The Welsh economy and the labour market
David Blackaby1,5, Stephen Drinkwater2,5, Phil Murphy1,5, Nigel O’Leary1,3,5 and Anita Staneva4
1

Swansea University; 2University of Roehampton; 3National Institute of Labour Studies, Flinders
University, Australia; 4University of Sydney, Australia; 5Wales Institute of Social & Economic
Research, Data & Methods (WISERD)
https://doi.org/10.18573/wer.228

Introduction
This paper takes a brief
review of the labour market
performance of Wales over
the last 20 to 30 years, and
some of the challenges it has
faced and will face going
forward.
These include,
public sector pay and
employment, the quality of
education, trends to more
flexible labour markets, and
Brexit.
Wales faced a major
challenge of restructuring its
economy
following
the
decline of staple industries in
the 1970s. During the 1980s
and 1990s it was claimed
(mainly by politicians) that
the Welsh economy had
been
successfully
transformed. The coal and
steel industries, the back
bone of the industrial
economy in the late 1970s,
had declined, and were being
replaced by lighter and more
buoyant
manufacturing
industries helped by the
influence and relatively large
amounts of foreign direct
investment (FDI). The view
did not go unchallenged, and
it was often noted that Wales
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was near or even at the
bottom of the regional
economic league tables
measuring
economic
prosperity. For example, in
1970 gross domestic product
(GDP) in Wales was 92% of
the UK average, and by 1983
it had fallen to 88%. As
shown in Figure 1, it was
down to 76% in 1997,
reaching a low of 71% in
2010
before
increasing
slightly to 73% by 2016.
GDP as a measure of
economic welfare has been
subject to controversy, but
despite its many weaknesses
remains a principal yardstick
and
starting
point
in
assessing the level of
economic
activity
and
welfare in a country.
Within Wales a substantial
gap in levels of GDP per
head exists between East
and West.
Proximity to
Offa’s Dyke and its major
lines of communication to
neighbouring English centres
of population are major
characteristics of the more
successful areas. In 2016
GDP per head of population
was £19,140 in Wales whilst
it was only £17,137 and
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£17,381 in Mid Wales and
South
West
Wales
respectively. However, the
notion of an East-West divide
is too simplistic since great
economic inequalities exist
between communities within
regions.
Earnings
The level of earnings and
employment
rates
are
important components of
GDP and again both are
relatively low in Wales
compared to England. In
2017 Wales was at the foot of
the regional earnings league
table, with a weekly earnings
average of £579 per week,
compared with £672 in
England, £638 in Scotland
and £584 in Northern Ireland.
As shown in Figure 2 the
relative position has not
improved since devolution,
when in 1997 earnings in
Wales were above those in
Northern Ireland and the
same as in Yorkshire and the
Humber, the area in England
with the lowest level of
weekly earnings. Wales has
not always been at the foot of
the earnings league table. In
1971 earnings in Wales were

Figure 1: GVA by UK country, 1997-2016, UK=100.

Source: StatsWales
above those in Scotland,
Yorkshire and Humberside
and the North. It was only
after 1979 that male weekly
earnings in Wales fell below
those of all ‘Northern’
regions.
For females in
1971, Wales was close to the
top of the regional earnings
league table, second only to
the
South-East
(which
included London).
This
position
was
generally
maintained up until 1978
after which relative female
earnings showed a general
fall relative to Great Britain
along with other ‘Northern’
regions.
Relatively low
earnings in Wales reflect its
industrial and occupational
structure. The decline in
manufacturing and coal

industries
which
paid
relatively high wages, lack of
a financial sector, the growth
of relatively low paying
service jobs, where trade
union
membership
and
national collective bargaining
levels are lower, are part of
the explanation.
Whilst Wales is at the bottom
of the UK regional earnings
league table substantial
regional variation in earnings
exist within Wales, with clear
evidence of a rural/urban and
East/West divide. Gwynedd
had the lowest level of
earnings in 2017 (as it did in
1997) at £412 per week,
compared to £536 in
Flintshire and £529 in Cardiff.
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Unemployment
The restructuring of the
Welsh economy has been
accompanied by relatively
high levels of unemployment,
with large local variations.
The ease and speed with
which individuals found work
depended
on
the
characteristics
of
the
unemployed and the health
of the local labour market.
Those
labour
markets
heavily dependent on a small
number of firms and in
sectors in relative decline
faced
considerable
problems, particularly many
of the mining communities in
the South Wales Valleys.
However, Figure 3 shows
unemployment
on
a
downward trend and regional

Figure 2: Average gross weekly earnings by UK country, 1997-2017, £.

