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DTI STATEMENT ON INSOLVENCY LAW AND THE FINANCIAL MARKETS

Mr Francis Maude wrote to you on 6 November with the draft of

a statement he: would | prepose to make, slibject, to. agreement iab

the time, if there is an insolvency in one of the financial markets

150! which the DTS proposed Financial Markets (Clearing
Arrangements) Bill would apply.

2 This Bill is intended to remedy what DTI think is a defieliency
in the insolvency legislation as it applies to participants in
financial markets. This 1is not certain, but DTI lawyers' best
Jjudgement. Putis very " brieffly, " aninsolvency "administratort might

attempt to undo deals that the insolvent firm had already struck
and so overrule normal market practice and disrupt the market.
The plan - agreed by the Cabinet Jjust after the election = 1s
to L Introduee: a  Bill "later this ‘session Lol put " chisi ‘rlght:but

to ‘say nmethingy in publiec’ until the Bilil dsi readydfor intrecduction

so as to minimise the risk of disturbance. The DTI is working
up Instructions to Counsel. (Part of the Bill will deal with
a more limited case of uncertainty in the gilts markets - action

is with the Bank, who have promised us a drafting brief, which
the Treasury Solicitor could use to draw up Instructions to Counsel,

within the next few days.)

S Annex A describes the reasoning behind the Bill in more detail,

and how the DTI propose to structure the Bill.
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4, Mr Maude's concern 1is that an insolvency might happen now,
&fter he has been warned that insolvency law may pose real problems
and before his 1legislation to deal with the problems 1s on the

-

statute book. I understand he: Teels exposed on this polnt; as
do some senior DTI officials. Hence the proposal to 1legislate
retrospectively, and fthe attcmpt In' this letter - to: draf€ .a

statement 1in advance on a contingency basis so as to be able to
move fast if an insolvency actually occurs. (DTI officials tried
to agree an earlier draft interdepartmentally last month which
Treasury and Bank officials resisted.)

5 R Edlge st e of course follow from the decision that
legislation is in principle desirable that retrospective legislation
is essential to cope with an insolvency which occurs before that

legislation is in place. What matters is:

(a) whether retrospective legislation would make ik
significantly easier to handle the effects of the

insolvency; and

(b) whether it 1is worth the hassle or actually possible

to legislate retrospectively for the purpose in question.

6. Politieally, @ retrospective legislation for this purpose is
obviously awkward. Technitieallly = LE¥ise=not easy, beecause’ onelrheeds
to specify in advance precisely what effect the legislation will
achieve and then to deliver that promise. Mr Maude's draft shows
the difficulty of that task on this wvery technical subject, where
so many hypothetiecal possibilities exist; as you have commented,
it is not clear from the draft what the problem 1s nor how it
will be solved. Nor 1is there much mileage in making a 3 page
statement about insolvency in financial markets, the need for
special action, doubts about the application of the 1law,
retrospective 1legislation etc, at any time, and still 1less in

present conditions, wunless ¢this 1s clearly Jjustified by the

circumstances.
e It follows that retrospective 1legislation should only be
used if that is essential to prevent a chain of collapses. Whether

Mr Maude's statement 1is needed therefore depends on how serious
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_ developments are. THainlsfo = ol obviously ‘diffieult  to prediet.
'Nevertheless, it seems 1likely that if an insolvency does not have
particularly serious consequences for the rest of the market,
uncertainty about how the insolvency administrator will treat
outstanding market transactions is not going to make much difference

to the market's assessment of that particular insolvency. On

the other hand, if an insolvency does have serious impilicatiaens,

the market concerned, and maybe the authorities, may need to take
rather more vigorous acllon than retrospective 1legislation on

one aspect of insolvency law.

S5 It therefore seems likely that it is only in a limited number
of circumstances that retrospective legislation and the statement
would actually be needed. And the Treasury Solicitor's advice
is that it could be imprudent for the Government to promise to
legislate to protect all actions of market authorities undertaken
in good faith in relation to insolvency, because of the ditffieulty
of delivering that promise. DTI officials give the impression
that their Ministers may be content for their draft to lie on
the table. If there were a crisis which requires this action,
I would advise a much shorter statement, more directly pointed
towards the situation which had actually arisen. DTI officials
disagree with that advice, for a number of reasons including legal
poliecy. They have tied their hands to some extent by obtaining
restrictive legal advice - whcreas if a scrious emergency actually
occurred it should be possible to obtain the Law Officer's approval

to a more flexible response.

9. The question now is how to take this forward with Mr Maude.
As he says, whether to make this or any other statement would
have to depend on circumstances at the time. It Sissarguablly: not
worth an exchange of correspondence with DTI Ministers about
hypothetical: problemsS, .  glven .that you could .always ebject i if £t
was proposed actually to make this statement. On the other hand,
the 1dea of making a statement on' these 1lines at ‘any time 1is
extremely unattractive, and could damage confidence.

10. One option would be to have a quiet word with Mr Maude; you
could say you understand that he feels exposed on this point,
but his attempt to draft a statement in advance neatly illustrates
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i ‘the difficulties of this sort of detailed contingency planning,
and it is not really possible to take it any further now. However,
your presumption -— and Ghaty ot sthe SChancelilier: s & ils  that
retrospective legislation would only be used if there were really
a major collapse, and then only if the Judgement at thc time was
that the promise of retrospective legislation made some material

difference to the stablisation of the markets.

11. On balance it would be safer to register some scepticism

in writing now. I attach a brief draft for that purpose.

12. This leaves the Bill itself (paragraphs 11-13 of Annex A
summarise the approach). This is already late, and the Business
Managers are asking whether it 1is really essential to take it
in this session. I suspect that the DTI are making more of a
meal of it than necessary (latest estimate - 30 clauses); and
Parliamentary proceedings may be more controversial than first
thought, glven the close 1links with the Financial Services Act.
Also, we shall have to look very closely at the DTI's Instructions
to Counsel when they finally appear-in particular, to check that

there are no implications for banking payment systems.

13. However, Mr Maude has been closely involved in the preparation
of policy, we do not have the resources or +the expertise to do
the DTI's job for it, and it is too late to reopen basic questions
at  thilisEastasal Allseo, " ilreasurysliing stepsiisnpporteditthe coneenpit
of an early Bill and the need for legislation on the CGO. I will
show you the DTI's Instructions to Counsel on the Bill when they
finally appear, but at this stage I do not recommend you to railse
doubts about the Bill with Mr Maude.

T “One - £hnake. polrt. DTE + and SIB have Jjust taken ' Treasury
Counsel's advice on the proposition that the SIB ought not to
recognise exchanges under the Financial Services Act 1if those
exchanges' rules conflict with insolvency law. Treasury Counsel
hase e firmly confirmedd thils' ‘propesition. In consequence thei Blll
really needs to be introduced before the FS Act start day on 1 April
next year. This introduces a new and unwelcome complication;
and makes it easler for critices to pillory the Bill as an emergency

measure to remedy defects in the Financial Services Act.

A

N J ILETT
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ANNEX A

‘I‘HE PROBLEM WITH INSOLVENCY LAW
i, For simplicity, the following paragraphs refer to the Stock
Exchange. Problems of the same order are thought to arise in

other financial markets, but they may show up in a number of
different ways, depending on technicalities.

2 The Bill 1is intended to cope with the following point. A
Stock Exchange member firm will have a number of positions in
the market. By the time the Account ends, some transactions
undertaken during the Account will prove profitable; others may
not. Other members of the market will be the counterparties to
each of these transactions, and will rely on the first member

firm to come up with the securities or the money on the due day.

i If the first member firm becomes insolvent, the Exchange
rules would require these bargains to be completed, so that any
net surplus of funds could be handed over to the receiver or
administrator, and any net shortfall could be presented as a claim
of the Exchange on the assets of its insolvent member. The risk
which the DTI perceives, however, is that the administrator of
the 1insolvent firm could make other member firms with whom the
insolvent firm had profitable bargains pay up, while at the same
time refuse to honour bargains in which the insolvent firm came
off worse (ie "to pick the cherries out of the pie".) It is not
certain that the courts would maitain an Administrator's attempt
to operate in this way if that conflicted with the Exchange's
ruless; " DTL legal adviee 18 that there ls a:substantigl*Pisky wiilch

DTI Ministers Jjudge they must remove.

8 This argument has been simplified even in relation to the
Stock Exchange. But it applies to a number of other markets,
and 1in particular to futures and options markets which work on
margin and where a central organisation, such as the International
Commodities Clearing House (ICCH), takes over as counter-party
to each of the sides in the original deal. In practice, problems
on how to close out deals when insolvency strikes are more 1likely

to arise in these markets than in the Stock Exchange.
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) 5s The consequence the DTI fear 1is that other market users who
‘hought they had a given position in a particular stock, commodity,
future or whatever would suddenly find that they did not have
that position, or did not know their position because there was
uncertainty about which bargains the administrator handling their
insolvent counterparty's affairs would hounour. ''ne thought 1is
that 1t would be at the 1least unhelpful if market authorities
hesitated to apply their rules because they were not sure whether
the Courts would find that those rules were in conflict with
insolvency procedures (though the Stock Exchange rules are actually
inadequate anyway post—-Big Bang). Worse, an Administrator might
attempt actively to interfere with the market authorities' crisis

control operations.

B, At best, the argument goes, if this weakness in the UK legal
framework wunderpinning financial markets became known, people
would be more reluctant to do business here - especially North
Americans who are used to more protection from insolvency
procedures. (It was a US lawyer who drew the DTI's attention to
the problem in UK law.)

T. At worst, the 1loss of profitable bargains or of hedged
positions and uncertainty as to members' actual positions could
trigger a progressive collapse in a particular market. If a firm
which aims to be fully hedged does not know what contracts will
be honoured 1t cannot take action to restore its fully hedged

position and is thus exposed to an unknown client.

£ The Jjustification for the Bill is therefore the need to remove
the uncertainty about the present legal position which has emerged
since the insolvency Administrator procedures came into force
in the last couple of years. As yet, the suspected need for
legislation is not widely known, though the DTI have been consulting
the market authorities in confidence and some lawyers with special
interest 1In thls area of the law also know that the DTI thinks

there is a problem.

The Central Gilts Office part of the Bill
9. The Bill will also deal (at Treasury behest) with the following

possible problem in the gilts market.
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3 10. The Central Gilts Office operates by ensuring that the package
.f gilts one way and the money in payment for them travelling
the other way arrive at their respective destinations at the same
time. The banks which operate the CGO guarantee these transactions.
So 1f the customers of one of these banks defaults that bank has
to make good any loss %o . counter-parties 1n the market from
transactions which are going through the CGO system. The banks
protect their position by a floating charge over the gilts they
hold on hehalf of thelr customers, but there is some doubt as
to whether this charge would work in all circumstances, which
makes the banks reluctant to admit further members to the CGO
whose ability to meet any commitment which may arise is perhaps

less certain.

The structure of the Bill
11. The approach the DTI is adopting is to gralt the legislation

onto the Financial Services Act and to use the Act's administrative
machinery. The Bill would enable markets ("recognised investment
exchanges") which have appropriate insolvency rules, duly vetted
by the "SIB under principles Yaid down in-'Ghe Bill,; To ‘carry out
those rules notwithstanding any provisions of insolvency

legislation.

12. The advantage of this approach is that it 1limits the damage
done to the principles of the Insolvency Act (all creditors to
be treated alike), by restricting the special treatment to markets
which have proper rules on this subject. The disadvantage 1is
that 1t is more complex than generic amendment of the Insolvency
Act, 1t adds to the SIB's duties when the SIB has quite enough
to do already, and it risks something of a rerun of the themes

of the Financial Services Act in Parliament.

13. The approach we intend to recommend on the CGO provisions
is. fto protect assets ‘in ‘assured payment 'systems. listed by " the
Treasury under subordinate 1legislation on the recommendation of
the Bank - we will of course let Treasury Ministers see detailed

proposals when the work has gone a little further.
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DRAFT LETTER:
FROM: Economic Secretary
To: The Hon Erancis:Maude "MP
Parliamentary Under Secretary of State
Department of Trade and Industry

1-19 Viclorla Street
LONDON SW1

FINANCIAL MARKETS BILL

Thank you for your letter of 6 November.

As you say, we would have to decide at the time
whether a default in the financial markets justified
making this Bill retrospective and, if so, whether
a - statement  lon fLEhel ddinesstioff wyourtcidrafit Swas
appropriate in all the circumstances. In present
circumstances, a statement of +this kind could

have devastating effects on confidence.

While one can never be sure, there must be some
grounds for assuming that  if the #‘econseguences
of a default were unacceptable, the market as
a whole and maybc even the aulhorities would have
to take rather more immediate steps to cope with
it than retrospective 1legislation of ¢this kind.
If, on the other hand, the market could live with
the default, it could 1live with any uncertainty
abeout thetdnsol venesy ' Taw suntll & youkr Bl was

actually in place.

Either way, retrospection would, I hope, not

be necessary, so we could avoid the political
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price that At might .carry. In any event, there
should be mno retrospection, and so no statement,
unless a major player has failed and the statement
clearly makes a significant contribution to coping

witli Lhe consequences.

In short, while I am grateful to you for sharing
your contingency planning on this subject with
me, I think we should keep our options open for

the moment.
I am sending copies of this letter to Lord MacKay,

Patrick Mayhew, the Governor and

Sir Robert Armstrong.

PETER LILLEY
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MANAGEMENT EDUCATION AND DEVELOPMENT

As you know, I intend to publish a White Paper on the policies and
organisation of DTI. One chapter will deal with management
education and development, an issue in which you and other
Ministers have a close interest. I attach the draft chapter which
I believe reflects the strategy agreed at our meeting on

2 October.

I intend to send the White Paper to the Prime Minister and
colleagues at the end of this week. If you or other colleagues
have comments on this draft chapter, it would be most helpful to
receive them by Thursday midday.

I am copying to Kenneth Baker, Malcolm Rifkind, Peter Walker and
Peter Brooke.
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CHAPTER FITVE

*We will encourage the spread of management education.®
DTI Objectives

MANAGEMENT

3 Management which is educated, trained and aware of new
opportunities is the spearhead of a competitive business.
Postwar British management was badly hampered by a lack of
investment in education and training and an unbalanced
climate in industrial relations. The consequence across a
wide range of sectors was inefficient use of manpower and
machines, inadequate concern about quality, insufficient
attention to design, innovation and development and poor

delivery performance.

2% Management weaknesses have their source in the whole
culture of society including business/education
relationships. But two specific sources of management

weakness in the UK can be identified:

- the first lies in the training and development of
individuals and particularly managers. Recent
reports, notably Professor Handy's "The Making of
Managers", provide evidence of the efforts being
made by our competitors in developing their
managers and the need for comparable efforts by
the UK. One fifth of the ‘largest UK companies
make no provision for management training; one
third of middle managers have had no training

since starting work;

- the second lies in the failure of individual
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firms to develop managerial competence in
functions ‘which ‘are 'crucial to competitive
success. That is not helped by a paucity

information about best management practices.

37 Experience suggests that market forces on their own
will not bring about the necessary improvements in the
quality of British management, or, at any rate, not quickly
enough. DTI, with other Government Departments, is working
in partnership with industry to improve management
education and development and to spread awareness about

best management practices.

4 . The Government strongly welcome the measures which
industry and particularly the Confederation of British
Industry (CBI) is now taking to respond to this challenge-
The Council for Management and Education and Development,
brings together industry, education and Government to
develop a coherent national framework of qualifications for
the training and education of managers at all levels. It
launched on 3 November 1987 the Charter Group Initiative to
establish ‘a code of best’ pracitice for 'management
development, to which employers will be invited to commit
themselves through membership of the Charter Group. The
aim is to create a structure which will provide ladders of
opportunity to all those interested in developing their
managerials ciapabiilsiitatels Eoi ‘the full " fors thedbenvefiits of

themselves, their companies, and the national economy.

Sy Industry is best placed to identify its own needs and
implement the right solutions. But reliance on industry
alone is: insuffiaicient. Individual firms may not reap

immediate benefits from investing in individuals
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development and so their willingness to invest is likely to
be insufficient to meet the needs of industry as a whole.
The infrastructure of national qualifications and
information which is needed to tackle this problem cannot

be the responsibility of individual firms.

6. DTI is leading the Government's strong support for
thii's® ¥nitiative: It will seek to ensure that the Charter
Group initiative reaches the widest possible audience, in
particular among small firms; and modest financial
a ssitsittanicies 1sravaislable =4 £ it satsiicreiginiredast ot und
experimental approaches to management development. DTI
intends to -jodin: the Charter Group. assa full member,

subscribing to the same standards as member companies.

7 Some management practices have a widespread
application throughout industry and commerce. DTI has run
or supported campaigns to spread awareness about the need
foirr best- practicess such ‘as quaditytand  design- in=‘the

management of British companies.

8. Quality is relevant not just to a product or service
but also to the motivation and attitudes of everyone in a
business. The national Quality campaign puts across this
message and has already reached well over 60,000 companies.
This approach to quality has been strengthened by a system
ofi=niatiomnal Saccrnediitiioniitio - einis uirielvic onis ius'tenic yiiiof
performance and independent certification services. The
standards making process has been encouraged and DTI has
forged closer links with the British Standards Institution
aimed at meeting industry’'s needs and improving

competitiveness.
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e The aim is to support and encourage initiatives which
bring an increased understanding of the elements involved
in the quality approach and the benefits to be secured.
Work on standards will be developed both internationally
and as part of our commitment to the single European
market, to achieve harmonised European standards and the
development of a Community policy on testing and
certification, 80 leading to the adoption’ of 'mutual

recognition arrangements.

3 Kaje Design has a major impact on the acceptability of
products to consumers. It affects appearance, aesthetic
acceptability, ease of use, reliability and maintenance,
safety, and ease and costs of manufacture. All are a key

influence on market success or failure.

At DTI funds the Design Council and other agencies to
increase understanding about the relevance of design.
During 1987 DTI 'launched 'three "Product Design Advice
Centres in Warrington, Halifax and Glasgow. Tihis Sassi a
pilot ‘initiative to helpi local firms identity and ‘pursue
new, market led product opportunities with major
international potential. Each of the firms assisted is
offered a tailor made package of expert consultancy
including areas such as design and marketing to develop

such new opportunities into marketable products.

32 DTI will continue to spread awareness of the need to
exploit design and link it with marketing, quality and
production. New initiatives in design and management
education will be encouraged to produce designers with the
right skills to meet industry’s needs and managers who

understand the potential of design for their business.
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REVIEW OF DTI INNOVATION POLICY

As you know, Kenneth Clarke and I have been reviewing DTI's
policies on innovation. We have now taken decisions as a
result of that review and we intend to announce them as part
of the White Paper on the role and policies of DTI.

2 It was agreed by E(ST) that I should discuss my
proposals with John Fairclough to ensure that they were fully
consistent with the E(ST) Action Programme. I have done this
and he is content with what I propose. I shall submit a
paper to E(ST) in the New Year to report the changes in some
detail. 1In the meantime, you and other colleagues may find
it helpful to see the draft chapter of the White Paper which
sets out the broad changes in innovation policy.

3 The main changes in policy are:

(a) greater emphasis on collaborative programmes for longer
term pre-competitive research, with particular
encouragement of collaboration between universities and

industry;

(b) greater emphasis on encouraging and assisting
technology transfer; and

(c) end to grant assistance to single companies, except for
small firms in Development Areas and for a limited
number of exceptional cases which offer significant

national benefit.

CONFIDENTIAL DW3CYR
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4 The collaborative research programmes will include LINK
and EUREKA, as well as programmes targetted on particular
areas. Companies will also be able to apply for support for
other collaborative, longer term, pre-competitive research

proijects.

5 We will be announcing in the White Paper two new
programmes of collaborative research in superconductivity

(£7 million over three years) and IT (£29 million over three
years). Neither programme will incorporate support for
applications projects. The IT programme, taken together with
our contribution to ESPRIT II and the £55 million which I
understand SERC would be prepared to allocate to this area,
will be presented as our response to the report of the IT 86
Committee, although other departments, particularly the

Ministry of Defence, might also wish to become involved.

6 The full White Paper will be sent to you and other

colleagues at the end of this week.

7 I am copying this minute to other members of E(ST) and

John Fairclough.

December 1987

DEPARTMENT OF TRADE & INDUSTRY

CONFIDENTIAL DW3CYR
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MANAGEMENT EDUCATION AND DEVELOPMENT

Lord Young wrote yesterday to Mr Fowler, copied round to colleagues with an interest
in management education and development, seeking to clear a draft chapter for his
White Paper on the policies and organisation of DTI. He asked for comments by

Thursday midday.

25 Quite separately at official level IAE2 have been coordinating comments on
a complete draft of the White Paper, also for Thursday noon. It is curious that
Lord Young has chosen to circulate a single draft chapter in advance in this way,
before he sends the whole White Paper to the Prime Minister and colleagues at the
end of this week. I have agreed with Mr Waller in IAE2 that it would be much better
if our comments on this chapter are passed, together with comments on all the other
draft chapters, as one to DTI at official level by noon tomorrow. Mr Waller 1is
accordingly coordinating the collection of comments on this draft chapter as well

as the rest.

B We recommend you therefore simply ring Lord Young's private office and say
that Treasury comments on this chapter, as on all the other draft chapters, are

being passed to DTI at official level by noon tomorrow.

4. I attach a short draft letter in case you wish to confirm in writing. But
before copying other Ministerial offices in, you might check with DTI that it would
not embarrass them to reveal that the Treasury has seen the full draft White Paper

il (O

P WYNN OWEN

in advance at official level.
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qllFT LETTER FROM PS/PAYMASTER GENERAL TO:

S Ratcliffe Esq

PS/Secretariat of State for Trade and Industry
Department of Trade and Industry

1-19 Victoria Street

LONDON  SW1H OLT

MANAGEMENT EDUCATION AND DEVELQOPMENT

Your Secretary of State wrote on 8 December to the Secretary of State for Employment
covering a draft chapter on Management Education and Development for the White
Paper on the policies and organisation of DTI. He asked for comments by Thursday

midday.

2. As you may know, the Treasury will be giving its comments on the full draft
White Paper to DTI at official level by midday [on Thursday 10 December/today].
Those comments will also cover the chapter circulated by Lord Young on Management

Education and Development.

S [T am copying this letter to Private Secretaries of the Secrelaries of State

for Employment, Education and Science, the Scottish Office and Energy. ]

[s Pal
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The Rt Hon Lord Young of Graffham
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Thank you for your letter of 8 December covering a draft
chapter on "Management Education and Development™ and for the
copy of your letter to Kenneth Baker of the same date covering
a draft chapter on "Business and Education”.

I much welcome the general approach of these chapters and look
forward to seeing how they fit into the whole White Paper. If

I have a general worry it is that the drafts show inadequate
recognition of what is already being done by, for example, the
TVEI and do not fully acknowledge the parts of other Departments
and MSC in the developments you highlight. There is a great
deal of fully cooperative activity in both of these areas and

I am sure you will be able better to reflect this.

I attach a schedule of specific suggestions designed to meet
this general point and also more specific points of accuracy
and departmental concern.

I am sending copies of this letter to Kenneth Baker,
Malcolm Rifkind, Peter Walker and Peter Brooke.
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DE AMENDMENTS TO DRAFTS OF 8 DECEMBER

MANAGEMENT EDUCATION

Paragraph 3, line 4: after 'Government Departments' insert "and the

Manpower Services Commission'.

Paragraph 4. Our concern here is to maintain the agreed position that
industry must be in the lead if it is to feel that it "owns" this
initiative and to avoid blessing prematurely specific '"measures"” (line 1)
rather than the general thrust of current activities. Also, we should not

pre-empt the role of NCv@. The first 11 lines might therefore be replaced
by:

“The Government strongly welcomes the energetic steps being taken by
industry to respond to this challenge, and particularly the Charter
Group Initiative lLaunched by the Confederation of British Industry
(CBI) on 3 November 1987 to establish a code of best practice for
management development to which employers will be invited to commit
themselves through membership of a Charter Group. This followed
discussion in the Council for Mangement and Education and Development
in which industry together with education and relevant Government
Departments is able to set out views on a coherent national framework
of qualification for the training and education of manager$ at all

levels. The aim....

Paragraph 5, Lline 1: after '"needs" insert "for improving managerial

competence'.

Line 5: Delete "is likely to'" and insert "for the benefit of industry

may''.

Paragraph 6, first sentence: delete and insert "The Government is
convinced of the need for industry to be successful in improving the

training and development of its managers.

Line 6: after "DTI", insert 'along with DE"
Penultimate Line: begin with, "and the Department of Employment

intend..."
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BUSINESS AND EDUCATION
Paragraph 2, penultimate sentence: delete and insert:

"Much has been achieved in recent years by the DTI together with the
DES, Department of Employment, the Scottish and Welsh Offices and the
Manpower Services Commission and the Careers Service. DTI's role in
this process is to encourage business to work with education at all

levels.

Paragraph 3, first paragraph: delete and insert: "DTI will work closely
with the other Departments in encouraging and helping employers to develop

good Links with schools'.
Paragraph 4, penultimate line: after "to be done" insert '"by employers'.

Paragraph 5, second indent: insert at the beginning, '"Through the national

spread of TVEI, every..."

Paragraph 7, second sentence: this shows inadequate recognition of the
work being done by MSC and others to coordinate existing and developing
education databases. We suggest that in Lline 4 of the paragraph, "schools

by" should be followed by "working with current initiatives to encourage'.

Paragraph 9: at the end insert, "....needs, building on the planning
mechanism created by MSC's Work-Related Non-Advanced Further Education

programme."

Paragraph 11, line 4: after "DTI" insert 'together with other
Departments''.

