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Purpose of Policy Document/Background

This paper has been approved for publication by the Welsh Liberal Democrat’s Policy
Committee as a Policy Paper, for debate at Welsh Liberal Democrat Autumn Conference in
Aberystwyth, November 2014.

Within the policy-making procedure of the Liberal Democrats, the Federal Party determines the
policy of the Party in those areas which might reasonably be expected to fall within the remit of
the federal institutions in the context of a federal United Kingdom. The Party in England, the
Scottish Liberal Democrats, the Welsh Liberal Democrats and the Northern Ireland Local Party
determine the policy of the Party on all other issues, except that any or all of them may confer
this power upon the Federal Party in any specified area or areas. If approved by Conference,
this paper will therefore form the policy of the Welsh party.

Many of the policy papers published by the Welsh Liberal Democrats imply modifications to the
existing government public expenditure priorities. We recognise that it may not be possible to
implement all these proposals immediately. We intend to publish a costings programme, setting
out our priorities across all policy areas, closer to the next National Assembly for Wales
election.

Comments on the paper are welcome and should be addressed to:
Morgan Giriffith-David (Policy Officer) — Morgan.Griffith-David@welshlibdems.org.uk
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Foreword

For many years, the economic strategy for Wales was
driven by attracting inward investors by the promise of
being a low-wage place to enter the EU market. While
this was successful in the short-term, it was never likely
to be a positive long-term strategy for Wales.

Firstly, it entrenched low wages as part of the sales
pitch we were offering to the world. Secondly, the very
nature of the jobs brought was that they were relatively
portable, meaning they could be moved out again as
easily as they were moved in once lower-cost locations
foined the EU. Thirdly, it lacked long-term ambition in
that it failed to recognise the tendency for wages to rise
as an economy develops, and put no plan in place to
change the strategy as \Wales’ economy grew. In short,
it either assumed that Wales’ economy would not develop as a result of thin strategy, or made
that inevitable because of a lack of preparation for the next stage. Developed economies
compete on innovation and quality, not price.

Since the establishment of the National Assembly for Wales in1 999, the focus has shifted from
inward investment to supporting indigenous growth & back in a series of policy handbrake turns
that have failed to recognise the inter-relationship between these strategies, that the success of
these strategies depends on the level of development in an economy, and that the constantly
shifting policy environment creates an instability which discourages businesses from investing
here. Put simply, businesses don’t know what the direction of travel is, or who to go to for
support, if policies & structures are in a state of constant chum.

We believe that for Wales’ economy to flourish, we must go back to basics, assessing our key
strengths and weaknesses and working to make the most of the opportunities we have. We
must recognise that both inward investment & indigenous growth have a vital role in creating
jobs & wealth, but that the focus between the two should shift as an economy develops.

We must set out a clear, long-term strategy for Wales, bringing stability & confidence to
businesses based here * those who would trade with and invest in us. We must lift our eyes
beyond the horizon, to nurture a business environment that is internationalist in its outlook,
eagerly looking for opportunities beyond our borders & confident enough to take advantage of
the ones it finds.

We will deliver a balanced, export-led economic strategy by improving Wales’ skills and
innovation, access to finance and capital, access to markets and growth across Wales in order
to deliver long-term sustainable growth and increased productivity for Wales.

Sicrser ForrdPl
it i

Eluned Parrott AM

Welsh Liberal Democrat Shadow Minister for
Business, Enterprise, Transport and Europe
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The Welsh Labour and Labour-Plaid administrations in Cardiff Bay have been ineffective in
pushing through new solutions and have not placed enough emphasis on equipping Wales with
the infrastructure and skills that are necessary to compete globally. The economy has serious
structural problems. This can be seen in our higher unemployment, and our low GVA. The
unemployment rate in Wales has risen by 3.6% between 2007 and 2012, higher than any other
region apart from Northern Ireland (3.6%) and the North East (4%). The number of young
people not in employment, education or training (NEET) rose from 17.6% of 19-24 year olds in
2008 to 23.1% by 2010." 2 Wales continues its long-term position of having the lowest Gross
Value Added (GVA) in the UK - Wales is a mere 3.6% of UK GVA. In terms of productivity,
nominal GVA per hour worked is 15.4%, the second lowest in the UK. Gross Value Added
(GVA) per head grew by 1.6 per cent in 2012, the third highest growth rate out of the English
regions and devolved counties. According to the UK Competitiveness Index 2010 Wales is the
least competitive economy in the UK having fallen behind the North East of England. ®

The three key challenges for the Welsh economy are our lack of capital availability, a relatively
low skKills level, and our peripheral location and poor connectivity.

