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Dechreuodd y cyfarfod am 9.30 a.m.
The meeting began at 9.30 a.m.

Cyflwyniad, Ymddiheuriadau a Dirprwyon
Introduction, Apologies and Substitutions

[1] Nick Ramsay: | welcome Members, witnesses and members of the public to today’s
meeting of the Enterprise and Business Committee. This meeting will be held bilingually.
Headphones can be used for simultaneous translation from Welsh to English on channel 1 or
for amplification on channel 0. The meeting is being broadcast and a transcript of the
proceedings will be published. I remind Members to turn off their mobile phones and other
electronic equipment. I also remind Members and witnesses that there is no need to touch the
microphones, as they should operate automatically. In the event of a fire alarm, please follow
directions from the ushers. We have one apology, from Eluned Parrott; William Powell has
kindly agreed to substitute. Thank you for attending today, William.

9.30 a.m.

Ymchwiliad i’r Cynigion Deddfwriaethol Drafft ynghylch Cronfeydd
Strwythurol yr UE ar gyfer 2014-20: Sesiwn Dystiolaeth
Inquiry into the Draft Legislative Proposals for EU Structural Funds 2014-20:
Evidence Session

[2] Nick Ramsay: As part of our inquiry into the draft legislative proposals for EU
structural funds for 2014-20, we are taking evidence today from a range of witnesses.
Welcome to you all: Iestyn Davies, head of external affairs for the Federation of Small
Businesses; Professor Richard B. Davies, vice-chancellor of Swansea University and a
member of Higher Education Wales; Greg Walker, deputy director of Higher Education
Wales; Berwyn Davies, head of office at Welsh Higher Education Brussels; and Professor
Phil Gummett, chief executive of the Higher Education Funding Council for Wales. Thank
you for agreeing to come to today’s meeting, and thank you for the evidence that you have
provided in advance. We have a number of questions to ask, but first of all there is an
opportunity for you to make brief opening statements.

[3] Professor Davies: 1 will kick off. Thank you for the invitation to talk to the
committee, and thank you for your welcome.

[4] In a recent visit by university leaders to Brussels, we were briefed by European
Commission policy makers on this field. It was quite clear to us that the tempo had changed
dramatically when compared with that of earlier years. They emphasised that they had two
overwhelming priorities in Brussels. One is the euro and the other is recovering from the
recession and building a stronger economy across Europe. Of course, we are currently more
concerned with the latter than the former. They also emphasised that, for economic
regeneration—for the second of their two big priorities—the main policy lever they have is
structural funding. They were clear that not enough had been delivered for the money across
Europe in the past. There was considerable cynicism about what had been achieved overall.
They recognised some successes, but, overall, there was a strong view that there had not been
value for money. Everyone we spoke to emphasised that the new regime had to be different; it
was not a case of business as usual, but new business that has to deliver. We had clear
evidence of strong determination that this round was designed to produce transformational
and long-term change, and the sort of projects where we have to ask ourselves what will be
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happening, for example, in Wales in 20 years’ time as a result of this investment. Will every
£1 spent be transformational in the long term for the economy across Wales? That was the
message we were getting strongly.

[5] They also emphasised that they were going to require innovation strategies in every
area, and they even talked about those strategies going to peer review. They were expecting
those strategies to be smart and clever, based upon proper analysis of what was possible and
feasible, given existing resources and strengths in each area, and benchmarked with the best
in the world so that the innovation strategy clearly demonstrated a thorough understanding of
the way Governments could exert economic levers for transformational economic change.

[6] My message is that the higher education sector in Wales is up to that challenge. Not
only do we see an opportunity for us to deliver more, but far more important than that, we see
an obligation and responsibility in this environment to deliver far more for Wales.

[7] Nick Ramsay: lestyn Davies, would you like to make a brief introduction?

[8] Mr L. Davies: Thank you for the fulsome introduction on the position of higher
education. For business, it is simply to say that business needs to be at the table. Small
businesses are the businesses of Wales, and their exclusion from any process because of the
poor drafting of regulations and guidelines cannot be accepted. Yes, we agree that there is an
imperative—which almost borders on a moral one for those already engaging with the
funding streams and structures—to get more than has been achieved in the last two rounds.
However, there is a necessity in those obligations to engage more effectively with business.
Our feedback from small businesses indicates that that has not happened, and there are, no
doubt, structural reasons for that in terms of how the schemes have been constructed. We look
forward to being part of this process, because we recognise that we cannot miss the
opportunity—during this third round of structural funds—to get it right.

[9] Nick Ramsay: Phil Gummett, would you like to make some opening comments
before we move to questions?

[10]  Professor Gummett: Looking at this from the point of view of the Higher Education
Funding Council for Wales and thinking about how matters may work in the future under the
new processes being laid out from Brussels, our starting point would be to say that we are
broadly content with how the proposed regulations are coming out. They seem to be enabling
us to do the things that we would wish to do. So, our issues are not so much with how the
regulations are emerging from Brussels, but much more with thinking about how we will
apply them in Wales. For example, what will we do with the capacity being offered to us
under those regulations?

[11] T agree with all that has been said about the focus needing to be on transformation.
That is a clear message coming through when talking to people in Brussels and in the
documents. So, this is about transformation so that things will be different afterwards. It
seems to us that the imperative is to address the causes of economic difficulty rather than the
symptoms. It is about getting to the fundamentals and questioning what we will do about the
causes so that things will be different after this round of funding has passed. In that context,
the emphasis, as Richard has said, on locating activity within an innovation strategy seems to
be fundamental, but also timely given how policy is developing in Wales—it should not be
that difficult for us, because we are already moving in that direction.

[12]  There is also a challenge to us in terms of using the capacity that the regulations
allow to integrate activity across the different funding streams. So, that will be a challenge for
us locally and will be allowed by Brussels, if all goes to plan. The question will be whether
we are able in Wales to construct our own, more detailed, processes in ways that let us
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maximise the opportunities that will emerge through linking together different elements of the
funding in ways that help us to build capacity for addressing fundamental economic
problems.

