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 A skills gap exists when an employee is deemed to be not fully 
proficient by their employer. Using information from the 2017 
Employer Skills Survey (covering 87,000 UK based employers), we 
identified that 
 more than 3% of UK employees were perceived as being not fully 

proficient by their employer; however, there is large variation in 
the skills gap density by occupation, employer size, industrial 
sector and region.

 In terms of what particular absence of skills was contributing to 
skills gaps and required improvement
 20-25% of skills gaps – irrespective of occupation – are related to 

deficiencies in either literacy or numeracy; however, the lack of 
computer literacy/basic IT skills was also widely highlighted

 The gap in specialist skills is mentioned for all occupations, with 
peaks in excess of 20% for Professionals, Associate Professionals, 
Skilled Trades and Caring, leisure and other services’ staff

 Approximately 78% of the largest employers indicated that the skills 
gap had an adverse impact on their performance (64% for micro 
employers). 

 The most commonly cited impact associated with skills gaps is the 
increase in workload for other staff. However, there was also 
widespread difficulties in introducing new working practices, 
increasing operating costs and having challenges in meeting quality 
standards.

 Skills gaps vary significantly depending on employer size. 
 Training is the response adopted most commonly amongst employers 

with less than 10 employees (23-24% of responses), but declines to 20% 
amongst employers with more than 100 employees. Smaller employers 
also respond to skills gaps through additional supervision.

 In contrast, large employers respond to identified skills shortages by 
increasing recruitment activity, and the level of recruitment from 
overseas (10% and 5% respectively). 

 The incidence and structure of training offered by organisations differs 
significantly depending on both employer size and industrial sector. 
 47% of micro employers do not train (compared to 5% of employers with 

50+ employees)

 83% of the largest employers offer a combination of both on-the-job 
and off-the-job training (22% for the smallest employers ).

 Compared to employers with a skills gap density of 1%-10%, the analysis 
indicates that for employers with a skills gap density of between 11% and 
20%, there is a 5.5 percentage point increase in the likelihood of being 
impacted to a major extent, and  that as the skills gaps density becomes 
more severe, the likelihood of being adversely impacted increases.

 Almost all employer outcomes were adversely impacted by the existence 
of skills gaps (irrespective of the nature of the skills gap); however, 
reading and understanding,  complex problem solving and to a lesser 
extent writing, basic numerical skills and specialist skills were identified 
as particularly damaging. 



Overview
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London Economics were commissioned by Pearson to investigate the impact of skills gaps on the performance of UK 
businesses using data from the 2017 Employer Skills Survey (ESS). 

Employer Skills Survey data

Road map

Descriptive statistics

• Skill gaps density
• Skills that need improving
• Impact of general and specific skills 

gaps on performance
• Steps taken to overcome skill gaps
• Incidence of training

Econometrics

• Impact of skills gaps on business outcomes
• Impact of skills gap severity on outcomes
• Impact of specific skills gaps on losing business to competitors and developing new products/services
• Impact of specific skills gaps on having difficulties meeting quality standards and operating costs
• Impact of specific skills gaps on introducing new working practices and workload for other staff
• Impact of specific skills gaps on outsourcing work

• Responses from over 87,000 UK based employers (across the public, private and charitable sectors)
• Conducted biennially
• Data collected between May and October 2017
• Establishment level data
• Provides information on skills challenges faced by employers within their current workforce and when recruiting



Descriptive statistics



Skill gaps density
Understanding the incidence of staff 
reported as not fully proficient as a 
proportion of all employment
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Skill gaps density 
The number of staff reported as not fully proficient as a proportion of all employment
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 A skills gap exists when an employee is deemed to be not fully 
proficient by their employer. Employers in the survey are asked 
to report the total employment by occupation as well as the total 
number of employees (by occupation) that are not fully proficient.

 The descriptive statistics have been generated by aggregating 
employer-level data to identify the skill dap density by occupation 
for the whole UK economy.

