Scottish Economic Lessons for “the general industry of society” 
It is an honour to give this talk, and follow in the footsteps of so many great speakers.  A line up that has included four Liberal leaders - Jo Grimond, Paddy Ashdown, Charles Kennedy and Ming Campbell.  You’ve had a Foreign Secretaries (Howe and Owen), Chancellors of the Exchequer (Howe and Darling), Home Secretaries (Michael Howard and John Reid) and even a Prime Minister (Heath).  

But am I the first Business secretary? 
I would like to pay my respects to Mrs Joyce Williamson, mother of Andrew in whose honour this talk is given, and Ian Williamson, his cousin and also member of the Williamson trust, both of whom are here. 
It’s a pleasure to talk before an academic audience at one of Scotland’s most respected universities.  Not only is Stirling the Scottish University of the Year [according to the Sunday Times, 2009/2010], it boasts a fantastic new state-of-the-art library complete with Enterprise Zone, and is recognised as a leader in research when it comes to education, film, media, sport and nursing,. I’m also told that Stirling University research fellow Dr Liz Ashton, from the Institute of Aquaculture, discovered live oysters in the Firth of Forth, fifty years since being declared extinct, which has had major implications for fisheries in Scotland. 
As I will discuss later, the Scotland’s traditional academic excellence has played a large part in my own intellectual journey.  What I would like to do this evening is talk about how this interacts with my current role in the Coalition government. 

The extraordinarily wide remit of the department I now head - Business, Innovation and Skills – gives me a large choice of topics, from the future direction of science and research, through policy for industry, competition, trade, labour relations to further and higher eduction.  Were I now south of the border, my role in developing policy for universities would be attracting feverish interest. But now I’m in Scotland I hope I can relax, at least on that score …
You might also be interested to know that I am the Minister for Time – I have to decide British Summer Time which looks different in Stirling than it does in London.
What I would like to talk about is industrial renewal and economic development - both through the enduring influence of ideas that found their genesis in Scotland, and the profound changes its economy has seen in the last few decades. 
I hope you don’t mind if I spend start by recalling my time in the early 1970s teaching economics at your rival institution, Glasgow University - the seat of the great thinker Adam Smith.  

Smith helped to develop economics as a separate discipline – although what he did was far more wisely called “political economy”, a label that better reflects the unavoidably political nature of economic choices.   Nowadays his name is too easily associated with a laissez faire strand of economics that works on the simple-minded assumption, “more government bad, less government good.” Laissez faire as the language implies originated in France but as is now largely forgotten underpins liberal thinking in economics before dirigisme took over. Smith, on the other hand, clearly understood the importance of state supported infrastructure and education. Though it is fair to say that when I was excavating his work for a recent Radio 3 lecture, I discovered that his advocacy of education did not extend to women who he saw on similar terms as today’s Taliban. Where he was of enduring value was arguing that the general economic interest was different from that of the business community – what he called the ‘clamorous importunity of partial interests’.  We need government to stand alert against the threat of monopoly and other abuses. 
Indeed, I caused a great stir at my party conference two weeks ago speaking out against the abuses of capitalism in terms that were taken almost verbatim from Smith’s two great works: The Wealth of Nations and the Theory of Moral Sentiments.  This led to me being described as a Marxist, which rather highlights the intellectual confusion of some of our commentariat. 
Smith’s warnings were especially relevant when I was lecturing in the 1970s, during a period when government individual  intervention was fashionable. Smith’s espousal of markets as a weapon against interference from the government was invaluable and far-sighted.  He understood the folly of identifying national prosperity with the aggrandisement of business lobbies and so-called national champions or, for that matter the greed and follies of some bankers. 
No-one should mistake clear thinking for being ideological.  Although Smith is best remembered for a grand abstraction – the “Invisible Hand” – his brand of thinking shared the empiricism of David Hume, his great friend and fellow leading light of the Scottish Enlightenment.  By empiricism I mean treating the world on the evidence, rather than how it ought to be according to some abstract model.    

My years in Scotland didn’t just educate me academically, but through the University of Life outside of the university walls. My life was dominated by politics – as a Glasgow councillor, a would-be parliamentary candidate, and a campaigner.   
When I arrived in the late 1960s, industry on the Clyde was undergoing a wrenching change, as shipbuilding became ever less competitive in the face of pressure from emerging economies. The west of Scotland also suffered from a similar secular decline in manufacturing generally. 
The immediate effect of this decline were extremely difficult – unemployment, depopulation, the fabric of the city wearing thin.  Some, quite understandably, did all they could to keep the old industries alive, with subsidy, nationalisation, and so forth. I marched down Sauchiehall Street with the late – and great – Jimmy Reid. But resistance to change meant years of fighting against the global economic tide.
Fortunately, the city and region’s longer term strategy has been more successful.  A key moment was the award of European City of Culture in 1990, which helped to mark a gradual diversification into other industries; a big change from 20 years earlier when there was discussion of proposals to sell art galleries to pay for more council houses. Manufacturing remains strong, if not in the same heavy industries as before. And there are far more diversified services. There is now a rising, no longer declining, population.   A river that was once badly polluted is now fit for tourism. Which was becoming the second poorest city in Europe after Naples has evolved to create  a Digital Media quarter, large television studios, thriving retail quarters, and promises to provide a splendid venue for the next Commonwealth games. 
Looking more widely, Scotland’s shift from heavy industry to a lighter, higher technology model has clearly benefited from close links with Scottish universities like Stirling.  I notice there is even a specific Web Interface for helping SME’s to make the most of your research.  