Penultimate sentence: This can be significantly beefed-up to reflect the -
announcement of the new Enterprise in Higher Education Programme on 9
December. The minimum amendment would be to introduce this sentence with,

"Through the Enterprise in Higher Education Programme, MSC is....".
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Thank you for your two letters of 8 December inviting me to commént

on certain chapters of the draft White Paper on the work of your
Department.

DTI WHITE PAPER

I appreciate that the current drafts incorporate a number of

changes agreed at official level. There are, however, other amendments
which are, in my view, important to make which are outlined in

the attached Annex.

In addition to the comments and changes proposed in the Annex,
there are some general points I would make:

a. On work experience for school pupils, I understand the
need to keep the drafting in the document simple, and
am content to leave it as it stands on the understanding -
which my officials and yours have discussed - that it
is intended as an umbrella term for the range of activities -
work shadowing, work observation, etc. - which we certainly
believe should be every pupil's entitlement.

b. More needs to be said to acknowledge that much has already
been done to develop good links between secondary schools
and industry.

C. Unless there is a specific reference elsewhere in the
draft White Paper, mention should be made of unemployment
and of the help employers can give to young people so
they can come to terms with this problem.

d. I was concerned to see that FE colleges get very little
mention in the current draft. Some of my proposed changes
in the Annex will help to redress the balance. I do,
however, hope that you will expand the references on

FE colleges in the final Paper. My PG
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In regard to the draft chapter on management education and development,
my comments and proposed changes have already been passed to

your officials. I am sure you will be able to accommodate these,
but they have been included in the Annex for ease of reference.

I should explain that my officials have not seen all the chapters

of tlie draft white Paper. There could therefore be other parts

of the document on which I ought to comment before it is finalized.

I understand, for instance, that there is to be a chapter on

the Regional Inner City Dimension which is relevant to my Department.
In the circumstances, I would hope that there will be an opportunity
for me to see the full text of the draft White Paper as soon

as possible.

I am copying this to Peter Walker, Malcolm Rifkind and Peter
Brooke.



ANNEX

. COMMENTS AND PROPOSED MODIFICATIONS TO DTI'S DRAFT WHITE PAPER
CHAPTER 5: MANAGEMENT EDUCATION AND DEVELOPMENT

Paragraph 4: Second sentence. We do not wish to emphasise
qualifications as opposed to competences. Frameworks are,
surely, inherently coherent. I therefore suggest the following
amendment.

"The Council for Management Education and Development
brings together industry, education and Government to
develop a national framework for the training and education
of managers at all levels."

Paragraph 4: Will PCO be content with the references to

the Charter Group? We understand that DTI officials tried

to wean CMEAD away from the mis-use of the Charter terminology
at the last CMEAD meeting.

Paragraph 5: The third sentence has a lot of individuals
and a missing '. I suggest the following instead.

"Single firms may not reap immediate benefits from investing
in the development of individual managers; this may inhibit
firms' willingness to invest enough to meet the needs

of industry as a whole."

Paragraph 6: Which initiative is meant in the first sentence?
I suggest that you use "Charter Group initiative™ in the
first sentence and "initiative”™ on its own in the next.

The penultimate sentence looks like a bit of a giveaway.

CHAPTER 8: BUSINESS AND EDUCATION

Paragraph 2: In line 6 I suggest adding after the word
education "and a growing understanding of the strengths
of the system”™.

Paragraph 2: You describe the bringing together of business
and education as "DTI's role". It is of course very much
DES's as well - and that of the other Departments you

list in para 3. Could you not in para 2 either say "DTI

is working closely with DES ... Welsh Office to bring
business and education closer together at all levels"™

(then start para 3 with "The DTI will work with its partners
in Government in encouraging ...."); or else simply refer

to DTI's aim rather than their role?

Paragraph 2: I do have doubts too about the reception

you will get for the last sentence of this paragraph.

The words "major initiative"™ are not always these days

greeted with enthusiasm, unless there is a lot to back

them up. I fully support your wish to repackage and re-energise
what is going on in the school-industry area, but I fear

that the last sentence of para 2 will merely invite people

to claim that this is all the initiative amounts to. The

sentence adds nothing: can it not be left out?




Paragraph 3: In the first sentence insert the word "further"
before "encouraging”.

Paragraph 5: In respect of the first objective in this
paragraph, I welcome the acceptance in your covering letter
that this must be a holiday scheme, but would have preferred
the earlier, broader formation ("every teacher to have

the opportunity .... once every ten years®). Unless you

can back this up with concrete incentives to employers,

I cannot see that much more is going to be achieved than
already happens as a result of the DES's INSET grants,
teacher shortage initiative etc. Employers' failure to

offer placements is the main obstacle.

Paragraph 5: In the second objective "before leaving school"”
is vague. "before 16" is better.

Paragraph 6: At the end of this paragraph would you add
to " - school and college management™ the words "especially

through involvement on governing bodies"?

Paragraph 6: At the end of both the penultimate and final
sentences I would like you to add the words "and FE colleges™.

Paragraph 7: Some words are missing in line 3 of this
paragraph. My preferred ones would be, "In particular,
the Government is anxious that IT should be used across

Paragraph 7: In line 6 will you substitute "to enter"
for "to access".

Paragraph 9: I would prefer to begin the first sentence

with a form of words such as "Further education courses

are responsive to the changing needs of industry and commerce
....", and to insert "LEA's"™ in the second sentence after

"other Departments".

Paragraph 11l: To avoid the implication that an ideal state
has been reached the first sentence should be extended

to end "..... six or seven years, though much remains

to be done." Income from industry still represents only

a very small proportion of total income in both universities
and polytechnics. Ministers are on record as saying that
they believe that much more should and can be done.

Paragraph 12: The description of the Teaching Company
Scheme in the first sentence is a little strong. It would
be better if it started "A highly successful means ...."

Paragraph 13: It would be appropriate, in the opening
words of this paragraph, to acknowledge the role of DES



and others in the initiatives, so that it would read
"In partnership with industry, Higher Education and
others, DTI will be promoting ....."

Paragraph 13: We will not have an estimate of the increase
in the number of manufacturing systems engineers by

1991 until the total available funds have been determined
and propansals from higher education institutions have
been assessed. The words at the end of the first sentence
of the first indent "by almost 2,000 a year by 1991,"
must therefore be deleted.

Paragraph 13: Industry at large and not the Engineering
Council will contribute, together with DES, DTI and

the higher education funding bodies towards the Manufacturing
Sytems Engineering initiative. In the second sentence

of the first indented paragraph the words "the Engineering
Council and its industrial affiliates" will therefore

need to be replaced by the word "industry®™. I also suggest
that you replace the words "to enable"™ with "at enabling"

in the second sentence.
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MANAGEMENT EDUCATION AND DEVELOPMENT

As recommended in your minute of 9 December, I telephoned Stephen
Ratcliffe in ©Tord Young's 'Private Office +today to inform him
that comments on the draft chapter for the White Paper would
be passed to DTI at official level today. Stephen did not consider

it necessary to put this in writing.

Given the short notice by DTI, the Paymaster General has not
been able to give the draft chapter as much consideration as
he would have 1liked, but his initial reactions are as follows.
The chapter seems to be very unbalanced, with a skew or bias
towards those areas where the DTI has been doing (good) work

(paragraphs 7 on) and silence on great chunks elsewhere.

The Paymaster thinks that a good case could be made out that
the ©principal failures in British management have been the
Inability =
a to see the world as our oyster, with the Japanese
attitudes to markets providing you with the scale of operation

to justify a significant R&D effect and

b. to provide an informed management cadre who can manage
the admittedly difficult process which 1leads from basic
through applied research to product development to large

scale manufacture, and



“a

ok to understand how far intelligent organisation can

maximise the return from what may be ordinary management.

The Paymaster has made the following comments on the text:
3 all of what is said in paragraph 1 is probably true,
but the greatest deficiency/consequence was that the shortage
of managers who understood the totality of a business led
to domination by accountants as a proxy.
11 the second weakness identified in paragraph 2 implies
functional competence. The real problem is not understanding

the imperatives of other people's functions.

253 952 paragraph 4, line 4: should this not read The Council

for Management, Education and Development.

iv. on paragraph 5, the Paymaster has commented that there
is also a problem of critical mass. A company with eg thirty
MBAs is geometrically more effective than one with three,
because it is the ability to work with each other from a

common base of knowledge which makes the difference.

V. paragraph 8, line 6: should not this read
"accreditation".
Vi in paragraph 11, line 9, the Paymaster feels that this

should read "marketing and design" given that design is
a part of marketing. If marketing does not come first,
the design is speculative.

Nalat the word marketing in the first sentence of paragraph 12

seems to have been confused with sales.

"!)El L Troacis,

MISS D L FRANCIS
Assistant Private Secretary
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PRIME MINISTER

WHITE PAPER ON THE ROLE OF THE DTI e

Since taking over my Department I have, as you know, been
reviewing its policies and programmes. I propose to announce the
changes I will make in a White Paper, to be published on 12
January just before the Public Expenditure White Paper,so that the

changes can be seen in context.

2 The draft White Paper is attached. 1Individual sections of
it have already been seen by those colleagues most closely
concerned and the draft embodies their comments. You and other

E(ST) colleagues have seen the chapter on innovation policy.

3 The overall policy changes reflect the Objectives for my
Department which I published in October. DTI will in future
concentrate on creating a climate for enterprise. The proposed
changes in programmes reflect this shift in policy emphasis and
are within the overall ceiling on DTI expenditure agreed with

Treasury colleagues in the Public Expenditure Survey round.

4 The concentration on enterprise will inevitably mean a
greater focus in programmes on promoting the growth of small and
medium sized firms. This approach carries across all the main
programmes for business development, innovation and policies
towards the regions and inner cities, where we need to encourage
indigenous enterprise and growth. Effective presentation of the
redirection of my Department's policies and services will be
critical and I propose to follow the White Paper with substantial
publicity on television and in the press about the programmes

contained in our "Enterprise Initiative".

5 This "Enterprise Initiative" will be the centrepiece of my
department's revised programmes designed to improve the management

skills of small and medium sized firms, through supporting their

i JG4ACT 1
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use of private sector consultancy in key competitive areas such as

design and marketing. I will be launching it on 13 January.

6 I am conscious of the potential for overlap bctween this
initiative and some of Norman Fowler's work with small firms. I
believe our respective efforts will be complementary - mine will
be aimed at established companies to help them move up the league
in terms of growth; with Norman's aimed primarily at helping the
individual entrepreneur to start in business and become
established. I have discussed it with him and we have agreed
arrangements to ensure that his programmes and mine will offer a
coherent range of services for small and growing companies. In
Scotland and Wales this coherence will be reinforced by the
decision of Malcolm Rifkind and Peter Walker to use the
Development Agencies as a single delivery point both for my

initiatives and for the Small Firms Service.

7 The enterprise initiatives outlined in the White Paper will
have a significant regional dimension, both through higher levels
of support to develop management skills and through grants
targetted at very small firms in Development Areas to help them
with investment and innovation. I propose to fund these
initiatives by abolishing automatic, open-ended grant schemes and
general schemes of single-company support, which I do not consider

to be cost-effective.

8 The White Paper will accordingly announce the ending of
Regional Development Grants (RDG) in England, Scotland and Wales.
You and other colleagues most closely involved have agreed the
policy and QL has agreed that legislation be introduced as soon as
possible after the White Paper is published. This will enable us
to cut off applications after March 1988 and minimise the call on
public expenditure which would flow from claims during the
transitional period. For that reason I remain concerned to ensure
that there is no advance notice of the change to RDG ahead of the

White Paper.

JG4ACJT 2
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9 The abolition of RDGs may be contcntious with businesses
which have benefitted heavily from automatic grant. I shall be
seeing the CBI and the Institute of Directors the day before the

White Paper to brief them at senior level.

10 The Assisted Area Map will remain relevant, both for the
existing selective regional assistance and for the new grants
aimed at very small firms. Malcolm Rifkind, Peter Walker and I
are agreed that it would be desirable to leave the Map unchanged
at least for the lifetime of this Parliament. The White Paper,
however, leaves some room for manoeuvre: if, for example, economic
growth continues to spread rapidly in the regions, Assisted Area

status may no longer be justified for some areas.

1ESE The changes which we propose for innovation policy carry

through existing trends away from support for near-market research
and single company projects and towards collaborative research,
particularly between industry and academia, and the transfer of
technology. This is in accordance with the policy agreed in E(ST)

and has been agreed with John Fairclough.

12 The other main area where I intend to make changes is in

competition policy. These flow from the outcome of the

inderpartmental review chaired by my Department. On mergers
policy I intend to improve the procedures for vetting proposed
mergers and reduce clearance times for the large majority of
uncontentious mergers. The proposals are essentially procedural
but in current circumstances any change in mergers policy can be
expected to provoke wide ranging debate. There is unlikely to be
strong opposition on party political lines and my proposals should

be welcome to the business community.

13 The White Paper also sets out the main elements for a

fundamental overhaul of existing restrictive trade practices

legislation which is out-of-date and ineffectual in controlling
damaging cartels, whilst imposing unnecessary burdens on business.
A Green Paper will be issued later in the year on the detailed

JG4ACJ 3
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implementation of the changes to the Restrictive Trade Practices

Act.

14 The changes to competition policy and a number of other
deregulatory measures foreshadowed in the White Paper will in due
course require legislation. I have sought to ensure that such
references to tuture legislation do not preempt colleagues'
consideration of the legislative programme. I fully recognise
that these proposals will need to be considered together with

other colleagues' priorities in the normal way.

15 The changes to my department's policies and programmes will
be accompanied by changes in the approach and organisation of DTI.
In its relations with business, DTI has been seen in part as
responsible for 'sponsoring' specific industries. I intend to
make a clear break with this view of its role. In future we will
be emphasising best business practice and focusing effort much
more on issues which affect all of industry and commerce: the
spread and application of pervasive technologies; improving links
between business and education; and concentration on markets and
users, rather than specific supplier industries. An important
element in the high-profile presentation of the new policies will

. be better communication with business. I propose to strengthen

and expand my Department's regional network, particularly to
improve contact with small and medium sized businesses. T shall
also look to increase the use of private sector expertise to

deliver some DTI services.

16 I would be grateful for your agreement to the other changes
which I propose and to the draft White Paper. I should welcome
any comments which you and other colleagues may have on the draft

by the afternoon of Wednesday 16 December.

JG4ACT 4
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17 I am copying this minute to the other members of Cabinet and

to Sir Robert Armstrong.

DY
December 1987

DEPARTMENT OF TRADE AND INDUSTRY

15640 JGARCT 5
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Summary of main policy changes and initiatives

Competition Policy (Chapter 2)

Fundamental changes in the Restrictive Trade
Practices legislation which will prohibit
agreements with anti-competitive effects, and
provide stronger powers for the investigation
of il liegal” caritel’s. Possible exemption for
agreements which are on balance beneficial.

(Green paper to follow on details.)

Merger Countrols

New legislation proposed for

(a) a voluntary procedure for pre-notification
to the Director General of Fair Trading
(DGFT) of proposed mergers, with automatic

clearance for simple cases within 4 weeks;

(b) new powers for the DGFT to secure legally
binding undertakings from parties to a
merger to remove any anti-competitive
aspects as an alternative to full
reference to the Monopolies and Mergers

Commission.

Deregulation (Chapter 2)

New Companies Bill to reduce compliance costs,

paticulairiliy it orssmadd s tdrms=
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- Deregulation White Paper to be published in

summer 1988.

One market in Europe (Chapter 3)

- Launch in April 1988 of major campaign to alert
individual companies to the implications and
opportunities for them of the single European

market.

Business and education (Chapter 4)

- An initiative to DbLring education and industry
closer together by encouraging commercial work
experience for teachers, work experience for
young people before they leave school and

participation by businesses in schools.

- New DTI support for use of Computer Aided
Design and other forms of advanced technology

in schools and Further Education colleges.

Business Development (Chapter 6)

- Ma dloir: extensiion Siedf | aciciessis & b odiciom:s alelanicy
services for small and medium sized companies;
range of services to be extended further in

April 1988.

- Promotion of management functions which raise
the competitiveness of businesses such as

design and marketing strategy.
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Policy and Inner Cities (Chapter 7)

T mpicoNe:ds ‘aic cie siseitio e /on-Sitlit ainicly | iisiefravid ‘clelst Stoir
small and medium sized companies in Development

Areas and Urban Programme Areas.

Investment and innovation grants for small

companies in Development Areas.

Abolition of Regional Development Grant Scheme.

Einig el finsih ST ntd USRS E T ia g RN FNS It "arErets it off i clitie ta s ©
substantially provision of managed workspace,

primaridly in, fnnerscities.

(Chapter 8)

Greater emphasis on technology transfer-
especially linking educational institutions and
induisit'cy ‘=" flor gsmatllysfirms - forsthe *reigi oness,

and for new technologies.

Greater emphasis on collaborative research on
both a national and European scale. Launch of
new e or lilratbYor e atiii v e programme on
superconductivity and of a national information

technology initiative.

Initial assistance to technologically advanced
pirio jrescitis L udunt s aimia s 1C et ormepraii efs e a nid S aisRvie Y
resit ricteds number o f i pit o ec tist olfifie riinig
e x ceipst irornia s sniart=isoinfa ", 'bie nie £ it ™ ehiiclwcit

subistantially ‘reducing support for projects in
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single companies.

Business and Government (Chapter 9)

- Greater emphasis in the work and organisation
of DTI on good communications with business
throughout ‘the Jeconomy tand ‘especiadilly date a

local level.
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INDEX
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CHAPTER 1

"The needs and demands of society can only be met by
increasing prosperity. The prime objective of the
Department is to assist this process throughout the economy
and to champion all the peuvple who make it happen, rather
than just individual sectors, industries and companies.”

DTI Objectives

ENTERPRISE: THE ROLE OF DTI

Ll Enterprise is fundamental to a dynamic and growing
economy . Lack of enterprise played a major part in the
relative decline of the British economy; its return has
played a major role in the recent economic revival. The
key "to continued+economic “siucicies s iliiesiainy thie Sfurtiher

encouragement of the enterprise of our people.

The past: economic decline

12 The seeds of economic decline can be traced back
over a hundred years. After 1870, the UK’s growth rate
measured in GDP per man year was persistently below that of
the United States, France, Germany, Italy, Sweden and

Japan.

I The enterprise of the nation appeared to have been
lost. The education system discouraged young people from
working in business and neglected the skills of management
and innovation. No training was advadlable  foir: the greait
mass of people at work; such training as did exist was too
often rigid and anachronistic. The ability of the economy

to change and adapt was hampered by the combination of



CONFIDENTIAL

ce-rporatismtrandi plowe tfulliiunasomn. sy Corporatism limited
competition and the birth of new firms whilst at the same
time encouraging protectionism and restrictions decsigned to
helpw existing  £irms'. Trade unions opposed changes in
working practices and fed the inflationary expectations of

Lheir members.

L Although the UK’s post war economic performance
appeared good by the standards. of 'our recent ‘past, ditisi poor

relative performance revealed these underlying weaknesses

in the economy. From the early ’'fifties until the end of
the ’seventies the UK was bottom of the league table in
economiec sgrowth, “in"“the “level and ‘thie “growth  ©of
productivity, and in the efficiency of investment. High

and accelerating inflation compounded those problems,
leladinig “uisi in the end ito ‘borrow friom the 'Interhational

Monetary Fund in 1976.

125 Duwridnieg ™ thils “pleriody Sdnerieasitnig Government
intervention in the economy brought not only the burden of
h ifgih e e ttrasraita oin bt -~ cioniibiiinie du ist sdwaie his asrc omprliicatied: tax
system. As a consequence, the process of which, decision
taking was distored. Government intervention directly
affected the fortunes of companies and industries,
protecting those industries which were unable to adjust to
world conditions, yet often neglecting the potential of new
companies in emerging sectors. Social attitudes mirrored
these attitudes to enterprise; business and profits were

disparaged and money making itself was despised.

1.6 The result was an inefficient economy. The symptoms
were readily apparent - reduced and inefficient use of

investment, low productivity combined with high wage
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growth , poor JdndustrialiEriellatilonssaciomb i-nfeditwihi theiwe alk
management and "a continuwing lack "of technological
innovation. Bie'it ain Faidiledittios compete  sucicessful lyin
world markets and suffered a relative decline in its

ability to generate wealth.

1979: the turning point

19557 The change in policies in 1979 marked the major
turning point. Two primary economic aims were set; the
control of inflation and the encouragement of enterprise.
It was recognised that "supply side" policies to encourage

enterprise had to be wide-ranging and consistent.

1eH8 Since 1979 the whole climate for wealth creation
and enterprise has improved. The control of inflation has
been the foundation on which businesses and individuals
have been able to plan with confidence. The changes in the
tax system have restored incentives and rewards for
individuals. The return of venture capitalists and changes
in financial markets have encouraged smaller businesses.
Business start-ups now have a network of advice and
financial help, encouraged by the Government. Deregulation
and competition have given people more scope to develop
their businesses. The links between education and industry
are being strengthened in schools and in higher education.
The need to encourage enterprise has infused a wide range

of Government policies.

Lt There have been major changes in the economy too.
The recession between 1979 and 1981 demonstrated all too
clearly the weakness of an economy which, over many years,

had become uncompetitive and unresponsive to change.
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Conditioned by yearts .ofs inflationary expectations angd
ind 1l exiblie’swiomkiings  piriacticesh S thie iliaibigruir ‘marikeit . in
particular could not respond to the second o0il price shock
and the consequent strengthening of sterling. As a result
output fell and the economic recession was more severe in

the UK than in its competitors.

152 L) Since 1981 the economy has been transformed.
Instead of being bottom of the league, the UK is now second
only to Japan in terms of growth of GDP. We are top in
terms of productivity growth. Output growth since 1981
has been double that for France and Germany and the economy
is growing at about twice the world rate. The UK’s share
of world trade in manufactures has recently been broadly
stable after many years of decline. And, alongside major
improvements in profitability and productivity, there has
been a significant growth in enterprise since 1979 with the
number of self-employed up by a third and the net number of

businesses increasing on average by 500 a week.

The future

bl In. future, #the economy will have" to ‘adapt ‘to the
pressures exerted by the increasing pace of innovation and
changes in consumer demand, and respond to the lower oil
trade surplus. Manufacturing, the service industries and
earnings from overseas will all have a major role to play

in the UK’s adjustment to lower o0il production.

102 Thieirers its st ilall muichal toqya cthilere Despite rapid
productivity “growth din’ recent years,i :the' ‘lewvel  of
productivity remains, on average, about one-third to one-

half lower than our competitors. Private sector R&D is a
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smaller proportion ot GNEEIthanEini aliltimaljoir s compeitit t ot
The training and skills of managers and other employees are
low compared with principal competitors. The enterprise
culture and the efficiency and competitiveness of industry
and commerce need further encouragement. That is the role

(030500 4DJSL I

The philosophy : open markets and individuals

Loies The keynote of future DTI policies "is enterprise;

its two foundations are open markets and individuals.

50 4 5L Open markets are the best guarantee of incentive
and Seffiicdienciye Closed, insular markets kill enterprise
and effort with a consequent loss of dynamism. But open

markets are not to be confused with unfettered market
forces, for these 'can 1lead to'closed, protected and
monopolistic conditions. DTI will strive to promote open
markets through the exercise of its competition policy,
through privatisation, European deregulation and
international trade negotiations. Regulation has sometimes
limited the operation of open markets in the past but it
has been used, and will be used, to encourage competition
and to ensure that markets work properly and enjoy the

confidence of informed investors and consumers.

ol T'n d i v isdsutasles, *niereidimpioisd it dvie SeinicioluiEiasgieimie it as fte0
part icipate Jactive lyedin ther challlenge®of creating
prosperity, if only to combat the past anti-enterprise bias
of British: culture;. DTI will seek to bring business into
education and encourage education to consider the needs of
business. It aims to expose more young people to the

excitement of running a business and working in business.
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DTI policies also seek to raise the skills of individuals,
particularly through developing management skills. The
encouragement of sclf-help will be an important part of
DTI’s new initiatives and of the innovative approaches

being developed in inner cities.

DTI spending

15136 Many of the policies to achieve these goals - such
as competition and deregulation - do not need Government
spending. Indeed privatisation and greater efficiency in

the remaining nationalised industries have led to a very
significant fall in DTI spending over the last eight years.
The underlying theme of spending is to improve the
functioning of markets, to avoid taking decisions which
should be taken by the private sector while contributing

positively to economic activity.

3 LY Lind i'viduals  can:ondy worki efficiently in " open
markets if they have enough information about the
opportunities and problems to make reasoned business
decisions. The need to transfer information underpins a
whole range of DTI’s policies and spending. Spreading
information about best practice is particularly important
Floice Tsimarlil Bt rmis Management skills and excellence in
strategic decision making can be achieved by spreading
information about best practice and knowledge about the
advantages of using expert outside advice. Thiissi=wianliliiber "a
focus of future policies: Technology can spread innovation
and the use of techniques, which, while they need not be
high-technology, can significantly raise the potential of
many companies. Again, information is the key to

management action. Collaboration between businesses and
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research institutions can be greatly encouraged by
spreading both information and experience on the benefits
o'f’ reseatch -collaboratiiionon i ptojects which rares s:Ealisssome
way. f comicommierr:c ira l & exiplioitiant e bty wihiitelh T hia vie
considerable market potential. DTI can act as a catalyst
by providing information and encouraging businesses to try
new approaches; once the commercial success and relevance
of such approaches is accepted by business, the normal

operation of the market economy should take over.

CHARTS

1.18 The total size of the DTI budget has fallen by more
than a quarter since 1979/80 and the balance of spending
within the budget has shifted. The most significant change
was the decline in spending on nationalised industries

while spending on innovation increased substantially.

