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From:
THE RT. HON. LorRD HAILSHAM OF ST. MARYLEBONE, C.H., F.R.S., D.C.L.

House ofF LORDS,
SWI1A OPW

5 November 1979

'Daw%et: /
FREE PORTS BILL N5

You wrote on Eghﬂféober about Anthony Steen's amended

Ten Minute Rule Motion on free ports.

I understand that in the light of your letter the Chief Whip
did not make arrangements for the Bill to be opposed on its
introduction, but I agree that its further progress should be
blocked as you suggest. I suggest you might have a word with
Mr Steen to let him know why we propose to take this line
over his Bill.

I am copying this letter to our colleagues on L and E
Committees, the Secretary of State for Northern Ireland,

the Minister of Transport, and to First Parliamentary Counsel

_yris

and Sir Robert Armstrong.

Nigel Lawson Esq MP
Financial Secretary to The Treasury

Treasury Chambers C::::::::?‘:‘“-—u,q_H;;jjb
Parliament Street A







The Secretary of StaEE_fnr Waleq pointed out that loecal
authority employment in Wales had risen more rapidly over the year

to June than in Britain as a whole. He was sure they had room for
savings. In. any case, the savings required were not as great as

they were alleged to be. Assuming the local auﬂhorities achieved

the 3 per cent cutback this year, they would only have to reduce their
spending by a further 1 per cent in 1980-81, Tﬂere was unfortunately
a tendency for local authorities to select reduéticns which would
cause the maximum outery so as to draw attention' to their overall
financial position. In reality, the options were usually easier

than they made them out to be.

Regional Aid
Mr. Griffiths then raised the question of regional aid.

The Wales TUC welcomed some aspects of the July announcement on
regional aid: for example, the upgrading of the Wrexham area, the
continuation of the rate of grant at 22 per cent in SDA's, and the
fact that the DA rate had only been reduced by 5 percentage points,
But they felt that the downgrading in Wales as a whole had been too
severe (and in particular the downgrading of the South Wales
conurbations to intermediate area status), and they were unhappy

at the abolition of regional development grant in intermediate areas.
Regional aid had played an important part in creating new jobs in
Wales generally and it had also helped to stem de-popul ition in
mid-Wales. Regional aid was especially impourtant in attracting
internationally mobile projects, as the Ford engine project at
Bridgend had shown. He understood that final decisions on assisted
area coverage in Wales had still not been taken, and hoped that the
Wales TUC's arguments would be taken into account.

(At this point the Prime Minister had to leave the meeting).

The Secretary of State for Wales confirmed that the downgrading

of central Wales to non-assisted area status by 1982 was subject to
review, In addition, marginal boundary changes were being
considered in travel-to-work areas, which would be announced fairly
shortly.

/ Mr. Butler
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Mr. Butler added that the purpose of the Government's policy
on regional aid was to concentrate assistance where it was most

needed. As a result of the changes announced in July, those areas
which continued to have assisted area status would do relatively
better than they had done in the past. The upgrading of areas had
taken place immediately while downgrading would be phased, Even

after full implementation of the new policy 94% of Wales in population
terms would continue to receive regional assistance of one kind or
another. On the question of internationally mobile projects,

Section 8 assistance would continue to be available: the recent
decision to support the Dow-Corning project was a good example of this,
As for the Shotton area, if BSC decided finally to close the steelworks,
the Government would seriously consider upgrading the area to SDA
Status.

(At this point the Chancellor of the Exchequer had to leave the
meeting).

The Secretary of State for Wales said that multi-nationals were
Still showing good interest in Wales. There was no evidence that

their interest had diminished since the July announcement. In reply
to a question on the timing of remedial measures for Shotton,

Mr. Edwards said that he thought there would be great resentment if
remedial measures were announced before BSC finally decided on closure.

Economic Planning

Mr. Paul said that he wished to raise one topic with no financial
implications. This was the problem of human relations in economie
development. The decision to establish a Select Committee on Welsh
affairs would help to widen public discussion. Nationally, the Government
was facing up to severe economic and social problems, but there was a
specific Welsh dimension which would require separate attention. In
the review of the powers of the Secretary of State for Wales, trade
union involvement must be considered. The Wales TUC saw a strong case
for a National Zconomic Development Council for Wales to fill this need.
There was a lack of a continuous planning process taking account of new
developments. Such a Council would involve the Government, the Wales TUC

/and the Wales CBI




Treasury Chambers, Parliament Street, SWIP 3AG

29 October 1979

The Rt Hon Norman St John-Stevas MP
Chancellor of the Duchy of Lancaster and
Leader of the House of Commons

Cabinet Office

70 Whitehall

LONDON

SW1

{\‘% MV M

TEN MINUTE RULE MOTION: FREE PORTS

I wrote to you on 8 October about the handling of Anthony Steen's

Ten Minute Rule Motion on Tax Free Zones which was on the Order
Paper for 31 October. He has now withdrawn this motion in very similar
terms on Free Ports.

I suggested, and the Lord Chancellor agreed, that we should treat

the original motion in the normal way: ie, the Government should

not oppose the Motion for leave to introduce a Bill, but the Whips
should ensure that any resulting Bill does not receive a Second
Reading. There does not seem to me to be any reason to treat the new
motion any differently.

I am sending copies of this letter to members of L andE Committees,
the Secretary of State for Northern Ireland, the Minister of Transport,

the Chief Whip, Sir John Hunt, First Parliamentary Counsel and the
Secretary of the Legislation Committee.

gy
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Ref: A0470

CONFIDENTIAL

PRIME MINISTER

Enterprise Zones
(E(79) 41 and 55)

BACKGROUND
Enterprise zones were one of the priority strategy items

considered by E Committee on 24th July and remitted to MISC 14,

2. MISC 14 considered a report by officials which was subsequently
circulated to E Committee on 2lst September as E(79) 41, The Chancellor
of the Exchequer minuted you the same day, proposing to make a preliminary
announcement about enterprise zones at the Party Conference, The Secretary
of State for Employment minuted you on 25th September pointing out some
difficulties in doing this, and on lst October your Private Secretary wrote to
the Chancellor's Private Secretary saying that in your view no announcement
should be made before the proposals had been discussed in E Committee.

3, The Chancellor of the Exchequer's paper (E(79) 55) makes recommenda=-
tions on the various points raised by the officials' report, and encloses a draft

consultative document reflecting those recommendations.

4, Enterprise zones will be seen as a test bed of Conservative philosophy.

If they go ahead, it will be very important that some should succeed. You will
———————— e

want to be reasonably sure that the measures proposed are enough to have a

substantial economic impact, without unacceptable social consequences, And
you will want the result to show, unmistakably, within three or four years from
now, If the Committee have doubts about either the effectiveness of the
proposals or the time they would take to become effective, they may want either
to beef up the existing proposals (which may well be difficult) or to let the

whole idea quietly drop. But, even if the Committee have such doubts, they

may feel that the best course is to issue a consultation document and take a
final decision in the light of the responses to that, and of any further work that

can be done during the consultation period.
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5, There is also an overlap between enterprise zones and the proposed
Urban Development Corporations for London and Liverpool docklands, but I
do not think that this will create any real difficulty.

HANDLING

6, You will want the Chancellor of the Exchequer to introduce his paper.

Then I suggest you take the various points for decision in turn.

(a) Purpose of Enterprise Zones

7. MISC 14 endorsed the Officials' assumption quoted in paragraph 2 of
the Chancellor of the Exchequer's paper. You might simply invite the

Committee to do the same.
[ e

(b) Size and Number of Enterprise Zones

8. The draft consultative document says that the number of enterprise
zones would be limited initially to about six, and the area covered by each
would be relatively small, probably uMout 500 acres. This reflects
the assumption made by officials and endorsed by MISC 14, and again you
might invite the Committee to give their endorsement, both on size and on
number. There may be suggestions that there could be more and bigger
enterprise zones, but I doubt if Ministers would want to press these for the

experimental stage. The Committee would not be ruling out increases either

in size or in number at a later stage.

(¢) Guidance on the Choice of Sites

o The Chancellor of the Exchequer recommends that the sites should be

chosen so as to illustrate the range of types of area which might be suitable,

including probably at least one in Scotland and perhaps in Wales. Beyond
this, he would prefer to leave the choice open at this stage, so that a final
choice can be made in the light of the consultations. This seems reasonable,
and you might simply ask the Committee whether they agree with the proposal.
If Ministers have views for or against particular sites, they might put their
views direct to the Chancellor of the Exchequer outside the Committee,

(d) Measures of De-restriction

10. This is likely to be the most difficult part of the discussion.
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11, The Chancellor of the Exchequer recommends that the consultation

document should mention = without commitment - all the ideas for de=

restriction mentioned in the officials' report. These include relaxation of

| -
health and safety standards and employment protection requirements. In his

minute to you of 25th September, the Secretary of State for Employment said

"] see great objection to relaxations in these areas limited to particular parts

of the country''.

12. Your best course might be to go quickly through all the suggestions in
paragraphs 3 and 4 of the draft consultation paper annexed to the Chancellor of
the Exchequer's paper, and see which items the Ministers directly responsible
would want deleted. It may be that the employment items will be the only ones.
You might then ask the Committee to assume that all such requests for deletions
are accepted, and to consider whether the remaining list of relaxation measures
makes up a credible package of non-fiscal measures for enterprise zones., If
the general view is ''yes' you may be able to get the Chancellor of the
Exchequer to agree not to press his case against individual Ministers'

requests for deletions. But if the feeling is that the remaining relaxations are

not enough to make a credible package, you might ask the Ministers pressing
i AT

for the deletion whether they really want to press their case to the point of
R

putﬁnE the e:}tergrise zones concept in jeopardy.

(e) Possible Fiscal Measures

13. The Chancellor of the Exchequer proposes to mention three, but only
three, possible fiscal relaxations in the consultative document. He would
omit some others which were considered by officials. You may find that
other Ministers want to reinstate some of these {at MISC 14, the Secretary
of State for the Environment was interested in the free port concept which the
Chancellor does not think is a runner). But you will no doubt want to support
the Chancellor in resisting such claims.

(f) Consultations with Local Authorities and other Interests

14, If the Committee have reached agreement so far, this is clearly the
next step. But you will want to consider Ministerial responsibility and the

drafting of the consultation document - the two next items.

Sl
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(g) Ministerial Responsibility

15, This is for you to decide. But both the Chancellor of the Exchequer

and the Secretary of State for the Environment would be content for the

Chancellor (as originator of the enterprise zones concept) to make the

announcement launching the consultative document, and for the Secretary of
State for the Environment to assume responsibility from that point on. If
you agree with this, you might say so at the meeting.

(h) Drafting of the Consultation Document

16. You might turn the Committee's attention to the draft at Annex A, and
see if anyone has points of substance on it, other than points already raised
in discussion. You might suggest that drafting points should be discussed
directly with the Chancellor of the Exchequer.

(i) Timing

17, If agreement has been reached so far, you might ask the Chancellor
of the Exchequer when he would propose to make his announcement, and in
what form. You might suggest that he agrees the precise timing with you
and the Paymaster General, and that he circulates a draft of his statement
and a final draft of the consultative document to colleagues in advance.
CONCLUSIONS

18. You will want to record the Committee's conclusions on Items (a) = (i)

above,
f

b

(John Hunt)

22nd October 1979
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER W\/

ENTERPRISE ZONES

In my minute of E}fﬁgptember, I proposed to circulate
to colleagues the draft of a statement in very general
terms on Enterprise Zones to be made at the Party Conference.
You doubted whether it would be possible to do this before
the concept of Enterprise Zones had been discussed in
E Committee. I trust the meeting of E Committee on
23 October will give us an opportunity to consider the
concept itself, and, if it is accepted, to decide on the
next steps to be taken. I shall shortly be circulating
a paper.

2 Peter Walker wrote to me on 26 September suggesting
that we should try to avoid ﬁreen-field sites suitable for
agricultural purposes. I have sympathy with his point of
view. I originally proposed Enterprise Zones as a means
of overcoming urban dereliction. But I take the point in

T ———— = e T
Tom King's minute to you of 3 October about the advantages

of green-field sites in terms of saving public expenditure
on reclamation or infrastructure. I would suggest to
colleagues that we try hard to find sites within urban
areas which would offer opportunities for a significant
amount of development within a reasonable timetable and

at relatively little cost to the public sector. I agree,
however, that we should not at this stage rule out of
consideration the possibility of selecting some locations
which could be easier to develop. This is, however, a

point which we can discuss in E Committee.

CONFIDENTIAL
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A I am copying this minute to members of E Committee,
the Secretaries of State for Scotland, Wales and Northern

Ireland, the Minister of Transport and Sir John Hunt.

Mok Kl

[G.H.]
/5  October 1979

[Approved by the Chancellor of the Exchequer
and signed in his absence]

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Norman St John-Stevas MP ‘qg October 1979

Chancellor of the Duchy of Lancaster and
Leader of the House of Commons

Cabinet Office

70 Whitehall

LONDON

SW1

(L Voo

TEN MINUTE RULE MOTION: TAX FREE ZONES

Mr Anthony Steen has a Ten Minute Rule Motion on the Order Paper for
Wednesday ‘31 October on the subject of Tax Free Zones.

