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

Thursday 21 September Session 2:  Capacity Building

* Paper prepared for the Welfare to Work: New Solutions for the New Economy UK/US Symposium.
Authors: Marty Liebowitz, Marlene Seltzer, and Richard Kazis, Jobs for the Future 1

BUILDING ORGANIZATIONAL AND SYSTEM CAPACITY:
HOW GOVERNMENT CAN SUPPORT “DEMAND-LED” REFORM

Introduction

Revamping a national workforce or welfare system to be higher-performing and more
responsive to labor market trends and needs is an ambitious and difficult undertaking. The
overview paper written by Jobs for the Future presents an argument for why such a reform
agenda should be beneficial to job-seekers, employers, local communities, and the national
government. The performance measurement paper takes a close look at one of the essential
tools available to government in its effort to drive change—the design and implementation of
performance standards and measures tied to performance-based financing of the local service
delivery system.

This working paper looks at a set of additional tools available to government in its effort to
encourage demand-led approaches to improve job placement, quality and retention within the
workforce and welfare-to-work systems. Using examples from U.S. experience, this paper
discusses how government can supplement the incentive system rooted in performance
measures with financing and policy support to help local service providers implement demand-led
change more efficiently, accelerate their learning about best practice, and transform practice in
ways that improve performance significantly.

This paper focuses on capacity-building. It is widely recognized in the U.S. that the workforce
development delivery system is comprised of many organizations that are historically
underfunded, have weak infrastructure in technology, information systems, financial accounting
and, frequently, management. In this environment, organizations that might want to improve
performance, and might welcome incentives to drive them toward higher performance, lack the
organizational skills, resources, and wherewithal to implement changes that would make them
more effective.

The changes required of organizations as they embrace a demand-led approach to serving local
labor market needs may be beyond the ability of many organizations to accomplish on their own.
For this reason, government cannot simply create an incentive system and stop there.
Government must also look at how it can use investment and other policy tools to help
organizations increase their capacity to change—and to change in ways that address employer
and job-seeker needs more effectively. This working paper focuses on strategies that
government can use to strengthen the workforce development field’s ability to innovate, achieve
higher performance, and transition successfully to a more demand-led approach to serving its
customers.1

                                                

1  The overview  paper prepared by JFF emphasizes the distinction between government’s “steering”
roles, i.e., its policymaking activities, and its “rowing” roles, i.e., its direct service delivery activities.
In this paper, we focus on steering, on government investments and policies that can help large numbers
of rowing organizations meet the higher performance goals of a demand-led workforce system. We
recognize that, in the U.K. in particular, the rowing organizations that are the targets of this
capacity-building discussion are themselves local offices of public agencies. This does not change the
basic argument: whether service deliverers are public agencies, non-profit organizations, or for-profit
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The paper is divided into two sections. Part I reviews the most important ways that the priorities
and activities of demand-led local practitioners differ from more traditional service providers. This
section focuses on the changes that typical providers need to make in order to become more
demand-led organizations—and the supports they need to help them do so. Part I asks:

_ What are the characteristics of demand-led organizations, and how are they different from
traditional education and training providers?

_ What changes will traditional education and training providers have to make to transform
themselves into demand-led organizations?

_ What help will traditional providers need in order to make the necessary changes?

 Part II builds from this analysis and focuses on how government can complement performance-
based incentive systems with policies and investments that make it easier for providers—and for
the workforce development system as a whole—to make the transition to a more demand-led
approach to labor market exchange and education and training functions. Government has two
major tools at its disposal to create incentives and supports for change: financing—operational
funding for programs as well as seed investment for system infrastructure, innovation, and
organizational capacity building—and public policy. Part II discusses two questions:

_ How can government use financing and investment to promote innovation and help build
strong demand-led organizations? and

_ How can government use policy to increase the capacity of organizations and of the
workforce system to respond to incentives for increased performance and greater
responsiveness to labor market needs?

 Demand-led Workforce Development: Implications for Service Providers

 Characteristics of Demand-Led Organizations

 In a research paper prepared last year for the New Deal Task Force, Chris Evans and Richard
Kazis (1999) identified a set of operating characteristics that distinguish demand-led
organizations from traditional employment and training providers. Based on the strengths of
innovative workforce organizations in the U.S. and the U.K., these characteristics set demand-
led organizations apart from more traditional workforce system organizations (whether they are
governmental, non-profit, or for-profit entities). This cluster of skills and capacities appear to help
organizations serve local labor market needs more effectively—enabling them to have greater
success placing people in jobs with higher wages, greater likelihood of sustained employment,
and better opportunities for advancement. Demand-led organizations:

_ Understand the labor market well: Effective demand-led organizations understand
trends in local and regional labor markets and respond quickly to market changes. They are

                                                                                                                                                            

ventures, the public sector tools for strengthening the ability of a critical mass of organizations to meet
high performance standards are the same.
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able to identify high-demand industries and occupations that generate large numbers of high
wage jobs and they are able to target specific labor market niches.