Source: StatsWales
differences across countries
are relatively small even in
the
early
1990s
and
2007/2008 recessions. This
has not always been the
case, up until the 1990s the
patterns
of
regional
unemployment disparities in
Britain were relatively stable
and diverse with Wales being
a
relative
black
spot.
Recessions
were
also
accompanied by increases in
the dispersion of regional
unemployment rates.
For
example, in the 1980s
recession
regional
unemployment differentials
became wider than at any
time since the 1930s, with
Wales and Northern regions
particularly badly affected,

rekindling the debate over a
North-South divide. By way
of contrast, the two most
recent recessions were more
broadly based with a similar
impact on all regions.
Employment
However,
reductions
in
regional
unemployment
dispersions
masked
relatively high levels of
inactivity
and
low
employment rates in Wales
holding back levels of
prosperity. In the recession
of the early 1990s the
difference
between
employment rates in Wales
and England was over 5
percentage points and below
Scotland, but above Northern
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Ireland (an area which has
also suffered with relatively
high levels of inactivity). The
gap with England fell before
the start of the 2007/08
recession, when it again
increased before narrowing,
with a gap of less than 3
percentage points in 2017.
The reductions in economic
inactivity rates, followed the
introduction of policies by UK
governments (both Labour
and Conservative) to make
work
pay,
encouraging
moves from welfare to work,
through the introduction of
the
minimum
wages,
introduction
of
in-work
benefits and welfare reforms.
However, policies to address
relatively high levels of

Figure 3: Unemployment rate by UK country, %.

Source: StatsWales
inactivity have also been
given a high priority by the
Welsh Government, and
during the most recent
recession
it
introduced
ProAct
and
ReAct
programmes
(estimates
suggest around 10,000 jobs
were safeguarded in Wales).
The ProAct programme was
unique in the UK and
involved
offering
wage
subsidies and funding for
training to firms to help keep
workers in employment that
would have been made
redundant and helping them
become more competitive in
the upturn. However, this
recession
and
the
subsequent UK austerity

programme
did
have
important implications for
Wales.
Public Sector Pay
The financial crisis of
2007/08 lead to an increase
in the government deficit and
the Coalition Government
(2010) through its austerity
programme, put in place
policies to reduce the size of
the deficit through tax rises,
but mainly spending cuts to
reduce the size of the deficit
and eliminate it by 2015.
This had a number of
implications for Wales. First
welfare
reform
had
significant implications for
poverty reduction policies.
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Wales
has
a
higher
dependence on welfare
benefits
than
the
UK
generally. For example, in
2011 Wales had the highest
proportion of its population
receiving
Employment
Support Allowance (ESA) or
Incapacity Benefit (IB), a
significantly
higher
percentage of individuals
claiming benefits for five
years or more, and the
highest level of disabled
benefit claimants. Policies of
reducing in work and out of
work
benefits
have
implications
for
poverty
levels in Wales, which are
higher than in England,
Scotland
and
Northern

Ireland (Joseph Rowntree
Foundation,
2018).
In
addition
these
policy
changes are also taking
purchasing power out of the
economy with subsequent
knock on effects through
economic multipliers.
In addition the government
introduced a two year public
sector pay freeze for workers
earning over £21,000 per
year. It was estimated that
by 2014/15 the pay freeze
would save £3.3 billion a
year.
The
austerity
programme would also lead
to the loss of approximately
three quarters of a million
public
sector
jobs
by
2016/17.
In the Autumn
Statement of 2011 the
Chancellor of the Exchequer
announced that the pay
freeze would end in 2012/13,
and would be followed by pay
awards of 1% for the
following 2 years.
The
government justified this
policy by citing research by
the Institute of Fiscal Studies
(IFS, 2011) which showed a
public/private sector pay
premium of 8.3%. This IFS
research
also
outlined
substantial
regional
variations
in
this
pay
premium being found to be
largest in Wales (18.0%),
followed by Yorkshire and
Humberside (13.4%) and
Scotland (13.4%). The South
East (0.5%) and London
(4.6%) were found to have
the smallest differentials.
Following this evidence the
Chancellor asked a number
of the independent Pay
Review Bodies to examine
how public sector wages