Since the Mtion deals with taxation, I think it is for the Treasury
to take the lead. As for the handling of the Motion, there does not
seem to be any need to depart from the normal practice: ie, the
Government should not appose the Motion for leave to introduce a
Bill, but the Whips should ensure that any resulting Bill does

not receive a Second Reading.

You and those to whom I am copying this letter will be aware that
work is currently being done on a package of measures relating to
Enterprise Zones. The sort of changes Mr Steen would like to see
may be similar to some  those to be put forward by the Government.

I am sending copies of this letter to members of L and E Committees,
the Secretary of State for Northern Ireland, the Minisfer of .
Transport, the Chief Whip, Sir John Hunt, First Parliamentary
Counsel and the Secretary of the Legislation Committee.

(——

J







10 DOWNING STREET

From the Private Secretary 1 October 1879

Enterprise Zones

The Prime Minister has considered the Chancellor of
the Exchequer's minute of 21 September, and the minute
of 25 September from the Secretary of State for Employment.

The Prime Minister does not think that the Chancellor
can announce the creation of Enterprise Zones, even in
very general terms, at the Party Conference before his
proposals have been discussed in E Committee. In her
view, the proposals are not yet sufficiently worked out
to warrant an announcement .

The Chancellor's paper - E(79)42 - on "Priority
Strategy Proposals'" is expected to be taken in E Committee
in the week beginning 22 October; no doubt his proposals

on Enterprise Zones can be taken at the same time.

I am sending a copy of this letter to the Private
Secretaries to other members of E Committee, the Secretaries
of State for Scotland, Wales and Northern Ireland, the
Minister of Transport and to Martin Vile (Cabinet Office)

T. P. LANKESTER

M.A. Hall, Esq.,
H.M. Treasury.




MR LANKESéER ‘f]_,, ;"{L_‘ &

No special comments on the Chancellor's minute to the Prime
Minister on enterprise zones. 1 have not seen Prior's objections,
but, in my conversations with him, they have usually related to
the creating of "second-class workers'" in terms of terms and
conditions, safety practices ete. Your suggestion seems sensible
to me. We certainly ought to get the general announcement in

at the Party Conference. The Chancellor is very keen to do

that.

JOHN HOSKYNS
1 October 1979




MINISTRY OF AGRICULTURE, FISHERIES AND FOOQOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Mmseer

CONFIDENTIAL

|\,.[17F-""\

The Rt Hon Geoffrey Howe QC MP

Chancellor of the Exchequer

Treasury Chambers SW/LT\
Parliament Street ﬁ
London SWiP 3AG 26 September 1979

hEN (e u.ﬂirl

In your minute of 21 September to the Prime Minister you reported
on the development of ideas on Enterprise Zones and asked for
comments,

For my part, I would be content that we should consult on as wide a
range of "decontrol" measures as we can, since we shall no doubt
have to prune the list in the light of consultations., As for the
sites, I agree that we should name only a few possibilities., Of
those suggested, the two greenfield sites should not, in my view,
figure in the short list, Far from being derelict, hoth are
suitable for agricultural purposes; indeed the one at Boldon is in
full use while that at Speke incorporates high quality land. Quite
apart from the fact that their use would be contrary to Government
land use policy, it seems to me that we weould bhe getting away from
the concept of overcoming concentrations of particular physical or
economic decay if we werc to select areas of this kind,

I am sending copies of this letter to the Prime Minister, members of
E Committee, the Secretaries of State for Scotland, Wales and
Northern Ireland, the Minister of Transport and Sir John Hunt.

MZGUT {hiﬂftq
F*ﬂn{_{: /Iltmpu'ia

AL

F PETER WALKER

Approved by the Minister and
signed in his absence
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PRIME MINISTER

ENTERPRISE ZONES
I am writing to comment on Geoffrey Howe's minute of 21 September 1979.

Geoffrey's proposal is to make a preliminary announcement in general
terms at the Party Conference, and follow this up with detailed
consultations. I think there are diffculties about the whole concept
of Enterprise Zones and I think it would have been better if we could
have discussed them in E Committee bEEEEE deciding on any announcement
even in general terms. However, if it is the general wish of my
colleagues that the Chancellor should make a preliminary announcement

without further discussion between ourselves, I would like the

following points to be borne in mind.

The report by officials is not an agreed report and it includes in the

list of proposals for relaxation, Health and Sgiety Standards and
Employment Protection (including Wages Council) requirements. I see

great objection to relaxations in these areas limited to particular

parts of the country. I do not think it is feasible to try to run two

standards in the field of social legislation.

I would therefore be very much in favour of Geoffrey's suggestion that
there might be a discussion in E Committee before the stage of detailed
consultations. I am assuming that any general statement at the Party
Conference would not mention particular matters like Health and Safety
or Employment Protection.

I am copying this minute to the members of E Committee, to the
Secretaries of State for Scotland, Wales and Northern Ireland, to the
Minister of Transport and Sir John Hunt.

25 September 1979
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One of the prifrity items which E Committee agreed on 24th TL

July to remit to MISC 14 under my Chairmanship was a rapid review mﬁ]i

5} the Enterprise Zone concept.

2. MISC 14 considered all the priority items at their meeting on

™

14th September and I shall be putting a report on them to E Committee

for consideration after the Party Conference. I am minuting you
separately on Enterprise Zones because certain decisions on them are

now becoming urgent.

48 At today's meeting, MISC 14 considered a report by officials
under Treasury chairmanship which I am arranging to have circulated
to E Committee. (E{EQ}Ml}.

by, The issues for decision are listed in paragraph 4 of the summary
at the beginning of the officials' paper. MISC 14 reached the

following decisions, subject to endorsement by E Committee.

(a) We endorsed officials' understanding that Enterprise
Zones are a means of overcoming concentrations of
particular physical or economic decay and promoting
economic revival by removing the hand of Government
as far as possible; that they have no necessary
connection with regional policy, unemployment policy,
or inner city policy; and that they are to be
explicitly experimental, involving therefore a degree

of risk.

CONFIDENTIAL
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We endorsed officials' assumption that sites should,
at least initially, be reasonably small in size and

restricted in number.

We were asked to give guidance on the choice of sites.

We considered the list at Annex A of the officials’
e ———
report, which suggested over 20 possible sites, We

considered that, in going out to consultation, it would

——e -

———
be important not to name more than about half a dozen

sites, or the emphasis on the experimental aspect could

be lost. The sites should be chosen 80 as to

illustrate the range of types of area which might be
suitable, including probably at least one each in
Scotland and Wales and perhaps in Northern Ireland.

I will circulate proposals later on the list of sites to
be suggested, and in the meantime should welcome any
comments which colleagues may have based on the officials"
19at: There would be no need to take decisions on the
sites to be chosen for actual experiments for some time
yet.

We were asked to indicate those measures of decontrol
which should be examined further in the context of
Enterprise Zones, including fiscal measures. A list of
'decontrol' possibilities is given at Annex B of the
officials' report, and subject to colleagues' views I
should like to indicate in consultation that our minds
are open on all these possibilities. But I realise that
some of our colleagues will not previously have seen
these proposals and may want time to consider them. i
can confirm that for my part, I am willing to consider
all the fiscal options noted in Annex C, though I believe
that i, ii, and iii are the most sensible ones to pursue.

CONFIDENTIAL
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We were asked to authorise consultation with local
authorities and other interests, which would clearly
need at some point, to include the Health and Safety
Commission, the CBI and the TUC. Subject to colleagues'
views I should like to make a preliminary announcement
of our intentions at the Party Conference, and follow
this up with consultation based on the proposals in the
officials' report. I would circulate drafts of my
conference statement and of the basis of consultation

to colleagues beforehand. The conference statement can
be in fairly general terms, both as to sites and as to
measures of decontrol. The consultation may have to be
rather more specific, and if we cannot agree the basis
in correspondence, it will have to be held up until we
have a chance to discuss it at E after the Conference.

But I hope the delay can be minimised.

Finally, we were asked to consider Ministerial responsibility
for the announcement, the modalities of consultation, and
future handling. This is a matter for you to decide. As
indicated, I should like to make the announcement at the
Party Conference. After that, if you agree, I should like
to hand over responsibility for the next stage, including
consultation and future co-ordination work to

Michael Heseltine, who is willing to take this responsibility
on.

Are you content that we should proceed in this way?

6. I am copying this minute to our colleages on E Committee, to
the Secretaries of State for Scotland, Wales and Northern Ireland

3
the Minister of Transport and Sir John Hunt.

A

-

(G.H.)
2| September, 1979




10 DOWNING STREET

THE PRIME MINISTER 18 September 1979

] o S WHenosaled

Thank you for your letter of (30 August about regional
economic planning, and the report "Strategic Plan for the
Northern Region" which was submitted to the previous Govern-
ment in March 1977. I have asked Tom King to send you a
detailed reply to the points you made in your letter; but
perhaps I might just say that the disbandment of Economic
Planning Councils should not be regarded as an indication of
policy except in relation to the general review of advisory

bodies under which it was carried out.

i vee

T

1

Councillor R. G. Knowles.




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
M-233 3000

27th July, 1979

ENTERPRISE ZONES, PILOT AREAS ETC.

As you know, your Secretary of State, the Secretary of
State for the Environment, and the Chancellor, together with
officials from the three Departments, met in the Chancellor's
Room on 20th July to decide procedures for carrying forward
the ideas being considered in the context of Enterprise Zones,
'Pilot Areas', and the 'Hoskyns' exercise on Strategy.. I have
delayed recording the conclusions reached until the minutes of
the meetiing of 'E' Committee on 24th July had been circulated.
We can now regard the minutes of Item 4 of that meeting as
superseding discussion last Friday of the 'Hoskyns' proposals.

The three Ministers decided to remit work on Enterprise
Zones to the Impact of Government on Industry Group (IGI)
chaired by Mr. F. Jones, which would report to them by the end
of Sentember. As far as specific fiscal measures were concerned,
the Treasury would take the lead, together with the appropriate
Revenue Department. The non-fiscal measures would also be
co-ordinated through IGI but substantial ¢ontributions would
clearly be required fromother departments, especially the
Department of the Environment. A number of measures relating
to small firms were being looked at in the Enterprise Zone
context; here, the Department of Industry would have a special
contribution. IGI would consider all the detailed proposals,
and would present a co-ordinated report. Ministers =stressed
that officials should approach the work in an eclectiec and
imaginative spirit.

IGI would also report on possibilities for 'Pilot Areas’'.
There was some clarification at the meeting of this concept,
which had originally arisen in the course of the Government's
consideration of Regional Poliey. Whilst Enterprise Zones
would necessarily be highly localised, it was envisaged that
'Pilot Areas' might be larger, covering whole travel to work
areas in regions of high urzmpicyment. If pilot areas proved

{feasible
Andrew Duguid, Esq.,
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feasible, Shotton might be a suitable candidate. IGI would
consider which of the ideas examined in the Enterprise Zone
context were suitable for application in these larger areas;
it was recognised that the objections to applying some of the
fiscal proposals in larger geographical areas could be
formidable.

I am copying this letter to David Edmonds, and to

Tim Lankester and Peter Mountfield for information. Copies
also go to the officials who were present at last Friday's

meeting.
t/f}"' ? e !

(M. A. HALL)
Private Secretary

ee¢ Mr. Lippitt ot
Mr. P. Mountfield )D€Pt. of Industry

Mr. MeQuail :
Mr . H.QCole ;Dept. of the Environment

Mr. Isaac Inland Revenue

CONFIDENTIAL







SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2AU

N Q’J{’W
The Rt Hon Sir Geoffrey Howe QC MP L et
Chancellor of the Exchequer ,/Df
Treasury Chambers :
Parliament Square

SWAP 3AG 26 Ju1y 1979

I have been following with keen interest the recent exchange of
letters on Enterprise Zones and 'pilot areas’', culminating in your
minute of 13 July to the Prime Minister and the reply from her
office of 16 July.

I consider that we must certainly pursue the imaginative ideas which
you and others have put forward since we must do everything possible
to implement our policy of stimulating the development of private
business. This is particularly true in the regional context where
we are facing strong criticism - which I fear will be maintained

for some time - for the expenditure cuts we are making at a time when
industry is going through a particularly slack period. You will have
seen, for example, the comments which the CBI both nationally and in
Scotland have made about the regional policy cuts. My own approach,
therefore, on the new proposals would be to seek links between them
and those parts of the assisted areas where our review has shown that
the worst economic and industrial problems are concentrated.

It is very clear from the comments which colleagues have made and

from the work by officials that a good deal of further careful study

is required before we can identify the scope for positive action and

I am therefore glad to see from your minute of 16 July that you are
putting this further work in hand. In view of the regional
significance of the proposals and also the fact that various aspects

to be explored (such as planning implications) touch on responsibilities
I hold, I would like Scottish Office Ministers and officials to be
fully associated with this work at its various levels.

I am copying this letter to the Prime Minister, the other members of
the Cabinet and to Sir John Hunt.

GEORGE YOUNGER







upersedes draft laid on 20tk Juily 1979
Yraft Order laid before Parliamont under the Industry Act 1572,

8.5(6), for approval by resclution of cach lloune of Parliament.