I AL Over the next few years, there will be further
substantial changes in spending. Spending on the use of
consultancy services by small and medium sized businesses
will increase markedly. There will, alsio ibe:ia shidft dindithe
type of spending within programmes, away from automatic
grant and near market support for individual companies,
towards consultancy services and towards technology
transfer and collaborative research. Detailed spending
pulian s willilsSebletsinwbil G¥s hietdl Ssthio e Bl ys “Tin="thie" ainnura l Ribilsiie

Expenditure White Paper.

154230 Vigorous assessment of spending programmes 1is
important in ensuring that the DTI's policies are meeting
their objectives and not funding activities which would

have been financed in the market. Accountants and private



CONFIDENTIAL

sector advisers appraise cases for selective assistance;
assessments of the effectiveness of programmes are used to

review policies and their implementation.

172l Thie future policies:® and organisation of  DELT ‘set aut
in this paper are based on the underlying philosophy of

open markets and individuals and the new objectives of DTI.

1095222 The change in approach is reflected throughout DTI’s

activities. DL willli be  the department for Enterprise.
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CHAPTER 2
"Business flourishes in a competitive and open economy and
we aim to secure this both at home and abroad."

DTI Objectives

A COMPETITIVE DOMESTIC MARKET

201 Competitive firms are the key to a prosperous
economy . Competition in open markets offers both rewards
and penalties. It seeks out those who produce goods and

services which give the customer the best value in price
and quality. Competitive markets pruovide the spur to
improved performance and efficiency in industry and

commerce.

282 Too often in the ’sixties and ’seventies “industrial
policy’ was determined by pressures from special interest
gyt 0/t pisiisfiofrils piriortielc il ony am difisiubistiitd viEitio. hardijiuisiEil it o
competition. In other words to resist open markets. The
benefits of such policies, while immediately visible, were
illusory in the medium-term. The “costs, sin' higihietr b {8l g
for the customer and lost job opportunities elsewhere 1in
the economy, were less visible but very real. Overall such
policies ‘conttibuted to the <relative: decline 4dnour
economic performance and in the purchasing power of all of

us.

2553 Siisncre 19759 ‘Etithie’ “miiic rfo —felcfomn omiiie; "poil iciiiels o frat e
Government have been directed towards creating and
sus taining: open marckets, by Yge'tt ings out of " ditecit
involvement in running parts of the economy, by removing

obstacles to the flexible operation of markets and by
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seeking to ensure competition within the expanded private
sector. "Open markets" do not mean that Government should
rely simply on the operation of market torces or stand by
as a passive observer of the economy. Market forces do
often create open markets, but where they do not, the
Government act to introduce competition and thereby

efficiency.

Privatisation

"We seek to create a larger market by privatisation."

DTI Objectives

204 Privatisation can enable an industry to thrive
competitively in the market and serve its customers better.
It helps to prevent the economic distortions of the past
which subjected par ticu i aseisnia ritissio fEtihie Sl e leiol oM VARt O

political rather than economic decisions.

2595 Sinic oM 1159 7.9 DI hiaieliSiang cicietshs Al 1yl irieit iriniesd S
significant number of nationalised industries to private
ownership and to profitability. Virtually all have
flourished in the face of competition in the open market.
For example, British Aerospace have quadrupled their
pre-tax profits between 1980 and 1986. Cable & Wireless
have increased their pre-tax profits by 450 per cent since

privatisation in 1981.

2°.56 The Government are committed to returning successful
state industries to private hands as soon as practicable.
While they remain in public ownership the Government’s
approach has been to expose them to the beneficial

diissciplines lof ¥eompe tition “and openyt market s In some



CONFIDENTIAL

sectors, world market conditions have created particular
d if £ 4 cowlt ifejsin Yet in the steel industry, despite those
world market difficulties, the efforts of management and
workforce in responding to greater commercial freedom have
transformed BSC’s performance. In 1979-1980 it made a loss
after interest and exceptional items of more than £1.75
b s ot It returned to profit in 1985-1986 and made a
profit, aftetr all deductions, in"1986-1987 of £178 million-
In December 1987 the Corporation announced half-year
pEefits, ofy fEEo0smitlild on: BSC has reached the stage where
it will benefit from the commercial flexibility and freedom
from Whitehall restrictions which privatisation will bring.
The Government accordingly announced on 3 December 1987
theilre intention 'te intiroduece Hnetthecurrentitsies saon the
legislation required to turn the corporation into a private
company and to set in hand the work necessary to privatise
the Corporation as soon as possible, subject to market

conditiionsi.
Competition Policy

"We seek to produce a more competitive market by
encouraging competition and tackling restrictive practices,
cartels and monopolies."

DTI Objectives

P . Competition policy serves to ensure that competition
remadins a .strong forcelito promote efficiency ‘ands tih'e
development of markets, where this is not achieved by
market forces acting on their own. DTI encourages pro-
competitive policieis "alcrosis ither spectrum. of" Government
U@ AT s B e ST Competition law includes powers for the

investigation and control of mergers, monopolies, anti-
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competitive practices (mainly, anti-competitive behaviour
iy dmididive idhras TSSE e msBE ainide e efsitini et viel Stinaidie s piria c iic els
(cartels and other anti-competitive agreements between
£ ilems )i Law and policy on mergers and restrictive trade
practices have recently been subject to a thorough review,

and a number of decisions have been reached.

2.8 On mergers policy, the main - though not exclusive-
consideration in determining whether mergers should be
referred to the Monopolies and Mergers Commission (MMC)
will be their potential effect on competition. But the
Government believe that the law should continue to give the
Secretary of State for Trade and Industry discretion to

refer mergers on other public interest grounds.

2.9 This policy enables the great majority .of
proposed mergers and acquisitions which do not pose a
threat to competition to be decided by the market, without
intervention from official agencies. The Government
believe that there are considerable benefits from allowing
freedom for change in corporate ownership and control
through mergers and acquisitions. Generally, the market
will be a better arbiter than Government of the prospects
for the proposed transactions, and will ensure better use
of assets, for the benefit of both their owners and the

economy as a whole.

20 B0 Government should intervene only where the interests
of the decision makers in the market are likely torun
counter 'to rthe publicilinttieressit: The classic example of
this is where a merger threatens to give the newly-formed
enterprise a position of market power which it will be able

tiolexpliodt  at theexpensie wof itis cusitomers:. Mergers may,
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also, wolecasiiionally raisellother fisistesiiwhi ch'satfeicitierne
public interest, and that is why the discretion to refer on
public interest grounds is to be retained. Similarly, the
MMC, in their assessment of mergers referred to them, will
continue to make an overall public interest judgement, but
in practice it is likely that the main consideration for
the MMC in assessing the public interest will continue to
be, as it has been in most past cases, the likely effect of

the merger on competition.

Zh In assessing the threat to competition and deciding
whether to refer a merger to the MMC, the Secretary of
State - and the Director General of Fair Trading (DGFT) who
advises him - will continue to take full account of
competition from within Europe and from other international
sources. In addition, opportunities to exploit market
power are often in practice limited by the threat that new
competitors will enter the market; the assessment therefore
takes into account the potential for competition from new
suppliers, whether from domestic, European Community or

other overseas sources.

23912 In most cases, competition is likely to be the most
effective means of promoting efficiency. There may
sometimes be cases in which a merger appears both to
threaten competition and to offer the prospect of
efficiency gains. In such cases arguments about the gains
to efficiency (and thus to international competitiveness)
which may flow from a merger will be considered. But the
paramount consideration is to maintain competitive market
conditions, and mergers which may significantly threaten
competition will therefore normally be referred to the MMC

for a full examination. It is for the 'MMC to assessh both
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the potential damage from a merger and its potential

benefits, and to reach a balanced overall judgement.

Zeils There has been widespread criticism that current
merger control procedures are time-consuming and
inflexible. Within current procedures, good progress has
recently been made by the MMC in cutting the length of
their investigations; the average time taken by the MMC
over merger enquiries has come down from about 6 months
over the past few years to about 4 months in 1987. Similar
improvements are now in prospect in the handling of
monopoly investigations by the MMC. Following a management
consultancy study of current procedures and working methods
within the three institutions involved (the DTI, the Office
of S Fair ‘Trading: (OFT) andithesMMG@) ‘theriGovernment sexpecit
that 2t will be poessible “toy, make further "progiessisin
cutting the overall time taken, measured from when a merger
becomes known to the OFT to the time an MMC report on it is
published and the Secretary of State’s decisioniis
announced. Some of the proposed improvements in working
methods and internal procedures will require minor

legislative change.

2.14 In addition, two major legislative changes will be
sought which are designed to enable the merger control
process “to operate more efficiently and-Elexibly- siga
formal, though non-mandatory, pre-notification procedure;
and a new function for the DGFT to obtain undertakings from
the parties in cases where it is possible in this way to
remove a potential threat to competition without the need

for an MMC investigation.

240715 A number of major industrialised countries have
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mandatory pre-notification procedures for mergers above a
certain size. These are designed primarily to prevent
mergers taking place hefore the compectition authorities can
take action to prevent them. In, practiice ithist s dmareiliyta
problem in the UK, and the Government do not believe that a
mandatory pre-notification requirement would bring
sufficient advantages to justify the additional regulatory
burden on businesses. But a non-mandatory system will
bring real benefits. The vast majority of merger cases are
cleared without a reference to the MMC, and the aim of the
proposed procedure is to facilitate the more rapid and
efficient “handling ‘of those' cases Wwheire its camn- be
estiablilshed at —an-—early sstage-=that=there 15 no.Serious

ground for contemplating a reference.

2116 Those who choose to pre-notify their proposed merger
to the OFT will be required to submit, with their pre-
notification, answers to a standard questionnaire setting
out basic information about the transaction and about the
businesses involved. In | sdimpilie cases: the ‘infioicmation
supplied in this way will be sufficient for the DGFT to
advise, without further inquiry, that there is no ground
for a reference. In- such ra ‘case:, proxviidieddst hiaiteiche
proposed merger has been publicly announced so that third
parties have an opportunity to register any objections, the
parties will be entitled to automatic clearance of their
proposal if they hear nothing from the OFT within a defined
period of 4 weeks. In more complicated cases, the OFT will
need more detailed information before the Director General
of (OET is, im"a poisittien ‘tio advisle, wand ddng thaticasie the
partiees -will  NevexwTto'beidnformed that -the right iito
automatic clearance has lapsed - though naturally the

Secretary of State will still aim to reach his decision as
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guickly as  possdbides Mergers which are not pre-notified
will remain liable to reference to the MMC for a period of

Wpi: oSS vieaiEs

208 The second major legislative proposal is designed to
provide a quicker and more flexible mechanism than a full
MMC reference for dealing with some of the competition
problems which may arise. The DGFT will be enabled to
discuss with the parties possible modifications to their
merger proposal, wusually involving the divestment of some
of the assets of the merging businesses. If the parties
are able to offer divestments which remove the competition
problem, the Director General may be prepared to advise the
Sieicireitary  of State against reference on: that balsisi.
Whenever it is feasible, the parties will be required to
complete the divestments before the main transaction is
given clearance. Where it 4is not possible, then the
piarties may 'be lgiven clearance, tio. complietie ntheir
t.ransaction first, but only subject toe legally binding
undertakings to make the agreed divestments within a
specified period afterwards. The parties would also be
required to give legally binding undertakings to keep the
operations of the two merging businesses separate until the
agreed divestments had been completed. If the divestment
undertakings were not honoured, the Secretary of State
would have powers, without an MMC investigation, to require

divestment of some or all of the assets acquired.

270148 In addition to discussing ‘possible divestments, ¢the
DGFT will also be enabled to propose undertakings which the
parties-mighit "giviesito sthe "Seeretarys of Sitate aboutisithe
post-merger behaviour of the new group, designed to prevent

the anti-competitive effects which might otherwise flow
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from the merger. Any such undertakings would be legally
binding.

P The law contains special provisions for the control
of newspaper mergers. As with other mergers it 1is

desirable that the examination process should be completed
as speedily as possible. The MMC have said that they will
complete future enquiries into the general run of newspaper
mergers within two months rather than the three which the
law now gives them. Against this background the Government
propoises toamend ‘the s law tol give the &Secretiary =oif uStiatie
thied fllex #bdlftyy vas with merger enqguiries sgenerally = tio
specify the period within which the MMC should report. The
statutory arrangements under which a newspaper merger may
be allowed to proceed without a reference to the MMC in
cases off financial "urgency iwill Sbe imadintaidned; Subut
consideration will be given to ways of tightening their
administration. These measures will make it more difficult
for the parties to newspaper mergers to argue that an MMC

enquiry is ruled out by financial urgency.

29210 DTI will shortly publish a further paper setting out
more fully the background to these decisions on merger

control and the details of the ! proposed legislative

changes.
28527 The other main aspect of the review of competition
law concerned restrictive trade practices. The review has

confirmed the belief that the legislation, first passed
over 30 years ago, has fundamental weaknesses in today’'s
business climate and that thorough-going reform is

required.
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25202 Tihie.- mossit s tismportant Spoin tasst that st hes#liaw dis sl ess
effective than it should be in tackling seriously damaging
crarpitre ]l s ThiessDiGE T current Iy “hiass Sl y. bl iiiiitierd ® —ain'd
ineffective powers to investigate suspected covert cartels.
Moreover, even if a cartel is uncovered, there are usually
no penalties. The deterrent effect of the present law 1is

therefore extremely weak.

25023 At athe, s ame -t ime ,’ slitncelithe @il alw “relquires
registration of agreements of a certain form, regardless of
t hie i i EpLriatc (et ciatl s es flffelc o Nt “icromiplel b SRRl o nER SIS E A g
indiscriminately and unnecessarily burdensome on innocuous
agreements between businesses. It is also based on wholly
different principles from the equivalent European Community
law which has direct effect in domestic law. Businesses

are therefore subject to two very different legal systems.

2.24% The Government propose that the new national law
should reflect the same principles as EC law. The basis of
the new law will be a prohibition of agreements with
anti-competitive effects. The emphasis on the effects of
an agreement rather than its form will ensure that the many
innocuous agreements unnecessarily caught by the current
law will fall outside the scope of the new law altogether.
At the same time genuinely anti-competitive agreements,
skil fully drafted to'wavoids the current law, 'will) be tcaught
by the new law. The law will be backed by stronger powers
for the investigation of suspected illegal cartels; and
there will vbe ‘“tough penalties §foxr brieach of  the

prohibition.

25025 The law will make provision for exemption from the

prohibition for agreements which are on balance beneficial.
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Thiis “will: inecilidesspirionsisskitoinabaitth . £foir exeimip t i"oint oif
individual agreements and for "block" exemptions, set out
in secondary legislation, for classes of agreement. The
Government intend that the law should apply throughout the
economy; subject to consultation, it is. . not intended ¢that
the primary legislation will provide exemption for whole
sectors, as for example the existing Act provides for many
professions. Exemption from the prohibition will normally
need to be obtained either by individual exemption through
the procedures which the new law will provide or by block

exemption enacted in secondary legislation.

255216 The proposed reform will be far-reaching in its
effects, and further consultation will be required on the
details of the proposals. The Government will publish a

Green Paper shortly.

Regulation and Competition

"We seek to increase confidence in the working of markets
by achieving a fair level of protection for the individual
consumer and investor."

DTI Objectives

2.2 Open markets mean not only free markets but informed
and fair markets in whose workings the individual consumer
and investor can have confidence. But regulation to that
end must be kept at the minimum level necessary.
Regulation can be a positive force to promote competition;
but, as a general rule, neither the efficiency of open
markets nor competition is improved by prescribing detailed
requirements which impose costs on consumers and business

and limit the scope for freedom of choice, enterprise and
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innovation. Regulation can also divert energy away from
the primary task of meeting customer needs and creating

national wealth.

20528 Some regulation is needed to prevent anti-
competitive behaviour and to provide a framework which
achiewves 'a fiair level of! protection for, K the individual
consumer and investor. A's sepaiei¥eo fa t hit s st s e Iielatn 1y
important that consumers kno& that products on the market
are safe, that consumers and investors have the information
they need to identify best value for money and that they

have access to redress if things go wrong.

2529 A balance therefore needs to be struck between
regulation needed to promote competition and give
confidence in the working of markets and the risk that
reigulation will divertieconomic actiwity and fimpose

unnecessary costs.

20530 The achievement of open markets and competition has
bielen "a ‘siigndificant  atimied nsSpiTTEs Sre giu llaltio c yasfunicit i onisy,

recognising that this is essentially a long term process:

- in,. the telecommuniicationsi macket, the
Government’s licensing powers are used to
introduce effective competition into what was,
before privatisation, a statutory monopoly.
The Government have established Mercury as an
effective national competitor to BT. In mobile
communications the introduction of competition
has created a much larger market: in 1981 there
were only 20,000 mobile telephones in the UK;

there are now more than 260,000;
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- finta S Ein amnicavaRllsietrviit ciel st it hies 5958 T6HUA e b hiakd ) s
origins, in part, in the removal of some of the
traditional restrictions. The new structure
established by the Act achieves the flexibility
needed to respond to developments in rapidly
changing markets, most notably in the role it
gives to practitioner based bodies. IS
introduces a comprehensive system of investor
protection covering all financial markets, from
Eurobonds to the High Street. At the same time
the Act contains its own competition provisions
designed to act against rules or practices
which have significantly anti- competitive
effects greater than are justified by the need

tlolpretect) investoris:

- in the radiocommunications markets, ¢the
promotion of competition and open markets is a
key aspect of the way in which DTI administers
tihier et a dedvor misipie cetic umis DEIET- "eits i cauwirértein iy
consulting users about how the role of market

forces in spectrum allocation can be increased;

- in regulation and public purchasing, use of
elfifelec thi veidniduisstir y \ sctvan.diatr dis SipirioimiofEless
competition by helping to create a market in
which businesses compete on equal terms. BT
promotes the adoption and use of effective and
open standards. Public purchasing requirements
are “inc rieaisiinig iy beiinige bid s edion: iputbilviisihierd
standards, thus widening the range of

businesses which can compete for public orders.
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In advanced technologies, such as computers and
telecommunications, regulation promotes open
sit'an dardisiswhiiceh. "help “reduce barrvdiers to
competition arising from acquired technology or
information. Compliance with defined voluntary
standards 1is being increasingly used as an
effective means of meeting public interest

concerns and encouraging competition;

- ini‘thei'area ‘of copyright, patents . trade marks
and industrial design, the need to ensure that
the innovator’s enterprise is adequately
rewarded must bhe halanced against the adveirse
ef fectilofs such ipirioitec tionition icompeit it ion". DT
has the main responsibility in Government for
ensuring that the regulatory framework reflects
the constant change in markets and technologies
to maintain that balance. To ‘'t haititenid > the
Govie rnment haveSteicently Introduced'ithe
Copyright ;" Designs ‘and Patents Bill currently

before Parliament.

Informed and effective markets

2 Sk Full competition, and the freedom of the customer to
malkie “e'fitiec tiivie' s cthiofi celsyi "die'pienid = omn th'e Igiutaild tiy. o°f
information available in the market and about those who
supp Ly G5t Many of DTI’'s activities contribute towards

greater openness and transparency in the market:

- the framework of company law sets standards of
Einanecdials opennesis "in thew dealings ‘of a

biusinessawith" its. suppliers, customers: and
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shareholders;

- business and others make more than 14,000
company searches every working day at DTI’s

Companies Registration Office;

- the very broad range of factual information
collected ifand fanalysed, by  DTI’s Stabistics
Diwvisieons, forms 'an important ‘seurce of
intelligence about the economy and particular
sielc tiig b isitio E sl nidiu SEE i e v iainTd e clommie e e The
*Business Trends?® section of "British Business!
is used extensively and about 300,000 copies of
Business Monitors are issued each year by the

Business Statistics Office.

221392, In maintaining the integrity of the market place an
essential contribution to the desirable balance between
free markets and the protection of the participants is made
by those in DTI and in the private sector who administer
the new insolvency legislation and the provisions for the
diifsiquail i fiication from wefficeof tunfitted’directors:
Similarly, the prudential regulation of the insurance
industry and the investigatory work of DTI’s Companies
Investigation Branch all contribute towards making markets
work properly. The high degree of confidence which
cus'tomers .and dnvestors enjoy a's a result of these
activities helps strengthen the UK as a sound base for
international investment and safeguards the reputation of
ou L financa al™ and ftad iing el mnisteiit Witiion s, it afl St gwitihies

continued success in world markets.

22313 In consumer protection, the policy emphasis will
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reflect the Government?’s belief that the best form of
protection comes from consumers making well informed
choices and acting in their own interests in the market
place. To achieve this, information can be more effective
than regulation. However, where the case is made out for
regulation on safety or other grounds, the Government will
not 'hesitate fto —act. Consumer Safety awareness campaigns
run by DTI will play an increasing part in the promotion of
consumer safety. Such campaigns can, for example, provide
a cost effective way of reducing accidents in and around
the house, involving no extra administration burden on
industry. DTI will continue to fund a number of bodies,
such as the National Consumer Council and the National
Council of Citizens’' Advice Bureaux which provide an
important source of advice, information and research to
consumers and make a valuable contribution to protecting

consumers’ interests.

Reducing the burdens on business

"We work within Government to create a climate that reduces
red tape."

DTI Objectives

2.3:4 Whilst regulation is needed, it has to be combined
with an overall requirement to keep the burdens on business
alis sl it o hit s a s s n oS fsEis bRl el Thie fictossitis s BorEliclomprliatamic el w-dktih
regulation take many forms: there are costs of the time of
those who have to deal with officialdom, of constraints on
human and material resources; costs of registration,

licensing and of returns to Government.

25315 In achieving a reduction of burdens on business
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across Government, DTI.will continue to . seek -beth to: remove
the burden of unnecessary Government regulations from

business and to improve regulation where it is absolutely

essential. The Enterprise and Deregulation Unit (EDU),
bia'sied . moew " in DT, “is Sressponsiblies for ‘coordinfalting  the
process of regulation reform across Whitehall. All new

proposals for requirements on business are examined to see
if they are necessary and, if they are, to see how they can
be implemented in the most cost-effective way. Gradually,
all existing requirements are being examined in the same
way . The system of assessing the compliance costs of
proposed new requirements on business is being further
developed and departments are being encouraged to identify

more targets for regulatory reform.

25356 DTI also seeks to improve regulation in areas for
whidic hsri it Siis Ehrelsipion siibilie, Deregulation will be sought
through:

- new companies legislation, an objective of

which will be to reduce compliance costs to

business, particularly small business;

- legislation to amend the Consumer Credit Act
1974 to remove business lending and hiring from

the scope of the Act;

- amendments to the Weights and Measures Act 1985
to increase self-regulation, coupled with a
ditstay R or il M rasd bt nio S thainudiarr dis T id elpialitiE miemnit s 5t o
i'nisipecit elgiu ifpmeln t S f o “usie in " ririaidie” “at

reasonable intervals.
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Communication with business

i3 It is vital that DTI is well informed about business
views and the impact of Government on business and markets.
The BDIUS pir omoitie's "betite ' consiuilitart dloni-wattth® biu's itnte s/st,
simplification and streamlining of essential controls and
training within the Civil Service to improve the mutual

understanding between Government and business.

2738 In the Government’s work on communication with
business, it is essential that regulators and those running
services are increasingly seen, and see themselves, as
f-atcriflsi-tiast ol sw -0 f =btissisn e sis"; Regulators’ aims need to
recognise that regulation which may seem straightforward to
an expert in taxation or a licensing system is often
complex to business. Public sector delivery mechanisms
need to offer comprehensive support and help to businesses

to understand and comply with their obligations.

256819 Achieving this improved relationship with business
requires positive attitudes towards business development
from officials at all levels. Training is an important
feature of this. S0, too, ! isedimproving consultation “with
business at all stages of policy development. The EDU
operates with and through the deregulation units which have
blete'n itsiett Mup iin Sdieip ait Ememtistitiolipiriomo te iktihiesSp ol 1iciy: bioitih

domestically and in relation to the European Community.

240 A White Paper will be produced in the summer which

will set out further progress on deregulation.
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CHAPTER 3

"We will continue to promote the growth of international
trade and work towards a single market within the European
Community."

DTI Objectives

OPEN INTERNATIONAL MARKETS

i L Open markets internationally are an indispensable
element in promoting efficiency and enterprise at home.
They are also a vital part of the UK’s economic prosperity.
Exports account for about a third of national product and
imports are similar in scale. The creation of a single
unifded markeit. in Euroepe by ‘tihe end o 811992 " is cone" ofsthe
main elements of the Government's policy of open markets.
It will bring benefits to British business and will make

fundamental changes to our domestic market.

The single European market

32 In the past the single European market has tended to
be seen as something separate from domestic concerns. Thils
perception ignores the fact that consumers rightly take for
granted that their range of choice embraces all European
goods. In the economic and legal framework within which
business operates, European and domestic concerns have
become inextricably intertwined. Half  of: the UK silexports
of goods already go to other Community countries. The
c¢hia ritt ssthiows: ithe: rapidiicgicomth i fanaithfetipirop ot B1ron s el UK

exports going to other Community countries.

CHART
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33 Yet much more needs to be done before there 1is
genuinely a single market. The remaining segmentation of
the European market raises barriers to enterprise; it leads
to inefficiency, reduced international competitiveness and
wasted resources. Creating a single market presents the UK
with a challenge and an opportunity. Ttwidisy achalilienge,
because the actions which business and Government take over
the next five years will determine how far the UK will be
one of the more prosperous parts of the European economy.
LTt ‘is an ‘opportunity, 'both 'becausel of " the ipotential fior
wealth creation and prosperity which a single market of 320
million people can release and because the UK is well
placed to benefit from that potential. OQurs is now one of

the fastest-growing and most dynamic economies in Europe.