_ Know particular employers and their needs: Demand-led organizations place primary
emphasis on building long term relationships with employers, based on providing high quality
services, custom-tailored to employer needs, that employers value and trust.

_ Know job seekers and their needs: Demand-led organizations are able to make effective
job matches that connect the qualified, work ready job seekers with the right employers.
They often turn to community-based organizations to recruit and screen potential employees.

_ Are entrepreneurial and customer-driven: Successful demand-led organizations are
highly responsive to customers, both employers and job seekers, and are able to develop
new products and seize new market opportunities. Increasingly, they provide customized
services for particular employers or groups of employers.

_ Keep employment the primary focus: Demand-led organizations make work the central
focus and help job seekers see employment as a concrete, attainable goal. Work norms,
such as punctuality and proper attire, are emphasized. The culture is one of “business, not
social service.”

_ But also develop ties to non-employment service providers: Disadvantaged job
seekers face multiple barriers to employment before and after they get jobs. Demand-led
organizations are well-connected to local social service providers who can increase the
likelihood of sustained employment through post-placement supports and assistance.

_ Use data to improve performance: Demand-led organizations use information technology
to know more about employer needs and the skills, experience, and needs of job seekers.
They use ongoing information about performance to identify areas of weakness and develop
strategies for improvement.

_ Focus not just on access to employment, but on retention and career advancement:
Demand-led organizations focus on the goal of sustained employment with wages and
benefits that support self-sufficiency. Their efforts are explicitly designed to increase
retention in employment and lay the groundwork for advancement out of entry-level work.

 There can be many different ways in which demand-led strategies are advanced and
implemented at the local level. San Francisco Works and Wildcat Service Corporation’s Private
Industry Partnership are two U.S. organizations that have embarked on demand-led strategies.
(See box on San Francisco Works below and the profile of Wildcat and the PIP program in the
overview paper). Their efforts represent two different approaches to the same challenge, with
San Francisco Works starting from the employer side and Wildcat from the provider side.

 SF Works organizes employers as a purchaser of training and acts as a broker between
employers and providers. PIP develops strong relationships with employers through hiring
agreements and creates customized training tailored to specific jobs.

 These two approaches complement each other. In fact, both are necessary: innovative
approaches to aggregating the interests and stimulating demand among employers; and high
quality providers who can respond effectively to the needs identified among employers.
Employer-led initiatives like SF Works can recruit and engage employers; employer-responsive
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providers like Wildcat can build working relationships and provide services that keep employers
engaged.

 San Francisco Works

 San Francisco Works, a partnership of the city’s two major employer organizations and the
United Way, was founded in 1997 with the explicit goal of “encouraging and facilitating business
involvement in sustainable welfare-to-work and workforce development systems benefiting the
business community and individuals transitioning from public assistance.” (www.sfworks.org).
The goal was to create training programs tied to real labor market needs and to provide welfare
recipients with access to high-wage jobs.

 SF Works aggressively pursues a demand-led approach, marketing its services under the
banner “Business Solutions for Welfare to Work.” SF Works promises:

 • Easy, streamlined access to job candidates

 • Thorough screening of all prospective applicants

 • Expert matching of applicants and jobs

 • Proven training methods that emphasize both hard and soft skills, including paid work
experience

 • Job retention support services (for nine months after placement) and

 • Employer tax credit assistance

 SF Works organizes the business community to engage the welfare-to-work system in the city
and simplifies employer involvement with the publicly-funded welfare and workforce systems.
Acting as a broker, the organization works with specific industry sectors to identify employer
demand for qualified workers and the skills required. SF Works then works with employers to
design training programs for those skills and jobs. The organization uses performance-based
contracts to ensure that providers deliver quality training that meets employer needs. SF Works
involves employers in all aspects of workforce development, from program design to curriculum
development to advocacy for regulatory and other policy changes that might simplify and
promote employer participation.

 SF Works has developed innovative brokering models to directly link training with labor market
needs. The organization has also served as an “incubator” of high quality training programs that
are being adopted by the public workforce development system. However, the initiative has been
plagued by limited capacity within the local employment and training system. SF Works has not
been able to identify a sufficiently large number of service providers who have the capacity and
the experience to work effectively with employers and to meet their standards and expectations.
SF Works has stimulated increased employer demand for workforce development services, but
an inadequate supply of qualified providers has limited the scale of SF Works’ activities and their
impact. (Bliss 2000)

 

 How Weak Organizational Capacity Complicates the Transition to Demand-Led
Strategies

 It is not easy for organizations to effect change of the magnitude required to make the transition
to a demand-led workforce development system. Service providers that have historically
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focused on the supply-side—i.e., working to improve job-seekers skills and abilities without
linking their efforts to the realities of the labor market—often lack both the will to do things
differently and the capacity to make significant changes in their operating procedures.