DRAPT TORY INSTRUUNERTS
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INDUSTRIAL DEVELCPLENT

The Regiocnal Develozzent G & (Variation of Preseribed
rier

Percentoges) Ord 1975

Laid before FPorlisment in drsft

Kade

Coming into Cperation
&

The Secretary of State, in exerciss of his powers under secticrs 2{1)
and 5(4) eof the Industiry Act 1972(a} end parazgravh 2 of Schedule 2
thereto and with the consent of the Ireasury, hereby mekes the -

Tollowing Order:-

1. This Order may be cited 235 the Regionel Development Grants

(Veriation of Prescribed Percentezes) Order 1979 and shall come into

operation on the day after

2.~ (1) The percenizzes referred to in paragraph (2) below (beinz
percentiages specified in column 2 of the Teble in section 1 of the

Indusiry Act 1972) shall be veried in =ccordance with that DarasTran..

(2) For the words "2J per cent" waere they apoear in relation
to expenditurs of the descriotions mentioned in Heazds 1{a) and 2
in eolurn 1 of {he Table, there shall be substituied the words

"1S per cent™,




Notwithstanding that, by reason of Article 2 avove, the
try Act 1972 in

3.

rate of grant payable under Part I of the Indus
respect of expenditure incurred in providing an asset as part of,

or on, or for use in gqualifying premises in a development area is

reduced, a grant may be made to a person at the rate specified

sjmmediztely before this Order came into operation in respect of

such expenditure if either:-

.-'F " -

-—

{2) the asset is provided by him before 1st August 1980 or

(b) the expenditure was defrayed by him before

|§ ¥fth July 1979.
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Wle consent to the meking eof this Order.
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Lord Commissicners of IHer .
Majesty's Ireasury

Department of Indusiry




EXPLANATORY HOTE

(This Note is not part of the Order)

This Order varies the rate of regional development grant payable
under FPart Ixof the Industry Act 1972 on capital expenditure incurred
in providing assets on qualifying premises in develcpment areas or
for use in those areas., The amount of grant is reduced from

20 per cent to 15 per cent of the expenditure incurred.

The Order &lso contains transitionzl provisions. Expenditure will

remain eligible for regional development grant at the old rate if
it is incurred in- respect of assets provided before 1st August 1580

or if it is defrayed befared}fah July 1979.
12




Draft Order laid before Parliament under the Industry Aect 1972,

. s.5(6), for approval by resoclution of each House of Parliament.

DRAE T ool TE PO Y N TR S TR N E TS

1979 No.
INDUSTRIAL DEVELOPMENT

The Regional Development Grants (Variation of Prescribed
Percentages) Order 1979

Lzid before Parliament in draft

Made

Coming into Operation

The Secretary of State, in exercise of his powers under sectioms 3(1)
and 5(4) of the Industry Act 1972(a) and paragraph 2 of Schedule 2
thereto and with the consent of the Treasury, hereby makes the

following Order:-—

1 This Order may be cited as the Regional Development Grants
(Variation of Prescribed Percentages) Order 1979 and shall come into

operation on the day after it is made.

2.—- (1) The percentages referred to in paragraph (2) below (being
percentages specified in column 2 of the Table in section 1 of the

Industry Act 1972) shall be varied in accordance with that paragraph.

(2) For the words "20 per cent" where they appear in relation
to expenditure of the descriptions mentioned in Heads 1(a) and 2
in columm 1 of the Table, there shall be substituted the words

"15 per cent".

(a) 1972 c.63.




3. Notwithstanding that, by reason of Article 2 above, the
rate of grant payable under Part I of the Industry Act 1972 in
respect of expenditure incurred in providing an asset as part of,
or on, or for use in qualifying premises in a development area is
reduced, & grant may be made to a person at the rate specified
immediately before this Order came into operation in respect of

such expenditure if either:-

(2) the asset is provided by him before 1st August 1980 or

(b) the expenditure was defrayed by him before

17th July 1979.

We consent to the making of this Order.

Lord Commissioners of Her
Majesty's Treasury

Department of Industry




EXPLANATORY NOTE

(This Note is not part of the Order)

This Order varies the rate of regional development grant payable
under Part I of the Industry Act 1972 on capital expenditure incurred
in providing assets on qualifying premises in development areas or
for use in those areas., The amount of grant is reduced from

20 per cent to 15 per cent of the expenditure incurred.

The Order also contains transitional provisions. Expenditure will
remain eligible for regional development grant at the old rate if
it is incurred in respect of assets provided before 1st August 1930

or if it is defrayed before 17th July 1979.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE éRB

TELEPHONE DIRECT LINE 01-212 5507
SWITCHBOARD 01-212 7676

Charlotte Edgerton
» Becretary to the
Chancellor of the Duchy of Lancaster
Cabinet Office
Whitehall
London SW1

il

EGIONAT POLICY DEBATE

My BSecretary of State would like %o suggest that the following
wotion should be tabled for debate on 1ﬁuionu1 policy on Tuasﬁﬂy
24 July:
"That use, whilst recognising that the best
i economic growth is a good
and cooperation
workforce, welcomes the
g introduced by the Government
al policy in order to make it more cost
effective, to concentrate assistance on areas most
in need and to remove anonmdlies in Assisted Arvea

gZradings. ™

I would be grateful for your comments on + is by noon, tomorrow,

- - o TR GhmLTY
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copying this letter to the Private Secretaries to the Fri
ilster, the Chancellor, the Lord President. f S )
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state for Employment, the Environment
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WHAT EVIDENCE IS THERE TO SUPPORT SIR KEITH JOSEPH'S
CLAIM THAT REGIONAL POLICY'S NET EFFECT HAS BEEN TO
SHIFT ONLY 10,000 NEW JOBS A YEAR TO ASSISTED AREAS?
WHAT EXACTLY DID HE MEAN?

HOW CAN YOU PRETEND THAT A CUT OF £233M WILL NOT
HAVE A MAJOR EFFECT ON EMPLOYMENT LEVELS? ARE YOU
SUGGESTING THAT INVESTMENT DECISIONS WILL BE
UNAFFECTED BY A CUT OF THAT MAGNITUDE? WHAT WILL
THE REAL EFFECT ON UNEMPLOYMENT BE - NATIONALLY AND
IN THE DOWNGRADED AREAS?

WILL NOT THE LDC DECISION SUBVERT EVEN WHAT REMAINS
OF YOUR REGIONAL POLICY?

HAVE YOU NOT CHOSEN TO DO DOWN LABOUR AREAS LIKE THE
LANCASHIRE COTTON TOWNS AND SIMULTANEOUSLY TO FAVOUR
THE TORY SOUTH-WEST? WHAT CRITERIA DID YOU USE TO
MAKE THESE CHOICES?

WHERE IS THE INCENTIVE FOR INVESTMENT IN THE AREAS
WHICH HAVE BEEN DOWNGRADED? ARE THEY - AND THEIR
PEOPLE - NOT BOUND TO SUFFER?

WHY WERE YOU SO HARSH TO /HMERTHYR TYDFIL7 /ANY OTHER
EXAMPLE7 .

DO THE CBI'S COMMENTS NOT FORESHADOW INDUSTRY'S
GENERAL REACTIONS?

HOW CAN YOU INTRODUCE THESE CUTS - WHICH ARE BOUND TO
SLOW DOWN INVESTMENT - WHEN THE MEDIUM TERM ECONOMIC
OUTLOOK WAS ALREADY FOR DEFLATION, STEEPLY RISING
UNEMPLOYMENT AND LACK OF INTERNATIONAL COMPETITIVENESS?

IS YOUR NEW POLICY INTENDED TO PRODUCE JOBS OR TO IMPROVE
PRODUCTIVITY? SHOULD IT NOT BE SELECTIVE, AND NOT SO
GENEROUS TO CAPITAL-INTENSIVE PROJECTS?
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CONFIDENTIAL

ANNOUNCEMENT OF REGIONAL INDUSTRIAYL POLICY CHANGES

Parliamentary Statement

The Government has completed its review of I serional industrial
policy and selective financial assistance in Great Britain withii
the context of its overall economic aims and the steps being

B

ity and prosperity. As

to encourage national industrial vital
the House knows the Government seeks to create conditions in
the whole country can prosper, including those areas with severe

economic problems.

2 As part of our general framework for industry we propose TO
continue with a strong - but more selective - regional industrial
policy. We shall maintain the three-tier structure of the
Assisted Areas (AAs) - that is, Special Development Areas,
Development Areas and Intermediate Areas - as well as the existing
instruments of regional industrial policy, but concentrating on
those parts of the country with the most intractable problems

of unemployment

% The Assisted Area rrently cover over

population. We proj » over a transitional

to reduce this to around 25%, in order to focus on the: remai

Ahs more effectively, and to treat different parts of the country
more consistently and fairly. We propose immediately to upgrade

a small number of areas to take account of their changed circumstance:
A pumber of Special Development Areas (8DAs) and Development Areas
(DAs) will be downgraded by one step for similar reasons but tThese
changes will not take effect until 1 August 1980. From 1 August
1982 we propeose that a number of these areas should be further
downgraded, but that of these those due to become non-Assisted
Areas (non-AAs) should be the subject of a special review before
such descheduling takes final effect. In addition we propose that

a number of Intermediate Areas (IAs) should become non-Assisted

Areas in three years' time. Full details of these proposed changes

Jin ...




freas boundaries and gradings are glven in my
E‘_1 t 5

Answer to my Hon Friend the Member for Nelson and Colne

available in the Vote Office, the Printed Paper Office a

. -yt T PR Ty e e
Libraries of both Houses.

We propose to maintain Regional Development Grant (RDG)
present level of 22% in the Special Development iv;us, S0
reduced in the areas greatest n«
propose that the

on buildings, _
August 3 fe also propose that the 20% RDG on

provided in Intermediate Areas should be abolished from

date. Finally we propose to rai

plant and machinery

and £1,000 for buildings to £500 and

()

¥ .

respectively in respect of expenditure defrayed on or fr
1 Qg

S f A

Full details of the transitional arrangements are given in my

Written Answer to the Hon Member for Nelson and Colne.

Cur objective 1is to maintain

framework of regional investme:

f_,t_h;_,'ll' oD .

5 In future regional selective assistance under Section 7/ of

the 1972 Industry Act will be provided in the AAs only where it

is necessary to enable projects to go ahead. Particular attention
will be paid to the provision of more productive and more secure
jobs. I will say something about the future of national selective

assistance under Section 8 of the Act in a moment.

& We consider that factory building is a useful
inexpensive instrument of regional industrial yalic
continue. We intend however to secure a greater element of
financing.

[T aes




the operation of Industrial Developmer
|__\ - - 0 4 - ! E . » = * - = -
os) in the light of our objective of reducin
ment controls on industry am satisfied

IDC procedure can stil

the

8 VWe estimate that these changes wil y 1982/83 lead to total
savings of £2%3% in the expenditure of £609 million on
RDGs, regional selective assistance and factory building projecter
in the 1978 White evalued at 1979 Burvey prices. Alth
expenditure on regional incentives will continue to be substanti
I must emphasise that regional differences will not be reduced

F e Ll T e R T S . . ayral BB - 1
ibuting money from taxpayers: there needs

simply by redist

to be local enterprise and plenty of cooperation in making 1
- s |
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of a region than a reputation for effective work, high proc

o] rement

and cooperation between workforce -

9 PFinally, I turn to our decisions or
assistance under Section 8 of the

can of course be paid to enterprises

the non-AAs.

10 After consideration the SBecretary of Btate for Energy,
the Minister for Agriculture, Fisheries and Food and .
-

the Energy Conservation': Scheme and

; e = { T, o m P [ e |
schemes, for otwear and Redmeat Slaugh
~

to run their course. All applications under these Schem

any outstanding applications under the other sectoral schemes

= |

have already closed will be processed under existing criteria.
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With the Compliments
of the

Private Secretary

Scottish Office,
Dover House,
Whitehall,
Londaon SWIA
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CONFIDENTIAL

Peter Stredder Esg

Private Secretary to the

Secretary of State for Industry

Department of Industry

Ashdown House

123 Victoria Street

LONDON

SW1E 6RE 17 July 1979

E) B l'?f-}.:"tw'.:

ik

REGIONAL POLICY S’J'F\TEJI-?L-?NTf_.

___,.H'"
In vour letter of hﬁffﬂly to Charlotte Egerton yvou asked for
comments by 11 am today on the draft statement which your
Secretary of State is to make this afterncon on regional
industrial policy changes.

Hy Secretary of State's only comment is to suggest that para-
graph 3 could be made to read more positively and with better
credit for the Government if the third and fourth sentences
were replaced by the following:-

"\e propose immediately to upgrade a number of areas to
take account of their changed circumstances and give
them the considerable extra help they need. A number of
Special Development Areas (5DAs) and Development Areas
(DAs) will be downgraded by one step for similar reasons
but these changes will not take effect until 1 August
1s80."

Mr Younger has also asked me to send you the enclosed copy of
his opening speech for the Scottish Grand Committee this
morning which your Secretary of State may find useful in pre-
pParing for supplementaries from Scottish Members this afternoon.

I am copying this letter to the recipients of yours.

