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REGIONAL POLICY

A Paper hy Kennheth Clarke

I. INTRODUCTION

1. Comparatively little has been said by any Party about
reglonal polliey as such during the past Tour years. The
Regiongl Employment Premium, for example, was removed with
little or no protest = but its place was taken by the more
generous Temporary Employment subsidy, Qther employment
and trainine measures intreduced have been general in application
when in the past they would probably have been regional.

The reason 1s of course that the national vnemployment rate

since Auguszt 1975 has been well above the level (4.5 per cent

as an annual averaege) that was for years the benchmark quallfying
an area for schedullng as a development district or develcpment
area.

2y There are reasons to think that thls gquiesclence may

s00n come to an end. Gulte apart from the bidding by reglional
pressure groups that is to be expected in the run-tp to a
general election, the fall in the overall level of unemployment
throws the rates in the regions into higher relief. And,

on the latest Tigures, while there has been a substantial

drop 1n unempleoyment in the South, the numbers in 3Scotland,
Wales and the North West have risen (seasonally adjusted).

3, Pressure from the Nationalists has already made the
lzsue & live one in Scotland and Wales. Concern a2t possible
loss as a result of thelr devolution i1s zaining strength in
the MNorth and Nerth West. Claims in Scotland {or oll) funds are
paralleied by claims elsewhere to enjoy equal benefits with
seotland. Devaluticon of power is seen as a means of ensuring
falr shares.

4, Specific problems such as hiﬁh youth unemployment
have a strong regional dimension. 5 the Holland Eﬁiﬂll‘t
showed, many young people unemployed for long periods come
from Tamilies wlith historles or prolonged unemployment, and
these are most likely to be found in the old depressed areas.

S, It 1is important that in acknowledging the need for an
active and effTective reglonal pollcy we should make positive
proposals that take account of the changed situation slnce
we were last in office - 1n particular the acknowledgement that
it makes no sense to rely on stimulating movement of flrms
from one part of the country to angther while the “donor"
area iz ltzelf short of Jobs and new growth. We neead to
relate our regional proposals ¢losely to our maln proposals fop
economle revivel and, perhaps, in partlicular to cur emphasis
ont encourazing small firns.

6. Our policy proposals begin on the baslis that there are

subg vings be made 1n
the fileld of reglonal assistence. We must reduce the pu e

money gUINME TS Lhvestment that would teke place In the regions
wlthout essistance. We must particulerly reduce publlc



Bxpenditure on ald to capital intensive projects with no
1ikely alternative location and little employment-creating
result. The difficulty is in comblning substantial savings
on the £600 millions or so at present belng spent on reglonal
assistance with a pollcy that ¢an stlll be presented as an
effective regliconal policy.

7. Of course we would still expend publlc funds on
regional development grants and Section 7 Selective Financlal
Acsistence in the regions albelt on a reduced basis. We
would make much more severe cuts in funds for the NEB and to th
Industry Sector Schemes under Sectlon 8 of the Industry Act 197¢
so that our total aid to industry programme would be much more
regionally orientated than that of the present government. All
industry could be sxpected to heneflt. from the reduced expendlture
and intervention by Government, lower taxation and the improved
economic climate that the savings would contribute £o. We da
not, belleve that grants to industry can create investment that
would otherwise not take place. The grants that we retain could
affect the location and timing of investment and the rizk/retu
relatlionship on proposed irvestment in the reglons, In short
we wlll have concentrated on the kind of reglonal asslstance
which is needed to aszist the unemployment problems of the
assisted areas.

I1. QUR PRESENT COMMITWMENTS

5. Several commlitments on reglconal policy have already
been made public in The Right Apprcach to the Economy - 1977
{ there was no reference to the policy in The Right Approach -
1976 although It did commlt us to retain the Scottish and
Welsh Development Azencles).

In summary in The Right Approach to the Econony

- we were committed to ralse the industrial development
:;] L, - certificate thregheld and to end the system ot
\ office development permits; .
- we recognised that !'some develapment of offices and
of other service lndustries ls needed in many decayed
industrisel arsas, to provide not only new Jobs but
te introduce greater variety of employment . . .

new fors of enterprise . . . service-based ard
technologically advanced firms . . . banking, finance,
insurance, printers, publishers and entertainers . .+ .
tourlsm!;

- and that 'much of this development must come from
local enterprise . « . !

