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ABSTRACT

This paper argues that the analysis of recent developments in
regional policy in Britain has to be placed in the context of
other related deveiopments, Including 'thner city' policy, smalt
firms  policy, partnership with the private sector, and
deregulation. Mainstream reglonai policy has declined in
relative significance since the mid 19708, and in terms of
targetting of grants {is focussed on smaller areas than
‘regions'. The other related developments are focussed on very
limited areas, normally smaller than a single conurbation or
local authority area. ironically, this small area focus has to
some extent been reinforced by the supranational level of
European Community policy. Policies, as well as representing
packages of intended outputs, can aiso have Important symbolic
political significance, and this is reflected in some of the
recent changes in departmental responsibility for regional and
related policies.



THE DEVELOPMENT OF BRITISH REGIONAL POLICY

This section briefly outllines the development of regional policy
in Britain, while the next section describes in more detail the
changes introduced tn 1984 (see also Lee, 1970; McCrone, 1969;
McCalium, 1979). The purposes of this section are, first to
provide the historical background of the evolution of policies,
many of which have residues in the form of present arrangements.
Secondly, the cataloguing of these developments serves as a
reminder  that with so many changes in the past we should not
assume that the current pattern is fixed. Thirdly, by looking at
past developinents we can avoid drawing over-general conclusions
from the current, perhaps ephemeral, arrangements.

The earliest forms of regional policy were available in
Special Areas designated in 1934, covering parts of South Wales,
North-East England, Cumbria and the Clyde Valley (see Map 1).
The policy was largely administered through two unpaid
Commissions for the depressed areas, onhe for England plus Wales
and one for Scotland, under the loose control of the Ministry of
Labour (see Lee, 1970, 18-20). At first no powers were available
to provide subsidies to private firms, but ncentives in the
form of loans, grants and tax relief were later made available.
The building of factory estates played an important part In
policy.

Under the Distribution of Industry Act 1945 certain areas
in which there was or was likely to be a special danger of
unemployment were designated development areas, which were
similar to the pre-war special areas but with enlarged
boundaries. Responsibility for the distribution of industry was
given to the Board of Trade. The provision of factories played
an important part in attracting firms to particular locations in
the immediate postwar period.

1951 saw the return of a Conservative government, and the
1950s and the early 1960s are generally recognised to have been
a ‘policy off' pertod for regional policy. While the stick part
of regional policy, that is the regulation of industrial
location through industrial development certificates (IDCs) was
administered by the Board of Trade, the carrot was administered
partly by the Board of Trade and partly by the Inland Revenue.
In the 1950s and the first half of the 1960s, financial
assistance was mainly in the form of depreciation allowances and
investment allowances administered by the Inland Revenue. No
special staffing structure was set up specifically to deal with
investment allowances.

Following concern at lucreases to what were then regarded
as high levels of unemployment in some regions, the Conservative
government began to take a more active regional policy stance in
the early 1960s. The Local Employment Act 1960 abolished the
development areas and provided for the establishment of a larger
number of smaller development districts. Under the Local
Employment Acts of 1960 and 1963, selective assistance could be
made available, and was administered through the regional
offices of the Board of Trade, though with approval being
granted from the centre in all cases.

The election of a Labour government in 1964 saw a return to
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the idea of development areas. The 1966 iIndustrial Development
Act provided for investment grants of 20% (later 257) for the
whole of Great Britain, but with a higher rate of 407 (later
45%) applying tn the development areas. There was therefore a
need for machinery to cover the whole country and not just the
development areas. The investment grant system was administered
by five investment grant offices situated in Glasgow, Cardiff,
Billingham, Bootle, and Southend, involving a total staff of
1,000.

The selective assistance avallable under the Local
Employment Acts of 1960 and 1963 was modified by the Industrial
Development Act 1966. The selective assistance took the form of
loans on favourable terms, building grants, removal grants, and
operational grants. In contrast to f(nvestment grants, these
forms of assistance were normally negotiated case-by-case and
linked to the provision of new employment, or in some cases the
preservation of existing employment, The grants were
standardised by statute or administrative decisions, but loans
were more flexible. The administrative machinery for processing
this assistance comnsisted of the departmental headquarters in
London (initially the Board of Trade and later the Ministry of
Technology), the departmental regional offices, and an advisory
committee (Field and Hills, 1976, 211). The regional offices
were not authorised to approve assistance even in small cases.
Both the investment grant offices and the regional offices
dealing with selective assistance were limited to apphcation
processing and could therefore be described as deconcentrated
units without discretion.

Another form of spatially discriminatory assistance
introduced in September 1967 was Regional Employment Premium
(REP), which was payable on the basis of employees for whom
Selective Employment Tax (SET) was payable and who worked in
development areas. Although SET was abolished in 1973, these
conditions governing eligibility still applied untit REP itself
was abolished at the beginning of 1977, and the administrative
arrangements were carried out by the Department of Employment
rather than the Department of Industry. The policy significance
of REP lay in the fact that it was a labour subsidy, while most
regional assistance subsidised capital.