3Lk Simply removing barriers to trade and establishing
common rules are not enough. British business must also
respond to the challenge and opportunities of the single
European market. Its ' decisions on investment, corporate
alliances and ability to build market share over the next
five years 'are‘.criucidals The Government’s priorities in

helping to establish this single market reflect both these

points.
3.5 DTI will work to ensure that the single market is
achieved, and in ways beneficial to the UK. Tiodsthat W enid

DTI wants to establish a closer partnership with business
so that Britain’s commercial interests can be taken into
account. The Government also want to see that industry and
commerce understand and prepare for the fundamental changes
in the way in which the European market operates which will

take place between now and 1992. Within Government, DTI
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takes the lead in seeking the views of business, the City
and the professions; in representing these views in
Brussels; and in coordinating Government policy towards the

single European market in general.

Key aclivities

36 The Government's aim is to remove obstacles which
inhibit any firm’s ability to operate across frontiers,
selling goods and services of every kind. Financial
services are, in particular, an area of great competitive
opportunity for the UK. The Government’s objective is to
secure liberalisation of capital movements within the
Community, and to match the freedom which, Community firms
have to establish themselves locally within other member
states with the freedom to provide services across
frontiersw This will reinforce the existing strengths of

London and other established European financial centres.

3T Differences in national standards, and testing and
certification practices, can impose barriers to trade. DTI
will seek not only to establish greater mutual recognition
of standards, tests and certificates, but also European-
wide standards which impose minimum rules consistent with
safety and environmental requirements. Where the need is to
provide for European-wide infrastructure and services, more
comprehensive European standards will be sought. Past
experience shows that those countries which put most effort
into European standards-making tend to secure Community
harmonisation on terms most favourable to their industries.
Industry and commerce must give the British Standards
Institution the backing needed to ensure an influential UK

voice. At the same time a single European market must not
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create a "Fortress Europe"; international standards must be

preferred wherever possible.

e The move to a single market should also imply less
bureaucracy and less regulation. The Government will press
Elo r* thiils Wan SEiuropie. Tih el i n tirioid i c tafonio £ S SEhcRVESET nigilie

Administrative Document" for EC Customs documentation from
January 1988 represents a significant advance in reducing
the paperwork needed for export, transit and import
purposes. DTI wants to see a general simplification of
trade procedures, reducing the paperwork and harmonising
procedures. The Government will aim to persuade other
member countries and the Commission to look for further

ways of reducing the burdens of regulation.

S o) Removing barriers to trade would not create the Fu 11
benefits of an open market if those barriers were replaced
by restrictive or anti-competitive behaviour or unfair
subsidies. The Government therefore place great weight in
Europe on the maintenance of vigorous competition
throughout the Community market and forceful application of
state aids rules. The Government also want to see public
authorities throughout the Community buying from whatever
source makes best commercial sense, with effective

enforcement of open public purchasing rules.

Dialogue with industry

3,10 With these changes in prospect, businesses of every
kind need to adapt their production, marketing and
distribution strategies to exploit the new opportunities.
To this end, DTI is mounting a major effort to stimulate

indusitry and commexrce. Thie  Secretary of State has
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established a group of businessmen to advise him on
strategy. This will be supported by working groups
covering key industrial and commercial sectors, including
small firms, which will consider the implications of the
viandleu's proposalis: and' jgives adwviice on iwhere Ehe "UKs

interests best lie.

3501 The establishment of the single market will be an
evolutionary process. As a recent example illustrates,
there is much that can be done between now and 1992, by DTI
and business working together, to put British business in a

good position to reap the benefits.

350192 O'verr tther “lrats t'  tworlv.e'afr 85 T DTl asn d' = Bired teisih
telecommunications manufacturers and operators have co-
operated to secure agreement in Europe on the launch of a
European-wide mobile communications network for the
beigiinning of" the 1990 The European-wide market which
will result gives European industry the opportunity to take
a lead in mobile communications. DTI led the UK effort
necessary .to bring ‘together national. Governments,
telecommunications operators and manufacturing companies
and to secure agreement in Europe on common technical
standards. At the same time, British manufacturers are
forming trans-national collaborative alliances to help
break down nationalistic purchasing decisions. As 1992
approaches Government and company efforts will need to come

together in many other areas to achieve similar results.

Salks] Next April a major campaign will be launched
tih.rou gihtoit s tihies e o Wnit ry Stios=tbiriisnigd “hiomes *tio; =i nd i whasdiuarl
companies the implications and opportunities for them of

the single European market, so that they can plan how best
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tiod cexpiliod terthis  siituatidon, in i theliriown .interests. BT ls
e adyiabieoth  "in "Liondon ‘and Jinlitsl  regiiomal “olf fices i to
discuss with companies what being part of the single
European market may mean for them and how we can work

together to achieve the best results for the UK.

International Trade

3.l The world’s economies are interdependent. The
Government'’'s ability to pursue liberal trade policies and
the success of efforts to secure open international markets
thus rest in substantial part upon the policies and actions
of others. As a member of the European Community, the UK
shares with the other 11 member states a common commercial
protlti . Breiin g Sparct " oiftSal Ulia riglesiiotEloiuiplinigthiats “Smia'nly
advantages, not least in terms of the greater force that
the Community, acting together, can bring to bear for the
resolution of trade problems. DTI will continue to play a
full part in the formulation of the Community’'s commercial
poliiciiest and’ in ‘the Sconducitivolf "1ts, relatitomns ~with" other
major countries and groups, to ensure that these develop in

a way attuned to Britain’s views and interests.

3. 145 The maintenance and creation of open international
markets depends on a number of key trading relationships.
The most important are those between the European
Community, Japan and the United States, which together
account for 60 per cent of visible world trade. The newly-
industrialising countries are of increasing importance both

as competitive suppliers and as expanding markets.

316 The European Community has an essential part to play

in developing those trade relationships positively, both
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through its common commercial policy and through the macro-
economic strategies of individual member states. The
Government work din the Community to press for the

maintenance of open international markets by:

- e'n croturriatedintgri tihies S cioimimead tim ein tF So fE Eihies S JES
Admssniiisit ria E i oni tiow.aitid seimar it 45 aeiepr a d=d feimas rainid

against protectionism;

- assisting the process of integrating Japan into

the world economic and trading system;

- encouraging the newly industrialised countries
to adopt commercial policies which reflect
their growing economic strength and to
participate fully in the international trading

system.

SVl The improvement of bilateral relations with all
tradinig®countr ifesi has: sto bei reinfiorced by e f foirtis “t0
improve the multilateral trading framework. Over the last
40 years, the General Agreement on Tariffs and Trade (GATT)
has been a major force for stability and liberalisation in
world trade. But this framework is not comprehensive.
Many of the basic mechanisms and disciplines of the GATT
need to be strengthened. Substantial barriers remain
throughout the world to open markets for goods and
services. These issues are to be tackled in the new round
of international trade negotiations, known as the Uruguay

Round, which is due to be concluded in 1990.

318 DTI will work through the European Community to

reinforce the GATT system and to reduce further the
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remaining barriers to trade. The Government’'s specific

objectives in the Uruguay Round will include:

- a- ~laisting 'solutuon st ol it hiefspriobliemt of = thie
subsidisation and protection of agriculture
which has led to massive over-production and

the destabilisation of the world market;

- the 1ibeiralisationt of slerviiceis, . ‘which' 'acecount

for a growing proportion of world trade;

- stronger and more enforceable protection for

intellectual property;

- the progressive acceptance by the more advanced
developing countries of the full range of GATT

obligations;

- effective procedures for the settlement of

disputes in GATT.

3189 Success in the Uruguay Round will represent a major
step forward towards achieving a genuinely open world
trading system from which all countries, and not least the

UK, will benetftit.

Open markets for investment

3952:0 The free flow of international investment is an
essential counterpart to open markets in international
trade. Outward and inward investment is best guided by the
business decisions of individual companies. Ehissiaits & whiy

the Government abolished exchange controls in 1979.
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Ther UK Chas. biuvdlst pup wagltargeand diviersified sportifol el of
external assets and is second only to Japan as a .net
overseas investor. The net contribution to the balance of
payments from overseas investment is now around £5 billion
a year. As important to the health of our economy as this
revenue stream is the effect on British companies and

institutions of the exposure to new ideas and technologies.

312 4 Inward "investmentcontributes significantly to" our
economic growth and brings wider benefits through
innovations in products, technologies and management
practice. The examples set by inward investors are noted
and followed not only by their UK competitors but by the
suppliers as well. Whole areas of British business have
been able to adapt better and faster to change than they

would in an economy closed to inward investment.

3 212 DTI encourages inward investment. DRI s T niveste in
Britain Bureau (IBB) was specifically created to publicise
the advantages of Britain as a location for internationally
mobile investment. It coordinates all such promotional
activities by UK bodies and advises overseas firms on

establishing or expanding facilities in Britain.

36.2.3 British companies need the same access to investment
opportunities abroad as foreign companies have here. DY
works with business to achieve that. The Government have,

for example, worked successfully with business recently to
gain authorisations for British financial institutions to
participate fully in overseas financial markets; and to
help secure a licence for Cable and Wireless to invest in
"the operation in one of Japan’s competing international

telecommunications networks.



CONFIDENTIAL

e e e e e e e e e e e e e e o Em e e e e e e e m = e e e e em e e e e e e e e em e o = — e e

CHAPTER 4

"We will encourage the growth of links between schools and

the world of work."

DTI Objectives

BUSINESS AND EDUCATION

4.1 The competitiveness of industry and commerce depends
on our ability to harness the energy, develop the
intelligence and promote the enterprise of our people,
especially among the young. Achieving that needs action by
all of wus: by individuals; by employers; by education and
training providers; by professional bodies, and by the
Government. Considerable progress has been made in recent

years but more can be achieved.

4.2 Bridging the historical divide between business and
education is wvital (to ‘encourage ‘the enterprise. culture, to
encourage young people to work in industry and commerce, to
bring greater relevance to their education and to prepare
them better for working life. Employers too will benefit
from active involvement with education and an understanding
ot the =st renjgithis' ot the-syisit ems, Much has been achieved in
recent . yearis: by DTI ‘togethier with “the Depatitment Tof
Education and Science (DES), Department of Employment (DE),
the Scottish and Welsh Offices and the Manpower Services
Commission and the Careers Service. DT s+ sroilfey 'ins thils
process is to encourage business to work with education at

all levels.
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School employer links

4.3 DTI "will work idclosely "with other departments “in
further encouraging and helping employers to develop good
I'inks with ¥sehool st In particular, DTI wililstake action'ito
introduce employers to people and organisations that can

help them to become actively involved in education.

4.4 Already there are many instances of schools and
employers working successfully together supported by a wide
range of programmes run and financed by existing voluntary
and other agencies and by Government. Curriculum reform,
new examinations and the Technical and Vocational
Education Initiative are also having a significant effect
in the classroom, and are helping a large number of young
people to.relate the: . world of work 'to. dlearning 'in the

classroom.

4515 To take this process further the Government will

work with employers to achieve the following objectives:

- Every year 10 per cent of teachers should have
tihie'l @ppertuwn ity it ol Tgia1in ‘sioimiel “plefr sioin a L

experience of the world of business.

- Every young person should have two or more
weeks of work experience, suited to his or her

ability and needs, before leaving school.

- Ewvie ry "itir asitnee.. ‘te.acher #shoulid gain an
appreciation of the needs of employers and of
the importance of links between schools and

employers.
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These objectives will need the active involvement of a wide
range of employers, large and small, in the private and

publicisector.

4.6 There are many other ways in which employers can
assist and influence their local educational system. DI
will publicise a range of possible activities, including
those already carried out by the private and voluntary
sectors and by other Departments. Employers will be helped
to find out about these and decide on the most suitable
options for their companies. They will, /in particular, be
encouraged to become more involved with their local schools
and Further Education (FE) colleges. Employers have much

to ‘contribute “to

- the development of the curriculum;

- school and college management especially

through involvement on governing bodies;

- the promotion of enterprise activities in

schools and FE colleges.

Technology in education

4. The Government also wish to ensure that young people
become aware of the value of information technology (IT).,
and. that LT ‘is; usield ‘acrosist ithe Wecurriculium. DRT swiall
complement DES’s strategy on IT in schools by working with
current initiatives to encourage the use of education
databases. DTI is also immediately making available over

£5 million to support Computer Aided Design and other forms
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of advanced technology in schools and FE colleges. Support
1isti-arl so.ta viasinisarbilses ttior ShieHEpi s n et as ]I i alatconre i E WS i g e iiniiin'e
establishments and Local Education Authorities to gain
experience with interactive video. When young people are
regularly using technology to enter, use and manipulate
information at school, they will be better placed to help

industry and commerce to compete effectively.

4.8 DTI has a similar part to play in helping schools to
make use of recent developments in science and technology,
and willl - “continue ‘to influence "andiparticipatie “in ‘the
development and introduction of appropriate science and

technology teaching equipment and resources in schools.

4.9 There is a growing response by the Further Education
sectioir ~to) thies clhiainigding ~neleidsitiof Sifndiusititye Fandefcomme rce ',
particularly in response to MSC’s work-related Non-Advanced
Further Education programme. DT T wi I eion t /i nwe S to woltik
with other departments, Local Education Authorities,
Further Education colleges and industry to influence the

development of facilities to meet these changing needs.

Higher education/employer links

420 If higher education is to help produce the highly

qualified manpower the nation needs, good links with
industry and commerce are vital. The relationship involves
information and ideas as well as finance. Companies

benefit from the services and enterprise offered by higher
education institutions (HEIs). HEIs benefit from both the
immediate income and the diversification of their funding
base. Their staff and students are able to get close, up-

to-date experience of business.
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L1, Such links have multiplied and strengthened over the
past ‘eiix fort geven s years, “though ‘much" remains  to' blel done.
University income from industry grew from £23m in 1981/82
to £59m in 1985/86 and polytechnics attracted some £25m in
1986/87. DTI has contributed to this welcome and important
development through ditss 'suppoirt for aswidet range. of
programmes including: collaborative research programmes;
the establishment of industry clubs; the purchase of
equipment for use by HEIs in collaboration with industry;
the development of new engineering and other industrially
relevant courses; and the establishment with DES and MSC of
a network of Regional Technology Centres. The successful
Industry Year Award for Collaboration between Industry and
Universities, Polytechnics or Colleges highlighted and

encouraged many excellent examples of collaboration.

s b Collaboration between industry and HEI’s will
continue to be encouraged. DTI will be launching another
collaboration Award in 1988 and a guide to good practice is
being prepared to help potential and existing participants
to overcome the problems and maximise the benefits of
collaboration. Through the Enterprise in Higher Education
Programme MSC is collaborating with HEIs to enable them to
set up enterprise programmes to develop more enterprising
graduates, aware of the needs of industry and commerce and
with direct commercial experience. Institutions will need

to get commitment for further funding from employers.

G IS Ag shidvgh vy Ssalele essis £'u L mie ainisivof s p riomoitidang vaicitiivie
partnerships between HEIs and industry in recent years has
been the Teaching Company Scheme, sponsored jointly by DTI,

the Science and Engineering Research Council (SERC), and
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others. Under this scheme young graduates undertake key
pifiojielct g% d'n'l complan fes wnde'riithe i jloint “supervistion. of
academic and company staff. The scheme has proved a
valuable means of developing the technological and
managerial capabilities both of the young graduates
employed under the scheme and of the collaborating industry
and education partners. Tt i 8t proposed sto increasiesits
size substantially by 1992 and to base an increasing

proportion of programmes on smaller and medium-sized firms.

4.14 In partnership with industry, Higher Education and
others, DTI will be promoting a number of initiatives in

engineering education:

- support for course development, including new
equipment, for universities and polytechnics as
they increase substantially the supply of
manufacturing systems engineers. 1B} e L
provide funds in "conjunctieon with “DES the
higher education funding bodies and industry,
particularly the industrial affiliates of the
Engineering Council. This - is Ya “diire ctiurels ponse
to the views of employers about the engineers
they will want to recruit to senior positions

in the future;

- HEIs will provide more courses for engineers
following the successtul, model of the  SERC’s
Integrated Graduate Development Scheme. DTI
will contribute funds towards a tripling of the
number of experimental schemes aimed at
enabling engineering managers to follow

advanced courses in new technological systems
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whilst continuing their careers in industry;

- tew courses leading to a general engineering
degree will be set up and monitored in a pilot
s chremes Sriun UbiyEED TTE - int clonyjiunetiion T wi th thie

Engineering Council and other bodies.

4 1S However, the Government’s main role can only be to
encourage. Then ‘realy ‘dnitiiaitive resitise with ‘individual
institutions and companies across the country to recognise
and make the most of the mutual advantages brought by

cilioisier b1 nik st
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CHAPTER 5

"We will encourage the spread of management education.™
DTI Objectives
MANAGEMENT

Sl Management which is educated, trained and aware of
new opportunities is the spearhead of a competitive
business. Post-war British management was badly hampered
by a lack of investment in education and training and an
unbalanced climate in industrial relations. Although the
best companies were well up to world standards, across a
wide range of sectors there was inefficient use of manpower
and machines, inadequate clonicie tin - a b ot i uta I Sy
i nisusEfol eld jo n ittt Atk tiein tEito Mt ofs Sdielsiitigin e S isnimio:viialit ito n - raimyd

development and poor delivery performance.

5%-2 Management weaknesses have their source in the whole
cludlstutr ‘e o f i isiolel et v e diin (cel¥uid Tensg e biu siHantels  sh /i erd Uiciattids ot
relationships. But two specific sources of management

weakness in the UK can be identified:

- the first lies in the training and development
of individuals and particularly managers.
Recent reports, notably Professor Handy’s "The
Making of Managers", provide evidence of the
efforts being made by our competitors 1in
developing their managers and the need for
comparable efforts by the UK. One f£ifithiwef the
largest UK companies make no provision for
management ™ tiradninghkitonies thitrd o f tmiddile
managers have had no training since starting

work;
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- the second lies in the failure of individual
tirms to develop managerial competence in
tunctions, which i are crucial.‘tio competitiwve
success. That is. not" helpedy byl asipaucity: of

information about best management practices.

553 Experience suggests that market forces on their own
will not bring about the necessary improvements in the
quality of British management, or, at any rate, not quickly
enough. DTI, with other Government departments and the
Manpower Services Commission, 1is working in partnership
with industry to improve management education and
development and to spread awareness about best management

practiceis:

5/ 5l The Government strongly welcome the energetic steps
being taken by industry to respond to this challenge, and
particularly the Charter Group initiative launched by the
Confederation of British Industry (CBI) and the British
Institute of Management (BIM) on 3 November 1987. The
Charter Group Initiative aims to establish a code of best
practice for management development, to which employers
will be invited to commit themselves through membership of
the Group. This* follil owed "discussion in “the Counicil “for
Management Education and Development in which industry,
together with education and relevant Government
diepattments, iis fabilies t.o:h siests st = viltew s o ras #n At o neakl
framework of qualifications for the training and education
of managers at all levels. Tihie " ami-miils. S5t "ol clirelatt es .a
structure which will provide ladders of opportunity to all
those interested in developing their managerial

capabilities to the full for the benefit of themselves,
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national economy.

5615 The Government is convinced of the need for industry
to be successful in improving the training and development
of its managers and the DTI is leading the Government'’s
strong support for the Charter Group initiative. THE Swdnd
seek to ensure that this initiative reaches the widest
possible audience, in particular among small firms; and
modest financial assistance is available if it is required
to fund experimental approaches to management development.

DTI intends to join the Charter Group as a full member.

52426 Business is best placed to identify its own needs
for improving managerial competence and to implement the
ridsgih t is'olutiion's But reliance on business alone is
ISndspusEat aictifein Lk TFhie ™" i-nifirvals £t r Uhcst msr-e's Hort & nifartdso*h a1
qualifications and information which is needed to tackle
thils: problemicannot be "thle"responsibility  of individual
firms. Government can help to set the framework within

which individuals can be encouraged.

57 Some management practices have a widespread
application throughout industry and commerce. DT A hassh man
or supported campaigns to spread awareness about the need
fioir ~besits:practieces “such: tas qgual ity ‘and .diesstigntsin: "tihe

management of British companies.

558 Quality is.rellevant inotiijust to¥a productiorfservice
but also to the motivation and attitudes of everyone in a
business. The national Quality campaign puts across this
message and has already reached well over 60,000 companies.
This approach to quality has been strengthened by a system

of national accreditation to ensure consistency of
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performance and independent certification services. The
standards-making process has been encouraged and DTI has
forged closer links with the British Standards Institution
aimed at meeting industry’s needs and improving

competitiveness.

519 The taim is to supportifand ‘enicourage ‘initifatives
which bring an increased understanding of the elements
involved in the quality approach and the benefits to be
secured. Work on standards will be developed both
internationally and as part of our commitment to the single
European market, to achieve harmonised European standards
and the development of a Community policy on testing and
certification, so leading to the adoption of mutual

recognition arrangements.

Bkl 0 Design has a major impact on the acceptability of
products to consumers. It affects appearance, aesthetic
acceptability, ease of use, reliability and maintenance,
safety, and ease and costs of manufacture. All are a key

influence on market success or failure.

S JETE DTI funds the Design Council and other agencies to
increase understanding about the relevance of design.
During 1987 DTI launched three Product Design Advice
Centres in Warzingtony "HalWufaxt andifcilalsioowi. (Dh s sty a
pilot initiative to help local firms identify and pursue
new, market-led product opportunities with international
potential. Each of the firms assisted is offered a tailor-
made package of expert consultancy including areas such as
design and marketing to develop such new opportunities into

marketable products.
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SR ) DTI will continue to spread awareness of the need Lu
exploit design and 1link it with marketing, quality and
pirodiic'tdoni. New initiatives in design and management
education will be encouraged to produce designers with the
right skills to meet industry’s needs and managers who

understand the potential of design for their business.
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CHAPTER 6

"We seek to secure a more efficient market by improving the
provision of information to business about new methods and
opportunities.”

DTI Objectives

BUSINESS DEVELOPMENT

(Gl High quality management is essential for the
competitive businesses which alone can create a prosperous
economy . Improvements in links between business and
education, management development and information about
guality and desigm ‘all help to prowdde: the ‘long-term
foundations for high quality management. But the need to
improve management skills demands immediate action,
especially to spread best management practices across

industry and commerce.

687 Management skills can be improved by training, and a
wide range is available through Business Schools, colleges
and through various programmes managed by the Manpower
Services Commission. However many small and medium-sized
businesses face particular difficulties because management
can rarely be spared away from the work place for training
and because a wide breadth of management skills is required
1in a small  numbier ™o f i tindid viaiditaslis ™ Energetic but small
businesses simply do not have the spare resources for

proper analysis and planned development.

bas 3 An immediate addition to management resources can be
made by the use of outside professional expertise. Outside

consultants can develop strategies for business
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development, improve management systems and supplement the
skills of existing management in key areas. The use of
private sectotr consultantss by smalilssand medium=sizeld
businesses 1is limited by lack of information about their
relevance and uncertainty about the cost effectiveness of
using them. The market is failing to provide sufficient

information to raise the quality of management.

6.4 DTI has run a number of schemes to encourage the use
of private sector consultancy by small and medium sized
businesses in particular functions. Those schemes have
been run on a small scale and have covered limited aspects
of management performance; they have not been strongly
promoted. Even so demand has been high and the available
evidence suggests that such schemes can be an effective use

of public money to improve business performance.

Business development initiatives

655 The Enterprise Initiative which is being launched
now (and is described in Chapter 10) will include a set of
initiatives to encourage the development of management
skills through the use of outside consultancy services by
small and medium-sized businesses. It will support private
seetior “consultancy '‘projectis jin 'a witde TEainge of ikiey
management functions. The new initiative aims to raise the
level of management performance in such businesses and to
encourage them to use outside consultancy services as a
regular part of their management strategy. The whole aim
of the initiative is directed towards self-help through

critical self-analysis.

6.6 More than £50 million is being provided in 1988/89.
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Phitg swild - indtial Uyksupport =102 0.0 0-vconisul tiancy, ‘prioy eicits
every month. The budget and the number of projects
gupperted each month will be increased" further over. the

subsequent two years.

BT The initiatives will be available to independent
businesses or groups in both manufacturing and services
which have less than 500 employees. The emphasis is on
businesses where the lack of information about the value of
such outside services is likely to be limited and where
existing management skills are unlikely to cover the full

range of management functions.

658 The initiatives are designed to have a significant
impact on'the firms "which take it. The commitment of
management to change is a key part of the process. That

commitment is obviously greater where the management itselt
makes a financial contribution. So the level of DTI
support will normally be half the costs of a consultancy
PG oajteleity, Two=ithitds™ oftithe. ‘coisit Swi l8liiibies prasid *iint “thie
Assisted Areas and in the Urban Programme Areas where
greater encouragement needs to be given to indigenous
development. Consultancy projects of between 5 and 15 man
days will be covered, sufficient to make a significant
contribution to company development especially in

management.

6.9 The launch of the Enterprise Initiative now covers
four key management functions which will be supported on
common and straightforward terms to present a coherent
service to businesses which can be easily presented and

understood:
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- Design: Good design is not simply about making
a product " lool attractive. Tit Tiaseas sudistia 1
ingredient in the competitive armoury of every
firm. Assistance 1is available towards
constutl tancy stiudiess one tihesidesiign "and
development of new products and the redesign of
existing products to meet market, financial or
production needs, as well as the more commonly
understood aspects of design such as graphics,
technical and promotional literature. Later,
the coverage of the Design Initiative will be
widened to include the broader aspects of
design strategy which will have a lasting
impact on management performance. These
include the process of design management and a
strategy for design training to strengthen

firms’ in-house resources.