- speclal effort is nesded to remove obstacles fbureaucracy,
rigid and unnecessary controls, excessive or
particularly damaging taxation/ where they persist . .
in the decayed industrial areas /fwith particular
reference to small Tirms/y

-~ ‘e must ensure that expendlture on regional development
. 1s effectlve. It does not help a great deal to
Sygive mlllieons of pounds in investment grants for
‘a huge enterprise which ends up employing a handful
or people . . . We shall control expendlture by
sash 1imits . . - This willmean changes in the structure
of reglonal grants, so that they are more effective
in encouraglng the generation of real jobs, Jobs
that will laat'.



ITI. OTHER CONCLUSIONS

9. A number of cother propeosals have been agreed, either
in dlscussion at the PSC {n February 1977 or more recentl
by the Reglional Pollecy Group itself,

- w[;.ﬁP
10, (a} Financial Assistance: ‘3<f;’#fﬂﬂ :

(i} Regignal Development Granfs (RDGs): substantial
saving ¢an be expected from the reduction in the
amount of grant payable, the application of cost
per job limit or & combination of both. At present

*\] TRE rate for (automatic} RDGs is 20 per cent in
development areas and 22 per cent in special

development areas,

(ii) Retention of selective assistance under Section 7
of the Industry Act 1972 would provide the Tlexibility
to give sdditional assistance where it 1ls considered
necessary to atiract a particularly desirable
development. This would usually be an lnternationally
mobile project that would otherwlse be attractead
elsewhere - possibly to Ireland, Belsium or Italy.

The overall zmount would be contralled by cash limits.

11. A complication has arlsen over these proposals since we
have learnt that_a cost per job limit is slresdy in existence
in EectinE_z_assistance. and that it has been nesotiated
with the EEC. We think however that the introductfion of
a similar cost per Jjob limi% on the amount of automatic
assistance given in grants {or cn the automatic and selective
grants taken ftogether] should provide leeway to give us the
very substantlal savings we seek, and enable us to re-negotiate
the present limit on 3Section 7 assistance if necessarTy.

12. (b} IDCs and Planning Permissicn, It 1is probably
unneceszary to state in advance what new exemption limit we
propose for IDCs. We have considered proposals for thelr
abandonment but on balance we believe that this would be unvwlse.
The scrappinz of IDCs would almest certainly be interpreted In
Lhe regions as an indleation that we intended to abandon or
drastically wesken regilonal policy overail,

13, Valuable proposals for epeeding up of planning
permission have been put forward by Mr. Eossi's polley group,
angd we believe their importance for regilonal development
needs to be stressed. We might also examine again the
possibilities of drawing together planning end IDC control,
with the alm of reduclng delay end bursaucracy.

14, {e) EEC, We should accept the principle of
additionallty for EEC regional assistance, and support our
extension of the role of the EEC Regional Fund which will
both help diminish the budpgetary burdens of EEC membership and
give the depressed areas at least marginally more grounds
for believing that somethingMs being done for them.

(4) We should do everything passible to strengthen
EEC restralints on wasteful counter-bldding for internationally
moblle projects and on unfair subsidies both overt and hidden,
This may not win us many votes, but it would save us andg the
Communlty a lot of trouble and expenditure over the years,



iv. COMPENSATING THE REGICONS FOR DIMINISHEDR REGIONAL
POLICY EXPENDITURE

15. We have examined a number of proposals for new measures
that could be presented as an offset to the loss reglons
mipght expect to suffer from the reducticn in automatlc
assistance in regicnal grants, or from the progressive effects
of EEC membership in drewing sctivity to the South. We have
considered in particular what could be offerec to Scotland
ag an alternetive to the clsaim on oll resources.

