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TOWARD A “DEMAND-LED” WORKFORCE DEVELOPMENT SYSTEM:
RATIONALE, DEFINITION, AND IMPLICATIONS FOR GOVERNMENT ROLES

As background for the U.K./U.S. Welfare-to-Work Conference on September 20-21, 2000, Jobs
for the Future has produced three working papers on recent developments in U.S. workforce
and welfare-to-work policy. Together, these papers provide a framework for considering next
steps in improving the performance of the U.K. workforce development and welfare systems.

This overview paper provides a broad orientation to the primary subject of the meeting: how
government policy can promote better outcomes for disadvantaged job-seekers through the
transition to a more demand-led workforce system. It defines the term “demand led” and identifies
the key changes at the program and system levels implied by the term. The paper summarizes
U.S. research findings that support efforts to make workforce systems more responsive to
employers, as well as better targeted at industries and sectors that are growing and offer
opportunities for advancement. The final section outlines high-leverage roles for
government—through strategic investments, performance measures, and other policies—in
setting the ground rules for, and accelerating program and system change toward, a more
demand-led system.

A second paper addresses the importance of performance measures and performance-based
financing  for improving outcomes and driving change toward a high quality demand-led system.
That paper highlights how employment-related performance measures have evolved in U.S.
workforce and welfare systems. It examines efforts to revise performance measures to reward
not just placement but also retention, wage progression, and participants’ movement toward self-
sufficiency. The paper examines how financing mechanisms tied to performance can promote
organizational and systemic change. It also highlights challenges inherent in strategies to improve
outcomes through performance measurement systems, including the need to: balance long-term
and short-term goals for job-seekers (and for employers); balance competing goals of setting
minimum standards, rewarding high performance, and encouraging improvement over time;
minimize incentives for programs to “cream” the easiest to serve; identify performance measures
that accelerate the transition of implementation toward best practice; and create a feasible,
affordable information collection and analysis system.

The third paper addresses capacity-building strategies to improve the ability and readiness of
service providers (whether in the non-profit, government, or private sector) to succeed in a
demand-led environment—and of the workforce development system to accelerate the diffusion
of quality efforts. That paper describes the needs of organizations as they move toward
operating in a more employer-responsive system, ranging from infrastructure investments to
cultural changes and staff training and development. It explores how government can use
various policy tools to encourage desirable behavioral changes among service providers
(including its own agencies), employers, and disadvantaged participants in the welfare and
workforce systems. The primary focus is on how the publicly-funded system can use its
investments to help service providers innovate in desired directions, accelerate
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learning and change, and be better able to succeed in a system that rewards responsiveness to
employer labor market needs.1

These papers are intended to ground the U.K./U.S. Welfare-to-Work Conference
discussions—and to spark debate. The authors (and the conference organizers) recognize the
dangers inherent in any attempt to “import” policy lessons to one country from another.
Moreover, we are sensitive to the reality that the trends and strategies for improving the U.S.
workforce development and welfare-to-work systems highlighted here are new, still in
development, and largely untested at the level of large-scale implementation.

At the same time, the ideas, arguments, and experiments summarized in these working papers
provide background for policy planners on both sides of the Atlantic. Moreover, the questions
that emerge from these summaries are critically important to any effort to move workforce
development and welfare-to-work policy toward a more high-performing and effective publicly
funded system for helping disadvantaged individuals find quality employment and helping
employers recruit and hire qualified workers.

This U.K./U.S. conference and the related working papers focus primarily on how government
policy can promote a “demand-led” approach to workforce development. We recognize that, to
be effective, reform of the transition to a more demand-led system requires significant behavioral
change among several groups: the organizations that provide employment and training services
(whether non-profit, for-profit, or governmental); employers who hire from the publicly-funded
system; and individuals who participate in the system’s programs and services. Comprehensive
reform must alter the incentives and disincentives facing service providers, employers, and
individuals. The tax, benefit, and spending policies that “make work pay” for individuals or that
lower employer risk and costs are discussed briefly in the section of the capacity building paper
on using policy to drive system change. However, the three background papers for this
conference concentrate on how government can use performance standards, investment, and
policy to drive organizational change among service providers that forges closer alignment and
linkages between the publicly-funded education and training system and employer and labor
market needs.