 In 2017, on average, more than 3% of UK employees were 
perceived as being not fully proficient by their employer; 
however, there is large variation in the skill density by occupation:
 The  occupation with the largest incidence of skills gaps was 

Sales & Customer services staff, with around 5.3% of staff 
considered to be not fully proficient – followed by 
Elementary staff and Skilled trades occupations with 4.8%
and 4.6% of staff being not fully proficient respectively.

 Conversely, the lowest incidence of skills gaps was observed 
amongst Managers (1.2% of UK-wide managers).

Percentage of workers perceived not to be fully proficient, by occupation (%)

Source: London Economics’ analysis of Employer Skills Survey (ESS) data



Skill gaps density – by establishment size and sector
The number of staff reported as not fully proficient as a proportion of all employment
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Size Sector
 CHART INTERPRETATION: The chart shows the percentage of employees considered not 

fully proficient by occupation and employer-size (measured in employment bands). Darker 
colours identify a higher concentration or incidence of an occupational skill gap. 

 Overall, the proportion of employees who are not-fully proficient increases for larger 
employers [from 2.2% of staff for micro employers (2 to 4 employees) to 5.1% for large 
employers with more than 250 employees. 

Looking at patterns within 
occupations, the main 
results are:  

 Sales & customer 
services staff is the 
occupation with the 
largest percentage of 
not-fully proficient 
staff across all 
employer-sizes (except 
micro employers)

 Small employers (<50 
employees) 
experience higher 
levels of skill gap for  
Associate 
Professionals, Skilled 
trade occupations and 
Caring/leisure/other 
services staff
compared to larger 
employers.  

 Overall, the sector with the largest skills gaps density is Hotels/Restaurants, with 
approximately 4.9% of all staff being reported as not being fully proficient. Considering 
specific occupations within this sector, the largest percentages of not-fully proficient 
staff are observed among Caring/leisure/other services staff (7.4%), ‘Elementary staff
(6.5%) and Sales and customer services staff (5.9%). 

 Conversely, there is a low incidence of skill gaps in Mining/quarrying (1.4%), 
Health/social work (2.4%) and Education (2.4%).

Percentage of workers deemed not to be fully proficient, by 
occupation and employer-size (%)

employer-size (employment 
band)
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Source: London Economics’ analysis of Employer Skills Survey (ESS) data

Percentage of workers deemed not to be fully proficient, by 
occupation and sector (%)
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Source: London Economics’ analysis of Employer Skills Survey (ESS) data



Skill gaps density – by region of the establishment (1)
The number of staff reported as not fully proficient as a proportion of all employment
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 Despite the limited variation in the overall skills gaps by region, two patterns emerge:
 Regions with below-average incidence of skills gaps (London, the South East and 

Northern Ireland) are characterised by a lower incidence of skills gaps for all 
occupations – however, the size of the occupational skills gap between regions  
widens on moving down the occupational scale
 For instance, comparing London to the South West, there is a 1.2-1.9 

percentage point gap at managerial/ professional level, but a 2.9 percentage 
point gap amongst elementary occupations (4.1% compared to 7.0%)   

Source: London Economics’ analysis of Employer Skills Survey (ESS) data
Contains Crown Service (2018) data and ONS (2018) data

Percentage of workers deemed not to be fully proficient, by  region 

 There is some (limited) variation 
in the incidence of skills gaps by 
geographic region. The highest 
incidence of employees 
identified as being not-fully 
proficient is observed in the 
South West (4.2% of all 
employees) and East of England
(4.0%). 

 In contrast, the lowest incidence 
of skills gaps is observed in 
London (2.4%) and the South 
East (2.7%).