[13] I have a final point that is worth repeating—I think that we are well placed. We
already have a number of policy drivers in terms of the higher education strategy, economic
priority areas and in work addressing various industrial sectors and so on. The innovation
strategy is also being developed. So, in theory, we have a range of policy instruments that
should leave us well placed. The challenge to us collectively will be how well we can bring
those together in order to address and use the possibilities open to us.

[14] Kenneth Skates: From your opening statement and written evidence, we have
assumed that the HE sector is quite satisfied by the draft proposals. Could you confirm that
that is the case and that you are satisfied that they provide a robust strategic framework for
economic investment in Wales from 2014 to 2020?

[15] Professor Davies: ‘Yes’ is the simple answer to that, as far as they go. Our real
concern is implementation and how we use those regulations in Wales. That is where the real
effort has to be made, in my view.

[16] Kenneth Skates: Which elements of the proposals in particular would you seek to
defend during negotiations, and are there any elements that you would like to see amended or
replaced?

[17]  Professor Davies: No, we are particularly interested in the emphasis given to
knowledge-led economy developments and, clearly, we have a considerable amount of work
to do to strengthen our work with industry, both large and small. That was one issue that I
brought up in Brussels. Brussels is still looking to get a few Microsofts in every part of
Europe—in other words, to encourage SMEs that will then grow into something massive. In
reality, we must have vibrant supply chains linking larger and smaller companies. Although
larger companies cannot necessarily be the beneficiaries of a large amount of European
money, they are critical to building up the economic structures that could be transformational.
Universities have an important role in that. The work has to be done within Wales.

[18] Kenneth Skates: Essentially, it is a case of ensuring that our primary focus is on
preparations for the funding programmes in Wales, rather than seeking to influence the
negotiations in Brussels.

[19]  Professor Davies: That is our view in higher education, yes.

[20] Alun Ffred Jomes: I barhau a’r Alun Ffred Jomes: To continue with the

thema rydych wedi dechrau arni, rydych yn
galw am ddull newydd o ddefnyddio
cronfeydd strwythurol yr Undeb Ewropeaidd
er mwyn trawsnewid economi Cymru. Beth
yw’r prif elfennau mae’n rhaid eu rhoi ar
waith er mwyn galluogi’r trawsnewid hwn i

theme that you have already embarked on,
you are calling for a new way of using
European structural funds in order to
transform the Welsh economy. What are the
key elements that must be put in place to
enable this transformation to happen?

ddigwydd?

[21]  Mr Walker: We have set out in our paper a few suggestions as to how that might
happen. The managing authority, WEFO, beyond 2013, could include research as a potential
output for the convergence programme. At the moment, it is not a qualifying, eligible output
that can count towards successful indices for the convergence programme. That has militated
against building synergies between the convergence programme and the existing framework
programme, called Horizon 2020. A key breakthrough could be, beyond 2014, to allow



12/01/2012

research outputs, which are one of the key Europe 2020 targets, to be included as a relevant
output for the convergence programme itself. That is one thing. We would also draw
attention—in the regulations and, hopefully, to be taken forward by WEFO beyond 2013—to
the emphasis on smart specialisation, which, as Phil Gummett has already said, marries well
with the themes outlined in the economic renewal programme. Some of the research priorities
that universities are taking forward are high-performance computing, low carbon research
institutions and so on. If the things that we have highlighted in the paper are taken forward by
the managing authority in three years’ time, they will be able to make a big difference to the
way in which the programme works.

[22] Alun Ffred Jomes: Rydych wedi Alun Ffred Jomes: You have already

awgrymu bod Ewrop yn dweud nad yw’r
cronfeydd strwythurol wedi gwneud y
gwahaniaeth a ddylent hyd yma. Beth yw’r
dystiolaeth fod prifysgolion yn hyrwyddo
economiau lleol yng Nghymru, neu eu bod
wedi gwneud yn y gorffennol, gan edrych yn

suggested that Europe is saying that, to date,
the structural funds have not made the
difference that they should have made. What
evidence is there that universities are
promoting local economies in Wales, or that
they have done so in the past, looking in

detail at the situation in west Wales and the
Valleys, and bearing in mind that there are a
number of universities in those areas?

fanwl ar y sefyllfa yn y gorllewin ac yn y
Cymoedd, a chan gofio bod nifer o
brifysgolion yn yr ardal honno?

[23]  Professor Davies: That is a challenging question to answer quickly. It needs to be
structured. Universities contribute in different ways. The fundamental way in which
universities contribute is in skill development. They pour out skilled people who can add
value to an economy in a way that would not be possible without higher education
experiences. Our challenge is to keep a higher proportion of those graduates in Wales to
ensure that they can continue to develop their skills and contribute at higher levels.

[24] 1 will leap from that to the other extreme. We are beginning to see some real action,
although it is much more difficult—going back to my answer to the earlier question—with
universities working with large companies around the world. We work with the
multinationals. We have not been asked to do this in the past, but we have to turn our
attention to using those links to attract those companies to do business in Wales, with
companies currently in Wales, to build up supply chains here. We have some very good
examples: Rolls-Royce has recently moved a significant amount of equipment and facilities
from Derby to Swansea, as a direct result of working with the university and that will grow
into a very large operation.

9.45 a.m.

[25] Work with the aerospace industry in north-east Wales is another example where
technological developments, and the scale of development from the universities behind
designing and building wings, has been an important factor in the big investments in industry
there. I do not have time to give a full list. We are doing it, and we are doing it more and
more; we have the opportunity to deliver dramatically more. Lord Sainsbury himself said in a
major report three years ago that you were beginning to see clusters of high-tech companies
around the larger research-led universities in England. We have been slow in making the
same thing happen in Wales.