                                                

1 A few definitions are in order. These papers and the U.K./U.S. welfare-to-work conference are
primarily concerned with the publicly funded workforce development system, encompassing the
employment and training and welfare systems funded with public resources. Public funding does not
imply any presumption about service delivery. In the United States, the same services might be
provided by government agencies, non-profit organizations, or private-sector firms. However, the
discussion focuses on government funding and government roles. Thus, even though the
employment and training industry is much larger than the segment funded with public dollars (which
primarily serves disadvantaged job-seekers), these papers use the terms “workforce development” or
“employment and training” system to refer to the publicly funded system of governmental, non-profit,
and private-sector providers.
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WHAT DOES A “DEMAND-LED” SYSTEM LOOK LIKE? WHY IS IT NEEDED?

What prompted U.S. interest in a “demand-led” policy approach?

In the early 1990s, dissatisfaction with the relatively poor outcomes of the U.S. public
employment and training system came to a head. Research on workforce and welfare-to-work
efforts reinforced policymakers’ impatience and frustration with the system as it functioned.
Many programs could show modest gains in annual income for adult males in Department of
Labor-funded training programs and for women with dependent children in state welfare-to-
work programs. In most studies, the benefits to participants outweighed program costs.
However, income and employment gains were minimal, did little to help people escape poverty,
and tended to fade after four or five years. For young dropouts, employment and training
programs appeared to have no effect or to impede progress in the labor market. As one mid-
1990s summary concluded (Grubb 1996):

Thirty years of experimentation with job training programs have created many programs
whose benefits are quite trivial for individuals in dire need of employment and economic
independence, and that are completely inadequate to the task of moving them out of
poverty, off welfare, or into stable employment over the long run.

This frustration even found its way into the federal government’s assessment of its own
employment and training investments. The Labor Department’s Chief Economist released a report
in 1995 entitled, What’s Working (and What’s Not): A Summary of Research on the Economic
Effects of Employment and Training Programs (U.S. Department of Labor 1995).

This reassessment took place in an economic environment that made issues of human capital
and workforce development more important to employers than they had been in a generation.
Labor shortages (or at least the fear of shortages) were beginning to replace chronic labor
surpluses as unemployment rates dropped to their lowest levels in over a generation. New
technologies, globalization of competition, deregulation of many industries, and the competitive
trends toward greater customization and higher levels of customer service combined to place
new skill demands on front-line workers—and raise workforce quality concerns on the priority
list of the nation’s employers.

In this environment, various explanations emerged for the inadequacies of the employment and
training system. One criticism was the dominance of short-duration programs, inadequately
focused on helping disadvantaged individuals earn credentials that mattered in the labor market.
Others noted the generally poor quality of classroom pedagogy and training. Still others
emphasized the system’s bias toward rewarding any placement, rather than encouraging
strategies that targeted better-paying jobs.

As employer concerns about workforce quality grew, another critique became popular. This
assessment highlighted the traditionally weak links between the organizations recruiting, training,
and placing disadvantaged job seekers and the employers who are the ultimate “end users” of
the system. These critics noted:

_ The training system’s evolution since the 1960s as a poverty program, not a labor market
program;
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_ The weak involvement of employers in the design and delivery of publicly provided training
and labor-market information services;

_ The overemphasis on placement into entry-level jobs, as if internal labor markets would
enable new entrants to advance automatically;

_ An approach that sought to engage employers one-on-one and ignored opportunities to link
training services to the clusters and sectors of firms that drive local economic growth; and

_ The lack of incentives encouraging participants to work or making employment the end goal
of workforce development systems.

The public system had become largely irrelevant to the changing needs of employers for higher-
quality skills in their entry-level and non-college-educated workforce. By the early 1990s, the gap
between the priorities of the public employment and training system and those of employers and
their human resource planners had become a gulf. The costs of this mismatch were high: poor
results for less skilled workers in need of help in the labor market and the erosion of public and
business support for governmental funding for the training system. The old system needed to be
reinvented.

Toward a new paradigm: “Demand-led” workforce development

The term “demand-led” workforce development has emerged in the United States as a way to
contrast a new vision for public investment in training with the system that had performed poorly
in the past. Demand-led is a relatively untested term of art; as such, it is in need of clearer
definition. However, the broad concept of a demand-led approach is simple:

The more effectively an employment and training program meets employer workforce
needs, the better its ability to help job-seekers succeed in the labor market. And what
goes for a particular program is true for the system as a whole: a system that satisfies
employers will be a system that is better able to meet the needs of jobseekers for
quality jobs, sustained employment and advance in a career.