Percentage of workers deemed not to be fully proficient, by occupation and region (%)

Source: London Economics’ analysis of Employer Skills Survey (ESS) data
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Skills that need improving
• Thinking about the occupation that is not fully 

proficient, which, if any, of the following skills do you 
feel need improving?
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Skills that need improving – occupation/employer size
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Source: London Economics’ analysis of Employer Skills Survey (ESS) data

Type of skills that need to be improved

 For each occupation, employers were asked to indicate what particular 
absence of skills was contributing to skills gaps and as such required 
improvement. As employers were allowed to list more than one particular 
skill, the chart reports the proportion of responses by occupation (rather 
than the proportion of employers). The analysis indicates that:
 Approximately 20-25% of specific skills gaps – irrespective of occupation –

are related to deficiencies in either literacy or numeracy.

 The lack of IT skills was mentioned more frequently for Professional and 
Managerial occupations (14%-15% of total responses) and for 
Administrative/clerical staff (17%) compared to other occupations. However, 
it is important to note that this does not imply that workers in one particular 
occupation necessarily have better IT skills than other occupations, but more 
likely to reflect differences in IT skills requirements across occupations.

 Elementary staff, Machine operatives and Sales & customer services staff
are associated with higher levels of knowledge gaps as well as of lack of 
manual skills (compared to other occupations). 

 Lack of specialist skills is mentioned for all occupations, with peaks in excess 
of 20% of responses for Professionals, Associate Professionals, Skilled 
Trades occupations and Caring, leisure and other services staff.

 There is only very limited variation in the set of skills that need to be improved 
depending on employer-size, with large employers (250+ employees) indicating a 
lack of language skills marginally more frequently than in smaller employers.  



Skills that need improving – sector/region
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 There is a limited variation in the type of skills that need improving 
depending on industrial sector, although it is observed that:

 Knowledge gaps are particularly relevant for employers operating 
in the Financial services and Hotels/restaurants sectors (with 
more than 20% of the responses indicating that these skills need 
improving). 

• Lack of IT skills is marginally more frequently reported by 
employers in the Communications sector (18% of responses from 
employers in this sector) compared to other sectors  (9%-15%)

• Across all sectors, between 15% and 20% of responses indicated 
that specialist skills need improving.

 The analysis indicates that the composition of skills gaps is relatively 
consistent across regions. However, lack of languages skills appear to 
be more often indicated by employers in regions typically hosting more 
export orientated employers in the services sector (such as London)

Type of skills that need to be improved

Source: London Economics’ analysis of Employer Skills Survey (ESS) data



Impact of skill gaps on 
performance (& its nature)
• Does the fact that some of your staff are not fully 

proficient have an impact on how your establishment 
performs?

• Is the fact that some of your staff are not fully 
proficient causing this establishment to…?
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Impact of skill gaps on performance – size/sector
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 For those employers that indicated the existence of skills gaps, they 
were subsequently asked whether and to what extent the skill gap 
impacted on their performance. 

 The analysis indicates a positive association between employer-size 
and the probability of skills gaps to impact on performance:
 Approximately 78% of large employers (more than 250 employees) 

indicated that the skills gap had an impact on their performance compared 
to less than 63% of micro employers with 2-4 employees. 

 However, when considering the extent of the impact, a larger 
proportion of small employers reported that skills gaps had a major 
impact compared to large employers (20% of micro employers 
indicating the existence of a skill gaps report a major impact compared 
to 17% of employers with 100-249 employees). 

 The extent to which employers’ performance is impacted by skills gaps 
varies across economic sector: the proportion of employers with skills 
gaps indicating some form of impact ranges between 56% for 
employers in the Construction sector and 72% for employers in the 
Hotels/restaurants sector.

 Across all sectors, of those employers reporting some form of impact 
resulting from skills deficiencies, the impact is considered minor for the 
majority of employers. 

Impact of skills gaps on performance

Source: London Economics’ analysis of Employer Skills Survey (ESS) data



Nature of the impact (1) - overall
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Source: London Economics’ analysis of Employer Skills Survey (ESS) data

 Again, considering the number of responses 
(rather than the number of employers), the 
analysis indicates that the most commonly 
cited impact associated with skills gaps 
involves the increase in workload for other 
staff (30% of responses).