[26] Alun Ffred Jomnes: Gofynnaf Alun Ffred Jomes: [ will ask a

gwestiwn atodol. Yn eich papur, rydych yn
cyflwyno achos i’r prifysgolion fod yn rhan
ganolog o’r rhaglen newydd hon a’r
trawsnewid rydych yn awgrymu sydd ei
angen ar economi Cymru. Y cwestiwn rwyf

supplementary question. In your paper, you
make the case for the universities to play a
central role in this new programme and the
transformation that you suggest is required in
the Welsh economy. The question that [ have
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asked, and that you have partially answered,
is this: what evidence is there that Welsh

universities have contributed to the economic
wellbeing and prosperity of Wales, looking at
the evidence from areas where universities
already exist and have existed for 100 years
and more?

prifysgolion yn Nghymru wedi cyfrannu at
les a ffyniant economaidd Cymru, gan edrych
ary dystiolaeth o’r ardaloedd hynny lle mae’r
prifysgolion yn bodoli'n barod ac wedi
bodoli ers 100 mlynedd a mwy?

[27]  Professor Davies: The evidence is mounting, emphasising that, in terms of the
transformational activities that we need to see, we are only beginning. I accept that
completely. Elsewhere in the world, there are wonderful examples of higher education being
transformational. In the States, the claim is that nearly every major economic regeneration
area is based around research activity in a university or major research centre. We have not
been emulating that in Wales. That is the real challenge. We do not want more of the same;
we have to start thinking differently. I want to reassure the committee that the sense in higher
education in Wales is that we are ready to move—some of us have already been moving—the
mission of universities to delivery in the economic area. That is not what was traditionally
asked of us.

[28] Mr Walker: There are examples across Europe where a transformational approach
has been taken, such as in Saxony in eastern Germany, which has invested over 40% of its
ERDF investment in stretching innovation, science and research. That has had a dramatic
effect, and part of Saxony does not now qualify for the next round of convergence funding.
So, there are some case studies of areas in Europe that have taken a transformational approach
and, as a result, have made real progress in terms of their GV A per head.

[29] Professor Gummett: | will add a little to that. First, I would not underplay the
economic significance of universities simply as local organisations and employers. It is very
easy to demonstrate—we can supply the evidence, because it has been extensively studied—
that you get significant multiplier effects from the sheer presence of these organisations. You
run a tourism business on the principle that people come to your locality, they spend more
than it costs to have them there and you end up with cash in hand. Universities in Wales do
that in abundance. We get students coming from England in large numbers and spend more
than they cost to be here. So, simply at that most basic level, money is being made in Wales.
Actually, the story is a lot more powerful than that, but at that most basic level, it is
happening.

[30]  There is a lot of evidence, and we have contributed to studies of this sort around the
broader economic benefits. It is variable—it varies by institution and there is a lot more to do;
I agree entirely with Richard on that. What is very clear is that strong research centres attract
companies. It is interesting in this context to see what is happening in London. If you heard
the speech by the UK Minister for Business, Innovation and Skills about a week ago, he is
now calling for the development of, essentially, a privately invested-in graduate science and
technology university in a major city in the UK—although he says in the UK, it is hard to
imagine that it would not be in England, and it would almost certainly be in London or
somewhere around Cambridge. Why? For this very reason, which is the very clear
international evidence that, the more that you build up mass, particularly in terms of strong
science and technology centres, and increasingly at graduate level, the more you attract
companies, the more you attract inward investment. Our problem in Wales in this regard is in
significant part about mass. It is because we are operating on a smaller scale that we
constantly find it a struggle to keep up with these big investment injections in England, in
particular. That is why we see such an opportunity here—there is an opportunity for Wales,
through the structural funds in particular, that is not available in England, so we could do
something to redress this balance. That is why we think that there is a real opportunity to
seize here.



12/01/2012

[31] Nick Ramsay: David Rees, did you have a supplementary question?

[32] David Rees: I was pleased to hear your view that the HE sector is working
collaboratively to develop strategies for Wales. You mentioned that you were not asked to
look in that direction. Is it therefore fair to say that, in the past, HE stood back a little and was
conservative in its approach to this? Does it now recognise that there is a need to collaborate,
not on a regional level within Wales, but with a pan-Wales vision? Does collaboration now
need to take place on that level, rather than between individual institutions in isolation, as it
was many years ago, as [ remember?

[33] Professor Davies: That is an important point. It would be unfair to characterise this
as universities sitting back. We have not had the response in Wales in recent years. It was a
disappointment to me coming from England, where there was far more engagement between
different sectors of Government and higher education in making things happen—at least in
the area of England where | was working. I came to Wales and found uncertainty, and it was
difficult to move projects ahead. We were still talking about policy rather than
implementation. I would say that we are frustrated, rather than having stood back. We have
not been able to achieve everything that we would have liked for Wales because of the rather
weak implementation environment here. I am not just blaming the Government here—the
lack of large companies is a fundamental issue. We recognise, however, that we have a
responsibility, being supported by a considerable amount of money from the taxpayer,
directly or indirectly, to help transform the regions in which we are based. Every university
buys into that. In the past, they bought into it primarily in the skills agenda, but we now buy
into that on a much wider agenda. Particularly with the larger, research-led universities, we
know from examples across the UK, Europe and the developed world that we have the
capacity to do very big things. I have been talking to large companies and asking them about
investing in Wales, and we have had some very positive responses.

[34] Mr Walker: May I briefly come in on that? Under the Objective 1 programme, there
was criticism that some universities were taking an individual project approach, but, under the
current convergence programme, we have seen a series of pan-Wales collaborative ventures
being launched. You will be aware of the Low Carbon Research Institute, the Climate Change
Consortium for Wales, ASTUTE, which we mentioned in our paper, and which is a
manufacturing project, and the High Performance Computing Wales project; they all involve
the best researchers from those institutions in Wales that have talent in the relevant area.
Under the ESF, we have several wholly collaborative foundation degree projects; we have a
knowledge economy skills project; and, indeed, the University of the Heads of the Valleys
Institute itself received some ESF funding to get it going. That is of course a collaborative
venture between the universities of Glamorgan and Newport. While lack of collaboration
might have been a criticism five or 10 years ago, | think that things are changing, and in the
next round, things will have to move further in that direction.