 The performance measures background paper discusses the kinds of incentives for reaching
high standards—both rewards and sanctions—that can drive systemic change in the behavior
and performance of the service delivery system. Yet, even when organizations recognize a
compelling reason to improve and change, as they typically do when performance measures are
tied to financing, many find themselves without the capacity to effect needed changes
effectively or efficiently.

 In the U.S. workforce system, with its long tradition of contracting both placement and training
services to community-based non-profits and other providers, organizational capacity is a
serious problem. The weakness of the non-profit workforce development sector stands in the
way of efforts to ratchet up performance significantly through performance standards alone.

 A few years ago, the Rockefeller Foundation commissioned William Ryan to survey the state of
the workforce provider community in the United States. Ryan concluded that, while numerous,
nonprofit employment and training providers in the U.S. are “fragile, under funded, and over
extended.” (Ryan and Human Services Solutions 1998).  He identified seven distinct capacity
needs among typical non-profit workforce development organizations:

_ Capital: For dealing with cash flow problems, facilities and equipment upgrading, and
innovation and new programs

_ Information technology: For case management, contract administration, and service
provision

_ Cost accounting tools: To determine the true cost of services and price services to
generate adequate revenue streams

_ Human resources: To overcome non-competitive salaries and to be able to provide
staff training and development to enable staff to perform new roles and functions

_ Marketing: To better understand the needs of employers and market services
effectively to new and existing employer customers

_ Management: General and strategic management skills, experience, and time to plan
effectively for future opportunities

_ Research and development: To monitor data on outcomes of their efforts and to use
data to design and improve services.

Each of these capacity problems constrains the ability of local providers to make a rapid and
efficient transition to meeting expectations of higher performance in serving both employers and
low-skill workers.2 A demand-led system requires greater technological sophistication and
                                                

2 The reasons for the chronic underfunding and overextension of workforce development organizations
are many and it is beyond the scope of this paper to untangle them. Suffice it to say, though, that U.S.
foundations and government bias against adequate investment in both innovation and infrastructure are
at the heart of the matter. In their desire to devote as much of scarce resources as possible to direct
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capacity, for tracking labor market trends, program performance, employer and job-seeker
characteristics and needs, and more. It requires investment in staff development to help staff
rethink their priorities and activities, particularly in marketing and working with employers. Capital
for innovation and new program development is critical, particularly if an organization places
value on rapid and entrepreneurial responsiveness to new market opportunities. Demand-led
approaches require managerial will and experience to move the organization toward exploiting
new market and business opportunities.

Demand-led systems require new and more effective incentives if performance improvement is
to be broad-based and significant. They also require commitment from government to
investments and policies that strengthen local service providers’ capacity to implement effective
demand-led practices. We turn now to a discussion of roles that government can play in
strengthening the capacity of local service providers—through investments and other policy
levers that strengthen individual organizations and that build the capacity of the system as a
whole to support and assist local providers.

Capacity-Building Strategies: What Roles for Government?

How can the government strengthen capacity in the workforce development field so that service
providers who want to improve performance and respond more effectively to labor market
needs are able to succeed? In any field, there will always be a number of innovators who are
able to achieve high standards and who have the capacity to adapt successfully to changing
conditions. But how can government help a large number of providers improve performance
more quickly and more cost-effectively? How can government “steer” a critical mass of service
providers toward greater flexibility, entrepreneurialism, and labor market responsiveness?

This section focuses on two tools that government can use to support and assist local providers
as they try to effect change in their practices and policies. Government can:

• Use social venture funding to promote  development of  strong new demand-led models
and build strong organizations that can implement new models effectively

• Use non-investment policy levers to strengthen organizational and system capacity to
drive and support demand-led initiatives on a large scale.