' a8 e ._“
j S f’i‘-!“-'ﬂ&:uj

/
ey
M’-‘(.ﬁ[} & —‘::.1_;_,
ISR -
K J MACKENZIE
Private Secretary




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LOMDON SWIE 6RB
ZZ01
TELEPHONE DIRECT LINE 01-212 -7
PB/ secratary of Stata for Industry SWITCHBOARD 01-212 1676

Ms Charlotte Egerton 16 July 1979
rivate Secretary to the

Chancellor of the Duchy of Lancaster
Cabinet Office

Whitehsll SW 1 (L

GIONAL POLICY ANNOUNCEMENT

\NY)

I attach a copy of the announcement which my
Secretary Df State proposes to make by written
answer at %.15 pm this afternoon. He also
intends to ]_a:.' the relevant Orders at the same
time. I would be grateful for your comments and
those of other recipients by 12.%0 this morning.

I am copying this letter to the Private Secretaries
to the Prime Minister, Lr‘.:* Chancellor, the Lord
President,the Secretaries of State for Employment,
the Environment, Scotland, Wales, Northern
Ireland, Trade and Energy, the Minister of
Agriculture, Fi 5‘-1&1*1*:5 and

Lr}ll..- F“Ir.... ster Gen al and

I 17
JAOUSES .




Question

To ask the Secretary of State for Industry whether he can announce
the Government's conclusions on future regional industrial policy.
(John Lee MP, Nelson & Colne)

Draft Answer

PR TR e T e VR T LA T WY AT

The Government has completed its review of regional industrial
policy in Great Britain within the context of its overall economic
aims and the steps being taken to encourage national industrial

vitality and prosperity. Our aim has been to secure a more cost-

B b e s B

effective regional industrial policy which will concentrate expenditure

on those parts of the country which have the highest unemployment.

We have in this been concerned to reduce the size of the Assisted
Areas (AAs) - some of which, particularly among the Intermediate

Areas (IAs). have better unemployment levels and prospects than in the
non-Assisted Areas (Non-AAs) - in order to focus on the remaining

AAs more effectively, and to treat different parts of the country more
consistently and fairly; to pursue policies for promoting investment
and employment in the Als more economically and effectively than

in the past, to reduce the burden of Government controls on industry,
by easing the requirements for Industrial Development Certificates;

to maintain reasonable stability in the framework of regional
investment incentives and to give reasonable notice of reductions so

as to minimise any abrupt impact on industry.

Assisted Area Boundaries and Gradings

A 1list of the changes in the AAs is &ttached. The effect will be
cut the proportion of the employed population of Great Britain

covered by the AAs from over 40% to around 25%.

Three 'Travel to Work' Areas (TTWAs), all in the South West, are to be
added to the AAs as IAs. They are: Torbay, Dartmouth and Kingsbridge.

Five TTWAs which are now IAs (Mexborcugh, Plymcuth, Rhyl, Rotherham

T S T S e e

and Wigan) are to become Development Areas (DAs).

JEONE i




Four TTWas, and part of a further one, which are now DAs, (Ayr,
Kilmarnock, Redruth, Wrexham and the Large Employment Office Area
(other than the Isles of Cumbrae) are to become Special Development
Areas (SDAs).

Upgradings within the AAs and additions to the AAs will have
immediate effect.

Where a place which is now an TA is to become a non-Assisted Area
(non-AA) there will be a three years' transitional period. Where
a place 1s to go down by more than one AA grading it will retain
its present grading (subject to transitional arrangements) for cne

_ N
year. It will then descend one step and retain that temporary

grading for two years after which it will move to its final grading,
subject to the review arrangements (see below). Other charges (i.e
those involving places which are to remain as AAs but which will go
down one step only) will take place after one year's transition.
Regional Development Grant (RDG) will be paid on assets provided

during these transitional periods).
The Government will review after two years the progress of areas
which it is envisaged will become non-AAs as a result of going down

by more than one step.

Hegional Development Grants

Rates of Grant

o = R a8

RDG is at present payable at the rate of 22% in the SDAs and 20% in
the DAs on capital expenditure incurred for the provision of new
plant and machinery, buildings and works and at the rate of 20% in the
IAs on new buildings and works. RDG will continue to be paid at the
present rate in the SDAs because of the extent of their problems of
unemployment and related economic weakness, but the following changes
are to be made in the grant payable in the DAs and IAs.

The rate of grant payable in the DAs is to bLe reduced to 15% and a

draft Order giving effect to this proposal has today been laid in

/both ...




both Houses. It is my intention that grant should cease to be paid
in the IAs and this will be achieved initially by the exercise of
my discretion but the Industry Act, 1972 will be amended as scon as
possible in order to give effect to this change.

In order that these changes may take effect gradually it is intended

that grant will continue to be payable at the former rate of 20% in

both the DAs and IAs on expenditure defrayed before 17 July 1979 and
additionally on those assets provided before the 1 August, 1980. The
four month deferment on payment of approved cléams introduced on

12 June, 1979 will continue.
Minimum Values

RDG is not now paid on individual items of machinery or plant
costing less than £100 or on individual buildings, extensions of
buildings, adaptations or works costing less than £1,000 except in
the case of certain small works where a limit of £100 applies. These

levels have plied since March 1972 and the levels are now to be

ap
increased to £500 in respect of plant and machinery and £5,000 in

respect of buildings and works. These changes will apply to

expenditure defrayed on or after 17 July 1979.

Fligibility fér RDG where there is a change of AA status

In areas which are to change to a lower category of AA, or to cease
to be AAs, entitlement to RDG will continue at present rates on

k] o
expenditure defrayed before 17 July 1979, and on assets provided

-

before 4 August, 1980. In those areas which are to become DAs from
1 August, 1980 and then IAs or non-Aks from 1 August, 1982, RDG at
the rate of 15% will be payable on assets provided on or after

1 August. 1980 and before 1 August, 1982. In those areas to becoue
DAs from 1 August, 1980 and not designated for further change on

1 August,1982, RDG will be payable at the rate of 15% in accordance
with the general rules of the RDG scheme on expenditure incurred

in the provision of eligible assets. In areas designated as IAs
from 1 August 1980 grant will be payable on expenditure defrayed

before 17 July, 1979 on assets provided befeore 1 August, 1980.

i




which are upgraded RDG will be payable at the rate
appropriate to their newilAssisted Area status from 17 July, 1979.
Where, however, an area is designated as an TA RDG will only be
payable on buildings and works provided before 1 August, 1980.
In areas upgraded from IAs to DAs the rate of RDG payable will
continue to be 20% for buildings and works on buildings and works

provided before 1 August, 1980 and thereafter “15%.

\

ixplanatory Notes

fuller details of all these changes are available in Explanatory

Notes, copies of which are available in the Library of the House.

Regional Belective Assistance

In future regional selective assistance will be provided only where
it is necessary to enable projects to go ahead. Particular attention
will be paid to the provision of more productive and more secure

jobs.

Factory Building

i

Factory building is a useful and relatively inexpensive instrument
of regional industrial policy and will continue. The Governments

intends to secure a greater element of self-financing.

Work of Development Apencies

The operations of the Scottish Development Agency, the Highlands and
T

development Agency, the

Islands Development Board, the Welsh
Development Board for Rural Wales, the Development Commission and
the Council for Small Industries in Rural Areas are unaffected

this announcement. We will be examining the future role of these
bodies in those parts of their present territories which, subject

to the review (see above) are Lo become non-AAs.




Industrial Development Certificates

I am satisfied that it is necessary to retain Industrial Development
Certificates (IDCs) in order that large projects, which will produce
8. considerable number of new jobs, can be identified at an esarly
stage and the possibility of carrying them out in the AAs can be

discussed with the companies concerned.

On the other hand, I recognise that very few IDC applications have
been refused in recent years, and it is clear that the current
arrangements place an unnecessary burden on industry. In particular,
IDCs are now freely available in the IAs so that the requirement ha
only a limited: practical effect there. I therefore intend to exempt
all IAs from the need for IDCs, including those IAs which are to
become non-AAs in three years' time, although these areas will again
become subject to the IDC requirement when they become non-AAs.

The exemption limit will be raised to 50,000 sq ft throughout the
non-AAs including the South East. This will enable large projects
while enabling smaller projects to go ahead

to be identified ,

more guickly.

These changes in the IDC arrangements will come into effect on

6 August 1979.

Other Government Policies

The results of the Government's review regional industrial policy

of
will be taken into account in considering the future operation of
lo

other Government policies affecting the cation of industry and

the AA=s.

Public Expenditure

=y

The public expenditure provision in 982-8% contained in Cmnd 7439
for RDGs, regicnal selective asssistance, and the provision of land
and buildings was £609 million at 1979 Survey Prices. Following

the changes proposed we are reducing this requirement by £2%3 ni

/Orders




T am laying before the House today the following 4 Orders

The Regional Development Grants (variation of prescribed

b

percentages) Order 1979;
The Assisted Areas Order 1979;

The Town and Country Planning (Industrial Development

Certificates: Exemption) Order 1979;

The Town and Country Planning (Industrial Development

Certificates) Regulations 1979;
required to introduce these changes.
Debate
My Rt Hon Friend the Leader of the House will be anncuncing shortly

the date for a debate at the conclusion of which will be

the Affirmative Resolution for the RDG Order.
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CCNFIDENTIAL

10 DOWNING STREET

16 July 1979

From the Private Secretary

Veee Pier

Regional Industrial Policy

The Prime Minister has seen your letter of 13 July to
Tim Lankester, setting out your proposed timetable for your
anncuncement on Regional Industrial Policy.

She has commented that she thinks it unwise to make an
announcement of this sort by written answer rather than oral
Statement, and we have subsequently agreed that your Secretary
of State will make an oralstatement on Tuesday 17 July

It follows that the Press Conference arranged for today,
the written answer scheduled for today and the laying of the
orders must all be postponed; and the Prime Minister has asked
that any Press Conference should be held after, and not before,
your Secretary of State's statement in the House.

I am copying this letter to Tony Battishill (H.M. Treasury),
Ian Fair (Department of Employment), David Edmonds (Department of
the Environment), Kenneth MacKenzie (Scottish Office), George
Craig (Welsh Office), Joe Pilling (Northern Ireland Office),
John Stevens (Chancellor of the Duchy of .Lancaster's Office),
Bill Burroughs (Department of Energy), Garth Waters (Ministry of
Agriculture, Fisheries and Food), Alistair Pirie (Chief Secretary's
Office), Richard Prescott (Paymaster General's Office), Murdo
Maclean (Chief Whip's Office) and Charles Cumming-Bruce (Chief
Whip's Office, House of Lords).

Yam e

Nick e

Peter Stredder, Esq.,
Department of Industry.
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10 DOWNING STREET

From the Private Secretary 16-July 1979

Regional Policy: Pilot Areas

The Prime Minister has considered the
Chancellor of the Exchequer's minute of
13 July, and agrees that there should be no
advance statement of our intentions on
"pilot areas" in Sir Keith Joseph's forth-
coming statement on regional policy. She
accepts that these must be properly worked
out before they are referred to in any
statement,

I am sending copies of this letter to
the Private Secretaries Lo members of the
Cabinet and to Martin Vile (Cabinet Office).

Martin Hall, Esq.,
H.M. Treasury.

LOAFDENT]
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i,
I promised to let you know about the Secretary of State's proposed
timetable for making an announcement on regional industrial policy.
I understand that at yesterday's Cabinet it was agreed that the
timing of the announcement should be discussed between my Secretary
of State, the Secretary of State for Scotland, the Chancellor of
the Duchyof Lancaster and the Chief Whip. Subsegquently the Secretary
of State for Scotland telephoned my Secretary of State and said that
he would be content for an early announcement to be made, provided
this could be done on Mopday 16 July, to avoid any discourtesy to
the Scottish Grand Committee. Egﬁretary of State agreed to

S
h

REGIONAL INDUSTRIAL POLICY

investigate the possibility of thi fter consultation with the

Welsh Office and the Offices of the ancellor of the Duchy of
Lancaster and the Chief Whip, it was agreed that an announcement could
be made at 3.15 pm on Monday 16 July.

I have subsequently spoken to Mr Faulkner in the Cabinet Office

and he has agreed that, since the small group of Ministers to
consider the business of the last week before the recess is to meet
at 1.30 on Monday 16 July, he sees no objection to this timetable.
My Secretary of State will be working on his written answer on
regional industrial policy over the weekend and T will endeavour to
let you have a copy of the final text as soon as possible on Monday
morning. My Secretary of State is also making an announcement on
the future of assistance under Section 8 of the Industry Act 1972
on the same day and I attach a copy of The text of the Question and
proposed Answer.

I should perhaps add that arrangements have been made for my
Secretary of State to hold a press conference at 3.15 pm on Monday
16 July and Mr John Lee, Nelson and Colne, has put down the
necessary question which will appear on Monday's Order Paper.

I am copying this letter to the Private Secretaries to the Chancellor,
the Secretaries of State for Employment, the Environment, Scotland,
Wales and Northern Ireland, the Chancellor of the Duchy of Lancaster,
the Secretary of State for Energy, the Minister of Agriculture,
Fisheries and Food, the Chief Secretary, the Paymaster General and

i ' ' Yownrs S UnCoLA
the Chief Whips in both Houses. : Y
Poer Soeddu
CONFIDENTIAL

PETER STREDDER
Private BSecretary
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PRIME MINISTER lv:'l,f“ —‘H-I” VJMH ¢
REGIONAL POLICY : PILOT AREAS A 1l mernd < f“-"{ -

The Cabinet met on 5th July and I was invited to
consider urgently, in consultation with the Secretaries
of State for Industry and for the Environment, whether
it would be possible to say anything about the proposed
"nilot areas" when the announcement on regional industrial
policy was made. I understand that this is now planned
for early next week. I met this evening with Keilth
Joseph and Michael Heseltine to consider the work officials
have done on the possibilities (with which I need not

trouble you at this stage).