[35] David Rees: | appreciate that, but you will know that HPC Wales is very recent, and
it will be interesting to see some of the projects that it will be working on. Having it is one
thing, but being able to use it is another. We had a lot of systems in Cardiff before that, so we
can build upon those. ASTUTE is led by Swansea University, and again, these are recent
developments. | am pleased to see them, but as you say, there is a history beyond that, is there
not?

[36] Mr Walker: That is a fair comment.

[37] Nick Ramsay: Leanne Wood, do you have a brief supplementary question before we
move on?
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[38] Leanne Wood: Yes. I think that we all support the focus on transformation and
outcomes being very different at the end of this process. What I am trying to get my head
around is that if transformation is the focus this time, what was the focus before and why did
we fail to maximise the previous opportunities that we had? What Ffred was trying to get at
was that HE has a huge role to play in the economy of Wales, but that you have had those
responsibilities before. So, why have we not had an improvement in the economy of west
Wales and the Valleys up until now?

[39] Mr Walker: There has been some improvement with regard to some indices, but on
the key indicator of GVA per head, there have clearly been some very disappointing figures.
One point that we want to make is that we do not think that we have seen hitherto, even in the
existing programme, a truly transformational approach. With regard to the approach to larger
strategic projects—and some of the ones that I have mentioned are valuable projects in
themselves—we have not gone nearly as far as we need to go.

[40] Leanne Wood: So, if they were not transformational, what were they?

[41] Mr Walker: The European Commission produced a guidance note in a booklet
recently that talks about a transactional versus a transformational approach. Hitherto, there
has been too much of a transactional approach, with a focus on certain outputs. The Welsh
European Funding Office is focused very much on certain outputs, which are worthy in
themselves, but do not in the medium to long term create the type of structural change in the
Welsh economy that is needed. That is why we have identified in aspects of our paper
elements of focusing on smart specialisation and on using research as a key output, so that we
can synergise our work on structural funds with the massive opportunities for levering in
money from Horizon 2020. As you will be aware, there are calls for €10 billion or €11 billion
a year for Horizon 2020, and after 2020, this will be the only game in town with regard to
levering resources into Wales if we do not qualify again for structural funds, which is our aim
after 2020. So, we have not had a transformational approach hitherto—we have had a
transactional approach—and with the Commission and its advisers, we urge a shift towards a
transformational approach.

[42] Leanne Wood: Thank you for that answer. Could I have a view from the FSB on that
as well, given that it has been quite HE-heavy so far?

[43] Nick Ramsay: Joyce Watson has a specific question for the FSB. I know that Phil
Gummett and lestyn wanted to come in on that last question, but if we take Joyce’s question
first, you could both make any points that you wanted to make.

[44]  Joyce Watson: You have sat there quietly and have listened to the debate so far. Do
you agree with the HE representatives that a transformational approach is required for the
Welsh economy, focused on investing in those elements that will bring about a knowledge-
based economy?

[45] Mr L. Davies: There are two elements to that question—whether we believe in
transformation and what structural funds are about, given that they are not about
transformation. Perhaps there is a language issue here, but I do not see at this point that we
have had an answer to Alun Ffred’s question. My simple question is: if it was working, why is
the Welsh economy still bust? I do not think that there is much more that we can ask about
that, because if the delivery mechanism focusing on HE, the voluntary sector and other areas
was working and was bringing about the transformational change that we require, why has it
not happened? There are some fundamental questions to be asked about how we try to
achieve the distinction between the aims and the ends here.

[46] Yes, we agree with transformation and, yes, we recognise that HE, the voluntary
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sector and any other partners within the distinct and broad civic economy of Wales have a
role to play. However, our fundamental position is that, within that broad ecology of partners
that must deliver that transformation, business itself is often left out and is the final recipient
in the way that these funds and programmes are structured.

[47] Joyce Watson: We heard evidence yesterday that refuted that claim. There was a
debate in the Assembly, which I am sure your colleagues will have looked at. The claim in
your paper, which you have again claimed now, that business was being left out was refuted
by the number of successful applications and the amount of funding that was received. More
than 500 businesses received funding, against many fewer bodies in the public sector.

10.00 a.m.

[48]  That being the case, how does it sit with—this is the problem that | am having and
which other people were having yesterday—the claim that we hear all the time from the
business sector that they are being left behind? The two do not marry.

[49] Mr L Davies: I fully appreciate that evidence needs to be looked at, and it is
important that it is considered. If you are talking about 500 recipients out of the hundreds of
thousands of businesses that exist, in terms of proportion, many more businesses are not
receiving assistance from and access to the transformational potential that these funds offer
for our communities and businesses than do receive that assistance and access. When they
receive that financial support and intervention, is it in a way—because of the way that the
funds have been structured in the first place—that allows them to do the best they possibly
can? To some degree, that is similar to what the higher education sector has been saying. If
you are asking businesses to deliver bananas but the economy actually needs apples, it does
not matter how many bananas you get them to produce, because it will not help or develop the
economy. We need to decide what business really wants to be delivering. That is why this
question is about not who gets their hands on the funds, but how business engages at this level
of deciding the framework and parameters for the delivery.

[50] It is not as simple as saying that x number of commercial business propositions will
receive funding versus the number that have received it in the voluntary sector or in the HE
sector. It is about what those businesses are able to deliver for the economy and what the
indigenous economy of Wales needs compared with the economy of England, because there
is a difference already. From the evidence that we have heard this morning, the HE model that
was successful in England has not worked in Wales. So, what does the economy and business
of Wales need? At that level, we need to ask the question of business. We welcome the
opportunity to give this evidence today at this stage, without simply saying that you have had
x share of the cake.

[51]  Professor Gummett: Rolling on seamlessly from the last point, I would take, from
what lestyn has just said, that there is a critical role for business in the shaping of the
innovation strategy, which Wales needs and is developing anyway, but which the European
Commission says will be an essential element for being able to draw down European funding
in the future. We are going in the right direction in the sense that we have the policy
principles established, but how skilful and effective will we be at drawing the right people
together to ensure that that innovation strategy is as well-crafted and productive as it can be,
and that it plays to strengths and does not try to go in the apples direction if we can do
bananas? We really need to play to strengths, and that means playing to strengths in business
as well as in universities and in all other areas.