Investing in Organizational Innovation and Capacity for High Performance: Social
Venture Funding

Service delivery organizations in the workforce system (whether they are governmental or non-
profit) are typically undercapitalized. Performance measures and payments tied to results run the
risk of further limiting the ability of already weak organizations to innovate and position
themselves for more effective service delivery. In the private sector, debt or venture capital
financing enables companies to prepare for the launch of new ventures and products.
Innovation does not have to be squeezed out solely from operating revenues.
                                                                                                                                                            

service to the disadvantaged and hard-to-employ, both government and the philanthropic community
underfund the basic building blocks of successful organizations. This makes these organizations less
prepared for and less likely to pursue rapid change in their policies and practices.
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In the publicly-funded workforce system, this kind of innovation capital is quite limited, typically
restricted to small competitive grants to a limited number of organizations that write compelling
proposals. Even these funds are typically restricted to program spending and direct service,
which frequently fails to build significantly the organization’s capacity beyond the hiring of
additional staff to deliver the services promised in the grant proposal.

Within private philanthropy in the U.S. today, new models of grantmaking and investment are
emerging, driven largely by high tech entrepreneurs who have recently become quite wealthy.
From their own business experience, these individuals understand the importance of venture
capital to innovation—start-up, patient seed funding targeted to research and development,
innovation and organizational capacity. They are introducing venture capital principles developed
in the private sector into the non-profit, social venture sector.

Venture capital models use a range of strategies to promote organization-building, high
performance, and sustained innovation, including (Letts, Ryan, and Grossman 1999):

_ Benchmarks and performance indicators define clear standards for success, and
progress expected at milestones.

_ An exit strategy focuses attention on building a strong organization that can sustain
success through new revenue sources.

_ Funding a significant portion of an organization’s needs allows managers to focus
attention on management rather than fundraising.

_ Long-term support, typically for five to seven years, recognizes that it takes time and
sustained commitment to build strong organizations.

_ An active partnership focused on growing the company combines investment with
management assistance based on expertise in organization-building increases the
likelihood of success.

 Government agencies seeking to promote innovation can learn from these models for investment
that seed, support, and reward innovation.

 Two Innovative Models from the U.S.

 Two ambitious and interesting venture capital models from the United States point to ways in
which government can use this kind of investment strategy to foster innovation, build the
capacity of organizations, and have an impact on system change. Although the Annie E. Casey
Foundation’s Jobs Initiative and the New American Schools effort have been funded outside the
public sector, by private foundations and corporations, they are sophisticated approaches that
government can use to build innovative and strong intermediary organizations that can seed and
support the development and diffusion of demand-led innovation to many local systems and
providers, accelerating the pace and quality of change. These strategies are designed to
promote best practice innovation and achieve scale through the creation of powerful new
models and the design of supports that encourage their expansion and diffusion.

 While one example is from the workforce development field and the other is from education
reform, they share important common features. They:
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_ Have an explicit focus on developing and implementing new models, and building
organizational and system capacity to improve quality and an innovative product

_ Emphasize benchmarks for progress and hold innovators to high standards for
performance and improvement

_ Strive for scale and focus on building the capacity of a critical mass of organizations in a
community in order to institutionalize systemic change

_ Combine patient start-up investment with management support and assistance to
accelerate program development and improvement

_ Promote networks that identify, disseminate, and improve upon best practice; accelerate
peer learning; and have impact on public policy.

Both initiatives are driven by a belief that system change must come from both the bottom up and
from the top down—and that significant change requires the identification, strengthening, or
creation of a critical mass of high performance organizations that have the capacity to deliver
quality services and adapt effectively to a changing environment.

These efforts are not cheap; and they require a long-term commitment from the funding source.
They indicate the importance of well-designed innovation and diffusion efforts—and the risks
and costs associated with such initiatives.  Both examples demonstrate the significant power of
strategic investment in the capacity of both organizations and the system to innovate and
improve.

Annie E. Casey Foundation Jobs Initiative

The Annie E. Casey Foundation Jobs Initiative uses the venture capital model to work with six
cities in developing comprehensive workforce development systems that improve the
employment and earnings of low wage workers. The Jobs Initiative uses focused long term
funding, outcome-based investment, hands-on technical and management assistance, an explicit
focus on system change, and work with a critical mass of organizations in a community to effect
large scale, sustainable system change that can move disadvantaged individuals into jobs that
pay a living wage.

The Jobs Initiative strategy is based on six principles:

1) A dual customer focus;

2) Emphasis on entry-level jobs that offer livable wages, benefits, and opportunities for
advancement;

3) Support services during and after placement;

4) Increased communication among stakeholders across sectors and institutions;

5) Sustained support and technical assistance to build organizational capacity; and

6) Outcomes-based management using business plans, performance targets, and
evaluation of progress using quantifiable measures.