Moving away from a predominantly supply-side approach to workforce development, focused on
the needs of job-seekers but largely divorced from the realities of the labor market, to a more
demand-led system that engages employers as partners in workforce development has
implications for public sector investments in both the labor exchange market and the market for
education and training services.

The impact of a “demand-led” approach for service providers can be distilled down to a few
basic principles and priorities:

_ “Dual customer” focus: The biggest single shift can be captured in the concept of making
the employers who hire the most important customer of the publicly funded workforce
system. Although some may debate whether the employer is the primary customer or, with
the job-seeker, one of two equal customers, the impact is the same: a rethinking of program
and system incentives to encourage far closer interaction with, and service to, the
employers who turn to the public system for help.
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_ New partnerships and working relationships between employment and training
system institutions and local employers: Employer (and employee) participation on
passive advisory committees to the public system, the most common form of employer
engagement under the old system, is inadequate in today’s rapidly changing economic
environment. Employers need to be able to communicate their labor market needs and how
those are changing quickly and in sufficient detail. Workforce development institutions must
have personal, ongoing relationships with employers across the local economy; these
organizations must develop the capacity and legitimacy to help firms achieve human resource
goals. Employers should take a more proactive role in shaping training curricula and defining
training standards: the greater their involvement in program design, the more likely that
program graduates will succeed in their workplaces.

_ Stimulation of collective action by employers: As firms have become “leaner” in
response to intensified competition, many have found economic value in collaborating with
other employers in their industry, sector, or region to solve common problems. Economic
development professionals have begun to identify ways to facilitate joint action to address
problems that firms cannot solve individually. Often, human capital needs are a fruitful place
to concentrate those efforts. A demand-led workforce development system looks for these
natural clusters of firms with similar needs—and encourages and facilitates efforts to help
employers and local educational institutions collaborate to address those needs. To
accomplish this, the public system may need to invest in institutions at the local level—often
called labor market intermediaries—that can promote collaborative human resource
development practices.

_ Coordination of the employment and training system with economic development
priorities: There is growing evidence that labor market success for less-skilled workers is
determined in large part by the quality of their initial job placements in terms of wages,
benefits, access to training, etc. A demand-led system focuses on high-growth sectors,
particularly those in which jobs in high demand are above average in quality. By identifying
sectors that are the engines of the local economy and serving employers in those sectors,
the demand-led system helps create a virtuous circle of both high-wage employment growth
and employer enthusiasm for partnering with the public sector.

_ Emphasis on upgrading existing workers’ skills: The traditional workforce system
emphasizes placement in entry-level jobs, based on old patterns of internal career ladders
and advancement to higher-paying, better jobs. With job ladders in tatters across the
economy and the requirements of jobs changing continually, this model is no longer
sufficient—and it does not adequately serve either workers looking to advance and
employers needing to upgrade the skills of their existing workers. Over time, a demand-led
system that meets rapidly changing employer needs will augment the emphasis on entry-level
job matching with a range of strategies for helping firms and industries adjust to new
technologies, work organization requirements, and other demands.  This emphasis is equally
important for lower-skilled workers: if they are to advance toward self-sufficiency, they will
need continual opportunities for more learning and skill development that can raise their
productivity and wages.

_ Work-centered training and skill development: Because demand-led workforce
development puts greater weight than the old system did on advancement and skill upgrading
for existing workers, it requires more creative integration of work and learning so that those
already employed can pursue learning while working. Sequential programs that begin with
extended periods of classroom learning before one enters the workplace must be supplanted
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by innovative programs that encourage the pursuit of learning and credentials while working.
This fits with employer interest in “just-in-time” skill development and has the added benefit of
building worker loyalty to their firm.

These priorities profoundly alter the focus of workforce development efforts. For example, in a
demand-led system, where serving employer needs gains importance, the public system can no
longer measure its success in terms of the volume or “throughput” of individuals served by the
system. Quality, service, reliability, and cost become critically important. The ultimate test
becomes the system’s value to local employers—employers who will hire, train, retain, and
reward job-seekers who are placed with them through the employment and training system. A
quality system that dependably provides employers with trained and job-ready individuals will
win employer (and public) support and generate a virtuous circle of increased employer use of
the system and better job opportunities and income gains for job-seekers. But a high volume of
unqualified referrals or individuals poorly matched to available jobs will alienate employers.