in addition to these carrots, the stick of IDC control
continued to exist and was now applied in a more vigorous way.
pDistribution of industry functions remained with the Board of
Trade until October 1969, when they were tranferred to the
Ministry of Technology. The discretion of controllers at the
Board of Trade was in part expressed in terms of the size of
factory or factory extension to which they could decide on the
issuing of IDCs. However, regional discretion was exercised
strictly in  accordance with centrally determined policy. The
large majority of planning applications were dealt with by
regional controliers. Regional controllers in the Midlands.
South East England, and Wales interviewed by Cross (1970, 440)
did not feel that they could or should exercise a wider range of
discretion. It was also felt that industry would view
unfavourably the inconsistencies of treatment which a wider




range- of discretion at regional level would entail. This
tllustrates a much more general attitude about British ideas of
territorial Jjustice: the rather paradoxical view that spatially
discriminatory policies should be determined and administered in
such a way as to ensure equality or consistency of treatment.

in November 1967, the government announced the designation
of Spectal Development Areas within the existing areas eligible
for extra assistance. These were mostly declining coal mining
areas., Areas with unemployment lower than that of the
development areas but above the PBritish average were concerned
that their industrial prospects would be adversely affected by
the incentives available In the development areas. This concern
led to the setting up of the Hunt Committee iIn 1967, which
reported in 1969, recommending the establishment of intermediate
areas In the North West and Yorkshire and Humberside which would
benefit from building grants, derelict land clearance, and a
relaxation of IDC controls. The Labour government partially
implemented the recommendations before losing office In 1970.
The effect of these changes was to Introduce greater
differentiation tn the types of areas and to extend the total
area covered.

The period of the 1964-70 Labour government also saw the
establishment of institutions concerned with regional
planning'. In 1964 the government announced plans for the
machinery of government at regional level. The Department of
Economic Affairs (DEA) was given responsibility for regional
planning and England was divided into eight economic planning
reglons, with Scotland and Wales forming separate planning
regions. Regional planning continued to be the responsibility of
the DEA until 1969 when, following the disbandment of the DEA,
responsibility for regiona! planning was transferred to the
Ministry of Housing and Local Government (which was later merged
into the Department of the Environment). At the same time, most
of the Board of Trade's remaining industrial sponsorship
functions passed to the Ministry of Technology, including
responsibliity for the distribution of Industry.

The establishment of the economic planning regions was
accompanied by the formation of the two sets of bodies: Regional
Economic Planning Boards (REPBS) and Regional Economic Planning
Counclls (REPCs). The REPBsS were composed of regional offlcers
of the departments dealing with aspects of regional planning and
were chailred by the reglonal officer of the DEA (later of the
Department of the Environment). A notable omission from the
departments represented on the Boards was the Treasury. As
Leruez (1975, 158) points out: Ut is remarkable that the
Treasury was not represented; this would have been unthinkable
in France.! The REPBsS' main job was to coordinate the work of
the varfous departments and cooperate with the REPCs in the
preparation of medium-term regional economic plans within the
terms of the lll-fated National Plan. The regional office of the
DEA provided the secretarial staff for both the REPB and the
REPC,

However, the Board of Trade and the Ministry of Housing and )
Local Government retained executive powers over the main issues



of industrial location and land-use planning. By establishing
thelr own forms of coordination between their central and
regional offices and with local planning authorities it became
possible for these and other bodies in England effectively to
bypass the DEA (see Wright and Young, 1975). This refiected the
situation in Whitehall, where the DEA had been given general
responsibility for regional planning but had no statutory powers
to discharge the responsibility itself. The small amount of
administrative discretion accorded to regional offices meant
that the regional offices tended to look to their own London
headquarters for instruction or guidance, while variations
between departments in the degree of regional discretion allowed
also hindered coordination at regional level. Local authorities
looking for guidance or assistance also tended to ignore the
REPB and the REPC and even the regional offices of the
departments, and sought to deal directly with the departments in
Whitehall.

The REPCS had thirty or so appointed members, including
industrialists, trade unilonists, local authority councillors and
officials, and indapendent members. Each REPC undertook a study
for its region, taking into account the targets contained in the
National Plan. Many of these studies were not compieted until
after the Natlonal Plan had been abandoned in 1966. The main
weakness of the REPCs was that they were purely advisory and had
no power to take decisions. The REPCs depended on their ability
to influence planning decisions by local authorities, some of
which regarded REPCs as potential threats to their authority.
Once their planning studies had been published the REPCs
depended entirely on other bodies for their implementation. Not
surprisingly, there was considerable dissatisfaction among REPC
members about their lack of impact. Despite the abandonment of
the National Plan in 1966 and the abolition of the DEA In 1969,
the REPCs continued in existence until they were abolished by
the Conservative government in 1979,

The Regional Economic Planning Councils provided an
additional channel for the articulation of regional demands.
However, the lines of communication and decision-making were
essentially vertical between the relevant regional offices and
their Whitehall headquarters, rather than horizontal within the
‘planning' machinery at regional level. There was thus a minimal
impact of ‘regional economic planning'’ on the actual
administration of regional policy. )

Until the early 1970s, the system of administration of
industrial and regional policy was essentially Whitehall-
focused, and uniform throughout Great Britain, though there were
distinctive lobbying activities relating to Scotland and, to a
lesser extent, Wales. There was some deconcentration of
administration, but this was for the administrative convenience
of the centre, and was not designed to provide a regional focus
for policy-making or discretion in administration.

In 1970 the incoming Conservative government abolished
investment grants, replacing them by a system of tax allowances
with a substantially lower regional differential. However, in
1972 the Conservative government, as part of {ts now more




interventionist approach, Introduced regional development
grants (207 in development areas, 227 in speclal development
areas), which were avalilablie on investment by existing as well
as incoming firms, and a system of selective financlal
assistance wider than the old Local Employment Act measures. The
areas covered by some form of assistance were expanded, having
already been expanded In 1970 and 1971.