2. We are all agreed that there should be an early
statement on regional poliey. I regard the fiscal

arguments for this as overwhelming.

A s We also agreed that it is imperative to make rapid

progress on three fronts.in parallel;- the generalised

——— Tl

measures aimed at stimulating enterpzife and deregulatingt?
the business environment, which we are trying to identify
in the "Hoskyn®B! "exercise; second, to identify incentives@
to enterprise which can be introduced in "pilot E;g;;ﬁj

and thirdly to define more clearly in concrete terms our
ideas for enterprise zones. All this work is now being
set in hand,.;nd Keith Joseph, Michael Heseltine and I

will meet again next week to draw up a full programme

of work to a tight timetable.

CONFIDENTIAL
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b. Keith Joseph and I however, feel that we cannot

recommend to you that there should be an advance statement

' in the forthcoming

of our intentions on "pilot areas'
statement on regional poliecy (though Michael Heseltine
still believes that we should make a firm commitment
then to bring forward measures in the autumn). None of
the ideas officials have so far examined on the fiscal side
are sufficiently well developed that we can be confident

R, S S . —~ e e —
of being able to put them forward as firm proposals.
And the measures most likely to benefit the regions
will not in fact have a "regional" label at all, but
will be the proposals we shall announce on a national

" exercise.

basis as the conclusion of the "Hoskyns
To trail "pilot areas" in the context of an announcement

on regional policy would run a serious risk of disappointing
expectation§ since, however irrational, the hope would be
for compensating measures specifically aimed at the

regions on a much bigger scale than we have in mind.

Our preference therefore is to wait until we have some
proposals in the autumn, and then to achieve maximum impact
with a full statement setting out clearly what we intend

to do.

e Finally, I should add that I very much agree with
Keith Joseph (his letter to me of 12th July) that we
should not court the risk of a possible hostile reaction
from the European Commission to our new policies towards
the regions through a premature statement about "pilot
areas". Personally, I am sure that, once we have clear
proposals to make, we shall be able to present them in a

way which will satisfy the Commission, which should on

balance be favourably inclined to?%ggional policies.

CONFIDENTIAL
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I am copying this letter to other members of the
J

Cabinet and te 3ir John Hunt.

A

(G:H:)
[ July, 1979
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Government Chief Whip

12 Downing Street, London SW1

CONFIDENTIAL
10 July 1979

Boaw folor

REGIONAL INDUSTRIAL POLICY: PARLIAMENTARY TIMETABLE

Thank you for your letter of 6 July about the announcement of the Government's

decisions on regional industrial policy.

I have consulted the Chief Whip and the Leader of the House about this and their
view was that Cabinet had decided that the necessary Order should be laid after
the meeting of the Scottish Grand Committee on 17 July and not after the meeting

on 19 July.

As you know, we are proposing that the Parliamentary debate should take place
on Tuesday 24 July. By laying the Order on 17 July, I think we would avoid
possible criticism from the Opposition that there had been insufficient time

to consider it.

I am copying this letter to the Private Secretaries to the Prime Minister,

the Secretaries of State for Scotland and Wales and the Chancellor of the Duchy

/,m /€ cter,
%wa/

(M MACLEAN) __—

of Lancaster.

P Stredder Esqg

Private Secretary to the
Secretary of State for Industry
Ashdown House

123 Victoria Street

SW1E 6RB







Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

(o July 1979

by

ENTERPRISE ZONES

I was grateful that you responded so quickly in your
letter of 29 June to Michael Heseltine to the requests ‘n
my letter of 22 June.

I have always recognised that there are some topics on
which it may be particularly difficult to advise acceptable
lower standards and to apply them selectively. One obvious
example is the handling of dangerous substances, where it
would be difficult enough to lower standards generally, and
even more difficult to lower them selectively in enterprise
zones. But I think that it would be a mistake to conclude at
this stage that there is no scope for selective action for
example on building or health and safety regulations, employment
protection provisions and so on. Of course there are some
controls for which general removal is the right answer. There
is - there must be - much wider scope, where the general case
is less clear-cut, for removing many more restrictions as a
pilot scheme in those few strictly defined geographical areas
which are proposed for enterprise zone treatment.

The argument about unfair competition may theoretically
arise in the EEC context. But I do not see this as an over-
riding argument against the basic idea. If the pilot areas
show that selective action in enterprise zones is beginning
to have the desired effect that surely points to extending the
concept to other areas.

We must now pull the threads together very gquickly, if the
idea is to be available in time for places like Shotton and two

or three other designated areas, particularly in Scotland and
the North-East, as suggested by the Prime Minister.

fI am

The Rt. Hon. James Prior, MP




I am having the tax aspects examined separately. Mean-
while I hope you will feel able to give the whole idea a
more encouraging look. I should be grateful if Keith Joseph,
George Younger and Nicholas Edwards could also let me have
their thoughts on selective action at the same time. Perhaps
Michael Heseltine could ensure that "om King's review is also
in a position to meet the rather tight timetable which now
seems desirable,

It may be helpful to stress two aspects of the concept
in my Isle of Dogs speech. The first is that I see enterprise
zone status as geographically highly selective. If say
Merseyside or London Dockland wvere eventually chosen for such
status I would see the zones as small islands of largely
derelict land. The same approach would be valid for any inne
city in Scotland or the North East. My approach would be to
pick out the most derelict areas. At present they tend to be
'no go areas' for productive activity. I should like to see
them become 'no go areas' for unnecessary obstacles to
productive activity.

Tom King's review will no doubt concentrate on the scope
for compulsory sale of publicly owned land to the highest
pPIthE bidder and for Luttlnb planning controls to the absolute
minimum. I hope that his review will also consider the scope
for lightening or even removing the rating burden on enterprise
in enterprise zones. (I had not myself been envisaging relief
from for txample income tax or corporation tax. But taxation
on property strikes me as a different matter, because it is by
definition tied to a particular geographical area.)

I should be very grateful for early comment, so that we
shall be able to judge how far pilot schemes on these lines
will help the presentation of our general case.

I am sending a copy of this letter to the Prime Minister
as well as to Willie Whitelaw, Keith Joseph, Michael Heseltine,
George Younger and Nicholas Edhard

L/

"REY” HOWE
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CONTIDENTIAL

Secretary of Stara for Industry

Murdo lMaclean Esqg
Private Secretary to the
Chief Whip
12 Downing Street ]
London SW1 G July 1979

REGIONAL INDUSTRIAL POLICY : PARLIAMENTARY TIMETABLE

At Cabinet yesterday it was agreed that my Secretary of State
should announce the Government's decisions on regional industrial
policy in the week of 16 July, and the necessary Order should be
introduced and debated thereafter. I understand that the Welsh
and Scottish Secretaries of State also requested that the announce-
ment should not be made until the Welsh and Scottish Grand Committees
have met. I understand that the Welsh Grand Committee meets to
discuss the economy on 11 July and water on 18 July and that the
Scottish Grand Committee will be discussing industry and employment
on 17 July and local government finance on 19 July. The Secretary
of State for Scotland has therefore asked that the announcement on
regional industrial policy should be made after 6.00pm on 19 July.

These considerations point to a full day's debate on regional
industrial policy in the week beginning 23 July. Accordingly, the
business statement of 19 July, which is made at %.30pm, will have
to refer to that debate. In order to give maximum notice of the
subject matter of the debate and to meet the Secretary of State for
Scotland's mquest it would seem necessary for my Secretary of State
+0 make his announcement., by ordinary written Parliamentary Question
on Thursday 19 July after 6.0Cpm. He would lay the Orders at the
same time.

My Secretary of State is, however, a little concerned that the
Opposition might regard this timetable as giving them inadequate
notice. TFurther, now that & decision has been made and that the
proposals are to be discussed with the Commission next week, tl
is a danger that the proposals will leak. I would be grateful
vour comments on these aspects of the proposed timetable.

[V
L

T am copying this letter to the Private Secretaries to the Prime

Minister., the Secretaries of State for Scotlend and Wales and the
} [

Chancellor of the Duchy of Lancaster.

PETER STREDDER
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10 SOWNING ETREET

From the Frivate Secretary 4 July 1572
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The Prime Minister held a meeting at 1230 p.m. today
your Secretary of 3tate and the Home Secretary to discuss 1
application of the Government's policies in Scotland, They
had before them Mr. Younger's minute of 25 June. The following
are the mauin points which came up.

. Younger said that any reduction in regional assistance
to Scotland would be seen by the Scots as an attack on the Scottish
€conomy. Special assistance for Scotland was justified by
relative backwardness, its distance from the UK markets, an
the need to reduce imbalances in the national economy: it
in the interests of the UK economy as a whole that these imbaiances
should be reduced since expansion had too often resulted in
"overheating" in the South East and the Midlands. While he
accepted the need to reduce public expenditure in support of
regional policy this should not be done toco Tast and the amount of
reduction should not be Loo great. Against this background,

Mr. Younger said that he was pleased that the Prime Minister had
asked Sir Keith Joseph to moderate his regional policy plans; and
he hoped a compromise set of proposals would be accepted by Cabine
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The Prime Minister commented that it was essential for
public expenditure to be reduced: thke ratio of public expenditure
to GDP was actually increasing this year as compared witli last.
However, she agrecd that it would be a mistake Lo move too fast
on regionzl assistance; otherwise a "U-turn" would all %o likely
follow. The Home Secretary agreed that, although regional support
mist be reduced, it would be wrong Lo move too fast. To do so
rculd lose the Government political suppert in both Scotland and
fales,

SHIPBUILDING

Ur. Younger said that contraction of the shipbuilding industry
Was inevitable, but this had to be handled carefully. Provided
the neccessary closures were implemented in turn rather than a1l
at once, the position ought to be manageable. Thus, it would be
right to move to the closure of Scotstoun in September, while
Govan should be kept going a little longer. 1In order to maintain
activity at Govan, it would be necessury to obtain a further order
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.:-.J.'tr:-r the existing Polish order; there was a reasonable prospoct
of such an order from P&0. Pobb Caledon woulrd also prohably
have to go: but in view of the heavy devendoence on shipbhuilding
on the Lower Clyde, every effort must be made to maintain
Scott Lithgow., It would be easier to proceed with these closures
if the Government continued with a reasonable neasure of general
support in Scotliand.

The Prime llinister said that she accepted this op
She hoped that efforts were being made to stimulate n
in Scotland so zs to provide alternative employment for redundani
shipyard workers. The Home Secretary cormmented that it was right
to proceed with the closure of uneconomical shipyards, and that
it had been a great mistake not to have implemented the closures
on the Upper Clyde in 1971. lowever, he agreed that the timing
of the closures was crucial.

DISPERSAL

Mr. Younger said that he hoped that the Government would be
able to procesd with the previocus Coverniient's dispersal plans
for the MOD and ODA to Glasgow. He accepted that it would be
right to cancel the movement of jobs from the English regiocns
to Scotland; but there would be a very adverse reaction if the
dispersal of jobs from London were set aside.

The Prime llinister questioned whether any of the nrevious
Government's dispersal plans were logical from the point of view
of administration and expense. However, she agreed that politiczl
considerations would need to be taken into account with regard
to the MOD and CODA dispersal proposals mentioned by Mr. Younger.

HILL SHEEP

Mr. Younger said that Treasury Ministers had decided that
there should be no increase in the Hill Sheep subsidy over and
above the 50p agreed by the previous administration. He had hoped
that a further 50p increase could have been agreed; and he was
prepared to find savings in his programmes to finance it. However,
MAFF had not been able to provide offsetting savings. Although
he understoocd the public expenditure reasons for rejecting a further
increase, the decision would be strongly resented by Scottish
farmers, and Lord Mansfield would have a difficult time explaining
it to the NFU when he met them. Questioned whether it would
not have been possible to have a higher subsidy for Scotland than
in England, the Home Secretary said that any such move would have
been bitterly opposed in England.

I am sending a copy of this letter to John Chilcot (Home
Office) and Martin Vile (Cabinet Office).

Kenneth MacKkenzie, Esg
Scottish Office. t:
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CONFIDENTIAL

PACKAGE OF REGIONAL INDUSTRIAL POLICY MEASURES ;
PROPOSED COMPROMISE

-~

I have been thinking in the light of the discussion in E(EA)

last week what further modifications could be made to the
package of measures put forward by my Minister of State

Lord Trenchard, in order to help with the particular

concerns expressed by the Secretaries of State for Scotland
and Wales. The Secretary of State for Wales has argued

very strongly against halving the rate of Regional Development
Grant (RDG) payable in the Development Areas (DAs) after

the 12 months period of notice on the grounds that this

have a very adverse effect on investment in these areas

which still suffer from considerable unemployment,and 1imit

their potential for attracting inward investment, as well as

being inconsistent with our Manifesto commitment to avoid

sudden sharp changes in regional assistance.