would be made more
responsive to local labour
market conditions1.
Given the importance placed
by the Treasury (2012) on
the findings of the IFS
research, economists at
Swansea
University
(Blackaby, et al., 2012b)
subjected the IFS research to
a robustness test.
This
research revealed that IFS
findings were sensitive to a
number of measurement
issues, such as which
controls were included in
their regression equations,
how some variables were
measured, and the time
period chosen to undertake
estimation.
The
IFS
research estimated a fairly
simple earnings equation,
including age, age left full
time education, and some
interaction terms.
This
research therefore did not
include many factors which
economists have found to be
important when predicting
earnings.
Research at
Swansea University found
that when estimating the
public sector pay when
including additional controls
(such as job tenure, plant
size,
qualifications
and
occupational controls) the
public/private pay differential
fell substantially, and in the
case of Wales, was halved in
size from 18% to 9%.
Inclusion of plant size was
found to be particularly
important. The IFS in later
work, (Cribb, et al., 2014)
argue against the inclusion of
such variables, as they may
be picking up monopoly
effects, and so some of the
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mechanism through which
public sector wages are
artificially inflated. Blackaby
et al. (2018) recognised the
possibility
of
monopoly
elements,
but
when
undertaking such analysis
suggested it is important to
make
appropriate
comparisons. The majority
of public sector employees
work in large establishments,
and it would be inappropriate
to compare a civil servant
with someone working in a
corner
shop
while
undertaking such analysis.
Rather
private
sector
comparisons
should
be
made
with
employees
working in large private
sector companies with a
large regional spread.
The research by Blackaby et
al. (2018) revealed that the
regional wage differentials
between public and private
sector pay generally decline
as plant size increases.
Particularly striking in this
research was the scale of the
public sector premium over
small firms, at 38.5%, for
males in Wales. However
when comparisons were
made with private sector
plants employing greater
than 500 employees these
differentials were eliminated
in Wales, and were even
negative in some other UK
regions. A similar figure is
found for females when
making this later comparison.
These findings emphasise
the importance of including
appropriate controls when
undertaking
comparability
exercises.

An additional complication
with the IFS research for
policy setting is that the
public/private sector wage
differential is known to vary
over the business cycle,
being higher in recessions
and falling in periods of
recovery,
reflecting
the
greater
labour
market
flexibility in the private sector.
Disney and Gosling (2008),
for example, reveal the raw
public/private sector wage
differential increased sharply
in the two recessions in the
early 1980s and 1990s.
Again, when using an
earnings equation including
the fuller set of controls
discussed above, Swansea
University research revealed
a UK female wage differential
above the male differential,
however,
the
wage
differentials
were
much
reduced, and in the case of
males, the differential was
usually
significantly
negative2.
When
this
analysis was conducted for
Wales (for the period 19942010), the male differential
was again rarely significantly
different from zero, whilst the
female
differential
was
significant at around 10% for
much of the period. These
results provide little evidence
for an extension of regional
pay, as it currently exists
outside of London and the
South East. These findings
are also consistent with the
research of Income Data
Services (2012) who find
when using case studies to
examine private sector wage
behaviour that almost all
large companies in the
private sector with branches

across the country operated
with national pay structures
and usually had only 4 or 5
different payment zones.
In light of evidence presented
by the Pay Review Bodies on
the size of the public sector
pay premium, including the
costs of introducing and
administrating
regional/
market facing pay, the
Chancellor in the Autumn
Statement stated that the
Government would not be
pursuing
further
market
facing pay in the public
sector.
If this had gone
ahead, in line with IFS
research, salaries of some
public sector workers could
have been reduced, with
implications for recruitment
and
retention
of
the
workforce, and the quality of
the provision of public sector
services in Wales. As with
welfare cuts, purchasing
power in Wales could have
been
reduced
with
consequential
multiplier
effects on the economy.
This Swansea University
research also questioned
whether
it
is
always
appropriate for the public
sector wages to mimic wage
structures in the private
sector. The IFS research,
and the results outlined
above
find
a
larger
public/private sector wage
differential for females than
males. Does this suggest
that females are overpaid
and should have their wages
cut? Such a case was not
made by the Government or
the IFS although the logic of
mimicking wage structures in
the private sector could have