An Interesting feature of the administration of selective
financial assistance was the greater degree of delegation of
authority to regional offices of the Department of Trade and
Industry on applications up to certain specified limits.

The Labour government elected in 1974 retained the Industry
Act 1972 framework, while initially doubling REP (which the
Conservatives had intended to phase out). Administrative
responsibility for selective assistance in Scotland and Wales
was transfered to the Scottish and Welsh Offices In 197S5. The
Labour government, which had taken office In 1974, was unwilling
to devolve Industrial policy functions to the proposed
assemblies for Scotland and Wales, but was willing to strengthen
‘administrative devolution'. Scottish and Welsh Development
Agencles were also established, taking over responsibility from
existing organisations for factory bullding and management, land
clearance and renewal, and small firms. The agencles were also
given an industrial investment role, but this role was run down
following the Conservative's return to office in 1979. Both
agenclies later acquired important Industrial promotion roles.
The agencies have an Important symbolic significance; while
England has organisations which carry out stmilar roles to the
SDA (English Industrial Estates, Council for Small Industries in
Rural Areas, varjous regional Industrial promotion
organisations), English regions do not each have a single
organisation covering alt of these roles.

The Industry Act £972, and the changes In 1975, represent
the high water mark of explicit regional policy in Great
Britain in terms of the amount of assistance (see Table 1) and
the coverage of areas (see Map 2), though the 19608 and early
1970s were probably the period of greatest effectlveness of
regional policy. Since then there has been .a decline In the
absolute importance of regional policy, and its significance
relative to industrial policy as a whole and to other forms of
spatial economic and industrial policies.

This decline should be seen in the context of two related
features: the rise in unemployment throughout the United
Kingdom, and evidence of the declining effectiveness of regional
policy measures. As can be seen from Table 2, by the mid 1970s,
levels of unemployment in the previously prosperous regions had
become higher than the levels of unempioyment in the assisted
areas in previous pertods. (Map 3 shows the boundaries of the
regions to which the statistics relate) Indeed, the West
Midlands had by the early 1980s a level of unemployment higher
than the levels existing at the same time In previous black
spots such as Scotland, though Scotland's relative position
deteriorated in 1986. The availlable evidence suggests that
regional Industrial incentives were less effective in terms of



Tabla | Regional preferential assistance: expenditure at 1984/83 prices (fa)

Region 1974775 1975/76 1976/77 1977718 1978/79 1979/80 1990/81 1981/82 1982/83 1983/84 1984/83
Northern 392.0 4742 S%6.2 3037 2870 2208  189.7  208.0 475.8 1346 1222
North west 2860 2743 2332 130.8  159.2 1334 170.3 1863 1351 107.0  100.3
Yorks & Husber 5.4 9.0 68.1 1.2 87.6 "a 8.7 1.9 8.4 31.5 2.4
E. Nidlands 13.4 11 6.3 5.4 11 6.3 5.8 10.1 13.0 16.6 10.2
South west e 2.0 2.2 17.1 17.1 18.3 4.9 7.3 17.9 12.4 13.2
Scotiand 1.2 837,86 4730 268.0 266,86 1815 2370 259.4 4093 2347 6L
Wales 223 7.4 2534 1767 1909 1805 2205 2338 200.5  119.8 1407
6reat Britain 1462.5 17393 19965  871.6 1090.2  798.8 9155 10047 101L9 6607 610.0
N Ireland N/A NA 192.3 1741 203.8  185.9 1766 1276 1603 120.5 1349

Sources British Business, 14 June 1903, reprinting Parliasentary Answer of 3 June 1983,

Table 2 Uneaployasnt rates (percentages)

1974 1975 1976 1977 1978 1979 1980 1961 1962 1963 19@4 1985 1984

United Kingdoa 23 A1 46 49 A5 42 47 .2 10.3 108 1L 13 114
North 40 54 52 &9 7.0 6.9 100 131 144 155 165 163 163
Yorks. & Huaber 23 40 43 47 48 A3 T4 10 1.4 LY 128 127 133
€. Nidlands 20 35 38 41 37 35 &2 6.3 9.3 101 10.7 10.8 1.1
East Anglia 1.0 34 39 &1 36 31 52 I 6.2 84 84 B B9
South East 1.4 29 35 346 30 25 43 &4 73 29 B2 A3 64
South West 3.0 44 51 53 45 40 58 7.5 B4 %1 95 %8 10
¥. Nidlands 20 43 45 45 42 43 1.8 1.5 12,8 133 134 134 133
North West 3.2 55 &1 60 55 5.4 8.4 1.6 13.0 13.8 140 13.9 140
Hales 3.2 5.4 57 &3 60 55 9.0 116 12,9 132 139 139 139
Scotland 3.3 5.0 A0 &7 52 62 BT 112 121 127 131 133 W2
N. Ireland 45 47 7.5 8.2 B B0 1L 135 15.4 18,6 167 174 19.1

Sources Economic Treads. Notes Figures are Ath quarter seasonally adjusted.

Table 3 Public expenditure on prograsses related to regional policy 1980-1 to 1988-9

Outturn Estinate Plans

1980-81 1981-82 1992-B3 1983-84 1984-85 1985-84 1986-67 1987-69 1996-89 1969-%0

Urban Prograsaed 12 9% 160, 183 191 198 219 ay] 230 230
Developaent

Consission, etc. 13 i 15 Hi 2 27 1 2 30 30
Urban Developaent

Corporations 0 ] 82 9u a8 B 90 126 140 150

Note: # Departsent of Environsent only.
Source: Cand 9702-11, 1984, p. 140y Ca S56-11, 1987, p. 161
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Map 2 Assisted Areas, 1976
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Job creation in the 19703 than in the 1960s, and were somewhat
less effective In the second half of the 1970s than in the first
half (HC 378, 1983-4, 2).