Special
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very acceptable reason for reducing expenditure-on RDG

but it does have the incidential effect of making the

target cuts easier to achieve. We could on these latest
estimates cut the rate of RDG in the DAs as defined in

Map 2 from 20% to 12% after the twelve months' notice - thus
providing a differential of 10 points with the rate applicable
in SDAs - and still achieve the target savings for 1982/8

from the regional package.

4 If we were to limit the cut in rate to 15% we would
fall short of the target savings by some £18 million. This

shortfall could be made good if we raised the minimum

rhreshold for RDG not to £500 for plant and machinery and

£5,000 for buildings as proposed by Lord Trenchard but to
£1,000 and £10,000 respectively. I could not however
these higher thresholds for immediate implementation
heir possible implications for small firms.
however be willing to review the position in two
ht of our experience in raising the
5, 00(

i

). ve were then prepared to
cessary furthe:
to this in
[ would
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produce more substantial
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regard for the repercussions in other parts of. the Mountry.

We must be able to defend our redrawing of the map of the

Assisted Areas on objective and defensible criteria, and &

*

obsesxe reasonable consistency in the criteria observed

throughout England, Scotland and Wales. However the map 1s

drawn we shall be ecriticised by those who are on the wromng
side of boundaries and we must therefore be able to present
the ecritics with a satisfactory rationale based on objective
factors consistently applied.

b My officials have emphasised to me that they have
already stretched these criteria pretty we as far as they
can go in trying to meet particular concerns of the Scots
and the Welsh. Map 2 is already based on a compromise, and
as a further compromise we have suggested more gradual
transitiocnal arrangements, with downg ngs of more than
one step,

over three
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RDG payable). But in practice we also have to recognise
that, whatever progress we make with the ecmnﬂmf135 a whole,
all the pressures on us over the next five years will be

to add to, or upprade, the AAs (as indeed happened over

the life of the last Parliament) and that makes it all the
more necessary to be fairly rigorous in redrawing the

boundaries now.

] 1 have looked again at the position of the Rhondda
s

Valley, in the light of the emotional significance of this
area for the Welsh. Here I think I can do something to help
the Secretary of State. 1 cannot accept that the whole of
the Pontypridd Travel-To-Work-Area (TTWA), which includes
the Rhondda Valley, should re¢ as an SDA because we would
then have to concede SDA status to Teesside (which has
higher unemployment and diff rospects) and probably
areas, 11t Cornwall I would however
exceptionally - split 'entypridd TTWA
is the
[onypandy)
erit b«
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to reach a settlement on the basis of Ma
retain the TIWAs of Forres and MNairn as

that much of the constituency of Murray

Conservatives recently won from the Scotti

would remain an AA. /

11 As for the rural areas of Wales which

after three years on the basis of Map Z,

4

preserving these as AAs which would not

repercussions in England as well as Scotl

rural parts of England which have never

suffer high unemployment, eg Hunstanton

in

an average of 10.7% unemployment in 1978,

and Weston-Super-Mare in the West Country

unemployment ).
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14

basis in order to be able to make an early statement. I

very concerned about

A

I hope that we shall be able to reach agreement on this

all

the increasing uncertainty in industry

about the future level of investment incentives, particularly

for potential new

our intenticons on RDGs and AA

investors ov

e

boundaries

EAS .

1f we delay announcing

until November, there

could be a very serious effect on investment intentions and

the Chancellor would also lose £30 million of savings deferred
|4

15 I would hope to include

handling of
Selective

including the

on the repgional package.

J_ll"lp"C“ -1y

an

ent Scheme,

the future

announcement on

cases under Section 8 of the Industry Act 1972,

in the statement
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Ref. A09906

PRIME MINISTER

Regional Industrial Policy
EC{T?ZB)

BACKGROUND

The background is familiar: you have discussed this paper with the
Secretary of State for Industry; and you have had separate talks with the Secretary
of State for Scotland and the Home Secretary about the political implications.
The paper poses a series of questions, which follow from the hard proposals set
it in the Annex. It is unfortunate that E(EA) failed to reach any kind of
consensus but perhaps inevitable given the strength of feeling among regional
Ministers and the high political content of the proposals. You have of course now
suggested a compromise which will emerge during the meeting (recorded in
Mr. Lankester's letter of 3rd July). There is one other related point, which
emerged from the meeting of E(EA): the Secretary of State for the Environment
is very anxious about his "accelerator'' proposals (set out in his letter to the
Secretary of State for Industry of 27th June) and feels that the Industry paper does
not do justice to them. However, you should know that Sir Keith Joseph
expressly decided not to give Mr. Heseltine's ideas prominence in his paper. It
is also relevant that Mr. Heseltine's suggestions are difficult to interpret, and

—
dppear to pose a number of very difficult problems for Treasury and other

Ministers as well as requiring perhaps complex legislation. It would be almost
impossible to get this complicated proposal right in time for announcement before
the Summer Recess. (In this it differs from the much simpler suggestion you
yourself made though even here we will not know the full implication until the
Chancellor of the Exchequer reports back next week.) In case Mr. Heseltine
returns to the charge, I have annexed to this brief a note, prepared by the Inland
Revenue, and copied to all the Ministers directly concerned including

Mr. Heseltine,




HANDLING

s You will want to call on the Secretary of State for Industry to introduce his

proposal, to report the discussion in E(EA) and to outline the modified proposals
he has been discussing with the Chancellor of the Exchequer. If the Secretary of
State for Industry does not do so you might also inform the Cabinet of the urgent
work you have set in hand on your "pilot" p:iposal. You might then SEE_I.E,,

comments in turn from the Chief Secretary! the Secretary of State for Scotland,

the Secretary of State for Wales‘;//the Secretary of State for Employment; and the

Secretary of State for the Environment. In doing so, you might invite them to

focus on the questions posed in the paper, taking account of the modifications

suggested by the Secretary of State for Industry orally. You might then ask the

Secretary of State for Industry to reply. Thereafter it would be advisable to run
t'hrough the questions posed in paragraph 4 of the Secretary of State for Industry's
paper so that specific decisions can be recorded on each of them. You will
particularly want a clear view from the Cabinet on the timing of any announce-
ment (question 4i.). Delay costs money and increases uncertainty but might be
worth it if e.g. it enabled your pilot scheme to be worked up (and cleared with
the EEC Commission who may well raise objections).

e Assuming that the Secretary of State for Industry's proposals are
rmodified he will probably want to suggest alternative offsetting savings, and you
might check that the Chief Secretary is content with these. You might then seek
general confirmation that the total package is acceptable to the Cabinet.
CONCLUSIONS

4, In addition to decisions on the specific questions posed in C(79) 23 as
modified in discussion you may also wish to record two further conclusions:-

(a) An invitation to the Secretary of State for Industry to circulate the text of
the draft announcement about regional policy, including a section on
selective assistance to Cabinet colleagues well in advance of the date of
announcerment,

(b) An invitation to the Chancellor of the Exchequer, in consultation with the
Secretary of State for the Environment, to report back to you by the end

of next week on the feasibility and cost of a '"pilot" scheme so that you

can consider how best it might be further pressed with a view to an

announcement, if that is the Cabinet's decision, before the Recess.
-

K

4th July, 1979 -2- JOHN HUNT




TEMPORARY SCHEME TO ENCOURAGE ADDITIONAL INVESTMENT

. Some main points to be défined, before Ministers are asked to
consider policy decisions on the advantages of the scheme

Entitlement

Le The main options might be:

a. Any business that undertakes additional investment
has positive tax liability on its profits.

b.  Any business that undertakes additional investment
has commercial profits - regardless of tax positioén.

Ca Any business that undertakes additional investment,
regardless of profit position.

28 Option a. above has possible tax’ implications; options b.
and c. have possible public expenditure implications.

Scale of Government support

3. Options include:

a. simple percentage.

b. Preference for small firms (how does one define "small"?)

Ce Progressive scale favouring big percentage increases.

d. Provisions to ensure that scheme applies to increases
: only in volume of investment.

Interface with existing Government support

4. a. Should relief be additional to, or in substitution for
existing tax relief - which may be up to 100% for investment
in plant, machinery and stocks?

b. Similarly for regional grants etc?

c. Should there be upper limit on total Exchequer contribution?
At the extreme should it, together with existing investment
incentives, add up to more than 100% of the cost of the
investment to ‘the businessman?

kind of investment

Options include:

a. machinery and plant
cars
industrial buildings
commercial buildings
stock
financial assets.




"Additional™ investment

. 6. Questions of timing include:

a. period of Comparison - 5 full year? 1f 80 - business
Period of accounts, fiscaj Year etc? ;

b.  more than a full year - o even out random year tqo
yYear fluctuations {partieularly important for small
bueinesees]?

C. less than a full year - the schenm
April 1980; woulg it apply to investm
announcement? - Nca

Dther'teehnieal questions include:

4. treatment of new businesses.

b, treatment of takeevef, reeenetruetien, amalgamation
of existing busineeeee.l ¥ g :

C.  groups of eompeniee'{at extreme, some groups set yp
4 Nnew company for each new Operation)

Timing of Paymen t

8. Main optionsg include:

Sl o S Dependent simpl
can be suhmitted, and

Options inelude:'

a. First Come, first sServed -
decentralised tax system.

b. Share out
larger the tota of Claims,
€ach claim - on of it, Uncertain ang

Limitsg on total amount of any claim
Ry mou ~-dlm

a. interface between Personal businesees, bPartnerships
and smal] COompanies T

b, groups of Campanijes,
Regionai vVariation

Questions include:

a. eheiee of regions

ce of assets - having a fixeq Physical location
ing) or not (eg Stocks)

Sae M 7 Bl
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10 DOWNING STREET

From the Private Secretary | Ao 3 July 1979

Do bebe,

Regional Policy

The Prime Minister discussed with your Secretary of State
this morning his proposals on regional policy. They had before
them the draft paper for Cabinet circulated under cover of your
letter of 30 June,

The Prime Minister said that she was content for the paper
to be circulated. However, she thought that Sir Keith's proporals
were somewhat too harsh. She had been impressed by the arguments
put forward by the Secretary of State for Wales in his paper -
E(EA)(79)14. She was determined to avoid the necessity of a
"U-turn" at a later stage; moreover, in view of the recent oil
price increases, the economic case for moving rather more slowly
was strengthened. The Prime Minister alsco said that she would
like to see the exemption limit for Industrial Development
Certificates in the non-assisted areas raised to 50,000 square
feet: IDCs had rarely been refused in any case, and increasing
the limit to 50,000 square feet would help to reduce the
bureaucracy. Sir Keith Joseph commented that he would like to see
IDCs abolished altogether; the only case for retaining them was
one of presentation. The Prime Minister asked Sir Keith to
consider urgently, in consultation with the Chancellor of the
Exchequer, compromise proposals which should include the following
elements:

i The RDG in development areas should be set somewhere
between 10 and 15 per cent,;

II The Rhondda Valley should continue its special development
area status;

III In order to meet the likely reaction in Wales and Scotland
to the downgrading of their rural areas, additional funds
should be made available to the Scottish Development Agency
and the Welsh Development Agency; alternatively, consideration
should be given to altering the map so as to get rid of some
of the downgrading.

Sir Keith explained that proposals on these lines would inevitably
reduce the savings which he was hoping to contribute to the public
expenditure review. Redrawing the map in Scotland and Wales would

[falso




also cause diificulty for the "new map" for - England. However,

he would, as the Prime Minister requested, have urgent discussions
with the Chancellor with a view to reporting to Cabinet on
Thursday.

The Prime Minister went on to say that, in order to help
with the presentation of the package, it would be highly
desirable to be able to announce some new initiative in the
regions. She had in mind, in particular, a pilot scheme for
say three designated areas in Scotland, the North-East and the
Shotton area which would provide companies with a five year
tax holiday and the assurance that decisions on planning permissions
would be given within three months. 8Sir Keith commented that
the tax holiday proposal would raise great difficulties in terms
of likely tax avoidance and other distortions. The Prime Minister
agreed that this would have to be taken into account; nevertheless,
she asked that the Treasury in consultation with the Department of
the Environment and Lhe ofﬁer Departments concerned should consider
this idea and report back by the end of next week. If this approach
appeared attractive and the difficulties which Sir Keith had
mentioned could be surmounted, it could be included as part of
the regional policy package to be announced later in the month.

I am sending copies of this letter to Tony Battishill
(HM Treasury), David Edmonds (Department of the Environment),
Kenneth MacKenzie (Scottish Office), George Craig (Welsh Office),
and Martin Vile (Cabinet Office).

i

Peter Stredder, Esq.,
Department of Industry.
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they thought, if they could be presented in the context of a

of

investments, particularly in small firms. One possibility here
3 E [

would be the scheme put forward by the Secretar:

of State for Environment in his letter to me of 27 June, for

substantial temporary inducements for new investment this year.
Other accelerator proposals have also been suggested and others

are being developed. These could involve tax rebates, additional

or a mixbture of thes All these

Tread o1t 1 Asdadg
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positive Government programme to encourage enterprise and stimulat
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financial years. Even more important there is a serious risk that

investwment decisions until our announcement.

background I would supggest that our discussion
should seek to answer the following questions:-—
irm that regional policy must make

the cuts in public exy liture we
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which is one reason why the 1972 boundaries were drawn gener

although experience since then suggests that such generosity

increases the resentment of those who Temain excluded. The

new map, while it represents a degree of compromise between

Departments, is broadly based on objective criteria. Within

1t the most difficult problem identified by the Secretary of

State for Wales is the status to be accorded to the Mexrthyr,

Pontypridd and Aberdare travel to work areas which are at present

SDAs but which, on the proposals, would become DAs. The Secretar
r'..-!.*ﬁ} B=1.1 i B 1 CUra Ll pal S 01 J_.r.j ...f.":.l,

% :
scheduled

status should
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(g) Do we accept the other, relatively minor and so far a

on such matters as the administration of regional selective

assistance, the factory building programme and policy towards
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In response to your letter of 29 June I now
attach the Welsh Office's comments on the
draft paper which it enclosed, together with
explanations where appropriate.