- Marketing: Catering for an ever more

sophisticated consumer calls not only for cleatr
understanding of what customers want and need
but also the ability to lead in establishing
new market demand. That requires a strategic
approach to marketing and the creation of a
marketing culture which permeates the business.
Support will be given to consultancy projects
to help businesses develop such marketing
strategies. For international markets, a key
obstacle to successful exporting among smaller
biusiinesistes -is a widespread “lack "of
understanding about the nature of exporting,
tthier sopiplotEtiint thileist it oif fleir s rand, i criitiieiad 1y

the resources that have to be committed if
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sustained exports are to be achieved. One
consequence of this is that too many smaller
biuisii‘n efs sieisty paiy st oo i1 tiE e Taititie nitsitoin - tio
sitr'a tielg a4 ciipiliaininiiinigh for' Teixpor tiinig "Faind Womd t
export marketing objectives from their overall
plans. Support 1is therefore being offered
within the Marketing Initiative for consultancy
p Eoljecitis s tio.th'eilp & bu siiineisisie st Feis pleiciitall 1y
inexperitenced o locicdasional ‘exporters, wto
develop a strategy and a more considered and

effective approach to export marketing.

- Quality Management: Like design and marketing,

quality management has to be an integral part
of companies’ overall operations. Increasingly
purchasers insist that suppliers’ management
systems meet standards which guarantee quality.
In: many Iinstances sthese jare ‘based' onBEitish
Standared “GBiS)y 5750 o .related dnternational
standards. SEuhp plo ret i tissEeFatyea i LiaibiElie s o ¢
consultancy projects to help businesses set up
quality management systems and to apply for

assessment to BS5750 and other recognised

schemes. Later the Quality Initiative will be
broadened to advise businesses on the "total
qruiatltie iy a S pipErfodaic thETESw h il cehetitht ats SSiiblie e En SNsie

successfully adopted by a number of leading

British companies in recent years.

- Manufacturing Systems: The spread of computer-

aided manufacturing techniques offers small and
medium-sized businesses a major opportunity to

improve their competitiveness and growth
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prospects. The adoption of these techniques is
not, however, simply a matter of buying in the
technology. T tiiisiona t.l ]l efarsitiiaisfamiuic i tash o it
changing management systems to integrate
production, marketing and design. Support is
provided for consultancy on the technology and
associated management challenges of introducing
Computer-Aided Design and Manufacture, Computer
Assisted Production Management and Flexible

Manufacturing Systems.

6.10 The range of key functions will be extended in April
1988 to cover consultancy projects which help businesses
with business planning and with the introduction or

improvement of financial and information systems:

- Business Planning: Without the management

skills to define and meet strategic objectives,
a business is unlikely to prosper, whatever its
strengths in other functions. Assistance will
be available towards the cost of consultancies
which will give expert advice on how to develop

and implement a business plan.

- Financial and Information Systems: Budgeting

and financial control foster stability and
growth in businesses. Just. asecriticalitis the
atv'a itl a b NI isE v s oI PintEfoirimiatt 1 ome o el STo Eicieis Y,
p roidiucit i oim., cciu sitiemmie ras. tanid e oimiple tiitt oM s
Business services provided over the telephone
network add a further dimension of growing
importance. Consultancy support will be given

to help improve existing systems or to design,
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introduce and operate new information systems.
The package will embrace budget and financial
clont roll s va cicionunit 1smtoss criaic ot dosreiuisie - oafe d skt a

services and any computer and software needs.

Oy kit The key management functions covered by the
initiatives will change over time as management skills in
the functions which have been supported improve and
managers show their willingness to use consultancy services
in the commercial market. Drawing attention to the
importance of managerial strategies in achieving commercial
success should itself help to improve management techniques
and encourage the greater use of consultancy services more

generally.

(&) Ll Tihies iSimial 18 F {Trm se s Siefeviiic e oit tihies ® Dielp aittimiemit ™ o £
Employment, through its counsellors and in particular under
the Business Development Service, provides advice and
support to established small businesses. In providing
counselling, it aims to tackle basic business problems.
The new initiatives are complementary, advising in depth on
specific management functions in firms that have in general
developed beyond the stage of requiring basic counselling.
The services operated by the two Departments will be

closely co-ordinated.

Business Review

65143 The initiatives will be made available to firms
through DTI's Regilonalu@ffices dnshngland, ‘and’ thirouwgh' -thie
Scottish and Welsh Development Agencies. An important part
of the service will be a free Business Review of up to two

days of advice by a private sector Enterprise Consultant
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who will have a wide range of experience in the management
problems encountered by small and medium-sized businesses.
The Enterprise Consultant’se "Folel will dbe Lol Ne Lp " the
management of the businesses assess the constraints on
growth and the relevance of consultancy advice to removing
Lhose constraints. The Enterprise Consultant will work
wilth™ the company . to ‘identify the molst ‘appropriate

initiative.

6.14 Firms who approach the Small Firms Service but who
could benefit from DTI’s new initiative will be identified
an do resftler meid Stio DT It ht thie' mimsifmum So:f Fbiutmelaituiciralc yo
Enterprise Consultants will refer firms to the Small Firms
Service when this seems more appropriate than a specialised
consultancy. Some of the Small Firms Service Counsellors
will iact as Enterprise Consultants, especiallyfor smallet
firms, further strengthening the bond between the services
operated by the two Departments and ensuring that the
skills and techniques that are particularly appropriate
when dealing with small firms will be available as part of

the new initiative.

6245 It “i's.v e'sisienitdsa’l i st haE Sicom sayltianic vy s h outlid=Sbie
impartial, of high quality and provided by the private
sl e taoLr DITT" hias ‘thelrefore enigaged privatie sieicit oir
contractors, such as the Institute of Marketing, the Design
Council and Industry Research Associations, who have a wide
kiiowledge of ‘the skidlls ‘and. relevance of progject
comsul taint st iin the It tedlids Thied rverioil e sl ats. prioslect
managers 4in the provision-of  constiltants for the . key
functions covered by the initiatives ‘and to ensure that
businesses are advised by the project consultant most

suited to their individual needs.
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61,16 These initiatives are expected to be an effective
and targeted use of public money, having a significant and
lasting impact on the competitiveness of the large number
oif" “buisidnelsisiers who i LSS hiet Talbiide: St jof Fbie nie it WiEnioim =i £
Businesses which have, as a result of adopting best
practices, raised their management standards will find it

easier to generate self-sustaining growth.

Services to Exporters

Sh LT Lack of information and management expertise prevent
many. ccompanies,. particularly  smaillier ciompaniies;, friom
expor tingithelirisip roducitisi. Yet profitable exports make an
essential contribution to the UK economy. UK exports are
equivalent to 30 per cent of gross national product - a
higher proportion than in many comparable economies.
Research indicates considerable potential, particularly

among smaller businesses, to improve export performance.

6.18 The British Overseas Trade Board (BOTB), the export
armiFo f DTI . (in "conjunction with Diplematic =Setvice ‘posts
overseas) helps businesses by providing information about
export opportunities, overseas marketing conditions and

also by assisting with market entry.

6110 Alongside the support for consultancy projects in
export marketing is a range of services for exporters
developed with the help of the BOTB and its area advisory
groups of business people with expertise in particular

markets.

65210 In theislight ‘of. adwice  from ‘the BOTB, 'DTI“export
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services will be reorganised later this year to reflect
exporters’ needs better. Services should then match the
stages through which successful exporters go in developing

their business.

B2k The aim will be to encourage companies, particularly
those inexperienced in overseas marketing, to think out
their own planned approach to exporting and to use DTI’s
export services as part of a more developed strategy for

overseas business.

6.1 202 The policy of charging will be maintained. Where
fiitrmesseEhfavie "t makes a - conttibution s themsellves i their
commitment to success 1is greater. Tapering rates of

support have already been established for participation in
overseas trade fairs and outward trade missions, on a basis
which targets support at exporters new to a market.
Support, but at a lower level, remains available for those
who have taken part in trade fairs before, so that their

experience can be available to new exporters.

623 Advice and information for exporters is available
through DTI’s Regional Offices, the Scottish and Welsh
Offices and from a number of private sector sources
including trade associations, Chambers of Commerce, banks
and consultants and from commercial databases. DTI already
works through the Chambers of Commerce and trade
associations in its programmes for overseas trade fairs and
visits and seminars. It will in future work more closely
with private sector organisations to ensure that help for
exporters is delivered as effectively as possible and, over
the medium and longer term, to increase the role played by

private sector organisations in the provision of advice and
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information to exporters.

(550 21 The aim in this, as in other ‘areas, is to maximilse
wse, of Sopen marikets ‘and"® tofencolragie jthie "f low loFf

information to enable markets to work efficiently.
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CHAPTER 7

"In all our work we will take account of the differing
circumstances in the regions and of the inner cities to
enable those who live there to help themselves."

DTI Objectives
REGIONS AND INNER CITIES

7l The problems experienced by British industry in the
past have affected some areas of the country worse than
others. For many decades some regions have had higher
unemployment and poorer growth. Concentrations of
deprivation have existed in inner cities often surrounded
by areas of prosperity. Regional and inner city problems
have often been caused by inflexibility in responding to
the decline of traditional industries, the low rate of

creation of new firms and inadequate levels of innovation.

7852 ThewGovernment’ s piolliicieis iny dincriela’siing
competitiveness, encouraging innovation and improving
skills of individuals are even more relevant to depressed
areas and inner cities than they are to the rest of the
country. Those policies will therefore be intensified in
areas which have suffered the greatest industrial problems.
For example, the work on creating a more effective
relationship between education and industry will be
iin t e nis 1 f dyerd: “iien me i nnrerre smcRist i ReNcws i n cElEuidiignie W s etiE (O nEp e
sichiofo 19s4/ 1 nidiu’ sitimy il Sl ntic siSiain dO tihier Stdsie & toif “=ciot] Hlreigieiss fioir

enterprise training.

/) But the problems of some areas are so serious that
additional measures are required. Regional industrial

pioilsiey s DI s ¥ Eelsipio g b Sl by sl w1 5t hiss el iase s plo- L ateriiers
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admindsterediin s cotlandeibywttihier Sclostittiusih O f thitcietitamn difiasn

Wales by the Welsh Office.

Regional Policy

7.4 The last comprehensive statement of the Government'’s
policy on regional industrial development (Cmnd 9111,
Dieicember 1983 )" heralded ssignificant .chanpgeiss in the
operation of the main policy instruments (Regional
Development Grant and Regional Selective Assistance). The
aim was to make them more cost-effective. A central
objective 0f the revised policy was thax’ 1t should
"encourage the development of indigenous potential within
the Assisted Areas with the long term objective of self-

generating growth in these areas".

e This objective remains. But now the Government
believe that it will be achieved more effectively with a
change in the balance of regional policy so that the main
aims of the Government'’s enterprise policies are properly

reflected in the regions.

756 The changes do not reduce the planned level of
spending on regional industrial measures but ensure that
spending will go increasingly to policies which encourage
business development. Such policies seek to achieve
improvements in the managerial skills and strategies of
businesses, which are central to the overall development of
those businesses but which would not have generally been

achieved simply by operating in open markets.

T New policies are being introduced to achieve these

aims:
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- the business development initiatives have a
sugnificant wegicnal "dimensiorn, with highier
levels of grant in Assisted Areas and in Urban

Programme Areas;

- nrews -1 nicile nit ivee ;5w il 1 Sbrel T iinit o diilicte) d e
Development Areas from the beginning of April
1988 based on the successful experience of the
Business Improvement Services scheme. These
incentives will be designed to support the
wealth creation process amongst the smallest
firms. Such firms often need encouragement to
implement strategic decisions; they also find
it difficult to raise finance for development
projects. Firms with fewer than 25 employees
will be able to apply for investment grants ot
15 per cent towards thelicosts of fixed /assets
siuwbijieicit’ —tiofia maximum'™ g riamn t S olE R e L0008 An
innovation®grant ¥of 50" -pert . cien tilisiubsjiercit: "t 0" a
maximum grant of £25,000 will also be available
to such firms to support product and process

development;

- fuiet h et diniclenit i ve st icstir epniolt hie ntSst hie
infrastructure of support for small businesses

will be considered.

7:8 The Government have concluded that significant
development of local potential will be achieved more
effectively through these policies than through the
Regional Development Grant scheme and that the RDG scheme

should be abolished. The scheme has provided "automatic"'
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grants open to companies of any size and without any prior
as'slessment of “the benefitsifiresulting Sfrom i theiprojects
supported. But companies seeking Government assistance for
investment projects should be required to show that they
genuinely need grant in order to proceed and that their
projects are viable and will produce identifiable and
significant benefits. The RDG scheme does not meet these
£ elqiuaisferme nyt sl a n d = sy RIS i St helis uidl B afb Hfe - i a ks B ERT “o i Al
arrangements cease to operate throughout Great Britain. No

new applications will be accepted after 31 March 1988.

78NS This move away from an "automatic" grant regime,
which makes an open-ended call on public expenditure, 1is
bioftth: p'ossiblie “andidesirablie “in" ‘a wperiod. oif, rdsamg
investment. Many of the projects which would have been
supported by RDGs will take place anyway. Grants towards
the cost of investment projects which would not otherwise
go ahead will continue to be available in Development and
Intermediate Areas under the Regional Selective Assistance
scheme. Companies which previously expected to receive RDG
for-new iInvestment wprojiectisiiwililsbes abie’ tio™ apply for
Regional Selective Assistance but will have to demonstrate
that they meet the relevant criteria, in particular that

assistance from public funds is needed for the project to

go ahead.
7 e llAD] Regional policy remains based on the existing
regional map. The Government have concluded that it is too

soon to re-open the definition of the boundaries of the
Assisted Areas which were last fixed at the end of 1984.
The present intention is that the existing map should

remain in place for the lifetime of this Parliament.
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figaril sl DT T s e Honigie sttt sttt anidd nigiiinis it rumenit Sof it eiadtonarl
1 pdiuisttinii adles s piot Iiiciyt® dEsT=tihie SR Rin o 1158 h T nid uis ‘& r iva R E 'St a tiels
Corporation (English Estates). Its task is to provide and
facilitate the' provision of industrial and commercial
premises in the Assisted Areas and inner cities of England
where shortage of private sector provision is a constraint
on development. Despite recent improvements in market
condititons, "the private sector is stillireluctant to’ invest
in certain types of property in those parts of the Assisted
Areas and in some non-Assisted Area inner city locations.
English Estates will continue to provide industrial and
commercial premises in the Assisted Areas where there is no
piboisipieicits o f - pridiveait essisleic ol pir o iis iiomn . But it has been
assikie du-tios Lestvie. fpartidiciull airss paitovE eyt i E ult uir e tion i ar S inie
programme of managed workspace primarily in inner city

locations and with considerable private sector involvement.

Taaple 2 As the foregoing paragraphs indicate, the changes in
emphasis in regional policy described will apply throughout
Great Britain. In Scotland and Wales they will be
implemented through the Scottish and Welsh Offices and the

Scottish and Welsh Development Agencies.

Inner Cities

B ABES The primary role for DTI in working in the inner
cities with other Government departments and other agencies
is to encourage business development, enterprise and
employment. Inner cities will of course benefit from the
hiigher “rates 'of “grant for subsidised censtultancy ‘projects
in Urban Programme Areas under the business development
initiative. The identification of Urban Programme Areas

for Spartidicul aritheliptiinssd TT *ist piol T eiiesitfiis ilatiniew « poilfiic y  “foir
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DTI and recognises the particular difficulties of such
areas. A number of inner cities are in Assisted Areas and
will similarly benefit from the new measures for
Development Areas as well as Regional Selective Assistance.
DTI also is responsible for co-ordinating the work of the
Clitys-Actdion - Teams -din-majorL citides=and running L6 -Enner=City

Task Forces.

7.14 The City Action Teams (CATs) cover all or most of
the inner areas of London, Birmingham, Manchester/Salford,
Liverpool and Newcastle/Gateshead. Thiey consist ofsthe
Regional Directors of DTI, the Department of Employment and
the Department of the Environment who ensure that the

programmes of the three Departments work closely together

ingSth ofsien i'nnie riticiitiiie’s"; The CATs have Action Plans to
tackle the needs of local enterprise, employment and
investment using a range of projects and programmes. These

include support for local purchasing initiatives in London,
help with developing a region-wide company database in the
Nojt t°h "=Ea st Srainid" s ple;ciiiarl W ofainain ciivatls Sstaipipio it 0 ot s simiailil:

enterprises in Manchester/Salford.

75 The Task Force programme is innovative and
experimental. Like the CATs it pulls together the combined
efforts of a number of Government departments and works
with the private sector and local government. Tt
demonstrates what can be achieved when policy is carefully
targeted on the individuals and areas most in need. The
aim of Task Forces is ultimately to work themselves out of
a job in each district that they tackle, leaving behind the
self-confidence and skills that local organisations and
residents need to assume responsibility for economic

activity in itheir: areas. They have been successful in
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developing new approaches to inner city problems which can
now be applied more broadly elsewhere. Experience to date
has identified six main areas where attention should be

focussed:

- Managed workshops to provide premises for new
business to start and grow in a favourable

environment.

- Employment of local labour to provide more jobs
for people in their own communities by tackling
bralErnl i enr 'si it il ot ckatli i riiedel vt St Eim e in ¢t M ai it d SR DY,

encouraging local enterprise.

- Training, especially using the substantial
felsour clers ' olf Nlioerasl s e hioloil sisain d* cio 18l letgefst
targeted on the needs of local employers and
adimierdl s astUiisip efci £ia%el Ws kil 1N Wisi hiorr Elaligie s —atnid

vacancies.

- Task Force Development funds to provide help
with grants and loans to new businesses and
small businesses unable to secure finance

elsewhere.

- Schools/industry links so that young people can
be better aware of the opportunities through

enterprise in the world of work.

- Fostering the creation and growth of locally
led businesses and organisations that can

ultimately takeover from the Task Forces.
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T l=6 The objectives of the Task Forces are consistent
with the focus of DTI in encouraging individuals to compete
a0y itthre ssmiass ket Jain d = FHinSs phrioivadidRiinie Sisatsisidvis thaniaie it ot s miael
companies which is not available in normal financial
markets. The aim of the initiatiwve is, in short, to enable
people living in the most run-down inner city areas to
acquire the skills and confidence they need to compete on
equal terms for the increasing number of opportunities in
the economy as a whole. Indeed, although the scope for
self-help may be seen as least promising in inner cities,
the need for it and the potential rewards from it are even

greater there than elsewhere.

717 Private sector involvement is essential in tackling
the problem of inner cities and the Government’s major aim
is to increase further the participation of companies in
inner city development. The Government therefore welcome
the increasing commitment being made by private sector

companies in supperting initiatives in dnner ciity areas; in

Task Force activities alone, over 200 private sector
companies are already participating. But more is needed
than commitment to Government initiatives alone. Only when

commercial judgement comes to regard inner cities as a
worthwhile investment will the underlying economic problem

have been tackled.
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CHAPTER 8

"We will encourage the transfer of technologies and co-
operative research."

DTI Objectives

INNOVATION, USING TECHNOLOGY

8l S'wcices s fulibitisiinessesiinnovate, "oftenivdsing
technology to improve their products and processes.
Innovation is essential to sustain a competitive edge in
world markets. The willingness and ability of business to
innovate has been strengthened by the healthy economic
climate in recent years. Even so, in 1985, UK-industry
funded R&D was a lower proportion of Gross Domestic Product

thantinsmaijor “indusitrials.competitors.

SEZ The White Paper on Civil R&D (Cm 185) announced that
DTI was reviewing its role in encouraging innovation. The
main conclusion of that review is that the balance of

existing policies should be changed, by:

- giving greater emphasis in collaborative
programmes to longer term pre-competitive
research, and to encouraging collaboration
between higher education institutions (HEI's)

and companies;
- giving greater emphasis to encouraging and
facilitating the many different aspects of

technology transfer;

- ending the general scheme for providing
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innovation sgrant asisisitianice . to indidvidua
companies; ending the Micro-electronics
Imdusitcy Support’ Programme s Siupiport for
Software Products and the Fibre Optics and
Opto-electronics scheme, but continuing to

encourage small high technology companies.

8453 Firms themselves are best able to assess their own
markets and to balance the commercial risks and rewards of
financing R&D and innovation. The Government should not
take on responsibilities which are primarily those of
industry. The closer to the market place that innovation
is taking place, the more fundamental this should be as a
guiding principle of policy. In particular, firms have the
best access to information about the prospects of the R&D
projects they alone undertake and are best placed to reap

the benefits from them.

8.4 But the Government recognise that reliance on the
decisions of firms may produce a level of innovation and
use of technology which fails to provide the maximum
benefits for the economy as a whole. The Government'’s view
st ‘thatifDTI? s ‘innovatieon policyl should be ' focussed:  on
firms’ lack of information about the benefits of research
and technology and the scope for innovation and their
reluctance to fund projects where the benefits of research
would have to be shared with others. There may also be
exceptional circumstances where technological uncertainties
of research dissuade firms from projects which would have

benefit to the whole economy.

845 Thietloveralil aim “eif "D TIsE innovation policy isiEto

encourage a net addition to innovation by industry without
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creating or perpetuating distortions in the economy. The
Government have decided that the objectives of DTI’s

innovation policy will be to encourage:

- industry to increase its funding of R&D and to

apply new technology more effectively;

- the translation of both inventive capability
and best practice technique into commercial
application i.e. more and better technology

transfer;

- industry to make most effeclive use of its own
and academic resources through collaborative
research and development on both a national and

European scale;

- innovation by small firms, especially in

advanced technologies, and in the regions.

8.6 DTI will work to promote the fuller exploitation of
public funded R&D together with other Government
departments, notably the Department of Education and

Science, and the science base.

Effective Programmes

S 7 The basis for DTI’s innovation programmes is that
they will achieve their objectives cost-effectively without
supporting activities which would otherwise be funded by
thie “market ‘or  for whiech ‘the  priviatet siector should be
responsible. Specific programmes will have testable

objectives and will be time limited.
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8.8 The main conditions for departmental assistance
will be clearly set out and applied on a consistent basis
across the programmes. Maximum grant provision will be 502
of eligible costs; in appropriate cases grant rates will be

tapered as the market potential becomes clearer.

81589 DTI’'s Regional Offices will play an important role

particularly in technology transfer activities.

Improving the environment for innovation

(Eler Il The Government will seek to establish a more
favourable environment for innovation in which shareholders
and managers can have the information, and be more able to
assess, the value of research and technology. [t i sel flolr
companies to ensure that their bankers and shareholders
understand the advantages of investment in R&D. The
reporting of R&D expenditure in annual accounts along the
lines proposed by the Accounting Standards Committee will

promote this understanding.

Se-141 The Government have already announced improvements
in the statistical information available on industrial R&D.
Sirfce 1986 sample surveys of private industry are conducted
annually ‘byi DTIL’sstatistiical service. wiitih "blenichmark

inquiries taken every four years.

85192 The Government now publish an Annual Review of
Government-funded R&D and have also announced a
strengthened central structure for collective Ministerial
consideration of science and technology priorities. DT T

plays a full part in the assessment of the contribution
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which science and technology can make to national economic

success while satisfying wider Government objectives.

813 DTI collaborates closely with other Government
departments (notably the Department of Education and
Science), seeking agreement about priorities; technology
transfer between departments; efficient management of
research programmes of mutual interest; and the maximum
benefit of R&D funded by the Government to the national

economy as a whole.

8.14 It also reviews new developments in the UK and
elsewhere which seem likely to promote innovation and the
use of technology (for example, corporate venturing) and
will continue to give publicity and encouragement to best

practice wherever it may be found.
Collaborative research

8 518S New technologies can transform products, processes
and services in remarkable and often unfamiliar ways. The
UK has particular strengths in some of these technologies
in scientific research and industrial application. But
exploiting those strengths often requires new collaborative
arrangements both between companies and between companies
and researchers in the public sector. DTI can encourage
and fiatcd 1'itrattie’ Sitthie "diewie'lopmient: o f tcollabioiriative
arrangements with other Departments concerned; this is
particularly important at the pre-competitive research
phase where the information about opportunities is poor and

not widely shared and where technological risks are high.

8.6 The need to exploit technological strengths on a
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collaborative basis exists internationally within Europe.
Few European countries can compete with the scale of
resources available to the USA and Japan but collaborative
research can maximise the strengths of industries and
researchers in different European countries. DT Sy it Sl
efnicroiiriatofe St thie Biip arratdisc i pia kit o ot £ ST clio i p-afnisi e e SEns e

technological collaboration with other European firms and

research communities, including programmes such as ESPRIT
and RACE.
BRI There are four main ways in which DTI, with other

Government departments in some cases, will encourage and

finance collaborative research:

- LINK encourages companies to undertake joint
research with HEI’s and Research Councils. The
research will be pre-competitive but
industrially relevant. Programmes currently
under preparation include new technologies such
as nanotechnology, industrial measurement
systems and eukaryotic genetics, linked with
initiatives by the Science and Engineering

Research Council.

- EUREKA encourages industrially-led projects
with European Community and other European
plartnets. T'hie sie sthiowldisboit'h “ st Flengithien
European technological capability in world
markets and contribute to the completion of the

internal Community market.

- National collaborative research programmes in

advanced technologies encourage longer term
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research in new technologies often involving
mixed scientific and technological disciplines.
Such technologies are likely to have a
pervasive impact on ®econemict activity tof all
kinds; often characterised by high entry costs
and/or technological risks; wsually some
distance from the market but offering a good
prospect of market exploitation. DTI’'s role is
to help establish the collaborative links both
between firms and between firms and the
research community at the pre-competitive
rie'sie.a’ric-h 'sitia.gie". O:ncle it hiorster "l inkis Siairie
established, decisions on further collaboration
and commercial exploitation should be taken by
industry itself. DTI, with advice from its
Technology Requirements Board, is currently
running collaborative programmes in such
advanced technologies as advanced robotics and
gallium arsenide. A new programme on

superconductivity is now being launched.

