largest employee
owned company in the UK, with 91,000 permanent

staff and annual gross sales of over £10 billion. Each

staff member is a Partner, meaning that they share EmplOyeeS with

in the benefits and profits of the business. Last year

alone, the Partnership created 6,300 net new jobs; o

staff shared a £200 million bonus, and absenteeism a Stake ln the

was 3.4% (compared to 7.8% for the retail sector). b .

John Spedan Lewis gave the Partnership to his uSlneSS are more
employees in 1929, with the goal to balance the o o o
happiness of Partners with a successful business. lntereSted ln maklng

This combination of commercial acumen and

corporate conscience was ahead of its time, but it a Success, and

has proved a success, with reports of higher

productivity and wellbeing of staff, and better experience higher—

organisational performance.

The Partnership is often cited as a unique set-up, but levels Ofwellbeing

its approach has been successfully adapted by firms

of all sizes and sectors. Shares are held in a trust, and andjob SGtiSfClCtiOTl.

the beneficiaries of that trust are the employees of the

company, the Partners. They share the profit, and have Productivity iS higher

oversight of management decisions through a number

of democratic bodies. The business cannot be sold, and Staﬁ turnover

which creates a stable, long-term structure. There
are several models of employee ownership however,

and many other businesses are either substantially or lower) helping us
wholly owned by the people who work for them. . .
S E R deliver sustainable
growth, employment,
and better business

performance. 1

Sir Charlie Mayfield, chairman,
John Lewis Partnership
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Starbucks’ Bean Stock Scheme

In 1991 Starbucks introduced Bean Stock, a benefit
scheme, which turned eligible Starbucks employees
into partners by providing them the opportunity to
share in the financial success of the company through
shares of Starbucks stock. Howard Schultz, chairman
and CEO, ‘[...] wanted [partners] to have a chance to
share in the benefits of growth, and to make clear the
connection between their contributions and the growing
value of the company."

This program was the first of its kind in the retail
industry. It started with 700 partners in just over 100
stores in the US and Canada and now includes over
125,000 eligible Starbucks partners in 21 markets
around the world.

In 2010, Bean Stock was redesigned to reward partners
with restricted stock units (RSUs). An RSU gives
partners the right to receive shares of Starbucks stock
after a specified period of time (also known as vesting).
This has encouraged partners to act like owners

of the business, and has been a key factor driving
organisational performance as well as attracting

and retaining talent. When RSU grants vest annually,
partners receive actual shares of Starbucks stock.

For example, partners hired by the 1st May in any
given year are eligible to receive an award of RSUs

in November with 50% vesting after one year and

the remaining 50% vesting after two years. Over the
past five years, the value of Starbucks shares has
increased by over 750% (from c. $9 to c. $77), providing
partners with significant capital growth. Since the
program’s inception, partners around the world have
received more than $1 billion in pre-tax gains thanks to
Bean Stock.

Bean Stock has made a real difference in the lives of
Starbucks partners. There are many examples of long-
term Starbucks store partners building significant
gains to put deposits on their first homes or travel
abroad. The scheme has been imperative in making
employees feel like a material part of the company
wherever they are based as well as proving that hard
work can pay off.

Bean Stock is just one
of the ways we show
our commitment to
investing in our most
important asset, our
people. It’s great

to see Starbucks
partners around the
world benefitting
from the scheme in
life-changing ways. ' '

Mark Fox, managing director,
Starbucks UK
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Government needs to ensure that legal, tax and
regulatory frameworks support businesses who

want to do more

Government can help more businesses and
individuals harness these schemes by tackling
current barriers to take-up. There are a number of
structural and informational barriers that can hold
back businesses from moving towards employee
ownership or share scheme models. These include
a lack of awareness, lack of resources, financial
constraints (e.g. the absence of a tax incentive),
and the regulatory burden.’®

The way government can help make a real
difference to uptake is by simplifying the legal, tax
and regulatory framework around these schemes.
Addressing the following three barriers would make
a real difference:

More flexibility in regulation for firms who are
looking to diversify their shareholder mix, making

it easier to adopt employee ownership or Employee
Share Ownership Plan (ESOP) models - in privately-

held firms as much as listed ones.

ownership frameworks, allowing businesses that

operate globally to adopt tax-advantaged status for

existing share schemes.

have with these models when trying to access
finance at an affordable rate, which has been cited
as a factor stifling growth.'?