Thus, a demand-led system is not “business as usual”: it requires a reorientation of service
providers’ priorities and a reallocation of time, effort, and resources. The implications are
significant for local service providers—and for the public-sector managers of the system.

The final sections of this paper address how government can promote the kinds of significant
organizational and systemic change that a demand-led approach requires. The suggestions are
consistent with Prime Minister Blair’s commitment to a greater governmental emphasis on its
“steering” and policy development functions (Blair and Schroeder 2000). To drive and accelerate
changes in the behavior of not just a few innovators but the typical publicly-funded service
provider in both the U.K. and the U.S. workforce systems will require government to do more to
apply pressure and support for organizational change. It will require the steady introduction and
expansion of consumer choice, competition, rewards for performance, support for innovation,
and the decentralization of service delivery decisions.

We recognize the risks involved in introducing market-based strategies: the devil is always in the
details. And we are sensitive to the need for policies that are appropriate for the conditions and
strengths of a given country, its traditions, and institutions. However, implementing at significant
scale the kinds of organizational changes advocated here will require new and different system-
wide mechanisms for applying pressure and lending support to service providers and system
managers.

Before we address government’s potential roles as a change agent in this effort, a prior question
must be addressed. That is: what are the indications that a demand-led system might be better
able to improve the performance of the employment and training system than did the supply-side
strategies of the past? Moving in this direction will require significant behavioral changes on the
part of many organizations and institutions. What is the justification for this level of dislocation
and change?

We turn to this question now. Then, in the final section, we return to a discussion of how
government can help local providers and the institutions of the employment and training system
move more quickly and efficiently toward a high-performing, demand-led system that better
serves employers who need qualified workers and individuals seeking to improve their economic
prospects.
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Where is the Evidence that “Demand Led” Strategies Improve Outcomes?

The inadequacies of the traditional, supply-focused public system of preparing low-skill
Americans for the labor market are not in dispute. However, the limited success of one approach
does not ensure that a proposed alternative will be any more successful. However, growing
evidence suggest that the demand-led approach can address some of the glaring weaknesses
of the traditional system and that efforts to move toward a more labor market-sensitive and
employer-responsive system can show better results for disadvantaged job-seekers,
employers, and communities.

Highlights of the research evidence

Perhaps the most cogent and sophisticated research supporting a more demand-led approach to
workforce development can be found in Steady Work, Better Jobs, a study Julie Strawn and
Karin Martinson (2000) conducted for the Manpower Demonstration Research Corporation. This
study goes beyond explaining the shortcomings of existing programs and practices to lay out a
case for a more effective system that, among other attributes, would be employment- and
employer-focused.

Strawn and Martinson weigh in on a long-simmering debate in the United States between
advocates of human capital approaches to workforce development and proponents of “work
first,” or rapid labor market attachment, models. Basing their conclusions upon research on the
employment and earnings outcomes of welfare-to-work programs, they argue the following:

_ Work first: Employment without pre-employment skill development. The work-
first/job-search model helps welfare recipients and other job seekers find work more quickly,
raising their annual earnings initially. These positive impacts tend to fade over time and often
disappear by the third or fourth year. In the long run, earnings differences between program
participants and non-participants are often small or not significant. While participants initially
work more hours than non-participants do, there is little if any difference in the hourly wages
of the two groups. This makes sense: program participation did not raise skills, and welfare
recipients were typically placed in jobs that paid low wages and lacked pathways to
advancement. (WorkFirst models often leave employers dissatisfied as well, particularly if
they hire workers who are not prepared for the jobs in which they are placed.)

_ Adult basic education: Skill development without an employment focus. The basic
skill development approach has also yielded disappointing results. At a higher cost to the
public, welfare recipients whose services focused on education had similar earnings results
as the work first participants: the hours worked tended to rise, but hourly wages did not.
This is attributed to two factors. First, because of the low skill levels of participants, they
typically received only very basic adult education services and rarely went on to take
courses that could lead to a credential valued in the labor market. Second, programs that led
with educational services were frequently quite divorced from the labor market and from
employers.