[52]  Going back to the word ‘transformation’, it is perhaps worth recalling that the reason

Richard and 1 introduced it earlier was not because there is any claim that it is what
universities have been doing—that was not the argument that we were trying to make.
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However, I read the European Commission documents as saying that that is what they expect
this funding to be used for in the future. It was not an attempt to give a retrospective
justification and say that that is what we have done, and to answer the question of why it has
not worked; it is more a matter of saying that that is what will be expected now, in that they
will be looking for transformative activities. However, if we pick up the question of what the
problem with regard to previous activities has been, I would repeat that a significant part of it
has been scale. It is fine if, in Wales, we say let us divide the cake in ways that somehow
seem fair across all parties, but if the result is that the slices are too thin to be effective in
competition with other parts of the UK or Europe more widely, we will not get far with it.

[53]  The reference in all of this to potentially peer reviewing an innovation strategy is
important. If it will not cut the mustard in terms of delivering funding of sufficient scale for
individual blocks of activity that really will enable transformation against the competition
from elsewhere, we will be putting a patch on something for a little bit longer and keeping
something going for a little bit longer, but when the money stops, so will the activity.

[54] In contrast, we can build new capacity. For example, the Medical Research Council
and the Wellcome Trust undertook a detailed study recently looking at one aspect of medical
practice over the last 20 years, namely cardiovascular disease. They concluded that for every
£1 invested in research into cardiovascular disease, there was a return to the UK economy of
39p per year for the indefinite future. So, within three years you get your money back, and it
runs on from there. That is partly through the consequences for GDP of improved health and
partly through medical instruments and devices and so on. You can do that over and over
again. That is the kind of thing that we have in mind when we talk about transformation. We
have to get to the point where we can make a difference on that sort of scale, where the
investments are big enough for us to then start to attract additional companies and build the
companies that are already in Wales, working in close partnership with them. If we do it on
too small a scale, we will end up with activities that will run for a little while, for as long as
the money is there. The money then stops and we are back where we were; that is the
challenge.

[55]  Julie James: I want to follow up on this business of slices of the pie, and whether we
are producing apples or bananas, which is a rubbish analogy, if you do not mind me saying
so. The fundamental point here is that we are talking about putting public sector money,
whether it is from Europe or Wales, into sectors to enable them to do something that will
transform the economy in a way that they cannot do without that public sector investment.
That is what we are looking at today. I am not hearing from any of you that this is something
that you all desperately want to do, but for want of £5 you have been unable to do it. | have
heard that slightly from the university sector, but I have not yet heard anything from the
Welsh Government as to what it thinks of it, and I have not really heard that from you, either.
I understand the point about needing to be involved at a stage where you are setting the
directions, but what is it that you are trying to do that this investment will enable you to do?

[56] Mr L. Davies: Fundamentally, there are challenges to the ability of business to grow
organically. One of the key areas is cash flow and liquidity; if you need capital, how do you
get your hands on it? One of the observations that I would draw from our evidence is that
intervention rates, for instance, need to be set at a point that releases the very little capital
available in the current economic climate to increase stock, machinery, training or whatever
that cash flow is required for. If you set implementation rates at 50%, you have 50% of capital
to find elsewhere; that is difficult to do in the current climate. Businesses are saying to us that
there is a need to use European structural funds to replace what they would have had from
other commercial sources. Businesses need finance to grow, whether it is for capital,
infrastructure or people, and they cannot finance those things for themselves. I can give you
anecdotal examples of the numerous phone calls that we receive from our members saying
that they need £10,000 or £15,000 to pay for a machine or to retrain staff, or that they need to

11



12/01/2012

expand but they cannot get a loan to buy the second part of the building that they already
occupy, so are asking whether they can find space elsewhere. Those are fundamental
questions.

[57]  On what businesses want to do, the second point in our evidence is that businesses
want to be able to retain, train, support and develop people in their business community. They
do not want to see the great infrastructure projects that are very much needed in Wales being
routes out; they want to them to be routes in to grow and sustain a strong business community
where those businesses are based. We need, therefore, to understand what we mean by a
region, community or town in the framework. Are we looking, for instance, to train people in
town X, or are we prepared to see those people be fluid and move across regions? If that
means that there is a slightly more developed economy just 15 or 20 miles away that is now
only 20 minutes away because of the infrastructure projects that have been so successful over
the years, where does that then leave the local economy where the people were trained? There
is a need to understand the way that businesses function: where they get their labour market
from, where they get the people who need training. So, as well as being able to get capital to
invest, it is about being able to ensure that the people who are being trained stay within that
business community—not exclusively, because we do not want them there and nowhere else,
but if they are trained in one place they then go elsewhere because the infrastructure allows
them to be more mobile, that compromises what has been established. Our members are very
aware of the principle of a route out, not a route in. So, when we conceive which areas
benefit, we have to be mindful of those factors. Hopefully, there are two more concrete
examples there.

[58]  Julie James: | understand the points that you were making entirely. However, if you
do not mind my saying so, there is a big difference between European structural funding—
whether it is European regional development fund or European social fund—and venture
capital, which was one of the things that you were talking about. It is not a substitute for
venture or investment capital, and the challenge for business, therefore, is to fit itself into the
programme—

[59] Nick Ramsay: Julie—

[60]  Julie James: May I just finish the point?

[61] Nick Ramsay: You were going off the point with that question.

[62]  Julie James: I was not.

[63] Nick Ramsay: Well, please get to your point quickly.

[64]  Julie James: Okay, let me get to the point, then. The point exactly—my colleague,
David Rees, has mentioned this already—is that we are talking here about a region of Wales.
Our problem in Wales is that we think of a region as being of a certain size, but the European
idea of a region is much larger. That is a fundamental problem for you and I would like to
hear more about that. Sorry, that was the point that [ was getting to, Chair. In your evidence,
you set out the contradiction yourself. That is the challenge for us.