 In the second tranche of potential 
consequences, the analysis indicated that 
difficulties in introducing new working 
practices, increasing operating costs and 
having challenges in meeting quality 
standards were also widely experienced 
(between 14% and 16% of responses)

 The less common impacts mentioned were 
increasing difficulties in developing new 
products or services, losing business to 
competitors and outsourcing work (between 
6% and 11% of responses)

Impact of skills gaps on performance



Nature of the impact (2) – by size and sector
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 Although there was limited variation by employer size or sector, the 
analysis indicates that the consequence of skills gaps on the additional 
workload of other staff increases for larger employers (compared to micro 
employers); 

 However, the greatest difference relates to the ability to meet quality 
standards (with only 11% of the smallest employers indicating this to be 
an issue compared to more than 15% for medium sized employers (50-249 
employees).

 For micro employers, the consequence of skills gaps predominantly 
affected their ability to 
 win or maintain business (with 12% compared to only 9% of the largest 

employers) and 
 Develop new products or services (12% compared to only 7% of 

employers with more than 100 employees)

 In terms of industrial sector, the skills gaps had the greatest impact on 
other employee workload in the Public Administration, Education and 
Health and Social Work sectors (31%-38% of responses), while the 
manufacturing sector was disproportionately impacted by higher 
operating costs (20%, compared to 16% overall).  

Impact of skills gaps on performance



Steps taken to overcome skill gaps
• Which if any of the following steps is this establishment 

taking to overcome the fact that some of its staff are 
not fully proficient in their job?
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Steps taken to overcome skill gaps (1)
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How do employers respond to skills gaps?

 The responses of employers varies significantly depending on 
employer size. 
 Potentially reflecting a longer term view, the analysis indicates that additional 

training accounts for 23-24% of responses provided by employers with less than 10 
employees, steadily declining to 20% of responses amongst employers with more 
than 100 employees. 

 Similarly, the analysis indicates smaller employers respond to skills gaps through the 
provision of additional supervision (19%-20% of employers with fewer than 10 
employees, compared to 14% for the largest employers).

 In contrast, or potentially reflecting both short term business considerations 
and more limited credit constraints, large employers respond to skills 
shortages by increasing recruitment activity (10% of responses for 
employers with 250+ employees), as well as increasing the level of 
recruitment from overseas (5% of responses from the largest employers) 

 In terms of other responses to skills gaps, the use of more appraisals, 
implementation of mentoring schemes and changing working practices are 
relatively consistent responses - independent of employer size and sector of 
employment. 



Incidence of training
• Over the past 12 months have you arranged any [off-

the-job/on-the-job] training or development for 
employees at this site?
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Incidence of training (1)
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Do employers offer training?

 The incidence and structure of training offered by employers differs 
significantly depending on both employer size and industrial sector 

 Approximately 47% of the smallest employers do not train (compared 
to less than 5% of employers with more than 50 employees).
 Amongst smaller employers, the incidence of on-the-job training (only) is 

more common compared to larger employers (17% compared to 
approximately 10%), while it is also the case that off-the-job training 
(only) is also more common (13% amongst micro employers compared to 
8% for employers with between 50 and 99 employees).

 However, approximately 83% of the largest employers offer a 
combination of both on-the-job and off-the-job training, which 
compares to just 22% for the smallest employers.

 By sector, the Public Administration, Education and Health and Social Work 
sectors are most likely to offer training (of any description) and a combination 
of both on-the-job and off-the-job training. In contrast, apart form Agriculture, 
the construction sector is the least likely to offer any training (59% of 
employers), the least likely to offer on-the-job training only (10%), and the least 
likely sector to offer both on-the-job and off-the-job training (29%).  



Econometric analysis



Impact of skills gaps on business outcomes
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How do the severity of skills gaps impact employers?

 Compared to employers with a skills gap density of between 1 and 
10% (i.e. 1-10% of employees are deemed not fully proficient), the 
analysis indicates that 
 for those employers with a skills gap density of between 11% 

and 20%, there is a 5.5 percentage point increase in the 
likelihood of being impacted to a major extent (from a baseline 
of 10%) and 8 percentage point increased likelihood of being 
impacted to a minor extent (from a baseline of 46%).