The most dramatic cut In regional policy was the abolition
.in 1977 of Regional Employment Premium, the only labour subsidy,
as part of the package of public expenditure cuts assoclated
with the IMF loan of 1976. The effect of this on total regional
assistance can be seen from Table 1. The size of Reglonati
Employment Premium reflects the fact that it was a subsidy
payable to all relevant Industry in development areas, not
simply to those undertaking new Investment., 1977 also saw some
adjustments in areas covered; some areas were upgraded, but for
the first time, some areas, notably Aberdeen, were downgraded.

Another important development was the effective cessation
of the use of Industriai Development Certificates as a control
device from the mid 1970s, though they were not formally
abolished until 1982. Effectively, the gpovernment was no longer
willing to prevent firms setting up or expanding where they
wished, though they continued to provide incentives for them to
move to development areas.

The declining relative significance of regional policy was
in part due to the Increased emphasis which the Labour
government of 1974-9 placed on sectoral schemes. While the
subsequent Conservative government did not follow up this
approach it has has promoted schemes to encourage industry to
use advanced technology.

Another important change of emphasis was the recognition
that there were major economic and social differences within
regions between parts of large urban areas and their hinterland.
This led to the development of ‘Inner city' policies, which are
discussed in more detail in a later section.

The Incoming Conservative government of 1979, ilike its 1970
predecessor, had a commitment to reducing the role of government
in industry. The government acted quickly, announcing changes in
July 1979. The framework of the Industry Act 1972 was retained,
but there were cuts in areas covered and in levels of grant.
Some speclal development areas and many development areas were
downgraded and many Intermediate areas lost their status. Some
areas were downgraded two levels, though the implementation of
this was to be phased in. There were a few additions and
upgradings. The overall effect was to reduce the coverage of
assisted areas from 40% to 25Z of the working population. (The
government did subsequently announce some upgradings and 'stays
of execution' for areas which were to be downgraded.) Regional
development grants in special development areas remained at 227,
but the level In development areas was cut to 15%1. Development
grant on factory bulldings in intermediate areas was abolished.
Selective regional assistance was to be tightened to ensure that
it funded only projects which would not otherwise go ahead.

The scale and nature of the 1979 cuts clearly accorded well
with the new government's Iideological position. However, It
would be a mistake to assume that reglonal policy would have
remained the same In geographical coverage and nature if Labour
had remained In office. The case for traditional regilonal policy
had already been undermined in absolute and relative terms.
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THE 1984 CHANGES

When the 1979 changes were announced it was made clear that in
order tc have a measure of stability these arrangements would
last for the remainder of that Parllament. However, in 1982 and
1983 an interdepartmental committee, chaired by the Treasury,
engaged In a review of existing arrangements and possible
alternatives to them. This included a review of the avallable
academic literature on the effectiveness of regional policy,
including some commissioned by the Department of Industry,
though the group did not directly seek views from outside
Whitehall. The Joint Permanent Secretary at the DTI claimed that
‘Over the two years of study almost every conceivable option was
examined (HC 378, 1983-4, 28). A White Paper, Reglonal
Industrial Development (Cmnd 9111, 1983) set out the broad
lines of change the government proposed. A further period until
the end of May 1984 was set aside for considering
representations about the details of the proposed changes.

In terms of time taken for consideration, collection of
information, and review of options, the 1983 White Paper and the
1984 statement conformed much more closely to the rational
synoptic model than the reactive or partisan models which are
normally applicable to the British style of Industrial
policy-making. However, the evidence considered by the review
also 1llustrates some practical and inherent difficulties in
fully ‘rational' decision-making based on the costs and benefits
of all options. While research indicated a range of results of a
net increase of 250,000 to 445,000 manufacturing jobs in the
Assisted Areas from 1960 to 1981, there was much greater
difficulty in assessing the effectiveness of individual regional
policy instruments, and the DTI had no data on the negative
effect of regional policy on investment and jobs in the rest of
Great Britain (HC 378, 1983-4, 9-10, 21-2).

The 1983 White Paper marked an important change in the
government case for regional policy and the objectives set for
it. In the early 19608 and 1970s it could be argued that
regional policy eased pressure of demand in prosperous areas.
Regional policy might stimulate self-generating growth in
peviously depressed areas. In these ways, regional policy could
contribute to national growth. However, the 1983 White Paper
argued:

Although an economic case for regional policy may
still be made, It is not now self-evident. The
Government belleve that the case for continuing
the policy IS now principally a social one with
the alm of reducing, on a stable, long term
basis, regional imbalances in employment
opportunities (Cmnd 9111, 1983, 4).
The social objective for regional policy sits uneasily with the
economic basis of the rest of the DTI's objectives.