- General industrial collaborative projects

encourage collaboration through a variety of
p L osjre.citis . Some foster R&D serving the
interests of fragmented industries where small
firms typically do not ‘have: the resources for
advanced technological projects; Research
Associations which pool resources can meet
those needs. Some encourage the adoption of
technology originating in the science base,
particularly in the Government’'s research
establishments. Some are collaborative

projects only involving industrial participants
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in joint research for companies with similar
interests, (especially small and medium sized

companies) .

852818 Research covered by the collaborative programme will
change over time. In the future we will only contribute
funds to research which would not and could not go ahead
without some support from the taxpayer. It il vnolemal 1y
be | DI s ipoilittey (o fundi any . ipa cticuliar 'pitojlect toriiarea o/t
work only over a specific time period and where appropriate
to reduce the rate of funding over time. Companies
themselves are expected to become aware of the benefits
which collaborative arrangements can bring and to undertake

collaborative research without any Government funding.

8.19 The Government have considered whether the proposals
in the report of the IT86 Committee should be included
amongst the national collaborative research programmes.
These programmes would include the UK participation in any

follow-up to ESPRIT.

8820 The Government have already agreed to support ESPRIT
I, "~ for which ‘thiere willl “be sa" UK clontribution sviifactthe
Ciommunity budgetligofithe ordier of &£200 "milldon:. The
Government also recognise that the Alvey Programme has
provided a good focus for the IT research community, which
has helped to bring together different parts of industry as
well ‘as dndustry and ‘hilgher education institutidons, The
involvement of secondees from industry, academia and the
Government departments involved has also proved successful
and has assisted UK organisations to participate fully in

ESPRITS
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B2l The Government therefore agree with the IT86
Committee that resources should be devoted to a national
initiative complementary to ESPRIT. DTI has allocated £29
million over the next three years for such a programme and
SERC has made provision for some £55 million over five
years, to be devoted to related academic research, mainly
inpartnecship with 6 companies. Together with ESPRIT 1II,
and with other programmes in this area, this provides very
siubls tan tiial Fsuppott for co lilaborative treisiearchs 1Nl DTI
Wil biiinie “tioig leit hie £ asllrsu e 's) liic o I aiblofr aft diviestriels esa ric'h
activities in information technology into an enlarged Alvey
Di‘rect orate *whiiiehs will Sicontidnue to.‘enciourage (ciiosier

relationships between those active in IT research.

Technology transfer

85122 The UK’'s overall weakness in industrial innovation
performance lies not in the inadequacies of scientific or
dgnfvientt ievier . craiprarbiinl ity e biutt! | Finie St h e EirTa s tfllet s foifaait hiatt
capability into commercial application. Concern about
technology transfer is not confined to new technologies but
extends to the transfer of best practice techniques and
technologies into commercial applications, particularly by
small firms and in certain geographical locations. The
business development initiatives (see Chapter 6) will

contribute to such technology transfer.

8..23 DTI’s aim is to encourage technology transfer where

the market is weakest, particularly:

- links between industry and educational
in s t91 tsust i on's Research Councils and

Government’s research establishments;
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- the access of small firms to the sources of
technology, particularly in those localities
where technology transfer networks are least

well developed;

- the diffusion of new technologies likely to
have pervasive applications but in novel and
unfamiliar ways, often requiring changes in
o.tihle v algiplee tis™ o fa e iNsitii nig p'r 'o/d uteitis  Tatn d

processes.

824 The range of DTI’s technology transfer programmes
includes; the establishment of Regional Technology Centres
(jointly funded with DES and MSC); training, demonstrator
and awareness programmes in modern manufacturing techniques
and technologies (including biotechnology and advanced
integrated manufacturing systems); the Teaching Company
Scheme (Chapter 4 paragraph 13) and inward technology

transfer.

Small firms and start-ups

8%12'5 The Government consider that companies themselves
are best placed to assess the balance of risks and rewards
of their own research projects in open and competitive
market conditions. The focus of Government funding should
therefore be on research and technology transfer which
spans companies and not on research projects in single
companies. But the decision to end general support for
projects in single companies does not exclude funding

research in individual companies completely.
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8. 26 The rise of new high technology firms from small
beginnings adds an extra element of rivalry and flexibility
to the market’s response to technology opportunities. Thiis
appears still to be better developed in other economies,
sueh=rasicthie s USEthan ot hies Sk - Funding innovation in start-
ups, the growth of new technology-based small firms and
innowation "in small “firms iny regions with" a lHimiited
technological infrastructure can add to innovation

throughout the economy.

8127 The Government are therefore expanding the Small
Firms Merit Award for Research and Technology (SMART) to
encourage the-start-up of small high technology firms.
Innovation “girantss for ‘small firms “with fewer thamn 25
employees in Development Areas (see Chapter 7) are also

being introduced.
Exceptional projects

8.28 There may be exceptional cases of single company
projects which offer significant national benefits but
which would not be undertaken without financial assistance
from the Government. Assistance in a very restricted
number of cases will be considered; the budget provision
for this will be small reflecting the small number of
exceptional cases. Such projects may involve products and
technology achieving greater recognition in world markets.
Assistance will only be considered where the projects are
significantly innovative and high risk, and where they

generate wider and additional benefits to the UK economy.

Space
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8.29 The Government currently spend around £120 million a
year on civil space science and R&D. DTI is responsible
flo =i pip ok Dimiat e s vt o 0¥ SmE SIS ainiStos el e e No increase 'is
propoised: DTI has discussed with UK companies the space
projects to which they attach importance. Tn i the: Lifghtfof
thils, "UDITA i s it aking artfresh i lolok —at " the diisitriibutiion ot
support for individual European and domestic programmes.
Thiet Gowvernment will 1" fliooks torrthelspriiswaties selctior,, S & it
attaches importance to the results of space R&D, to play an

increasingly important role in future programmes.

Other research programmes

8.30 The innovation review did not include either DTI’s
research establishments or the Aircraft and Aero Engine
Research and Demonstrator programme. The Government intend
to review both, starting with the research establishments

early in 1988.
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CHAPTER 9

"We work with business to promote best practice and within
Government to create a climate that stimulates enterprise
and reduces red tape."

DTI Objeclives

BUSINESS AND GOVERNMENT

9l The aims of DTI policy are to encourage open,
competitive and efficient markets and businesses. The main
responsibility for efficiency and the achievement of
prosperity lies with industry and commerce. The role of
DTTE is to ‘informy," 'to ‘encourage, ..andito facilitiate: this
will only be successful if DTI works in partnership with
business. The basis of this partnership must be a clear
recognition of different roles, good communication and
mutual understanding. The achievement of this essential
partnership needs a number of changes in the approach and

organisation of DTI.

Communications with business

9% 2 Contacts between business and government exist over
a very wide spectrum. A number of departments work closely
with firms in the sectors of industry and commerce for
which they have particular policy responsibility. The
Department of Employment (DE) has specific responsibility
for small firms and a considerable interest in the
promotion of enterprise. DE runs the Small Firms Service
and has Regional Enterprise Units, both of which are an
important means of communication with small firms. The

Department of the Environment, through the Development
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Gommd s s gn, - iis *responsibile “for the - Council for “Smalil
Industries in Rural Areas (COSIRA), which provides support
for  businesses in rural areas. DTT sworks cloisielsy “with
other Government departments in taking a view of business

as a whole.

953 At present DTI is seen in part as responsible for
sponsoring a wide variety of specific industries. The
danger -is' that l’sponsiorship! ican' give the ‘impression of
"responsibility" for particular sectors of industry. This

is misleading and detracts from the message that industry
isiticelsplonisiibilie “fior Tiitis i ownitdelsit inty'. At the same time
concentration  on ' inddvidualicompaniesi ariiisectioms wdnhibits
the DTI from its real role of spreading best business

practice.

9.4 C hranigieisdin it hiel . s tir ucit-u e o  WDVINE Svaskie  “bie- iinig
implemented which mark a clear break with traditional
"sponsorship", but improve communications with business in
ways which are much more relevant to today’s problems.
First, much greater emphasis is being given to issues which
span all industry and commerce. Modern technology is all-
pervasive in its effects, and in future one division in DTI
will be concerned with information technology, materials
and manufacturing technology. The emphasis will be on
encouraging the spread and application of such technologies
in saidl “thel iriell evwantirsectiors” off buls iiniess. Th'e «'f olcs! o f
DTI’s work will move away from the suppliers of technology
to the users. Siecond,  the existing '"industry! divisions
are being replaced by "market" divisions which will focus
on the markets for particular goods and services rather
than specific supplier industries. Market divisions, and

thevinddvidualis  within Sthem, «~widllEstackilie broadt poiliicy
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issues attecting all the suppliers and customers in the
market in question, rather than dealing with particular
industries. Market divisions will include economists,
statisticians and people concerned with European issues and
with deregulation; their concern will be with issues which
span the whole market. The function of market divisions is
to act as the interface between DTI headquarters and

businesses.

WS The changes in structure will be supplemented by
strengthening the mechanisms for the review and evaluation
oifsp Cloig rlasmme s anid - pirdsoiriiitiiie s . Zero-based budgeting-
justifying budgets for programmes from scratch each year-
will be used to ensure that programmes and projects do not
continue without regular detailed scrutiny. Platfs thfcutltasr
emphasis will be given to ensuring that programmes have
clear objectives, testable and quantified where possible

and with time limits or milestone points for review.

gis6 These changes reflect the objective tos"champioen all
the people who make it happen, rather than just individual
sectors, industries or companies." DTI as the department
for enterprise must be organised to take a properly
balanced view of the problems of individual sectors of
industry and commerce in the context of the economy as a
whole and the needs of emerging and growing sectors of

economic activity.

Q- Better communication with business is an essential
aim of the organisational changes. For many businesses,
contacts swith DT LEat a Hdocal . level Tare desidrablies The

regional network is being strengthened and extended; a

number of satellite offices are being set up throughout
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kingrldamid Sitto: g citlasst = cionitaict Splolinit st wiith Sebitiis iinie sies The
intention is to have a network of some 24 satellite offices
by April 1988 as well as the existing 7 Regional Offices,
and an additional 3 major sub-offices in the South East.
Often these satellite offices will be located in Chambers

of Commerce and Local Enterprise Agencies.

9.8 Close communications between DTI and business will
be improved by greater emphasis on marketing DTI’'s services
toiri s indiuisttiniys iand Srunnidn g e liealc iy fiolcii sisield e ampaigns on
issues relevant to business and DTI. One theme running
throughout the policy changes set out in this paper is the
n.ele:d Sefioseit girietattie e e o nis disitieniciy w0 - S oirHEE ‘etrtitatiici n W PETET e
initiatives; so, for example, the consultancy services
offered under the business development initiatives have
denitiiiciadl " Sitle Fmis Sianid Tciomidii £t dfenisat There are a number of
issues of particular relevance to business and campaigns
will be run to establish a clear partnership of interest on

such issues as the single European market and innovation.

Enterprise in Government

9.9 Good communication with business provides essential
information which informs DTI’'s aim of creating a climate
to stimulate enterprise throughout Government policy. O

course other policies which are not normally regarded as

economic, - on education, social security, the environment,
foreign affairs, defence and law and order - have their own
legitimate objectives. But the way in which these policies

are pursued, and the instruments used, can have a major and
sometimes an unintended impact on business and enterprise.
There is a need to influence the implementation of such

policies so that they help more, or interfere less, with
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the essential process of wealth creation.

9.10 It desEiin-— nioib-ordiy?isy “din te ressit s feoir B D T SE o Sbeseain
uncritical spokesman in Whitehall for business interests.
And the changes from industry to market divisions will help
ensure  that "does- not “occur. Biatte Siste lins DIET 2 siseino b itiosdble
aware of the impacit on business ‘of allof® the Gowvernment:s
policies, and of the views of businessmen about those
policies. If policies could be pursued in ways more
helpful to wealth creation, such views will be made known
powerfully within the Government. The extent to which DTI
can be effective in this critically important activity
depends on individual businessmen and business
organisations putting forward their views and concerns
about any aspect of Government policy, preferably while

policy is at a formulative stage.

9E 150, The role of DTI in encouraging enterprise across
Government has been strengthened by the addition of the
Enterprise and Deregulation Unit which is responsible in
working with all other Government departments for lifting

the burden on business.

il Uinid e'r s tiandiihg the @needs lofibusiiness nanidiathe
potential for enterprise requires more than good
communiicatdon with' bus'ineiss. Lt e alilisiat o v~ tihie Sa-ct i vie
involvement of the private sector in focussing on the most
important issues. DTI has a number of advisory committees
of businessmen which provide an essential input into the
poliicys fiotmat Tion pLEoce sish. The best known of these are the
British Overseas Trade Board, the Technology Requirements

Board and the Industrial Development Advisory Board.
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oL Secondments trom the private sector are a direct way
of bringing in understanding of the needs of business as
well as using skills which are not available within the
pubil ic sector. DTI has traditionally used private sector
secondees in the Industrial Development Unit. It has also
bhrought in private sectour expertise for particular
programmes such as Alvey. Now, as part of the business
development initiatives, experienced people from the
private sector will be used as an integral part of the
organisation of the teams of Enterprise Consultants
operating -out of ‘each Regional 0Office. They will also
provide business experience on which each Regional Director
can draw. Secondments of DTI officials to industry and
commerce and DTI officials serving as non-executive
directors in private sector companies also strengthen

understanding of the issues facing British business.

9.14 DTI will be examining over the next few months the
possibilities of using private sector expertise in a more
direct way by employing outside agencies to deliver some
services. One possibility is to make more use of Chambers
of Commerce and other regional bodies to deliver services
to exporters where they can offer a network of contacts
which is close to the small and medium-sized businesses
we need to encourage to export. One other possibility is
to use outside agencies such as Local Enterprise Agencies,
Chambers of Commerce and firms of management consultants to
provide an information and signposting service for the
business development initiatives. The advantage of
operating in this way would be to extend the range of DTI's
contacts with industry at a relatively small cost and to
use wider networks of contacts with small and medium sized

businesses than is possible even through the extended
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Regional Office network.

9105 One of the aims in developing and publishing the
ob jeetiive siiofcD T I siwais  ‘tiosscdwe Wgire aitie riciohies on™ to “its
organisation and policies. The policies which DTI operates
and | thielisieirwices "whiteh it volfE eiris Wit of il diusit ey % mu st \ble
limited in number, coherent in approach and tightly defined
so that they can be clearly understood and recognised by
people in business. They must be well marketed and

promoted.

9.16 The aim of these changes in the organisation and
stiructure joff DTEI_  is to buildiaiclose partnershdp: wdth
business and to create a climate for enterprise as
etfectively as possible. DTI will adopt an active stance
in communicating with business and will involve business as

much as possible in the achievement of its objectives.
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CHATTER 10

"Our objective will be to produce a climate which promotes
enterprise and prosperity.”

DTI Objectives
THE ENTERPRISE INITIATIVE

e At This paper has set out the policies and organisation
(o) DJSMIL There will, of course, be further policy and
organisation changes over the next few years as DTI adjusts
to ‘cefiliect’ changeiss in. “busiinjels st andiithe ~diomeistiaic ranid
international economy, and the effectiveness of existing
policies is evaluated. But any changes will be made within
the framework of' the coherent, .consistent ‘rationale

summarised in the objectives and described in this paper.

11052 Tist this an= "industrial ipolicy? The phrase itself
is unfortunate, because it appears to concentrate on
industry rather than consider all the factors which affect
the abildity of "industery —and. ‘commercei“to Screatie. wealthi it
also carries the flavour of DTI taking responsibility for
the fortunes of individual industries and companies. Tt
wat 151 ‘b e’ toibviisolist itihtait i nle fithieir (Tis' cionis fisitient wi th Sithe

philosophy of this paper.

1503 But the Government have a coherent set of policies
towards industry and commerce. Thaat set: of ‘polircies. is
better described as an enterprise strategy than an

industrial policy.

i) 50 DTI: has akey’ riole Tini thats stirategyl to jact: as a
facilitator of open markets and of enterprise, throughout

its activities and in partnership with business. On open
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miasrileeit e | dete nEl NI R al el it e otulg it ihker e % ietriel i /s e w0 Ea i 11tis
competition policy, through privatisation, deregulation and
through international trade. On enterprise, DTI activities
range from stimulating the greater involvement of business
in education and the spread of management education to
1Nt a i vie siR o iimp rover thied pirow iss dfon: ‘o feafinifloizmat ilon 't o

business about new methods and opportunities.

170NeS Nows D TIW iise sl aunehiing the "Enterpriisie Tinitiatitve!
This brings together the services provided by DTI for
industry and commerce. These services will be well
targeted and strongly promoted. The Enterprise Initiative
will provide the most comprehensive self-help package
offered to business by Government; with the business
development initiatives, businesses can become more
competitive using expert private sector advice; with the
research initiatives, businesses can innovate and develop
collaborative R&D; with the regional initiative, businesses
will have greater help to develop their own potential. The
services are provided in partnership with business, often
delivered by the private sector and rarely offering grants
of more than 50 per cent. The emphasis of the Enterprise
Initiative is on transferring best practice and providing
information. The content of the initiatives will change

over time as the needs of business change.

10556 Real change requires people themselves to alter the
way in which they manage their businesses and approach
their work: The best way of accomplishing this is to give
people the scope and opportunity in open markets to
€ ompietie;  —butsialsos to helpithiem aecguifre  ‘thie'skidsl ls ®anid
information which they need to compete effectively. This,

DTI, the department for Enterprise, will do.
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PRIME MINISTER 11 December 1987

REVIEW OF DTI INNOVATION POLICY

Lord Young sent to you on 9 December the draft chapter on innovation policy for
the White Paper on the role and policies of DTI and said that I was content
with it. Whilst I strongly support the general redirection which is proposed
and believe it offers an important model for other Departments' support for
industrial R & D, the draft chapter is now significantly different from the one
which I saw and discussed with Lord Young and does not reflect a number of

points I thought I had agreed with him.

2.

Thenaindlangeswhimlcmsiderrecessaxymﬂaepresentatimhereare:

(a) the rationale for DTI's support for innovation needs to be more clearly
stated than in the draft paragraph 4. The grounds for this support are not
adequately reflected by "The Government's view is that DTI's innovation
policy should be focussed on the circumstances where firms lack information
about the benefits of research and technology and the scope for innovation
and where they are likely to have to share with others the benefits of
research which they have funded". A more clearly articulated and more
tightly drawn rationale is essential. "Lacking information" seems much too
broad.

(b) explicit reference should be made to the termination of near market
support. The draft uses the termination of single campany support as a
proxy for this; however it is important to indicate clearly to industry
that it is for campanies to support near market work, whether singly or in
collaboration.



(c) the exceptions to (a) and (b) which may still Jjustify support for
reasons other than that of their scientific or technological merit need to
be more tightly 'ring-fenced' both in the cases of "small firms and
start-ups" and "exceptional projects" (paragraphs 25-28).

(d) the White Paper also needs to make it clear that where Government has a
role in providing technology transfer services, industry will be expected
tobear‘&:ecostssubjectagainbomlyexceptiasegforreasamsofsnall
firms, inner city policies etc.

SInviewoftheimportameofthemmitePaperforfuture science and
technology policy, E(ST) should discuss Lord Young's proposed more detailed
paper before, rather than after, the White Paper is agreed for publication
particularly since the latest draft now contains detail on indivdual programmes
such as the follow up to Alvey. This level of precision would make it much more
difficult for an E(ST discussion after publication of the White Paper to have
an influence on the S & T pricorities.

4 Iamcopy:ingtomnbersofE(ST)andtoSirRobertAm\strong.

W/C/.

JOHN W FAIRCLOUGH
Chief Scientific Adviser
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REVIEW OF DTI INNOVATION POLICY

Lord Young's minute to the Prime Minister of 9 December reports the results of
the review of DTI's innovation policy which will be announced in the forthcoming
DTI White Paper. A copy of the relevant proposed chapter of the White Paper is

altached to Lord Young's minute.

2 This is one of a number of minutes/letters from DTI Ministers circulating
individual chapters from the draft White Paper to interested colleagues. The
contents of the innovation chapter are unexceptionable from the Treasury point
of view and require no intervention on your part. The main thrust - the abolition
of normal innovation grants to single companies and greater emphasis on
collaborative programmes and technology transfer - are very welcome since they
move DTI support further away from near market intervention and activities which,

therefore, tend to have a high deadweight and low overall cost effectiveness.

S The White Paper will also announce, in a very low key way, Lhe Government's
response to the IT92 (Bide report) which recommended spending some £1 billion
on further development and applications projects over the next 5 years. The DTI's
original proposal was for a programme of £70m from their domestic SFI programme.
The response now proposed to f&ﬂz-is extremely modest - additional DTI domestic
support of only £29m over 3 years (with a possibility of a further £55m coming
from SERC% with main emphasis of the response being on the need to pursue IT
developments via the relevant EC programme (Esprit II). All these allocations
will be contained within existing public expenditures totals. Thig' Is: a il good
outcome from the Treasury's point of view, particularly given the very ambitious

plans originally put to DTI in the IT92 Report.
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4. Lord Young intends to circulate the full text of the White Paper to Cabinet
c(‘agues very shortly. We have seen and commented on the latest draft at official
level and will submit further advice on the need for any intervention by Treasury

Ministers when we have sight of the version circulated by Lord Young.
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1L At the present DTI plan to publish their White Paper

describing Lord Young's new orientation and including the
decision to abolish Regional Development Grants on
12 January, one week before the planned PEWP date of
19 January.

2 However, in settling on 12 January DTI have not taken
into account the meeting of NEDC the following day,
13th January. The risk is that the TUC will pick on the
abolition of RDGs and create a row at the NEDC.

2% The question is whether this matters. DTI anticipate
a good deal of noise in Parliament about the RDG abolition
in any case. Lord Young may be prepared to take on the
SECt-in. NEDC. But at fthe least it would create the wrong
sort of headlines following the meeting’and make your Job
ag’" Chairman and as leading the main discussion on the
eeonemic outlook more difficult. We have mentioned the
timing point to DTI and have asked them to flag up the
proximity of NEDC when they circulate their White Paper

drafit ito. Minlisters in the next day on 80,

4, If DTI thought it better to postpone publication until
affter NEDC, the options are quite ¢tight. Considerations

are:
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- the need to avoid the DTI White Paper coming
out- on the same day as  the Debate on the
Autumn Statement (Thursday |4 January):

= ithe Wneed - ©o . avold publicaticon on . Priday,
15 January tfor Parliamentary and press reasons;

= ‘thelWiecd not to. co-inecide with, or crowd, 'the
PEWP (Tuesday 19 January).

This suggests that fthe earliest slot after NEDC . for
publishing the DTI White Paper would be Monday, 18 January,
with the PEWP following on Wednesday 20 January, 1e one
day later than presently planned. Postponing the PEWP
at all is #to be avoided if possible. But GEP advise that
one day's postponement would still just leave time for
the two TCSC hearings, publication of the TC3SC Report and
debate on the Report to be completed by the end of February,
sweswell celear of the Budget. Delay by more than one day
would put this timetable at serious risk.

= This Smrirute . 1s: for - information -at--this stage. The
next step is to see what view DTI take on timing the White
Paper in relation to NEDC.

/R

-

T U BURGNER
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TIMING OF PUBLIC EXPENDITURE WHITE PAPER AND DTI WHITE PAPER

The Chancellor has now had the opportunity to discuss with the

Chief Secretary the issues raised in your minute of 10 December. M€;9
He agrees with your conclusion that we should go for the DTI White Buryp @
Paper on Monday 18 January, and the PEWP on Wednesday 20 January. lQﬁ?Q

This is not so much because of NEDC on 13 January, but to prevent
the regional issue overshadowing the Autumn Statement Debate

planned for the 14 January.
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DTI'S INNOVATION POLICY

The Prime Minister has seen the revised version of the
innovation chapter for DTI's White Paper sent with your

Secretary of State's minute of 14 December and is content,
subject to the views of colleagues.

I am copying this letter to the Private Secretaries to
members of E(ST) and to John Fairclough.

e

DAVID NORGROVE

Jeremy Godfrey, Esq.,
Department of Trade and Industry
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Lord Young's minute to the Prime Minister attachiné
a draft of his proposed White Paper asks for comments [
by the afternoon of 16 December.

2 There 1s a question of whether the reply should
come from you or from the Chief Secretary. There are
points on both timing and econtent. On  timing the DTI
White Paper in relation to the PEWP, your view is recorded
in Miss Wallace's minute of 14 December. T would expect
Lord Young might be reluctant to change his plans and
for this reason think it would be better if you were
to write to him rather than the Chief Secretary. fhe
outstanding points on the contents of the White Paper
cover some points of public expenditure and others (eg
on competition policy, R&D disclosure) with which you
have been concerned. If you decide to write, you will
wish to check that the Chief Secretary is content with
the public expenditure points.

B The White Paper 1is 1long and in places repetitive.
It is written in a form which tends to exaggerate DTI's
role at the expense of other Departments, a point on
which both Mr Fowler and Mr Baker have earlier commented.
But despite these faults, it does overall convey a picture
of DTI as pro-competitive and encouraging enterprise
= and moving away from its traditlional " Eoeile e
"sponsorship" of individual companies or sectors of

industry.



b, Some comments on the particular points in the draft
letter: :

(1) One of the major DTI initiatives 1is the setting
up of a subsidised Advisory Service for small and
medium-sized companies. There are clear dangers of overlap
and duplication with DE's Small Firms Service (and at
the margin with rural enterprises through ADAS and the
Development Commission). We i took thist up:awkibh DOl --at
an early stage. Although Lord Young's minute expresses
confidence that the Departmental efforts will be
complementary, we think it is worth emphasising the need

for continuing vigilance to avoid overlap and confusion.