 As the skills gaps density increases, the likelihood of being 
adversely impacted increases. 
 For employers with a skills gaps density of between 21% and 

30% and in excess of 31%, the likelihood of suffering major 
impacts increases by 11 percentage points and 18 percentage 
points (compared to 10% amongst employers with a skills gap 
density of between 1% and 10%).

 Similarly, for employers with a skills gaps density in excess of 
21%, the likelihood of suffering minor impacts increases by 11-
12 percentage points (compared to the baseline of 46%).



Impact of skills gap severity on outcomes
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How does the severity in particular skills gaps impact employers?

 As before, as skills gaps become more severe, the likelihood of  the 
skills gaps having a negative impact on employer performance 
increases – across all aspects of the operation

 Compared to a representative employer with skills gaps of between 1% 
and 10% of employees, a skills gap of 21%-30% increases the 
probability of 

 Losing business to competitors by 14 percentage points
 Delaying development of new products/services by 10 

percentage points
 Having difficulty in meeting quality standards by 13 percentage 

points
 Having higher operating costs by 15 percentage points
 Increasing the difficulty of introducing new working practices by 

13 percentage points
 Increasing the workload of other staff by 23 percentage points
 Outsourcing work by 6 percentage points



Impact of skills gaps on business outcomes
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How do particular skills gaps impact employers?

 The particular skills gaps that impact employers to the 
greatest extent are reading and understanding (5.5 
percentage points) and solving complex problems (4.9 
percentage points) – compared to not having a skills 
gap in that particular area

 The second group of particular skills having a 
substantial impact of employer performance include 
computer literacy (3.4 percentage points) and basic 
numerical skills (3.5 percentage point)

 Having skills gaps in complex statistical or numerical 
activities, communicating in a foreign language or 
adapting to new equipment/materials appears not to 
have an impact on employer performance.



Impact of specific skills gaps on losing business to competitors and 
developing new products/services
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How do particular skills gaps impact particular employer 
outcomes?
 Combining the analysis of the previous slides, the analysis of the 

Employers Skills Survey indicates that skills gaps in reading and 
understanding, writing and basic computer literacy all result in a 4-5 
percentage point increase in the likelihood of losing business to 
competitors 

 Skills gaps in relation to more advanced skills or specialist knowledge 
(for instance, advanced IT, solving complex problems or complex 
numerical or statistical skills) also had an impact in terms of losing 
business to competitors – but was less severe (2-4 percentage 
points)

 In respect of the impact of particular skills gaps on the delaying the 
development of new products or services, unsurprisingly, gaps in 
specialist skills or knowledge, solving complex problems, as well as 
knowledge of products and services were identified as having 
substantial effects (between 3.5 and 5.1 percentage points). 
However, again, the absence of basic IT skills and writing skills were 
identified as having negative consequences 



Impact of skills gaps on having difficulties meeting quality 
standards and operating costs
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How do particular skills gaps impact particular employer 
outcomes?

 The analysis indicates that skills gaps in reading and understanding 
results in a 8 percentage point increase in the likelihood of being 
unable to meet quality standards, while gaps in specialist knowledge 
and complex problem solving have a 6 percentage point effect.

 In respect of the impact of particular skills gaps on the having higher 
operating costs, again the absence of reading and understanding 
skills was estimated to have a 8 percentage point effect. 

 However, many different skills gaps – both basic and more specialist  
– were identified to contribute to the likelihood of higher operating 
costs: skills gaps in manual dexterity, basic numerical skills and basic 
computer literacy were identified to have a 4 percentage point
effect; while some of the more advanced and specialist skills were 
also identified to have a 3-5 percentage point effect (complex 
problem solving, complex numerical skills and specialist skills or 
knowledge).