6

led to this conclusion.
However, it could be that
more
discriminating
employment practises exist
in some private sector firms
and some firms have not
implemented the sort of
equal opportunities policies
which are routinely found in
the public sector.
Full
comparability with the private
sector would increase the
gender pay gap, reduce
pensions
and
increase
inequality.
Gender Pay Gap
In terms of the gender pay
gap in Wales, Blackaby et al.
(2012a) find that the gap in
Wales was smaller than in
the UK and greater progress
has been made in closing the
gender pay gap since
devolution.
Part of the
smaller gender pay gap was
found to be due to structural
factors.
As
already
discussed, Wales has a
relatively high proportion of
public sector jobs, and the
gender pay gap is smaller in
the public sector than in the
private sector.
Also the
finance sector is relatively
small in Wales and a
relatively large gender pay
gap is found to exist in this
sector. The UK gender pay
gap has tended to fall over
time, although the rate of this
decline has been less
marked more recently. The
big fall in both Wales and the
UK occurred around the time
of the introduction of the
1970s Sex Discrimination
Act. Between 1970 and 1981
the gender pay gap in Wales
was similar to that in the rest
of the country. After 1983

there was some relative
improvement in the gender
weekly earnings gap, after
1996 in particular Wales has
generally done better than
the UK in closing the gender
pay gap.
Zero-hour Contracts
The increasing use of zerohour contracts is a growing
trend which has implications
for earnings and employment
stability. Using Labour Force
Survey data the ONS (2018)
reveals there were over
900,000 individuals in the UK
on contracts where they are
not guaranteed any hours in
a given week.
This
represents 2.8% of all people
in employment, and data
reveals
a
substantial
increase in their use since
2012. For example, between
2000 and 2008 there were
well below a quarter of a
million individuals in such
jobs. Their research also
revealed that those on zerohour contracts are much
more likely to be young, parttime,
female,
ethnic
minorities,
in
full-time
education and around a third
wanting to work more hours.
The TUC (2014) noted that
such contracts may be
helpful to employers in
providing flexibility, but note
that such contracts can be
used to exploit employees.
They quote research from
the Chartered Institute of
Personnel and Development
(CIPD) that found half of
such workers earned less
than £15,000 per year in
contrast to just 6% of all
employees. They also note
that the variability in earnings

for this relatively low paid
group can lead to difficulties
in claiming certain benefits to
which they would be entitled.
National Assembly for Wales
(2016) research brief reveals
that in December 2015,
48,000 individuals in Wales
were on zero-hour contracts,
the third highest of any
devolved nation or English
region, after the North West
and South West. It also
notes
research
commissioned by the Welsh
Government into this issue in
Wales finds, “advantages
tended
to
accrue
to
employers
and
the
disadvantages
to
employees” and in the social
care sector in particular,
leads to high turnover which
has a detrimental impact on
such provision.
Clearly
legislation and regulation
may need to be introduced in
this area to protect the
wellbeing and welfare of
such workers.
Education
An important determinant of
an individual’s earnings is the
level
of
qualifications
obtained and the amount of
job training undertaken.
Investment in human capital
is
also
important
in
determining an economy’s
growth potential.
Only
through investing in human
capital can an economy
harness the full potential of
its physical capital.
It is
therefore vitally important
that the Welsh schooling
system is fit for purpose as
the most important part of
formal training takes place in
school.
As a result, the
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quality of schooling and
decisions taken in this area
influence life time and career
opportunities for the next 40
years.
Not only does
education increase lifetime
earnings, but unemployment
rates are strongly linked with
qualification levels.
Much has been written on the
education system in Wales
since devolution and not all
of it favourable.
For
example, Burgess et al.
(2013) when examining the
relative fall in GCSE results
(equivalent to 1.92 GCSE
grades per student per year)
when compared to England,
suggested a large part was
played by the abolishment of
school league tables in 2002.
They
find
significant
differences across schools,
“with the effect concentrated
in schools in the lower 25% of
the distribution of ability and
poverty. Schools in the top
quantile of the league tables
show no effect”. Given the
problems already faced by
children in these areas such
a
result
is
extremely
concerning. Power (2016),
however, questioned the
widespread criticisms of the
education system in Wales
and
noted
the
large
differences in funding levels
between Wales and England.
She also discusses research
by Rees and Taylor (2014)
which outlines how, given the
higher levels of poverty found
in Wales, one would expect
lower levels of educational
achievement, and when such
controls are included in their
analysis the attainment gap
is significantly reduced. She