(ii) On competition policy, the White Paper goes much
further in outlining a position for the Government than
Ministers have so far agreed collectively. Paragraphs 2.24
and 2.25 propose a UK "effects based" law, embodying
the samessprinciples . as ' EC :law, ' which. would' spreohibilt
agreements with anti-competitive effects. There would
be proviision for exemption for agreements Jjudged
beneficial, both for individual companies and for whole
classes of agreement. There would be stronger backing
for 1investigating suspected illegal practices and tough
penalties. We do not think that these ideas are mistaken
in substance, but you may be unwilling to take them on
trust without having had a chance to consider them. In
that case, part of paragraph 2.24 and a good deal of
2.25 of the White Paper would need to be deleted. i
have 1included 1in the draft letter a passage 1in square
brackets proposing this deletion and a revised paragraph
for the White Paper; but this part of the letter together
with the revised paragraph, could be dropped (with minor
editorial changes to the rest of the draft) if you
preferred not to question this aspect.



(iii) On pararaph 7.7, third indent, we understand that
Lord: Young has in mind the possibllity of subsidising
the provision of common office services for small firms
and also financial support for risk appraisal for projects.
But these ideas have not yet been agreed and, in the
meantime, we fear that vague talk about "further
incentives" could become a focus for pressure for more
expenditure by those concerned at the abolition of RDGs.

(iv) The reference in paragraph 8.10 to work by the
Accounting Standards Committee to encourage the reporting
of R&D expenditure in company accounts could with advantage
be strengthened. Although the didea of an accounting
standard was supported by the recent CBI Task Force (and
referred to 1in your Stock Exchange speech), there have
been recent press reports of CBI backsliding on this issue.
The draft proposes a reference to the Government not
ruling out the possibility of 1legislation if inadequate
progress 1is made voluntarily. This would be consistent
with the 1line taken 1in the Government's recent reply
to the House of Lords Report on Civil Science.

@ A g, QQ/\WM*

Qﬁ T U BURGNER
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CONFIDENTIAL
DRAFT LETTER

From: The Chancellor

To: Lord Young

Copied to: Prime Minister
Cabinet
Sir Robert Armstrong

WHITE PAPER ON THE ROLE OF DTI

Yol sent me a copy of your minute to the
Prime Minister covering the draft of your White Paper
on the DTI's new role. My officials have commented on
an earlier draft. But I have comments on the timing
publication and also on the contents.

25 On timing, I agree that it is righ

White Paper. But your present plan"w&}l mean, that it
.. Gm) omnuad
is published directly ahead of #ecdebate o

e Autumn
;o‘n 14 January . M@P——l‘eﬂmm&ﬁ

he quarterly meeting of NEDC on 13 Januagi).
Among the various themes in the DTI White Paper the changes
to regional policy, in particular the intention to abolish
Regional Development Grants, can be expected to attract

a e - . |
OIS TOECTa 0Ty

&nd—énrﬁﬂm?ﬁHHXL4&h+r+m&amee&—an&—pesfbfve—way. It would
be Dbetter for the pﬁb%ication of the DTI White Paper
[

to be put back until (lg January.\éfé,zgg::gfgéfning_-ef
i .£* On that

basis the Chief Secretary would be ready to postpone
publication of the Public Expenditure White Paper until
20 January so as to allow sufficient time to elapse between

them. ‘{
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e As far as the content of the White Paper is concerned,
I have only a few points. First, as you recognise, the
DI'l's inecreased orientation towards small Dbuslnesses
risks overlap with other departments, mainly the Department
of Employment Dbut in rural areas with MAFF through ADAS
and perhaps with DOE via the Development Commission.
It s rmost impertant that Lany - overlap -problems  ‘are
effectively resolved so that we neither risk wasteful
duplteation! "nor = present a’ ‘ecenfusing  piecture’ to . these
smaller companies we are aiming to help. I hope that
you and Norman Fowler will continue to watch this aspect

carefully as the new services develop.

atthnge | lawe  ho yulllpns
iy 4Second, on competition policy,

and i2i25 0ol reserilctlve’ trade practieces’ go welll eyond
j mes Lot EVenure

anything so far discussed in E(A).
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foreshadowed--in __the. _textv———twWoutd—atso—want—to—delete
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the. _first sentence of paragraph—2.al A———reyised—and™

shortened—version—of—these-paragraphs—ts attached4

Dt Third, I am doubtful about the wisdom of the third
indent ~of ¢paragraph: {.7. Against the background of the
proposed changes to regional policy this section with
its rather vague reference to "further incentives" may

well become a focus for expenditure pressures.

6. Lastly, I would 1like to see some strengthening at
the end of paragraph 8.10 to indicate that the Government
would be willing to consider 1legislation if there is
inadequate progress by the Accounting Standards Committee
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to promote disclosure of R&D in company accounts. Although
the CBI Task Force on city/industry relations supported
an accounting standard along these 1lines, recent press
reports suggest that fthere may he some backsliding by
the CBI. A reference to the possibility of legislation
should help to encourage the ASC as well as those in
the CBI who favour voluntary progress. It would also
be consistent with the 1line adopted in the Government's
response to the House of Lords Report on Civil R&D (Cm 185
- paragraph 25).

6 I am copying this minute to the Prime Minister,
other members of Cabinet and Sir Robert Armstrong.



2.204/2.25 The Government propose that the new law will
prohibit agreements with anti-competitive effects. The
emphasis on the effects of an agreement rather than its
form will ensure +that the many innocuous agreements
unnecessarily caught by the current law will fall outside
the scope of the new law altogether. At the same time
genuinely anti-competitive agreements, siklfully drafted
to avoid the current law, will be caught by the new law.
There will be provision for exemption from the prohibition
for agreements which are on balance beneficial. The
law will be backed by stronger powers for the investigation
of suspected 1illegal cartels; and there will be tough

penalties for breach of the prohibition.

011/921
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The Rt Hon Lord Young of Graffham
Secretary of State for Trade and Industry
Department of Trade and Industry

1-19 Victoria Street

London SW1H OET

/5 December 1987

{. Out

DTI WHITE PAPER

Thank you for circulating the full text of the draft White
Paper on the work of your Department. I also received the

revised draft of Chapter 8, on Innovation Policy.
It has of course been necessary to look at the document
in some haste, but I am content with the general thrust

of the policies as they affect the work of my Department.

I have attached as an Annex a note of some further drafting

suggestions which I would like to see incorporated.

This letter is copied to recipients of the draft.

By
ot



ANNEX

Proposed Amendments to the DTI Draft White Paper

@ter l: Enterprise: the Role of DTI

Paragraph 1.8: Penultimate sentence. Insert "further and"

before "higher education."

Chapter 5: Management

Paragraph 5.4: Third sentence. Delete "of qualifications."

Paragraph 5.4: Final sentence. Insert "their companies and

the" after "of themselves."

Paragraph 5.6: Delete third sentence.

Paragraph 5.6: Final sentence. Amend to read: "Government

can help to set the national framework for management education
and training and to spread information so that individual
firms are encouraged to identify their management development

needs and to take action on them."

Paragraph 5.7: Second sentence. Delete "such as quality

and design."

Chapter 8: Innovation, Using Technology

Paragraph 8.17: First indent, final sentence. Delete "linked

with initiatives by the Science and Engineering Research

Couneid .

Paragraph 8.17: Third indent, final sentence. Insert at
end "linked with initiatives by the Science and Engineering

Research Council.”

Paragraph 8.21: Second sentence. After "SERC has" delete

"made provision for"™ and insert "plans to devote". Later

in the sentence delete "be devoted to."™
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: SCOTTISH OFFICE:
WHITEHALL, LONDON SWI1A 2AU

The Rt Hon Lord Young of Graffham
Secretary of State for Trade and Indust% ! 1
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Ilo December 1987

|
WHITE PAPER ON THE'ROLE-OF-FTHE-DFF——

1 have seen your recent minute to the Prime Minister with which you
enclosed a draft of the White Paper that you intend to publish next
month. You also sent me drafts of some chapters under cover of your
letters of 8 December. This letter represents my consolidated reply.

In a number of places the draft text as it presently stands refers to the
position in England but not necessarily to the position in Scotland. I
appreciate the drafting problems caused by the fact that some of your
Department's functions apply across GB and some do not, and therefore
attach a list of specific amendments, most of which are to take into
account different arrangements applying in different parts of Great
Britain.

I was glad to see the reference in Chapter 3 to the importance of inward
investment, both for its direct contribution to the economy and for its
indirect effects on the performance of indigenous industry. This is a
topic that, I am quite sure, warrants considerably more prominent
treatment than two short paragraphs in the middle of a chapter which
otherwise focusses on open international trade. I suggest, in particular,
that two points need to be underscored. First, that our policy is, and
will continue to be, to encourage inward investment both as an exemplar
to domestic industry and also as a valuable way of building the strength
of the regional economies. Second, that the new mechanisms for regional
policy will enable us to continue to offer as attractive a package of
incentives to inward investors as at present. I hope you will agree that
unequivocal statements along these lines should appear in Chapter 1
perhaps after paragraph 1.14, and in Chapter 7, perhaps after paragraph
99 I should also note that, as you will recall from our discussions, I
attach particular importance to having increased flexibility in arriving at
the grant offers which we can make in respect of important inward
investments.

I agree generally with the thrust of the first half of the the Business and
Education section, Chapter 4. I have to say, however, that I find some
of the objectives optimistic, particularly that of giving 10% of teachers
each year personal experience of the business world. As I understand is
the intention, this experience is to be gained during the summer

CONFIDENTIAL
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idays, and is to be . voluntary and paid. Nevertheless it means

rsuading some 5,000 teachers in Scotland alone to engage in something
which, frankly, many of them will think is quite irrelevant to their
classroom duties, and for which they will see themselves as quite
unfitted. 1 know that is precisely the attitude we want to change. But
would it not be better to start with a more attainable objective by, for
example, targeting secondary teachers of the more husiness related
subjects? I think there is a real danger in setting as ambitious and
specific a target as 10% that it will not be achieved and that the whole
programme will hence lose credibility. I consider, also, that very careful
thought will have to be given to how to fit into an already crowded
teacher training programme a new component of business appreciation,
although I fully endorse the objective.

The second half of this chapter covers links between higher education
and industry and there are important cross-references to Chapter 8
on Innovation. I was disappointed that in neither Chapter was there any
clear statement that your Department would continue to make available
grants towards the purchase of equipment by higher education institutions
in order to catalyse their collaboration with industry. In Scotland, with
a particularly sharp dichotomy between the technical capacity of industry
and of higher education, these grants have been a valuable way of
encouraging technology transfer. I very much hope you would agree to
make it plain, therefore, that such arrangements will continue to receive
concrete encouragement from your Department.

Chapter 6 describes your proposals for the new Advisory Services to
industry and for changes to be made to Export Services. I note that the
draft says that the Advisory Services will be delivered in Scotland by the
Scottish Development Agency and I understand that your officials are
discussing with them the mechanics involved. I believe that a number of
problems have been encountered. My officials will do whatever they can
to help to resolve these matters guickly. I am content with your
proposals for Export Services which, as you acknowledge, are delivered
in' Scotland by my officials.

Chapter 7 contains, of course, some of the most important material in the
White Paper. The present draft does not leave scope for a jobs element
to be included within the proposed Regional Investment Grant and I note
your comments on this point in your letter of 8 December. I am content
for the moment not to press this specific issue but I remain generally
concerned that the new grant should not be seen as unreasonably
restricted in its availability, and that it should be a significant measure
of assistance to small, indigenous companies. This is essentially a matter
for the operating guidelines. 1 am concerned to learn, however, that
under your officials' current proposals a firm would be eligible for the
grant only once, even where the application is well below the £15,000
maximum available. This is a restriction which I would hope you would
agree that we should avoid.

I was glad to see the references in your minute to the need for
particularly effective presentation of the new policies described in the
White Paper. The press conference in Glasgow that you have agreed to
attend will, I am sure, be very useful. I am also considering how best
to further reinforce the overall message for a Scottish audience for
example by preparing some explanatory material for use in Scotland.

CONFIDENTIAL
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’.m copying this letter to other members of the Cabinet and to Sir
obert Armstrong.

MALCOLM RIFKIND

CONFIDENTIAL
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‘ 'COMMENTS IN DETAIL

CHAPTER 2: A COMPETITIVE DOMESTIC MARKET _

Paragraph 18:

As earlier paragraphs acknowledge the possibility of merger references on
other grounds than competition, so it might be more appropriate here to
delete "anti-competitive" from line 5 and replace it with "undesirable".

CHAPTER 3: OPEN INTERNATIONAL MARKET

Paragraph 13:

Insert "along with the Industry Department for Scotland [and the Welsh
Office Industry Department] after "regional offices".

Paragraph 22
Delete "all such" from line 4.

CHAPTER 4: BUSINESS AND EDUCATION

Paragraph 7:

In the second sentence, the reference to "DES's strategy" should be
changed to "Education Departments' strategy".

Paragraph 14:

Should include a vreference to the parallel Scottish initiative in
Manufacturing Systems Engineering. In line 2, after "polytechnics",
insert "and the Scottish Central Institutions"; in line 5 of the first
sub-paragraph, insert "SED", after "DES". = g

CHAPTER 6: BUSINESS DEVELOPMENT

Paragraph 4:

Since there are separate schemes in Scotland, the opening reference might
be more appropriately to "The Government" rather than "DTI".

Paragraph 8:

The phrase "Urban Programme Authority areas" is inappropriate to
describe the agreed Scottish coverage. It should be replaced with "DoE
Urban Programme Authority areas and comparable areas in Scotland [and
Wales]".

CONFIDENTIAL
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‘u'agmph 13:

It may be seen as a little disingenuous to describe Enterprise Consultants
as "private sector" when their only income may well be what they derive
from the DTI. This could be dealt with by replacing the existing lines 5
and 6 with: "advice by a specially appointed Enterprise Consultant who
will have a wide range of private sector experience in the management
problems ..."

CHAPTER 7: REGIONS AND INNER CITIES

Paragraph 3:

The formula in the latter part of the second sentence is based on
paragraph 1 of Annex A of the 1983 White Paper but the overall context
was different. In any case, as Lord Young will recollect from the
Gleneagles Forum, the issue of whether the Scottish Office is responsible
merely for the "administration" of policy has become a sensitive one. An
alternative (and less controversial) formula might be:-

"In Great Britain DTI shares with the Scottish and Welsh
Offices responsibility for the development of regional industrial
policy, which is administered in England through DTI Regional
Offices, in Scotland through the Industry Department for
Scotland and in Wales through the Welsh Office Industry
Department."

Paragraph 7, first indent:

See comment on chapter 6, paragraph 8.
Paragraph 13:

See comment on Chapter 6, paragraph 8.

Paragraphs 13-17:

These paragraphs describe the position in England, without making it
clear that they do not apply throughout GB. Either this should be made
clear, or an additional paragraph 18 should be inserted as follows:-

"The DTI Task Forces and CATS operate in England. In
Scotland the Secretary of State for Scotland and the Scottish
Office is responsible for co-ordinating urban policy, and a
major instrument of urban renewal is the Scottish Deveiopment
Agency. Operating through its general powers for economic
development, environmental improvement and through the
LEG-UP (Local Enterprise Grants for Urban Projects) Scheme,
and also through a series of local area initiatives, the Agency
is bringing new life to urban blackspots throughout Scotland."

CONFIDENTIAL
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‘HAPTER 8: INNOVATION, USING TECHNOLOGY

Paragraph 9 5
Insert ", the Industry Department for Scotland [and the Welsh Office

Industry Department] after "Regional Offices". ,

CHAPTER 9: BUSINESS AND GOVERNMENT

Paragraph 2

This paragraph reads rather oddly in that it discusses DTI's relationships
with other departments involved with business affairs while omitting any
reference to the territorial departments. Insert "in the parts of Great
Britain or" after "firms" in line 3. Insert "In England" before "DE" in
line 7. Insert "In Scotland and Wales a wide range of services to
industry are administered by the Scottish and Welsh Offices and the
Scottish and Welsh Development Agencies" as a new penultimate sentence.

CONFIDENTIAL
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§ &5 MR HIBB cc ¢ Chief Secretary
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Paymaster General
Economic Secretary
Sir Petcr Middleton
Sir Terence Burns
Mr Monck
Mr P N Sedgwick
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f Mr Pickford
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Mr Guy

Mr Hudson

Mr Patterson

Mr Dyer (+ 1 for No 10)

DTI INVESTMENT INTENTIONS SURVEY: DECEMBER 1987 (to be published at
11.30 am on Thursday 17 December 1987)

The twice yearly survey covers manufacturing and construction
distribution and selected service industries. The total of all these
industries is here referred to as industrial investment. These sectors
accounted for 40 per cent of total investment in 1986.

2% The survey results are based on questionnaires completed in
September and October. They are most unlikely to reflect any impact of
the stock market crash in the second half of October. The CBI monthly
surveys for November and December, however, show no sign of a break in
manufacturers' expectations since the stock market collapse.
Moreover, interest rates have fallen 1% percentage points since the
stock market decline; the survey takes no account of this either. The
results ot the latest intentions survey should, therefore, be treated
with more than wusual caution. But there seems little reason to

disregard them.

3. The main results of the survey are shown below. The figures for
1989 will not be published but a qualitative assessment will be made of
the expected rates of growth compared with those in 1988.

cm
DTI-inv
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DTI Investment Intentions Survey Projections

‘ percentage increases on a year earlier
1987 1988 1989
Manufacturing (including leased assets) ool - i g ) R e 1 U g G B
Construction, Distribution & Selected + G Ryl ) L

Service Industries (excluding assets
leased to manufacturers)

Industrial Investment S Y o A o, T e | W € a7 o8 | +4 5%

June survey results in brackets.

* For information only - these figures will not be published.

4. For manufacturing the projected rates of growth for 1987 and
1988 are higher than in the June survey. They are very close to the
unpublished forecasts underlying the Autumn Statement. (Neither the
Autumn Statement nor the June survey considered 1989.) For
construction etc, the forecasts have been revised down - particularly
for 1987. This may partly reflect unexpectedly low investment by
financial and business services in the third quarter of this year.
Taking 1987 and 1988 together the projected rise in industrial
investment is about the same as the unpublished Autumn Statement

forecast for non-oil business investment.

S The table below compares the DTI projections with recent
published outside forecasts. On balance the DTI survey suggests a more
buoyant outlook for manufacturing than outside forecasters expect. For
non-manufacturing, the definitions used by different forecasters vary
widely. The forecasts are not directly comparable with each other or
with the DTI measure. The non-manufacturing figures in the table
should, therefore, only be regarded as illustrative of broad trends.
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F ast Date Manufacturing Non-manufacturing

incl. leasing
1987 1988 1989 1987 1988 1989

DTI 6 11 5% 6 6 6*

CBI Nov 2:4 ;) 75 11.4

NIESR Nov 5.0 3.0 5.9 8.1 5.4 8.0

LBs?! Nov go9k Diag gt iR
OEF Nov 6.7 6.8 ¥3.9 5.3 5.4

Phillip & Drew Dec 3.2 1.7 159 TaD 1.2 35

Goldman Sachs Nov 545 B3 5421 g &

Not to be published.

Private non-oil non-dwelling investment including manufacturing but
excluding privatised companies.

<
S SUN S BROOKS
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WHITE PAPER ON THE ROLE OF DTI

Under cover of his minute of 10 December, David Young has
circulated a draft White Paper on the role of DTI and has

asked for comments.

David was good enough to let me have advance sight of some of
the key chapters in his draft, and I am glad that he has been
able to make many of the small changes I had earlier proposed.
In particular, we must ensure, as he says in his minute to
you, that the efforts of our two Departments in respect of

small firms are seen to be complementary and not in conflict.

My Department is responsible for the existing Small Firms
Service and its force of counsellors, drawn from the private
sector, and thn Cope here has a designated responsibility for
Small Firms and the impact of Government policies on them.

Our interest is not confined to those first starting in
business, as paragraph 6 of David's minute might imply, but

also covers the development of small but existing businesses.

CONFIDENTIAL
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So, it is very important that Government is seen to be
offefing a coherent range of services. I am satisfied that
the arrangements we have agreed and the references in the
draft White Paper to my Department's complementary service
provide a basis tor the two Departments continuing to work

closely together, as they must.

Similarly, I am glad to see that the draft recognises my
interest, and that of the Manpower Services Commission in

particular, in the subject of Management Education.

I note the intention to issue, later next year, a Green Paper
on restrictive trade practices. I look forward to discussing
that with David and considering with him how far it should

include an reference to restrictive labour practices.

I am copying this minute to David Young and other members of

the Cabinet as well as to Sir Robert Armstrong.

e
\ \‘L’\s

NF
16 December 1987

2
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. CONFTIDENTIAL

FROM: P J CROPPER
DATE: 16 December 1987

CHANCELLOR

DTI WHITE PAPER

David Young's adviser seems to think that I must have been
instrumental in turning vyou round on Nissan. He has now,
therefore, asked me to try and change your position on their

White Paper publication date.

2. Basically:

(1) The 1longer the publication is delayed the more
likely it is that there will be a 1leak, which will
set Scotland ablaze with indignation about the

regional grant proposals.

(2) DTI have planned a great PR exercise, with new
PRl ogo, advertising campaign etc. Unspoken,
but I suspect they have booked space and are in

difficulties about changing the date.
3. " They wunderstand your position re NEDO and Autumn
Statement, but humbly submit that if the Government's interests
are looked at as a whole they would still point to a 12 January

publication.

4. Can I influence you?

P J CROPPER
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Lord Young of Graffham

Department of Trade & Industry

1= " VictoriasStreet

London SW1H OET 16 December 1987

Vear Secekany of Uhde

WHITE PAPER ON THE ROLE OF DTI

You sent me a copy of your minute to «-the
Prime Minister covering the draft of your White Paper
on the DTI's new role. My officials have commented on
a earlier draft. But I have comments on the timing of
publication and also on the contents.

2% On timing, I agree that it is right for publication
of the DTI White Paper to precede the Public Expenditure
White Paper. But your present plan to publish 1t on
12 January will mean that it is published directly ahead
of the quarterly meeting of NEDC on 13 January and the
annual debate on the Autumn Statement expected on
14 January. Among the various themes in the DTI White
Paper the changes to regional policy, 1in particular  the
intention to abolish Regional Development Grants, can
be expected to attract a good deal of ertticisme Your
present plan will enable the TUC to turn the 13 January
NEDC meeting into a demonstration against these changes,
and the Opposition to do the same with the 14 January

debate. This does not seem sensible. It wonld ‘be fbetiter
for the publication of the DTI White Paper to be put
back until Monday 18 January. On @ that  Dbasis the

Chief Secretary would be ready to postpone publication
of the Public Expenditure White Paper until 20 January
so as to allow sufficient time to elapse between them.

=5 As far as the content of the White Paper is concerned,
I have only a few points. First, as you recognise, the
DTI's 1increased orientation towards small Dbusinesses
risk overlap with other departments, mainly the Department
of Employment but in rural areas with MAFF through ADAS
and perhaps with DOE via the Development Commission.
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It is most 1important that any overlap problems are
effectively resolved so that we nelther risk wasteful
duplication nor present a confusing pieture to' those
smaller companies we are aiming to help. I hope that
you and Norman Fowler will continue to watch this aspect
carefully as the new services develop.

i Second, on competition policy, although I have no
problems with the poliey 1insofar as I understand 1i¢t,
paragraphs 2.24 and 2.25 on restrictive trade practices
go well beyond anything so far discussed in E(A). You
may wish to consider rephrasing these in somewhat more
tentative terms pending collective discussion.

Pl Third, I am doubtful about the wisdom of the third
indent of paragraph 7.7. Against the background of the
proposed changes to regional policy this section with
its rather vague reference to "further incentives" may
well become a focus for expenditure pressures.

6. Lastly, I would 1like to see some strengthening at
the end of paragraph 8.10 to 1indicate that the Government
would be willing to consider 1legislation 1if there S
inadequate progress by the Accounting Standards Committee
to promote disclosure of R&D in company accounts. Al though
the CBI Task Force on city/industry relations supported
an accounting standard along these lines, recent press
reports suggest that there may be some backsliding by
thet CBLE A reference to the possibility of legislation
should help to encourage the ASC as well as those 1in
the CBI who favour voluntary progress. It weuld “also
be consistent with the 1line adopted in the Government's
response to the House of Lords Report on Civil R&D (Cm 185
- paragraph 25).

/G I am copying this minute to the Prime Minister,
other members of Cabinet and Sir Robert Armstrong.

Yovrs Fintrely,

Mrira Walla e

PP NIGEL LAWSON

(Ppproved oy e Chanceltry
amd sigued w Wia nbcemce )
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WHITE PAPER ON THE ROLE OF THE DTI

]

Your recent minute to the Prime Minister and other Cabinet colleagues
sought clearance to a series of policy changes and initiatives
and to the issue of a White Paper on the role of your Department.

As I explained to you this mornianhaving been away in Brussels
for most of the past week 1 have only now seen it and not yet
hads the. opportunity ~to: read At ifadly, I do however have two
quick comments on the drafting and would be grateful if they
could be taken on board.

First 'I suggest’ that ‘the, ‘text on-: the first indent of paragraph
3.18 should be amended to read:-

"3 lasting Solution toithe 'problems of excessive protection
and subsidies in agriculture which has led..."

Second I support your initiative for an awareness campaign on
the Single European Market and will do all I can Inasiydcontacts
with the organisations and companies in my sectors to reinforce
the message. However, I would be grateful for a small but
important addition at the end of the first sentence of paragraph
356 s vEGIl Fowss'=

"while retaining necessary safeguards for vital UK interests,
for example in the field of human, animal and plant health".

I am  copying this to the Prime ‘Minister and other members of
Cabinet and to' Sir Robert: ArmsErondg.