[65] Nick Ramsay: At this point, [ would like to bring in David Rees. We have a number
of questions left and time is moving on, so if the panel could be succinct in their answers and
Members succinct in their questions, that would be very helpful.

[66] David Rees: I will try, Chair. Professor Gummett mentioned the regional innovation

strategy concept. I will say ‘Welsh’ rather than ‘regional’, because in higher education, we
may be talking about different regions anyway. So, I will talk about the Welsh regional
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innovation strategy. The Higher Education Wales paper stated in bold print that:

[67]  ‘Universities are enthusiastic about playing a central role in collaborating with the
Welsh Government on formulating an innovation strategy for Wales.’

[68]  What discussions have you had, therefore, with business? You have raised the issue
of business today, but business is not mentioned in that part of your paper. What discussions
have you had with other universities, because universities collaborate? It is one thing for
universities to collaborate with the Government, but quite another for them to collaborate
with one another, which has been problematic in the past. What discussions have you had
with the Welsh Government about this concept?

[69]  Professor Davies: That is fundamental in tidying up many of the issues here. There is
no question that universities spend a lot of time talking to industry—we have to. It supports
many of our activities, it invests heavily in universities and a lot of our capital investment
comes directly from industry and, of course, it employs our graduates. David Rees will know
that a science and innovation campus is being rolled out in his constituency. It has been
designed and developed through discussions with industry, and its shape will be governed by
what industry wants. However, the point on partnership needs a little clarification.

[70]  This is not rocket science. We know how other countries have managed to do
transformational things with their economies. That has been done through partnership
approaches—not just partnerships of universities working together, or of local authorities
working together, but of all agencies working together. That is how you get the considerable
added value that we are looking for. There are many examples of individual projects that have
been successful in Wales, but we do not have that big, united effort that adds value across
them all. It is those partnerships that we have to work on. We are hopeful that, as the
innovation strategy is developed in Wales, universities will contribute. We have academics
who research economic regeneration and we have implementers who want to make a
difference in Wales. Both of those sides need to be heard. However, that is also true of
industry.

[71]  That brings me back to my critical point that this has to include large companies as
well as smaller companies. You cannot create the high-tech clusters that we need without
large companies being heavily involved. The wealth created by many universities in Wales is
being generated outside Wales, because that is where the large companies are taking that
expertise. We need to bring that back and use it to create clusters. We cannot do that on our
own.

[72] David Rees: May I follow up on that point, Chair?
[73] Nick Ramsay: Yes, but very briefly.
10.15 a.m.

[74] David Rees: You mentioned large industries, and I agree with all of that; I am
pleased to see that you are talking to large companies. However, what about the small
businesses that form part of the supply chain? Clearly, they need work in those regions. You
also mentioned peer review of the strategy. Who would be the peers in this case?

[75] Professor Davies: On the final point first, we asked in Brussels about who would do
the peer review, and whether it would just be other practitioners in Europe. They said ‘no’,
and that they would be looking for people with the most experience of economic regeneration
across the world to comment. However, we have not had any firm proposals on that yet—
these are the policy makers’ initial thoughts on how this would go forward. So, we cannot
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give you much more information.

[76] David Rees: What about the question on small and medium-sized enterprises and
discussions with them with regard to the supply chain?

[77]  Professor Davies: There are two ways in which universities engage with small and
medium-sized enterprises. One way is through day-to-day interaction, and just doing work
with them, but, more importantly, another is through large companies. [ have been heavily
involved in England on this, because large companies work very hard to support their supply
chains. They bring in universities to up the skills and expertise within the smaller companies
to meet their quality standards. That is a fundamental way in which universities work with
more technically-orientated small companies. However, there are many other types of small
companies with which we interact differently.

[78] Mr B. Davies: To come back to the point that Richard mentioned about peer review,
I refer to the fact that the Organisation for Economic Co-operation and Development has been
working with the European Commission since 2007 on evaluating regional innovation
systems in all OECD countries. It invites regional authorities or countries within the OECD to
submit their regional innovation strategies for review by the OECD team. It has a specific
methodology, whereby it has, up until now, classified regions into three different types of
regional profiles for innovation. Within that methodology, it has eight different criteria for
evaluating innovation. So, that is a possibility for us to look at so that, when we are
developing our regional innovation strategy, we can compare it with the best in the world.

[79] William Powell: Moving back to the issue of transformational change, which the
professors in their opening remarks stressed has been so much the focus of Commissioner
Hahn and his colleagues, Greg Walker also referred in his remarks to the remarkable success
of the Saxony model in that regard. What share of future EU structural funds do you believe
should be dedicated to research and innovation? What evidence beyond the Saxony model
could we draw on to back up that approach?

[80] Mr Walker: As I mentioned, 40% was the threshold that Saxony aimed for and
achieved in its transformational approach, which led to it succeeding in levering itself out of
the convergence programme beyond 2014. I see no reason why we should not aim for that
ballpark figure. That would be ambitious and it would set universities a challenge; it would
also set colleagues in business a challenge. If that was taken forward by the managing
authority, that level of investment in research, innovation, SME engagement and low carbon
would potentially deliver transformative impacts.

[81]  Mr B. Davies: The threshold for both ERDF and ESF in Saxony is 40%.

[82] Mr Walker: That is one of the good points in the draft regulations, namely that
research and development and low carbon are also being mainstreamed within the European
social fund. So, ESF programmes can have very significant elements that address those
priority themes, and that is a key opportunity. That is one of the reasons we have welcomed
the draft regulations so much.

[83] William Powell: Thank you for that. Are there other examples beyond the Saxony
example, to which you refer in your paper, that further lend support to this approach?

[84] Mr B. Davies: Yes. Going back to the OECD studies, a number of regional
innovation strategies have been evaluated. Two areas that have been noted as excellent are the

Basque Country and Catalunya, although they have very different regional profiles.

[85] Nick Ramsay: We do not really have time for another question, David. I will move
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on to Julie James now, and you can come in after that if you want.