also cites research that
reveals, “that ‘poor’ children
in Wales and Scotland
generally report greater
levels of wellbeing than
comparable
children
in
England.”
Rees and Taylor (2014) and
Power (2016) noted that
critics of the Welsh education
system often cite evidence
from PISA to justify their
claims, and they outline
some of the problems with
this data set for making such
comparisons. However, the
OECD (2017) noted that it
was the disappointing 2009
PISA results that lead to the
start of a comprehensive
school
improvement
programme
being
implemented in 2011. Taylor
and Rees (2014) also
conclude that whilst the

relatively poor performance
of the education system in
Wales may have been
exaggerated, “there is at
least a prima facie case that
attainment levels in Wales
lag
behind
those
in
comparable countries to
some degree”.
Obviously an education
system should be about
more than driving economic
development.
However,
following devolution, Wales
has had the opportunity to
change its education system
to improve life choices and
reduce poverty, but it is not
clear that this opportunity has
been
grasped.
The
emphasis
following
devolution appears to have
been on nation building with
an emphasis on bilingual
education.
However, an
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important feature of the
economy over this time has
been the move away from
manufacturing and towards
business and miscellaneous
services, and this trend is
forecast to continue with
implications for skill needs in
the economy. Yet have we
planned for this, and have
appropriate
curriculum
changes been made? For
example, does the schooling
system provide sufficient
business and economic skills
to its pupils? The concern
that the education system
may not be delivering the
necessary skills required by
the
labour
market
is
longstanding. Back as far as
1776, Adam Smith in the
Wealth of nations wrote, “the
greater part of what is taught
in
schools
and
universities…does not seem

to be a proper preparation for
that of business”.
The
economics of education
literature clearly show that
curriculum matters.
For
example, the IFS found,
when
examining
the
economic
returns
to
university
degrees,
that
these vary widely, with
relatively large returns to
degrees in economics (see
Table 1), but where is this
discipline taught in the school
curriculum? Research has
also
shown
that
management skills in the UK
are
relatively
poor
in
organisations,
and
has
contributed
to
reduced
productivity and inhibited
economic performance.
Brexit and regional policy
As well as educational
quality, Wales faces other
challenges going forward.
Brexit could have dramatic
implications for the Welsh
economy,
although
the
trading arrangements after
Brexit are still to be agreed,
so costs and benefits are
unknown. However, when
assessing
the
likely
implication, Emmerson et al.
(2016)
summarised
the
findings from a number of
forecasters, under a number
of scenarios before the
Referendum and noted,
“assuming WTO rules, the
NIESR, CEP and HM
Treasury found that GDP
would be more than 7% less
in the long run than it would
otherwise have been”. The
relatively large agricultural
and manufacturing sectors in
Wales, the latter with its
complex international supply