JOHN MacGREGOR
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WHITE PAPER ON THE ROLE OF THE DTI

The Prime Minister has seen your Secretary
of State's minute (undated) to which was attached
a draft White Paper on the role of the DTI. The
Prime Minister noted this without comment.

|
l

I am copying. this letter to the Private !
Secretaries to the other members of Cabinet !
and to Trevor Woolley (Cabinet Office). i

&.\n | cHiEr sechETARY,
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Jeremy Godfrey, Esqg., w&2 T&ngkﬁtbﬁkl\

Department of Trade and Industry f&1~ (Luanﬁkuuk- 5—&? «l
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David Norgrove
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17 December 1987

PS/CHIEF SECRETARY cec - Sir P Middleton
Mr Anson
Mr Kemp
Mr Monck
Mr Burgner
Mr Turnbull
Mr P Gray

TIMING OF PUBLICATION OF DTI WHITE PAPER

The Chancellor discussed with Lord Young this morning the timing of
publication of the DTI White Paper. Lord Young argued very
strongly for sticking to the original timetable of publication on
Tuesday 12 December, and the Chancellor agreed.

28 Lord Young said he would definitely come to NEDC on

Wednesday 13 January, and would handle any press briefing after
that.

3. In these circumstances, the Chancellor feels there 1is no

reason to change the planned publication date of the PEWP.

A C S ALLAN
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Mr Turnbull

Mr R I G Allen
Mr Burgner

Mr Gray

Treasury Chambers, Parliament Street, SWIP 3AG Mt waller

Mr Tyrie

17 December 1987

Jeremy Godfrey
PS/Secretary of State for N
Trade and Industry ]ﬁwf“
1-19 Victoria Street {
London SW1 ~ | :
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WHITE PAPER ON THE ROLE OF DTI

The Chancellor and your Secretary of State discussed the timing of
the DTI White Paper this morning. I .ean confirm. /‘that ‘the
Chancellor is now content for the DTI White Paper to be published

on 12 January, with the Public Expenditure White Paper following on
19 January.

I am copying this 1letter to the Private Secretaries to the

Prime Minister, other members of Cabinet, and
Sir Robert Armstrong.

\1 A,

My .

MOIRA WALLACE
Private Secretary
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MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB

TELEPHONE ©1-218 8000
DIRECT DIALLING Ol-218 2] 1 1 /3

MO‘3OV Goeh A7 (7 December 1987

U

WHITE PAPER ON THE ROLE OF THE DTI

Thank you for sending me a copy of your minute to the Prime
Minister with the draft of your proposed White Paper about the role

of your Department.

I welcome your initiative. As a major public purchaser, the
Ministry of Defence has been putting much emphasis on competition
and the contribution that small and medium sized firms have to make
in Defence procurement. The changes you now propose to make are
very much in accordance with our own need for a competitive
environment in British industry in order to secure good value for
money. You rightly lay emphasis on the need for a break with the
traditional sponsorship role for specific industries. I am sure
that this move, in particular, will allow our two Departments to
work more closely together to ensure that we buy our equipment in a

way which provides the best value for money.

I am sending a copy of this letter to the Prime Minister and

other Cabinet colleagues, and to Sir Robert Armstrong.

i 2

T

George Younger

The Rt Hon The Lord Young of Graffham
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/") WELSH OFFICE
V4
GWYDYR HOUSE
WHITEHALL LONDON SW1A 2ER

Tel. 01-270 3000 (Switchboard )
01-2700538  (Direct Line)

Y SWYDDFA GYMREIG
‘ GWYDYR HOUSE
WHITEHALL LONDON SWIA 2ER

Tel. 01-270 3000 (Switsfwrdd)
01-270 0538(Llinell Union )

Oddi wrth Ysgrifennydd Gwladol Cymru From The Secretary of State for Walos

Thank you for sending me a copy of your recent letter to the Prime Minister
with which you attached a draft of your proposed White Paper on the role of
your Depar tment.

As you know, I will be tackling a number of those policies with equal
vigour in Wales and believe that the use of the Welsh Development Agency
for the provision of a number of the new services being made available to
businesses will provide a strong local and unified source of much of
Government's stimulation of industry.

7 I am copying this to other members of the Cabinet and Sir Robert Armstrong.

The Rt Hon Lord Young of Graffham
Secretary of State for Trade and Industry
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2 MARSHAM STREET
LONDON SWI1P 3EB

01.212 343¢

My ref:
Your ref:

The Rt Hon The Lord Young of Graffham
Secretary of State

Department of Trade and Industry

1-19 Victoria Street
LONDON

SW1H OET

4 CH#EF SECRETARY
22 DEC1987

2| December 1987

e o

DTI'S INNOVATION POLICY LSRG RV

I welcome your analysis of sgadld play in
encouraging enterprise and innovation. My Department does not
fund near-market research and I strongly support your intention
to move away, with limited exceptions, from its funding by
Government. I particularly welcome your market approach and
endorse your proposals that Government should support

"collaborative programmes with industry (and higher educational

institutes) which emphasise longer term research; and should
encourage and facilitate technology transfer. This is in line
with my Department's present approach to the construction and
environment protection industries. I see the White Baper as an
opportunity to give industry a strong and consistent lead, and
expect to develop our thinking along similar lines.

I am copying this letter to the Prime Minister, E(ST) colleagues

and John Fairclough.

NICHOLAS RIDLEY V/\¢qu-ah<;p



CC:

Chanc
- CONFIDENTIAL Mr An:iior
Mr Monck
Mr Burgner
Mr Turnbuli
Miss Peirson
Mr Gieve
Mr N Williams
Mr Waller
Mr Tyrie
Mr Call
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The Rt Hon Lord Young of Graffham
Secretary of State for Trade and Industry
Dpeartment of Trade and Industry

1l - 19 Victoria Street

London
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RSA CASH LIMITING:
DEPARTMENT OF TRADE AND INDUSTRY

I wrote to you on 9 December about control of expenditure on Regional
Selective Assistance. You will have since seen Malcolm Rifkind
and Peter Walker's letters on this issue. In the 1light of their
letters I fear I must press you again on the introduction of cash
limiting of expenditure on RSA in England.

As you know my Survey agreements for Scotland and Wales were
on the basis that RSA in those territories will be cash limited.
Neither Malcolm Rifkind nor Peter Walker see insuperable practical

difficulties over this. Indeed, it offers some advantage because
effective commitment 1limiting wunavoidably involves a very real
risk of underspend in any given year. Thus under the normal public

expenditure conventions, if RSA is within a cash limited vote
operating departments would have the ability to use underspends
to meet pressures elsewhere in their programmes; if RSA is not
cash limited any excess provision must be surrendered.

Malcolm and Peter have, however, made strong representations
over the presentational difficulties they face in introducing cash
limiting in Scotland and Wales when you are not doing so in England.
As I have previously stressed, I attach the greatest importance
to effective control of expenditure on regional assistance and
regard cash limiting of RSA as an essential underpinning to
commitment limiting, ensuring that expenditure will be constrained
within agreed annual totals. Given, therefore, the overall threat
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to the regional policy package agreed in the 1987 Survey if thji
element starts to become unpicked, I very much hope that,

reflection, you will agree to the principle of cash limiting
RSA in England.

o
of

ﬂ’ JOHN MAJOR

( pgproved by e Cliet Seciony

and siaw—.d W Wy aesence )

&
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SWITCHBOARD 01-215 7877

Secretary of State for Trade and Industry
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? January 1988
Paul Gray Esqg

Private Secretary to the Prime Minister .4

10 Downing Street i
LONDON CH/EXCHEQUER
SW1A 2AA =

REC. 08 JAN1988
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We shall be publishing our White Paper "DTI - The Department forﬁ*'UQﬂQy
Enterprise” next Tuesday, 13 January. I am attaching a statement

which Lord Young will be making in the House of Lords and which

Kenneth Clarke will repeat in the Commons.

It is more than likely that some changes will be made to the

i ~statement on Monday and I will circulate a revised version on
N/t e | Monday evening.

N I am copying this letter to Jonathan Taylor (Treasury).

Tovars

Oerery QeM«D

JEREMY GODFREY
Private Secretary

DW4CXT



CONFIDENTIAL

ANNEX Al

DRAFT STATEMENT

15 My Lords, with permission, I will make a statement

about major changes in the role of DTI and its policies.

2% We have been engaged in a major review of the main
activities and organisation of DTI. Our decisions are set
out in the White Paper entitled "DTI - the department for

Enteriprise" "which iwill “be 1laid, ‘blefoire the House. later

today.

e This review was conducted in the light of the
Objectives of the DTI which were published on October 13th
last year and in the knowledge that considerable changes
will be required to face the challenges of 1992 and to

succeed against ever increasing international competition.

4 . In an economy of some £400bn the main role of DTI with
its budget of £1bn must be to influence attitudes and to
encourage open markets, for that will promote enterprise

and prosperity.

Sie We can influence attitudes to enterprise in a number
of ways. We will start by helping young people to learn
about business and enterprise. We will work with employers

with the aim of giving one teacher in ten each year some
personal experience of the world of work. We will further
aim to ensure that no young person will leave school

without at least 2 weeks work experience.

SR AR Gn dh h D D A Eh R W DR D D S D A R W M e e s s s ah e s s P SR A W G W W W w > e w e -
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6= We will help young people to become more knowledgeable
about new technology. We shall increase our support for
Computer Aided Design and other advanced technologies in

schools, further education and teacher training colleges.

7he We will work in partnership with commerce and industry
to improve management education and development and spread
awareness of best practices in new technologies. These are
essential to the competitiveness of British industry and

commerce.

8. We will spread best practice in marketing, design,
quality and advanced manufacturing methods. A major new
initiative will start forthwith to encourage firms with
fewer than 500 employees to take expert consultancy advice
in these key management functions. We will extend the
programmes in April to cover business planning and
financial and information systems. More than £50m will be
provided in the next financial year and some £250m in total
in. . the 3 _years “to 1991, The aim=is fto -—subport 1,000

consultancy projects every month.

O Changing business attitudes to marketing must cover
international markets and particularly the Single European
market of which we will be physically a part with the
opening of the Channel Tunnel in 1993. We will make it a
priority to help business prepare for, and benefit from,

this change.

1505 Influencing attitudes so that businesses innovate
using new technology will be a major part of our policies.
Greater emphasis will be given to encouraging the effective

b e R D WD WD, W W . W W D WD W (e T b . - - -

Printed 8 January 1988
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transfer of technology, between edncational institutions

and industry, and in the more disadvantaged regions.

118 The aim of our innovation policies is to encourage
industry and commerce to invest in research and
development. We will concentrate our help on taecilitating
collaborative research projects and the transfer of
technology which would otherwise not take place. Research
and development which is at the stage of commercial
exploitation should be the responsibility of the private
Slelcie 0T, The general schemes of single company support for

innovation are therefore being ended today.

12. DTI will be a catalyst for enterprise, innovation and
change. But enterprising attitudes will only develop in
open markets. We will continue our efforts to cut red tape

so business can concentrate on its primary task of creating

the wealth on which society depends.

13, The need to open up competitive markets is an
essential strand in DTI’'s policies. Competition policy is

the key element in that process.

14. As a result of the review which my predecessor
announced in another place in June 1986, we propose a
fundamental overhaul of the Restrictive Trade Practices
Act. It has not proved effective in controlling illegal
carit.e:l 8., The new legislation which we are considering
would prohibit agreements with anti-competitive effects.
It will be backed by stronger investigation powers and
effective penalties. A detailed Green Paper on this will

be issued shortly.

SREST Sh e AR e S5 e A R e S < . i e . e e . aet o
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15 . The review also covered mergers. The paramount
consideration in mergers policy will continue to be the
need to maintain competitive market conditions. We are

proposing two principal changes to speed up the decisions
on whether individual mergers can go ahead. Thie s first
would be a new formal, but voluntary, procedure for giving
advance notice of prospective mergers. This would give
automatic clearance for simple cases within 4 weeks. The
second proposal would give more flexibility in dealing with
possible competition problems; the Director General of Fair
Trading would have the power to obtain legally binding
undertakings from the parties to a merger over such issues
as agreed divestment as an alternative to a reference to

the MMC.

16. My Lords, the White Paper puts the need to encourage
enterprise at the very heart of DTI's role and policies.
We are particularly concerned to encourage enterprise in
the more disadvantaged areas of the country and in the
inner cities. The new consultancy initiatives which we are
announcing will offer higher levels of grant both in the
Assisted Areas and in those Urban Programme Areas outside
the Assisted Areas; consultancy projects will receive
support of two-thirds of the cost in those areas compared

with 50 per cent in the rest of the country.

17. My Lords, new incentives will be introduced from April
this year to encourage the growth and development of small
firms in Development Areas. Their growth will continue the
revival of regional economies which is one of the aims of

ouwr poliicys Firms with fewer than 25 employees will be

D - - - > ey s e e e eSS e W s W e e D S P M S b W R WS W W G > wm . w -
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able to apply for investment grants of 15 per cent towards
the cost of fixed assets and innovation grants of 50 per
cent for product and process development. We will be
targeting our help on those firms at a critical stage of
their development; those which may not yet have developed

the key management skills needed to survive and compete.

1581 Our policies are designed to encourage self-generated
business development in the regions, both in manufacturing
and services, so that there is a broader, lasting base for
economic growth. We have concluded that this approach to
business development will do more for the regional
economies than the present Regional Development Grant
scheme. A Bill will therefore be introduced in the other
place today to end the RDG scheme. No new applications for
grant will be accepted after 31 March this year. The Bill
will provide for transitional arrangements. These changes
will apply throughout Great Britain. We are not proposing
that there will be any reduction in regional spend.
Regional policy will remain based on the existing regional

map.

19. Regional Selective Assistance remains available in the
Development and Intermediate Areas; unlike RDG, Regional
Selective Assistance requires companies to show that they
genuinely need public money in order to proceed, that their
projects are viable and will produce identifiable and
significant benefits. Internationally mobile projects will
be able to benefit from Regional Selective Assistance as

before.

2300 Inner cities will benefit from the higher level of

Printed 8 January 1988
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grant tor the consultancy initiatives. The Government will
be publishing a review of its policies for the inner cities
and taking steps to encourage more private sector

involvement in urban regeneration.

25 I hielsiip ryoip afs eidii e hiamigietsi i idipiispioil® el eis swhii cohe il s hiavie
announced will result in an increase in spending by DTI
over the provision that was planned last year. Expenditure
on regional programmes in Great Britain represents an
increase over earlier plans as will expenditure on support
for collaborative research, technology transfer and small

business innovation.

2.2, But many of the ways in which we seek to influence
attitudes and encourage open markets cannot be achieved
merely by Government spending. It is important that the
new objectives should be complemented by the approach and

attitude of DTI in facilitating change by business.

235 The White Paper therefore announces changes in the
organisation of DTI which will enable it to be more
effective in the delivery of its services. The Enterprise
Initiative will be marketed clearly and strongly so that
business is aware of the potential for action through self-
help. We need to get closer to our customers where they
live and work. We will increase and strengthen the

regional office network and expand its role.

24. Furthermore industry divisions in DTI, which up to now
have been seen as sponsoring specific industries, will be
replaced by market divisions which focus on the markets for

a range of goods and services rather than specific supplier

T e m e e - e e R e e R R En W e e M e e e e e e e S T e e e e e e e = . e e e e e e e e e . e -

Printed 8 January 1988



CONFIDENTIAL

et R S I s s S g S S S S S

industries. Emphasis will be given to issues whirh span

all industry and commerce, especially in technology.

25. My Lords, the changes which are announced in the White
Paper reflect the objectives which we set for DTI last
year. They provide a coherent, consistent rationale for
the actiivities of DTI. Real change, to give Britain a
lasting basis for prosperity, requires individuals to alter
the way in which they manage their businesses and approach
thieiir Swoir i The best way to accomplish this is to
influence people’s attitudes, to help them acquire the
skills and information which they need to compete
effectively and to give them the scope and opportunity in
open markets to compete. The White Paper policies which I
have outlined today represent this consistent and
coordinated strategy for enterprise. DTI - the department
for Enterprise, will now carry this enterprise strategy

forward.

Printed 8 January 1988
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RSA CASH LIMITING: DEPARTMENT OF TRADE AND INDUSTRY ; ’/ ’

The purpose of this minute is to seek your views on an offer by Lord Young, conveyed |
to us by DTI at official level, to his accepting cash limiting for RSA in return |

for additional resources for RSA of:

1988-89 1989-90 1990-91 £m
10 25 50 ;

These figures are what DTI claim they would have to spend on RSA to meet the demand
for RSA generated by the abolition of RDG, on the assumption that DTI were to
take no action to constrain the spillover from RDG. We cannot exactly recreate
DTI's figures but they are broadly consistent with work done in the 1987 Survey
on the likely spill-over effects from RDG abolition to RSA (though heavily rounded
in DTI's favour).

2 This is a blatant try-on by DTI. The basis of their argument is that both
the Scots and the Welsh PES settlement involved additional money to enable
Mr Rifkind and Mr Walker to increase provision for RSA in Scotland and Wales to
absorb the spill over effects of RDG abolition, and that there was no equivalent
increase in England. They argue that since the increases were the quid pro quo
for accepting cash limiting in the case of Scotland and Wales, if a similar
arrangement were to apply to Englarid, then additional resources should also be
made available in England. This, of course, totally ignores the nature of the
deal sought by and struck with Lord Youné which provided him with almost total

freedom to allocate resources between his various programmes. In assessing his
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priorities, he deliberately chose not to increase provision for RSA, thereby

cor.,ing himself to take necessary management or policy action to constrain RSA
demand to his provision.

3% DTI officials have indicated that, in the absence of your agreeing to the
additional money requested, then the most Lord Young will be willing to do would
be to review the case for cash limiting without prejudice 1l.e. he would sland

on existing correspondence.

b, DTI are seeking an urgent response to this proposal so that they may know
whether it is worth Lord Young writing quickly to you in advance of tomorrow's
launch of the DTI White Paper. But this is something of an artificial deadline.
The line Lord Young proposes to take in the absence of an agreement on cash limiting
is that he believes he has sufficient provision to manage RSA in the absence of
RDG (Scotland and Wales will be saying the same thing). If he is pressed on this
issue he might be forced to say that he will have to look at RSA cases rigorously
to ensure that he lives within his provision. DBut in eithcr case this should
not foreclose the option of imposing cash limits for 1988-89 onwards if you can

force through an agreement with Lord Young (it is most unlikely that this issue

will surface in the context of the White Paper launch). The real deadline for

this is the finalisation of Main Estimates in late January/early February. AL
therefore recommend against accepting Lord Young's offer and that you continue
to press for a meeting with him. If you agree, we will convey this message to
DTI &t officialflevel,
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DTI WHITE PAPER

I am attaching a copy of the White Paper which Lord Young and
Kenneth Clarke will be publishing tomorrow. I am also attaching

the final draft of the statement which Lord Young will be making
in the Lords tomorrow.

I am copying this letter to Private Secretaries to other members
of Cabinet and to Trevor Woolley.

Yorurs

SR

JEREMY GODFREY
Private Secretary

PS1ABA
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DRAFT STATEMENT

My Lords, with the leave of the House, I will make a statement

about major changes in the role of DTI and its policies.

We have been engaged in a major review of the main activities
and organisation of DTI. Our decisions are set out in the White
Paper entitled "DTI - the department for Enterprise™ which will

be laid before the House later today.

We conducted this review building on the new Objectives for the
DTI which we published on 13 October last year. In our opinion,
considerable changes in the Government's support to industry
will be required to face the challenges of 1992 and to succeed

against ever increasing international competition.

In an economy with a GDP of some £400bn the main role of DTI
with its budget of £1bn must be to influence attitudes and to
encourage open markets in order to promote enterprise and

prosperity.

We will start by helping young people to learn about business
and enterprise. We will work with employers with the aim of
giving one teacher in ten each year some personal experience of

the world of business. We will further aim to ensure that every

1 JA2ABY
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young person will have at least 2 weeks work experience before
leaving school as part of his or her preparation for

employment.

We will help young people to become more knowledgeable about new
technology. We shall increase our support for Computer Aided
Design and other advanced technologies in schools, further

education and teacher training colleges.

We will work in partnership with commerce and industry to
improve management education and development and spread
awareness of best practices in new technologies. These are
essential to the competitiveness of British industry and

commerce.

We will help small and medium size firms to improve their
performance in marketing, design, quality and advanced
manufacturing methods. We are putting in hand forthwith a major
new initiative to encourage firms with fewer then 500 employees
to take expert consultancy advice in these key management
functions. We will extend the programmes in April to cover
business planning and financial and information systems. We
will provide more than £50m in the next financial year and some
£250m in total in the 3 years to 1991 to encourage firms to take

advantage of this initiative.
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In 1992 the single European market will be completed, ending
most barriers to trade within the EC. The opening of the
Channel Tunnel in 1993 will make us physically a part of this
much bigger market for all our goods and services. We will
therefore make it a priority to help business prepare for, and
benefit from, this great extension of the market within which we

must compete.

The need to open up competitive markets is an essential strand
in DTI's policies. Competition policy is the key element in

that process.

As a result of the review which was announced in another place
in June 1986, we propose a fundamental overhaul of the
Restrictive Trade Practices Act. It has been proved
increasingly ineffective in controlling damaging illegal
cartels. The new legislation which we are considering would
prohibit agreements with anti-competitive effects. It will be
backed by stronger investigative powers and effective penalties.

A detailed Green Paper on this will be issued shortly.

The review also covered mergers. The paramount consideration in

mergers policy will continue to be the need to maintain

competitive market conditions. We are proposing two principal
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changes to speed up the decisions on whether individual mergers
can go ahead. The first would be a new formal, but voluntary,
procedure for giving advance notice of prospective mergers.

This would give automatic clearance for simple cases within 4
weeks. The second proposal would give more flexibility in
dealing with possible competition problems; the Director General
of Fair Trading would have the power to obtain legally binding
undertakings from the parties to a merger over such issues as

agreed divestment as an alternative to a reference to the MMC.

We are particularly concerned to encourage enterprise in the
less prosperous areas of the country and in the inner cities.

We will therefore be increasing and strengthening DTI's regional
office network and expanding their role. The new consultancy
initiatives which I have just announced will offer higher levels
of grant both in the Assisted Areas and in Urban Programme Areas
outside the Assisted Areas. Consultancy projects will receive
support of two-thirds of the cost in those areas compared with

50 per cent in the rest of the country.

My Lords, new incentives will be introduced from April this year
to encourage the growth and development of small firms in
Development Areas. Their growth will help the full revival of
regional economies which is the aim of our policy. Firms with

fewer than 25 employees will be able to apply for investment
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grants of 15 per cent towards the cost of fixed assets and
innovation grants of 50 per cent for product and process
development. We will be targeting our help on those firms at a
critical stage of their development; those which may not yet
have developed the key management skills needed to survive and
compete. Our policies are designed to encourage self-generated
business development in the regions, both in manufacturing and
services, so that there is a broader, lasting base for economic

growth.

Regional Selective Assistance will remain available in the
Development and Intermediate Areas. Unlike RDG, Regional
Selective Assistance requires companies to show that they
genuinely need public money in order to proceed, that their
projects are viable and will produce identifiable and
significant benefits. Internationally mobile projects will
therefore be able to benefit from Regional Selective Assistance

as before.

We have concluded that this approach to business development
will do more to strengthen regional economies than an automatic
subsidy to all capital investment. A Bill will therefore be
introduced in another place today to end the RDG scheme. No new
applications for grant will be accepted after 31 March this
year. The Bill will provide for transitional arrangements.

These changes will apply throughout Great Britain. Regional

5 JA2ABY



CONFIDENTIAL

policy will remain based on the existing regional map. Let me
make it clear that we are not proposing any reduction in the
Government's total regional spend. But we do believe that

existing resources can be spent more effectively.

Inner cities will benefit from the higher level of grant for the
consultancy initiatives. The Government will be publishing a
review of its policies for the inner cities and will be taking
steps to encourage more private sector involvement in urban

regeneration.

We have also reviewed our Department's policy on civil research
and development. In future, we will concentrate our help on
collaborative research projects and the transfer of technology
which would otherwise not take place. The White Paper announces
our support for new collaborative programmes in both information
technology and superconductivity. Research and development,
which is at the stage of commercial exploitation, should be the
responsibility of the private sector. The general schemes of
single company support for innovation are therefore being ended
today. We believe that our spending on research and development
will be more effectively used in collaborative research bringing
different companies and the academic world much closer

together.
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DTI will be a catalyst for enterprise, innovation and change.
But enterprising attitudes will only develop in open markets.
We will therefore continue our efforts to cut red tape so

business can concentrate on its primary task of creating the

wealth on which society depends.

The proposed changes in policies which I have announced will
result in an increase in spending by DTI over the provision that
was planned last year. Our proposed expenditure on regional
programmes in Great Britain represents an increase over earlier
plans. We will also increase previously planned expenditure and
support for collaborative research, technology transfer and

small business innovation.

The White Paper also announces changes in the organisation of
DTI which will enable it to be more effective in the delivery of
its services. The Enterprise Initiative will be marketed
clearly and strongly so that business is aware of the potential
for action through self-help. And the expansion of our regional
network will enable us to get closer to our customers where they

live and work.

Furthermore, industry divisions in DTI, which up to now have
been seen as sponsoring specific industries, will be replaced by
market divisions which focus on the markets for a range of goods

and services rather than specific supplier industries. Emphasis
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will be given to issues which span all industry and commerce,

especially in technology.

My Lords, the changes which are announced in the White Paper
reflect the objectives which we set for DTI last year. Real
change, to give Britain a lasting basis for prosperity, requires
individuals to alter the way in which they manage their
businesses and approach their work. The best way to accomplish
this is to influence people's attitudes, to help them acquire
the skills and information which they need to compete
effectively and to give them the scope and opportunity in open
markets to compete. The White Paper policies which I have
outlined today represent this consistent and co-ordinated
strategy for enterprise. DTI - the Department for Enterprise,

will now carry this enterprise strategy forward.

My Lords, that concludes this statement.
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