Prior to its launch, the Jobs Initiative conducted national survey of best practices in demand-led
workforce development, with the goal of refining and widely replicating promising efforts to
achieve large scale, systemic impact. (See Giloth and Phillips 2000 for more detail.)
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The Jobs Initiative combines long-term support, providing startup investment for a period of eight
years, with a clear exit strategy focused on building strong organizations and systems that can
sustain success. The Foundation has committed $30 million to the six sites between 1995 and
2003. Long-term investment has been organized in three organization-building stages: planning;
capacity building, focused on developing and testing prototypes, learning from experience, and
building capacity; and system change, focused on using the knowledge gained to institutionalize
reform by changing the public, private, and non-profit systems that shape the labor market. The
ultimate goal is to institutionalize sustainable reform by changing the allocation of existing
workforce development resources within the public —and private—sectors.

The Initiative is an active partnership that combines investment with management and technical
assistance to build organizational and local system capacity to create demand-led initiatives that
serve employers and disadvantaged job-seekers. The six-community network provides
opportunities, both within and across cities, for organizations and sites to learn with and from
each other, and from outside experts.

Benchmarks and performance standards, both for employment outcomes and for system
reforms that help achieve desired results, were defined early in the Initiative. The Initiative places
great emphasis on the definition of clear standards for success, with measurable progress
expected at specified milestones. Within a common strategic planning framework and design
principles, each JI site develops its own models and strategies. In collaboration with the
Foundation, each site sets its own targets for recruitment, training, placement, wages, and
retention.

The Foundation has insisted that performance benchmarks be taken seriously as both a guide to
technical assistance and organizational learning priorities—and as an accountability tool tying
positive and negative incentives to performance. According to Bob Giloth, Director of the Jobs
Initiative, the Foundation “suspended payments, disinvested in poorly performing projects, funded
executive search firms, sent management consultants to sites, pushed sites to give up on low-
performing partners, identified governance problems, established a variety of management and
design conditions in contracts, negotiated for the phase out of a site, and reduced the dollar
amount of overall site grants.” (Giloth and Phillips 2000) The overall strategies of two sites were
redesigned after several years of investment, and 15 organizations were dropped for failing to
meet targets.

The Casey Foundation has placed great importance on both model development and capacity
building in the design and implementation of its Jobs Initiative.  In each locality, a lead organization
has been identified and given responsibility for pulling together the many players in the
workforce system and building a common vision and set of priorities for the community’s efforts.
These organizations are responsible for helping to support local progress toward demand-led
programs and strategies. In effect, they have the responsibility, backed up by the Foundation’s
national staff and consultants, to build capacity among local organizations—and to build the
capacity of the local institutions to increase their own collective capacity over time, through
sharing of information, joint ventures, technical assistance, and peer learning efforts.

New American Schools

New American Schools (NAS) is a social venture capital vehicle that integrates grantmaking and
organization building to develop and diffuse multiple models for “break-the- mold” schools and to
build capacity to implement change on a large scale. The public/private venture was launched in
1991 with  $150 million of private sector funding, primarily from large corporations interested in
improving U.S. education. Today, New American Schools is working with more than 2,300
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schools, in all 50 states, to implement best practice reform. It is an impressive model for how to
drive and support dramatic change in a large number of organizations within a 10-year time
frame.

The New American Schools effort began by developing an infrastructure of new intermediary
organizations, called design teams, to develop innovative school improvement models and
support schools and districts in implementing change. Seven collaborative teams—each with its
own proposal for the design of a new school—were selected through a rigorous competition.
The NAS approach has promoted innovation and organizational change on a large scale by
seeding new organizations whose purpose is research and development combined with
capacity-building for dissemination and change. NAS provides technical assistance and peer
learning opportunities for design teams, through in-house staff and consultants. NAS has also
spurred market development and promoted changes in public policy.

The venture was launched in four phases: 1) a competition phase to solicit proposals and select
designs; 2) a one year development phase to make the designs concrete; 3) a two year
demonstration phase to test implementation of the designs on a pilot basis; and 4) a scale-up
phase to diffuse implementation on a large scale. NAS was designed with explicit goals that
combined high performance, scale, and sustainability.

_ High performance: Models were designed to help schools and districts dramatically raise
achievement through far-reaching schoolwide change. These models were chosen on the
basis of an assessment of their potential to “break the mold” and introduce dramatic new
innovations into schools, which are so resistant to any but the most incremental changes.

_ Scale: NAS did not want to create a few boutique high-performing programs and leave other
schools to reinvent the wheel on their own time and initiative. Rather, the goal was to raise
academic achievement among large numbers of students and to make best practice the norm
rather than the exception. NAS’ strategy has been to create new organizations with the
capacity to bring proven models of reform practices to interested schools and communities
around the nation. The goal was to change systems and increase their capacity to support
quality innovation. It was not to improve individual schools one at a time.