Although It emerges less clearly from the White Paper,
there has also been a considerable simplification of the
objectives set for regional policy. Previously regional policy
had multiple objectives concerned with fmproving employment,
investment and infrastructure. Now there was to be a ‘single
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guiding objective, that objective being to reduce regional
disparities in employment opportunities on a stable long term
basis' (HC 378, 1983-4, 22). However, the DTI did not consider
that setting targets for this objective was practical, in part
because of the problem that target setting and monitoring are
only readily done for gross jobs, while effectiveness in meeting
the objective Is concerned with net jobs created (HC 378,
1983-4, 34-6). The Committee of Public Accounts called for
reconsideration of the collection of Information to provide a
measure of the effectiveness of incentives (HC 378, 1983-4, xi).
The main White Paper proposals were:

(a) Regional Development Grant (RDG) would become
project-based (as opposed to the existing system of qualifying
premises) and be extended to a range of service industries,
Grant would be payable only where a project provided new
capacity, expanded existing capacity, or effected a change in
product, process or service (i.e. replacement expenditure wouild
no longer be eligible). The grant would be calculated by
reference to capital expenditure (subject to a cost-per-job
limit except for small firms) or to new jobs created, whichever
was more favourable to the investor. The revised framework for
the RDG scheme was included in the Co-operative Development
Agency and Industrial Deveiopment Act 1984.

(b) Regional selective assistance would also provide for
greater parity of treatment between manufacturing and services
. and would continue to be avallable to assist modernisation
" projects not eligible for Regional Development Grant which were
essential to safeguard or maintain existing employment.
Relocation projects where there was nho net increase In jobs
would normally be excluded from RSA.

(c) The government intended to revise the assisted area map.

The government invited views on a number of points it still
had to declde om: (a) the activities which should qualify for
RDG, and the rates of grant; (b) the balance between automatic
and selective assistance; (c) the criterla for designating
Assisted Areas, and the coverage of the Assisted Area map.

A total of 499 submissions were received (British Busjness,
30 November 1984). According to the government, the vast
majority of submissions supported the continuation of regionai
policy but were ‘highly critical of the present extravagant
system'. Two-thirds of those who commented on the proposal to
increase the selecilvity of regional industrial incentives
welcomed it and many considered that automatic grants shouid not
continue to be the major element. Most of the views submitted on
coverage argued for the widest possible outer tier (i.e. which
would receive the lowest level of assistance) so as to maximise
access to the European regional development fund (British
Business, 30 November 1984). At the same time most of the views
argued for a tightly drawn inner tier to focus resources on the
areas of greatest need.

The changes brought into effect in Nbvember 1984 had the
following main features:

(1) The previous tier of special development areas was
abolished. Development areas covering a much smaller proportion

12
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of the country (just over 157 of the working population) were
eligible for a smaller level of automatic grants. These aress
are also eligible for selective regional assistance.

(2) The automatic regtonal development grants, although set at
1SZ of eligible costs of capital Investment now had a limit of
£10,000 ‘per job, except for small firms. Firms would receive
£3000 for each Job created, if this was greater. The cost per
Job link meant that this type of expenditure was now eligible
for funds from the European Regional Development Fund; this is
discussed In more detail below.

(3) While the geographical coverage of development areas was
reduced, the total coverage of intermediate areas, which are
eligible only for selective assistance, was substantially
increased. Altogether, 35 per cent of the working population
were covered by either development areas or intermediate areas.
This was up from 277 In 1982, but stili iess than the 457 of
1979 when the government came into office. Again, maximisation
of funding from the European Reglonal Development Fund was an
ifmportant consideration.

(4) Some areas previously eligible for regional assistance
were removed from eligibility altogether, in some cases going
from development area to non-assisted. Other areas, notably the
West Midlands, became eligible for regional assistance for he
first time. The overall effect was to continue the move started
in 1979 away from a pattern of broad regions being eligible for
regional assistance (Map 2) to a larger number of clusters of
travel-to-work areas (Map 4). Note the continuing appearance of
the special areas of the 1930s (Map 1).

Unemployment level has always been the major criterion for
the designation of assisted areas. However, 1t has never been
applied in a straightforward way. Political considerations do
intervene, with the designation of Grimsby in 1977 immediately
before a by-election there being the most blatant example. More
subtly, fallure to dedesignate when an area changes its relative
position may be influenced by party or departmental politics.
The 1984 reworking provided an opportunity to remove any
‘anomalles’. However, calculations by the author Indicate that
while the average level of unempioyment for Intermediate areas
is much the same for Scotland, Wales and England, the average
level of unemployment in 1984 In the revised development areas
was lower in Scotland (19.27) and Wales (19.4%) than it was In
England (20.9%7). An examination of areas around the ‘'cut-off’
level confirms that Scotland and Wales do appear to be more
favourably treated on average than England.

One tmportant intended consequence of these changes is that
the level of public expenditure on mainstream regional policy
will continue to decline, and this certainly has to be seen in
the context of the Conservative's commitment (largely unfulfiled
in Its first six years) to hait and if possible reverse the rise
In total public expenditure. For example, the government
expected to spend nearly £400m on regional industrial incentives
in 1987/8, a reduction of nearly £300m on what would have been
expected under the old arrangements. Another important intended
consequence i3 to switch the balance away from automatic
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regional assistance towards selective assistance, though
automatic assistance will account for the bulk of the total.

Whie Conservative commitment to cost-effectiveness and
expenditure reduction can be seen as a 'party' tnput to the
policy process, It Is important to note that party political
considerations in the sense of rewarding areas of Conservative
support or marginal constituencies cannot have been a major
factor In determining the coverage of the revised eligible
areas. The development areas and to a lesser extent the
Intermediate areas are overwhemingly areas of strong Labour
support. Even under the Thatcher government, considerations of
‘'territorial justice' do carry some weight (see Morgan, 1985).