Auto-enrolment opens up new possibilities

that could be explored in time

Government must ensure its policy decisions help
individuals build up financial resilience both in terms
of long-term saving and the ability to navigate life’s

challenges. Earlier, for instance, we identified housing

as a key area of cost and opportunity, and Exhibit 66
highlights this. But we can do more.

Exhibit 66: Housing policy has an important role to
play in helping people build assets and in reducing

the cost of living

Internationally consistent voluntary employee share

Assessing the difficulties some smaller businesses

Government can and should do a lot more to

help individuals build up assets which can act as
buffers during their working life across a range

of government policies. Housing policy is one
example. For the majority of families across the
UK their home presents their single largest asset.
Yet, owning your home is becoming more and more
difficult for many hard-working families.

As a country we have historically built far fewer
houses than we need, which has meant house
prices have risen to unsustainable levels. Our
recent report Housing Britain: building new homes for
growth, estimates that if house prices had instead
risen at the rate of inflation individuals across

the UK would have had £3.2 billion worth of extra
spending power.

So building more homes is a crucial must, not just
because owning a house gives you something to
fall back on, but also because if we build more
homes the cost of housing — whether you buy or
rent — will eventually become more manageable
meaning people have more money in their pockets.
That’s why the CBI has called on the government to
double the number of new homes built to buy and
rent, which will mean building 240,000 new homes
every single year within the next decade. Other
recommendations of the report which will help us
do that are listed below:

« Providing a clear and sufficient pipeline of land,
including a commitment to developing ten new
towns and garden cities by 2025

Retaining and improving the National Planning
Policy Framework to ensure the UK has a flexible
and workable planning system

Developing innovative financing in order to build
new homes, for example via British Business
Bank support for SMEs in the housing market

Underpinning investment by a simpler and
competitive tax regime, for example through
progressive reform of Stamp Duty Land Tax
when public finances permit

And a focus on well-designed homes built by

a skilled and diverse workforce.




One area that we could explore is whether the move
to most workers having pension savings opens up
new possibilities, once the reform is fully rolled

out towards the end of the next Parliament. Auto-
enrolment will see nine million eligible workers
saving for retirement — many of whom will save into a
pension for the first time — thereby increasing savings
rates. We are moving into a world where a very high
proportion of employees have a pension pot - in
many cases small, but not insignificant. This policy

is essential in ensuring people are able to maintain
their living standards when they leave the workforce.
For the first time, the relatively cash-poor will have
pension pots, as well as the more cash-rich.

Making more of pensions wouldn't mean allowing
people to raid their retirement savings, which
would damage the long-term sustainability of the
pot. Instead, government should work with the
insurance industry to look at ways in which the auto-
enrolment framework could support people during
working life. A very wide range of options include
New Zealand-style early access, the kind

of 'loan-back’ arrangements used in the USA and
South Africa to allow people to take a low-cost loan
from their pension, and the use of the automatic
enrolment framework to address protection
against unemployment or ill-health through new
insurance products.

An extensive study will be required to make an
informed choice of approach and, importantly, we
would need to ensure that the right regulatory
framework was established, to avoid the risk of
fraud. Nevertheless, the right policy might increase
lower-paid employees’ confidence in saving through
the workplace. Knowing you will be able to access
support when you really need it will help. This is
important because the average size of a defined
contribution pension pot at the moment is just
£15,000,®® smaller than it should be. It also gives the
pensions industry a business opportunity to innovate
appropriate products to meet consumer demand.
Importantly, it may help build trust in an industry
that is seen as quite opaque to most people.
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For business:
» Play a stronger role in helping employees build

up buffers by considering a wide range
of workplace savings options.

For government:

Raise demand for corporate Individual Savings
Accounts (ISAs) by allowing people to save into
both an individual and a corporate cash ISA.

Simplify the legal, tax and regulatory
framework to tackle barriers to the uptake of
capital share and employee share ownership
schemes among business.

Work with the insurance industry to review
options on using the auto-enrolment reforms
flexibly to deliver support during working lives.

Help more people onto the housing ladder

and reduce the cost of renting a property by
building 240,000 new homes every single year
within the next decade.
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