_ Sustainability: NAS was launched with a five-year exit strategy: startup funding would
end after five years. During that time, design teams were expected to develop the capacity
and business plan to become self-sustaining, by generating revenues for their services.
Similarly, design teams work intensively with schools for only three years, at which time
schools and districts are expected to have found ways to institutionalize reform within a cost
structure similar to that of other schools in the district.

The proponents of the New American School strategy went a step farther. To make sure that
enough schools and communities would sign up for assistance from the different design teams,
NAS advocates turned to the U.S. Congress to help stimulate and subsidize the market for
technical assistance in model implementation. The Comprehensive School Reform Initiative (often
called Obey-Porter after its bi-partisan legislative sponsors) allocates $150 million a year for
implementation of research-based school improvement designs. School districts are able to apply
for these funds to help pay for technical assistance from design teams in how to implement their
model at specific low-performing schools that serve large numbers of low-income students.
These funds help support design teams become self-sufficient. Obey-Porter reflects a
recognition by the federal government that schoolwide reform driven by high standards and
supported by skilled intermediaries may be a very good investment of government innovation and
improvement dollars.
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Levers for Investment

There are five high leverage investments government could make to focus resources on building
organizational and system capacity for a high performance demand-led workforce system.
Investment in technical assistance and acceleration of learning, staff development, and
management builds the organizational capacity of workforce development providers,
intermediary organizations, and employer organizations to deliver quality education and training
linked to, and driven by, labor market needs. Investment in the development of training standards,
curricula and other system improvement tools and in information technology builds system
capacity and infrastructure that enables a large number of organizations to deliver effective
demand-led services.

Technical assistance and acceleration of learning: Government can provide a range of
learning supports that can help accelerate knowledge development and change.
Benchmarking effective practices in different aspects of operating in a demand-led
environment can be done systematically and made available to providers interested in
lessening their learning curve. In an environment where government wants to supplement
incentives for reform with mechanisms for accelerating and supporting change, strategies
for funding technical assistance, peer learning, and the capacity to learn become a critically
important investment. This can sometimes pose a challenge to government agencies that
have been primarily involved in compliance and monitoring: government itself often needs
help expanding its technical assistance functions. In the United States, this function is
frequently contracted out for this reason.

Staff development: The cultural shift from traditional to demand-led approaches to local
service provision is a difficult one. Marketing staff must be trained; instructional and case
management staff need to understand how their jobs will change—and how they can
succeed in making the transition effectively to providing higher quality services to both
employers and job seekers. Government resources can be used to package and purchase
staff development services for many providers across the system.

Management: Management skills are critically important to the success of any change
process. Two kinds of managerial capacity-building are critical in a demand-led environment:
strategic management skills that emphasize entrepreneurialism and the ability seize
opportunities for linking job-seekers with high demand, high paying job opportunities; and
financial management and accounting skills that can price services effectively and enable a
provide to succeed in a more competitive environment.

Development of training standards, curricula and other system improvement
tools: Government can encourage employers and education providers to work together to
develop standards and curricula for training programs that are common across clusters of
firms or industries. Rather than each local industry generating its own standards and building
curricula from the standards, this process can be seeded and promoted by government
investments that recognize the importance of employer input and satisfaction.

Information technology: Information technology, which is revolutionizing the workforce
and labor exchange system in the U.S. for better-educated workers, offers a high-leverage
opportunity for strategic public investment in system infrastructure. The job matching market
is changing dramatically. New Web-based technology is making up-to-date information about
job openings, education and skill requirements, and the best paths to obtain skills and
credentials available to job-seekers on a scale not previously possible. At the same time, it is
facilitating information-gathering by employers about qualified job-seekers. Government can
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help local providers across the system take advantage of the new infrastructure emerging in
the public, private, and not-for-profit sectors for job matching and for education and training.
To what extent these innovations will be effective for serving low income individuals remains
to be seen; but there is no question that strategic public investments in workforce-related
technology can help lower the costs and complexity for individual service providers and
might be able to leverage private investment to the benefit of the publicly-funded system.
(Goldberger 2000) In addition, information technology investments can increase the capacity
and effectiveness of education, training, and placement providers by simplifying information-
sharing among interrelated agencies and facilitating cost accounting and outcome tracking
within and across government agencies.

Public Policies that Strengthen Organizational and System Capacity for High
Performance

The previous section focused on ways that government can increase the capacity of the
workforce development system and its providers through investments in innovation and in the
infrastructure that makes innovation and high performance easier.  The examples of the Jobs
Initiative and New American Schools point to public investment strategies that can support local
communities and their providers as they evolve toward a demand-led workforce system.