The 1984 changes also involved administrative changes. In
England the regional offices of the Department of Trade and
Industry were also given responsibility for delivering regional
developments. In Scotland and Wales, this responsibility was
given to the Scottish and Welsh Offices, which were already
responsible for selective regional assistance. This furher
stregthened the roles of the Scottish and Welsh Offices as
industrial policy .departments, though the DTI remains the lead
department on industrial policy matters.

LOCALLY FOCUSSED POLICIES

This section briefly reviews a number of recent locally focussed
inftiatives which overlap with regional Industrial policy.
Expenditure on some of these schemes is shown in Table 3. They
vary considerably in the extent to which they are central
government or local initiatives. Many overlap both with each
other and with areas eligible for regional assistance.

Inner city policy

Inner city policy of the late 1960s focussed largely on social
policies (see McKay and Cox, 1979, ch.7). However, a renewed
interest In the plight of Inner city areas in the late 1970s
focussed much more on economic problems. Such problems were
recognised to exist even In large citles outside the assisted
areas. A 1977 White Paper announced increased funding for the
Urban Programme, which was extended to Include Industrial,
environmental and recreational matters as well as soclal
projects. The White Paper also proposed the setting up of
local-central government ‘'partnerships’ for some of the larger
citiés. This involved setting up Jjoint machinery to analyse
inner area needs, draw up programmes and oversee inmplementation.
Seven partnerships were established and 23 programme authorities
designated.

The incoming Conservative government continued with this
initlative after 1980, increasing funding In real terms sharply
after 1981, though they cut back on the funds allocated to it
from 1983. Their concern about inner city issues was focussed by
riots in 1981 and 198S. A Financial Institutions Group set up by
Michael Heseltine, Secretary of State for the Environment,
following the 1981 riots recommended the Introduction of Urban
Development Grants modelled on the US Urban Development Action
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Grants (see Jacobs, 1985). This was accepted by the government
and a system of grants payable through local authorities to
projects with private sector participation was instituted.
Central government would cover 751 of the public sector
contribution. About 80 local authorities in England and Wales
which were designated under the Inner Urban Areas Act 1978 or
had enterprise zones, were invited to bid for UDG finance
(Scotland had its own 'LEG-UP' scheme).

Since Urban Development Grants were payable for industrial
projects there was a potential overlap with regional assistance.
In other words, the Department of the Environment was entering
Into territory already inhabited by the Department of Industry.
Arrangements were worked out whereby applications from urban
areas within assisted areas would be considered in the first
place by the Department of Industry as though they were
applications for regional assistance; those which falled on
those criteria could still be eligible for Urban Development
Grant., Of projects approved to the end of 1983 about 40Z of
approvals and 331 of UDG awarded were for industrial projects
(Jacobs, 1985). ’

However, a report from the Committee of Public Accounts in
February 1986 drew attention to the problems which the Urban
Development Grant system had run into. In the first year of
operation, 1983-4, £60m was aliocated but only £7m palild out. In
1984-85 £48m was allocated, but only £15m was taken up. For
1985-6 the allocation was cut to £40m, but it was estimated that
only £25m would be taken up. Some of the unspent money was
recyclzd to other parts of the urban programme, notably funds
for the London and Liverpool docklands development corporations,
but the total amount spent on the programme in the years 1983-84
to 1985-86 was still £67m less than the allocation. One of the
main problems of the UDG scheme has been the reluctance of some
Labour-controlled councils to have anything to do with the
private sector. Improvement or development schemes which do not
have private sector financial involvement cannot qualify. To
sidestep this ideological reluctance, the government has
Introduced legisiation which would enable It to pay Urban
Regeneration Grants directly to people or organisations involved
in inner city projects. In August 1986 the government announced
that It proposed to phase out the 'traditional urpan programmne'.

The Labour party and local authorities would point out that
sel against the increased funding of central government inner
city initiatives was the continuing decline in the proportion of
general local government spending funded by rate support grant
from central government.

\'{
From the mid 1970s a large number of local authorities,
particularly In urban areas, became much more interested and
directly Involved In economic development, in addition to their
involvement through the inner city policies outlined above. This
took a number of forms. At one level, local authorities,
encouraged by central government, took more explicit account of
the impact on existing and potential industry of a wide range of
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their traditionai functions, inciuding land-use planning, roads,
transport and housing.

As unemployment rose everywhere to levels previously
regarded as high In the development areas, many local
authorities became active in promotional activity designed to
attract inward Industrial investment, including from other
countries. They did so with varying degrees of amateurism.
Central government has tried to channel such activity through
regional industrial development organisations In England (and
the Scottish and Welsh Development Agencles) to whose funding it
contributes. '

In Britain local authorities are only empowered to carry
out such activities as are specified by law, and industrial
policy functions are not included. However, local authorities do
have the right to spend up to a 2p rate on the Interests of the
area, and this has been used by a number of local authorities to
engage in a range of activitles, inciuding the provision of
factory premises and the setting up by a number of metropolitan
county counclis (now abolished) of Enterprise Boards which made
investments in local industry. Such enterprise boards represent
an alternative, local state Intervention, approach to the
dereguiation and private partnership approaches favoured by the
Conservatives. The abolition of the metropolitan counties and
the GCreater London Council In 1986 meant that while the
districts could still raise the 2p rate and devote it o
industrial matters if they wished, the additionai 2p rate which
the counties could raise now ceased.

v r ns

Although most of its locally focussed initiatives exhibit at
feast superficially a desire for deregulation or private sector
involvement, the Conservatives have not been averse to
large-scale intervention. In 1981, the government set up two
urban development corporations for the London and Merseyside
Docklands, bypassing the existing two tiers of local government.
As can be seen from Table 3, the government has been willing to
commit substantial public funds to these bodtes, which have also
tried to promote private development. The apparent success of
the corporations has led the government to consider extending
their use to other urban areas. However, this may be a
misreading of the work of the existing corporations, since they
have been dealing largely with derelict sites rather than areas
of substantial population.