So the thirty five years since I lectured on Smith have demonstrated that economic rebalancing is possible.  I am not for one moment pretending it was easy, or that it happens naturally without huge efforts. In fact, I am proud to have contributed to the preparatory work that led to the Scottish Development Agency, now Scottish enterprise that helped this process along.  Government has a big role in cushioning the transition – this is one reason I defend my department’s role in promoting skills as essential not only for the economy but for social ends.  Scotland has shown how it can be done. 

That is just as well, because in the UK more generally, we have just as great an imperative to reshape our economy to make it fit for the future.   

This time, the problem isn’t dependence on an uncompetitive industry in secular decline.  In fact, the manufacturing that remains is in extremely lean shape.  The problem instead has been that great damage has been done by the collapse of a bubble-driven based on inflated property markets, excessive consumer debt and overweight banks, diverting resources from real areas of strength. 
One is manufacturing.  As the City burgeoned and capital flooded into the UK, the exchange rate appreciated, making it ever harder for manufacturers to compete in both domestic and international markets.

Then came the recession.  A crisis that put a massive premium on preserving capital led to an immediate cut back on physical stocks – which means manufacturing inventories and plant.  Services, in contrast, are not so easily hoarded or shed, and therefore respond in less dramatic fashion to such turbulence.  Sterling’s fall – a reflection of our financial fragility rather than deliberate policy – has helped but we must ensure the relief is not just temporary. 
Manufacturing has a future, not just a past. Too much has been made of the UK manufacturing industry’s supposedly terminal decline. The idea has taken root both within British public’s image of themselves, but is greatly exaggerated.  Britain’s manufacturing output, even in depressed 2009 was worth more than newly industrialising South Korea’s and former industrialised Russia’s. We are the world’s sixth biggest manufacturing country and, as a share of GDP, it is bigger than the US or France. 

Our relative decline in world market share reflects the prodigious growth of China more than anything else, in a global division of labour from which we have drawn much benefit. 
So although manufacturing now constitutes around 12% of GDP, compared to 30% in 1970, this should in no way be taken to mean “we are no good at manufacturing, and should ignore it”.   

It now looks like manufacturing might lead the UK out of recession, and produce the higher exports that we need as part of our rebalancing.  However, once beyond this cyclical recovery, I am determined that our longer term economic structure also has a greater component of manufacturing in it. 

You might well ask how.  In the current financial climate I can’t afford to go around the country, handing out large subsidies to deserving recipients, no matter how strong their case.  

But there are still key choices to make.  A good start is to have a reasonable understanding of where the UK can prosper, and where it may struggle.   We can’t easily return to the industries of the past. We will only succeed if we can capture a greater share of the high-value end of the market – those activities that rely on high skills, sustained investment, strong technology, leadership in science. 
Britain already has a lead in key technologies in oil and gas, space technology, life sciences and in low carbon industries.  We have an excellent creative sector- design, media, publishing or computer games.  Our aerospace and pharmaceutical industries already earn a big export surplus.   
How can government help?  At the UK or Scottish level there are useful things we can do. 

For example, take skills.  Most UK companies put a lack of skilled labour as a perennial concern.  Yet currently only 11% of manufacturers employ apprentices or trainees. I have often expressed my distaste for ingrained British prejudices that put apprenticeships so low in esteem.  We must make it easier for more small businesses to take on apprentices. Where my remit extends south of the border I am re-directing money even at a time of cuts to create 50,000 high quality apprenticeships focused on SMEs. 
Smarter regulation is another area where the Government can help. This is more than just cutting red tape – necessary though that is – but about implementing regulation that helps to make markets and spur innovation. Regulation in the pharmaceuticals sector, for example, has been embraced worldwide and it has been accompanied by dramatic medical breakthroughs over the last four decades and the pharmaceutical sector is now an important part of the economy. 

There are plenty of other areas the government can help, without unsustainable wads of cash from the taxpayer or the bond market.   No economist worthy of the name – and certainly not Smith – would subscribe to the belief that all markets are perfect and complete.  The most obvious example is in the access to finance, where the banking system including two in particular based in Edinburgh have lurched recklessly in mortgage banking and investment banking to a severe credit squeeze for small and medium sized enterprise. Government clearly has a role through banks it owns, regulation guarantees and competition policy to get flows of capital to where the economy needs them.   There is a huge amount we are able to do, encouraging new entrants, fostering new markets – and of course keeping macroeconomic conditions stable. 
Another market failure lies with those long-term, infrastructure projects that lie at the heart of our efforts to decarbonise the economy.  This needs long term capital.  Banks borrow short, and therefore cannot easily lend long without running undue risks.  But there are significant funds sitting on the sidelines in pension funds and insurance companies, in need of a safe long term return.  The market is failing to bring together these two urgent needs.  That is why we are setting up a Green Investment Bank which to help complete this market.  

We should also be open-minded; perhaps the best example is the ‘Fraunhofer’ model, a network of institutes that provide the German economy with a reliable conveyor belt from research to application to commercial realisation.  In the UK, we have some examples of this – the Advanced Manufacturing Centre (in Sheffield), for example – but our approach is too scattered, too piecemeal and with none of the long term funding that leads to industrial confidence.  So I am planning to rationalise this into what I like to call Hauser centres, building on the recommendations of the great inventor-entrepreneur Herman Hauser and including Scottish institutions. 
The final point I would make may sound like a perverse one.  Many countries over the years have tried to support industry by protecting it – by sheltering from the global markets that they see as a threat.  This is where I must return to Adam Smith.  Trade and the division of labour it produces is nearly always an unmixed good.  Protection is no more healthy for an economy than training against weak sides is good for a football team. Smith pointed out that it leads to monopoly, higher prices, and cannot increase “the general industry of society”.   The economy must instead be competitive and outward looking, open for trade and foreign investment. The advantages of this approach were first definitively set out almost 250 years ago in Scotland and they remain as valid as ever. 
2317 words. 