Direct investment is one policy tool government can use to help steer the workforce system
toward achieving better job placement, retention, advancement, and labor-market
responsiveness. This section identifies several non-financial policy strategies that the public
sector can use to increase the capacity of the workforce system and its providers to serve
employers and job-seekers more effectively. The focus is on policy priorities that can strengthen
the building blocks of a demand-led system—and that can help to identify and create a larger
number of service providers (within the public, non-profit and private sectors) who can operate
successfully in a demand-led environment.

Priorities that emerge from the U.S. experience include:

1. Institutionalization of employer leadership and strengthening the infrastructure of employer
organizations;

2. Reduction of obstacles to flexibility and entrepreneurialism that result from fragmented,
uncoordinated policies of different public agencies.

3. Promotion of economic development efforts that stimulate the creation and expansion of high-
wage employment opportunities.

This list is not exhaustive: it is meant to highlight ways in which government policies can build the
capacity of local workforce systems to deliver on the promise of greater employer-
responsiveness and better outcomes for disadvantaged job-seekers.

Institutionalizing employer leadership and building employer infrastructure: Employer
leadership in identifying skill needs and participating in program design and curriculum
development is critical to building a demand-led system that meets employer needs. Equally
important are strong employer organizations that can coordinate and aggregate employer
involvement in workforce development, especially of small and medium sized businesses.
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Under JTPA, the federal government in the U.S. moved toward the creation of local planning
boards that would represent employer interests in the workforce system. The Private Industry
Councils created by JTPA were a step in a positive direction, but proved to be flawed bodies.
They were allowed to combine both service delivery and system planning functions. While the
majority of members had to be employers, service providers on the Board tended to dominate
meetings and decisionmaking.

The Workforce Investment Act took the PIC model a step further and tried to eliminate some of the
weaknesses of those entities. At both the state and local levels, Workforce Investment Boards
have been created to plan and implement policy development for the workforce system. The
WIBs are policy bodies; they cannot also be service deliverers. They have more responsibilities
and authority over resources than PICs had. Boards set policy for local workforce development
systems; establish performance goals, other than those established through negotiation with the
Department of Labor; oversee performance; select operators of one-stop centers; and certify
eligibility of providers. They stand separate from the government bureaucracy, with an
independence and business-led mandate that tries to ensure that local labor market needs are
well met.

This local infrastructure is critically important. Labor markets are essentially regional and local,
particularly for sub-baccalaureate jobs. A local workforce board structure can ensure that
national goals are translated into programs and resource allocations that respond to and take
advantage of labor market realities. Most important, creating this infrastructure, led by local
employers, is an important way to deepen system capacity to understand, know, and serve
labor market needs.

The WIB structure as it is evolving in the U.S. has problems and limitations. These boards still do
not control sufficient resources to drive institutional change in the employment and training
market. In some states, critical partners in workforce development, such as community and
technical colleges, are not represented adequately on the state and local Boards. However, the
value of this kind of local planning and accountability board in grounding a demand-led system is
clear.

While a formal policy and leadership role for employers in national and local workforce
development systems is important, the effectiveness of the employer role in demand-led
workforce development depends on strong employer organizations, like Chambers of Commerce
and trade associations in the U.S. These organizations are needed to mobilize employers to
identify areas of labor market demand and skill needs for those jobs, have a collective impact on
program and curriculum design, coordinate and aggregate employer purchasing of training
services, and develop sectoral hiring and career advancement agreements and programs. This
is particularly important for small and medium sized employers where many employment
opportunities for low wage workers are located, but which are not easy targets for recruitment
and engagement by workforce development organizations.

Encouraging more coherent interagency collaboration: It may seem odd to highlight the
importance of interagency collaboration in a discussion of government roles in strengthening
organizational and system capacity to be more demand-led.  It shouldn’t.  When organizations
have to respond to the rules and regulations and funding restrictions and conflicting mandates of
different agencies, they tend to see those agencies as their clients—and they are constrained
from operating entrepreneurially to serve their ultimate customers—employers and job-seekers.
In this way, interagency consistency and directedness toward common goals is an important tool
that government can use to increase local capacity to succeed in meeting demand-led goals and
expectations.
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Historically, workforce development in the U.S. has been a patchwork quilt of a large number of
separate programs and funding streams at both the national and state levels.  Each provides
particular services for particular populations, and operates under different regulations and
performance standards. Education and training providers are required to deal with multiple
programs, and even different government agencies, to meet the needs of the people they serve.
Even for high performing organizations, this is a significant barrier. Similarly, employers must
navigate a complex web of government programs and funding streams instead of being able to
access a range of services from a single entry point.  This represents a major obstacle to
employer engagement.