[86]  Julie James: I will try to be brief. Building slightly on the point that we started to
discuss earlier, my question is aimed at the HE people, but it would be interesting to hear
views across the piece. Why should we be using these public, European and Welsh
Government investment funds to support research in universities that are already being
funded by tuition fees and other grant-funded mechanisms, and are, by your own admission,
getting money in from various other companies and so on? What is your case for getting this
public funding? I would be very interested to know whether the FSB agrees with that.

[87]  Professor Davies: Tuition fees do not fund research, and students would be very
cross if we tried to use tuition fees to subsidise research. The importance of research when it
comes to economic regeneration is demonstrated again and again by the detailed research
evidence and the way in which higher education is attractive to large companies. I talked
earlier about the detailed discussions that we have had with multinational companies. What is
going to attract them to Wales? It is research that excites them; and it is research that we can
do but they cannot do. It is cutting-edge and original research. It is the academics who are
working with the top academics across the world and, therefore, are right ahead of the game.
That is why industry is looking for more and more research and development with
universities rather than doing it in-house. That has been a major sea change that I have seen
over the last 10 years. We, just as one university, have the potential to attract a considerable
amount of inward investment, because people want to work closely with us.

[88]  The other thing that industry is looking for from the universities is highly skilled
people. This is not just about graduates; in fact, it is much more concerned about talent flow
at the highest levels. It is looking for people on the advanced business courses and for
scientists, engineers and technologists with their MBAs, PhDs and so on. It is looking for
those specialised staff.

[89]  Julie James: I take that point entirely, and I am very supportive of all of it. What we
are asking here is this: why are those big multinational companies not funding that research if
it is for them and their businesses? What is the added value of the European structural funding
to that?

[90]  Professor Davies: The way in which technology transfer works is that there are more
blue-sky elements that go on to support the intellectual capacity of universities, and that is
what drives new thinking. The problem is in taking that through applied stages, the proving
stages, the prototyping stages, the testing and then actually making the money. Industry will
pay a lot for the middles stage of that linear process, but it will not do the more blue-sky and
theoretical stuff, because it can pick it up around the world. It has recently discovered that, to
get this process to work efficiently, you cannot operate it linearly. When companies start
prototyping, they hit problems that they do not understand, but the academics who originally
developed some of the concepts do understand them. Industry wants to do the prototyping
alongside leading university research departments, so that you have academics checking what
is going on. It is an iterative process, but it is paying for that. We are diversifying our funding
dramatically and we get a substantial amount of funding. We are not subsidising large
companies. On the contrary, we are using our expertise to attract them to Wales to ensure that
that expertise is not exploited somewhere else in the world.

[91] Professor Gummett: To go back to the original question of why seek to use
European funding when there is other funding there, it is simply because the other funding is
not sufficient. It is not sufficient for us to be in the game at the serious level that we need. |
have the figures for research funding per research members of staff in our universities, broken
down by regions of England. Wales is lower than every English region except for the east
Midlands. We are spending to the limit of what is available through our current funding.

15



12/01/2012

[92] Research is a brutally competitive business. The prizes go to the people at the front.
There is not much point being second and there is absolutely no point being third class. If you
are not first class, you are out of the game. So, if public funding going into east England,
around Cambridge, means spending £47,500 per member of staff per year—we are spending
less than £30,000 here—that is 50% more spending in the east of England. If we want to be
able to compete with the kind of research base—and the innovation base that grows around
that in order to attract companies—we have to have something there for them to attach
themselves to. That is the problem. We cannot do that in every area, and it would be daft to
try. A series of approaches is being developed to identify areas of strength. That is coming
through in the science strategy and will hopefully come through in the innovation strategy, for
example, low carbon has been mentioned, but there are others that could be mentioned. We
need to concentrate on areas of established strength between universities and business. There
is also strong business capacity in these areas. However, we need to build those
synergistically together, putting in the massive investment that is needed to be able to cut the
mustard in terms of the big money that is being invested in other places.

[93] Nick Ramsay: | would like to bring in Mr Davies at this point on this issue of the
concentration of resources on a few lesser priorities. Do you agree with focusing a high
proportion of funding on research and innovation in future programmes?

[94] Mr 1. Davies: Yes. We do not see this innovation in terms of HE versus small
business. I do not want to set up that kind of tension, but when priorities are agreed for HE, or
indeed for the voluntary sector elsewhere in terms of stakeholders delivering these
programmes, they have to be focused on delivering benefits to small and indigenous
businesses and not just to the Microsofts, anchor companies or what can become vanity
projects within the wider economy. We bring them in because they look good, but we know
that that does not work.

[95]  Briefly, on Julie’s point on the type of funding that we are looking at, there is a role
to look at what happens to the likes of the JEREMIE and JESSICA funds, where we need
capital. That is germane to the discussion on structural funds. When we create the main thrust
of the ERDF and ESF, namely the main areas of European funding, whether that funding goes
to HE or to the voluntary sector, the assumption must be pro-enterprise and pro-indigenous
enterprise. [ do not want you to think that I am saying ‘Do not bring in the Microsofts’; we
are not dealing with a simple binary proposition here, if I can borrow some academic
language for a change. We are looking at a much more nuanced, dimensional—

[96] Nick Ramsay: Not apples and bananas—

[97] Mr L Davies: I do not want to be accused of being too folksy. The more amorphous,
dynamic and multifaceted the structure is to allow it to be predicated on a pro-enterprise
business assumption, the better. I cannot say what that will look like for small businesses,
because there is no such thing as a typical small business—we are talking about micro or zero
employees to up to 250 employees, so it will look very different. However, the assumption
has to be pro-enterprise and the structure has to reflect the need to grow the indigenous Welsh
economy. To answer Alun Ffred Jones’s question, if this was doing that, why has it not
already done it? That is not an over-criticism of HE and its role—I am not saying that it does
not have a role to play, but rather that the structures that allow it, and other sectors, to play
that role have to be predicated on that assumption.