_ A mixed model: Better than job search or basic education. Strawn and Martinson
conclude that the most effective welfare-to-work programs share a flexible, individualized
approach to services that mixes job search, education, job training, and work. Most
important, the most successful programs tend to pursue “demand-led” strategies: they focus
relentlessly on employment as the goal of participation, work closely with employers in the
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design of programs and services, and hold participants to high expectations. Job training, as
opposed to adult basic education, appears to help individuals find better paying, higher quality
jobs, particularly if the programs target high-demand industries and jobs. And getting a good
job has long-term positive effects: the better a person’s initial placement in terms of wages,
benefits, and training opportunities, the greater the chances of advancing to better jobs.

The Challenge: Moving Toward a More Demand-Led System

The typical supply-side service provider in the US focuses primarily on the job-seeker, with
employer service a lower priority. Many are community-based organizations that work with and
relate to a particular population (e.g., new immigrants from Latin America, residents of a
particular neighborhood, Vietnam War veterans). These organizations are often under-funded,
with antiquated management systems and technological capacity. Staff may be aggressive in
working with their target population but limited in their professional skills as trainers and adult
educators.

The operating culture of these organizations frequently recognizes two primary clients: the job-
seekers they serve and the government agency that funds them—but not the community’s
employers. Typically, relationships with employers are weak. Staff tends to have little experience
with (and sometimes even hostility toward) employers, who they may feel have not dealt
equitably with their constituency and their community.

It is not easy for these organizations—whether they are non-profit organizations or public
agencies—to develop closer relationships and greater responsiveness to employers. Such a
transformation requires new activities, staffing patterns, resource investments, and managerial
priorities. These operational changes present a huge challenge, and the shallow resource base
and management capacity in most organizations make internal investment in such changes
extremely difficult.

Case studies prepared by Jobs for the Future for the New Deal Task Force in 1999 identified a
number of capacity issues critical to providers’ successful transition to higher-quality employer-
responsive services (Evans and Kazis 1999). These include:

_ Up-to-date technological capacity for collection, maintenance, and analysis of data on labor
markets, job trends, and program performance for employers and individual clients;

_ Management skills that can drive the organization in new directions and toward new goals;

_ Staff experience with and readiness to work with employers, understand the specific hiring
and training needs of different employers, and market services to employers and their
organizations (which often requires hiring new staff with industry/private-sector experience,
particularly in marketing and sales, who can market services credibly to busy, skeptical
employers);

_ An entrepreneurial spirit across the organization that is ready to do what it takes to serve
employers and job-seekers, branch out to provide new services, and secure new funding
sources;

_ A staff development program that legitimates and drives a cultural shift toward a “dual client”
focus across the organization; and
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_ Standards for quality and customer service that are competitive with those of other providers
whose services are available to employers.

Addressing these capacity challenges requires start-up resources, over and above routine
program operating costs. These challenges are discussed in detail in the working paper on
capacity-building. That paper describes the weaknesses of many community-based and public-
sector service providers in the United States, and it identifies priorities for strengthening their
organizational capacity in ways that can promote effective transitions to a more demand-led
strategy. As that paper emphasizes, for significant movement toward a demand-led system to be
implemented in more than a small group of innovative organizations, the public sector must take
the lead in seeding, guiding, and promoting systemic change. It is to this topic—government’s
catalytic role in promoting the transition to a high-quality, demand-led system—that we now turn.

Government’s Roles in Promoting a Demand-Led System

Early U.S. experience indicates that a successful transition from a supply-side to a demand-led
workforce development system requires as much change in government policy and practice as it
does reform among workforce development providers. In many industrial countries, including the
United States and the United Kingdom, the past two decades have seen a wave of rethinking
governmental roles and priorities. Some of this reassessment has been politically motivated: anti-
government advocates have looked for ways to reduce the size of government and shrink the
public payroll. However, efficiency and effectiveness have also been important drivers of these
trends. Taking their cue from the responses of private-sector employers to the growing
complexity of competition in a global economy, reformers in cities, states and at the national level
have looked for ways to increase the public sector’s competence, performance, and flexibility to
respond to new realities.

In the United States, the reform of government priorities and practices has often been labeled
“reinventing government,” after the 1992 book with that title written by David Osborne and Ted
Gaebler. The authors identified and described how public-sector institutions could become more
effective and achieve higher performance through adopting a more entrepreneurial approach to
solving public policy problems.2 They documented local, state, and national examples in which
the public sector had learned from the nation’s best-run businesses how to stimulate and direct
change in large organizations.