The state of Michigan is a case in point of the problems created by fragmented funding streams
and the potential to create a more integrated and effective employer-led system.  In the 1980s,
Michigan had 70 separate job training or adult education programs managed by seven different
departments or agencies. Today, a single state department is in charge of many different
workforce development programs—Education, Adult Education, WIA, TANF, Vocational
Rehabilitation, and School-to-Work—making it easier for organizations to provide the full range of
services their clients need and easier for employers to access a seamless array of education,
training, and placement.

At the federal level, services that are central to changing the U.S. welfare system from a focus
on public assistance to employment are managed by multiple departments with an even larger
number of separate programs and funding streams. The Department of Labor manages WIA and
the Welfare-to-Work program. The Department of Health and Human Services manages TANF,
which itself involves multiples functions and services. Education, including colleges, are
managed by yet another federal department. Lack of integration is a major obstacle to high
performance, as organizations are unable to meet all of their customers’ needs.

Integration of WIA and TANF with Welfare-to-Work performance measures, service eligibility
criteria, and incentives for retention offers significant potential to enhance capacity of the
system to enable welfare recipients to make the transition from public assistance to sustained
employment and self-sufficiency. Welfare-to-Work, for example, has created effective
regulations, performance measures, and performance-based contracting that requires retention
for payment to promote an emphasis on serving those hardest-to-employ and on retention in
employment. However, the program has limited funding and was created for only two years.
Using Welfare-to-Work regulations and benchmarks to guide TANF, which has significantly more
resources and is ongoing, provides an important opportunity to improve the capacity of the
service delivery system.

Linking workforce development and economic development: A demand-led workforce
system must be concerned with improving the structure of demand for labor in the regional labor
market.  That is, success in meeting ambitious goals for initial wages at placement and wage
progression over time is partly dependent upon the quality and quantity of jobs available in the
local economy, particularly for less-skilled workers. For this reason, the workforce system must
find ways to cooperate and work closely with public sector economic development agencies
and initiatives. Public policy can encourage and facilitate this kind of synergy.

In the U.S., WIA encourages states to explicitly direct a number of agencies to work together,
including workforce development, welfare, and economic development. Independent of WIA,
some states and their Governors have been creative and aggressive in linking workforce
development with economic development strategies. For example, North Carolina explicitly
integrates its community college system into state economic development strategy, enlisting a key
education and training institution in the support and service of high growth occupation sectors
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that generate high-paying jobs. With strong employer participation, Georgia’s community college
system has developed entry level certificates in three key sectors that account for approximately
80 percent of entry level jobs in the state. By identifying and serving the labor market needs of
employers in high growth industries, the state’s education and training infrastructure is better
able to prepare individuals to move into quality jobs where advancement prospects are strong.

A Final Word: The Role of Competition and Choice in Capacity-Building

The performance measures paper prepared by Jobs for the Future discusses the complex issue
of positive and negative incentives that can be embedded in a performance measurement system
and financing that is tied to performance.  It emphasizes the need for powerful drivers of change
in a publicly-funded system such as the workforce system and argues for the introduction of
more competition and consumer choice as necessary for successful transition to a higher
performance system.

This paper has looked at complementary government policies, those designed to make it easier
for local workforce systems and for individual service providers to become more
entrepreneurial, more responsive to employers and the labor market, and more effective
organizations—all of which are needed if higher standards are to be met.

What is the relationship between increased competition in service delivery and capacity-building?
This is a complex issue and a full discussion is beyond the scope of this paper.  In the short run,
it can be argued that greater competition can undercut capacity-building strategies. Providers will
squeeze themselves and underprice in order to win contracts. Competition implies a less stable
environment for any given organization, as funding becomes contingent upon performance. Over
time, though, after a series of “shake-outs,” competition should result in the survival, growth, and
entry into the field of organizations that have greater capacity to deliver high performance and to
adapt to changing labor market conditions.

As the thrust of this paper indicates, we do not believe that competition and incentive structures
alone are sufficient to drive change toward a higher performing demand-led system. Government
must use other steering tools as well, particularly given the limited number of organizations
currently operating within the system (in either the U.K. or the U.S.) that can consistently and
effectively deliver services that meet employer expectations. The capacity problems in the
workforce field are real; and competition alone cannot overcome them.

At the same time, the emphasis on building organizational or systemic capacity to change and
become more demand-led will be misplaced if there are no real pressures for organizations to
change their priorities and practices. Only once organizations are committed to a reform
agenda—and know the direction in which they need to move—will supports and assistance be
valuable investments.

Thus, the two sides of the coin—incentives to change and supports for accelerating and
focusing change—are both needed. Together, they can help government steer the system in
ways that can alter the priorities and behaviors of the service delivery system.  Exactly how
these functions should be balanced is likely to be a central topic of discussion at the U.K./U.S.
welfare-to-work conference in Windsor.
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