[98] Joyce Watson: My question is to the FSB and to the universities and the higher
education organisations. I did a business tour in the summer. I went around many small and
medium-sized businesses. One issue that was raised repeatedly was the lack of a link between
your organisations. This relates to your point about keeping people in a business. There was
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one business that was reaching the stage where all of its key people—and it was a substantial
employer in its sector—were coming up to retirement. It needed to bring people through and
train them to keep the business going and to enable its growth, because it was quite
innovative. However, it found that there was a lack of available support to do so. It was about
a knowledge economy, finance, help and support for that. So, how would you marry those
two bits—I am sure that that is what you are trying to say—in plain English that we will all
understand? That was the missing bit.

10.30 a.m.

[99] Mr L Davies: In plain English, or plain Welsh, it is about asking those businesses, as
you have done in your constituency work, what they need from this programme. I mentioned
the role of intermediaries briefly in our submission and who is brokering these relationships.
We have to ensure that they have the skills to be able to truly get from business what business
wants and needs. That concurs with the point that has been made: the overarching system is
fine, but how that is applied in Wales will be where we get, or do not get, results. We could
carry on the same way by not engaging more effectively with businesses and then find
ourselves looking at a fourth round of European funding. We do not want to do that.

[100] Keith Davies: Mae gennyf gwestiwn Keith Davies: | have a question for Iestyn
i lestyn ac i Richard Davies. Mae and Richard Davies. There are discussions
trafodaecthau rhwng y prifysgolion a’r between universities and multinational
cwmniau enfawr—a dyna sut y bydd companies—that is how things are going to

work, because talk about smart

pethau’n gweithio, oherwydd rydych yn son
am arbenigedd deallusol mewn pedwar
maes—ond beth yw’r cysylltiad rhwng
busnesau bach a’r prifysgolion? Rwy’n deall
y berthynas a’r cwmniau mawr ond pa
drafodaethau rydych yn eu cael ar sut mae
pethau’n symud ymlaen?

[101] Mr 1. Davies: Nid yw’n gwestiwn o
ddiffyg ewyllys, ond rydych yn s6n am fagu
gallu gwahanol er mwyn sicrhau bod y broses
yn effeithlon. Ar hyn o bryd mae llawer o
ewyllys da, ond nid wyf yn ein gweld yn
clywed y bydd hynny’n gwireddu pethau ar
lawr gwlad. Mae angen bathu ffyrdd newydd
o wneud hynny. Rydym yn selog, yn credu

you
specialisation in four fields—but what is the
link between these small businesses and
universities? 1 can see it with the large
companies, but what discussions are you
having about how things are moving
forward?

Mr 1. Davies: It is not an absence of good
will, but you are talking about developing
different expertise to ensure that that process
is effective. At the moment there is a great
deal of good will, but I do not see that that is
achieving anything at grass-roots level. So,
we need to find new ways of doing that. [ am
certainly, 100%, of that opinion.

hynny 100%, yn awr.

[102] Byron Davies: We have heard quite clearly today from the HE sector with regard to
the number of measures through which EU structural fund programmes could be used to
develop research capacity and improve performance by Welsh academia in the competitive
EU research funding programmes. Have these views been discussed with the Welsh
Government at all? If so, to what extent are they supported?

[103] Professor Davies: They are most certainly supported, and have been for many years.
As 1 was saying earlier, there are a number of outstanding examples in Wales of
achievements. Many of those have been match funded, or have received extra funding from
the Welsh Government, and they are projects that are sustainable and are still generating jobs
and wealth. The issue that we have is of the transformational element. Five or six significant
projects will not transform the Welsh economy. Somehow, we have to do something much
bigger. I am proud of the Institute of Life Science at Swansea and am grateful for the massive
support from European funding and from the Welsh Government. You can see the small
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companies working in it and the jobs being created there. However, those hundreds of jobs
will not be sufficient to transform the Welsh economy, and that is what we have to do.

[104] Professor Gummett: In terms of discussion with the Welsh Government, we have
been closely in touch with the evolving work on the science strategy with the chief scientific
adviser for Wales. He published a consultation and we are now waiting for the outcome of
Cabinet discussions and an announcement, as you know. In that consultation he talked
strongly about concentrating effort in a range of areas of existing strength, and then looking
for ways to make additional investments and build on those areas; not to start in fresh areas,
because we know that that is really hard to do. All of that is, therefore, consistent. So, it was
not so much about the use of European funding, but there is a discussion going on there that
seems to me to fit precisely into the direction of travel that is being asked for by the
Commission. So, I think that they are all reasonably together in terms of the principles of this,
but the real challenge is whether we can get the delivery act together.

[105] Nick Ramsay: [ will bring the session to a close shortly. Leanne Wood, I am mindful
that we did not reach your question. Are you happy for us to close the session?

[106] Leanne Wood: Yes. It has been covered.

[107] Nick Ramsay: I see that David Rees wants to contribute. I should have known that
you would come back in with your question.

[108] David Rees: I have a couple of questions. [Laughter.]
[109] Nick Ramsay: You may ask one question or no questions. [Laughter.]

[110] David Rees: On the issue of funding aspects, we also talk about FP7 projects. How
many FP7 projects are we involved in? Clearly, the goal would be to get more involved in
FP7 and Horizon 2020 will direct us there. How many are we currently involved in and what
is your ambition for using that sort of approach in the years post 2014?

[111] Mr Walker: I would not want to mislead the committee by giving the wrong figure,
but we can supply that in a note. There has certainly been a big push from within the sector in
the past year or two to ensure that there is a new collaborative approach in order to get
together framework programme bids. We do well as compared to some other European
regions but not when we compare ourselves with others in the UK, not least because of the
research strength of the south-east of England, Scotland and so on. This is a priority area for
us. There are a number of projects we are involved with, including all different types of
universities in Wales. However, you are absolutely right, David. One further point I was
going to add to an earlier question from Julie about the benefits to Wales of investing in
research directly was that one benefit would be the ability to lever in resources we would not
otherwise get into Wales through Horizon 2020 or the current framework programme and
through resear