Those examples, and the change strategies they represent, are useful guideposts for discussing
what government can do to improve its own capacity and effectiveness in driving change
toward a high-performing demand-led system. In order to improve performance and increase
efficiency, public-sector innovators profiled in Osborne’s book introduced more choice and
competition into service delivery systems. They revised their own agencies’ priorities and
systems to:

_ Emphasize and improve government’s “steering” function (i.e., making and implementing policy
decisions);

_ Downplay government’s “rowing” function (i.e., service delivery);

                                                

2 See the Appendix for Osborne and Gaebler’s principles for entrepreneurial government.
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_ Improve government’s ability to “row” well when it does row, delivering services to high
benchmarks of quality and performance; and

_ Separate steering from rowing functions so that government could concentrate on being a
skillful buyer, leveraging the activities of multiple service providers to meet public policy
objectives.

The trend in this direction has not abated: national governments, states, and communities have
continued to experiment with and advance policies that make bureaucracies more responsive
and flexible—and better equipped to be effective in both their steering and rowing roles
(Osborne and Plastrik 2000).

Why government roles in workforce development must change

These working papers (and this U.K./U.S. conference) take the view that for the public
employment and training system to become higher performing and serve disadvantaged
individuals more effectively, it must become more responsive to employers and their labor market
needs. Another premise must be made explicit as well: to serve employer (and individual) needs
more effectively, the public sector must embrace and implement a more entrepreneurial and
market-responsive approach to workforce development policy and practice.

A demand-led workforce system, by nature of its priority on serving labor market and employer
needs, has little choice but to be entrepreneurial and market-driven. Such a system succeeds or
fails based on its ability to provide employers with services they value. Its growth depends upon
expanding the number of employers willing to use the system and upon their “return business.”

Employers have no inherent loyalty to any service providers, publicly-funded or otherwise.
Employers are most interested in having choice among various providers who can serve their
needs. They want to feel that service delivery will be reliable and of consistently acceptable
quality. Customer service is critically important to employers: are the providers responsive to
their particular labor market needs and priorities? Are services sufficiently specialized or
customized to increase the likelihood of good job matches, properly trained workers, and on-time
delivery?

There is already competition in the employment and training market—from private-sector
recruitment and staffing firms, education and training providers in the public and private sectors,
and a host of organizations that are independent of the public system. If a staffing firm or a
community college can fill their needs effectively, employers will turn to one. If the local
Employment Service can respond nimbly and to expected standards, then it will be a provider of
choice.

For these reasons, a demand-led workforce system must of necessity become more sensitive to
trends in the labor market and must offer more choice of services and service providers to
employers (and to individuals seeking preparation for employment). In a demand-led system, the
publicly-funded system recognizes that it already competes for employer loyalty and market
share. In response, government policy typically looks for ways to encourage competition,
increase consumer choice, promote quality, and encourage local service providers to be more
market-responsive and entrepreneurial in marketing and packaging services to local employers.
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How can government create incentives powerful enough to move the workforce system as a
whole—including the typical providers around the country and not just the high-performing
innovators—toward a level of quality and performance that can satisfy labor market needs?

This is perhaps the strongest argument for introducing greater competition into the system.
Performance measures and financing tied to performance are powerful tools for changing the
incentives facing service providers. However, those tools are most effective when the system
encourages a diverse range of providers to compete for contracts to meet those high standards.
When government acts as a purchaser of services, from its own agencies or from private or
non-profit entities, “the contests,” as one work puts it, “create economic and psychological
incentives that stimulate performance” (Osborne and Plastik 2000). However, there is little
question that those contests are more stimulating when the providers are not all part of the same
organization and when the standards for performance are not set by the same agency whose
local offices are expected to meet the standards.

It is this potential conflict between the policy-setting (steering) and service-delivery (rowing)
functions of government—and the dampening of pressure for improvement that can result—that
has led many in the “reinventing government” field to advocate for the separation of those two
functions. In this view, which the authors hold, government should expand and improve its
capacity to define policy goals, set clear and reasonable targets for performance and
improvement, and help strengthen the capacity of local providers to meet high standards over
time. At the same time, government should promote the entry of additional service providers at
the local level who are willing and able to meet higher standards for performance and quality.

This is, of course, easier said than done. In the companion background papers to this overview,
Jobs for the Future examines in greater depth U.S. experience (and the accompanying
challenges and dilemmas) in pursuing this agenda. Specifically, the papers focus on the two
aspects of government steering that are most relevant to the U.K./U.S. conference: the setting of
effective performance measures tied to performance-based financing; and support for and
strengthening of the capacity of local providers and of the system as a whole to deliver high
quality services that meet the needs of lower-skill job-seekers and workers and the employers
that hire and pay them.