L 1 t ise Agencle

An examination of the development of local enterprise agencies
tells us a lot about developments In policy fashion and
interdeparitmental politics during the Conservative government.
Although help for industry clearly fell to the Department of
Industry, the original initiative for the encouragement of what
he called Enterprise Trusts came from Michael Heseltine at the
Department of the Environment in 1980. These trusts were to be a
means of enabling businessmen to contribute to the development
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of their communities by offering advice particularly to small
local firms. In 1982 the government introduced tax relief on
contributions to recognised local enterprise agencies. The
Department of Industry managed to 'claw back' responsibility for
local enterprise agencies, and the junior minister concerned set
a target in 1983 of Increasing the existing 160 agencies to 300
in two to three years. This target was met. However, a number of
agencies have led a rather shaky existence; ironically, sgiven
the emphasis on private sector involvement, agencies which have
substantial support from local government are among the more
successful.

Following the 1983 election the government increased its
twin emphases on deregulation and small business as approaches
which would create employment. This was symbolised by the
appointment of Lord Young as Secretary of State for Employment
in 1985. At the same time Employment took over from Industry
responsibility for small firms, including local enterprise
agencies. In addition to tax relief, local enterprise agencles
can receive up to £20,000 per agency from government out of a
total budget of £2.5m iIn 1986-7 to match funds from local
companies and banks; government help is due to taper off in the
subsequent two years in the expectation that private sources
will fill the gap. Claims have been made by Business in the
Community, an organisation of firms engaged In local enterprise
activity, that the agencies are helping to create 50,000 jobs
per year, but it Is very difficult to assess the contribution
made by the agencies themselves.

Enterprise Zones

The story of enterprise zones illustrates the pitfalis of small
area approaches which confront the problems of being parts of
larger local and national systems.- The original conception was
that since planning and labour regulations were a major
constraint on job creation, if zones could be designated where
regulations did not apply then new Jjobs would be created in
those areas. However, as the policy emerged in 1980, very little
relaxation of planning controls was allowed because of spillover
effects, and the government was unwiiling to cease to apply
health and safety and labour regulations. What remained was
essentially a fiscal subsidy in the form of 1007 allowances for
capital spending on bulldings and of rellef from rates (local
property taxes) for ten years; central government refunds local
government for the amount lost. Firms were eligible for any
regional policy subsidies which applied in the area. The relief
was avallable to firms already in the zones and to firms moving
in from nearby as well as to genuinely new activities. The first
round of zones was announced in 1981. Before there was an
opportunity to evaluate the first round of 2zones, a further
round was announced in 1982, The second round of zones tended to
be smaller and more fragmented. ’

The zones initiative has turned out to be very expensive. A
report from from the National Audit Office in February 1986
found that the full public sector costs of the enterprise zones
are unknown, but could have amounted to £180m up to the end of
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1984/5; rate exemptions to firms already In the Enterprise Zones
amounted to a windfall of £70m. The report aiso noted that 'The
absence of essential information and anaiysis, and doubts on the
reltability of some of the avallable data, make it impossible to
draw firm conclusions about the merits of the enterprise zone
concept, the true costs involved, and the effectiveness of
enterprise zones in securing the resuits'. There Is also some
evidence that rental values of nearby industrial property are
adversely affected. A lands tribunal ruled In February 1986 that
rates in industrial property close to the city's enterprise zone
should be cut by up to 20% the estimated total cost to
Swansea's rate bill alone could be over £10m.

Ereeports

Freeports were born of a simllar approach to enterprise zones,
namely that freedom from regulations might stimulate enterprise.
However, unllke enterprise zones, there is no substantial fiscal
subsidy. In the zones firms can import goods and only have to
pay duty if those goods or items assembled from them are then
sent into the domestic market. However, a lot of record-keeping
Is still Involved, and under EEC rules VAT must be paid on goods
and services supplled within the zone. The sites of six
freeports were anounced In 1984. However, freeports in their
early years, with the possible exception of Southampton, are
turning out to be a non-event. One estimate was that the total
number of jobs created was 90 (Sunday Times, 3 August 1986).

THE EUROPEAN COMMUNITIES DIMENSION

All proposals to alter regional aid schemes, including changes
In their geographical coverage, must be notified to the European
Commission and thelr compatability with the EEC established.
European regulations limit the maximum amount of regional aid,
including Regional Development Grant and Selective Financial
Assistance. in 1984 this was set at 30 per cent of the net
present value of a project. The DTI considered that the limits
were set ‘'quite generously’ and that given the Iintended
direction of government policy this should not cause problems
for the Commission in approving the arrangements (HC 378,
1983-4, 37). These Ilimits could, however, cause problems in
obtaining Commission approval for a government which wanted to
increase substantially the maximum payable In regional -
assistance.