RELATIVE EFFECTS OF CHANGES IN POLICY ON DIFFERENT REGIONS

16. It is probably impessible to make any relisble estimate
of the relative effects of our main expenditure and taxation
proposals, or of the pull to the South. A very rough guide
to the relative loss in money terms through the reduction of,
say, £200 million spent on regional development grants can,
howsver, be drawn from the distrlbution ot the grants in 197&6-7
the last full wyear For which {igures are avallable, £200 millﬂ
on this basis would divide approximately as follows:

Scotland £66 million
Waleg £40 millicon
Morthsrn Region £33 million
North West £33 million
South West 3 million

Tn interpreting these figures it must be borne In mind that

the silzes of population of the Regions vary quite substantially.
In ecrude cash terms the Morthern Region would, oa this pro rata
basls, stand to lose most by reduction 1in grants. it has

alsc nad, wlth Scotland, the highest rate of unemployment

ovey recent years -~ apart from Merseyside and certaln areas in
Cornwall and Devon. This belance of both potential loss and

of unemployment suggests that measurss devized specifically

for Scotland could arcuse considerable opposition in othsr reglons.
We have, i any case, found no acceptable way af allocating oil .
revenues, or a substitution for them, to segtland, that 1s not
open to the usual and long-established objJections to hypothecation
of revenue.

V. FOSIIBLE COMPENSATORY MEASURES

17, The policy group has also carefully studied proposals
for a regionally varied Corperation Tax, the restoration of
Regional Employment Fremium in some form and the charging
of tolls on brildges and roads. Advi ¢ has been ftaken on
all these proposals and they are open to overwnelming oblections,

18. There are ghe or two proposals which remain worth
considering although it would be unwise to commit gurselves
specifically te them.

19. (a) Remlssicn of the Surcharge on Employer!'s NI
contribution. The Rurcharge, assuming that the

proposed increase survives next week's vote on the Report Stage
of the Finence Bill, now amounts to 5% per cent of earnings,
sbout £180 p.a, per man on average. Remlisslon of the
surcharge in the development areas would provide a diffsrential
comparable to REP; it would involve logs of revenue for which
we have already proposed alternative sources (cuts to
expenditure and 10 per cent VAT), It would be comparable to
(although substantially less in amount than) the remisslon of the




whole of the employer's contributlon which was introduced
in Italy for the Mezzoglornc in 16866, and which survived
Community protests.

20. (b) Additional support for logal authorities and
Development Agencles. Various proposals have been

made for allocating acdlitlional funds to, or specifically
earmarking for, reglonal authorities for infrastructure
improvement, or Tor other development purposes at their
discretion whether grant or loan. One srgument against a
Scottish "011 Fund" for this purpose, that 1t concedes the
Marionalists! olaim that the oil 1is Scottlsh preperty, could
be avoided if any fund was desipnated for development 1in othsr
deprived regions as well as Scotland. Presentationally it
could then play a dual role as a reglonal ald and at the same
time as a demonstration of our intention to use the oil
revenue to cereste condltions for industrlal reviwval. A French
palicy* of this kind matches expenditure on infrastructubs
improvement undertaken by local authorities or by private
developers with equivalent lean contrlbutions from a central
fund established for the purpose.

#1. (¢) Employment and Training measures - possibility of
regional varlation

At present distribution of the Temporary Employment
subsidy (TES) favours non-development areas, mainly the Horth
West, Midlands and South East, ou t of which only lerseyslide
is a development area. The following are cumalative totals of
applications and expenditure approved by reglan:

Temporary Employmenht Subsidy

Mumber of

Workers Crosg Last
Region Applications Assisted (£ million)
Approved

Northern 329 25,044 21.2
Yorkshire and

Humberside GB7 44,964 38,2
South East g 989 53,433 A5.4 =~
South West 584 23,212 18.7
wWales 495 29,0456 cd.6
Midlands 1,154 - B3,220 w707
North West -— 1,611 112,207 =™ 353
Scotland 808 5, 050 e 42,5
B &,657 421,175 A%8.0

{Source: Department of Employment, 28th Aprill, 1878)

This pattern of distribution has reflected that of the industries
which have received most help - ¢lothing and footwear, textiles
and leather, leather gpods and fur. Conftining TES to

qeheduled development areas would, clearly, meet with objectlon
+that areas where need and take up had been greatest would be
excluded. It might nevertheless be sensible to shift the

* 1Lg Fond de Developpement Economique et Social - FDES run by
BATAR, the body with general responsibility for reglonal
policy.
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distributicn of TES (or anything put in its place) to focus
the subgidy more on areas where unemployment is highest as
and when some further reduction in unemployment in more
prosperous Areas occurs.