Professor Dylan Jones-Evans was commissioned to undertake a major review into access to
finance in Wales. We agree with his analysis that "public sector financial support in Wales
seems to be fragmented and [...] the organisation tasked with providing debt and equity finance
to SMEs is not specifically focused on developing the Welsh economy”.

Many employers are concerned about the low skill levels in Wales. This can affect productivity
and is therefore a source of competitive disadvantage. Basic skills attainment is 1% lower in
Wales than across the UK as a whole, and 4% lower than Scotland. Higher Skills attainment is
3% lower than across the UK and 7% lower than Scotland. Wales is lagging behind our
competitors and we cannot afford to be left behind.

One often overlooked challenge for growing the Welsh economy is our peripherality. Geography
and remoteness can have a major role to play “in exacerbating market failure”. ° Wales is a
deeply rural nation and our infrastructure is insufficient to develop more broad-based economic
regeneration across Wales. Our geographic position has traditionally isolated us from many
export and investment opportunities. Fundamentally, the “potential for economic activity at any
location is a function both of its proximity to other economic centres and of its economic size or
‘mass’.” ° Local economies see benefits, termed agglomeration economies, “when firms and
people locate near one another together in cities and industrial clusters”. ” Lower transport
costs and ability to network between businesses and industries drives up profits and
productivity. “Firm density and physical proximity” play a strong role “in achieving positive

1 https://statswales.wales.gov.uk/Catalogue/Busindggsonomyand-LabourMarket/Peopleand
Work/Unemployment/ILGUnemployment/ILOUnemploymentRatds/-WelshLocalArea¥ear

2 National Assembly for Wales (20I¥)ung People Not in Education, Employment and Training
http://www.assemblywales.org/1362.pdf

3 https://www.gov.uk/government/news/welsksecretaryrespondsto-gvafigures

4 JonesEvans, Dylan (2013)kcess to Finance Review: Stage 2 reviei,

SESYS Consulting Ltd (2080yth West Waleg Economic Futurep.1
http://www.tpnw.org/docs/strategies/North%20West%20Wales%20Economic%20Futures.pdf
8 Institut fir Raumplanung (2000T,owards a European Peripherality Indgx,
http://ec.europa.eu/regional policy/sources/docgener/studies/pdf/periph.pdf

7 http://www.nber.org/chapters/c7977.pdfp.1
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http://www.tpnw.org/docs/strategies/North%20West%20Wales%20Economic%20Futures.pdf
http://ec.europa.eu/regional_policy/sources/docgener/studies/pdf/periph.pdf
http://www.nber.org/chapters/c7977.pdf

economies of agglomeration and promoting competition and innovation.” & In a rural nation like
Wales, these benefits are harder to achieve.

There are also many positives, which will build a strong base for the Welsh economy of the
future. There are many unique characteristics that distinguish Wales from other regions in the
UK and EU. For example, the “high quality of the natural environment, distinctive history and
cultural identity” © are all excellent strengths. Notable opportunities are our proximity to UK and
EU markets, existing pockets of innovation and excellence, and our training capacity.

While further from key EU markets than Southern England, the urban area of South Wales is
nevertheless well located for access to London, one of the world’s wealthiest mega-cities. This
advantage must not be overlooked. Similarly, investment in Wales’ port infrastructure could
address, in some part, a perceived difficulty in accessing EU & other markets. As the EU’s
infrastructure priorities move from road to water-based transport, there is an opportunity for
Wales to benefit if its government moves swiftly enough.

Another bright spot is provided by the number and strength of specialist, innovation-led
industry clusters that are already either embedded or emerging in the Welsh economy. Major
employers such as Airbus in the North-East bring high-value, high-skill jobs to the economy &
support a similarly valuable supply chain in their regions, and this is well recognised. But
emerging and growing clusters such as medical engineering in Cardiff demonstrate the very
great benefit to be derived from bringing together the research excellence of our universities
with business.

This leads into a third potential source of competitive advantage — the capacity of our
educational institutions, and particularly our universities, not only to bring high quality
educational opportunities for our people, but also to bring innovative ideas to market.

Research income is hugely important in allowing our universities to attract the finest minds and
develop the research facilities and infrastructure that make invention and innovation possible.
Some of Wales’ universities are well placed to increase their research income from UK-wide
and other sources, but there is much untapped potential that could be released. Additionally,
the relatively high availability of university places per head of population in parts of Wales are a
potential source of competitive advantage in attracting high-value jobs, but if those high-value
jobs are not forthcoming those graduates may either leave Wales or find work in the local area

8 ESYS Consulting Ltd (2080yth West Waleg Economic Futurep.1
9 ESYS Consulting Ltd (2080yth West Waleg Economic Future®.1
10 http://www.bbc.co.uk/democracylive/wale5918451

Page | 5



















