Copies of this go to the recipients of yours.

foowee
@/\, C\ /

P Le Cheminant Esq
Cabinet Office

70 Whitehall
LONDON SW1A 2AS
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ANNEX

PROPOSED AMENDMENTS TO DRAFT NOTE BY THE SECRETARY
OF STATE FOR INDUSTRY ON REGIONAL POLICY

Paragraph 1 To begin:

"We agreed in opposition that expenditure on
regional assistance to industry should be reduced. We then
concluded that it should be possible to save some £
million from the figure of £715 million planned for 1982/83
in the previous Government's White Paper on Public Expenditure,
with appropriate savings in the preceding years. At the
same time, we said in our Manifesto that we would avoid sudden,
sharp changes in assistance in regions where older industries
were in decline, but seek to relate it more closely to cost
per job.

On taking office, I and the other Ministers ..."

/ Comment: My Secretary of State thinks it important to remind
the Cabinet what the Manifesto said about regional policy.

We also suggest that a common price base be used; using the
White Paper, the figures for 1982/83 would be saving £220 million
on £715 million._7

Bottom of Page 1 To read:

"... the proposals as they stood carried heavy
political and economic penalties and should be modified. His
view ..."

Page 4 Add to (a):

"... seeking? Is the scale of the proposed cuts and
their effect on industry acceptable?"

Bottom of Page 5

Delete "wholesale", which is prejudiced; to say .
"... be likely to lead to pressure for redrawing of the boundaries..."

Page 6

The whole of the second sentence of (g) to be replaced




by the following:

"Should the activities of the Scottish Development
Agency, Welsh Development Agency and Development Board for
Rural Wales be redefined so that their regional policy
operations in non-assisted rural areas are made consistent
with the general pattern of the operations of the Council for
Small Industries in Rural Areas (COSIRA) in non-assisted
rural areas in England?"

£ Comment: The WDA and DBRW are empowered in the relevant
legislation to operate across the whole of their areas, all of
which are presently assisted. There is no question of their
expanding in descheduled rural areas; the issue is whether, -
order to preserve a policy for assistance in rural Wales

(the the present Government has a manifesto commitment to
maintain the uBRY) without disturbing matters in England, the
Welsh bodies should be required to operate in any Welsh
descheduled rural areas, in a more restricted manner, ie one that
is compatible with COSIRA's activities in some non-assisted areas
in England. This applies to factory building, loans and land
reclamation. The wording takes account of the fact that there
are certain other activities, eg taking equity according to
guidelines which apply across the UK as a whole, which are outside
the scope of regional incentives to industry. These activities
are, however, on a very small scale._/

Welsh Office
July 1979
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We had a long discussion in E(Eﬂi/ﬁn Thursday about this, on popar,

ALY

I
the basis of a paper, E(EA)(79)1%, by the Minister of State, 4
Department of Industry (Lord Trenchard). The main proposals

in this paper were:-

(i) to maintain the present structure of regional
assistance;

(ii) to reduce substantially the level of regional develop-
ment grant in development areas and to abolish it,
after a transitional period, in intermediate areas;
to reduce the coverage of assisted areas generally,
from the present 40 per cent of the population to

about 25 per cent.

The paper also made a num?er of proposals about industrial
development certificates,ﬂselective assistancej} which might have

to carry greater weight in attracting particular investment projects
activities of the Welsh and Scottish Development Agencies. The
financial objective of the proposals would be to achieve savings

of £2%6 willion a year Eg_jggg:ga - this being the target we

agreed in Opposition. Because of the need for transitional
arrangements to cushion the effects of the changes the savings would
not begin to accrue until next year and the bulk would fall in

1981-82 and later years. In presenting his proposals the Minister

/Jof Btate....




of State stressed the need for an early, ie pre-summer recess,

announcement if business was to know where it staod and the expected

savings were not to be delayed.

There was considerable opposition to these proposals. The Secretary

of State for Wales had already circulated a paper - E(EA)(79)14 -

C___-l—-___-'

stating his objections. The Secretary of State for Scotland joined

him in opposition at the meeting. The main arguments they advanced

/ were that the changes proposed were too large and too sudden and

7

(2 tnus inconsistent with our Manifesto commitment to avoid "sudden
sharp changes in the measures now in force". The effect would,
(13 they feared, be to withdraw a considerable volume of new investment

and new developments. They were also worried that the reduced

<f“ levels of assistance resulting from the proposed changes would
L

" put us at a disadvantage in attracting international investment
I'II""LL!-DI—I"'

against theﬂEtrong COmpetlEiGﬂ of our EEC.partners. More funda-
mentally howe;;;ﬁgaég.gélt thaéhéﬁe pﬂilélﬁal impact of the proposals
would be very adverse, particularly in those marginal constituencies
newly won from the Nationalists (in Scotland) or the Labour Party

(in Wales). Other Ministers also had reservations of varying kinds.
One thread of argument was that we should not rush into major

changes in regional policy without a good deal of thought. Hasty
action carried the danger of a later need to reverse engines.

Another thread of argumentwss that concessions on the boundaries

of assisted areas in Scotland and Wales would lead to demand for
comparable treatment in the English regions, particularly in the

North East and the South West, which would risk unstitching a major

Spart ofL...




part of the package. But both the Secretazdesof State for Scotland
and Wales identified a small number of changes which they regard
as crucial. TYet another thread, advanced notably by the Secretary
of State for the Environment, was that the proposed changes would
be much better received if they could be accompanied by announce-
ments of new measures designed to stimulate industrial growth,
expecially by small businesses. Mr Heseltine had particularly

in mind here wvarious "accelerator" proposals such as those which

I had told your recent meetings of Ministers with John Hoskyns
that I was already working on and such as those he put forward

to you in his minute of 22 June and in his letter to me of 27 June.

These proposals are of course still at a fairly tentative stage.

They include both fiscal chgnges!and new expenditure commitments

which might offset some or all of the savings to be had from the
review of regional policy. There is of course as yet no provision

for such measures in our public expenditure plans.

In the same vein a number of colleagues felt that the presentation
of the patkage could be aided by decisions to safeguard the operat-
ions of the Welsh and Scottish Development Agencies and similar

bodies in those areas which would lose assisted area status.

The[additional expendituaéiinvolved here would, it was thought,

be very small. It was recognised that to wait for a full package
of offsetting measures - assuming one can be agreed - might involve
considerable delay. There was some division of view between those
who felt that such delay would be worth while and those who felt
that it would be enough to foreshadow our future jintentions

/without ...
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without being very specific about them. It is, I think,
reasonably clear that only the latter course would enable us

to make an announcement before the recess.

Later in the meeting the Sub-Committee also touched on a

related problem concerning the proposed closure of steel-making

at Shotton. Officials are ﬁ;éparing a draft Government

statement to be issued at the time when the proposed closure

becomes public knowledge. Clearly this would be much easier

S ——

to handle if final decisions on regional policy had been taken
before the Shotton announcement is made. The discussion in
E(EA) on regional policy was in any case intended as a preview

for discussion in Cabinet on 5 July. With your agreement, I

propose to circulate a paper, summarising the discussion in

E(EA) and listing the items on which decisions are now needed.
The timing is fairly crucial. If an announcement is to be

made before the recess and an Affirmative Resolution passed

to alter the level of Rﬁgj we need to allow a week for clearance

e

in Brussels, and we camnot therefore slip beyond Cabinet on

5 July. ( I understand that Cabinet on 12 July will be mainly
concerned with the Public Expenditures Review). I hope you
agree on changes in regional policy which could be announced
before the recess, together with some indication of our more

positive "accelerator" measures to help industry.




sending copies of this minute to the Secretaries of State

for Employment, the Environment, Scotland, Wales, Trade,

Minister of Transport, and to Sir John Hunt.

PYS

PPKJ
29 June 1979

(Approved by the Secreta f State
and signed in his absencgg

Department of Industry
Ashdown House

123 Victoria Street
London SW1
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Andrew Duguid Esq
Department of Industry
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HEGIONAL POLICY

We undertook, after yesterday's meeting of E(EA), to produce a draft

Cabinet paper on regional policy for your Secretary of State to consider
Tand circulate to Cabinet in time for discussion next Thursday. In sending
you the attached draft for this purpose I would particularly draw attention
to the following points:—

(2) Given that the Cabinet is to discuss the main public expenditure
proposals on July 12, it would be particularly desirable for the
Tegional policy decisions to be taken next week. This means circulating
a paper to Cabinet at letest on Tuesday morning. There are iwo
mechanieal problems about this timetable. At E(EA) your Secretary

of State undertook to consult, [if time allowed, with the Secretaries

of State for Wales and Scotland. As an aid to this I am sending a

copy of this letter and enclosure to the Scottish and Welsh Private
Offices and would ask them to let you have comments direct as soon as

possible but in any case not later than Monday morning.

(b) In his minute reporting yesterday's discussion to the Prime Minister
your Secretary of State sought, in the usual way, permission to circulate
& paper to Czbinet and undertock to let the Prime Minister have his
" version of that paper as soon as possible. The Prime Minister is of
course still in the Far East and will not return to London until late

on Monday afternoon. There is however an arrangement whereby papers can
be sent to the Prime Minister's party this evening and I am accordingly,
and exceptionally, sending a copy of the present draft to No 10 so that
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they can, if they think it helpful, send it to meet the Prime Minister's
party in Singapore.

(¢) In the time available we have been unable to clear our draft for

factual accuracy with the Departments concerned, T would accordingly
b AN O
be grateful if you and uthgq?{ddressees could arrange for your officials

to carry out this checking. As some of the matters dealt with touch on
the responsibilities of the Treasury and as reference is made to -
Mr Heseltine's 'accelerator! proposals, copies also go to the Private
Offices at the Treasury and Department of the Environment with a2 similar
request for checking and, in the case of the Treasury, for insertion of

the missing figures.

(d) Although the draft is drawm from the papers and discussion at
yesterday's E(EA) meeting, we tried last night to find out the present
status, and the timetable implications,of Mr Heseltine's 'accelerator'
proposals — because this bears critically on the decision to be taken
about the timing of an announcement. Our discoveries, based on official
advice from the Treasury, the Revenue, Department of the Environment
and your own Depariment, are reflected in the draft. In view of the
complexities we have arranged for the Revemue to produce a very short
summary of the scheme, and some of the difficulties it raises, which
all the Ministers concerned can have annexed to their briefs for

Cabinet on Thursday.

2. I am copying this letter to Kenneth Macknezie (Scottish Office),
George Craig (Welsh Office), David Edmonds (Environment), Tony Battishill
(Treasury), Tim Lankester (No 10) and Martin Vile here.
o B e
(C_A-_,-l'"_,-ﬂ‘_m
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HEGIONAL POLICY

NOTE BY THE SECHETARY OF STATE FOR INDUSTRY

We agreed in opposition that expenditure on regional policy,
especially in its industrial aspects, was excessive and far from
cost—effective. Expenditure under the Industry Act now runs at
about [£ ] million a year. We thought that it should be possible
1o save some £240 millimi of this. Accordingly, on taking office,
I and the other Ministers most closely concerned set in hand a
review of regional policy in order to identify in detail the ways
in which expenditure could be cut and other improvements made.

The Ministerial Sub-ﬂomittee on Economic Affairs (E(EA))
discussed the results of that revitew on 28 June. We did so on the

basis of a summary paper by the Minister of State, Department of

Industry (Lord Trenchard) covering a full report by officials

(E(EA)(79) 13). We also had before us a paper befere—us by the

CE(eDFa) 1)

Secretary of State for WaleaLexpfessing his concern that we were

being asked to go too far, too fast and that the proposals as they

stood carried heavy political penalties and should be modified on
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this account. His view was strongly supported in discussion by

the Secretary of State for Scotland.

2. Most other members of the Sub—Committee, on the other hand, fe
that given our objgg@ive to reduce public expenditure and eliminate
waste, the proposed changes in regional policy were about right.

A mumber of colleagues, however were concerned about the timing
and presentation of any announcement of the changes envisaged.