Conclusion: Primary Government Roles in Promoting a “Demand-Led” System

As noted early in this overview, there is more to improving the performance of the workforce
system—for both individual workers and job-seekers and for employers seeking help—than
helping local service providers be more responsive to employers and labor market needs.
Comprehensive reforms must address the incentives facing service providers, employers, and
low-skill and low-wage individuals. Making work pay through tax and benefit policies can
increase job retention and, of course, income. Reducing employer risk through tax policies or
wage subsidies can encourage employer engagement and investment. These issues are likely to
be raised in the conference deliberations.

Here, though, we summarize the key ways in which government can improve the functioning
and the performance of the service delivery system at the local level so that the workforce
system becomes increasingly flexible, responsive to labor market needs and trends, and able to
serve the local employer base effectively. These priorities, elaborated upon in the accompanying
working papers, include the following:
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• Expand government purchasing of services and improve government
effectiveness as a direct provider of services: Government should increase the
number and diversity of “rowers” or service deliverers at the local level, to stimulate
greater consumer choice for employers and job-seekers. Service delivery options should
be expanded, so that non-government agencies compete with local offices of public
agencies. At the same time, government must commit to improving its own “rowing”
performance.

• Improve government’s capacity to “steer” and separate “steering” from
“rowing” functions. Government can have its greatest effect on system performance
and quality through its “steering” activities. By creating the rules that govern the choices
and decisions of service providers, government can move systems to large-scale
changes in behavior. Steering should not be located solely at the national level: local
planning and accountability bodies are critically important—and in a “demand-led” system
they need to be led by employers (see the U.S. Workforce Boards as an example). As
noted above, the more cleanly steering and rowing are uncoupled, so that a single agency
is not setting the rules, expectations and sanctions for its own local offices’ performance,
the more effectively government will be able to set policy—and to deliver services.

• Drive accountability and service improvement through performance measures
tied to funding: A critically important government steering function is the setting of policy
goals and the design of rewards and sanctions that can change behavior “on the ground”
in ways that rise to the new standards. Government can drive accountability and service
improvement through measures that incorporate efficiency, equity goals, and funding tied
to performance with rewards and sanctions that can move the system and its providers
improved placement, retention and advancement goals;

• Help providers accelerate improvement through supports and capacity-
building: In addition to a rewards system driven by performance goals and measures,
government should also help providers accelerate their transition to higher performance
levels. Government can use its financial resources and other rule-making policy levers to
support organizations as they design change strategies, through:

--Use of venture capital models to promote innovation in service delivery through
venture capital investments.

--Support for continuous improvement through technical assistance, tools for self-
assessment, and acceleration of learning;

--Investment in systemwide capacity (e.g. labor market information; benchmarking of
best practice) that can reduce the cost and difficulty of performance improvement
across the system’s service providers.

These are some of the issues that will be discussed in the September 20-21 conference in
Windsor. It is our hope that this and the other two U.S. background papers provide a stimulating
and provocative jumping off point for those discussions.



WELFARE TO WORK: NEW SOLUTIONS FOR THE NEW ECONOMY - A UK/US SYMPOSIUM

Wednesday 20 September Session 1:  Overview of Welfare to Work Developments

* Paper prepared for the Welfare to Work: New Solutions for the New Economy UK/US Symposium.
Authors:  Richard Kazis & Marlene Seltzer Jobs for the Future

13

APPENDIX

Ten Principles for Entrepreneurial Government

Entrepreneurial public organizations are:

_ Catalytic: They steer more than they row

_ Community-owned: They empower communities rather than simply provide services

_ Competitive: They encourage competition rather than monopoly

_ Mission-driven: They are driven by their missions, not their rules

_ Results-oriented: They fund outcomes rather than inputs

_ Customer-driven: They meet the needs of the customer, not the bureaucracy

_ Enterprising: They concentrate on earning, not just spending

_ Anticipatory: They invest in prevention rather than cure

• Decentralized: They decentralize authority

• Market-oriented: They solve problems by leveraging the marketplace, rather than simply
creating public programs.

Source: David Osborne and Ted Gaebler, Reinventing Government. Reading MA: Addison
Wesley, 1992.
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