22, Other measures at present in cperation are:

Wumber of

Workers Date of Count
Covered
'r.._,-ﬁ"' ASmall Tirms employment subsidy 3,907 9th April

Job release scheme ' 9,534 7th June
Youth employment subsidy 7,715 Alst Uay
Job introductlion scheme 135 3lst lLiay
Youth epportunities programme a3,00a 21st May
Community ilndustry ' 4,761 Bth June
Speclal temporary employment .

programms 300 3ist tay
Job creation programmse 55,8591 5th Junec
Training places supported in

industry 26,467 30th April

Expenditure oh these schemes amcunted, between ..pril 187% and
March 1978 to some £560 millicn. During the present financial
vear it is expected to be £530 millicd. The Eurgpean Spcial &
Fund hasz contributed tow S e cost of community industry

and tralning measures. At present only the small firms
employment subsidy and the Specliel Temporary Employment
Programme {concentrating on 19-24 yegar olds who have bLeen
unemployed for over 5 montha and clder people unemployed for

over 8 year) are confined to particular arsas - SFES to
Special Development Areas, and STEP to areas of highest

unemployment. We do not have a reglonal breakdown of the other
achemes listed. LI
s
23. (¢} BHoundaries of Assisted Areas .

Virtually the whole of the United Kingdom 1is now
scheduled a3 elther a Development, Special Development,
Intermediate, or Derelict Land Clearance Are&, apart from the
S8nuth East and the Hidlands, snd even they are eligible for
zzlective assistance under Section 8 of the Industry Act.
such wide coverage inhlbits concentratlon on hard-core areas,
weskens our position in the EEC, where the eligibillity of some
areas is rightly questloned {Eurcpean reglonal fund aid ics
provided only to scheduled areas),wastes money and makes
1ittle economic sense. Of course the politlcal onpositlon
to descheduling is strong. Nevertheless the nonsense of
such comprehensive coverage is probably sufflciently widely
recognised to make at least acknowledgement of the need for
greater concentration adviseble, 1T our propesals are Lo have
both credibility and respectability. Courses of action to
consider might be:

{A) +to say that we will seek to narrow the areas as
activity and employment levels Improve.

(B) To re-examine the criteria on which areas are
scheduled and the methods by which they are
changed,




(¢) To pave the way for de-scheduling by introducing
greater flexibility and specificity through
introduction of e,g. more parrowly defined types
of assistance to, e.fg. "Service Industry Development
Arens" {especially tourlst areas and coastal towns),
or "Temporary Development Area status tc cover
localities affected by particular closures
rather than chronie unemploymnent or dereliction;
and concentrationh on inner clty areas.

(D} 1o review the c¢laims of new and expanded Lowns
vis g vis development areas.

VI, STABILITY

24, A freguent complaint fTrom industry is that while
developments are slow to mature, policies and assistance
change frequently. This objectlon was met in the 197 o Act
by guaranteeing the maln elements of the package then
introduced until the end of the EEC transitional perlod.
Should we conslder a simllar assurance as hacking for a
revised paclkage? whatever we do we should stress that
economies through cost-per—Jicb limits apart - we are making the
smallest poscible swift and e-=rly changes to the general
structure of regional pollcy in recoghition of the need for
maximum stabllity.

VII. FINANCE: LOAN GUARANTEES

Proposals for a system of government guarantee
for leans obtained from banks or other sources, aimed particulasi)
at small businesses, have at present apparently run into
cbjlections from the Departments. We should nevertheless
probably consider the possibilitles for this form of finance
(which has been operated successfully 1in Germany faor a number
of years), or other proposals whilch may emanate from the
Wilson Committee that are relevant to small firms in the reglons
in particular.
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