A mumber of Ministers felt that the regional policy changes, on
their own, were essentially negative. It would help
considerably, they thought, if they could be p?asented in the
context of a more positive Government programme to encourage
enterprise.and stimilate investments, particularly in small firms.
One possibility here would be the "accelerator"™ scheme put forward
by the Secretary of State for Environment in his letter 1o me of
27 June, for substantial temporary inducements for new investment
this year.. A number of others had also been suggested. These
could involve tax rebates, additional grants, guarantees or a
mixture of all these, All these séhemes require .to be worked out

in detail before Ministers can consider them. And I am now advise

that it is too late to work out and include any complicated new
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3.
scheme in the present Finance Bill.éﬁPhia leaves open the possibili

of announcing the Government's intentions in very broad terms and
putting flesh on them later in the year. But this course is rieky.
Even a very general statement at this state would commit us to
taking some sort of action before we are sure we can work out a
viable scheme or schemes and, because of its imprecision, it might
not be very convincing. I believe that the real choice lies betweer
announcing our regional package now, without any of fsetting measures:
or postponing a decision to the autumn while the other possibilitie
are examined. It goes without saying that delay beyond the summer

recess involves a cash penalty:in savings forgone. The advice

I have is that a 3-months' delay in announcing our new regional

measures might result in the loss of £20-£30 million of savings in

[1980-81] and some further loss [perhaps on a smaller scale] in

the two succeeding financial years. There is also the risk that

e
e e

a delayed announcement will lead firms to postpone investment

decisions until they kmow what our new policy is to be.

4.  Against this background I would suggest that our discussion

in Cabinet should seek to answer the following questions:=—

- -
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(2) Do we confirm that regional policy must make a
substantial contribution to the cuts in public expenditure

We are seeking?

(b) If so, do we accept the basic proposal in E(EA)(T9) 13
(RY&)

that the rate of Regional Development Grant z_in Development

Areas (DAs) should be reduced from its present level of

20 per cent to 10 per cent? Or do we prefer the Secretary of

State for Wales' proposal that the rate of RDGs in these areas

should be set at 15 per cent — with a coriequent reduction

in savings, after the necessary transitional periocd, of

ke million]?

(c) Do we accept that RDGs in intermediate areas should be

abolished after a transitional period?

(d) Do we accept that the Assisted Area map should be redrawn

as proposed in E(EA)(79) 13 with a consequential saving of
EA0 to £50 million a Year and a reduction in the proportion of

the population residing in Assisted Areas from 40 to 25 per ce
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Any map of regional boundaries presents problems — which is
‘one reason why the boundaries established in 1972 were
generously drawn. The new map, while it represents a degree
of compromise between DePartmeuts, is broadly based on
objective criteria. Within it the most difficult problem
identified by the Secretary of State for Wales is the status
to be accorded to the Merthyr, Pontypridd and Aberdare travel
to work areas which are at present SDAs but which, on the
proposals, would become DAs. The Secretary of State also
asks that largely rural parts of Dyfed, Gwynedd and Powys
that are scheduled, on the proposals, to lose their Assisted
' Intermediate Area
Area .. status should retain / status. A strong political
case can of course be made to support these suggestions.
The problem however is that there are many areas in England

which have a sirong claim, on objective criteria, to be treatec

on a par with these areas. Significant redrawing of the

boundaries in Wales would therefore be likely to lead to

wholesale redrawing of the boundaries in the rest of Great

Britain.
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(e) Do we accept the transitional arrangements described in
paragraph 9 of E(EA)(79) 13 or do we modify them as suggested
by the Secretary of State for Wales, eg by ruling out
-downgrading of any A;siated Area by more than one step on
this occasiun?.

(f) Do we accept the proposed relaxation, though not aboliti

of the Industrial Development certificate controls?

(g) Do we accept the other, relatively minor and so far as

I am aware completely uncontentious, proposals in E(EA)(79) 1

on such matters as the administration of regional selective
assistance, the factory building programme and policy towards
Inner Cities, New Towns and Local Authority powers to assist
industry? Should the Scottish and Welsh DEvelapmept Agencies
be allowed to continue operating, on a restricted and control
basis, in the new non-Assisted Areas? and should they be allo
to expand in the de-scheduled rural areas on a somewhat large
scale than at present?

(h) Do we zim to define and announce our new policies before

the summer recess (bearing in mind that a2 short period of




consultation with the European Commission will be required)
or do we defer final decisions and announcements until the

House reassembles in the autumn?

» At

(1) How can we improve the presentation of our new policy and

are there any specific measures to assist industry which we

should either foreshadow or seek to decide before the

regional announcement is made?
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Jim Prior wrote to me on 8th June to stress the
need for a speedy and thorough review of regional policy,
including Assisted Area boundaries. I should like to
endorse Jim Prior's general approach and to note some
general points before your review reaches final
conclusions.

My concern is of course that we should achieve
the target reductions on regional expenditure which we
set in Opposition. This of itself will ensure a much
more discriminating approach. Within this central
objective I share Jim Prior's view that the most
generous help should go to those areas which need it
most. Certainly our public expenditure targets
will ensure that there will be little room for
spending in the existing Intermediate Areas.

I recognise that the task of re-drawing the
boundaries of the Assisted Areas is complex and sensitive.
I do not wish to comment on where the boundaries should
be drawn in this letter. But I am sure that you will
agree that your review should lead to a more robust
and rational method of drawing the boundaries according
to specific criteria which will eliminate the anomalies
to which Jim Prior draws attention. I understand
from my officials that the review at official level is
taking this approach in establishing a new regional 'map'.
I recognise that there are wider problems which cannot be
ignored - the need to attract inward investment, EEC
considerations, a fair balance between England, Scotland
and Wales. But I hope that at the end of your review
we shall have a set of criteria which would enable us

The Rt. Hon. Sir Keith Joseph, Bt, MP.
Secretary of State for Industry,




to conduct a new review after a stated number of years
to see whether new anomalies had crept in which should
be eliminated. Perhaps there is a case for including
in any public announcement at the end of your review a
guarantee that areas given Assisted Area status would
retain that status for a fixed period but that the
boundaries would then be reviewed.

I am sending copies of this letter to the Prime
Minister, Jim Prior, Michael Heseltine, George Younger,
Nicholas Edwards and Humphrey Atkins.
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Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Exchequer

Treasury

Great George Street

LONDON SW1P 3AG 8 June 1979

I have seen George Younger's 2% May letter to you concerning
economic prospects for Scotland and the implications for regional
policy.

Naturally I share fully his concern about employment prospects in
Scotland, particularly in problem areas such as Strathclyde. And like
George I attach the highest priority to bringing down the level ol
unemployment. But we must have regard to the employment problems of
all parts of the country. And I have no doubt that many places (ior
example, Merseyside, which alohe has more than half as many unemployed
as the whole of Scotland) will feel they too have strong claims to
special treatment. In these circumstances we should have to balance
many competing demands for scarce resources.

What seems most important to me, therefore, is that whatever the future
may hold we get the priorities of regional policy right now, so {hat

the areas which need it most receive generous and effective help. cven

if this means doing less than we would like for other areas witl genuln
but lesser problems. And I certainly agree with Keith Joseph (hi lette:
to George Younger of 1 June) when he says that the present Assist d Areas
are too large. In my view all of this points to a speedy, but thorough,
review of Assisted Area boundaries, leading to substantial reductions in
the overall size of the Assisted Areas, and the correction of the numerous
anomalies enshrined in the present boundaries.

As to short-term economic prospects, George suggests that the Scot tish
economy and Scottish jobs are particularly at risk. No doubt thi  would
be disputed by spokesmen for the North East and Merseyside. Unenployment
in the North, for example, has been running at a higher rate than in
Scotland for a number of years, and the gap between the two has widened




appreciably since 1977. In any case, as far as Scotland is concerned
I think we are entitled to draw some encouragement from the claims in
the Spring 1979 edition of the Scottish Economic Bulletin that "there
is little reason overall to expect the performance of the Scottish
economy to diverge greatly from that of the UK over the period
immediately ahead".

I am copying this letter to recipients of George Younger's.

05
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Treasury Chambers, Parliament Street, SW1P BAGW

Rt Hon George Younger TD MP D_
Secretary of State

Scottish Office #]k l
Dover House

Whitehall

London SW1A 2AU 7th June 1979

Thank you for your letter of 24 ﬁ;y addressed to Geoffrey Howe
about the economic outlook for Scotland. It falls to me to
reply, since the specific points you make concern public
expenditure. But of course we have both noted your general
comments, which we are glad to have.

I do not need to enlarge on the central importance to our
strategy of major cuts in public expenditure. We are all agreed
on that. It is inevitable, and right, that the programmes which
concern you should make a substantial contribution.

But of course it is right to take account of the considerations you
mention. I understand from my officials that this has been done

in framing the spending reductions devised by Jim Prior for this
year. The small firms employment subsidy will continue to be
available to manufacturing industry in development and special
development areas, and the special temporary employment programme
will now be confined to these areas. Thus the main impact of the
savings on employment and training and schemes will be on parts

of Britain where unemployment is lowest.

I note that you will be discussing regional policy with Keith
Joseph in the near future. But I am bound to say that I am sure
we need to loock for major reductions in the large amounts of money
disbursed under this heading too.

I was glad to hear that you now intend a further saving on the
Scottish Development Agency this Year, in addition to that
proposed in C(7 - This is certainly helpful.

I am sending copies of this letter to the Prime Minister, and the
Secretaries of State for Industry, Employment, Environment, Wales
and Northern Ireland.
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In view of the preparations you are now making for the budget and the
discussions we are having on public expenditure I hope you may find it
helpful to have an account of how we see the economic outledk in
Scotland. 1 am to have a meeting shortly with Keith Joseph to discuss
regional policy but I an concerned that any forthcoming changes in
policy should be seen against the wider econonic background.

The various economic forecasts for the UK econcmy, though differing

in detail, all agree that unemployment during 1979 is likely to rise.

In part this is a consequence of the low growth rate in world trade,

end in pert the result of cur ow: weak expori performance stemming from
the combination of a strong and stable currency with rising unit costs

of production; but the result is that economic growth in the UK is
"unlikely to match the eccromies natural growth in productive potential

so that there will be an increasing surplus of unempleyed labour.

Recent economic performance in Scotland has, if anything, been slightly
weaker than for the UK as a whole; and with a serious situation affecting
a number of our major industries, notably shipbuilding, we would expect
this weaker performance alsc to be a feature of the year ahead. With
seasonally adjusted unemployment in Scotland now at 7.3%%, this means

that rates of between 8 and 10% for Scotland 2s a whole, and much higher
in difficult areas such as Strathclyde, are quite prcobable next winter with
any change in existing policies. out

There is of course very widespread concern over unemployment in Scotland,

particularly in Strathclyde, and over the difficulties faced by some of

our major industries. There is no doubt that this was a major factor

in the Scottish electiocn results aad I have made it clear publicly that

I attach the highest priority tc bringing the level of unemployment

down. For the longer term I am in mo doubt that reduced levels of direct

taxation and a reduction in the cost of finance for industries through

lower interest rates are a pre-requisite for fostering entrepreneurship

and stronger economic growth. B2But the benefits of these measures will

teke time to work through. In the short term increased personal
isposable income as a result of tax reductionsis likely, particularly

with the present strong exchange rate, £o result in increased inports

of consumption goods, while the cffsetting reductions in public

expenditure which we must make will necessarily give rise to higher levels

of unemployment. -




I accept that some discomfort in the short term is a price which it
1s necessary to pay for a better future. But I am particularly
concerned that we should no! pdress too far our economies on support
for industry in regions of high unemployment and on the MSCs temporary
employment measures, both of which are my responsibility in Scotland.
If we do, I am convinced that we could rapidly increase Scottish
unenployment to levelswhich become both socially and politically
intolerable and jeopardise our chances of holding to our long term aim.
We could also find that our hard earned savings were largely offset by
a greater outlay on unemployment znd social security benefits. The
present industrial recession is so severe and the squeeze on company
profits and liquidity is so intense that many companies face difficulties
which in normal times could be confident of good long run prospects.
Under the provisions of our 1772 Industry Act my Department has been
able to use section 7 assistance to help in many cases and I attach
very great importance to being able to continue to do this. Indeed
in my discussions with the STUC I have said that so long as a good
prospect for a viable future can be demonstrated we will do our best
To help companies in difficulty. For new industrial projects also
the level of assistance we can offer is of great importance since we
face intense competition from other European countries, as has been
evident from some recent cases. As to the temporary employment measures,
these are of course only a stop gap in the present very difficult
- situation, but they reduce the unemployment register in Scotland by
some 20 thousand and through the work experience and training they
provide are of considerable social benefit. Thus while I accept that-
it is clearly right to review both regional and industrial policy and
the ISCs temporary measures to ensure that we have the maximum cost
effectiveness, I hope that the general framework of the 1972 Act can

be kept intact and that we will not attempt drastic savings on these
policies.

‘Finally, I must add a political note. We remain the only politiecal
party which in the post war years has ever won a majority of the total
Scottish vote, but our position in recent years has slipped very badly
and, despite the set-back to the SNP, was disappointing at the last
election. If we are to improve our position as I believe we must,

we have to demonstrate that our policies particularly in the economic
field match up to Scotland needs. Regional policy, at least in its
modern form, owes its origin to the conservative Government of the
early 1960s and since then much can be claimed to its credit; over
100,000 additional jobs in Scotland according to the best independent
estimate, greatly reduced emigration and levels of prosperity much
closer to the UK average. We would do Scotland and ourselves a great
damage if we were to allow that momentum to be lost.

I am sending copies of this letter to the Prime Minister, Keith Joseph,
- Jim Prior, Michael Heseltine, Nicholas Edwards, Lamphrey Atkins and
John Biffen.

GEORGE YOUNGER