The Commission's unhappiness with ‘'distorting' features of
member state schemes may not lead to immediate rejection, but to
long-term pressure to remove the disliked feature. The
government's December 1983 White Paper, Regional Industrial
Development (Cmnd 9111, 1983), explicitly refers to criticism
of Regional Development Grants by the European Commission as a
consideration in deciding to alter their basis:

They have been criticised for aiding replacement
investment, in particular by the European
Commission; the Government have given the
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Commission a commitment that expenditure on
replacement investment will be excluded (Cmnd
9111, 1983, 4).

The operation of the European Regional Development Fund
(ERDF) means that the coverage of Assisted Area boundaries is no
longer purely a domestic matter for the UK, quite apart from the
approval of the Commission being required for alterations in
geographical coverage (see HC 378, 1983-4, 42-3). Until the
beginning of 1985, the bulk of the ERDF was allocated between
members states on the basis of fixed quotas. The UK's share was
28.3 per cent, amounting in 1983 to about £260m. A change in
Assisted Area coverage does not In itself have any effect on the
UK's share of the ERDF quota section. However, the ERDF
regulation specifies that areas which may benefit from quota
section contributions shall be limited to those aided areas
established by member states for approved regional aid and In
which they grant aid which qualifies for ERDF assistance. This
covers the British assisted areas for regional aid.

ERDF aid Is supposed to be additional to national
assistance, but this has degenerated into something of a farce
in Britain (see Preston, 1983). Firms apply for assistance in
the usual way and if approved receive funds from British
government; the project may then be put into a package for
approval by the European Community. If this was approved, which
was virtually automatic under the quota system, a bewildered
industrialist might find it announced that he had received
funding from the ERDF. In fact, the European money goes direct
to the UK Treasury, which claims that the additionality
requirement is fulfilled because it is able to afford a larger
expenditure on regional policy than it would otherwise be able
to.

As already noted, there has been an Increased relative
emphasis in Britain on urban development aid to specified areas.
During 1983 the European Commission accepted that inner city
areas designated under the inner Urban Areas Act 1978 were in
principle eligible areas, even If they were not in an Assisted
Area. However, the Commission can limit {ts discretion in
granting such aid; by April 1984 schemes Iin the West Midlands,
Blackburn and Rochdale had been kpproved.

It is Important to note that the geographical coverage
issue applies not only to the 20 per cent of ERDF quota aid to
Britain going towards regional assistance to industry, but also
the remainder passed on to public and local authorities In
respect of infrastructure projects.

An increase in the coverage of Assisted Areas would
increase the size of the potential pool of projects which could
be used in drawing up applications for ERDF quota section aid,
but under the previous fixed quota system It would not result in
an increase in the amount coming to Britain. If Assisted Area
coverage and that of eligible inner urban areas was reduced
dramatically there might be iInsufficient appropriate . projects
for Britain to take up its full quota. This would be an
important consideration for any government considering the
reduction or abolition of Assisted Areas. Indeed, the government
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made it quite clear In November 1984 that its major
consideration In extending the coverage of assisted areas was to
maximise the pool of projects eligible for ERDF, This was taken
to the extent of splitting the Manchester travel-to-work area tn
two in order to squeeze in the maximum permitted coverage of 35%
of the working population. ‘

A further consideration is that because they were not
Job-related, the pre-1984 Regional Development Grants did not
normally qualify for ERDF contributions, unless given in
conjunction with selective assistance. However, the revised
Job-related RDG would allow all RDGs to qualify In principle for
ERDF contributions, thus iIncreasing the potential pool of
suitable projects for UK applications to take up its share of
the quota section.

The importance of having available a suitable pool of
eligible projects was Increased by the new arrangements for ERDF
from the beginning of 198S. Each member state has a quota range.
The lower limit is the amount a member state is guaranteed to
get If it submits an adequate number of eligible applications to
the Commission. There iIs also a ceiling; the sum of the ceilings
for all members states amounts to 116.56%7 of the money available
In the fund. Britain's range {3 1452 to 19.314. The new
arrangements also place emphasis on the financing of programmes
rather than individual projects.

The non-quota section of ERDF, set at a maximum of 5 per
cent of the Fund's resources, is also area related. However,
these are areas relevant to the specific Community policies
concerned - in the UK'S case new employment opportunities in
shipbuflding and steel areas and improving the economic
situation In the border areas of Northern ireland. The areas are
defined In the relevant Community reguiations and are not
necessarily restricted to the Assisted Areas. Further, these
areas remain fixed for the duration of the five-year programmes
and wouid not be affected by any change In Assisted Areas.

Other European sources of finance include the European
Social Fund and the European Coal and Steel Community funds,
which make grants for the training, recruitment and redeployment
of workers, with priority being given to projects in the
Community's less developed regions. Britain has been
particularly adept at taking full advantage of the ESF. Such
funds can be exploited by British local authorities and local
enterprise agencies. A notable example has been Strathclyde
Regional Councli in Scotland, which used ESF money to set up an
Employment Grants Scheme. Thus a supranational body can help to
strengthen the developing economic role of subnational
organisations.

CONCLUSION

Recent developments in regional policy in Britain have clearly
led to a reduction in both absolute and relative terms In its
significance. While the existence of a Conservative government
may have accelerated this deciine, there were already
indications before 1979 that traditional regional policy was

21




receiving a lower priority. A regional policy framework still
exists, involving the expenditure of hundreds of millions of
pounds annually. Britain's membership of the European
Communities now provides a set of constraints and opportunities
which did not apply in previous formulations of policy. In
moving away from regional policy to a more urban and local
focus, the government has experimented with a number of schemes.
However, many of these have themselves run into the types of
problems for which traditional regional policy was being
criticised in the late 1970s.
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