Impact of skills gaps on introducing new working practices and 
workload for other staff
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How do particular skills gaps impact particular employer 
outcomes?
 Being the main response mechanism used by employers to 

counteract skills gaps, increasing the workload of other employees
has been identified repeatedly as being one of the most common 
impact of skills gaps

 However, the analysis indicates that only certain skills gaps result in 
an increased probability of workload being re-allocated to other 
employees. 
 Most significantly, skills gaps in reading and understanding, 

computer literacy/ basic IT skills, as well as complex problem 
solving skills are associated with a 11-13 percentage point 
increase in the probability of increasing workload

 Basic numerical skills and a lack of specialist skills were 
identified as having a 4-5 percentage point effect, while skills 
gaps in advanced or specialist IT skills, writing and complex 
numerical skills were identified to have a 2-3 percentage point
effect. 



Impact of skills gaps on outsourcing work
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How do particular skills gaps impact particular employer 
outcomes?

 Finally, in terms of being forced to outsource work (which is a 
last resort for any employer), with the exception of specialist 
skills or knowledge gaps (which was associated with a 3.4 
percentage point increase in the probability of outsourcing), 
essentially all other skills gaps were associated with a 1-3 
percentage point effect. 

 There was no clear trend in terms of the level of sophistication 
of the skills in question (i.e. manual dexterity was estimated 
to have a marginally larger impact than solving complex 
problems, which in turn had a larger impact than basic IT 
skills/ computer literacy)



Key findings
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 A skills gap exists when an employee is deemed to be not fully 
proficient by their employer. Using information from the 2017 
Employer Skills Survey (covering 87,000 UK based employers), we 
identified that 
 more than 3% of UK employees were perceived as being not fully 

proficient by their employer; however, there is large variation in 
the skills gap density by occupation, employer size, industrial 
sector and region.

 In terms of what particular absence of skills was contributing to 
skills gaps and required improvement
 20-25% of skills gaps – irrespective of occupation – are related to 

deficiencies in either literacy or numeracy; however, the lack of 
computer literacy/basic IT skills was also widely highlighted

 The gap in specialist skills is mentioned for all occupations, with 
peaks in excess of 20% for Professionals, Associate Professionals, 
Skilled Trades and Caring, leisure and other services’ staff

 Approximately 78% of the largest employers indicated that the skills 
gap had an adverse impact on their performance (64% for micro 
employers). 

 The most commonly cited impact associated with skills gaps is the 
increase in workload for other staff. However, there was also 
widespread difficulties in introducing new working practices, 
increasing operating costs and having challenges in meeting quality 
standards.

 Skills gaps vary significantly depending on employer size. 
 Training is the response adopted most commonly amongst employers 

with less than 10 employees (23-24% of responses), but declines to 20% 
amongst employers with more than 100 employees. Smaller employers 
also respond to skills gaps through additional supervision.

 In contrast, large employers respond to identified skills shortages by 
increasing recruitment activity, and the level of recruitment from 
overseas (10% and 5% respectively). 

 The incidence and structure of training offered by organisations differs 
significantly depending on both employer size and industrial sector. 
 47% of micro employers do not train (compared to 5% of employers with 

50+ employees)

 83% of the largest employers offer a combination of both on-the-job 
and off-the-job training (22% for the smallest employers ).

 Compared to employers with a skills gap density of 1%-10%, the analysis 
indicates that for employers with a skills gap density of between 11% and 
20%, there is a 5.5 percentage point increase in the likelihood of being 
impacted to a major extent, and  that as the skills gaps density becomes 
more severe, the likelihood of being adversely impacted increases.

 Almost all employer outcomes were adversely impacted by the existence 
of skills gaps (irrespective of the nature of the skills gap); however, 
reading and understanding,  complex problem solving and to a lesser 
extent writing, basic numerical skills and specialist skills were identified 
as particularly damaging. 
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Additional material – by region
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Impact of skills gaps on performance
Steps taken to overcome skill gaps

Nature of training provided 
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