chains
and
just-in-time
production methods could
also be particularly badly
affected.
Exit from the single market
could also have implications
for foreign direct investment
(FDI) inflows into Wales.
Dhingra
et
al.
(2016)
conclude, “that leaving the
EU will reduce FDI inflows to
the UK by around 22%”. A
large proportion of FDI into
the UK was undertaken to
avoid EU tariffs.
Wales
benefitted significantly from
this investment, and through
offering financial incentives
as part of regional policy help
address the problem of
growing regional inequalities.
Whilst having around 0.5% of
the EU population between
1982 and 1994 Wales
received almost 5% of FDI
into the EU, resulting in 30%
of
employees
in
manufacturing
being
employed
by
foreign
companies
in
1992.
Employment in such firms
has been found to bring both
individual and economy wide
benefits through high wages,
higher productivity, high
growth rates, higher exports,
being more capital and R&D
intensive, when compared to
domestic firms, as well as
providing
positive
productivity spill-overs for
domestic firms which are part
of the supply chain.
Exit from the EU also leads to
uncertainty in the area of
regional aid. Since 2000
Wales
has
received
approximately
£5bn
in
Structural Funding from the
EU, given the relatively low
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level of GDP in West Wales
and
the
Valleys.
Consultation has already
taken place on what will
replace Structural Funding;
proposals include a Shared
Prosperity Fund to help
reduce economic inequalities
across the UK. A danger for
Wales, the only area in the
UK receiving the highest
rates of EU support, is that a
new policy might spread
support more evenly across
the UK. If it follows current
Industrial Strategy thinking it
may be based on identifying
places that have, “the
potential
to
contribute
towards economic growth”,
so based on impact rather
than current need, which
could be detrimental to
Wales.
The shape of regional policy
in the UK, however, has
already changed, with a UK
initiative leading to the
creation of City Deals. City
Deals totalling £2.5bn have
already been signed for the
Cardiff and Swansea City
Regions and there are plans
for a similar arrangement in
North Wales. Concerns have
been raised around the
transparency of City Deals
and
governance
arrangements and lack of a
deal for Mid Wales regions.
Such deals also add to the
structure of bureaucracy
surrounding
economic
development policy in Wales,
given that Wales already has
devolution which does not
exist in England. Such deals,
initiated from London, lack a
coherent all Wales approach,
with certain parts of Wales,

especially rural areas, which
are already economically
disadvantaged, being left
out.
To date regional policy in the
UK has recognised the
importance of attempting to
reduce regional inequalities.
In the 1970s, in recognition of
the special needs of Wales,
Scotland
and
Northern
Ireland, the Barnett Formula
was introduced. This formula
resulted
in
the
less
prosperous areas in the UK
receiving a higher level of
government expenditure per
head than England.
In
addition, many public sector
jobs have been moved out of
London to less prosperous
areas such as Wales.
Perhaps Wales requires its
own internal type Barnett
Formula, and a more active
strategy of moving public
sector jobs out of the capital
to help more effectively

spread economic prosperity
throughout all of Wales. Tax
raising powers as currently
formulated takes away some
of the safety net of the
current system. Exchanging
some of the Barnett funding
for tax raising powers, may
only increase relative funding
available for public services if
Wales out performs the rest
of the UK. There is a move
away from a needs based
approach to regional policy,
to one based on potential
and performance, which
could result in some of
Wales’ poorest areas falling
further behind.
Conclusions
Some of the challenges
facing the Welsh labour
market going forward are
new and some old. Wales
still does not have a dynamic
high paying sector of
sufficient size to transform its

economy and significantly
raise
relative
prosperity
levels.
It is now overly
dependent on a relatively
large public sector, both in
terms of employment and in
supporting average wage
rates. If economic prospects
in Wales are to significantly
improve it would require a
world class education system
to support domestic firms
and to attract new FDI. Brexit
has potentially important
implications for Wales given
its
relatively
large
manufacturing
and
agricultural sectors, and its
current relatively high level of
EU
support.
These
challenges will require a
labour
market
to
be
responsive to current trends
and
pressures,
and
government
support
to
prevent an increase in
inequalities both amongst
individuals and across areas.
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Endnotes
1. The Treasury (2012) evidence to the Pay Review Bodies also suggested that more market-facing pay
would help businesses, particularly in areas where public sector pay is relatively high. Faggio and
Overman (2014) find only limited support for this crowding out hypothesis, whilst Welsh Government
concluded that there was no evidence of crowding out in Wales (see Hutt, 2012).
2. Research by the ONS (2012) also found that when introducing organisation size into wage equations,
that the public/private sector wage differential fell from 7.3% to 2.2%.
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